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Research Update:

Italy-Based Banca Carige Downgraded To 'BBB'
On Bank Criteria Change; Placed On Watch
Negative After Sovereign Action

Overview

e Following a review under Standard & Poor's revised bank criteria
(published on Nov. 9, 2011), we lowered our long-termcounterparty credit
rating to 'BBB' from'BBB+ on Banca Carige SpA (Carige).

* W also |lowered the subordinated debt rating to 'BBB-' from' BBB'.

e On Dec. 5, 2011, we placed the Iong- and short-term sovereign credit
ratings on the Republic of Italy on CreditWatch with negative
i mplications.

e« As aresult, we are also placing all of the counterparty and issue
ratings on Carige on CreditWatch with negative inplications, including
the bank's senior unsecured issues, subordinated Lower Tier Il, and Upper
Tier Il issues.

e Qur ratings on Italy-based Carige reflect our 'bbb+ anchor and what we
view as the bank's adequat e busi ness position, noderate capital and
earni ngs, adequate risk position, average funding, and adequate liquidity.

e The negative CreditWatch placenent reflects the possibility that a
sover ei gn downgrade and our view of a worsening of Carige's stand-al one
credit profile (SACP) may result in a downgrade of the bank

« W intend to resolve the CreditWatch on Carige after the Credit Watch on
the Republic of Italy is resolved and when we are able to assess the
i mpact of the sovereign rating action on the ratings on the bank

Rating Action

As previously announced on Dec. 7, 2011, Standard & Poor's Ratings Services
lowered its long-termcounterparty credit Banca Carige SpA to 'BBB from
' BBB+' .

In addition, we lowered the rating on Carige's subordi nated debt to ' BBB-'
from'BBB'.

At the same tinme, we placed all of the counterparty and i ssue ratings on
Carige on CreditWatch with negative inplications, including the bank's senior
unsecured issues, subordinated Lower Tier Il, and Upper Tier |l issues,
following a simlar rating action on the Republic of Italy on Dec. 5, 2011
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Rationale

The negative CreditWatch placenent reflects the possibility that a sovereign
downgrade and our view of a worsening of Carige's SACP may affect the ratings
on Carige.

Standard & Poor's bases its ratings on Carige on our 'bbb+ anchor as well as
what we view as Carige's "adequate" business position, "noderate" capital and
ear ni ngs, "adequate" risk position, "average" funding, and "adequate"
liquidity, as our criteria define these terns.

The stand-al one credit profile (SACP) for Carige is 'bbb'.

Qur bank criteria use our Banking Industry Country Ri sk Assessment (Bl CRA)
econom c risk and industry risk scores to determ ne a bank's anchor, the
starting point in assigning an issuer credit rating (ICR). The 'bbb+" anchor
draws on our view of the economic risk and industry risk in Italy where Carige
nostly operates. W view Italy as a diversified and conpetitive econony with
noderate credit risk. But Italy's public debt is very high. The inbal ances in
donestic asset prices and the buildup of |everage are low. Wth regard to

i ndustry risk, systemmide funding is a strength, we believe, because Italian
banks generally rely to a limted degree on |ong- and short-term whol esal e
funding, be it donestic or cross-border. Regul atory standards are in line with
t hose of Western European peers.

Carige is an ltaly-based m dsize savings bank. Qur "adequate" assessment of
its business position reflects what we see as the bank's strong retai
franchise in Liguria, its stronghold where it enjoys a high 28% mar ket share
in customer deposits, and where half of its loan portfolio is concentrated.
Despite the strong regional focus, the bank has expanded its franchi se outside
Liguria since 2000 through organic growh and the acquisition of small |oca
banks and branch networks. W see that nanagenent has a successful track
record of integrating them while preserving the bank's good efficiency.
However, the Iimted national coverage (only 1.2% of narket share in custoner
deposits) sonewhat constrai ns geographic diversification. W consider Carige's
revenues to be well balanced, and nost come fromthe comercial and retai
banki ng busi ness.

We consider Carige's capital and earnings as "noderate." Qur assessment
reflects our expectation that Carige's risk-adjusted capital (RAC) ratio
before diversification adjustnments will confortably exceed 5% by end-2012. W
assune that the managenent will strengthen capital beyond earnings retention
In our estimate, we are al so assigning no equity content to Carige's existing
Tier 1 issuance, according to Standard & Poor's revised criteria for hybrids
(see "Bank Hybrid Capital Methodol ogy And Assunptions,” published on Nov. 1,
2011). Gven the negative effect on revenues of weakening demand for | oans and
banki ng products, as well as an increase in the cost of funding, we expect
that Carige's preprovision operating incone will likely decrease by nore than
10% bet ween 2010 and 2012. However, earnings capacity is "adequate," in our
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view, with a three-year average earnings buffer of about 70 basis points.
In our opinion, Carige's risk position is "adequate." The bank's gross
nonperform ng assets (NPAs) increased to 9. 7% on June 30, 2011, from 8.5% at
year-end 2010, based on end-2010 gross custoner |oans. G ven the weak donestic
econom c prospects, we expect that Carige's asset quality will deteriorate at
a simlar pace as the Italian banking average, wi th new NPA inflows around

1. 6% of custoner loans in 2012, and that the bank's gross NPA ratio wll
likely exceed 10%in 2012. W believe Carige suffers fromsone risk
concentrations. Single-nane concentration is higher than peers' and we see
sonme concentration in sectors such as Italian shipping and | ocal real estate
as being anmpong the largest credit exposures. Positively, Carige benefits from
a hi gher-than-peer portion of residential nortgages in its loan m x (28% at

m d-2011) that has historically Iimted credit |osses, given high
collateralization, and counterbal ances the bank's | ow NPA coverage

Carige's funding is "average" and its liquidity position is "adequate," in our
opi nion. The bank's funding profile features a | arge and stabl e custoner
deposit base, accounting for 66% of total funding, which allows the bank to
[imt recourse to wholesale funding. Carige reported a 123% of | oan-to-deposit
ratio on Sept. 30, 2011, which conpares favorably with other regional bank
peers'. Adequate liquidity is sustained by €3 billion of Italian government
bonds and a further €1.4 billion of other eligible assets.

We consider Carige to have "noderate" system c inportance, the government to
be "supportive" of the Italian banking sector, and the Iikelihood of

extraordi nary governnent support in the future for Carige as "noderate." For
that reason, we do not incorporate any notches for governnent support into the
| CR

According to our revised criteria regarding hybrid debt, we have not | owered
our 'BB+' rating on Carige's junior subordinated debt (Upper Tier 2 notes).
This reflects our view that activation of the principal wite-down for an
Upper Tier 2 note can occur only when the bank's capital has declined bel ow
the m ni mum defined by civil law, which is well below the m ni mumregul atory
capital that would trigger the principal wite-down for a hybrid Tier 1 note.

CreditWatch
We intend to resolve the CreditWatch after the CreditWatch on the Republic of
Italy is resolved and when we will be able to assess the inpact of our view of

a possi bl e worsening of Carige's SACP on the ratings on the bank. This is
because of the indirect |inks we see between the creditworthiness of the
Republic of Italy and the econonic and industry conditions for banks operating
in ltaly, which can affect the anchor, and our assessnments of business
position, capital and earnings, risk position, and funding and liquidity.

We could affirmthe ratings or |ower themby not nore than two notches,
dependi ng on the outcone of the sovereign rating action and our assessnent of
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Carige's SACP.

We could also lower the ratings on Carige if we perceive that the bank w ||l
not strengthen capital in line with our expectations.

Ratings Score Snapshot

| ssuer Credit Rating BBB/ A- 2
SACP bbb
Anchor bbb+
Busi ness Position Adequat e (0)
Capi tal and Earni ngs Moderate (-1)
Ri sk Position Adequat e (0)
Fundi ng and Liquidity Aver age and adequate (0)
Suppor t 0
GRE Support 0
G oup Support 0
Sover ei gn Support 0

Addi ti onal Factors 0

Related Criteria And Research

e Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessnment Methodol ogy And Assunpti ons,
Nov. 9, 2011

 Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

e Italy's Unsolicited ' AA-1' Ratings Placed On CreditWatch Negative, Dec.
5, 2011

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List
Downgr aded; CreditWatch/ Qutl ook Action

To From
Banca Carige SpA
Counterparty Credit Rating BBB/ WAt ch Neg/ A-2 BBB+/ Negative/ A-2
Certificate O Deposit BBB/ WAt ch Neg/ A-2 BBB+/ A-2
Juni or Subordi nated (1 issue) BB+/ WAt ch Neg BB+
Seni or Unsecured (2 issues) BBB/ WAt ch Neg BBB+
Subordi nated (3 issues) BBB-/ Wat ch Neg BBB

Additional Contact:
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com
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Conplete ratings information is available to subscribers of RatingsDirect on
the dobal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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