Rating Action: Moody's affirms Banca del Mezzogiorno's Baa3/P-3 deposit
ratings and ba3 standalone BCA, assigns Baa3 issuer rating
Global Credit Research - 28 Mar 2018
Stable outlook on deposit rating, negative outlook on issuer rating

London, 28 March 2018 -- Moody's Investors Service (Moody's) today affirmed the ba3 standalone baseline
credit assessment (BCA) of Banca del Mezzogiorno -- MCC S.p.A. (Banca del Mezzogiorno), its Baa3/Prime-3
deposit ratings, and the Baa3(cr)/Prime-3(cr) Counterparty Risk Assessments (CR Assessment); the outlook
on Banca del Mezzogiorno's long-term deposit rating remains stable. At the same time, the rating agency
assigned a Baa3 long-term issuer rating, with negative outlook.
A full list of affected rating is available at the end of this press release.
RATINGS RATIONALE
-- AFFIRMED STANDALONE BCA
Moody's affirmation of the ba3 standalone BCA of Banca del Mezzogiorno reflects the bank's plan to focus its
activity on lending to corporates in the weaker south of Italy through rapid loan growth, resulting in lower
capitalisation and returns, and with increased reliance on wholesale funding. These risks are mitigated by
government guarantees on the majority of the loans that the bank will grant, still good capital ratios, and ample
liquidity resources that could be potentially provided in case of need by Banca del Mezzogiorno's public
shareholders.
Banca del Mezzogiorno reported a stock of EUR1.6 billion loans as of end-2017; 29% were residential
mortgages granted throughout Italy, whilst the remaining were loans towards large corporate (46%) and small
and medium enterprises (SMEs, 25%) operating in southern Italy. In its new 2018-2020 business plan, the
bank is planning to focus its new activity on lending to corporate and SMEs in southern Italy, while the
residential mortgage portfolio will slowly run off in several years; Banca del Mezzogiorno plans on growing its
portfolio of corporate and SME lending by 6% in 2018, and 18% in both 2019 and 2020. Moody's considers this
growth to be rapid, increasing the risk already associated with the weaker operating environment in the region.
As a mitigating factor, most of new loans granted by Banca del Mezzogiorno will partially benefit from
government guarantees, which will reduce credit losses; furthermore, the legacy low-risk residential mortgage
portfolio, which according to the bank's plan will represent 21% of total loans in 2020, will continue to provide
some diversification.
Banca del Mezzogiorno's new strategy will lead to a gradual reduction in capital, but which in Moody's view will
remain good. The bank's Common Equity Tier 1 (CET1) ratio declined to 16.2% at end-2017 compared to
28.1% at end-June 2017. The bank has not disclosed its CET1 targets for the new business plan, but its
capitalisation will fall further given it plans to grow its equity by almost 20% in three years through earnings
retention, while loans will grow by almost a third in the same timeframe.
Moody's believes that the bank's strategy will lead to lower returns on tangible assets, as the high and stable
commissions derived from the management of government guarantee funds will be diluted by the returns on
the new lending activity, which Moody's expects to be low in the context of low interest rates.
The rapid loan growth will be largely financed through the issuance of bonds in wholesale market (+118% in
three years). Overall, reliance on inherently less stable wholesale funding is an additional risk; furthermore, the
percentage of liquid assets will likely reduce as the bank's loan book grows, reducing buffers in case of lack of
market access. These additional risks are however partially mitigated by ample liquidity potentially available
from the public sector in case of need.
-- UNCHANGED EXTREMELY LOW LOSS-GIVEN-FAILURE FOR DEPOSITS
Banca del Mezzogiorno is subject to the EU's Bank Recovery and Resolution Directive (BRRD), which Moody's

considers to be an Operational Resolution Regime.
According to Moody's advanced Loss Given Failure (LGF) analysis, Banca del Mezzogiorno's deposits remain
likely to face extremely low loss-given-failure, due to the loss absorption provided by the residual equity that
the rating agency expects in a resolution scenario, as well as the volume of senior debt issued by the bank.
This results in an uplift of three notches for the deposit rating from the bank's BCA. This also takes into
account Moody's expectation that deposits will in practice rank above senior debt in a resolution given the
introduction of full deposit preference in 2019.
-- MODERATE GOVERNMENT SUPPORT
Moody's said it continues to assume a moderate likelihood of government support for Banca del Mezzogiorno's
rated wholesale deposits in the event of its failure, but this does not result in any further uplift given the
proximity of their unsupported creditworthiness to the rating of the government of Italy (Baa2 negative). This
probability reflects the balance between on the one hand, the bank's government ownership, and its role in
supporting economic development in southern Italy; on the other hand, the limitations for government
intervention on banks in distress according to the BRRD.
ISSUER RATING ASSIGNED
Moody's today also assigned a first-time Baa3 issuer rating to Banca del Mezzogiorno. The rating reflects (1)
the bank's standalone BCA of ba3; (2) Moody's expectation that senior debt will likely face very low loss-givenfailure in a resolution scenario, which provides an uplift of two notches; (3) Moody's assumption of a moderate
probability of government support, which results in an additional one-notch uplift.
Given the one notch of government support uplift, the long-term issuer rating is aligned with that of the longterm deposit rating. While Moody's assessment of the probability of support is moderate for both instruments,
the lower unsupported creditworthiness of senior unsecured liabilities means that the issuer rating benefits
more from the potential support of the government.
RATING OUTLOOK
The outlook on Banca del Mezzogiorno's long-term deposit rating is stable, reflecting the moderate economic
recovery in Italy. Moody's expect Italy's GDP to grow by around 1.5% in 2018.
The bank's issuer rating has instead a negative outlook, mirroring the negative outlook on Italy's Baa2
sovereign debt rating.
FACTORS THAT COULD LEAD TO AN UPGRADE
Moody's said that Banca del Mezzogiorno's BCA could be upgraded following a track record of a low cost of
risk, and greater diversification of funding sources.
The bank's deposit rating could be upgraded following an upgrade of the BCA. An upgrade of Italy's sovereign
debt rating could also lead to an upgrade of Banca del Mezzogiorno's deposit rating, but this is unlikely given
the negative outlook on Italy's sovereign debt rating.
Banca del Mezzogiorno's issuer rating could be upgraded following an upgrade of the BCA, provided that the
loan growth is financed through bail-in-able unsecured debt as stated in the bank's business plan.
FACTORS THAT COULD LEAD TO A DOWNGRADE
Conversely, Banca del Mezzogiorno's BCA could be downgraded following a considerable deterioration of the
bank's loan book, or a material reduction of capital.
The bank's deposit and issuer ratings could be downgraded following a downgrade of the BCA, or if the asset
growth is funded through non bail-in-able debt such as deposits or secured funding. Furthermore, Banca del
Mezzogiorno's issuer rating could be downgraded following a downgrade of Italy's sovereign debt rating, which
has had a negative outlook since December 2016.
LIST OF AFFECTED RATINGS
Issuer: Banca del Mezzogiorno - MCC S.p.A.

..Assignments:
....Long-term Issuer Ratings, assigned Baa3 Negative
..Affirmations:
....Long-term Counterparty Risk Assessment, affirmed Baa3(cr)
....Short-term Counterparty Risk Assessment, affirmed P-3(cr)
....Long-term Bank Deposits, affirmed Baa3 Stable
....Short-term Bank Deposits, affirmed P-3
....Adjusted Baseline Credit Assessment, affirmed ba3
....Baseline Credit Assessment, affirmed ba3
..Outlook Action:
....Outlook changed to Stable(m) from Stable
PRINCIPAL METHODOLOGY
The principal methodology used in these ratings was Banks published in September 2017. Please see the
Rating Methodologies page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned

subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

