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RATING ACTION COMMENTARY

Fitch Affirms AMCO at
'BBB-', Outlook Stable
Wed 06 May, 2020 - 4:42 AM ET

Fitch Ratings - Milan - 06 May 2020: Fitch Ratings has affirmed Italy's Asset

Management Company's (AMCO) Long-Term Issuer Default Ratings (IDR) at 'BBB-'

and Short-Term Foreign-Currency IDR at 'F3'. The Outlook is Stable. The ratings

have been removed from Rating Watch Positive (RWP).

The affirmation concludes the review initiated in December 2019 when we placed

AMCO on RWP amid a possible reassessment of the strength of linkage with the

national government following the announcement of the acquisition of a portfolio of

EUR2.8 billion non-performing loans (NPL) from Banca Carige S.p.A. - Cassa di

Risparmio di Genova e Imperia's (Carige; B-/Stable) and the formalisation of a

guarantee on up to EUR1.2 billion of Carige's performing loans.

Fitch viewed AMCO's involvement in the Carige market-led financial rescue, as well

as possible other large transactions, as acting in lieu of the government in order to

clean-up the bank's balance-sheet amid a policy to shrink the NPL ratio to below 5%.

The completion of the transaction would have led Fitch to re-assess AMCO's

proximity to the state, narrowing the notching from Italy's IDR to zero from one

With the guarantee on Carige's portfolio of performing loans and other large

transactions on hold amid disruptions caused by the coronavirus pandemic, the

equalisation is now deemed warranted reflecting Fitch's lowered projections on NPL

collection. We expect the government's guarantee of more than 75% (Fitch
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adjusted) of AMCO's liabilities to continue over the medium term instead of falling

towards 25%-30%, a factor in itself warranting the equalisation.

While Italian government related entities' (GRE) most recently available issuer data

may not have indicated performance impairment, material changes in revenue and

cost profiles are occurring across the sector and likely to worsen in the coming

weeks and months as economic activity suffers and government restrictions are

maintained or broadened. Fitch's ratings are forward-looking in nature, and we will

monitor developments in the sector for their severity and duration, and incorporate

revised base- and rating-case qualitative and quantitative inputs based on

performance expectations and assessment of key risks, including extra-ordinary

support assessment factors.

KEY RATING DRIVERS

Overriding Factor of Government Guarantees

We no longer expect AMCO's share of debt guaranteed by the national government

- as calculated by Fitch - to fall below 75% over the medium term. This is due to a

slowdown in the collection of gross NPLs due to economic disruptions following the

COVID-19 outbreak, as well as the likely slowdown in the on-boarding of new large

NPL transactions, which would have led to additional borrowing. Lower NPL

collections will, in turn, slow down the repayment of the about EUR6 billion state-

guaranteed debt embedded in the EUR18 billion Veneto banks' transaction,

maintaining the share of government-guaranteed debt above 75% from previous

expectations of a gradual fall towards 25%-30% by 2023.

Status, Ownership and Control Assessed as Strong

Fitch assesses this factor as strongly contributing to the alignment of AMCO's IDR

with that of the sovereign.

AMCO's status as a limited liability company excludes an automatic or legislated

transfer of liabilities to the state, should the company for any reason be subject to

liquidation. However, the state's full control and governance rights of AMCO, as well

as AMCO's role in a government-directed activity of cleaning troubled banks'

balance sheet, underpins Fitch's assessment of a prompt state intervention to avert

AMCO's default on its liabilities in case of need. AMCO is involved - as mandated by
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law in 2018 - in the liquidation of the NPLs of Veneto Banca and Banca Popolare di

Vicenza, and has participated in the clean-up of Carige's loan book within a market-

led bank bail-out.

AMCO's involvement in other large transactions may lead to a reassessment of this

support factor to very strong as they may feature closer proximity to the national

government. AMCO is also subject to scrutiny by the public-sector audit body, Corte

dei Conti, a member of which attends the company's board meetings. The audit body

can charge board members for misuse of public funds if AMCO reports losses due to

negligence

Support Track Record and Expectations Assessed as Very Strong

Fitch views this rating factor as very strongly supporting the likelihood of the

national government taking over AMCO's liabilities, if needed to prevent its default.

The assessment hinges on the state guarantee on the about EUR6 billion loan from

Banca Intesa, originated to match the gap between liabilities and assets when it took

over Veneto's good banks in 2017. Although the loan has to be repaid by the

Liquidation Commissions of two failed Veneto banks the Commissions had their bad

assets transferred by law to AMCO in two segregated funds. AMCO's resources

generated by the sale and the management of Veneto's NPLs would be channeled,

net of management expenses, to the repayment of the Intesa loan, which can rise up

to EUR8 billion-EUR10 billion if Banca Intesa exercises its option to put to AMCO

unlikely-to-pay (UTP) loans by 2021. Fitch's rating approach consolidates asset and

liabilities from the two segregated funds on AMCO's balance sheet.

Other factors underpinning the assessment include a first claim on proceeds from

recoveries of the segregated assets from the Veneto banks' portfolios to cover

AMCO's costs, even if the costs are not directly related to the servicing of the

Veneto banks' NPLs, and as long as AMCO generate proceeds from the management

of the NPLs. Our view of state support for AMCO is also underpinned by the waiving

of dividends, which Fitch expects to continue over the medium term, as well as

expectations of recapitalisation if necessary, as happened in 2019 when a EUR1

billion equity injection boosted the CET1 ratio to 64% amid an expected rapid rise in

NPL under management. Fitch continues to expect AMCO to be pre-emptively

recapitalised should its equity fall towards the minimum requirements.

Since AMCO is eligible as Italy's national asset management company (AMCo) under

the EU blueprint for reducing NPLs Fitch believes it may receive state aid to acquire
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NPLs at prices higher than market valuation to support stressed banks that are

eligible for precautionary recapitalisation. Regulators, including the European

Central Bank /Single Supervisory Mechanism have signaled a pause in their drive to

reduce the level of NPLs as banks grapple with distressed customers triggered by

the coronavirus pandemic. However, Fitch believes that the target will re-emerge

over the medium term, restating AMCO's central role in the government's policy.

Italy's gross NPL loan ratio was close to 9% in 2019, down from 17% in 2015, against

the former (pre-coronavirus) EU target of 5% by 2022.

Socio-political Implications of Default Assessed as Very Strong

Fitch views this rating factor as very strongly supporting the likelihood of the

national government taking over AMCO's liabilities, if needed to prevent its default.

AMCO's role is akin to a public mission. AMCO's state-sponsored distinctive feature

of a "patient approach" to managing UTP loans means granting accommodative

terms to distressed borrowers to allow them financial respite, most likely

unavailable from private-sector distressed-debt managers. Fitch believes that this

approach, which strengthened AMCO's NPL recovery prospects to nearly two-

thirds of the loan purchase price on net present value basis, or 90% of the nominal

value of NPLs over 1998-2019, will become even more key in the aftermath of the

COVID-19 outbreak as corporates' request for accommodative terms will increase

and the socio-economic tolerance for quick dispossession decreases.

In addition, replacing AMCO runs the risk of passing over the benefit of state

guarantee to private operators or transferring the portfolio of NPLs from Veneto

banks to less experienced GREs in managing NPLs. Fitch expects that state support

to AMCO would be forthcoming in a timely manner to prevent, among others, unrest

from the nearly 30,000 SMEs and 90,000 households, in Veneto (BBB-/Stable),

Lombardy, Liguria and Piemonte (BBB-/Stable) if the envisaged restructuring of their

UTP loans, currently about EUR10 billion, ground to a halt amid AMCO's distress.

Financial Implications of Default Assessed as Moderate

Fitch assesses this factor as making a moderate contribution to the alignment of

AMCO's IDR with that of the sovereign. Even under Fitch's scenario in which up to

EUR5 billion is raised on the capital market over the medium term, AMCO's debt

would represent only a small fraction of the sovereign's EUR2.5 trillion, making any

severe disruption on the sovereign debt market due to AMCO's default implausible.
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Operations

Fitch expects AMCO's balance sheet to increase over the medium term towards

EUR18-20 billion, from EUR13.5 billion in 2019 on a Fitch-adjusted basis. Possible

new transactionswill add to current assets under management raising the gross

NPLs portfolio towards EUR35 billion from about EUR24 billion in April 2020.

Although AMCO operates at market conditions, government backing makes it the

reference asset management company for state or market-led bail-out of distressed

banks. AMCO is a sizeable Italian debt purchaser and debt servicer with a leading

market position in UTP loans, following the transfer of EUR2.8 billion Carige

transaction in 2019/20, the EUR18 billion NPLs under management from the failed

Veneto banks in 2018, which adds to the servicing of nearly EUR2 billion NPLs

originated during the bail-out of Banco di Napoli in the late 1990s. Recoveries of

NPLs in 2019 rose to about EUR750 million, almost entirely from the Veneto

portfolios, with a recovery rate of about 4% when measured against the gross value

under management. While the servicing of AMCO's debt allocated to restructure

loans of the two segregated funds (containing the Veneto portfolios) is super-senior

to other liabilities of segregated funds, the cash generated by the segregated funds

and assets recorded on AMCO's balance sheet can be pooled to service debt raised

by AMCO for any corporate investments.

AMCO's 'b' Standalone Credit Profile (SCP) is constrained by the absence of a track

record operating under the revised business model following the Veneto banks'

transaction. AMCO is still establishing full-range data management capabilities as it

currently outsources a wide range of functions. In addition, the SCP is weighed down

by AMCO's reliance on a small number of managed portfolios, which we believe may

lead to uneven revenue growth in the medium term.

The SCP also takes into account our expectation that AMCO's cash flow leverage,

Fitch's primary metric for debt purchasers, could increase in the short-to medium-

term. However, the SCP also considers its solid positioning in the Italian UTP

segment, which depending on banks' NPL outsourcing plans and further regulatory

pressure on NPL reduction, exhibits sound growth potential.

DERIVATION SUMMARY
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AMCO's IDRs move in tandem with those of the Italian sovereign (BBB-/Stable). The

state guarantee on AMCO's debt accounts for about 85% of AMCO's non-

subordinated liabilities as calculated by Fitch. This leads to AMCO's ratings being

equalised with the Italian sovereign's under Fitch's GRE criteria, as the share of

guaranteed debt exceeding 75% assumes in itself the willingness to provide support

at a level warranting the rating equalisation while overriding the analysis of the

rating support factors.

The overriding factor of the high share of guaranteed debt supersedes the one-

notch rating differential stemming from the assessment of the strength of linkage of

AMCO with Italy's sovereign and the latter's willingness to provide extra-ordinary

support to the former in case of need. The support rating factors analysis warrants a

score of 40 which would result in a single-notch differential with the national

government's IDR amid a SCP of 'b'; which at more than three notches away from

Italy's IDR, is not a driver of AMCO's rating.

KEY ASSUMPTIONS

AMCO's NPL collections have been lowered to about 1% (from 8% assumed in 2018

and 6% in September 2019) amid the COVID-19 disruption, which makes corporate

or household dispossession of the asset posted for loan collateral harder and more

politically sensitive.

Banca Intesa's EUR6 billion loan to the liquidation commissions of the two failed

Veneto banks, guaranteed by the state and to be reimbursed upon proceeds

generated by AMCO, considered by Fitch to be guaranteed for the benefit of AMCO

as the position of two liquidation commissions of the two Veneto banks are looked-

through, i.e. considered pass-through entities.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

Positive rating action on the Italian sovereign would be mirrored by corresponding

positive rating action on AMCO.
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Factors that could, individually or collectively, lead to negative rating

action/downgrade:

Negative rating action on the Italian sovereign or, unless the central government

continues to guarantee more than 75% of AMCO's debt, a reduced likelihood of

prompt extraordinary support leading to a weaker re-assessment of the strength of

links or the state's incentive to provide support compared with the current

assessment warranting an overall score of 40. These factors may include weaker

finances as indicated by recurring net losses and abnormal accumulation of non-

performing loans/assets leading to an unsustainable financial structure.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Public Finance issuers have a best-case rating

upgrade scenario (defined as the 99th percentile of rating transitions, measured in a

positive direction) of three notches over a three-year rating horizon; and a worst-

case rating downgrade scenario (defined as the 99th percentile of rating transitions,

measured in a negative direction) of three notches over three years. The complete

span of best- and worst-case scenario credit ratings for all rating categories ranges

from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are based on historical

performance. For more information about the methodology used to determine

sector-specific best- and worst-case scenario credit ratings, visit

https://www.fitchratings.com/site/re/10111579.

LIQUIDITY AND DEBT STRUCTURE

AMCO has about EUR1 billion liquidity and liquid investment primarily stemming

from the EUR1 billion equity increase in December 2019.

Bonds have bullet maturities in 2024 and 2025; Fitch's adjusted EUR6 billion loan

from Banca Intesa is amortising (pay as cash flows are collected) while a EUR4.8

billion loan from the Ministry of Finance is subordinated

SUMMARY OF FINANCIAL ADJUSTMENTS
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Veneto banks transactions, segregated in the two off-balance sheet funds, are

consolidated by Fitch on the balance sheet (stock) and the income statement (flows)

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER
OF RATING

The principal sources of information used in the analysis are described in the

Applicable Criteria.

PUBLIC RATINGS WITH CREDIT LINKAGE TO OTHER RATINGS

AMCO's IDRs are credit linked with those of Italy

ESG CONSIDERATIONS

The highest level of ESG credit relevance, if present, is a score of 3. This means ESG

issues are credit-neutral or have only a minimal credit impact on the entity(ies),

either due to their nature or to the way in which they are being managed by the

entity(ies). For more information on Fitch's ESG Relevance Scores, visit

www.fitchratings.com/esg.

RATING ACTIONS

ENTITY/DEBT RATING

AMCO - Asset

Management

Company

S.p.A.

LT

IDR

BBB-  Affirmed

ST

IDR

F3  Affirmed

LT BBB-  Affirmed

ST F3  Affirmed

senior

unsecured
•

senior

unsecured
•
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
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HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN

ADDITION, THE FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-
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RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND

METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S
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PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION
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AVAILABLE AT HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH

MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY

OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR

WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE

FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH

WEBSITE.
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except by permission. All rights reserved. In issuing and maintaining its ratings and in

AMCO - Asset Management Company S.p.A. EU Issued
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making other reports (including forecast information), Fitch relies on factual

information it receives from issuers and underwriters and from other sources Fitch

believes to be credible. Fitch conducts a reasonable investigation of the factual

information relied upon by it in accordance with its ratings methodology, and

obtains reasonable verification of that information from independent sources, to the

extent such sources are available for a given security or in a given jurisdiction. The

manner of Fitch's factual investigation and the scope of the third-party verification it

obtains will vary depending on the nature of the rated security and its issuer, the

requirements and practices in the jurisdiction in which the rated security is offered

and sold and/or the issuer is located, the availability and nature of relevant public

information, access to the management of the issuer and its advisers, the availability

of pre-existing third-party verifications such as audit reports, agreed-upon

procedures letters, appraisals, actuarial reports, engineering reports, legal opinions

and other reports provided by third parties, the availability of independent and

competent third- party verification sources with respect to the particular security or

in the particular jurisdiction of the issuer, and a variety of other factors. Users of

Fitch's ratings and reports should understand that neither an enhanced factual

investigation nor any third-party verification can ensure that all of the information

Fitch relies on in connection with a rating or a report will be accurate and complete.

Ultimately, the issuer and its advisers are responsible for the accuracy of the

information they provide to Fitch and to the market in offering documents and other

reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,

including independent auditors with respect to financial statements and attorneys

with respect to legal and tax matters. Further, ratings and forecasts of financial and

other information are inherently forward-looking and embody assumptions and

predictions about future events that by their nature cannot be verified as facts. As a

result, despite any verification of current facts, ratings and forecasts can be affected

by future events or conditions that were not anticipated at the time a rating or

forecast was issued or affirmed. 

The information in this report is provided "as is" without any representation or

warranty of any kind, and Fitch does not represent or warrant that the report or any

of its contents will meet any of the requirements of a recipient of the report. A Fitch

rating is an opinion as to the creditworthiness of a security. This opinion and reports

made by Fitch are based on established criteria and methodologies that Fitch is

continuously evaluating and updating. Therefore, ratings and reports are the

collective work product of Fitch and no individual, or group of individuals, is solely

responsible for a rating or a report. The rating does not address the risk of loss due

to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not

engaged in the offer or sale of any security. All Fitch reports have shared authorship.
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Individuals identified in a Fitch report were involved in, but are not solely

responsible for, the opinions stated therein. The individuals are named for contact

purposes only. A report providing a Fitch rating is neither a prospectus nor a

substitute for the information assembled, verified and presented to investors by the

issuer and its agents in connection with the sale of the securities. Ratings may be

changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch

does not provide investment advice of any sort. Ratings are not a recommendation

to buy, sell, or hold any security. Ratings do not comment on the adequacy of market

price, the suitability of any security for a particular investor, or the tax-exempt

nature or taxability of payments made in respect to any security. Fitch receives fees

from issuers, insurers, guarantors, other obligors, and underwriters for rating

securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable

currency equivalent) per issue. In certain cases, Fitch will rate all or a number of

issues issued by a particular issuer, or insured or guaranteed by a particular insurer

or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000

to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by

Fitch to use its name as an expert in connection with any registration statement filed

under the United States securities laws, the Financial Services and Markets Act of

2000 of the United Kingdom, or the securities laws of any particular jurisdiction.

Due to the relative efficiency of electronic publishing and distribution, Fitch

research may be available to electronic subscribers up to three days earlier than to

print subscribers. 

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd

holds an Australian financial services license (AFS license no. 337123) which

authorizes it to provide credit ratings to wholesale clients only. Credit ratings

information published by Fitch is not intended to be used by persons who are retail

clients within the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as

a Nationally Recognized Statistical Rating Organization (the "NRSRO"). While

certain of the NRSRO's credit rating subsidiaries are listed on Item 3 of Form

NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO

(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries

are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings

issued by those subsidiaries are not issued on behalf of the NRSRO. However, non-

NRSRO personnel may participate in determining credit ratings issued by or on

behalf of the NRSRO.
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SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the

rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch's approach to ratings endorsement so that ratings produced outside the EU

may be used by regulated entities within the EU for regulatory purposes, pursuant

to the terms of the EU Regulation with respect to credit rating agencies, can be

found on the EU Regulatory Disclosures page. The endorsement status of all

International ratings is provided within the entity summary page for each rated

entity and in the transaction detail pages for all structured finance transactions on

the Fitch website. These disclosures are updated on a daily basis.

International Public Finance Supranationals, Subnationals, and Agencies Europe

Italy




