INTESA SANPAOLO

PAN-EUROPEAN BANKS

Q1 2010 AHEAD ON LOWER LLC. BE
WARY OF SOVEREIGN CONCERNS

Intesa Sanpaolo’s Q1 2010 net profit was ahead of our estimates
and that of consensus, by 10% and 18% respectively. The main
reason was lower than expected loan losses. Operating profits
were ahead by only a modest amount, with continued weakness
in net interest income offset by lower than expected expenses.
Overall, we note that Intesa still only achieved an annualised
RoTNAYV of 10.2% for Q1 2010 (and we expect a similar ROTNAV
for FY 2010). We therefore believe the estimated 2010 P/TNAV of
0.9x is fair. We maintain our HOLD rating, but reduce our target
price to €2.60 from €3.10 to reflect higher risks arising from the
possible (albeit unlikely) default of Italian sovereign debt. Under
this worst case scenario, we estimate that Intesa’s 2010E Core
Tier 1 ratio would fall substantially to just 4.6% (from 7.8%).

e The improvement in loan losses was the main positive surprise of Intesa’s Q1

2010 results, being 12% better than we had expected. NPLs increased, both

on an absolute basis (+5% QoQ) and as a percentage of gross loans (to 8.7%

from 8.3%). However, the rate of NPL formation declined substantially
compared to Q4 2009. The coverage ratio has also improved slightly to 42%
(from 41%). Overall, we are encouraged by the development in asset quality
this quarter, but remain wary of a double-dip scenario should economic
conditions in southern Europe deteriorate further.

¢ Netinterest income continued to weaken, with the NIM deteriorating to 2.31%

from 2.38% in Q4 2009. The main drivers of this were the continued (albeit

modest) falls in EURIBOR, and volume contraction. We expect NIM and NIl to

be fairly flat for the rest of 2010 with EURIBOR staying at low levels.

e Operating costs improved more than we had expected, even after taking into

account the fact that costs in Q4 2009 were seasonally high. The cost/income

ratio declined to 53.2% from 60.0% in Q4 2009.

e The Core Tier 1 ratio increased to 7.2% from 7.1% at the end of 2009, in line
with our expectation. Although the improvement is modest, management is
working on numerous measures (such as the sale of branches to Credit
Agricole) to improve the ratio further by a minimum 150bps. We consider
Intesa’s capital adequacy to be average compared to its peer group.

Rating
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2.20
18%
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Pan-Euro Banks

e We analyse Intesa’s exposure to peripheral European sovereign debt. Under a

worst case (albeit unlikely, in our view) scenario of this debt being written down
by 30% due to defaults, we estimate that Intesa’s Core Tier 1 ratio would fall to
4.6% from 7.8%.
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(€/€m) 2009 2010E 2011E
Net interest income 10,486 9,763 9,824
Net fees & 5,341 5,407 5,660
commissions
Trading profits/losses 1,122 1,045 1,578
Other revenue 531 649 709
Total operating 17,480 16,864 17,771
revenues
Operating costs -9,459 -9,725 -9,988
Operating profit 8,021 7,139 7,783
Total provisions -4,003 -2,999 -2,493
Pre-tax profit 4,328 4,190 5,365
ROA 0.44% 0.47% 0.51%
ROE 552% 5.57% 5.89%
ROTNAV 11.52% 10.73% 10.97%
Cost/Income -54.11% -57.67% -56.20%
Net interest margin 244% 2.37% 2.40%
LLC % gross loans -0.99% -0.75% -0.60%
NPL ratio 8.25% 9.50% 8.00%
NPL coverage ratio 40.58% 45.00% 49.00%
Loans % deposits 94% 89% 86%
Core tier 1 ratio 713% 7.75% 8.09%
(Basel II)
Est. Core tier 1 ratio 594% 6.56% 6.90%
(Basel lll)
EPS 0.22 0.23 0.26
DPS 0.08 0.09 0.11
Payout ratio 33.8% 35.0% 40.0%
P/E 10.02 9.37 8.44
P/TNAV 0.97 0.90 0.82
Div yield 3.64% 4.03% 5.11%
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INTESA SANPAOLO

Exposure to Sovereign Debt

Intesa Sanpaolo has been more transparent that most of its peers in disclosing the
exact details of its ownership of peripheral European sovereign debt. We see that its
ownership of debt from Greece, Ireland, Portugal and Spain is relatively small,
amounting to only €1.1bn in total. However, the ownership of Italian sovereign debt
is unsurprisingly large, at €39.5bn.

We believe that the probability of default of Italian sovereign debt is, in isolation,
quite small. Among the peripheral European countries deemed at economic risk from
high levels of indebtedness, Italy stands out as having a very high ratio of public
government debt to GDP of 116%, but a relatively low fiscal deficit as a percentage
of GDP of only 5.35% (as at year-end 2009). As such, while the quantum of debt is
large, the affordability of that debt appears manageable, in our view.

Figure 1: Sovereign Indebtedness as Indicated by Fiscal Deficit and Public Debt as Percentage of GDP. Year-end 2009 Data
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Source: Eurostat, Matrix Research

Italian sovereign debt would still suffer
in the event of the Euro currency
breaking up, in our opinion

We believe that Italy, among the peripheral European countries, is in the most robust
position in terms of being able to service its debt. However, we should acknowledge
that tail risk exists due to the possibility of the Euro breaking up (if France or
Germany were to leave the Euro, for example). The working practicalities of how this
would occur are difficult for us to fathom at the moment. However, we understand
that re-denominating the existing stock of peripheral European sovereign debt in a
‘new’ Euro (or other) currency rather than the existing Euro currency would
constitute an act of default. We therefore have to address the possibility (however
remote at present) that a substantial writedown of peripheral European debt could
occur if the Euro is disbanded in some way.

We run through a scenario whereby the peripheral European debt owned by Intesa
is written down by 30%. We regard any negative mark-to-market movements
through earnings as currently negligible, so the application of a 30% writedown to all
sovereign debt, regardless of categorisation, is reasonable in our view. We are
therefore agnostic as to whether this debt is categorised as held-for-trading, held-to-
maturity or available for sale.

We see from the following tables that Intesa owns very little sovereign debt from
Greece, Ireland, Portugal and Spain. However, unsurprisingly, it owns considerable
Italian sovereign debt, amounting to €39.5bn. If we assume a 30% writedown of this
debt, then we estimate that the 2010E Core Tier 1 ratio would fall considerably to
just 4.6% (from 7.8%).
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Figure 2: Intesa’s Exposure to Peripheral European Sovereign Debt

€b Trading Portfolio AFS HTM and L&R TOTAL
Italy 222 14.4 29 39.5
Greece 0.2 0.4 0.2 0.8
Ireland 0.0 0.2 0.0 0.2
Portugal 0.0 0.0 0.0 0.0
Spain 0.0 0.0 0.0 0.0
Total Peripheral Europe 22.5 15.0 3.1 40.6
Source: Company data, Matrix Research
Figure 3: Impact on Intesa’s Capital Ratio Due to 30% Writedown of Peripheral European Sovereign Debt
€b /%
Total Peripheral Europe 40.6
Assumed percentage writedown due to default 30%
Writedown (€b) 12.2
Before writedowns After writedowns % change Absolute change
Tier 1 capital, 2010E 34.0 21.8 -36% -12.2
Core Tier 1 capital, 2010E 29.5 17.3 -41% -12.2
RWA, 2010E 380.6 380.6
Tier 1 ratio before writedowns 8.9% 5.7% -3.2%
Core Tier 1 ratio before writedowns 7.8% 4.6% -3.2%

Source: Matrix Research

This scenario is currently considered unlikely by consensus, but we believe the
market is attributing an increasing probability of it occurring, judging by the continued
weakness in the Euro currency. Without wanting to state the obvious, it is also
important to note that Intesa is not alone in being exposed to the risk of peripheral
European sovereign debt being written down. Many European banks, (not just those
domiciled in peripheral Europe), will be exposed to significant writedown risk in such

a scenario.
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Figure 4: Intesa Sanpaolo Earnings table

INTESA SANPAOLO Q4 2009 FY 2009 Q1 2010E Q12010 FY 2010E FY 2011E FY 2012E
Income Statement (€m)

Net interest income 2,487 10,486 2,519 2,407 9,763 9,824 10,366
Net fees & commissions 1,497 5,341 1,353 1,403 5,407 5,660 6,114
Trading profits/losses 129 1,122 287 218 1,045 1,578 1,650
Other revenue 160 531 132 195 649 709 786
Total operating revenues 4,273 17,480 4,292 4,223 16,864 17,771 18,916
Operating costs -2,546 -9,459 -2,363 -2,247 -9,725 -9,988 -10,333
Operating profit 1,727 8,021 1,928 1,976 7,139 7,783 8,583
Total provisions -1,168 -4,003 -983 -840 -2,999 -2,493 -2,116
Investment income 517 545 48 10 150 150 150
Impairments on other assets -160 -235 -50 -5 -100 -75 -50
Goodwill impairment 0 0 0 -2 0 0 0
Pre-tax profit 916 4,328 944 1,139 4,190 5,365 6,568
Taxes -169 -960 -229 -351 -1,266 -1,549 -1,868
Minorities -57 -133 0 -22 -28 -35 -66
Other non-operating items -147 -430 -93 -80 106 -450 -450
Net profit 543 2,805 622 686 3,002 3,331 4,183
Assets (€m)

Loans to customers 374,033 374,033 371,098 369,481 361,082 363,298 378,863
Interbank loans 43,242 43,242 43,783 47,908 45,404 49,945 54,939
Total securities 132,246 132,246 133,698 149,928 136,316 139,982 143,831
Intangible assets 25,789 25,789 26,500 26,500 25,960 26,500 26,500
Total assets 624,844 624,844 623,394 643,669 647,613 669,011 690,922
Net interest-earning assets 417,275 417,275 414,880 417,389 406,486 413,242 433,802
Liabilities (€m)

Interbank borrowings 43,369 43,369 43,152 44,693 44,916 46,740 48,638
Customer deposits 396,057 396,057 394,077 404,171 406,192 422,685 439,848
Total shareholders' equity 52,681 52,681 53,428 53,354 55,054 58,134 60,985
Tangible net asset value 26,892 26,892 26,928 26,854 29,094 31,634 34,485
Important Financial Ratios

ROA 0.35% 0.44% 0.40% 0.43% 0.47% 0.51% 0.62%
ROE 4.15% 5.52% 4.69% 5.18% 5.57% 5.89% 7.02%
ROTNAV 8.41% 11.52% 9.25% 10.21% 10.73% 10.97% 12.65%
Cost/income -59.58% -54.11% -55.07% -563.21% -57.67% -56.20% -54.62%
Tax rate -18.45% -22.18% -32.00% -30.82% -30.21% -28.87% -28.44%
Payout ratio 0.00% 33.80% 0.00% 0.00% 35.00% 40.00% 40.00%
Net interest margin 2.38% 2.44% 2.42% 2.31% 2.37% 2.40% 2.45%
LLC % gross loans -1.14% -0.99% -0.98% -0.82% -0.75% -0.60% -0.48%
Non-performing loans % gross loans 8.25% 8.25% 8.75% 8.67% 9.50% 8.00% 3.00%
NPL coverage ratio 40.58% 40.58% 39.50% 41.88% 45.00% 49.00% 53.00%
Loans % deposits 94.44% 94.44% 94.17% 91.42% 88.89% 85.95% 86.14%
Tier 1 ratio 8.37% 8.37% 8.42% 8.39% 8.93% 9.23% 9.56%
Core tier 1 ratio (Basel Il) 7.13% 7.13% 7.17% 7.20% 7.75% 8.09% 8.47%
Est. Core tier 1 ratio (Basel Ill) 5.94% 5.94% 5.98% 6.01% 6.56% 6.90% 7.28%
RWA % total assets 57.88% 57.88% 57.72% 58.83% 58.76% 59.20% 59.65%
Source: Matrix Research
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IMPORTANT DISCLOSURES

General Disclosures

MCC is committed to publishing accurate but non-independent research reports. MCC may provide
financial advice to, and undertake corporate finance and other transactions on behalf of, companies
on which it publishes research. Therefore, research reports published by MCC have not been
prepared in accordance with legal requirements designed to promote the independence of
investment research; nor is MCC subject to any prohibition on dealing ahead of the dissemination of
investment research. Accordingly, this research report should be treated as a marketing
communication.

This report was first released on 19 May 2010.

Unless otherwise noted, the securities prices noted in this report were market prices on 18 May
2010.

We seek to update our research as appropriate, but various regulations may prevent us from doing
so. Our reports are published at irregular intervals as appropriate in the analyst's judgement.

MCC's price targets are based on several methodologies, which may include, but are not restricted
to, analyses of market risk, growth rate, revenue stream, discounted cash flow, EBITDA, EPS, cash
flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, premium (discount)/average
group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value,
dividend returns, and return on equity over the next 12 months.

This report has been prepared by the individual(s) whose name(s) appear(s) on the front cover.
Unless it has been otherwise specified, the preparers are employed by MCC as research analysts.
Research analysts are paid in part based on the profitability of MCC, which includes remuneration
received from investment banking transactions.

Specific Disclosures

Company Disclosure

Intesa Sanpaolo (ISP) None

1. Matrix Corporate Capital acts as broker
2. Matrix Corporate Capital acts as NOMAD
3. Matrix Corporate Capital acts as market maker

MCC, its partners, employees and any affiliated undertaking may have a position or holding in any of
the securities mentioned in this report or in a related instrument.

Disclaimer

This report is issued by Matrix Corporate Capital LLP ("MCC") which is authorised and regulated in
the United Kingdom by the Financial Services Authority (FSA) and is a member of the London Stock
Exchange.

This report is not directed to, or intended for distribution to, or use by, any person or entity who is a
citizen or resident of, or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would
subject MCC to any registration or licensing requirement within such jurisdiction.
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This report is for the use of the addressees only and is intended for use only by a person or entity
that qualifies as an authorised person or exempt person within the meaning of section 19 of the
Financial Services and Markets Act 2000 (the "Act") or qualifies as a person to whom the financial
promotion restrictions imposed by the Act do not apply by virtue of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "professional
client" for the purposes of the Conduct of Business Sourcebook of the FSA. Consequently, this
report is intended for use only by high net worth entities or by persons having professional
experience in matters relating to investments. This report is not intended for use by other persons, in
particular, "retail clients" as defined by the rules of the FSA. Any such person who receives this
report should not act upon the contents of this report.

The information and materials presented in this report have been obtained or derived from sources
believed by MCC to be reliable. Such information and materials have not been independently verified
and MCC makes no representation as to their accuracy or completeness. Neither MCC, nor any of
its directors or employees accepts liability for any loss arising from the use of material presented in
this report.

Any forecasts or target prices shown for companies or securities noted in this report may not be
achieved due to multiple risk factors including, without limitation, market volatility, sector volatility,
corporate actions, the unavailability of complete and accurate information or assumptions made by
MCC or other sources relied on in the report subsequently transpiring to be inapposite.

The information and materials presented in this report are provided to you for information purposes
only and are not to be used or considered as an offer, or the solicitation of an offer, to sell or buy or
subscribe for securities or other financial instruments. This report was prepared for general
circulation and does not give investment advice or personal recommendations specific to individual
investors. As such, the companies and securities discussed in this report may not be suitable for all
investors who must make their own investment decisions based on their specific investment
objectives and financial situation utilising their own financial advisors as they deem necessary. MCC
will not treat recipients of this report as clients by virtue of their receiving it.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect the preparer's best judgement at the date of
publication and are subject to change without notice. The price, value of, and income from any of the
securities or financial instruments mentioned in this report can fall as well as rise. You may not get
back as much as you invest. Fluctuations in exchange rates could have adverse effects on the value
or price of, or income derived from, certain investments.

None of the material presented in this report, nor its content, nor any copy of it, may be altered in
any way, transmitted, copied or distributed to, any other party, without the express prior written
permission of MCC.
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