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PRESS RELEASE 

 

Structural and definitive solution to the bad loan legacy portfolio 

 

De-risked and well-capitalized Bank 

 

By means of a market solution the Bank confirms its 

standing as one of the leading institutions in the Italian 

banking system 

 

ECB asset quality targets met in full 

 

 

 De-recognition of the entire bad loan portfolio through its transfer to a 
securitization vehicle (“Sec.Co”) at a price equal to EUR 9.2 billion (or 33% of 

gross book value)
1 

and the subsequent assignment of the junior tranche to 
BMPS shareholders. Quaestio Capital Management SGR S.p.A. (“Quaestio”), on 
behalf of the Atlante fund ("Atlante Fund"), will subscribe the mezzanine notes 
for up to ca. EUR 1.6 billion 

 

 Recapitalization of the remaining de-risked business of BMPS for up to EUR 5 
billion. The Transaction, which entails a rights issue  up to EUR 5 billion , 
assisted by a pre-underwriting agreement from a consortium of primary 
international banks (“Rights Issue”) 

 

 The Bank, pro-forma for the transaction (31 March 2016), has best in class 
ratios in terms of: 

 
o CET1 ratio: 11.7% phased in, 11.4% fully loaded; 

 
o Asset quality: gross NPE ratio of 17.8%, fully compliant with ECB 

guidelines; 
 

o Texas ratio
2
 of ~125% down from current ~260%; 

 
o Coverage ratio of 40% for unlikely to pay and past due loans, the highest 

level among major Italian banks 
 

  

                                                 
1
 Unaudited pro-forma figures as at 31 March 2016. Pro-forma figures as at 30 June 2016 (net of write-offs) do not 

significantly change the percentage of the price on net book value. 
2
 Calculated as Net Non-Performing Exposure / Tangible Book Value 
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Siena, 29 July 2016 – The Board of Directors of Banca Monte dei Paschi di Siena S.p.A. (“BMPS” 

or the “Bank”) has approved the guidelines of a transaction (the “Transaction”), which is expected 

to allow for the de-recognition of the Group’s entire bad loan portfolio (EUR 27.7 billion gross and 

EUR 10.2 billion net, 31 March 2016). The envisaged strengthening in coverage of non-performing 

exposures (i.e. bad loans, unlikely to pays and past due loans) and the de-recognition of the bad 

loan portfolio through the securitization structure, is expected to result, on a preliminary basis, in a 

capital shortfall of Euro 5.0 billion compared to a fully phased CET1 of 11.4%, as of 31 March 

2016. 

 

This preliminary estimate does not include any DTA benefit stemming from the said increase in 

non-performing exposure coverage. 

 

The completion of the Transaction is subject, among others, to approval by the relevant 

supervisory and regulatory authorities. The Bank will submit to the ECB, at the earliest possible 

date, a comprehensive capital plan (“Capital Plan”) including the Rights Issue aimed at obtaining a 

more than adequate capital position. 

 

In this regard, we acknowledge that today the ECB has confirmed that MPS, subject to all parts of 

the Transaction being successfully completed, will be able to exclude/limit the impact stemming 

from the disposal of all bad loans as part of the Transaction, for the calculation of loss given default 

(LGD) estimates. 

 

The Transaction, unprecedented in size and structure in the Italian market, represents a key 

milestone for the Bank and, at completion, will reaffirm BMPS as a leading player in the Italian 

banking sector, with a solid balance sheet, reduced risk profile, materially improved asset quality 

and future earnings growth potential for the benefit of all stakeholders.  

 

Transaction structure 

 

The Transaction encompasses a number of simultaneous and closely related actions, which 

should be regarded as indivisible components of a comprehensive solution, including the:  

1. Increase in the coverage ratios of impaired exposures; 

2. De-recognition of the entire bad loan portfolio; 

3. Recapitalization of the Bank. 

 

1. Increase in the coverage ratios of impaired exposures 

For the purpose of the transfer of the bad loan portfolio (EUR 27.7 billion gross exposure and EUR 

10.2 billion net exposure as of 31 March 2016) to Sec.Co, coverage ratios of BMPS bad loans will 

be increased from 63.3% to 67.0%1. 

In addition, in the context of the Transaction, the average coverage ratios of unlikely-to-pay (EUR 

16.9 billion gross exposure and EUR 12.0 billion net exposure as of 31 March 2016 and coverage 
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ratio of 29.1%) and past-due (EUR 2.6 billion gross exposure and EUR 1.9 billion net exposure as 

of 31 March 2016 and coverage ratio of 27.2%) will be increased to 40%. 

The total amount of the above mentioned measures is estimated at c. EUR 1 billion for bad loans 

and c. EUR 2.2 billion for the other categories of non-performing loans. 

 

2. De-recognition of the entire bad loan portfolio 

Together with the above mentioned increase in coverage ratios, the BMPS bad loan portfolio will 

be fully transferred to a securitization vehicle (Sec.Co) under the Italian law (Law 130/99). It is 

envisaged that such transaction will be carried out at a price equal to EUR 9.2 billion (or 33% of 

gross book value1, corresponding to the net book value of the bad loan portfolio, following the 

increase in the coverage ratios described above). Following a structuring and due diligence phase 

it is envisaged that Sec.Co will be funded via the issuance of securitization notes as follows: 

o Senior notes for up to approx. EUR 6.0 billion, to be placed with investors and to be 

potentially eligible and assisted, for its investment grade component, by the GACS 

(Garanzia Cartolarizzazione Sofferenze); 

o Mezzanine notes for up to approx. EUR 1.6 billion to be underwritten by the Atlante Fund;  

o Junior tranche for up to approx. EUR 1.6 billion to be assigned to the shareholders of 

BMPS, in order to achieve simultaneous de-recognition of the bad loan portfolio from the 

BMPS balance sheet. It is also expected that the financial instrument to be assigned to 

existing BMPS shareholders shall be publicly traded, upon fulfillment of certain conditions, 

in order to improve liquidity of the financial instrument in the secondary market. 

Given the timing objectives for the completion of the overall Transaction, which entails the capital 

increase to be completed by year end and the simultaneous deconsolidation of Sec.Co, should a 

term financing not be in place before the finalization of the underwriting agreement for the Rights 

Issue, it is anticipated that a bridge financing would be arranged and that could be complemented 

by a senior mezzanine financing that BMPS could directly provide, on a residual basis, as long as 

it does not affect the de-recognition of Sec.Co. This solution is consistent with the assignment of 

the Junior tranche to the current shareholders of BMPS.  

 

Quaestio, on behalf of the Atlante Fund, has entered into a Memorandum of Understanding 

(“MoU”) with BMPS that defines the steps and conditions for an investment of the Atlante Fund for 

up to EUR 1.6 billion in mezzanine notes simultaneously to the closing of the Rights Issue. 

 

As part of the MoU, Quaestio is expected to appoint a Co-Arranger for the securitization and a 

Master Servicer of the bad loan portfolio. Furthermore, Quaestio will coordinate the definition of the 

Business Plan for the recovery of bad loans, which will be allocated to a number of Special 

Servicers, chosen by means of a competitive procedure. The sale of the BMPS credit recovery 

platform, which will be able to manage a third of the securitized portfolio, is confirmed. 

 

The Atlante Fund will be granted warrants for the subscription of newly issued BMPS shares for 

7% of the fully diluted share capital post-completion of the Rights Issue. The warrants will have the 

following main features: 
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o Strike price equal to the sum of (i) issue price of the new BMPS shares in the Rights Issue 

and (ii) the volume-weighted average trading price of the rights pertaining to the Rights 

Issue; 

o Exercisable at any time within 5 years from issue date; 

o No disposal or hedging of the position. 

 

3. Recapitalization of the Bank  

The Board of Directors of BMPS will convene a General Meeting for the approval of the: 

1. divisible share capital increase, with pre-emption rights to BMPS shareholders, for up to 

EUR 5 billion, in order to restore a solid regulatory capital position for BMPS following the 

Transaction; 

2. share capital increase with no pre-emption rights, dedicated to the warrants to be issued to 

the Atlante Fund; 

3. constitution and simultaneous reduction of the share premium reserve for the assignment 

of the Junior tranche to BMPS shareholders.  

J.P. Morgan and Mediobanca, acting as Joint Global Coordinators and Joint Bookrunners, and 

Banco Santander, BofA Merrill Lynch, Citigroup, Credit Suisse, Deutsche Bank, Goldman Sachs 

International, acting as Co-Global Coordinators and Joint Bookrunners have entered into a pre-

underwriting agreement - subject to standard terms and conditions for transactions of this nature 

and certain specific conditions related to the positive outcome of the deconsolidation of the bad 

loan portfolio and of the marketing activities - with the purpose to enter into an underwriting 

agreement for the subscription of the newly issued shares eventually unsubscribed at the end of 

the offering for an amount of up to EUR 5 billion. 

 

 

Main effects of the Transaction 

 

The Transaction will allow BMPS to: 

o meet the bad loan portfolio downsize targets set forth by the ECB in its draft letter (the main 

terms of which were communicated to the market on 4 July 2016); 

o reduce the Bank’s risk profile; 

o significantly increase its future profitability and therefore create value for all its 

stakeholders. 

 

In particular, upon completion of the Transaction, the Bank will feature one of the highest coverage 

ratios of unlikely-to-pay and past-due loans of the Italian banking system, rising up to 40%1. 

Further, the de-recognition of the entire bad loan portfolio will place the Bank among the best-in-

class Italian banks in terms of asset quality, featuring a 1Q2016 pro-forma Gross NPE ratio of 

17.8%1, significantly below market average and with a more favourable mix. 

 

The Transaction will reduce the complexity and risk profile of BMPS. The de-recognition of bad 

loans and the increase in the coverage ratio of remaining non-performing exposures will translate 
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into a de-risked balance sheet, a stronger liquidity position (loan-to-deposit ratio, as at 31 March 

2016, at 85%1 from 95%1), and an improved BMPS financial strength.  

  

The de-risking following the completion of the Transaction is expected to have a positive impact on 

the Bank’s future profitability , mainly thanks to lower cost of risk and cost of funding, thus allowing 

to accelerate the return to sustainable profitability and to seize potential future growth 

opportunities. 

 

The current shareholders of BMPS will retain the opportunity to participate in the upside stemming 

from the recovery of the bad loan portfolios transferred into Sec.Co through the assignment of the 

above-mentioned Junior tranches. 

 

The Bank’s new profile 
 

Upon completion of the Transaction the Bank, would report the following pro-forma capital and 

asset quality ratios (pro-forma as of 31 March 2016): 

Capital requirements 

o Phased-in CET1 ratio of approx. 11.7%; fully loaded CET1 ratio of approx. 11.4%; 

Asset quality 

o Gross non-performing exposures to total gross loans down from 34% to 17.8%;  

o Net non-performing exposures to total net loans down from 21.2% to 11.6%;  

o Average coverage ratio of unlikely to pay and past due loans at 40% (from 29.1% and 

27.2%, respectively); 

o Texas Ratio (net non-performing exposures / tangible book value) down to c. 125% from 

current c. 260%; 

AFS portfolio 

o AFS portfolio almost entirely composed by Italian Government bonds; 

Liquidity position 

o Stronger liquidity position, with a reduced loan-to-deposit ratio (85% from 95%); 

Improved profitability profile 

o Decreasing cost of funds stemming from the optimization of the funding structure through 

the redeployment of the new liquidity deriving from the Transaction and expected credit 

rating upgrades; 

o Significantly reduced cost of risk, due to best-in-class provisioning and unique composition 

of non-performing portfolio with a low risk profile 

 

Indicative timeline of the Transaction 
 

By the end of September 2016, the Board of Directors will call a General Meeting of BMPS and 

approve a business plan for the Bank that will be presented to the financial community. The 

General Meeting for the approval of the Transaction will take place in October/ November, with the 
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purpose of completing the Rights Issue and the de-recognition of the bad loan portfolio by the end 

of 2016. 

 

The Transaction must be regarded as an operation composed of different agreements, each of 

which must be completed in order to close the Transaction. 

 

J.P. Morgan and Mediobanca are acting as Financial Advisors to Banca Monte dei Paschi di Siena 

S.p.A., Global Coordinators on the Capital Increase and Arrangers on the securitization of the bad 

loans. 

Lazard is acting as independent Financial Advisor to Banca Monte dei Paschi di Siena S.p.A. and 

BonelliErede is acting as Legal Advisor for the Transaction. 

Professor Piergaetano Marchetti assists Banca Monte dei Paschi di Siena S.p.A. for corporate 

legal aspects and Professor Francesco Carbonetti for regulatory aspects. 

 
This press release will be available at www.mps.it 
 

For further information: 

 

Media Relations  Investor Relations 

Tel. +39 0577 296634  Tel: +39 0577 299350 

ufficio.stampa@mps.it   investor.relations@mps.it 

 
    

This communication and the information contained herein does not contain or constitute an offer of securities for sale, or solicitation of 
an offer to purchase securities, in the United States, Australia, Canada or Japan or any other jurisdiction where such an offer or 
solicitation would require the approval of local authorities or otherwise be unlawful (the “Other Countries”). Any public offering will be 
conducted in Italy pursuant to a prospectus, duly authorized by Consob in accordance with applicable regulations. Neither this 
document nor any part of it nor the fact of its distribution may form the basis of, or be relied on in connection with, any contract or 
investment decision in relation thereto. The securities referred to herein have not been registered and will not be registered in the United 
States under the U.S. Securities Act of 1933, as amended (the “Securities Act”), or pursuant to the corresponding regulations in force 
in the Other Countries. The securities may not be offered or sold in the United States unless such securities are registered under the 
Securities Act, or an exemption from the registration requirements of the Securities Act is available. BMPS does not intend to register 
any portion of the Offering in the United States. 
This communication is only being distributed to and is only directed at (i) persons who are outside the United Kingdom or (ii) investment 
professionals falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) 
or (iii) high net worth entities, and other persons to whom it may lawfully be communicated, falling within Article 49(2)(a) to (d) of the 
Order or (iv) persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the 
Financial Services and Markets Act 2000) in connection with the issue or sale of any securities may otherwise lawfully be communicated 
or caused to be communicated (all such persons together being referred to as “relevant persons”). The securities are only available to, 
and any invitation, offer or agreement to subscribe, purchase or otherwise acquire such securities will be engaged in only with, relevant 
persons. Any person who is not a relevant person should not act or rely on this document or any of its contents. 
This communication has been prepared on the basis that any offer of securities in any Member State of the European Economic Area 
(“EEA”) which has implemented the Prospectus Directive (each, a “Relevant Member State”), other than the public offer made in Italy 
contemplated in the Italian prospectus once the prospectus has been approved by the competent authority in Italy and published and 
notified to the relevant competent authority in accordance with the Prospectus Directive, and in respect of which the Company has 
consented in writing to the use of the prospectus (the “Permitted Public Offer”), will be made pursuant to an exemption under the 
Prospectus Directive from the requirement to publish a prospectus for offers of securities. Accordingly, any person making or intending 
to make any offer of securities in a Relevant Member State other than the Permitted Public Offer, may only do so in circumstances in 
which no obligation arises for BMPS or any of the managers to publish a prospectus pursuant to Article 3 of the Prospectus Directive or 
supplement a prospectus pursuant to Article 16 of the Prospectus Directive, in each case, in relation to such offer. 
The expression “Prospectus Directive” means Directive 2003/71/EC (this Directive and amendments thereto, including Directive 
2010/73/EC, to the extent implemented in the Relevant Member State, together with any implementing measures in any member state). 
This document is an advertisement and is not a prospectus for the purposes of the Prospectus Directive. A prospectus prepared 
pursuant to the Prospectus Directive will be published in the future. Investors should not subscribe for any securities referred to in this 
document except on the basis of information contained in the prospectus. 
None of J.P. Morgan Securities plc, Mediobanca – Banca di Credito Finanziario S.p.A., Banco Santander, S.A., Citigroup Global 
Markets Limited, Credit Suisse Securities (Europe) Limited, Deutsche Bank AG, London Branch, Goldman Sachs International and 
Merrill Lynch International or any of their respective directors, officers, employees, advisers or agents accepts any responsibility or 

mailto:ufficio.stampa@mps.it
mailto:investor.relations@mps.it
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liability for or makes any representation or warranty, express or implied, as to the truth, accuracy or completeness of the information in 
this announcement or any other information relating to BMPS, its subsidiaries or associated companies, or for any loss arising from any 
use of this announcement or its contents or in connection therewith. They will not regard any other person as their respective clients in 
relation to the rights issue and will not be responsible to anyone other than BMPS for providing the protections afforded to their 
respective clients, nor for providing advice in relation to the rights issue, the contents of this announcement or any transaction, 
arrangement or other matter referred to herein. 
Merrill Lynch International and Goldman Sachs International are authorised by the Prudential Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential Regulation Authority in the United Kingdom. 
Some of the information in these materials may contain projections or other forward-looking statements regarding future events or the 
future financial performance of the BMPS and its Group. You can identify forward looking statements by terms such as “expect”, 
“believe”, “anticipate”, “estimate”, “intend”, “will”, “could”, “may” or “might”, the negative of such terms or other similar expressions. 
BMPS wishes to caution you that these statements are only predictions and that actual events or results may differ materially. BMPS 
does not intend to update these statements to reflect events and circumstances occurring after the date hereof or to reflect the 
occurrence of unanticipated events. Many factors could cause the actual results to differ materially from those contained in projections 
or forward-looking statements of BMPS, including, among others, general economic conditions, the competitive environment, rapid 
technological and market change in the industries BMPS operates in, as well as many other risks specifically related to BMPS and its 
operations. 
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