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Banks     Corporate  news    
  

Banca  MPS  
Last  chance  to  exit  
  

Negative      SG  Bond  Recommendation:  Today,  MPS  announced  an  exchange  offer  on  Tier  1,  UT2  and  

LT2   instruments   (see   overleaf).   The   offer   will   be   limited   to   a   maximum   amount   of  

EUR1.25bn,   far   below   the   cumulative   value   of   the   eligible   securities.   The   bank   offers   a  

premium  vs  the  last  previous  quotations  and  the  exchange  is  to  be  made  into  a  new  senior  

unsecured  fixed  rate  note  with  a  three-­year  maturity  and  a  spread  of  6.5%.  

We  find  the  exchange  offer  attractive  especially   for   those  holding  securities  with  potential  

coupon   deferrals.   This   could   be   the   last   chance   to   exit   at   reasonable   conditions   if   the  

European  Commission  were   to   impose   restrictions   on   calls   and   coupons   (see   below).   In  

addition,  MPS  made   it   clear   that   any   future   call   decision   will   be   taken   on   an   economic  

basis  and  provided  regulatory  clearance.  

Event:   During   the   December   2011   EBA   capital   exercise,   MPS   was   diagnosed   with   a  

EUR3.3bn  capital  shortfall,  which   increased  to  EUR3.9bn  when  taking  into  account  Q4  11  

and   Q1   12   results.   MPS   managed   to   reduce   its   shortfall   by   EUR1.9bn   through   capital  

management   and  RWAs   ional   EUR0.6bn   reduction   in   store  

through   the   sale   of   Biver   Banca   (see   below),   the   subordinated   debt   exchange   offer   and  

further  RWAs  optimisation.  The  shortfall   at  end-­June  2012   (including   the   three  previously  

mentioned   actions)  will   still   be   about  EUR1.3bn.   The  bank  will   sell   c.EUR3.4bn  of   hybrid  

bonds   to   the   government   (EUR3.9bn   maximum)   by   the   end   of   the   year,   including   the  

replacement  of  existing  Tremonti  bonds  (EUR1.9bn).  Terms  and  conditions  of  this  issue  are  

not  available  yet  and  will  be  discussed  with  the  Italian  and  European  authorities.  

MPS  presented  today   its  new  business  plan   for  2012-­2015  and  confirmed   it  had  reached  

an  agreement  with  CR  di  Asti  to  sell  its  60%  stake  in  Biver  Banca  for  EUR203m.Completion  

is  expected  during  the  year  and  the  price  may  be  adjusted  within  a  EUR150-­223m  range.  

The  main  items  in  the  new  Business  Plan  include  the  following:  

-­further   improvement   of   the   capital   position   with   rationalisation   of   the   business   portfolio  

(including   the   disposal  of   consumer   finance   and   leasing  activities)   and   a  EUR1bn   capital  

increase   either   in   ordinary   shares   or   in   convertible   bonds  within   the   coming   years;;  MPS  

targets  an  8.07%  Common  Equity  Tier  1  ratio  under  partially  phased-­in  Basel  3;;  

-­a  return  to  profitability  despite  an  overall  expected  decline  of  revenues,  primarily  thanks  to  

a   reduction   in   operating   costs   (closure   of   400   branches,   implementing   a   new   group  

structure,  outsourcing  back   offices),   a   reduction   in   cost  of   risks   thanks   to   improved   and  

centralised  risk  management  and  a   repositioning  on  higher  value-­added  services  such  as  

insurance  products;;  

-­an   improvement   in   liquidity   through   asset   disposals,   longer   duration   of   liabilities,   less  

maturity  transformation  and  a  significant  improvement  of  the  loan  to  deposit  ratio  implying    

a  reduction  in  lending  activities.  

SG  Credit  Opinion:  We  continue  to  be  hopeful  in  the  medium  to  long  

positive  that  the  new  management  is  actively  focused  on  implementing  new  and  ambitious  

dynamics   through   the   2012-­2015   business   plan.   However,   we   reiterate   that   MPS

challenge   will   be   to  manoeuvre   through   the   next   two   to   three   years.   We   see   significant  

  

-­weak  solvency  targets   the  bank  is  de  facto  targeting  a  fully  phased-­in  basel  3  ratio  of  7%  

at  best  by  end-­2015  when  most  European  competitors  are  targeting  at  least  9%  by  2013;;  

-­the   capacity   of   the   bank   to   reduce   its   cost   of   risks   (admittedly   through   better   risk  

management)  in  a  negative  economic  environment;;  

-­the   capacity   to   raise   capital   within   the   next   three   years,   which   is   dependent   on  

significantly  improved  market  conditions;;  

-­the  sustainability  of  a  strategy  putting  emphasis  on  bancassurance,  in  a  Basel  3  context.  

More   importantly,  we  have  no  visibility  on  possible  EC  conditions  against  State  aid.   If   the  

  

  

(maintained)     

Sector  weighting     
              Tier  1   Neutral     

Lower  Tier  2   Neutral     

Senior   Overweight     

        
iBoxx  index  spread     
              Tier  1   989     

Lower  Tier  2   581     

Senior   249     

     

     
                      

           

           

     
Rating     
                 LT   FSR   Outlook     
MDY   Baa3   ba2   Negative     

S&P   BBB   bbb   Watch  neg     

Fitch   BBB   bbb-­   Stable     

     
Key  financials     
                 2011   1Q  12     
Total  assets   240.7   230.7     

RWAs   105.2   102.6     

Total  equity   10.8   12.3     

Net  income   -­4.7   0.1     

     

Key  Ratios     
              (%)   2011   1Q  12     
PBT/RWAs   -­4.1   0.7     

Cost/Income   63.6   57.7     

Tier  1  ratio   11.1   11.3     

NPL  ratio   14.7   16.1     

     

Credit  Spread  Evolutions     
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Societe  Generale  

that  SG  may  have  a  conflict  of  interest  that  could  affect  the  objectivity  of  this  report.    Investors  should  consider  this  report  as  only  a  single  factor  in  

making   their   investment   decision.   PLEASE   SEE   APPENDIX   AT   THE   END   OF   THIS   REPORT   FOR   THE   ANALYST(S)  
CERTIFICATION(S),  IMPORTANT  DISCLOSURES  AND  DISCLAIMERS.  
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Bonds  eligible  to  the  exchange  offer  
Issuer   Type   ISIN   Outstanding  

in  m  
Coupon  
to  first  

call  date  

First  call  
date  

  

Coupon  
after  call  

date  

Maturity   Exchange  
price  (%)  

MPS  Cap.  Trust  I   Tier  1   XS0121342827      7.99%   7  Feb.  11   Eur  3M+  

6.3%  

Perp.  

  

62  

Antonveneta  Cap.  Trust  I   Tier  1   XS0122238115      Eur  3M+  

3.75%  

21  Mar.  

11  

Eur  3M+  

6.3%  

Perp.  

  

62  

Antonveneta  Cap.  Trust  II   Tier  1   XS0131739236      Eur  3M+  

3.1%  

27  Sep.  

11  

Eur  3M+  

6.3%  

Perp.  

  

62  

Banca  MPS   UT2   XS0255817685   £200   5.75%   -­   -­   Sep.  16   79  

Banca  MPS   UT2   XS0255820804      4.875%   -­   -­   May  16   92  

Banca  MPS   LT2   XS0236480322      Eur  3M+  

0.4%  

Nov.  12   Eur  3M+  

1%  

Nov.  17   76  

Banca  MPS   LT2   XS0238916620      Eur  3M+  

0.4%  

Jan.  13   Eur  3M+  

1%  

Jan.  18   76  

Banca  MPS   LT2   XS0503326083      5%   -­   -­   Apr.  20   86.75  

Banca  MPS   LT2   XS0540544912      5.6%   -­   -­   Sep.  20   87.25  

Source:  SG  Cross  Asset  Research,  Banca  MPS  

  
in  EUR  million   2007   2008   2009   2010   2011   var. Q1  2012  

Net  interest  income  (NII)   2,945   3,815   3,638   3,588   3,500   -­2.4% 894  

Net  banking  income  (NBI)   4,968   5,835   5,707   5,571   5,507   -­1.2% 1,504  

Operating  expenses   1,901   3,918   3,665   3,431   3,503   +2.1% 845  

Efficiency  ratio   38.3%   67.2%   64.2%   61.6%   63.6%    56.2%  

Pre-­provision  income  (PPI)   3,067   1,916   2,043   2,140   2,005   -­6.3% 659  

PPI/RWAs   3.0%   1.6%   1.6%   1.9%   1.9%    2.5%  

Loan  losses  provisions  (LLPs)   549   1,060   1,510   1,194   1,464   +22.6% 440  

Profit  before  tax  (PBT)   1,270   11   265   1,489   -­4,440   -­398.2% 178  

PBT/RWAs   1.3%   0.0%   0.2%   1.3%   -­4.1%    0.7%  

Net  profit,  before  minority   1,453   902   225   987   -­4,689   -­575.1% 56  

Net  profit   1,438   892   220   986   -­4,685   -­575.4% 55  

Source:  SG  Cross  Asset  Research  

  
in  EUR  billion   2007   2008   2009   2010   2011   var. Mar-­12  

Total  assets   162.1   213.8   224.8   239.2   240.7   +0.6% 230.7  

Securities   31.9   27.6   39.4   53.6   56.4   +5.2% 38.9  

Customers  loans  (gross)   109.5   151.7   160.2   164.3   156.1   -­5.0% 156.7  

    o.w.  impaired  loans   6.5   12.8   17.2   19.6   23.0   +17.6% 25.3  

provisions  (specific  +  general)   3.2   6.3   7.7   9.0   9.5   +5.9% 10.1  

Impaired  loans  /  gross  loans   5.9%   8.5%   10.7%   11.9%   14.7%    16.1%  

Coverage  ratio   49.8%   49.2%   45.1%   46.0%   41.4%    39.8%  

RWAs   113.4   132.4   120.9   109.2   105.2   -­3.7% 102.6  

Core  Tier  1  ratio               8.5%    8.6%  

Tier  1  ratio   6.1%   5.1%   7.5%   8.4%   11.1%    11.3%  

Total  Capital  ratio   8.9%   9.3%   11.9%   12.9%   15.7%    15.9%  

Debt  securities  in  issue   39.8   47.2   42.6   35.2   39.8   +13.0% 27.4  

Customers  deposits   60.4   81.6   91.1   96.9   98.5   +1.7% 99.2  

AuM  (excluding  deposits)   58.5   46.4   48.8   50.5   46.4   -­8.1% 46.9  

Loan  to  deposits   1.8   1.9   1.8   1.7   1.6    1.6  

Loan  to  (deposits+AuM)   0.9   1.2   1.1   1.1   1.1    1.1  

Interbank  (assets)  +  cash   15.7   18.6   11.6   11.2   21.6   +92.3% 14.9  

Interbank  (liabilities)   13.7   27.2   22.8   27.4   46.8   +70.7% 44.8  

Net  interbank  position   1.9   -­8.6   -­11.1   -­16.2   -­25.2   +55.7% -­30.0  

Source:  SG  Cross  Asset  Research  
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      (44)  20  7676  7167              
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Pierre  Bergeron                    

      (33)  1  42  13  89  15              
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   Consumers  &  Services     

  

Thierry  Cleber                    
      (33)  1  58  98  30  32              
      thierry.cleber@sgcib.com              
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APPENDIX  
  

  

ANALYST  CERTIFICATION  
The  following  named  research  analyst(s)  hereby  certifies  or  certify  that  (i)  the  views  expressed  in  the  research  report  accurately  reflect  his  or  her  or  their  

personal  views  about  any  and  all  of  the  subject  securities  or  issuers  and  (ii)  no  part  of  his  or  her  or  their  compensation  was,  is,  or  will  be  related,  directly  

or  indirectly,  to  the  specific  recommendations  or  views  expressed  in  this  report:  Stéphane  Le  Priol  -­  Jalonneur  
  
  

EXPLANATION  OF  CREDIT  RATINGS  
SG  credit  research  may  contain  both  a  credit  opinion  of  the  company  and  market  recommendations  on  individual  bonds  issued  by  the  company  and/or  

its  Credit  Default  Swap.  

  

Credit  Opinion:  
Positive:      Indicates  expectations  of  a  general  improvement  of  the  issuer's  credit  quality  over  the  next  six  to  twelve  months,  with  credit  quality  expected  

to  be  materially  stronger  by  the  end  of  the  designated  time  horizon.  

Stable:          Indicates  expectations  of  a  generally  stable  trend  in  the  issuer's  credit  quality  over  the  next  six  to  twelve  months,  with  credit  quality  expected  

to  be  essentially  unchanged  by  the  end  of  the  designated  time  horizon.  

Negative:     Indicates  expectations   of   a   general   deterioration   of   the   issuer's   credit   quality   over   the  next   six   to   twelve  months,  with   the  credit   quality  

expected  to  be  materially  weaker  by  the  end  of  the  designated  time  horizon.  

  

Individual  Bond  recommendations:  
Buy:    Indicates  likely  to  outperform  its  iBoxx  subsector  by  5%  or  more  

Hold:  Indicates  likely  to  be  within  5%  of  the  performance  of  its  iBoxx  subsector  

Sell:  Indicates  likely  to  underperform  its  iBoxx  subsector  by  5%  or  more  

  

Individual  CDS  recommendations:  
SG  Credit  research  evaluates  its  expectation  of  how  the  5  year  CDS  is  going  to  perform  vis-­à-­vis  its  sector.  

  

Sell:  CDS  spreads  should  outperform  its  iTraxx  sector  performance  

Neutral:  CDS  spreads  should  perform  in  line  with  its  iTraxx  sector  performance  

Buy:  CDS  spreads  should  underperform  its  iTraxx  sector  performance  

  

Sector  weightings:  
OVERWEIGHT:  Sector  spread  should  outperform  its  iBoxx  corporate  index  

NEUTRAL:  Sector  spread  should  perform  in  line  with  its  iBoxx  corporate  index  

UNDERWEIGHT:  Sector  spread  should  underperform  its  iBoxx  corporate  index  
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This  research  contains  the  views,  opinions  and  recommendations  of  Société  Générale  (SG)  credit  research  analysts  and/or  strategists.    To  the  extent  
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and  its  affiliates.    Credit  research  analysts  and/or  strategists  routinely  consult  with  SG  sales  and  trading  desk  personnel  regarding  market  information  

including,  but  not  limited  to,  pricing,  spread  levels  and  trading  activity  of  a  specific  fixed  income  security  or  financial  instrument,  sector  or  other  asset  

class.  Trading  desks  may  trade,  or  have  traded,  as  principal  on  the  basis  of   the  research  analyst(s)  views  and  reports.   In  addition,   research  analysts  

receive  compensation  based,   in  part,  on  the  quality  and  accuracy  of   their  analysis,  client   feedback,   trading  desk  and  firm   revenues  and  competitive  

factors.     As  a  general  matter,  SG  and/or   its  affiliates  normally  make  a  market  and  trade  as  principal   in  fixed   income  securities  discussed   in  research  

reports.  
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FOR   DISCLOSURES   PERTAINING   TO   COMPENDIUM   REPORTS   OR   RECOMMENDATIONS   OR   ESTIMATES   MADE   ON   SECURITIES   OTHER  
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http://www.sgresearch.com/compliance.rha    or  call  +1  (212).278.6000  in  the  U.S.  
  
  

  

IMPORTANT  DISCLAIMER:    The  information  herein  is  not  intended  to  be  an  offer  to  buy  or  sell,  or  a  solicitation  of  an  offer  to  buy  or  sell,  any  securities  

and   has   been   obtained   from,   or   is   based   upon,   sources   believed   to   be   reliable   but   is   not   guaranteed   as   to   accuracy   or   completeness.     Material  

contained  in  this  report  satisfies  the  regulatory  provisions  concerning  independent  investment  research  as  defined  in  MiFID.  SG  does,  from  time  to  time,  

deal,   trade   in,  profit   from,  hold,  act  as  market-­makers  or  advisers,  brokers  or  bankers   in  relation  to  the  securities,  or  derivatives  thereof,  of  persons,  

firms  or  entities  mentioned  in  this  document  and  may  be  represented  on  the  board  of  such  persons,  firms  or  entities.    SG  does,  from  time  to  time,  act  as  

a  principal  trader  in  equities  or  debt  securities  that  may  be  referred  to  in  this  report  and  may  hold  equity  or  debt  securities  positions.    Employees  of  SG,  

or   individuals  connected   to   them,  may   from   time  to   time  have  a  position   in  or  hold  any  of   the   investments  or   related   investments  mentioned   in   this  

document.    SG  is  under  no  obligation  to  disclose  or  take  account  of  this  document  when  advising  or  dealing  with  or  on  behalf  of  customers.    The  views  

of  SG  reflected   in   this  document  may  change  without  notice.     In  addition,  SG  may   issue  other  reports   that  are   inconsistent  with,  and  reach  different  

conclusions  from;;  the  information  presented  in  this  report  and  is  under  no  obligation  to  ensure  that  such  other  reports  are  brought  to  the  attention  of  any  
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recipient  of   this   report.     To  the  maximum  extent  possible  at   law,  SG  does  not  accept  any   liability  whatsoever  arising  from  the  use  of  the  material  or  

information  contained  herein.    This  research  document  is  not  intended  for  use  by  or  targeted  to  retail  customers.    Should  a  retail  customer  obtain  a  copy  

of  this  report  he/she  should  not  base  his/her  investment  decisions  solely  on  the  basis  of  this  document  and  must  seek  independent  financial  advice.    

  

The  financial  instrument  discussed  in  this  report  may  not  be  suitable  for  all  investors  and  investors  must  make  their  own  informed  decisions  and  seek  

their   own   advice   regarding   the   appropriateness   of   investing   in   financial   instruments   or   implementing   strategies   discussed   herein.            The   value   of  

securities  and  financial   instruments   is  subject   to  currency  exchange  rate   fluctuation  that  may  have  a  positive  or  negative  effect  on  the  price  of  such  

securities  or  financial   instruments,  and   investors   in  securities  such  as  ADRs  effectively  assume  this  risk.     SG  does  not  provide  any  tax  advice.     Past  

performance  is  not  necessarily  a  guide  to  future  performance.      Estimates  of  future  performance  are  based  on  assumptions  that  may  not  be  realized.    

Investments   in  general  and  derivatives   in  particular,   involve  numerous  risks,   including,  among  others,  market,  counterparty  default  and   liquidity   risk.    

Trading   in   options   involves   additional   risks   and   is   not   suitable   for   all   investors.      An   option  may  become  worthless   by   its   expiration   date,   as   it   is   a  

depreciating  asset.    Option  ownership  could  result  in  significant  loss  or  gain,  especially  for  options  of  unhedged  positions.  Prior  to  buying  or  selling  an  

option,   investors   must   review   the   "Characteristics   and   Risks   of   Standardized   Options"   at  

http://www.optionsclearing.com/publications/risks/riskchap.1.jsp.    
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Autorité  de  Contrôle  Prudentiel  and  regulated  by  the  Autorite  des  Marches  Financiers.    
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a  French  credit   institution   (bank)  authorised  and  supervised  by   the  Autorité  de  Contrôle  Prudentiel   (the  French  Prudential  Control  Authority).  Société  

's  regulation  by  the  FSA  are  

available  from  SG  on  request.  The  information  and  any  advice  contained  herein  is  directed  only  at,  and  made  available  only  to,  professional  clients  and  

eligible  counterparties  (as  defined  in  the  FSA  rules)  and  should  not  be  relied  upon  by  any  other  person  or  party.  
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sed  to  financial  institutions  only,  as  defined  in  the  Act  on  trading  in  financial  instruments.  The  Branch  certifies  

that  this  document  has  been  elaborated  with  due  diligence  and  care.  

  

Notice  to  U.S.  Investors:     For  purposes  of  SEC  Rule  15a-­6,  SG  Americas  

report  is  intended  for  institutional  investors  only.    Any  U.S.  person  wishing  to  discuss  this  report  or  effect  transactions  in  any  security  discussed  herein  

should  do  so  with  or  through  SGAS,  a  broker-­dealer  registered  with  the  SEC  and  a  member  of  FINRA,  with  its  registered  office  at  1221  Avenue  of  the  

Americas,  New  York,  NY  10020.    (212)-­278-­6000.  
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Instrument  31-­103,  Accredited  Investors,  as  defined  under  National  Instrument  45-­106,  Accredited  Counterparties  as  defined  under  the  Derivatives  Act  
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to  accredited  investors,  expert  investors  and  institutional  investors,  as  defined  in  Section  4A  of  the  Securities  and  Futures  Act,  Cap.  289.    Recipients  of  

this  document  are  to  contact  Société  Générale,  Singapore  Branch  in  respect  of  any  matters  arising  from,  or  in  connection  with,  the  document.    If  you  are  

an  accredited  investor  or  expert  investor,  please  be  informed  that  in  SG's  dealings  with  you,  SG  is  relying  on  the  following  exemptions  to  the  Financial  

with  Section  25  of  the  FAA  on  disclosure  of  product  information  to  clients;;  (2)  the  exemption  set  out  in  Regulation  34  of  the  FAR,  which  exempts  SG  
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