17 DEC 2021

Fitch Upgrades Unicredit to 'BBB' on Sovereign
Upgrade; Outlook Stable
Fitch Ratings - Milan - 17 Dec 2021: Fitch Ratings has upgraded Unicredit S.p.A.'s Long-Term Issuer
Default Rating (IDR) to 'BBB' from 'BBB-' with a Stable Outlook and Viability Rating (VR) to 'bbb' from
'bbb-'. Unicredit's Short-Term IDR has also been upgraded to 'F2' from 'F3'. A full list of rating actions is
below.
The rating action follows the upgrade of Italy's sovereign rating to 'BBB' from 'BBB-' (see "Fitch
Upgrades Italy to 'BBB'; Outlook Stable " dated 3 December 2021 at www.fitchratings.com).
Italy's sovereign upgrade also supported the revision of Unicredit's operating environment score 'bbb+'
from 'bbb', given the influence the Italian operations have on the overall blended assessment of the
bank's operating environment.
Fitch has withdrawn Unicredit's Support Rating of '5' and Support Rating Floor of 'No Floor' as they are
no longer relevant to the agency's coverage following the publication of its updated Bank Rating
Criteria on 12 November 2021. In line with the updated criteria, we have assigned a Government
Support Rating (GSR) of 'No Support' (ns).

Key Rating Drivers
IDRS, VR, DERIVATIVE COUNTERPARTY RATING (DCR) AND SENIOR DEBT
The upgrade primarily reflects the benefits to Unicredit's risk and business profile from operating in a
stronger and more stable operating environment, which should result in reduced risks and greater
potential for the bank to generate stronger and more sustainable profits. As a result of the sovereign
upgrade, Unicredit's direct Italian sovereign risk exposure (equal to 83% of its common equity Tier 1
(CET1) capital at end-September 2021), has also become comparatively less risky. Unicredit's VR is one
notch above the 'bbb-' implied rating, driven by a risk profile adjustment assessed by Fitch at 'bbb'.
The upgrade also reflects the benefits to the bank's funding profile and market access as these are
influenced by perceptions of Italian sovereign risk, which has now improved.
Unicredit's ratings continue to reflect its well-established retail and commercial banking franchise in
several countries in Europe, including in more stable and higher-growth countries (Germany and
Austria) than Italy, which is counterbalanced by its large operations in and exposure to Italy. We
continue to believe that Italy has a proportionately high influence on Unicredit's overall credit profile,
as reflected in the sensitivity of the group's overall performance to the operating environment in Italy.

Unicredit's ratings also factor in the full rundown of non-core assets by end-2021 and the expectation
that credit risks will moderately reduce thereafter during the current strategic cycle; a gradual recovery
in operating profitability and greater internal capital generation as per its newly presented strategy,
resulting in satisfactory capital buffers over regulatory minimum requirements (capital guidance of
maintaining a common equity Tier 1 ratio between 12.5% and 13.0%); and a stable and well-diversified
funding profile.
The main financial targets under the new 2022-2024 strategic plan encompass a EUR0.5 billion cost
reduction (representing nearly 5% of total operating costs in 2021), about 150bp of organic capital
generation per year and an impaired loan ratio below 3.5% by end-2024. The achievement of these
financial goals will allow the bank to distribute at least EUR16 billion dividends between 2021 and 2024
through a combination of dividends and buyback.
We believe that the new strategic plan is ambitious as it envisages a complex re-design of the digital
architecture and a challenging change in the business model that should be more driven by feeintensive activities. However, we also acknowledge that the strategy and targets are clear and the
management team has been significantly strengthened since the appointment of the new CEO in April
2021.
Senior preferred (SP) notes are rated in line with the bank's Long-Term IDR as we expect these to be
part of the bank's resolution buffers and we do not expect more junior debt buffers to exceed 10% of
risk-weighted assets (RWA) on a sustained basis. For the same reasons, the senior non-preferred debt
(SNP) is rated one notch below the bank's Long-Term IDR to reflect the risk of below-average recoveries
arising from the use of more senior debt to meet resolution buffer requirements. The SP and SNP debt
has been upgraded by one notch in line with upgrade of the bank's Long-Term IDR.
Unicredit's Short-Term IDR and short-term senior debt ratings have been upgraded to 'F2' from 'F3',
the higher of two options corresponding to the group's Long-Term IDR and long-term SP debt ratings
of 'BBB', based on our improved assessment of the group's funding and liquidity at 'bbb+'.
Unicredit's DCR is at the same level as the Long-Term IDR because in Italy derivative counterparties
have no preferential legal status over other senior obligations in a resolution.

Rating Sensitivities
Factors that could, individually or collectively, lead to negative rating action/
downgrade:
IDRS, VR AND DCR
UniCredit's ratings are likely to be downgraded if Italy's sovereign rating is downgraded. The ratings are
also sensitive to an unexpected severe setback in the economic recovery in the group's core markets. A
downgrade could be triggered if the CET1 ratio decreases below 12.5% with no discernible plans to
restore this, if the four-year average impaired loans ratio increases above 6% without a clear path to
reduction, or if there is prolonged earnings weakness with operating profit persistently below 1% of

RWAs.

Factors that could, individually or collectively, lead to positive rating action/upgrade:
Rating upside is limited and will require an upgrade of Italy's sovereign rating and sustained
improvements in economic conditions in the bank's core markets, especially in Italy. Positive rating
action would also require a stronger risk profile and business profile operating at its full potential,
resulting in materially stronger asset quality and profitability metrics (i.e. an impaired loan ratio kept
consistently below 3% and operating profit/RWAs at least above 3%) and sound capital levels.

OTHER DEBT AND ISSUER RATINGS: KEY RATING DRIVERS
DEPOSIT RATINGS
The long-term deposit rating has been upgraded to 'BBB+' from 'BBB' and is one notch above the LongTerm IDR to reflect the likely protection provided by more junior bank resolution debt and equity
buffers. The rating also reflects our expectation that the bank will maintain sufficient buffers, given its
status as a globally systemically important bank and the need to comply with total-loss absorbing
capacity (TLAC) and minimum requirement for own funds and eligible liabilities (MREL).
The short-term deposit rating has been upgraded to 'F2' from 'F3', the baseline option for a 'BBB+'
long-term deposit rating.
SUBORDINATED DEBT AND OTHER HYBRID SECURITIES
Subordinated debt and other hybrid capital securities issued by Unicredit are notched down from the
VR in accordance with Fitch's assessment of each instrument's respective non-performance and
relative loss-severity risk profiles. All subordinated and hybrid securities have been upgraded by one
notch in line with the equivalent VR upgrade.
Unicredit's Tier 2 subordinated debt is rated two notches below the VR for loss severity to reflect
below-average recovery prospects. No notching is applied for incremental non-performance risk
because write-down of the notes will only occur once the point of non-viability is reached and there is
no coupon flexibility before non-viability.
Unicredit's Additional Tier 1 notes are rated four notches below the VR, comprising two notches for
loss severity relative to senior unsecured creditors and two notches for incremental non-performance
risk. The latter reflects the instruments' fully discretionary interest payment.
Unicredit's Legacy Tier 1 notes are notched down four times from the VR, comprising two notches for
loss severity for deep subordination and another two for non-performance risk as coupon deferral is
constrained by look-back clauses.
GSR
The GSR of 'ns' reflects our view that although external extraordinary sovereign support is possible it

cannot be relied upon. Senior creditors can no longer expect to receive full extraordinary support from
the sovereign in the event that the bank becomes non-viable.
The EU's Bank Recovery and Resolution Directive (BRRD) and the Single Resolution Mechanism (SRM)
for eurozone banks provide a framework for resolving banks that requires senior creditors
participating in losses, if necessary, instead of or ahead of a bank receiving sovereign support.

OTHER DEBT AND ISSUER RATINGS: RATING SENSITIVITIES
Factors that could, individually or collectively, lead to negative rating action/
downgrade:
Unicredit's Long- and Short-Term senior debt, deposit ratings and subordinated and hybrid debt would
be downgraded if the Long-Term IDR and VR were downgraded.
The deposit ratings could be downgraded by one notch, and be aligned with the IDRs, in the event of a
reduction in the size of the senior and junior debt buffers that would result in a lower protection to
deposits so that these would no longer have a lower probability of default relative to the IDRs; we view
this unlikely in light of current and future TLAC/MREL requirements.
Unicredit's subordinated debt's and hybrid securities' ratings are also sensitive to a change in the
notes' notching, which could arise if Fitch changes its assessment of their non-performance relative to
the risk captured in the VR or their expected loss severity. For additional Tier 1 issues, this could reflect
a change in capital management or flexibility, or an unexpected shift in regulatory buffers and
requirements, for example.

Factors that could, individually or collectively, lead to positive rating action/upgrade:
Unicredit's Long- and Short-Term senior debt, deposit ratings and subordinated and hybrid debt would
be upgraded if the Long-Term IDR and VR were upgraded.
Unicredit's senior debt ratings could also be upgraded if the bank is expected to meet the resolution
buffer requirements of the consolidated entity exclusively with SNP and more junior instruments, or if
we expect resolution buffers represented by SNP and more junior instruments to be at least 10% of
RWAs on a sustained basis, neither which is currently the case.
GSR
An upward revision of the GSR would be contingent on a positive change in the sovereign's propensity
to support the bank. In Fitch's view, this is highly unlikely, although not impossible.

VR ADJUSTMENTS
The Business Profile score of 'bbb+' has been assigned below the 'a' category implied score due to the
following adjustment reason: Business Model (negative).

Best/Worst Case Rating Scenario

International scale credit ratings of Financial Institutions and Covered Bond 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 four
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 sectorspecific best- and worst-case scenario credit ratings, visit https://www.fitchratings.com/site/re/
10111579

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.

ESG Considerations
Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of '3'. This
means ESG issues are credit-neutral or have only a minimal credit impact on the entity, either due to
their nature or the way in which they are being managed by the entity. For more information on Fitch's
ESG Relevance Scores, visit www.fitchratings.com/esg
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Disclaimer
ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:

HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, THE
FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-DEFINITIONS-DOCUMENT DETAILS
FITCH'S RATING DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING
DEFINITIONS RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE
AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS
OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND
SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT HTTPS://WWW.FITCHRATINGS.COM/

SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE OR ANCILLARY
SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF PERMISSIBLE SERVICE(S)
FOR WHICH THE LEAD ANALYST IS BASED IN AN ESMA- OR FCA-REGISTERED FITCH RATINGS COMPANY
(OR BRANCH OF SUCH A COMPANY) OR ANCILLARY SERVICE(S) CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH RATINGS WEBSITE.
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