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REPORT ON OPERATIONS

For more information on aspects not examined in this Report, please refer to the disclosure provided in the
Consolidated Report on Operations.
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5 Report on operations

Results in brief

REPORT ON OPERATIONS
Highlights at 31/12/2019

INCOME STATEMENT AND BALANCE SHEET FIGURES

MONTE DEI PASCHI DI SIENA BANK

INCOME STATEMENT FIGURES 31/12/19 31/12/18* Chg.
Net interest income 1,249.7 1,530.5 -18.3%
Net fee and commission income 1,388.7 1,473.5 -5.8%
Other operating income 228.2 9.8 n.s.
Total Revenues 2,866.6 3,013.8 -4.9%
Net impairment losses (reversals) on financial assets mesured
amortised cost and finanaicl assets measured at fair value thro (627.1) (562.5) 11.5%
other comprehensive income
Net operating income 137.0 235.9 -41.9%
Net profit (loss) for the year (1,174.4) (111.9) n.s.
BALANCE SHEET FIGURES AND INDICATORS 31/12/19 31/12/2018* Var.
Total assets 125,576.0 124,857.6 0.6%
Loans to customers 74,890.1 72,766.5 2.9%
Direct funding 83,703.8 82,040.5 2.0%
Indirect funding 96,832.4 92,567.5 4.6%
of which: assets under management 54,459.4 51,265.3 6.2%
of which: assets under custody 42,373.0 41,302.2 2.6%
Group net equity 7,577.7 8,312.1 -8.8%
OPERATING STRUCTURE 31/12/19 31/12/18 Var.
Total head count - end of period 20,225 21,074 -849
Number of branches in Italy 1,422 1,529 -107

* The Bank has electedestiate comparative data on a consistent basis in the year of initial application of IFRS 16.

N.B.: the number of employees refers to the actual workforce and therefore does not include the staff secondec
outside the scope of the Bank.

REPORT ON OPERATIONS
Highlights at 31/12/2019

ALTERNATIVE PERFORMANCE MEASURES

MONTE DEI PASCHI DI SIENA BANK

PROFITABILITY RATIOS (%) 31/12/19 31/12/2018* Chg.
Cost/Income ratio 73.34 73.51 -0.2
R.O.E. -14.78 -1.25 -13.6
Return on Assets (RoA) ratio -0.94 -0.10 -0.80
ROTE (Return on tangible equity) -14.78 -1.25 -13.6

*The Bank hastelkaot to restate comparative data on a consistent basis in the year of initial application of IFRS 16.
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KEY CREDIT QUALITY RATIOS (%) 31/12/19 31/12/2018* Chg.
Net non-performing loans / Loans to Customers 6.3 8.0 -1.7
Gross NPL ratio 114 15.2 -3.8
Growth rate of gross NPL -0.3 -0.6 n.s.
Coverage non-performing loans 47.9 51.6 -3.7
Bad loans / Loans to Customers 3.1 3.3 -0.2
Loans to Customers measured at amortised cost - Stage 2/Pert
. 12.3 14.0 -1.7
exposures measured at amortised cost
Coverage bad loans 51.8 60.5 -8.7
Net impairment losses on loans measured at amortised cost/ L¢
. S 0.8 0.8 0.0
Customers measured at amortised cost (Provisioning)
Texas Ratio 76.4 84.2 -7.8

*The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.

Cost/Income ratio: ratio ketween Operating Expenses (Administrative Expenses and Net value adjustments to property, plant and
equipment and intangible assets) and Total revenues (for the composition of the aggregate, see reclassified Income Statement)

Return On Equity (ROE): ratiob et ween t he Net profit for
Valuation Reserves) at the end of period

t he
and

year

t

he

Return On Assets (ROA)ratio between the Nptofit for the year and the total assets at the end of the period.

Return On Tangible Equity (ROTE):r at i o bet ween the Net profit

Valuation Reserves, cleared of Goodwill) at thef ¢inel previous year and the current year.

Gross NPL ratio:ratio between gross nperforming loans to customers and gross loans to customers.

for

and the
sharehol dersdé eqt

t

he

yea

average

r and the

Growth rate of gross NPL:represents the annual growth rate of grospeddarming exposures based on thewdffce between annual

balances.

Coverage of norperforming loans and coverage of bad loanthe coverage ratio on nperforming loans and bad loans is calculated as
the ratio between the relative loss provisions and the corresponding gross exposures.

Texas Ratio:ratio between grossnpner f or mi ng | oans

and the

sum

of

tangible
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7 Report on operations

REPORT ON OPERATIONS
Highlights at 31/12/2019

REGULATORY MEASURES

MONTE DEI PASCHI DI SIENA BANK

CAPITAL RATIOS (%) 31/12/19 31/12/2018* Chg.
Common Equity Tier 1 (CET1) ratio 16.8 17.0 -0.2
Total Capital ratio 19.2 18.8 0.4

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.

Common equity Tier 1 (CET 1)ratio betwenn primary quality cdpaad RWA (Risk Weighted Aset)

Total Capital Ratio: ratio between Own Funds and overall RWA

IDefined by art. 4 of Regulation EU/2013/575 (Capitalcapg@dquirem
instruments, net of expected adjustments.

2Risk weighted activities: it is the results of the applicAtiertain wighting ratio (risck weight) to the exposures determined according to
the Supervisory rules.
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Analysis of the key economic-financial indicators of Banca Monte dei Paschi
di Siena

Reclassifiedaccounts

Income statement and balance sheet reclassification principles

1

| t eNstinberestincomed was <cl eared of the negnan)dfthePuchaset ri but i
Price Allocation (PPA), referring to past business combinations, whiclaessifieddo a specific item.

I t eN®wt pofit (loss) from trading and financial assets/liabilities measured at amortised cost and

at fair value through profitandlosé6 i ncl udes item 80 ONet profit (Il oss:s
(losses) on dispal/repurchase of: i) financial assets measured at amortised cost; ii) financial assets measured
at fair value through other comprehensive income, a

from financial assets and liabilites medsurat f air value through profit and
the loss on the exposure to the IDPF Voluntary Scheme (for the Carige intervention) for approximately EUR

7 mln, reclassified to ORisks and ecsharges associ at e
T h e iQthernoperating income (expensed) i ncl udes the balance of i ten
expenses/incomedé net of stamp duties and other expe
the reclassified item(EU®R54 min) arad cheh df mthes éxpeases receveradx pe n s e

which are posted to ONet value adjustments to prope
also cleared of the amount relating to the recoveries of DTA fees collected by subsididfied, tretiiass
item ODTA feed6o (EUR 9 mln).

The iPersonmeléxpenseés i ncl udes the balance of item 160a OP
22 min, linked to recoveries from INPS relating to provisions recognised for Solidarity Fund departures in
2017,rel assi fied to oRdSt chatr wreisdg costs/ One

T h e iOthermdministrative expense§ i ncl udes the balance of i ncome
administrative expenses?o, reduced by the following ¢

- expenses, amounting to EUR B, resuing from the EU Deposit Guarantee Schemes Directive
(hereinafter 0DGSDO) and Bank Recovery Resol uti
resolution of bank c¢crises, posted under the recl
DGSandsimiar schemeséo;

- DTA fee, convertible into tax credit, recl assi fie
fees relative to subsidiaries;

- extraordinary charges, relating to project initiatives also aimed at complying with the commitments
undertakemwith DG Comp (also including the closure of domestic and foreign branches), for EUR 4
mln (stated under reclasseffiedargeméPRestructurin

This item includes also the portion of stamp duty and other expenses recovered frors (Hstar2éi
ml n) posted under item 190 06Other operating expense

| t eNet value adjustments to property, plant and equipment and intangible asséts i ncl udes t he
values of items 180 O0ONet value adjiupsnhemetnét sa ntdo 1(9 Oe cool
value adjustments to (recoveries on) intanldi ble ass:
min) referring to the Purchase Price Allocation (PPA), which was recognised in a specific item, while it
incorporates the amont of the expense recovery (EUR 16 mln) t
operating expenses/incomeb6.

I t eMet impairment (losses)/reversals on financial assets measured at amortised ébst i ncl ude s
items 130a OFinanciakoasdsenasdméadduododafi ambi bhsegdi

| t eRestrocturing costs/One-off charge® mai nly i ncludes the recoveries
recognised by INPS for previous early retirement/solidarity fund manoeuveeogniged in the financial

smt ements under item 160a oOPersonnel expenseso6, the
implementation of theommitments undertakerth the DG Comp, amounting to EUR 4 min recorded in

the financial statemedmisishdati veemxhpebbedOt her

I t eRisks@and charges associated with SRF, DGS and similar scheiiesi ncl udes t he char ge
from EU directives DGSD for deposit guarantee and BRRD for the resolution of bank crises, amounting to

2019 ANNUAL REPORT
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EUR 96 min, recognisedmé f i nanci al statements under item 16
as the loss on the exposure to the IDPF Voluntary Scheme (for the Carige intervention) for approximately
EUR 7 ml n, recognised i n t he prbfit (loss)fron fendncias assets anthe n t
l'iabilities measured at fair value through profit

The iDTAeferd 0i ncl udes the expenses related to the fe
credit as set forth in art. 11 of Law Decrees@f 3 May 2016, converted into Law no. 119 of 30 June
2016, totalling EUR 61 mln and recognised in itel
of the share recovered from subsidiariegEJRACCcouUN
min).

| t eTax edpense (recovery)i ncl udes t he balance of item 270 0T
continuing operationsé cleared of the theoretica
(PPA), which was reclassified specific item for an amount of EUR 6 min.

The overall negative effects of the Purchase Price Allocation (PPA) were reclassified to a specific item,
excluding them from aff ect e letinteresbino@neds tfaotre& mdelhR i t
and ONet value adjustments to property, plant and equipment and intangible asséts f o r-11EUR

min, net of a theoretical tax burden of EUR +6 min which was added the item).

Balance sheet reclassification principles

1

As s et Finahncelmsseis measured at favalued i ncl udes bal ance sheet [
measured at fair value through profit and | ossbd

comprehensive income6.

AssetOthetasset® 9 i ncl udes bal agicreg scesreitv a ttievress 65,0 600H e
macrechedged financi al a s s e tcarent asde®® Gelddor sabe and discentinged 1
operationsd and 120 00Ot her assetso.

The | i alDedodits fom custemers and debt securitiesissuédi ncl udes i tems 10|
liabilities measured at amortised eadte posi ts from customerso, 10c o
amortisedcostDe bt securities issuedd6 and 30 O0OFinanci al

Li abi | iOther liabilitiesdin ibncl udes bal ance sheet items 40

valueofmacbedged financi al l'iabilitieso, 60 oTax | i
operationsd and 80 o0Other Iliabilitiesé.

00000

The reconciliation between the statutory accounts and the reclassified income statement and balance
sheet is included in the OAnnexesoO section.
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Reclassified income statement

Reclassified Income Statement

31/12/19 31 12 2018* Change
MONTE DEI PASCHI DI SIENA BANK Abs. %

Net interest income 1,249.7 1,530.5 (280.8) -18.3%
Net fee and commission income 1,388.7 14735 (84.8) -5.8%
Income from banking activities 2,638.4 3,004.0 (365.6) -12.2%
Dividends, similar income and gains (losses) on equity investments 69.4 99.2 (29.8) -30.1%
e e oy 260 @9 meo  na
Net profit (loss) from hedging (6.2) (17.0) 10.8  -63.5%
Other operating income (expenses) (60.9) (31.5) (29.4)  93.3%
Total Revenues 2,866.6 3,013.8 (147.2) -4.9%
Administrative expenses: (1,974.7) (2,138.9) 164.3 -1.7%

a) personnel expenses (1,313.6) (1,336.6) 23.0 -1.7%

b) other administrative expenses (661.1) (802.3) 1413  -17.6%
e ot e ™ a2 (59 19 e
Operating expenses (2,102.5) (2,215.3) 112.8 -5.1%
Pre Provision Profit 764.1 798.5 (34.4) -4.3%
Net impairment losses (reversals) on: (627.1) (562.5) (64.6) 11.5%

a) financial assets measured at amortised cost (621.5) (567.6) (53.9) 9.5%

b) Ei)nn?r;(rzei:a:ea:ssit\a/tes ir:;e(;arsnuered at fair value through other (5.6) 51 (10.7) -
Net operating income 137.0 235.9 (98.9) -41.9%
Net provisions for risks and charges (69.4) (70.5) 11 -1.6%

of which commitments and guarantees issued** 86.6 8.1 785 n.s.
Gains (losses) on investments (52.4) (333.8) 2814  -84.3%
Restructuring costs / One-off costs 17.7 (135.6) 153.3 n.s.
Risks and charges related to the SRF, DGS and similar schemes (103.6) (108.3) 4.7 -4.4%
DTA Fee (61.4) (61.7) 03 -0.5%
Gains (losses) on disposal of investments 2.8 0.5 23 n.s.
Profit (loss) before tax from continuing operations (129.3) (473.3) 3441  -72.7%
Tax expense (recovery) on income from continuing operations (1,033.2) 383.7 (1,416.9) n.s.
Profit (loss) after tax from continuing operations (1,162.5) (89.7) (1,072.8) n.s.
Profit (loss) for the year before PPA (1,162.5) (89.7) (1,072.8) n.s.
PPA (Purchase Price Allocation) (11.9) (22.2) 103 -46.3%
Net profit (loss) for the year (1,174.4) (111.9) (1,062.5) n.s.

*The Bank has elected not to restate comparative data on a consisternabapidiratioanyedFe¥Sniis.
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Revenue trends

In 2019, the Bank realised tdavenuesof EUR 2,867 min down 4.9% compared to the previous year, in
particular following the decline in Net interest income and Net fee and commission income as well as the
deerioration in Other operating income and expenses, only partially offset by the improvement in other
revenues from banking business, as a result of the positive effects recognised on the financial assets measurec
fair value and higher gains from tlepasal of securities.

Net interest income for 2019 amounted tBUR 1,250 min down 18.3% compared to 2018, reflecting the
impact of activities undertaken to comply with certain commitments in the Restructuring Plan. These include: i)
NPE reduction activés, continuing the programme to sell thepeforming loan portfolio which led to

reaching the gross NPE ratio target set by the Restructuring Plan two years ahead of schedule but with a negati
effect on net interest income, which was also influegctg lrop in interest income on impaired financial

assets of approx. EUR 41 min compared to 31 December 2018; and ii) the return on the market of institutional
issues (with Subordinated Tier 2 issues for EUR 300 min and Senior Preferred issues famWwikhla2
consequent additional cost for 2019 of EUR 30 min.

Thus, the trend of net interest income is influenced by actions to improve the quality of the credit portfolio with
the development of less risky customers in a highly competitive markét resotérg in a reduction in the

rates applied, however with dynamics in line with the market. Finally, there was a reorganisation of commercia
deposits toward less expensive components with a consequent reduction in the relative cost. The aggregate w
also impacted by the introduction of IFRS 16, which entailed the recognition of around EUR 5.9 min in interest
expense as at 31 December 2019.

Chg. YIY
Items 31122019 31122018
Abs. %
Loans to customers measured at amortised cost 1,359.8 1,518.0 (158.2) -10.4%
Securiries issued (257.8) (263.5) 5.7 -2.2%
Net Differentials on hedging derivatives 5.9 22.7 (16.8) -714.1%
Loans to Banks measured
i 39.3 74.1 (34.8) -47.0%

at amortised cost
Trading portfolios 23 18.2 (15.9) -87.4%
Portfolios measured at fair value 174 325 (15.1) -46.5%
Financial assets measured at fair value thro

- 80.0 129.7 (49.7) -38.3%
other comprehensive income
Other net interest income 2.8 1.2) 4.0 n.s.
Net interest income 1,249.7 1,530.5 (280.9) -18.3%
of which: interest income on impaired financial asset&?7.6 218.8 (41.2) -18.8%

*The Bank has elected not to restate comparative data on a consistent basis in thef yERSo1 Gitial applicatio

BANCA MONTE DEI PASCHI DI SIENA
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Net fee and commission incomeas at 31 December 2019, totalligR 1,389 min declined by 5.8%
compared to the previous year. This trend was primarily impacted by the reduction in income from product
placement and commissions on loanslatter affected by the elimination of around EUR 15 min wofbne

income recognised in the first half of 2018 linked to the renewal of the Compass S.p.A. product distribution
agreement and income from services; other net fees and commissions postetta dec

Services/value 31122019 31122018 ai:'é”ge AL Z/O
Assets under management fee 576.9 599.3 (22.4) -3.7%
Product placement 200.8 216.8 (16.0) -7.4%
Continuing fees 298.6 301.1 (2.5) -0.8%
Placement of securities 35.5 36.3 (0.8) -2.2%
Sales of Protection 42.0 45.1 (3.1) -6.9%
Fee and commisions from traditional activities 946.4 999.8 (53.3) -5.3%
Credit fees 432.4 475.1 (42.6) -9.0%
Fees from foreign service 49.8 53.1 (3.4) -6.3%
Other services 464.2 471.6 (7.3) -1.6%
Other fee and commission income (134.7) (125.6) (9.1) 7.2%
Net fees and commission income 1,388.7 1,473.5 (84.8) -5.8%

Dividends, similar income and gains (losses) on equity investment®talled EUR 69 min, mainly
represented by dividends distributed by MPS Tenimenti and the contribution from the joint venture- with AXA
MPS.

Net profit (loss) from trading and financial assets/liabilities measured at amortised cost and at fair
value through profit and lossin 2019 totalleEUR 226 min up from the previous year (EUR min). The
analysis of the main aggregates shows the following:

1 Net profit (loss) from trading amounting to EUR +52 mIn, marking growth over 31 December 2018;
1 Net profit (loss) from financial assets/liabilities measured at fair value through profit and loss was
positive for EUR 57 miIn an improvement from the previous year (ELIR min), in parti¢ar due to the
revaluation of securities recognised in assets resulting from the debt restructuring transactions of Sorgenia
and Tirreno Power Group in light of changes in these positions;
I Gains on disposal/repurchase came to EUR 118 mlap compared to BRI39 min in the previous year,
thanks to higher gains from the sale of securities carried out for the most part in 2Q19 and 3Q19.

2019 ANNUAL REPORT



13 Report on operations

Chg. YIY

Items 3112 2019 3112 2018

Abs. %
Financial assets held for trading 24 1.0 14 n.s.
Exchange rate effects 23.9 16.0 7.9 49.4%
Derivatives 25.2 154 9.8 63.9%
Trading results 51.5 32.4 19.1 59.0%
Net profit (loss) from financial assets anc
liabilities measured at fair value through 56.9 (112.6) 169.5 n.s.
profit and loss
Disposal / repurchase 117.6 39.3 78.3 n.s.
Net profit (loss) from trading and financial
assets and liabilites measured amortised 296.0 (40.9) 266.9 ns.

cost and measuerd at fair value through
profit and loss

The following items also make up Revenues:

1 Net profit (loss) from hedging amounting to EUR -6 mIn, an improvement compadréo 31
December 2018;

1 Other operating income (expenses) was negative by EUR 61 mindeterioration compared to the
result at the end of 2018 (equal to EBRmIN) due to the recognition of the indemnity linked to the
exercise of the right of withdraraim the agreement with Juliet.

BANCA MONTE DEI PASCHI DI SIENA
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Operating expenses

Note that comparisons with 2018 figures are purely indicative, insofar as the data are inconsistent following the
introduction of the new IFRS 16, which led to the recording of lower Other admmistratimses of EUR

36.5 min and higher Net value adjustments to property, plant and equipment and intangible assets of EUR 28.6
min.

Operating expensegotalledEUR 2,103 minas at 31 December 2019, down 5.1% on the previous year. A
closer look at the inddual aggregates reveals the following:

1 Administrative expensesvereEUR 1,975 min down EUR 164 min from the previous year. A breakdown
of the aggregate shows:

- Personnel expensedotallingEUR 1,314 minwere down 1.7% on a yearly basis. Compared to 31
December 2018, the expense trend also benefitted from the reduction in headcount, linked primarily
to the early retirement procedure, whose effects were partially offset by contractual increases
recorded since October 2018, the effects of the agreemeasrsonngl costs as at 31 December
2018, and the renewal of the sedewmdl bargaining agreement (12 July 2019).

- Other administrative expensesamounted tcEUR 661 min down by 17.6% compared to the
previous year. As mentioned above, in comparison withtRi@18ggregate was impacted by the
entry into force of IFRS 16, net of which there would have been a downward trend, including due to
the effects from the merger by incorporation of the company Perimetro Gestione Proprieta
Immobiliari.

1 Net value adjustnents to property, plant and equipment and intangible asseés at 31 December 2019
amounted tcEUR 128 mIn up 67.6% compared to the previous year, including due to the effects of the
entry into force of IFRS 16. Without these effects, the trend, insenyvoald have increased by roughly
EUR 23 min, due to the effects from the aforementioned merger of the company Perimetro Gestione
Proprieta Immobiliari.

Chg YIY
Type of transaction 3112 2019 3112 2018
Abs. %
Wages and salaries (982.3) (1,008.6) 26.3 -2.6%
Social-welfare charges (267.8) (275.0) 7.2 -2.6%
Other personnel expenses (63.5) (53.0) (10.5) 19.8%
Personnel expenses (1,313.6) (1,336.6) 23.0 -1.7%
Taxes (216.2) (202.2) (14.0) 6.9%
Furnishing, real estate and security expenses (68.5) (222.6) 154.1 -69.2%
General operating expenses (161.7) (175.3) 13.6 -7.8%
Information technology expenses (19.2) (23.9) 4.7 -19.7%
Legal and professional expenses (134.7) (115.2) (19.5) 16.9%
Indirect personnel costs 9.3) 94) 0.1 -1.1%
Insurance (47.4) (40.2) (7.2) 17.9%
Advertising, sponsorship and promotions (2.2) (2.6) 0.4 -15.4%
Other (252.7) (280.3) 277 -9.9%
Expenses recovery 250.8 269.4 (18.6) -6.9%
Other administrative expenses (661.1) (802.3) 141.3 -17.6%
Tangible assets (127.8) (76.2) (51.6) 67.7%
Intangible assets (0.2) 0.1) 0.0 0.0%
Amortization and impairment losses (127.9) (76.3) (51.6) 67.6%
Operating costs (2,102.5) (2,215.3) 112.8 -5.1%

As a result of (Glos ©Ogerafing locometotalledElRN764 ningdElJR 898 miras at 31
December 2018).
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Net impairment (losses)/reversals on financial assets measured at amortised cost and financial
assets measured at fair value through other comprehensive income

As at 31 December 2019, the Bank recoidet impairment (losses)/reversals on financial assets
measured at amortised cost and at fair value through other comprehensive incoamounting ttEUR
627 min up by EUR 65 min from the figure recorded in the previous year (EUR 562 min).

The cost of credit includes the positive &fféioked to the exercise of the right of withdrawal from the
agreement with Juliet, which resulted in the elimination of forecasted costs for the servicingrefigetadent
in value adjustmentghichon the loan portfolio

Instead the simultaneous tision of the NPE reduction strategy, which entailed an acceleration in the 2019
disposal plan in order to further reduce the level of the NPEhadia negative effect

Moreover, compared with 31 December 2018, the aggregate was affected byabeirtmdgss on positions
already classified as ferforming, only partially offset by the benefits from lower default flows and fewer
transfers to noperforming.

Lastly, the cost includes:

- the negative impact of the effects related to the annual opdiagerisk parameters used for the
collective/statistical valuation of performing loans anegpadarming loans below the threshold and
to the downward revision of GDP growth estimates for 2019 incorporated in the-lmokiagl
scenarios envisaged BRS;

- positive impact from wrideacks on loans (subject to restructuring) to the Sorgenia and Tirreno Power
Group and the effects associated with the changes in loan estimation criteria.

The ratio of net impairment losses on loans to Loans to Customars3hsDecember 2019 shows a
Provisioning Rate of 83 bps.

Chg. Y/IY
31122019 31122018
Abs. %
Loans to banks measured at amortised cost 22 (1.5) 3.7 n.s.
- Loans 22 (2.0) 4.2 n.s.
- Debt securities - 05 (0.5 -100.0%
Loans to customers measured at amortised cost (619.5) (557.9) (61.6) 11.0%
- Loans (618.1) (554.4) (63.7) 11.5%
- Debt securities 1.4) (3.5) 21 n.s.
Gains (Iosse§) due to mOdIfIFfithﬂS in contractue 42) 8.2) 40 ns.
cash flows without derecognition
Impairmet loss on loans measured at amortised (621.5) (567.6) (53.9) 95%
cost
Financial as_setg measured at fair value through (5.6) 51 (107) ns.
comprehensive income
Total adjustments due to credit risk (627.1) (562.5) (64.6) 11.5%

T h e BNeh@pérating Income in 2019 wagpositive for approximately EUR 137 mincompared to a
positive value of EUR 236 mIn in the previous year.

BANCA MONTE DEI PASCHI DI SIENA
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Non-operating income, tax and net profitdr the year

TheResult for the yeatincluded the following items:

1 Net provisions for risks and chargesf EUR -69min, mainlyattributable tgrovisions for commitments
assumed against the compensation relating to transactions in diamonds. Theseitop to tusl
provisions for indemnity requests associated with the loan disposal transactions and for the estimate of the
reimbursements related to operations with customers, even if there were no specific requests. These effects
were only partially offsby the writebacks on guarantees given, also attributable to the release of guarantees
on certain large positions. Instead, there were no significant changes for the dispute related to financial
information. As at 31 December 2018, there was a neglatinge lm EUR 71 min, linked to provisions for
legal risks in part offset by the revaluation of the commitment assumed to cover hedging costs of the vehicle
Siena NPL 2018 S.r.l. as part of the bad loan securitisation

1 Losses on equity investmentamountedo EUR -52 min, compared to a loss of EUR 334 min in the
previous year.

1 Restructuring costs/One-off charges equal t(EUR 18 min include in particular costs linked to project
expenses, the price adjustment for the disposal of BMP Belgio S.A., thmleffbtbsearly retirement, and
recoveries recognised by INPS for previous early retirement/solidarity fund procedures. As at 31 December
2018, the aggregate amounted to EUR 136 min and imelurded the costs set aside for early retirement
incentives/stidarity fund for EUR 147 min, partially offset by recoveries recognised by INPS for previous
early retirement/solidarity fund manoeuvres (EUR +35 miIn) and the charges relating to projects, also seeking
to implement the commitments made with DGComp (fotahof EUR-23 min).

1 Risks and charges associated with SRF, DGS and similar schemesth a balance &UR -104 min
consisting of the Banks®6s contribution due to the S
the additional amount due to tNational Resolution Fund (NRF) of EUR 15 min, the total amount
recognised to IDPF (DGS) of EUR 39 min, and the net loss on the exposure with the IDPF Voluntary
Scheme (for the Carige intervention) amounting to EUR 7 min at the end of 2019.

1 DTA fee, amouting to EUR -62 mIn This amount, determined according to the criteria set forth in Law
Decree 59/2016, converted into Law no. 119 of 30 June 2016, represents the fee on DTA (Deferred Tax
Assets) as at 31 December 2049 can be converted into a tax itretet of the portion recovered from
subsidiaries (EUR 71 min and EUR 9 min, respectively)

1 Gains (losses) on disposal of investmentsf EUR 3 min related to the sale of property. This represents
an increase (EUR +2.3 min) compared to 2018.

Duetothechmages di s cus s e dosaleforg tax fronh cotinuBgapdradiansvasEUR -129
min. In 2018, the Bank posted a loss of EUR min.

Tax expense (recovery) on income from continuing operatiomrecorded a negative contributioreefR 1

bn, esserdilly due to the partial reassessment of DTAs for tax losses, accrued and not recognised in previous
years t o take into account the effects on future taxabl
Support f or Econo midchan@es onthe matroecamomic soermamof i t  an

Considering the net effects of the PPA (EURmIN), thdoss for the year of Banca Monte dei Paschi di
Siena amounted to EUR 1 bn compared to a loss of EUR 112 min in 2018.

2019 ANNUAL REPORT
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Reclassified balance sheet

Reclassified Balance Sheet

ASSETS 30 06 2018 31 12 2018* abs. <o -
Cash and cash equivalents 830.1 934.3 (104.2) -11.2%
Financial assets measured at amortised cost : 0.0
a) Loans to customers 74,890.1 72,766.5 21236 2.9%
b) Loans to banks 32,1464 28,836.8 3,309.6 11.5%
Financial assets measured at fair value 7,908.2 13,085.3 (5,177.1) -39.6%
Equity investments 2,763.2 2,653.3 109.9 4.1%
Property, plant and equipment / Intangible assets 25344 1,040.3 1,494.1 n.s.
Other assets 4,503.6 5,541.1 (1,037.5) -18.7%
Total assets 125,576.0 124,857.6 718.4 0.6%
Chg
LIABILITIES 30 06 2018 31 12 2018* abs. o
Payables
a) Deposits from customers and securities issued 83,703.8 82,040.5 1,663.3 2.0%
b) Deposits from banks 28,030.6 28,063.4 (328) 0.1%
Financial liabilities held for trading 583.5 623.0 (39.5) -6.3%
Provisions for specific use - - - 0.0%
a) Provisions for staff severance indemnities 172.8 185.5 (12.7) -6.8%
b) Provisione rglated to guarantees and 156.9 2435 (86.6) -35.6%
other commitments given
c) ZEIril;;ir;s;]:nd other post employemnt benefit 21 334 @3) 3.9%
d) Other provisions 929.3 1,108.0 (178.7) -16.1%
Other liabilities 4,389.3 4,248.2 141.1 3.3%
Bank net equity 7,577.7 8,312.1 (734.4) -8.8%
a) Valuation reserves (28.4) (276.9) 2485  -89.7%
¢) Equity instruments - - - -
d) Reserves (1,362.0) (1,441.7) 79.7 -5.5%
e) Share premium - - - -
f) Share capital 10,328.6 10,328.6 - -
g) Treasury shares (-) (186.0) (186.0) - -
h) Net profit (loss) for the year (1,174.5) (111.9) (1,062.6) n.s.
Total Liabilities and Shareholders' Equity 125,576.0 124,857.6 718.4 0.6%

*The Bdahas elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.
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Customer funding

As at 31 Dece mbTetal Fuhdnh 9olumes lammounBd to kréuBR 180.5 bn an increase
compared to the valsiat the end of 2018 (+3.4% e to the increase in both Indirect Funding and Direct
Funding

Customer Funding

Chg YIY
31/12/19 31/12/18 Abs. %
Direct funding 83,703.8 82,040.5 1,663.3 2.0%
Indirect funding 96,8324 92,567.5 4,264.8 4.6%
assets under management 54,4594 51,265.3 3,194.0 6.2%
assets under custody 42,373.0 41,302.2 1,070.8 2.6%
Total funding 180,536.2 174,608.0 5,928.1 3.4%

Direct Funding volumes, which at the end of 2019 stoddUR 83.7 bn,posted an increase of EUR 1.7 bn
compared to the end of December 2018 despite the BUR Hecrease in repurchase agreements, which was
more than offset by growth in Current Accounts and Time Deposits (EUR +4.1 bn), Bonds (EUR +1.8 bn) and
other forms of funding (EUR +1.7 bn).

Direct funding customers

Change Y/Y

Type of transaction 31/12/19 31/12/18 Abs. %

Current accounts 53,377.0 50,379.1 2,997.9 6.0%
Time deposits 8,190.7 7,136.5 1,054.2 14.8%
Reverse repurchase agreements - 5,874.0 (5,874.0) n.s.
Bonds 13,113.8 11,3549 1,758.9 15.5%
Other types of direct funding 9,022.3 7,296.0 1,726.3 23.7%
Total 83,703.8 82,040.5 1,663.3 2.0%

Indirect Funding amounted t&EUR 96.8 bn up compared to december 2018 (EUR +4.3 bn) thanks to a
consistent positive market effect, which benefitted both the Assets under Management and the Assets under
Custody components.

In detail, Assets under Managementamounting toEUR 54.5 bn grew by EUR 3.2 bn compared
December 2018, primarily in the bancassurance and funds segments.

Indirect Funding

Change Y/Y
31/12/19 31/12/18 Abs. %

Assets under management 54,459.4 51,265.3 3,194.0 6.2%
Mutual Funds/Sicav 24,087.0 23,394.9 692.2 3.0%
Individual Portfolio under Management 4,906.3 48127 93.5 1.9%
Insurance Products 25,466.1 23,057.8 2,408.4 10.4%

Assets under custody 42,373.0 41,302.2 1,070.8 2.6%

Total funding 96,832.4 92,567.5 4,264.8 4.6%
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Loans to customers

As at 31 December 2019%9ans to Customersof the Bank came tBUR 74.9bn, up by EUR +2.1 bn
compared to the end of December 2018, primarily in Securities (Etufthg2 bn), Mortgage loans (EUR
+0.9 bn), and other loans (EUR +0.6 bn). By contrast, there was aGuogent accounts (EUR.3 bn) and
Non-performing loans (EUR..1 bn)jmpacted by disposals of UTP and bad loans.

Loans to customers

Change Y/Y
Type of transaction 31/12/19 3112 2018 Abs. %

Current accounts 4,624.6 4,957.7 (333.1) -6.7%
Mortgages 43,678.0 42,738.2 939.8 2.2%
Other forms of lending 13,2455 12,608.4 637.1 5.1%
Securities lending 8,781.8 6,795.6 1,986.2 29.2%
Non performing loans 4,560.2 5,666.6 (1,106.4) -19.5%
Total 74,890.1 72,766.5 2,123.6 2.9%

Stage 1 61,673.0 57,687.1 3,985.9 6.9%

Stage 2 8,656.8 9,412.8 (756.0) -8.0%

Stage 3 4,560.3 5,666.6 (1,106.3) -19.5%

BANCA MONTE DEI PASCHI DI SIENA
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Non-performing loans

Asat3l December 2 expdsyre td gioss n8eriokning loanstotalledEUR 9.1 bn down

compared to 31 December 2018 (EBR bn) due to the disposals made over the year and other reductions
linked to writeoffs, conversions and payments. The grqessare to Bad Loans was down compared to 31
December 2018 by EUR 1.2 bn primarily due to the -abeniioned disposals, in part offset by new positions
transferred to that category. The exposure of Unlikely to Pay also fell by EUR 1.9 bn over De8ember 201
mainly following transfers/reductions, management, and deterioration to Bad Loans recorded during the period.
Gross normperforming past due exposures were also down compared to December 2018.

As at31 December 2018,h e  Bhat eXpdssre in terms ohon-performing loanstotalledEUR 4.8 bn
down compared to 31 December 2018 (ELURbn). There was a decline in net exposure in Bad Loans (EUR
0.1 bn), Unlikely to Pay (EURL1 bn), and NoRerforming Past Due Exposures (EOR bn).

The ratio betweenet norperforming loans and net loans to customers as at 31 December 2019 was 6.3%,
down compared to December 2018 (8%).

In the tables below, ngrerforming financial assets include all cash exposures regardless of the accounting
portfolio they belongp, with the exception of equity instruments, UCITS, assets held for trading and hedging
derivatives. Moreover, the gross value and the loss provisiongeffaoning financial assets are shown net

of interest on arrears and of the relative adjustnRarferming customer loan exposures are represented by
loans at amortised cost and loans measured at fair value as per mandatory requirements.

Unlikel Non- Non- Perfomin - of whict - of whict
Loans to customers Bad loans Kely performing performing N Total forbone  forborne ne

to pay exposures . ; . .
Past due exposures impaired impaired
Gross exposure  4,9289 41421 61.4 9,132.4  71,114.0 80,246.4 3,387.6 1,931.7
Provisions 25509 1,807.7 16.0 4,374.6 3744 4,749.0 1,402.9 109.3
3112 19 Net exposure 23780 23344 454 4,757.8 70,739.6 75,497.4 1,984.7 18224
Coverage ratio 51.8%  43.6% 26.1% 47.9% 0.5% 5.9% 41.4% 5.7%

% on Loans tc
3.1% 3.1% 0.1% 6.3% 93.7% 100.0%

customers

Gross exposure 6,165.6 6,051.3 134.9 12,351.8 68,862.9 81,214.7 4,539.3 1,790.4

Provisions 3,729.8 2,620.9 26.6 6,377.3 489.3 6,866.6 1,909.0 140.6
3112 18 Net exposure 24358 34304 108.3 59745  68,373.6 74,348.1 2,630.3 1,649.8
Coverage ratio 60.5% 43.3% 19.7% 51.6% 0.7% 8.5% 42.1% 7.9%

% on Loans tc

3.3% 4.6% 0.1% 8.0% 92.0% 100.0%
customers
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Capital adequacy

Regulatory capital and statutory requirements

Risk Weighted Assets Chg. 31 12 2018
Categories / Values
3112 2019 3112 2018 Abs. %
OWN FUNDS
Common Equity Tier 1 (CET1) 7,933.5 7,736.0 197.5 2.55%
Tier 1 (T1) 7,933.5 7,736.0 1975 2.55%
Tier 2 (T2) 1,119.1 819.2 299.9 n.s.
Total capital (TC) 9,052.6 8,555.2 497.4 5.81%
RISK ASSETS
Credit and Counterparty Risk 37,683.1 36,755.1 928.0 2.52%
Credit valuation adjustment risk 134.9 168.1 (33.2) -19.75%
Settlement risk - - -
Market risks 46.9 64.1 17.2) -26.79%
Operational risk 9,380.6 8,584.3 796.3 9.28%
Other prudential requirements - - -
Other calculation elements - - -
Risk-weighted assets 47,2455 45,571.6 1,673.9 3.67%
CAPITAL RATIOS -
CET1 capital ratio 16.79% 16.98% -0.19%
Tierl capital ratio 16.79% 16.98% -0.19%
Total capital ratio 19.16% 18.77% 0.39%

BANCA MONTE DEI PASCHI DI SIENA
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Prospects and outlook on operations

Please refer to the paragraph of the same name in the Consolidated Report on Operations, the content and
statements of which also apply to the Bank.
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Annexes

Reconciliation between the reclassified income statement and balance sheet
and the related statutory accounts
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Report on operations 26
Reconciliation between the reclassified balance sheet and related statutory accounts
Balance-sheet Items - Assets 31122019 3112 2018* Reclassified balance-sheet items - Assets
830]1 934 fFLash and cash equivalents
ltem 10 1T Cash and cash equival| ent s 830l 9343
Financial assets measured at amortised cost: Receivables
74,890|1 72,7665  a) Loans to customers
ltem 40 T Loans to customers 74,8901 72,766|5
32,146)4 28,8368 b) Loans to banks
ltem 40 1 Loans to banks 32,146/4 28,836/8
7,9082 13,085(Financial assets measuerd at fair value
ltem 20 1T Financi al assets meapur edZ348/® f aB52llval ue through profit and | o
Item 3.0.| Financi al assets mea 6,564/3 105332
comprehensive income
2,7632 2,653 [Equity investments
ltem 70 I Equity investments 2,763|2 2,653|3
2,53414 1,040{®roperty, plant and equipment / Intangible assets
ltem 80 1T Property, plant and pqui R288%ndt 1,026|3
ltem 90 T Intangible assets 3p 14p
4,50316 5,541{Dther assets
ltem 50 T Hedging Derivatives e 2577
Item 60 I Change in value of acr o-6lée ged 165(7nanci al assets (+/-)
Iltem 100 I Tax assets 2,101|7 3,319|2
ltem 110 T Non-current assets held f76 sal @Jfand di scontinued operations
ltem 120 1 Other assets 1,638/|0 1,726|8
Total Assets 125,576 124,857 | Total Assets

*The Bank has elected not to restate dataparaticensistent basis in the year of initial application of IFRS 16.
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27 Report on operations
Balance-sheet Items - Liabilities 31122019 3112 2018* Reclassified balance-sheet items - Liabilities
Payables

83,70318 82,040/5 a) Deposits from customers and securities issued
lteml10 T Deposits from customefs 67,0536 68,343|9
ltem 10 T Debt securities issuled 16,2774 13,32614
Iltem 30 1T Financi al liabilitiels des372at ed3702t f air value

28,0306 28,063/4 b) Deposits from banks
Item 10 T Deposits from banks 28,03016 28,063|4

583.6 623 [Financial liabilities held for trading
Iltem 40 1T Financi al Il iabilitiels hel3B35f or t623@Wdi ng
Provisions for specific use

Iltem 90 T Provision for empl oylee s el28r an c el855 a ya) Provision for employee severance pay
ltem 100 - Pr‘ovisions for risks and charges - a) financial guarantee 1564 2435 b) Provision for pension
other commitments
ltem 100 - Provisions for risks and charges - a) pension and similal 2ok
obligations
Item 100 - Provisions for risks and charges - b) other provisions 92913 1,108/0  c) Other provisions

4,3893 4,248 Dther liabilities
ltem 40 T Hedging Derivatives 1,315|9 9076
Item 50 1T Change in value of mlacro-mBedged 18flnanci al l'iabilities (+/-)
ltem 60 1T Tax liabilities 0B -
ltem 70 T Liabilities associatpd to dH sposallf groups held for sale
Iltem 80 1T Other liabilities 3,041(7 3,322|5

75777 8,312|Bank net equity
ltem 110 1T Valuation reserves (28.4) (276.9) a) Valuation reserves
Item 140 1T Reserves (1,362.0) (1,441.)) d) Reserves
Iltem 150 1 Share premium reserfve - - e) Share premium reserve
Iltem 160 I Share Capital 10,328{6 10,328l6 f) Share Capital
ltem 170 1T Share premium reserfve - - e) Share premium reserves
ltem 180 1T Profit (loss) for the y@&4p) (+/ {111.9) h) Profit (loss) for the year
Total liabilities and shareholders' equity 125,576 124,857 | Total liabilities and shareholders' equity

*The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.
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Separate financial statementsBalance Sheet

30

Balance Sheet

10. Cash and cash equivalents

Assets

20. Financial assets measured at fair value through profit and loss

a) financial assets held for trading

c) other financial assets measured at fair value mandatory

30. .
income

Financial assets measured at fair value through other comprehens

40. Financial assets measured at amortised cost

a) Loans to banks
b) Loans to customers

50. Hedging derivatives

60. Change in value of macro-hedged financial assets (+/-)

70. Equity investments

80. Property, plant and equipment

90. Intangible assets

100. Tax assets

a) current

b) deferred

110. )
operations

120. Other assets

Tatal assets

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.

Non-current assets and groups of assets held for sale and disconti

31 12 2019

830,134,881

1,343,880,429

680,150,203

663,730,226

6,564,298,174

107,036,499,311
32,146,409,597
74,890,089,714

71,391,521

617,259,653

2,763,249,390
2,531,178,213
3,180,618
2,101,675,899
576,055,810

1,525,620,089

75,232,663

1,637,985,422

125,575,966,174

(euro unit)

3112 2018*

934,343 ,4¢

2,552,063,5(

800,567,9¢

1,751,495,5:

10,533,159,6:

101,603,299,47
28,836,807,8¢
72,766,491,61

257,675,72

165,689,5¢

2,653,300,5¢
1,026,254,9:
13,991,17
3,319,249,1¢
583,878,17

2,735,370,9¢

71,682,7¢

1,726,899,4

124,857,609,30
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continued: Balance Sheet

Total Liabilities and Shareholders' Equity

10.

20.

30.

40.

50.

60.

80.

90.

100.

110.
140.
160.
170.

180.

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.

Financial liabilities measured at amortised cost
a) loans to banks
b) loans to customers
c) debts securities issued

Financial liabilities held for trading

Financial liabilities designated at fair value

Hedging derivatives

Fair value change of financial liabilities in hedged portfolio (+/-)

Tax liabilities
a) current
Other liabilities
Provision for employees severance pay
Provisions for risks and charges:
a) financial guarantees and other commitments
b) post-employment benefits
c) other provisions
Valuation reserves
Reserves
Share capital
Treasury shares (-)
Profit (loss) (+/-)

Total Liabilities and Shareholders' Equity

Separate financial statementsBalance Sh

3112 2019
111,361,586,334
28,030,615,350
67,053,575,991
16,277,394,993
583,506,664
372,836,995
1,315,904,617
31,390,345
303,939
303,939
3,041,615,605
172,756,088
1,118,333,376
156,891,174
32,093,170
929,349,031
(28,398,878)
(1,361,989,957)
10,328,618,260
(185,957,994)
(1,174,539,220)

125,575,966,174

(euro unit)

31 12 2018*

109,733,724,9C
28,063,446,2¢
68,343,924,8¢
13,326,353,7¢
623,032,332
370,199,54
907,617,2€

18,145,0¢

3,322,426 6¢
185,483,33
1,384,836,6¢
243,454 5¢
33,392,2:
1,107,989,8¢
(276,918,62
(1,441,676 5
10,328,618 2¢
(185,957,9¢
(111,921,61

124,857,609, 3(
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Income Statement

Items
10.

20.
30.
40.
50.
60.
70.
80.
90.
100.

110.

120.
130.

140.
150.
160.

170.

180.
190.
200.
210.
220.
250.
260.
270.
280.

300.

Interest income and similar revenues

3112 2019

1,940,270,072

of which interest income calculated applying the effective interest rate meth®8d7,374,319

Interest expense and similar charges
Net interest income
Fee and commission income
Fee and commission expense
Net fee and commission income
Dividends and similar income
Net profit (loss) from trading
Net profit (loss) from hedging
Gains/(losses) on disposal/repurchase of:
a) financial assets measured at amortised cost

(697,741,760)
1,242,528,312
1,578,140,576

(189,445,203)
1,388,695,373

69,404,846
51,519,000
(6,205,763)
117,456,137
58,619,728

b) Financial assets measured at fair value through other comprehensive i82p466,793

c) financial liabilities
Net profit (loss) form financial assets and liabilities measured at
value through other comprehensive income

a) financial assets and liabilities measured at fair value

b) other financial assets mandatorily at fair value through profit or loss

Net interest and other banking income
Net impairment (losses)/reversals on
a) financial assets measured at amortised cost
b) financial assets measured at fair value through
other comprehensive income
Modification gains/(losses)
Net income from banking activities
Administrative expenses:
a) personnel expenses
b) other administrative expenses
Net provision for risks and charges:
a) commitments and guarantees issued
b) other net provisions
Net adjustments to/recoveries on property, plant and equipment
Net adjustments to/recoveries on intangible assets
Other operating expenses/income
Operating expenses
Gains (losses) on investments
Gains (losses) on disposal of investments
Profit (loss) before tax from continuing operations
Tax (expense)/recovery on income from continuing operations
Profit (loss) after tax from continuing operations

Profit (loss)

6,385,616
49,579,057

(11,201,079)
60,780,136
2,912,976,962

(622,894,380)

(617,309,315)

(5,585,065)

(4,226,664)
2,285,855,918
(2,374,587,986)
(1,291,894,883)
(1,082,693,103)

(69,444,279)

86,563,412

(156,007,691)
(143,964,972)
(10,822,208)
215,294,166
(2,383,525,279)
(52,380,641)
2,827,100
(147,222,902)
(1,027,316,318)
(1,174,539,220)

(1,174,539,220)

(euro unit)
3112 2018*

2,186,632,33
2,101,311,79
(664,705 41:
1,521,926,92!
1,661,259,97
(187,843 87!
1,473,416,10
99,282,73¢
32,296,95¢
(16,999,86°
39,305,23;
4,331,22€
24,502,65:
10,471,35¢

(112,641,53

3,958,60¢
(116,600,13t
3,036,586,56«
(554,325,471
(559,426,011

5,100,54C

(8,184,37¢
2,474,076,70'
(2,717,915,54
(1,452,567,53
(1,265,348,01

(75,699,76¢
2,891,057
(78,590,82!
(76,224,40:
(24,672,42:
247,059,07¢
(2,647,453,06
(333,753,63:
482,430
(506,647,557
394,725,94:
(111,921,61.

(111,921,61

* The Bank has elected not to restate comparative data on a consisiaitidbagiplicatienyeiF-éiS 16.
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Statement of Comprehensive Income

(euro unit)
Items 3112 2019 3112 2018
10.  Profit (loss) (1,174,539,220) (111,921,61
Other comprehensive income after tax not recycled to profit and loss (385,126) 19,140,62¢
Equity instruments measured at fair value through other comprehensiv
20, U g P 9,611,450 7,100,91¢
income
30. Financial liabilities measured at fair value through other comprehensive incornf®g128,882) 6,332,98t
70. Actuarial gains (losses) on defined benefit plans (5,867,694) 5,706,727
Other comprehensive income after tax recycled to profit and loss 248,904,879 (230,915,53¢
110. Exchange differences (2,177,770) 2,887,51¢
120. Cash flow hedges 106,857,274 (17,402,28¢
Fair value changes of debt instruments measured at fair value through «
140. 144,225,375 (216,400,76-

comprehensive income
170. Total other comprehensive income after tax 248,519,753 (211,774,90°

180. Total comprehensive income (Item 10+170) (926,019,467) (323,696,521
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35 Separate financial statementsStatement of changes in NetZqj@it &
%‘

As at 31 December 2019, the Bankds net equity amounts
December 2018, with aabnet decrease of EUR 734.4 min.

The most significant phenomena impacting net equity, in addition to the EURMInLIB4Sor the year, were:

1. the o0Changes in reserveé column includes:
a. OReserves a) from profitsé, |ottmmnegatveiOCigreserve dug tofhe 1 5. 0
sale of certain securities;
b. 0Reselr)vest her 6, equal to EUR 206.6 mln:

o0 the reclassification from financial liabilities at amortised cost of EUR 76 min referring to the
indemnity issued to the Bank of New Yorkl@nMarch 2009, as the 4grar term had been
completed;

o the amount of EUR 130.6 min due to the effects of the extraordinary transaction (business
combination under common control) concluded in May 2019 and relating to the merger by
incorporation of the fisidiary Perimetro Gestione Proprieta Immobiliari S.p.A.

2. valuation reserves posted a total increase of EUR 248.5 min (the detailed components of which are shown in the
statement of comprehensive incorakjiost fully attributable to debt securities megsatr fair value through
other comprehensive income, essentially due to the trends in the spread on Italian government securities.
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37 Separate financial statementsStatement of changes in NetZqju@it ‘EJ : 1
w
As at 31 December 2018, the Bankds net equity amounted

December 2017, with a total net decrease of EUR 1,335.4 min.

Note that the coilmgnnbalChrmrageé 1 @p rdee ddoptien (RTA) én amplyifigehet s o f
I FRS 9 and I FRS 15 accounting standards, as described i
Notes to the financial statements, under the chapteo Di scl-osmeeadapfiostof | FRS 15 0fF
with Customer s606 -tainme 0&bd spctl iosrureef olnFRS rstdFi nanci al I nst

The most significant phenomena impacting net equity, in addition to the EUR 111.9anthéogsar, were:

1. in the column o6Changes in reserveso6o, the item ORese
due to the sale of certain securities, totalling EUR 26.4 min;

2. 0Valuation reserveso s howingamEUR 2H.B aln,lthe detagsaof whickearec h a n
available in the statement of comprehensive income.
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Cash Flow Statement - indirect method

A. OPERATING ACTIVITIES
1. Cash flow from operations
profit (loss) (+/-)

capital gains/losses on financial assets held for trading and on
assets/liabilities designated at fair value (+/-)

net profit (loss) from hedging

net impairment losses/reversals

net losses/reversal on impairment on property, plant and equipment
intangible assets (+/-)

net provisions for risks and charges and other costs/revenues (+/-)
tax espense (recovery) on income from continuing operations
other adjustments

2. Cash flow from (used in) financial assets

financial assets held for trading

other financial assets measured at fair value mandatory

Financial assets measured at fair value through other comprehensi'
income

Financial assets measured at amortised cost
other assets

3. Cash flow from (used in) financial liabilities
Financial liabilities measured at amortised cost
Financial liabilities held for trading

Financial liabilities designated at fair value

other liabilities

Net cash flow from (used in) operating activities

B. INVESTMENT ACTIVITIES

1. Cash flow from

sales of equity investments

dividends collected on equity investments
sales of property, plant and equipment
sales of subsidiaries and undertakings

2. Cash flow used in
purchase of equity investments
purchase of property, plant and equipment

Net cash flow from (used in) investment activities

C. FUNDING ACTIVITIES
issue/purchase of treasury shares
dividend distribution and other

Net cash flow from (used in) funding activities

NET CASH FLOW FROM (USED IN) OPERATING,
INVESTMENT AND FUNDING ACTIVITIES DURING THE
YEAR

3112 2019
872,494,153
(1,174,539,220)

(37,393,021)

6,205,763
772,845,825

154,787,180

77,883,196
1,027,316,318
45,388,112
(715,635,330)
101,147,474
1,156,440,746

4,229,633,712

(6,368,215,257)
165,357,995
(307,801,108)
1,891,197,714
(39,525,670)
(15,292,087)
(2,144,181,065)
(150,942,285)

115,551,464
43,508,000
59,886,050
12,157,414

(68,817,764)
(46,575)
(68,771,189)

46,733,700

(104,208,585)

(euro unit)
31 12 2018*

774,554,26¢
(111,921,61-

108,976,60:

16,999,86"
843,964,50(

104,027,66°

360,474,46(
(394,067,64:
(153,899,56
271,096,38(

83,293,07(
(619,488,37!

3,280,729,84

(3,445,010,51
971,572,35!
(4,305,566,88¢
(3,606,978,64
(179,474,35:
(45,015,87:
(474,098,02
(3,259,916,23

158,455,84
55,815,90¢
89,239,82:
13,400,11¢

(48,144,55C

(48,144,55(
110,311,29

(3,149,604,94(
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39 Separate financial statementd Cash flow statethertirect meth

Reconciliation

3112 2018 31 12 201¢
934,343,468 4,083,948,40
(104,208,585) (3,149,604,93

Accounts
Cash and cash equivalents at beginning of period

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents: foreign exchange effects

Cash and cash equivalents at end of period 830,134,883 934,343,46¢

* The Bank has elected not to restate comparative data on a consistent basis in thef feREdE6nitial application

For further information on the net cash flow generated/absorbed during the year, please refer to the section
"Liquidity Risk" in Part E "Information on risks and hedging policies".
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Notes to the Financial Statements Part A- Accounting policies 42

A.1l- General
Section 1- Statement of compliance with international accounting principles

Pursuant to Legislative Decree no. 38 of 28 Februantifi@bseparate financial statements were prepared in
accordance with the international accounting principles issued by the International Accounting Standards Board
(IASB) including interpretations by the IFRS Interpretations Committee, as endorsed mppien E
Commission, pursuant to EC Regulation no. 1606 of 19 July 2002 which was effective as at 31 December 2019.

The international accounting principles were applied
the preparation and presé¢nfaon of financial statementsdé (the Framewo

For an overview of the standards endorsed during 2019 or those endorsed in previous years, whose application is
scheduled for 2019 (or futOdthery dampe) t sy Hebcabkwmther, e fwd i c thc
main impacts for the Bank.

All information required by the international accounting standards and Supervisory Authorities (Bank of Italy,
Consob and ESMA) have been provided in the report on operations and the notes to the finaanial dtatem

addition to other nomandatory information deemed necessary to provide a true and fair, relevant, reliable,
comparable and meaningful view of the Bankds perfor ma
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43 Notes to the Financial Statements Part A- Accounting policies

Section 2- General accounting standards

The Separate Financial Statememtsistoof the balance sheet, income statement, statement of comprehensive
income, statement of changes in equity, and the notes to the separate financial statements, and is accompanied
the directors® report on otplea aBd mknds ffii mamocii all giets

The Separate Financial Statements as at 31 December 2019 have been prepared based on the provisio
contained in Circular no. 262 of 22 December 2005
andrule$ or compil ationd6, as amended by the sixth upda

The Financial Statements have been prepared based on a going concern assumption, according to the genere
accepted principles of accrual accounting, relevance and materiality afianfopnority of substance over
form and with a view to encouraging consistency with future statements.

The Separate Financial Statements are prepared with transparency and provide a true and fair view of the balan
sheet, financial position and incemeat ement f or the year, the changes

If the information required by international accounting standards and provisions contained in aforementioned
circular were deemed insufficient for providing a true and fairerdpties, the notes to the financial
statements contain supplemental information necessary for that purpose.

If - in exceptional casethe application of a provision set forth in the international accounting standards proved

to be incompatible wtha&gu and fair view of the Groupds financi
applied. The reasons for deviation and its impact on the representation of the financial situation would, in such &
case, be explained in the notes to the financial etégem

Each item in the balance sheet, income statement and statement of comprehensive income also indicates tt
amount for the prior year, unless an accounting standard or interpretation allows or provides otherwise. The
latter circumstance occurred upiost-fime adoption of the IFRS 16 accounting standard; in particular, the Bank
chose the option of applying the standard according to the modified retrospective option, on the basis of which
the comparative information does not have to be restated f2@l8efinancial statements. Therefore, with
specific reference to lease contracts, the balance sheet and income statement balances of the line items for t
previous year, drafted in compliance with the previously applicable IAS 17 standard (thatoisntthg ac
standard in effect as at 31 December 2018 and used to prepare the related financial statements, to whic
reference should be made), are not entirely comparable with those line items as at 31 December 2019. Note the
upon firsttime adoption of IRS 16, an increase in balance sheet assets and liabilities of EUR 269.0 min was
recognised, while there was no i mpact on the openi

The chapter oOTransition to tdnechaddes thdt pr&vide detbilsofth@ nt a
reconciliation between the balance sheet balances as at 31 December 2018 (pursuant to IAS 17) and the balan
as at 1 January 2019 (pursuant to IFRS 16) as well as the reconciliation of the scope of futurgscfonmitme
leases pursuant to IAS 17 with the lease liabilities recognised in the financial statements pursuant to IFRS 16 as
1 January 2019.

Assets and liabilities, expenses and income cannot be mutually offset, unless this is permitted or eequired by tt
international accounting standards or the provisions set forth in Circular no. 262 of the Bank of Italy.

The balance sheet, income statement, and statement of comprehensive income do not include items which di
not have balances for the reference ygaiaryear. If an item of the assets or liabilities is part of several items

of the balance sheet, the notes to the financial statements 4ndiestever this is necessary for the purpose of
intelligibility- that this component may also be referréignos other than the one it is posted to.

Revenue is posted with no sign in the income statement, statement of comprehensive income, and the respectiv
section of the notes, whereas expenses are indicated in brackets.

The statement of comprehensive inep beginning with profit (loss) for the year, shows the income items
recognised as conatries of valuation reserves, net of the related tax effect, in compliance with international
accounting standards. Consolidated comprehensive income is sh@arabggecome items that will not be
transferred to the income statement in the future and those that may be subsequently classified to profit and los
when specific conditions are met.

The statement of changes in equity shows the breakdown and ohaetgegLity accounts during the year and

the previous year, broken down between share capital (ordinary shares), capital reserves, profit reserves al
reserves from the valuation of assets or liabilities, equity instruments and profit and losshdmeaguities

portfolio are deducted from equity.
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Notes to the Financial Statements Part A- Accounting policies 44

The cash flow statement has been prepared according to the indirect method, based on which cash flows from
operations are represented by the income for the year adjusted to take into account theceHacisebary
transactions. Cash flows are broken down amongst those deriving from operations, those deriving from
investment activities and those generated by funding activities. In the statement, cash flows generated during the
year have no sign, whileske absorbed are shown between brackets.

In compliance with the provisions of art. 5 of Legislative Decree no. 38 of 28 February 2005, the financial
statements have been prepared using the Euro as the accounting currency: the financial statements are
denoninated in Euro units and the notes are denominated in thousands of Euro.

Iltems of a different nature or with different allocation were recognised separately, unless they were considered
irrelevant. All amounts shown in the financial statements weredasljuas to reflect any events subsequent to

the date of closing for which an adjustment is mandatory, according to IAS 10 (adjusting eaijtsgtitNpn

events reflecting circumstances that occurred after the reporting date are disclosed asnuaes dbttiee

financial statements, Part A, Section 4, if they are material and may affect the ability of users to make proper
evaluations and decisions.
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45 Notes to the Financial Statements Part A- Accounting policies

Transition to the new IFRS 16
Foreword

The international acc ounpublishgd by thealASB arrl18 JahuanrR2916,1a6d wad. e a
approved at EU level, through the publication in the Official Journal of the European Union of Regulation (EU)
no. 2017/1986 of 9 November 2017. Starting from 1 January 2019, the standard shall mplakistthg

suite of accounting standards and interpretations regarding lease contracts:

T AS 17 oLeasesbo;

1T IFRIC 4 oDetermining Whether an Arrangement Co
T SI'C 15 o0Opermatengi Lesadges

T SI'C 27 O0Evaluating nshei nSutbhset alnecgea o fF oTrrna nosfa cat i Loe

That section has been drawn up to illustrate the process of transition from the international accounting standard
I AS 17 oOLeasesd and its interpretations, whose p
interrational accounting standard IFRS 16.

Requlatory provisions

IFRS 16 provides a new definition of lease based on control (right of use) of an identified asset (underlying) for &
fixed period of time in exchange for consideration, establishing the folthgdgriminating factors:
identification of the asset, lack of entittement of the lessor to replace the asset, the right to substantially obtain al
economic benefits originating from the use of the asset and the right to direct the use of the asgethenderly
agreement.

In addition to lease contracts termed as such, this category includes, for example, rental, lease and gratuitous le:
contracts for valuable consideration.

Exclusions from the standardds scope of applicatio

1 intellectual propet y | i censes granted by the | essor purs
Customer so;

T rights held by the | essee as a result of |licen:

For a contract that contains a lease component andramlditbrlease components (such as, in the case of
leasing an asset and providing maintenance service), the standard provides for separate accounting for each le
component in relation to the ntease components. Therefore, the compensation due rallstated to the

various components based on the relative -atand prices, following the IFRS 15 approach for service
contracts. Nonetheless, in the cases where it is not easy to separatkedise nomponents from the lease
components, as a pradtieapedient, a lessee can still choose, for each class of underlying asset, not to separate
them and to account for all components as a lease.

The standard introduces for the lessee a single model for recording lease contracts in financial statements
reqrdless of whether they are operating or finance leases, generally requiring the recognition of the following ir
the balance sheet liabilities and assets, respectively:

T a right of use (for the asset, h esrind@ial diract ¢dostsrandd R o U ¢
estimated dismantling costs, net of incentives,

1 alease liability, equivalent to the present value of future payments, calculated using the discount rate define
at the commencement date of the lease contract.

The lessee mustsass the assets comprising the RoU by applying the cost model. The income statement is
essentially impacted by the amortisation charge for the right of use, recognised under operating expenses, and f
interest accrued on the lease liability, recognisetliimerest income.

The exceptions to those rules are represented byeshoteases, with a contractual duration equal to or less

than 12 months, and leases where the underlying asset is a low value asset, for which it is possible to essenti
maingin the accounting treatment envisaged by IAS 17 for operating leases, with the lease payments charged 1
the income statement in compliance with the accrual principle.

For the lessor, the new provisions substantially confirm the accounting treatneeleasétbnvisaged by IAS
17, maintaining the distinction between finance leases and operating leases.
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The plan for transition to IFRS 16

During 2018, the Bank carried out a specific project to analyse the scope of the contracts to be subjected to the
reguations of IFRS 16, to define their accounting treatnoentirsttime adoption and full implementaticas

well as to identify the necessary IT and organisational measures to be implemented. The project, headed by the
Reporting function, was particgin by the company structures involved, for various reasons, in managing the
contracts, defining the company processes and selecting IT solutions.

Specifically, regarding the aspect of the project concerning the management of contracts, actions focused o
defining and recognising the scope of the contracts containing a lease component and defining and locating the
set of information necessary to calculate the right of use and the related liability.

With regard to company processes, the introduction R® IE6 required the revision of expenditure
management (accounts payable), to ensure i) correct identification of lease contracts at the time they are entered
into, ii) correct input of the necessary information by the IT procedure assigned to caligldtefthee and

the related liability and, lastly, iii) correct management of accounting for the invoices received based on the new
accounting rules.

Application decisions made by the Bank
For the firsttime adoption of IFRS 16, the Bank made the folipplanning decisions:

I not to exercise the right to apply grandfathering, resulting in the redetermination of the scope of the
lease transactions to be subjected to the new standard;

1 to recognise the effects of the initial application of the standarcbidaace with the modified

retrospective option permitted by the temporary provisions contained in paragraphs C5(b) and C8(b)(ii)

of said standard, therefore, not recognising the effects of applying the standard retrospectively in

application of IAS 8. Bad on that approach:

o the right of use is set as equal to the lease liability, i.e., equal to the present value of remaining
lease payments for the expected duration of the lease and attributable to the lease component,
net of VAT, discounted at the increnad borrowing rate at the date of fiiste adoption;

o0 the comparative data from the 2018 financial statements do not have to be recalculated;

lease contracts on intangible assets are not subject to the standard, pursuant to IFRS 16.4;

the scope of apphtion of IFRS 16 does not apply to software prograsesl on the requirements of

the standard and the | FRIC clarifications (0ClIoud
2018).

Moreover, the rules and practical expedients used by the Bankhéutiagsition for contracts classified as
operating leases in accordance with IAS 17 are summarised below:

= =

1 for lessees, applying the modified retrospective option that does not entail the restatement of 2018
comparative data, the right of use value iglat@ld as the value of the lease liability adjusted for the
amount of any accrued or deferred income relative to the lease;

1 the lowvalue contract exemption (the value identified is consistent with the limit of EUR 5 thousand
set out in IFRS 16) was applan a leasby-lease basis. In particular, this includes mobile telephones
that are not owned;

1 the shortterm contract exemption was applied to contracts that expire within 12 months of the date of
initial application. Specifically, these contracts énphagerty with natural expiry (including the first
renewal) by 31 December 2019 or with an expected release date within said term;

9 the practical expedient not to separate service components from lease components was not applied, and
thus, the entire comtct was not accounted for as a lease;

1 for the recognition and measurement of the lease liability as at 1 January 2019:

o the discount rate used was defined, by applying
values of the incremental borrowiagre based on the contractés dur at
incremental borrowing rate was calculated as the weighted average of the funding curves plus a
base rate linked to funding for corresponding durations;

o the duration of the lease was determimgdapplying the principle of reasonable certainty.
Specifically, the Group decided to consider, at the date -timrsadoption (and on full
implementation for new contracts) only the initial renewal period as reasonably certain, unless there
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47 Notes to the Financial Statements Part A- Accounting policies

are spedi contractual clauses, facts or circumstances that suggest the termination of the lease or
additional renewals.

Impacts of fitete adoption of IFRS 16

The provisions introduced by IFRS 16 entailed, upetirfissedoption, the recognition of théhtggof use and

the corresponding financial liabilities for property leases and car rental contracts. For those categories of
contracts, the nelease component is separated out and its accounting recognition is subject to the provisions of
IFRS 15.

With regard to the discounting rate, as shown above, the lease liabilities were discounted at the rate as at
January 2019, referring to the maturity of the individual contracts. Specifically, the weighted average of the
weighted marginal borrowing rate of #msée applied to the lease liabilities recognised in the statement of
financial position at the date of fiiste adoption amounts to 2.80%.

The quantitative effects recorded uporiims¢ adoption of the standard as at 1 January 2019, are alynost full
attributable to the property lease contracts, and arose at Bank level, resulting in an increase in balance sheet as:
and liabilities of EUR 269.0 min, on the whole not significant with respect to either total assets/liabilities or
CET1.

Therefore, o the basis of what is described above, at the transition date, there was no impact on the book value
of shareholders' equity. Specifically, starting from 1 January 2019, the new accounting standard resulted in &
increase in assets recognised in thecialastatement (the leased assets), an increase in liabilities (the lease
liabilities), a reduction in administrative expenses (the lease payments), and a simultaneous increase in financ
costs (remuneration of the recognised liability) and amorijssltiting to the right of use).

With reference to the income statement, considering the entire duration of the contracts, the impact does not
change over the time horizon of the lease, either applying the IAS 17 previously in force or applying the new
IFRS16, but arises at different times. It will reasonably be greater at the start of the contract due to the higher
interest expense accrued on the lease liability, decreasing over the duration thereof as the lease payments
made.
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A statement of reconiation between the balance sheet balances as at 31 December 2018 (former IAS 17) and

the balance sheet balances as at 1 January 2019 (current IFRS 16) is slfeainebigldlnousand of euros)

Aeceis 31122018 pr;zﬁf;;;?e LZ;ZS;ZLE’JQ Reclassifications 01 01 2019

Totl to Right of Use |to Right of Use and adjustmens Total
40 Financial assets measured at amortised cost| 101,603,299 101,603,29
a) Loans to banks 28,836,308 28,836,380,
b) Loans to customers 72,766,49p 72,766,49
80 Property, plant and equipment 1,026,25p 1,64p 269,018 270,653 1,296,90]
bzr:i’r’z:;" plantand equipment used in the 781,05 1,64p 269,013 270688  1,05170
a) Land 275,181 275,18
b) Builiding 249,07 1,644 267,49 269,130 518,20
c¢) Furniture and furnishings 139,15 139,15
d) Electronic systems 59,327 59,327
d) Others 58,321 1,524 1,528 59,844
is\r,zgfr::;]gam and equipment held for 219,66 219,66
a) Land 120,17 120,17
b) Building 99,484 99,484
100 Tax assets 3,319,24Pp 3,319,24
a) current 583,87 583,87
b) deferred 2,735,371 2,735,371
120 Other assets 1,726,899 (1,64p) (1,640) 1,725,225

- 269,013 269,013

Liabilities and Shareholder's Equity 3]_.;;2018 Lease liability ir?sl:stuIz(t::qt:eor\r;s Oj‘}g:.alz 019
10 Financial liabilities measured at amortised c@st 109,733,72% 269,018 269,018 110,002,7
a) loans to banks 28,063,44p 57 573 28,064,01
b) loans to customers 68,343,92b 268,440 268,440 68,612,36
c¢) debts securities issued 13,326,351 13,326,341

60 Tax liabilities -
80 Other liabilities 3,322,421 3,322,41
100 Provision for risks and charges: 1,384,831 1,384,813
a) financial guarantees and other commitments ~ 243,45% 243,45
b) post-employment benefits 33,397 33,39
c¢) other provisions 1,107,99¢ 1,107,949
180 Profit (loss) (+/-) (111,92) (111,97
269,01 269,013

The increase in property, plant and equipment by aft@alR 269.0 min is almost fully attributable to the
recognition of the rights of use for properties.
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Section 3- Events after the Reporting Period
On 10 January 2020, the Moodyds rating agq@gtoy rev

0b36 (from 0€Caammé)yatThegsl ohgseni or unsecured debt
0B16, respectivel vy, and the outlook has been i mpr

rating was iffidremse€an@déy)Caald

On 15 January 2020, the Bank successfully concluded the placement of a subordinated-rEigr Rofixed

issue with maturity in 10 years (Issuer has the option of early repayment after 5 years from issue date, upol
approval by the Reguday, intended for institutional investors, in the amount of EUR 400 min, with an annual
yield of 8%.

On 21 January 2020, the Bank successfully concluded the placement of an unsecured Senior Praterred fixed
bond issue with maturity in 5 years and &timsa(April 2025) for institutional investors, in the amount of EUR
750 min with a yield of 2.7%.

On 11 February 2020, as part of the competitive procedure that was launched in July 2019 concerning the sale
a real estate portfolio owned by the Grobp, Bank announced that it had granted Ardian a period of
exclusivity in an effort to finalise the contractual documentation necessary for the sale by the end of February.

On 28 Februar02Q at the conclusion of a competitive procedure launched ir0J8lyhat ended with a

period of exclusivity granted to Ardian on 10 February 2020, the Bank and Ardian signed an agreement for the
sale of a real estate portfolio owned by MPS Group. Subsequently, the parties will stipulate a preliminary
purchase agreemgnthich will precede the finalisation of the sale expected for most of the properties by the
second half of 2020.

The accounting estimates at 31 December 2019 were made on the basis of a series of macroeconomic ar
financial indicators at that date. Ilyedanuary 2020, the new coronavirus epidemic {I)vspread across
mainland China and, subsequently, also in other countries including Italy, locally causing the slowdown or
interruption of certain economic and commercial activities. The Bank sdiésdepidemic an event that
occurred after the reporting date which does not entail adjustment. Since the situation is developing and quickl
evolving, it is not possible to provide a quantitative estimate of the potential impact of this eventloi®the Ban
financi al situation. Therefore, the i mpact wi || b
including those relating to loan impairments.

Section 4- Other Matters
Going concern
This Annual Report was prepared based on a goingrcassemption.

With regard to the indications contained in Document no. 4 of 3 March 2010, issued jointly by the Bank of Italy,
Consob and IVASS, and subsequent amendments, the Bank reasonably expects to continue operating in th
foreseeable future and tiasrefore prepared the financial statements under the going concern assumption.

In this regard, note that, with reference to the-202X Restructuring Plan approved by the competent
authorities in July 2017, the Bank continues the process of relatihehicmmmercial business and

i mpl ementing the various operating guidelines. M
continued aimed at improving the risk profile of the loan portfolio, performing apdrfosming, as well as
themanger i al actions envisaged in the Pl an. For mor e

section in the Consolidated Report on Operations.

Additionally, the Bank has updated the-tenmp projection§20202024)for the balance sheet aimtome

statement, in order to take into account both the change in the macroeconomic scenario that occurred in the
second half of the year (in particular, expected developments in interest rates, industrial output and househoilc
consumption indicators, amdnsensus on GDP growth estimates), as well as the effects associated with the
approval of the 2020 Budget Law (Law 160/ 2019), i
Support for Economic Growt ho6 thaugh thbse foredaststare tcower thamt u r «
those envisaged in the Restructuring Plan, the values of capital ratios remain above the 2019 SREP Decisic
regulatory requirements, received on 11 December 2019 and essentially aligned with the quantitative prudenti
requirements and guidelines envisaged in the 2018 SREP Decision.
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Therefore, in light of the above, as it is deemed reasonable that the Bank will continue operating in the
foreseeable future, the financial statements have been prepared, considemngdingt toncern basis is
appropriate.

List of key IAS/IFRS international accounting principles and related SIC/IFRIC interpretations for
mandatory application as of the 2019 financial statements

Thel FRS 16 actoendng standard, issued by IASBaimuary 2016 and approved by the European
Commission with Regulation (EU) 2017/1986 of 31 October 2017, replaced the previous standard, IAS 17
Leases effective 1 January 2019, as well as the interprétdidhs C 4 oDetermining whe
Arrangementcot ai ns a Llebas®@perSadtdlmgeheavekRxd amkdabBu&ting tF
Substance of Transactions Involving the Legal Form of

IFRS 16 provides a new definition of lease based on control (right of use), that is, the ability te decide th
methods of using an identified asset (underlying) for a fixed period of time in exchange for consideration,
establishing the following discriminating factors: identification of the asset, lack of entitlement of the lessor to
replace the asset, the righsubstantially obtain all economic benefits originating from the use of the asset and
the right to direct the use of the asset underlying the agreement.

Based on this definition, all contracts that include a right to use an asset, regardlessrofatibetcons | e g al
classification, fall within the scope of IFRS 16, therefore including rental, lease or loan contracts previously not
included under leasing. Taking into consideration the requirements established by IFRS 16 and the clarifications
provided by He IFRIC in September 2018, intangible assets represented by software, acquired through user
l'icenses or based on o0cloud computingd agreements, ar
are subject to the provisions of IAS 38, whereotiditions are met.

The main change concerns the representation of | ease
single model for the recognition of lease contracts in the financial statements without distinguishing between
operating ad financial leases. More specifically, the accounting model envisages the recognition in balance sheet
assets and liabilities of:

T a right of wuse (ORoOU6), equivalent to the |l ease | i a
refurbisiment of the underlying, net of incentives,

1 alease liability, equivalent to the present value of future payments, calculated using the discount rate defined
at the commencement date of the lease contract.

After initial recognition, the lessee must adsessssets comprising the RoU by applying the cost model. The
income statement is essentially impacted by the amortisation charge for the right of use, recognised under
operating expenses, and for interest accrued on the lease liability, recogniseddst ietdome.

The exceptions to those rules are represented byeshoteases, with a contractual duration equal to or less

than 12 months, and leases where the underlying asset is a low value asset, for which it is possible to essentially
maintain tke accounting treatment envisaged by IAS 17 for operating leases, with the lease payments charged to
the income statement in compliance with the accrual principle.

The distinction between operating and finance leases continues for the lessor, forlwRiShLthapproach
does not introduce substantial changes with respect to IAS 17, other than greater disclosure.

The i nt elFRIC 23t Wntertanty ower Income Tax Treatments |, published with Regu
no. 2018/1595 of 24 October 2018, disihow to apply the measurement and recognition requirements of IAS
12 when there is uncertainty with respect to the treatment to be applied to income taxes.

In these circumstances, an entity must recognise and measure its current or deferredidbiitessdtg/
applying the IAS 12 requirements, based on taxable income (tax loss), values for tax purposes, unused tax losses,
unused tax credits and tax rates, and determined based on the interpretation provided in IFRIC 23.

The entity is required toaupidgement in determining whether an uncertain tax treatment should be considered
independently or jointly with other tax treatments impacted by the uncertainty. The decision must be based on
the approach that provides the greatest guarantee of rekelvingertainty.

The entity must also consider in its assessments if the relevant tax authority, in examining the data submitted to
it, may or may not accept application of the tax treatment or set of tax treatments proposed by the entity.
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If it is deemedrobable that a specific tax treatment will be accepted by the relevant tax authority, the entity
must determine the taxable income (tax loss), values for tax purposes, unused tax losses, unused tax credits &
tax rates consistently with the tax treatinehtded in the tax return.

Conversely, if it is assumed that the tax authority is unlikely to accept the uncertain tax treatment, the entity mus
report the effect of this uncertainty in calculating taxable income (tax loss), values for tax pwspdgas, unu
losses, unused tax credits or tax rates associated with this treatment. For this purpose, an entity may use one
the following methods:

- the most likely amount, which identifies the amount that has the greatest likelihood of being used within
a range of possible results;

- the expected value, which is based on the sum of different amounts of a range of possible results,
weighted by the probability of their occurrence.

The decision between the two methods must be based on the method that praetétegugrantee of
resolving the uncertainty. Moreover, the entity must review the judgements and estimates if the facts and
circumstances change.

IFRIC 23 was endorsed by the European Commission on 24 October 2018 with Regulation no. 2018/1595 and
shall aply as of 1 January 2019. Early application is permitted.

The docAmengdments td IFRS 9- Prepayment features with negative compensation, publ i s he
with Regulation (EU) no. 2018/498 on 26 March 2018, clarifies the classification of specifie firguagiabl
assets when IFRS 9 applies. In particular:

- for financial assets, they consider the possibility of measurement at amortised cost, including for those
loans that, in the event of early repayment, assume a payment by the lender;

- for financial lialtities, in the event of a change in contractual terms which does not result in
derecognition, the amendments provide that the effect of the change on amortised cost must be
recognised in the income statement on the date of the change.

These cases are nelevant for the Bank, as they are not present.

The do cAmmaa mprovéments to International Financial Reporting Standards 202017 Cyclé ,

published with Regulation (EU) no. 2019/412 of 14 March 2019, introduces some marginal amendments to IAS
12l mcome taxesao, I AS 23 oOoBorrowing costso, I FRS
arrangementso. I'n particul ar:

1 the entity is required to recognise the tax effects of dividends for income tax purposes in profit (loss)
for the year, in other compensive income or in shareholders' equity, depending on the recognition of
the transactions or the past events that originated the distributable profits (IAS 12);

91 if a specific loan remains outstanding after the corresponding asset is ready for ute doaale
becomes part of the funds considered for the purpose of calculating the capitalisation rate in relation to
general loans (IAS 23);

1 when the entity obtains control of a business, already a joint operation, it recalculates the stake held in
that lusiness (IFRS 3);

1 when an entity obtains joint control of a business, already a joint operation, it does not recalculate the
stake held in that business (IFRS 11).

On 13 Mar ch 20 Am@endments¢o IASdTRiamAmmendment, Curtailment or Settlmento

was published with Regulation (EU) no. 2019/402. This document clarifies that, after the amendment, the
curtailment or settlement of the defined benefit plan, the entity must apply the updated assumptions for the
determination of its net liabilitys¢at) for defined benefits for the rest of the reference period.

The docAmerdmdnts t IAS 28- Long-term interests in Associates and Joint Venturés,
published with Regulation (EU) no. 2019/237 of 8 February 2019, clarifies that the provisthrgiom of

value of IFRS 9 apply to leteym receivables from an associate or joint venture which, in essence, are part of
the net investment in the associate or joint venture (for which the entity does not use the equity method).

Notwithstanding the ft application of IFRS 16, for which reference should be made to the specific section
0OTransition to the new I FRS 1660, the other change
financial situation.
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List of IAS/IFRS international accountistandards and related SIC/IFRIC interpretations whose application is
mandatory as at 31 December 2019

On 29 March 2018, | ACBdhges to thel €odceptull Erambwarky meprutb | @ s hed wi |
Regulation (EU) 2019/2075 of 29 November 2019, whichéabjective of updating the existing references to

the previous Conceptual Framework in various accounting standards and interpretations, replacing them with
references to the revised Conceptual Framework. The amendments shall apply as of 1 Jathowere(20

their early application is permitted.

On 31 October 2018, AmeRiBents® A8 &ahd IAS8Defiditmre afi Materiatd |, 0
published with Regulation (EU) 2019/ 2104 ooderr 0O Dec e mk
to assist companies in deciding whether to include information in the financial statements. The amendments shall
apply as of 1 January 2020. In any event, early application is permitted.

On 26 September IRBAORIREform& hvea sd oiblsisadematid Regupation (EU) 2020/34 of

16 January 2020, which amends IFRS 9, IAS 39 and IFRS 7. The document regulates the period preceding the
replacement of the benchmark as a result of the interest rate reform and introduces a series of simplifications
applicable to all the hedging relationships affected by the reform. The key points of the document are provided
below:

9 highly probable requirement for cash flow hedges (IFRS 9 and IAS 39): if the hedged item is a
scheduled transaction, the entity mustroehe if the scheduled transaction is highly probable,
assuming that the benchmark interest rate, on which the hedged cash flows are based, is not changed
following the reform;

1 measurement of the relationship between the hedged item and the hedgirenind&RS 9): an
entity must assume that the benchmark interest rate, on which the hedged cash flows and/or hedged
risk are based, or the benchmark interest rate on which the cash flows of the hedging instrument are
based, are not changed following tf@meof the interest rate benchmark;

1 prospective and retrospective measurement (IAS 39): an entity must assume that the benchmark
interest rate, on which the hedged cash flows and/or hedged risk are based, or the benchmark interest
rate on which the caslows of the hedging instrument are based, are not changed following the
reform; An entity is not required to suspend a hedging relationship during the period of uncertainty
resulting from the reform solely because the actual results of the hedge ginly mételotive, i.e. if
they are positioned outside thel26% range upon retrospective measurement. In this situation, to
assess whether or not the hedging relationship should be suspended, the entity must apply the other
conditions (paragraph 88 of 189) pertaining to hedging relationships, including the prospective
evaluation;

I designation of a risk component as a hedged item (IFRS 9 and IAS 39): to hedge a risk component,
which is affected by the reform, an entity must apply the specific proviskRS 8for IAS 39 to
determine if this risk component is separately identifiable only at the beginning of the hedging
relationship. If the hedge is dynamic, i.e. if the entity frequently resets the hedge relationship, the risk
component must be separatdgntifiable only upon initial designation of the hedged item. Therefore,
it is not necessary tomgeasure or rdesignate for this hedging relationship.

The simplifications are not intended to mitigate other impacts deriving from the benchmarkeedftore; th

a hedging relationship no longer meets the requirements for hedge accounting for reasons other than those
specified by the changes, it must be suspended. Moreover, adequate disclosure must be provided on the extent to
which hedging relationshipre affected by the changes.

The amendments apply as of 1 January 2020 with retroactive application. The Bank exercised the option of an
early application.
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IAS/IFRS international accounting standards and related SIC/IFRIC interpretations issukSiByahd still
awaiting approval from the European Commission

The do cAmandments to IFRS 3 Definition of a Busines®® i ssued by | ASB on 22
order to assist in determining whether a transaction is an acquisition of a businesg of asgets that do

not meet the definition of a business of IFRS 3. The amendments shall apply to acquisitions after 1 January 202(
Early application is permitted.

In September 2019, IASB initiated the discussion relating to the second phase @fthe ppoje t he 01 nt e
reformo.

Lastly, on 18 May 2017 the IASB issued the new accounting standard IFRS 17, which governs policies issued |
insurance companies, which shall be applied from 1 January 2021. On 14 November 201 tidetA®B

defer itfor one year, i.e. to 2022. It also decided to propose extending to 2022 the temporary exception from the
application of IFRS 9 granted to insurance companies, so that IFRS 9 and IFRS 17 may be applied at the samn
time. These proposals are stillinthesau | t i ng st age. No direct i mpacts
as the Bank does not perform insurance activities.
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A.2- The main items of the accounts
Accounting standards

This chapter contains the accounting standards in relation to ttesseténand liabilities in the balance sheet,
which were adopted for the preparation of the financial statements as at 31 December 2019.

1 Financial assets measured at fair value through profit and loss (FVTPL)

a) classification criteria

These assets incud f i nanci al assets other than those classifi:
through other comprehensive incomed6 and OFinanci al
comprises:
1T debt securities or Owhesdé tBadsi mees i Medealdedi .ie. ,ana
financi al assets that does not have the objective
business model) or <collecting contractaand cash f|
Sell 6 business model ) ;

1 debt securities, loans and units of UCITS whose contractual terms do not provide exclusively for
repayments of principal and interest payments on the principal to be repaid (i.e., that do not pass the
OSPPI test");

1 equity istruments that cannot be classified as representing control, affiliation, or joint control, held for
trading purposes or for which, upon initial recognition, the fair value through other comprehensive
income option was not chosen;

1 derivative contracts, mmised in financial assets held for trading, that are recognised as assets if the
fair value is positive, or liabilities if the fair value is negative.

With reference to the latter, it is possible to offset current positive and negative valuésodevitsganding
transactions with the same counterparty only if the legal right to offset the amounts recognised is currently in
place and the entity intends to proceed with the net settlement of offsetting positions.

More detailed information is provideglow on the three stifems that comprise this category, represented by:
OFinanci al assets held for tradingbo, OFinanci al ass
measured at fair value as per mandatory requirementsé

Financial assetgld for trading

Financial assets (debt securities, equity securities, loans, units of UCITS) are classified as held for trading
purposes if they are managed with the objective of generating cash flows through their sale, as they are:

- acquired or incurrgatimarily for the purpose of selling or repurchasing them in theéeshart
- part of a portfolio of financial instruments that are managed on an individual basis and for which there
is proven existence of a strategy targeted at earning a profit int tteershor

It also includes derivatives with a positive fair value not designated asntzndognting hedge relationship.
Derivative contracts include those embedded in combined financial instruments, in which the primary contract is
a financial liabilitywhich were subject to separate accounting.

- their economic characteristics and risks are not strictly related to the characteristics of the underlying
contract;

- the embedded instruments, even if separate, satisfy the definition of derivative;

- hybrid instuments to which they belong are not recognised at fair value with the relative changes
posted in profit and loss.
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Financial assets measured at fair value

Assets (debt securities and loans) can be irrevocably designated at fair value at thekireeagfnititin only
when this designation eliminates or significantly reduces a measurement inconsistency (known as an accountil
mismatch); This category is not used by the Bank at present;

Other financial assets measured at fair value as per maedatmynents

Other financial assets measured at fair value as per mandatory requirements represent a residual category &
include:

- debt securities and loans, when: i) the relative contractual cash flows do not represent solely payment:
of principal and ietrest on the residual capital (Solely Payment of Principal and {r8éktest
failed), or ii) are not held as part of a business model whose objective is the ownership of assets for

purposes of collecting cont riaess modd) orchosehwhosel o ws
objective is achieved either by collecting con
Collect and Sell 6 business model ) ;

- units of UCITS;

- equity securities held for purposes other than trading for whigtitmead classification at fair value
through other comprehensive income is not exercised.

b) recognition criteria

Initial recognition of financial assets occurs at settlement date for debt securities, equities and units of UCITS, a
disbursement date for tem and at trade date for derivative contracts. Upon initial recognition, financial assets
measured at fair value through profit and loss are recognised at fair value, which usually corresponds to the
amount paid, without considering transaction cosevenues directly attributable to the instrument, which are
directly recognised in the income statement.

C) measurement criteria

After initial recognition, financial assets measured at fair value through profit and loss are recorded at fair value
with changegecognised as an offsetting entry in the income statement.

Market prices are used to determine the fair value of financial instruments listed in active markets. In the absenc
of an active market, commonly adopted estimation methods and measuremeatenasied, which take into

account all the risk factors associated with the instruments and which are based on market data, such as: value
listed instruments that have similar characteristics, calculations of discounted cash flows, modelsrfgr determini
the option prices, values recorded in recent comparable transactions, etc. For equity securities and derivatives
equity securities that are not listed on an active market, the cost criterion is used as an estimate of the fair valt
only on a residuéhsis and limited to rare circumstances, i.e., if none of the above measurement models can be
applied, or if there is a wide range of possible fair value measurements, in which case the cost represents tt
most meaningful estimate.

For more informatonoh he cr i teria for determining fair wvalue
Value" of Part A of the Notes to the financial statements.

d) revenue recognition criteria

The interest of the three sitbms that comprise this category is recordedi @ r i -tinéerast incbrie and
similar revenuesbé.

Real i sed gains and | osses, the gains and | osses
including derivatives associated with financial assets/liabilities measured at faire@bgejsed in profit and

|l oss undeNeti ttemmdd8&0 income (expenses)o.

These income effects pertaining to OFinanci al [ i at
measured at fair value acoled tmantdlae or ycomea us r @ me
Net profit/loss from financi al assets and | rabili-
items o0a) financial assets and | i abietsimbaswes atffag a s ur
value as per mandatory requirementsé, respectively
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e) derecognition criteria

Financial assets are derecognised from financial statements: i) upon expiration of the contractual rights on the
cash flows resulting from the assets orhénwthe financial assets are sold and all related risks/benefits are
transferred. However, if a relevant portion of the risks and rewards associated with disposed financial receivables
have been maintained, they continue to be posted in the balanevahdelegal ownership of the asset has

been effectively transferred.

If it is not possible to ascertain a substantial transfer of risks and rewards, the financial assets are derecognised
when control of the assets has been surrendered. If such cantvseEhamaintained, even partly, the assets

should continue to be recognised to the extent of residual involvement, as measured by the exposure to the
changes in value of the assets disposed and to the changes in their cash flows.

Finally, disposed financiassets are derecognised if the contractual rights to receive the cash flows are
maintained and a contractual obligation is simultaneously undertaken to pay only said flows, without a significant
delay, to third parties.

f) reclassification criteria

Accordirg to the general rules established by IFRS 9 on reclassifying financial assets (with the exception of equity
securities, for which reclassification is not permitted), reclassifications to other categories of financial assets are

not permitted unless thetigy changes its business model for managing financial assets. In these cases, which are
expected to be highly infrequent, financi al assets m
through profit and | o sosids envisaged bydFR® 9 (finaritial aseetsmeasured ato ¢ a 't
amortised cost or financial assets measured at fair value through other comprehensive income). The transfer
value is represented by the fair value at the time of the reclassification and tHeleffesttagsification apply

prospectively from the reclassification date. In this case, the effective interest rate of the reclassified financial
asset is calculated based on its fair value at the reclassification date and this date is considiiadd as the i
recognition date in assigning it to the various credit risk stages (stage assignment) for purposes of impairment.

For more information on classification criteria for financial instruments, please refer to the section
0Cl assificatain@n adr iatsesreit a 6f dre | foiwn

2 Financial assets measured at fair value through other comprehensive income (FVTOCI)
a) classification criteria
This category includes:

T financi al assets represented by debt % nsessiument s,
model, whose contractual flows represent solely payments of principal and interest on the residual capital
(Solely Payment of Principal and Inter88tPI- test passed);

1 financial assets represented by equity instruments, held undeadimgibuimess model, for which, on
first-time recognition, the option for the recognition in the statement of comprehensive income of
changes in fair value after fliste recognition in the financial statements (OCI election) has been
irrevocably exercised.

In particular, the following are included in this item:

T debt securities that are attributable to a Oo0Held
SPPI test;

1 equity stakes, which cannot be classified as representing control, an affil@tibopotrpl and are
not held for trading purposes, for which the fair value through other comprehensive income option was
chosen;

T loans that are attributable to a OHeld to Collect
The Bank does notikie assets of this type.

® Financial instruments held within the framework of a business model whose objective is ownership of said instruments for
the purpose of collecttgas h f |l ows and through sales transactions can b
business model.
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b) recognition criteria

Financial assets are initially recognised on the date of settlement, with reference to debt or equity instruments
and on the date of disbursement, with reference to loans.

On initial recognition, the assets measured at their fair value, which normally corresponds to the price paid,
inclusive of transaction costs or income directly attributable to the instrument.

C) measurement criteria

Financial instruments represented by debt securities and loans, foliGalimgcognition, continue to be
measured at fair value, with recognition in the income statement of interest (based on the effective interest rate
met hod), expected credit | osses (for moreongdand ai | s
any exchange rate changes. Fair value changes, net of expected credit losses, are booked to the appropriate eq
reserve net of the as¥atuatedntarsefvesd) . (i Upmn of
cumulative gain oods in the valuation reserve is reversed, all or in part, to the income statement.

Financial assets represented by equity instruments, following initial recognition, continue to be measured at fai
value, with changes booked to the appropriate equity eesem e t of the assoc-i ated

Val uation reserveso). The amount recognised as a
Comprehensive Income) cannot subsequently be transferred to the income statement, even falowwing a sal
this case, the amount is recRassiveéesd) . nF adownh éhremo re

to the income statement is envisaged for these assets as they are not subject to any impairment process. T
only component of these éiyusecurities that is recognised in the income statement is represented by the related
dividends.

For equity securities included in this category, which are not listed on an active market, the cost criterion is use«
as an estimate of the fair value onlyaaesidual basis and limited to rare circumstances, i.e., if none of the
measurement models previously mentioned can be applied, or if there is a wide range of possible fair valus
measurements, in which case the cost represents the most meaninggul estima

For more information on the criteria for deter mi ni
Value" of Part A of the Notes to the financial statements.

Financial assets measured at fair value through other comprehensivebiotbaméhe form of debt securities

and loans are subject to verification of the significant increase in credit risk (impairment) as required by IFRS 9,
similar to assets measured at amortised cost, with the consequent recognition in the incomd atatdugent o
adjustment to cover expected losses. In summary, an estimated loss at one year is recognised, at the initi
recognition date and at every subsequent reporting date, on instruments classified in stage 1 (i.e., on financi
assets at the origirmati date, if not impaired, and on instruments for which there has not been a significant
increase in credit risk compared to the initial recognition date). Instead, for instruments classified in stage 2
(performing, for which there has been a significeneaise in credit risk compared to the initial recognition date)

and stage 3 (ngrerforming exposures) an expected loss is recorded for the entire residual life of the financial
instrument. Conversely, equity securities are not subject to the impatment te

For more detailed information, pl ease refer to th
when preparing financial statemeiM®t hods f or cal cul ating i mpairment

d) revenue recognition criteria

As regardfinancial instruments represented by debt instruments:

T interest is redartcadcsundaercoinmeemnadlGi milar reven
T expected credit | osses recogni sed-ofNetr tm@alieme
(losses)/reversals for citedsk of: b) financial assets measured at fair value through other comprehensive
incomedé; the same appl i e-dowhsoecordpdarrpteviaud yeamsr f ul | r

1 at the moment of derecognition, valuations accumulated in the spetjifiesepve are reversed to the
i ncome st at e me-Ghainslossdsdrom salé/repurchask 6f) financial assets measured at
fair value through other comprehensive incomeo.

As regards financial instruments represented by equity instruments,ifc h t he 0 OCI el ectio
only dividends are booked to the income statement
val ue subsequent to initial recognition arqeityrecor
(itemValiu@Gdtion reserveso) ; in the event of der ecoc¢
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reserve i s not reversed to the income statement but [
Reserves).

e) derecogniton criteria

Financial assets are derecognised from financial statements: i) upon expiration of the contractual rights on the
cash flows resulting from the assets or ii) when the financial assets are sold and all related risks/benefits are
transferred. Hoawer, if a relevant portion of the risks and rewards associated with disposed financial receivables
have been maintained, they continue to be posted in the balance sheet, even if legal ownership of the asset has
been effectively transferred.

If it is not pssible to ascertain a substantial transfer of risks and rewards, the financial assets are derecognised
when control of the assets has been surrendered. If such control has been maintained, even partly, the assets
should continue to be recognised to thergof residual involvement, as measured by the exposure to the
changes in value of the assets disposed and to the changes in their cash flows.

Finally, disposed financial assets are derecognised if the contractual rights to receive the cash flows are
mantained and a contractual obligation is simultaneously undertaken to pay only said flows, without a significant
delay, to third parties.

f) reclassification criteria

According to the general rules established by IFRS 9 on reclassifying financiahabsetx¢eption of equity

securities, for which reclassification is not permitted), reclassifications to other categories of financial assets are

not permitted unless the entity changes its business model for managing financial assets. In thelaases, whi
expected to be highly infrequent, financi al assets m
through other comprehensive incomed to one of the ot
measured at amortised amsfinancial assets measured at fair value through profit and loss). The transfer value

is represented by the fair value at the time of the reclassification and the effects of the reclassification apply
prospectively from the reclassification date. lfsaase reclassified from this category to the amortised cost

category, the cumulative gain (loss) recorded in the valuation reserve is adjusted to the fair value of the financial
asset at the reclassification date. If, instead, assets are recladsifiéairtoalue through profit and loss
category, the cumulative gain (loss) recorded previou
equity to profit (loss) for the year.

For more information on classification criteria for finanosttuments, please refer to the section
0Classification criteria for financi al assetsdéd bel ow.

3 Financial assets measured at amortised cost
a) classification criteria

Financi al assets represented by | oang6 abnuds idneebsts sneocduerl
whose contractual flows represent solely payments of principal and interest on the residual capital (Solely
Payment of Principal and IntereSPPI test passed) are included in this category.

The portfolio of financial assets measuradhartised cost includes:

- the entire portfolio of loans in the various technical forms that satisfy the above requirements (including
repurchase agreements), stipulated with both banks and customers;

- debt securities, mainly government bonds, whicly sagistbove requirements;

- operating receivables connected with providing financial assets and services as defined in the Consolidated
Law on Banking and the Consolidated Law on Finance (e.g., for distribution of financial products and
servicing activitigs

- receivables originating from financial lease transactions which, in accordance with IFRS 16, are recognised
according to the ofinancial methoddé, including the
properties under construction.

4 Financial instruments held within the framework of a business model whose objective is ownership of said instruments for
the purpose ofcolleci ng cash fl ows can be associated with the o0Held t
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b) recognition criteria

Financial assets are initially recognised on the settlement date for debt instruments and on the disbursement da
for loans; the following are included in said item:

9 loans to banks;
T loans to customers.

The initial recognitiois based on the fair value of the financial instrument (which is normally equal to the
amount disbursed or price of underwriting), inclusive of the expenses/income directly related to the individual
instruments and determinable as of the transactiomwatdaf such expenses/income are settled at a later date.
This does not include costs which have these characteristics but are subject to repayment by the debtor or whic
can be encompassed in ordinary internal administrative expenses.

Repurchase agrearhéransactions with the obligation to repurchase are posted as lending transactions for the
spot amounts collected.

c) measurement criteria and revenue recognition criteria

Following initial recognition, financial assets booked to this category are ratasweiised cost using the
effective interest rate crit<ernitoenr.esTthiisnciomtee raensdt sii

The gross book value is equal to thetfiret recognition value, decreased/increased by:

9 principal repayments

I amortisationr calculated using the effective interest rate metbfathe difference between the amount
disbursed and the amount repayable upon maturity, typically attributable to the costs/income directly
charged to each receivable;

The amortised costethod is not used for shaerm receivables, for which the effect of applying a discounting
approach is negligible, for loans without a defined maturity, and for revocation loans.

For more detailed information on amortised cost, please refer toltlewidl ng secti on 0Ot h
accounting practicea mor t i sed costo.

The book value of financial assets measured at amortised cost is adjusted to take into account any provision t
cover expected losses (expected credit losses). For each repodinth@aforementioned assets are subject

to impairment testing with the aim of estimating expected losses in value for credit riskECEd Credit

Losses). These losses are recorded in the income statement under 4tiet idg@&irment (lossé®versals

for credit ri sko. More specifically and as better
when preparing financial statememtse t hods f or cal cul ating i mpairment
impairment model clafiss the assets into three separate stages (stage 1, stage 2, stage 3), according to trends |
the borrowerds creditworthiness, each of which has

- stage 1: includes performing financial assets for whiiehhtis been no significant increase in credit risk with
respect to the initial recognition date, or for which credit risk is considered low. Impairment is based on an
estimate of expected loss over aymaa time horizon (expected loss that would fesoitdefault events on

financial assets that are deemed possible within one year of the reference date);

- stage 2: includes performing financial assets that have incurred a significant increase in credit risk with respe
to the initial recognition dategpairment is assessed according to an estimate of expected loss over the entire
residual life of the financial asset;

- stage 3: represents foerforming financial assets (probability of default equal to 100%), to be assessed based
onanestimateofexpe ed | oss over instrumentos | ife.

For performing assets, expected losses are calculated according to a collective process based on certain r
parameters represented by the probability of default (PD), loss rate in the event of default (LGD), and the
expasure value (EAD), deriving from the internal models for calculating regulatory credit risk, appropriately
adjusted to take into account the specific requirements envisaged by accounting regulations.

For nonperforming assets, i.e., assets for whichditioadto a significant increase in credit risk, objective
evidence of impairment has been found, impairment losses are quantified based on an analyScah or lump
measurement process by homogeneous risk categones] at determining the present evalfi expected

future recoverable cash flows, discounted using the original effective interest rate or a reasonable approximatio
thereof, if the original interest rate cannot be directly determined.
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The nonperforming asset category includes exposurgseastie status of bad loan, unlikely to pay, or past
due/overdrawn for more than ninety days, in accordance with the definitions established by supervisory
regulations in effect (Bank of Italy Ciltalg@idkcidar no. 27
no. 262, as these definitions are deemed consistent with accounting regulations envisaged in IFRS 9 for objective
evidence of impairment.

In the event of sale scenarios, the cash flows are calculated based not only on the forecastestiie re

amounts through internal management activity, but also on the basis of the flows that can be obtained from any
sale on the market, according to the approach descri
assumptions when preparingaficial statementsMethods for calculating impairment on IFRS 9 financial
instrumentso.

In addition, the expected cash flows include forecasts for collection timing and the presumed net realisable value
of any guarantees as well as the costs conndttedbtaining and selling the guarantee. In this regard, in the
event that the Bank uses a third party to collecp@dorming loans, the fees paid to the outsourcer for
activities strictly related to collection are considered for the purpose of gstilpatiment losses. These costs

are considered for both nperforming and performing exposures, if for the latter it is probable that in the
event of a transfer to bad loans, the collection activities will be assigned to third parties.

For fixedrate paitions, the original effective rate used to discount the expected cash flows from collection,
calculated as described above, remains unchanged over time even if there is a change in the contractual rate due
to the borrower &8s odtingmi positioas| thedaitefuded to discount eash.flows is updated

for the indexing parameter (e.g., Euribor), while keeping the fixed spread at the original level.

The financial assetds original v al uimprovementrirethed or ed i n
exposureds creditworthiness ¢ omp adovndThe reverdalhisapostedvhi ¢ h h |
to the same item in-Néat imgpamemeritat @elmesnd e )0/1r3dOver s al

not, in any casexceed the amortised cost that the asset would have had without prior adjustments.

For more detailed information on the iimpairment mo d ¢
estimates and assumptions when preparing financial statevieghtels for calculating impairment on IFRS 9
financi al instrumentsao.

For nonperforming exposures, accrued interest is calculated based on amortised cost, i.e., using the value of the
exposure calculated with the effective interest ratdjusted for expectdosses. In case of management of
nonperforming exposures, or of transfer from stage 3 to stage 2, interest will once again be calculated based on

the gross exposure value; the positive difference is recognised, as the recovery of previous irmpsjrazent los

an offsetting entry to item 0130. Net i mpairment (1| oc¢
made in the event that the interest collected is greater than the expected cash flows.

Finally, for nofperforming exposures that dot accrue contractual interest, such as bad loans, this interest
corresponds to the progressive release of the discounting of collection forecasts, as the effect of the simple
passage of time.

d) derecognition criteria
The financial assets are derecognisibe ievent one of the following cases is verified:

9 the contractual rights on the cash flows deriving from the same expire;
1 the financial asset is sold with the substantial transfer of all risks and benefits resulting from ownership;

9 if it is not possild to ascertain a substantial transfer of risks and benefits, the financial assets are
derecognised when controkloé assets has been surrendered;

1 the entity retains the contractual right to receive cash flows from the financial assets, but simultaneously
assumes the contractual obligation to pay said flows to a third pattydpgbsarrangements) without
delay and only to the extent of the amount received,;

T the asset i s subject t o Osubstantialé changes,
ORegotiationsb©o.
With regard to noperforming financial assets, the asset may be derecognised following the acknowledgement of
the nonrecoverability of the exposure and the resulting closure of the collection process (definitive
derecognition), and entdhe reduction of the nominal value and of the gross book value of the loan. This case
occurs when settlement agreements have been reached with the borrower that entail a reduction in the loan
(resolution agreement) or in the presence of specific sitaatibres, for example:
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- ajudgement has been handed down by the court that declares the loan all or partially settled;

- the conclusion of bankruptcy or enforcement proceedings against both the principal borrowers and
guarantors;

- the conclusion of all poskijudicial and extjadicial actions for credit collection;

- the completion of a mortgage lien on an asset under guarantee, with the resulting derecognition of the
loan guaranteed by the property under lien, in the absence of further specific guanih&zes o
actions that can be taken to recover the exposure.

These specific situations may result in a full or partial derecognition of the exposure but do not necessarily imply
a waiver of the legal right to collect the loan.

In addition, norperforming fimanci al assets may be d e roefcfoog,ni s pdn
acknowledgement that there are no reasonable expectations of collection, while continuing with actions aimed a
their recovery. This writdf is carried out in the year in which the la@anpart of it, is considered ron
recoverabledespite not closing the legal procedaral can take place before the legal actions taken against the
borrower and guarantors for credit collection. It does not imply the waiver of the legal right tfteedolec

and is made if the loan documentation contains reasonable financial information indicating that the borrower will
be unable to repay the loan amount. In this case, the gross nominal value of the loan remains unchanged, but tf
gross book valus reduced by an amount equal to the amount to be written off, which may represent the full
exposure or a portion of it. The waité amount cannot be subjected to subsequenthvadtes following an
improvement in collection forecasts, rather only asghk of amounts effectively collected.

In the event of derecognition, the difference between the book value of the asset at the derecognition date anc
consideration received, inclusive of any assets received net of any liabilities assumed, misstdbia tbeogn

i ncome statement, under iitem 0100. a) Profits/ (Los
at amortised costo i n t he event of - Net impairmam d , i
(losses)/reversals for credikrié .

e) reclassification criteria

According to the general rules established by IFRS 9 on reclassifying financial assets, reclassifications to oth
categories of financial assets are not permitted unless the entity changes its business model for managir
financial assets. In these cases, which are expected to be highly infrequent, financial assets may be reclassif
from the category Omeasured at amortised costd to
assets measured at fair valueutjh other comprehensive income or financial assets measured at fair value
through profit and loss). The transfer value is represented by the fair value at the time of the reclassification anc
the effects of the reclassification apply prospectivelyHeoradlassification date. Gains or losses resulting from

the difference between the amortised cost of the financial asset and the associated fair value are booked to tt
i ncome statement in the case of r aicvhleesheoigh prafittandi on u
l oss6 and, under equity, in the appropriate val uat
assets measured at fair value through other compre

For more information on classification cidefor financial instruments, please refer to the section
0Classification criteria for financi al assetsod bel

4 Hedging transactions

The Bank availed itself of the possibility, envisaged d@mfesipplication of IFRS 9, to continue to use all of
the provisions of IAS 39 (carved out version endorsed by the European Commission) as regards hedge
accounting for all types of hedge (both micro and macro hedges).

a) classification criteria- types of hedging

Riskhedging transactions are aimed at offsettinga@tential losses on a certain financial instrument or group
of financial instruments that may arise from a specific risk should it occur.

The following types of hedging are included:

1 fair value hedges, which are intended to hedge the exposure toichaingyatue of a recognised asset or
liability that are attributable to a particular risk; These include generic fair value hedgesigescro
having the objective of reducing fluctuations in fair value due to interest rate risk, of a monetary amount
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arising from a portfolio of financial assets and liabilities (including core deposits). Generic hedges cannot be
used to cover net amounts resulting from the offsetting of assébititiels;

1 cash flow hedges, which are intended to hedge the exfyosurgariability in future cash flows
attributable to particular risks associated with a recognised asset or liability or a transaction that is deemed
highly likely;

1 hedges of a net investment in a foreign operation, which refers to hedging thenriskestiheent in a
foreign operation denominated in a foreign currency.

In order for a derivative to be designated as a hedging instrument, there must be formal documentation of the
relationship between the hedged item and the hedging instrument, slabwheghédging relationship &nd

is expected to beeffective both at inception and, prospectively, throughout its life. Furthermore, a hedging
transaction should be reflective of a-dm&rmined risk management strategy and consistent with risk
mang@ement policies in use.

b) recognition criteria

Financial hedging derivatives, just as for all derivatives, are initially recognised at fair value on the date the
contract is stipulated and are classified, as a function of their positive or negative vallegi asset i tem
Hedging derivativesdé or in the liability item 040. He

C) measurement criteria and revenue recognition criteria

Hedging derivatives are measured at fair value. In particular:

Fair value hedging

In the case of specifiaif value hedging, the change in the fair value of the hedged element (for changes
generated by the underlying risk factor) adjusts the book value of the hedged element and is immediately
recognised, regardless of the category to which the hedgediiabiiéy drelongs, along with the change in

the fair value of the hedgingNéemsprafment (|l osas) ntom
Any difference, i.e. partial ineffectiveness of the hedging derivatives, reflects their net P&Lthapact; If
hedging relationship is suspended, the hedged instrument, if not derecognised from financial statements, is
returned to the original valuation criterion of the class to which it b&peg#icallyfor instruments

measured at amortised cost, thauwative revaluations/writtowns recorded as a result of changes in the

fair value of the hedged risk are recognised in the income statement in interest income and expense over the
residual life of the hedged item, based on the effective interesstesdd, Ihthe suspension of the hedge is
accompanied by the derecognition from financial statements of the hedged item (e.g., sale or early
repayment), the fair value portion not yet amortised is immediately recognised in the income statement
undertheitm O0O-N@t profit (loss) from hedgingé6.

With regard to generic fair value hedging transactions-fredges), changes in fair value of the hedged

risk of assets and liabilities subject to hedging are recorded in the balance sheet, respectvety, uné@e0it

- Change in value of madtoe d ge d f i n a n c-iChange inwvaue bfsnadredged fivahcal
l'iabilitiesd. The offsetting item for changes i n ve
similar to specific fair value hesige i s -Neempo®0it (loss) from hedgingé
If a generic fair value hedging relationship is suspended, the cumulative revaluatiomgie/miezorded

in the aforementioned balance sheet items are charged to the incoreat Statererest income or

expense over the residual life of the original hedging relationship, provided that the base assumptions are
satisfied and verified.

Cash flow hedging

The changes in fair value of the hedging instrument are posted to a specifictsto | der s 6 eq
(iTtemValu®tion reservesod) with reference to t
changes of the hedging instrument that are not offs
to theincome att e ment wunder item 090 ONet profit (loss) frc
longer considered effective, or the hedging relationship is terminated, any amounts accumulated in cash flow
hedge reserves are charged to the income statemenhevhedged item, which is still in place, affects

profit or loss. Conversely, if the hedged item is derecognised, cancelled or expires the reserve is charged to

the income statement at the same time as the hedged item is derecognised.
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Hedges of foreigourrency investments

Hedges of foreign currency investments are accounted for similarly to cash flow hedges.

Hedge effectiveness depends on the extent to which changes in the fair value or expected cash flows of the
hedged item are offset by correspondimgnges in the hedging instrument. Therefore, effectiveness is
measured by comparing said changes, while taking
With reference to the hedged risk, the hedging is effective (within the 80% to 125% wtiadotive

changes in fair value (or in the cash flows) of the hedging instrument offset the changes in the hedged iterr
almost entirely.

Effectiveness is assessed atgmior at interim reporting dates by using:
1 prospective tests, which justify contigiiedge accounting since they show its expected effectiveness;

1 retrospective tests, which show how effective the hedging relationship has been in the period under
review.

d) derecognition criteria

If tests do not confirm hedge effectiveness, both retrogbecand prospectively, hedge accounting is
discontinued as described above.

In addition, the hedging relationship ceases when:
9 the derivative expires, is extinguished or exercised;
1 the hedged item is sold, expires, or is repaid;
9 itis no longer highlykkly that the hedged future transaction will occur.

The hedging derivative contract, if it has not expired or been extinguished, is reclassified under financial asse
held for trading, whereas the hedged item, if it has not been sold or repaidy theestscbunting treatment
based on its original classification.

5 Equity investments
a) classification criteria

This item includes equity interests held in subsidiaries, associates or joint ventures, which are recognised i
accordance with the cost method.

Equity investments and equity securities are considered subject tosuirsicba(igst the Bank directly or
indirectly holds the absolute majority of voting rights and such rights are substantive, or if the Bank holds the
relative majority of votinrights and the other voting rights are held by widely dispersed among shareholders.
Control may also exist in situations in which the Bank does not hold the majority of voting rights, but holds
sufficient rights to have the practical ability to unilstelisect relevant activities of the investee or in the
presence of:
1 substantive potential voting rights through underlying call options or convertible instruments;
1 rights deriving from other contractual arrangements which, combined with votingvegtiis, Bank
the de facto ability to direct production processes, other operating or financial activities able to
significantly influence the investeeds returns.
1 power to influence, through rules of theldws or other contractual arrangements, goveraadce
decisiormaking procedures regarding relevant activities;
1 majority of voting rights through contractual arrangements formalised with other holders of voting
rights (i.e., sharehol dersd agreements).

As regardstructured entitiesnvestment fundthe Bank takes the following positions with respect to funds:
1 subscriber of units, held for leteggm investment purposes or for trading,
1 counterparty in derivatives.

A relationship of control exists when the following situations are present:
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1 the Bank, assubscriber of units, is able to remove the investment fund manager without just cause or
for reasons associated with fund performance, and such rights are substantive;

1 existence of provisions in the fund regulation envisaging the establishment withird tble f
committees, in which the Bank participates, that influence the governance of relevant activities and have
the legal and/or de facto right to control the activities of the fund manager;

1 existence of other relations with the fund, such as the presgmicethe fund of personnel with
strategic responsibilities associated with the Bank and the presence of contractual relations that subject
the fund to the Bank for the subscription or placement of units.

Lastly, with reference to structured entitsesuritisation vehicles, in checking for the fulfilment of requirements

of control over securitisation vehicles, both the possibility of exercising power over relevant activities for its own
benefit and the end purpose

of the transaction are taken intoxand er ati on by t he Bank, as wel | as the
structuring of the transaction.

For autopilot entities, the subscription of the substantial entirety of the notes by the Bank is considered an
indicator of the presence, particiyl during the structuring phase, of the power to manage relevant activities to
influence the economic returns of the transaction.

Companies subject to significant influence are consid@matedt is assumed that the company exercises
significantin f  uence in all cases in which it holds at | east
rights) and, regardless of the interest held, if the company has the power to participate in management and
financial decisions of the investee, byeviaf specific legal connections, such as shareholder agreements, with

the purpose for the agreementds participants to ens.:
management unity, without having control.

Entities are considered to joetly controlled companiaghen control is shared between the Bank and one or
more other parties based on contractual agreements, according to which decisions are made through the
unanimous consent of all parties that share control.

b) recognition criteria

Initial recognition of financial assets classified in this category occurs on the settlement date, for a total value
equal to the cost, including any goodwill paid at the time of acquisition, which is therefore not subject to
independent and separate recognition.

C) measurement criteria and revenue recognition criteria

Equity investments in subsidiaries, associates and joint ventures are recognised at cost. At each date of the
financial statements or interim reports, the equity investments are checked for widiogpaiement. If

evidence of impairment indicates that there may have been a loss in value of an equity investment, then the
recoverable value of the investment (which is the higher of the fair value, less costs to sell, and the value in use)
should be ¢snated. The value in use is the present value of the future cash flows expected to be derived from
the investment, including those arising from its final disposal.

Should the recoverable value be less than its book value, including any goodwilgribe diffecognised

i mmedi ately in the incGméenst dlil emsees)upndei nvesesmmeBaReo
impairment no longer apply as a result of an event occurring after the impairment was recognised, reversals of
impairment losseare charged to the same item in the income statement, up to the amount of the previously
recognised impairment.

For more detailed information, pl ease refer to the pae
financial statememtdlethodf or cal cul ating i mpairment on investment s

The profit related to the equity investments is booked to the income statement of the Bank regardless of whether
it was generated by the investee before or after the date of purchase. The result of thieinigstsaints is
recognised in the inc&Gmeéenst dil oemsets)umderin nvesmmea2 o.

d) derecognition criteria

Equity investments are derecognised upon maturity of the contractual rights on the cash flows resulting from the
assets or whenl aklated risks/rewards associated to them are transferred. If there is a situation that results in
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loss of significant influence or joint control, any residual equity investment is reclassified in the IFRS 9 financial
asset portfolios.

6 Property, plantand equipment
a) classification criteria

Fixed assets include land, operating properties, investment properties, systems, furnishings and fixtures
equipment of any type and artworks.

Operating properties are properties owned by the Bank and usegradtiction or supply of services or for

administrative purposes (classified as OProperty,
accordance with IAS 16), whereas investment properties are those owned by the Bank for the purpose of
coecting rents and/or held for appreciation of car
held for investmentd and follow the rules set fort

The item also includes property, bhaebntandesgqui mmie
to assets acquired for the purposes of enhancing the value of the investment, including through restructuring ol
redevelopment works, with the explicit intention of selling them in the immediate future, as part of the normal
course of business, including assets deriving from the enforcement of guarantees received or from auction
purchases.

Property, plant and equipment includes those assets associated with finance lease contracts that were returned
the company, as lessanlldwing contract termination and the simultaneous closure of the original credit
position.

This category also includes property, plant and equipment obtained through the enforcement of guarantees
received and rights of use acquired through leasednhotial and operational, relating to property, plant and
equipment that the Bank uses as a lessee for business purposes or for investment purposes. Improvements at
incremental expenses incurred in relation to-phity assets when they refer to idabté and separable

property (e.g. ATMs) fall under the scope of-frartly assets.

b) recognition criteria

Property, plant and equipment are originally recognised at cost, which includes the purchase price and an
additional charges directly attribudblthe purchase and installation of the assets.

Non-recurring expenditures for maintenance which involve an increase in future economic rewards are booked
as an increase in the value of the assets, while expenses for ordinary maintenance are éoaut@ueo th
statement.

For assets returned following the closure of the
value recognised is the lower of the gross credit value recorded at the time the asset is returned and:

- t he 0 ma rrksalting from b specdic appraisal, if it is not expected that they will be classified as
Onemnurrent assets held for sal ¢ermmhoridondi scontinue

- the oOorapid realisation valuepubbhedrtae Dmamkeaet
sale in an exceedingly short period of time, if at the resolution date it is known that it will later be
categori sedirurecer asmoen s held for sale and disc

- the price being negotiated, if at time of initial recognition there are tangible sale negotiations,
demonstrated by commitments made by the parties involved in the negotiation.

As regards real estate, components relating to land and buildings are separate assets for accountithg purposes «
are measured separately upon acquisition by applying the components @pprbeedikdown of the value of
the land and the value of the building is based on the appraisals of independent experts.

Right of use (RoU) assets acquired through leasisgaregni sed i n financi al stat e
date, that is, on the date on which the asset is made available to the lessee, and is initially valued at cost. This ¢
includes:

1 the initial measurement of the lease liability, net of VAT,

1 any lase payments made by the start date, net of any lease incentives;

1 any initial direct costs incurred, understood as incremental costs incurred to obtain the lease that would
not have otherwise been incurred (e.g., brokerage commissions and success fees);
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1 edimated costs of refurbishment and dismantling, in cases where the contract provides for them.
In connection with the right of wuse asse-tFinandahe | esse:¢
assets measur ed at ndiagnmo the presemtdvalue ofspayments due rfoe theplease. The
di scount rate used is the implicit interest rate, if
rate is used.

When there is no implicit interest rate in the contract,ahk Bses, as the discount rate, the maturity curve
aligned to the individual lease agreements, consisting of the 6M Euribor base rate and the blended funding
spread, the latter equal to the weighted average of the funding curves for unsecured seamor foonds
protected and privileged deposits.

I f a |l ease cohemathgconmpbonendeadn(e.g., services reni
be recognised according to the provisions ngf | FRS
componentsd easdngonoomponentso and divide the contr
components based on their relative stémige prices.

The lessee may opt to recognise the payments due for the lease directly as a charge in tlegniecgroa atat
straighlline basis over the life of the lease contract or according to another systematic method that represents
the manner in which the economic benefits are used in the case of:

- shortterm leases (equal to or less than 12 months) thatidoludé a purchase option
asset leased by the lessee;
- leases in which the underlying asset is of modest value.

The Bank has chosen to recognise the cost in the income statement on-iinettzagig over the life of the
lease contract.

C) measurementriteria and revenue recognition criteria

Property, plant and equipment, includingoerating real estate and with the exception of those to which IAS

2 applies, are valued at costdegsaccrued depreciation and impairment.

Property, plant and eigment, both owned and acquired through rights of use, are systematically depreciated
over their useful life on a straitihe basis, except for land and artworks which have an indefinite useful life and
cannot be depreciated. The useful life of prog@eyt and equipment subject to depreciation is periodically
reviewed and, in the event of any adjustments to the initial estimate, a change is also made in the related
depreciation rate. For the assets underlying the lease, the useful life mustfeddetengiinto account the

possible transfer of ownership of the asset to the lessee at the end of the lease. If it is considered likely that the
lessee will exercise the option to purchase the asset, which is then reflected in the RoU valueusiedulelevant
l'ife is that of the underlying asset at the contrac
of the assetds wuseful life and the | ease term. The
main categags of assets are reported in the specific sections of the notes to the financial statements.

t €
d

The presence of any signs of impairment, or indications that assets might have lost value, shall be tested at the

end of each reporting period. Should there beainohs of impairment of value, both for properties that are

owned and those that are | eased, a comparison i s macf
recoverable value, i.e. the higher of the fair value, less any costs to selljarmhthaliee in use, which is the

present value of the future cash flows generated by the asset. Any adjustments are posted to the income
statement under item 180 ONet value adjustments to (
depreciatin is also reported in this item.

Where the reasons for impairment cease to exist, a reversal is made, which shall not exceed the value that would
have been determined (net of depreciation or amortisation) had no impairment loss been recogniset for the ass
in prior periods.

Furthermore, during the lease contract term, the book value of the right of use must be adjusted in cases where
the lease liability is-calculated, such as, for example, change in the lease term or the valuation of an option to
purchase the underlying asset, in light of new circumstances.

Property, plant and equipment falling under IAS 2 are valued in the same way as inventories and, therefore, at the
lower of the cost at initial recognition and the net realisable value, reprgsbetedtimated sale price less the

presumed costs for completion and the other costs necessary to make the sale. Any losses in value are posted to
the 1income st at e meNettvalue mdjustments to grecoveriés8od) property, plant and
equpmen 6. Periodic depreciation is not applied in this
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d) derecognition criteria

Property, plant and equipment are derecognised from the balance sheet upon their disposal or when the asse
are permanently withdrawn from use and no future economic ramaedpected as a result of their disposal.

Any gains and losses deriving from the disposal or sale of property, plant and equipment are calculated as th
difference between the net sale price and the book value of the asseteaartiadn the incomestatement

under i-Gamnd2%0o0osses) on disposals of investmentsé

The right of use assets, accounted for according to IFRS 16, are derecognised at the end of the lease term.

7 Intangible assets
a) classification criteria

Intangible assets are ritiBable, normonetary assets without physical substance that are held for use over
several years or indefinitely. Intangible assets also include goodwill, which represents the positive differenc
between the purchase cost and the fair value of theaassibilities pertaining to an acquired company.

b) recognition criteria

They are recognised at cost, adjusted by any additional charges only if it is probable that the future economi
rewards that are attributable to the asset will flow to the aunititf the cost of the asset can be measured
reliably. The cost of intangible assets is otherwise posted to the income statement in the reporting period it wa:
incurred.

Relevant intangible assets for the Bank include:

1 technologyelated intangible assételuding software licenses, internal capitalised costs, projects and
licenses under development; in particular, internally incurred costs for software project development are
intangibles recognised as assets if, and only if: a) the cost for developbeentezsured reliably, b) the
entity intends and is financially and technically able to complete the intangible asset and either use it or sell i
c) the entity is able to demonstrate that the asset will generate future economic rewards. Capftalised cost
software development only include the expenses that are directlgitdétribube development process;

1 customer relationship intangible assets, represented by the value of assets under management/custody ar
core deposits in the event of busimessbinations.

Goodwill is posted among assets when it results from a business combination transaction in accordance with the
principles of determination indicated by IFRS 3, as a residual surplus between the overall cost incurred for the
business combinah and the net fair value of the assets and liabilities purchased (i.e. companies or business
units).

Should the cost incurred be less than the fair value of the assets and liabilities acquired, the difference (badwill)
directly recognised in the inoe statement.

C) measurement criteria and revenue recognition criteria

The cost of an intangible asset with definite useful life is amortised on distrdighis over the useful life.

Instead, intangible assets with indefinite useful life are mtisaghbut the book value is periodically assessed

for impairment. Intangible assets arising from internally developed software and software purchased from third
parties are amortised on a strdigkt basis starting from completion andawtlof the aplications based on

their useful life. Intangible assets reflective of customer relationships, which are taken over during busines:s
combinations, are amortised on a strdiightasis.

At each annual and interim reporting date, the recoverable amdwmntasgdts is estimated where there is
evidence of impairment. The amount of the loss recognised in the income statement is equal to the difference
between the book value and the recoverable amount of the assets.

The goodwill recognised is not subjectioréisation, but its book value is tested annually (or more frequently)
when there are signs of impairment. To this end, the cash flow generating units to which goodwill is attributable
are identified. These units represent the lowest level at whichHlgeademitored for internal management
purposes and should not be larger than an operating segment as defined by IFRS 8.

The amount of the impairment loss is determined by the difference between the book value of goodwill and its
recoverable amount, ifWer. Said recoverable amount is the higher of the cash generating unit's fair value, less
costs to sell, and its value in use. Value in use is the present value of future cash flows expected to arise from tt
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years of operation of the cash generatinganditits disposal at the end of its useful life. The resulting value
adjustments are posted t o t Navalumadjosimentssa (ee¢coeerres on) und
intangi bl e assetsbo. Peri odi c de pantdossrecogniseafor goodwile por t
shall not be reversed in a subsequent period.

d) derecognition criteria

Intangible assets are derecognised from the balance sheet upon disposal and when no future economic rewards
are expected.

8 Non-current assets heldor sale and discontinued operations
a) classification criteria

Non-current assets/liabilities and groups of assets/liabilities for which the book value will presumably be
recovered through sale rather than continuous use are classified in assets anter [daiilities associated

er
ed

withnoncurrent assets held for sale and di sctiabiltts nued op

associated with individual assets held for sal eo.

To be classified in these items, the assets or liabilitksc¢mtinued operation) must be immediately available
for sale and there must be active and tangible programs such as to suggest that their disposal is highly probable
within one year of the date of classification in this category.

b) measurement criteria ad revenue recognition criteria

Following initial recognition, naurrent assets held for sale and discontinued operations, with the relative
liabilities, are valued at the lower of the book value and the fair valugetigigofostwith the exceptioof

certain types of assets, such as, for example, all financial instruments falling under the scopefof IFRS 9
which IFRS 5 specifically envisages that the measurement criterion of the reference accounting standard must be
applied.

Amortisation/depreiation is discontinued at the date the-cwonent asset is classified as acuorent asset
held for sale.

The valuation reserves relating to-omment assets held for sale, recorded as an offsetting entry to changes in
value relevant for that purppaee recognised in the statement of comprehensive income.

Income and costs relating to groups of assets and liabilities held for sale, net of the tax effect, if attributable to

operating assets sol d, ar e +Peofit dogsh after éaxl froin assets halddfane st at «

sal e and discontinued operationsad. Profit and | oss
the most appropriate income statement item.

In the case of discontinued operations, it is also mgcasgisclose the same economic information in a
separate item also for the previous years shown in the financial statements, thereby reclassifying the income
statement accounts.

c) derecognition criteria

Non-current assets held for sale and discontinugdtiops are derecognised from the balance sheet upon
disposal.

9 Current and deferred tax
a) recognition criteria

The effects of current and deferred taxation calculated in compliance with Italian tax laws are recognised on an
accrual basis, in accordanvith the measurement methods of the income and expenses which generated them,
by administering the applicable tax rates.

Income taxes are posted to the income statement, excluding those relating to items directly credited or charged to
equity.

Incometax provisions are determined on the basis of a prudential forecast of current tax expense, deferred tax
assets and liabilities.
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Current tax includes the net balance of current tax liabilities for the year and current tax assets with the Financie
Adminigration, comprising tax advances, tax credit arising from prior tax returns and other withholding tax
receivables. In addition, current tax includes tax credit for which reimbursement has been requested from the
relevant tax authorities. Tax receivatd@sfierred as a guarantee of own debts shall also be recorded within this
scope.

Deferred tax assets and liabilities are determined on the basis of the temporary diffithencesne limits
between the value assigned to the assets or liabilitesomdance with statutory principles and the
corresponding values for tax purposes, applying the balance sheet liability method.

Deferred tax assets determined on the basis of deductible temporary differences are shown in the balance she
for the extento which they are likely to be recovered on the basis of the capacity of the company involved or all
of the participating companiess a resul t of exercising theto optio
generate a positive taxable profit on aningdiasis, in light of a probability test.

Recovery of deferred tax assets relating to goodwill, other intangible assetsdamchsvdteloans (known as
otransformable DTAsé6) is to be automat i baprdvide consi
for conversion into tax credits, if a statutory and/or tax loss is incurred.

In particular, art. 2 paragraphs 55 et seqpf Law Decree no. 225 of 29 December 2010 (and subsequent
amendments) provides that:

- if the financial statementsdilby the company show a statutory loss for the year, deferred tax assets (IRES
and IRAP) relating to goodwill, other intangible assets, and loatiowritewill be converted into tax
credits for a portion equivalent to the ratio between the statutosyrlods t he book value o
equity prior to said | oss. The conversion-into
incurring6 separate financial statements are app
- if there is a tax loss fdre year (that is, for IRAP purposes, a negative production value), the deferred tax
asset relating to the deductions for goodwill, other intangible assets, and lokmwneritevhich
contributed to the formation of the tax loss (i.e., the negative prodwadtie) is transformed into a tax
credit. Conversion will be effective as of the date of submission of the tax return for the year in which the
loss is incurred.

As a result of the provisions contained in Law Decree no. 83 of 27 June 2015, thet ahdeheonverted
ceased to increase starting from 2016. In particular:

1. for deferred tax assets relating to goodwill, other intangible assets newly recognised in financial statement
from 2016 onwards are excluded from the regulations pursuant tomta@aphs 55 et seqf Law
Decree 225/2010;

2. for deferred tax assets relating to loan -doitens, from 2016 onwards, the accounting assumption for
recognition in financial statements has ceased and thesdgowngeare entirely deductible in the
accainting period. Note that the 2019 financial manoeuvre (Law no. 145 of 30 December 2018) repealed the
full deductibility of loan writdowns upon firstime application of IFRS @xclusively following the
adoption of the model for recognising the provisionover expected losses (ECL), providing for the
deductibility (IRES and IRAP) of these wdlidg/ns on a straiglihe basis over 10 years. It was, however,
explicitly stated that the relative DTAs recorded in financial statements as a result, edéthrogytor
writedowns on loans to customers, cannot be converted into tax credits pursuant to Law Decree 225/2010.
It should also be noted that the portion referring to 31 December 2019 was deferred to 31 December 2028,
as a result of the 2020 Budget (laaw 160 of 27 December 2019).

Furthermore, note that the Bank exercised the irrevocable option provided in Law Decree no. 59 of 3 May 2016
(and subsequent amendments) to maintain the right to convert DTASs relative to goodwill, other intangible assets,
ard loan losses into tax credits; thus, it is necessary to pay an annual fee for each year from 2016 onwards, if tt
conditions apply, until 2030.

Deferred tax assets on unused tax losses are recognised based on the same criteria as those used to recog
deferred tax assets on deductible temporary differences: therefore, they are shown in the balance sheet to tt
extent to which they are likely to be recovered on the basis of the capacity of the company to generate a positiv
taxable profit in the futur&ince the existence of unused tax losses may be symptomatic of difficulties to
generate positive taxable profit in the future, IAS 12 establishes that if losses have been posted in recent period
suitable evidence must be provided to support the exisfeswgeh profit in the future. Furthermore, current

Italian tax law allows for IRES losses to be carried forward indefinitely (art. 84, paragraph 1, of the Income Tax
Act - TUIR); as a result, verifying the existence of future taxable profit againgd whékuch losses is not

subject to any time limits.
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As mentioned above, the Bank verifies the probability that there will be future taxable income (probability test)

using the riskdjusted approach, which provides for the application of a discountioffictore income. This

factor, applied with the compound interest criterion, discounts future income at an increasing rate to reflect its
uncertainty. For more details on the assessments made by the Group to verify the possibility of recognising
deferred ax assets, please refer to the subsequent paragr
financial statemertdlet hods f or recognising deferred tax assets

Deferred tax assets and liabilities are calculated usingr#itestaxpected at the date on which the temporary
differences are reversed, on the basis of the provisions in force at the reporting date. In particular, for purposes
of recognising deferred tax assets, it was taken into account2Ba0tBeidget Law dlv 160 of 27 December

2019) reintroduced the ACE (Support for Economic Growth) subsidy, effective from 2019, which had previously
been repealed by the 2019 Budget Law (Law 145 of 30 DecembeAr80tBanges in tax rates or tax
standards having a sigrdfit effect on deferred tax assets and liabilities that are issued or announced after the
reporting date and before the publication authorisation date are treated as events after the balance sheet date that
do not entail an adjustment pursuant to IAS it tke resulting disclosure in the notes.

Deferred tax assets and liabilities are posted to the balance sheet by offsetting each tax against the defined asset
or liability to which it relates.

b) classification and measurement criteria

Deferred tax assedsd liabilities are systematically measured to take account of any changes in regulations or tax
rates and of any different subjective situations.

With reference to fiscal consolidation of the parent company and participating subsidiaries, colttegects have

stipulated to regulate offsetting flows in relation to the transfers of tax profits and losses. Such flows are
determined by administering the applicable IRES tax rate to the taxable income of participating companies. The
offsetting flow for comparsehat transfer tax lossesalculated as abovis posted by the consolidating to the

consolidated company when and to the extent to which the consolidated company will transfer positive taxable
income in tax periods subsequent to that in which thevésssecorded. Offsetting flows so determined are

posted as receivables and payables with companies participating in fiscal consolidation, classified under other
assets and other liabilities, offsetniunggi oemr270 o0Td

C) revenue recognition criteria

Where deferred tax assets and liabilities refer to components which affected the income statement, they are offset

by income tax. When deferred tax assets and liabilities refer to transactions whiaffetited equity without

impacting the income statement (e.g. measurement of financial instruments at fair value through other
comprehensive income or cash flow hedging derivati ve:c
equity, involng the special reserves if required.

10 Provisions for risks and charges

Provisions for risks and charges: commitments and guaranteissued

The subitem in question includes provisions for credit risk on commitments to disburse funds and guarantees

given that fall under the scope of application of the impairment rules pursuant to IFRS 9, consistent with the
provisions for OFinanci al assets measured at amorti se
ot her compr e hen sre detailed information @n theFropairmenb model, please refer to the
subsequent paragraph oUse of esti mat es-Methads f@s sumpti o
calculating i mpairment on | FRS 9 financi al i nstrument

In addition, the suliem also includes provisions for risks and charges established for other types of
commitments and guarantéesiedvhich, by virtue of their distinct characteristics, do not fall under the scope
of application of the impairment rules pursuant to IFRS 9.

Prowisions for risks and charges: postmployment benefits

Thesubh t em OProvision foempiekmeandbehafigesdéd bhchbodées aj
based on | AS 19 OEmployee Benefitséd, defmed bendfice pur pos
supplementary pension fun&&nsion plans are either defined benefit or defined contribution schemes. The

charges borne by the employer for defined contribution schemesdatenmeed; charges for defined benefit
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plans are estimateddashall take account of any shortfall in contributions or poor investment performance of
defined benefit plan assétsr defined benefit plans, the actuarial values required by the application of the above
standard are determined by an external actuarydrdance with the Projected Unit Credit Method. Actuarial

gains and losses, defined as the difference between the book value of the liability and the present value c
commitments at the end of the year, are recognised for the full amount in thet sthteomeprehensive
income, under the item oValuation reserves?o.

For further detail s, p | e a s @therirdorneation Seweranck pay &nd dtHeo wi n
empl oyee benefitso.

Provisions for risks and charges: other provisions

Thesub t em OProvisions for risks and charges: c) ot
expenditures for legal or implicit obligations deriving from past events. These expenditures may be contractual ir
nature, such as the allocations for itleentive system for employees and leaving incentives, indemnities
envisaged in contractual clauses upon occurrence of certain events, or for compensation and/or restitution, suct
as those against presumed losses for actions filed against the Bank, atekiodick actions, estimated
expenses in relation to customer claims for securities brokerage, and tax disputes.

Subitem c¢) also includes provisions established for lease contracts, stipulated as lessee, which require th
dismantling/refurbishment dfi¢ underlying assets at the end of the contract.

Provisions for risks and charges consist of liabilities with uncertain amounts or payment dates and are recognise
in the financial statements if:

9 thereis a current (legal or implicit) obligation resfribimga past event;

1 an outflow of resources producing economic rewards is likely to be necessary in order to settle the
obligation; and

1 areliable estimate can be made of the likely future disbursement.

The amount recognised as a provision represerbeghestimate of the financial disbursement necessary to

fulfil the obligation existing at the reporting date and reflects the risks and uncertainties inherent in the events
and situations reviewed. Whenever the time element is meaningful, the prowisiisosuated using the

current market rates. With the exception of provisions associated with lease contracts, the allocation and
di scounting effect are recordd&Neéti priolvé siimaemd ost at
as is the icrease in the provision due to the passage of time. Provisions are reviewed at each reporting date anc
adjusted to reflect the best current estimate. When an outflow of resources, intended to produce economic
benefits in fulfilment of an obligation, becsroelikely or when the obligation has lapsed, the provision is
reversed.

The provisions for lease contracts stipulated as lessee are established considering the best estimate of the costs
dismantle and refurbish the premises made on the contracitstairedas at the date on which the underlying

asset is made available to the Bank. The offsetting entry for the provisiassist ttezognised for the right of

use of the prBpepeytyn plteamt 08®9d equi pment 6.

In addition, each provwis is used solely for the expenditures for which it was originally established.
No provision is shown for contingent and unlikely liabilities, but information is provided in the notes to the

financial statements, except in cases where the probalititywiflow of resources to settle the amount is
remote or the amount is not significant.

11 Financial liabilities measured at amortised cost

a) classification criteria

Iltem 10 OFinanci al l'iabilitiesi treensdseydr@edd t st famonr thia:
deposits from customer sé, and 0o¢c) debt securities
interbank and from customers) and funds raised through certificates of deposit and outstanding bonds, net of
any repurchase De bt securities issued include al/l secur i

derivatives and that are classified as liabilities measured at fair value.

This item also incorporates payables booked by the lessee in relation tcasey ftipote and operating lease
transactions, as well as repurchase agreements for funding and securities lent against cash guarantees that are
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available to the lender. Finally, operating payables related to the provision of financial sefwiedsnaha
Consolidated Law on Banking and Consolidated Law on Finance, are included in this item.

b) recognition criteria

These financial liabilities are initially recognised upon receipt of the amounts collected or at the time of issuance
of debt seatties based on their fair value, which is generally equal to the amount received or the issue price,

increased by any additional income/expense directly attributable to the individual funding or issuing transaction

and not reimbursed by the creditorsermal administrative expenses are excluded.

Repurchase agreement transactions with the obligation to repurchase are posted as funding transactions for the
spot amounts collected.

Should the requirements provided for by IFRS 9 for the separate recofeitibedded derivatives be met in
the case of structured instruments, they are separated from the host contract and reported at fair value as a
trading asset or liability. Instead, the host contract is recognised at amortised cost.

Lease liabilities recaged in relation to the lessor are measured at the present value of future lease payments for
the duration of the lease. The lease term is determined taking into consideration:
1 periods covered by an option to extend the lease, if it is reasonablyhaettaénaption will be
exercised;
91 periods covered by an option to terminate the lease, if it is reasonably certain that the option will be
exercised.

C) measurement criteria and revenue recognition criteria

Following initial recognition, financial liabgitissued, net of any reimbursements and/or repurchases, are
measured at amortised cost using the effective interest rate methaernsliakilities for which time effect is

immaterial are an exception, and are recognised at the amount collegtsdislmdiearged to the income
statement under item 20 oO0lnterest expense and similar

Following the commencement date, the book value of lease liabilities:

- increases for accrued interest expensleterestc har ged
expense and similar chargesé;

- decreases for lease instalment payments;

- is recalculated to take into account any new valuations (e.g., extension or reduction of the contract
term) or changes in the lease (e.g., renegotiation of the lease paymectyrtiedt after the
commencement date.

Moreover, funding instruments that have an effective hedging relationship are assessed based on the rules for
hedging transactions.

d) derecognition criteria

Financial liabilities are derecognised upon maturikyirastion. Derecognition also occurs if previously issued

securities have been repurchased. The difference between the book value of the liabilities and the amount paid to
repurchase them is recor dedGans(logsdseahii nrgoanel start ememur d
A new placement in the market of own securities after their repurchase is considered as a new issue and posted at
the new price of placement, with no impact on the income statement.

12 Financial liabilities held for trading
a) classification criteria

This item includes:

1 financial liabilities issued with the intention to repurchase them in the short term;

1 liabilities that are part of a jointly managed portfolio of financial instruments for which there is a
proven strategy to albih profits in the short term;

1 derivative contracts with a negative fair value not designated as hedging instruments, including both
those embedded in complex financial instruments that have been unbundled from liabilities measured
at amortised cost, aslhasthose related to assets/liabilities measured at fair value through profit and
loss.
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Moreover, liabilities that arise from technical overdrafts generated by securities trading activities are included
b) recognition criteria

Financial liabilities heldr trading are initially recognised on the settlement date for cash liabilities and on the
subscription date for derivative contracts.

Upon initial recognition, they are measured at fair value, which usually corresponds to the amount collected ne
of anytransaction costs or income directly attributable to the instrument itself, which are directly posted to the
income statement.

C) measurement criteria

Following initial recognition, financial liabilities held for trading are measured at fair vatiangeeity fair
value is recognised in the income statement.

For a description of <criteria used to determine t|
Fair Value Hierarchydé in Part A of these Notes to

d) revenue recognition criteria

Profits and losses arising from any changes in the fair value of financial liabilities and/or their sale are recognise
in the income st aNMetmemrto fuintd/elro sist efnt oon8 Ot r ad i blg 6, i n
associated with the fair value option.

e) derecognition criteria

Financial liabilities are derecognised when the contractual rights on the related cash flows expire or when the
financial liabilities are sold with the substantial transfer of allnisksteshd benefits.

13 Financial liabilities measured at fair value
a) classification criteria

This category includes financial liabilities for which, upon initial recognition, the option of measurement at fair
value through profit and loss was chosespption is allowed when:

1. the fair value designation makes it possible to eliminate or significantly reduce a lack of standardisation in
the measurement or recognition that would otherwise result from the valuation of assets or liabilities or the
recogtii on of the related profits and | osses on dif"

2. the management and/or measurement of a group of financial instruments at fair value through profit and
loss is consistent with an investment or risk manageimaegys documented as such by senior
management; or

3. a host instrument embeds a derivative which significantly modifies the cash flows of the host and should
otherwise be unbundled.

The option to designate a liability at fair value is irrevocablegts @atrion an individual financial instrument,

and does not require the same application to all instruments having similar characteristics. It is not permitted tc
use the fair value designation for only one portion of a financial instrument, attribudablagte risk
component to which the instrument is subject.

The Bank has exercised this option in relation to case 1, classifying under this item financial liabilities that are
subject to onatur al hedgingd6 through derivative in

I n Sectitdhher 16 nDO®Or mati ono, a specific paragraph i
management methods through the adoption of the fair value option.

b) recognition criteria

Upon initial recognition, these financial liabilities are measured dudaiwhich usually corresponds to the
amount collected net of any transaction costs or income directly attributable to the instrument itself, which are
directly posted to the income statement.

The fair value of any financial liabilities issued at caosditiver than market conditions is calculated by using a
specific valuation technique, and the difference with respect to the consideration received is booked directly to
the income statement only when the conditions provided for by IFRS 9 have beemwinet the fair value of
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the instrument issued can be established by using either quoted market prices for similar instruments or by a
valuation technique based solely on market data. Should these conditions not apply, the fair value used for
valuationsafter the issuance of instruments is cleared of the initial difference between the fair value upon
issuance and the consideration received. This difference is recognised in the income statement only if it ensues
from changes in the factors (including timv)ch market traders would consider for price determination.

c) measurement criteria and revenue recognition criteria

Following initial recognition, financial liabilities are measured at fair value. Gains and losses arising from any
changes in the faiale of these liabilities are recognised:

T in itevalowdtdi on reservesé6é, for the portion relate
to changes in the issuerds creditworthiness, unl e
the profit (loss) for the year, in which case the entire change in fair value of the liability must be charged
to the income statement; Effects associated with the change in own creditworthiness are recorded in the
statement of comprehensive income, nethef related tax effect, along with the other income
components that will not be reversed to the income statement. The amount charged to the specific
equity reserve will never be reversed to the income statement, even if the liability expires or lapses; in
this case, the cumulative gain (loss) in the specific valuation reserve must be reclassified to another
sharehol der séRegeivgsodo)fem (0140

T in the i ncome st aNeepmétidss)fuom financial assedsranddiabillti®s measured
at fair value through profit and |l oss6, for the p
in own creditworthiness.

For a description of <criteria used to determine the
Fairval ue Hi erarchydé in Part A of these Notes to the fi/

d) derecognition criteria

Financial liabilities are derecognised when the contractual rights on the related cash flows expire or when the
financial liabilities are sold with the subistieinansfer of all risks and benefits resulting from the ownership.

For financial liabilities represented by securities issued, derecognition also occurs if previously issued securities
have been repurchased. The difference between the book valultie$ laaid the amount paid to purchase

them is recorded i n the -Natprdittoss frent fmmaneahassets and labilties i t e m
measured at f air v avithtbe excéptioo of grofits/sses fadsdciated matlchidnge éns 6 ,

own creditworthiness, which continues to be recognised in an equity reserve, as described above. A new
placement in the market of own securities after their repurchase is considered for accounting purposes as a new
issue and posted at the r@we of placement, with no impact on the income statement.

14 Foreignacurrency transactions
a) recognition criteria

Upon initial recognition, foreigmurrency transactions are recognised in the currency of account using the
foreignexchange rates on thealaf the transaction.

b) revenue classification, measurement, recognition and derecognition criteria

Financial statement entries denominated in foreign currencies are valued at the end of each reporting period as
follows:

I monetary entries are convertedgithhe exchange rate on the closing date;

1 norrmonetary entries valued at historical cost are converted using the exchange rate on the date of the
transaction;

I nonmonetary entries that are measured at fair value in a foreign currency are transiatesinat diage
rate.

Any exchangeate differences resulting from the settlement of monetary elements, or from the conversion of
monetary elements at rates other than those used for initial conversion or conversion in the previous financial
statements, aposted to the income statement for the period in which they arise.
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When a profit or a loss on a Amonetary element is recognised in equity, the exchtnghfference in
relation to said element is also posted to equity. However, when a profitsas pdsted to the income
statement, the relative excharage difference is also posted there.

The accounting position of foreign branches with different operating currencies is converted into Euros by using
the exchange rates at the end of the repqutingd. Any exchange rate differences attributable to investments

in such foreign branches, and those resulting from the conversion into Euros of their accounting position, are
recognised in equity reserves and transferred to the income statemenhenlganwhen the investment is
disposed of or reduced.

15 Insurance assets and liabilities

The Bank does not carry out insurance activities.

16 Other information

Other financial statement items

Cash and cash equivalents

This item includes currenciestthee legal tender, including foreign banknotes and coins and demand deposits
with the central bank of the country or countries in which the Bank operates through its own companies or
branches, with the exception of the mandatory reserve.

The item is posteat face value. For foreign currencies, the face value is converted into Eurenat year
exchange rate.

Change in value of-hextged financial assets and liabilities

These items show, respectively, the net amount, whether positive or negatigeofrctialue of assets and
liabilities macrbedged against interest rate risk, pursuant to IAS 39, paragraph 89. For more detailed
informati on, pl ease refer to the discussion in par

Other assets

This item shows assets attributable to the other items on the asset side of the balance sheet. It may include,
for example:

gold, silver, metals and precious stones;

items in processing;

accrued income and prepaid expenses not attributable to its own separate item;

receivablessaociated with the provision of Aiimancial goods or services and accrued income other than
that which is capitalised on the related financial assets, including those resulting from contracts with
customers pursuant to IFRS 15;

1 any inventories accorditgythe definition of IAS 2, excluding those classified as inventories of property,
plant and equipment;

f
f
f
f

T tax credits other than-Ttahxo saes sreetcsodgni sed wunder it

1 improvements and incremental expenses incurred opahiydeal estate othéah those attributable to
itemPo®@Perty, plant and equipmentdé and therefore

The costs in the | atter -WOulhleet apcientsdar si meet d dh et

control of the asets for the purpose of the tenancy agreement and can obtain future economic benefits from

t hem. Said costs aOehegrosbpdr dtoi nigt eenx poe2n0sGes (i ncor
according to the shorter of the period in which the improveraedtincremental expenses can be used and the
remaining term of the contract, including the renewal period, where applicable.

Other liabilities
This item shows liabilities not attributable to other items on the liability side of the balance sheet.
It includes, for example:

i items in processing;
1 payment agreements that must be classified as debit entries according to IFRS 2;
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debit entries connected with payment for provision efinancial goods and services;

accrued liabilities other than those to béatmed for the respective financial liabilities, including those

deriving from contracts with customers pursuant to IFRS 15;

f sundry tax Iliabilities oth-€e€lraxtHdambtiHode es®dc¢co@msisved
with substitute taassets.

Severance pay and other employee benefits

Empl oyee severance pay is defined as a Obenefit subse
IAS 19. Following the supplementary pension reform, pursuant to Italian Legislative D&52eoh®

December 2005, new rules were introduced for severance pay accrued effective 1 January 2007, which is
recognised for purposes of the relative accounting treatment. In particular, for companies with an average of at

least 50 employees during 200@ portions of severance pay accrued starting from 1 January 2007 are
considered a o0defined contribution pland6, both for tF
security, as well as the case in which the employee opts for tienatitotize INPS treasury fund; the charge,

recognised under personnel costs, is limited to the contribution established by regulations envisaged by the
Italian Civil Code, without applying any actuarial methodology.

Conversely, the severance pay acceiedat 31 December 2006 continues to b
pl ané. I n -egrepn eoryam e, nvthiclpddcbade severance pay as well as pension &wad$ivided
into the two categories 0def i nnaheirchazacterifticst 6 or o0defi ned

In particular, for defined contribution plans, the cost is represented by contributions accrued during the year,
given that the company has only the obligation to pay the contractually established contributions to a fund and,
consguently, has no legal or implicit obligation to pay, in addition to the contribution, additional amounts if the
fund does not have sufficient assets to pay all the benefits to employees.

For defined benefit plans, the actuarial and investment risk, thieatisk of a shortfall in contributions or poor
investment performance of the assets in which the contributions are invested, is borne by the company. The
liability is calculated by an external actuary based on the Projected Unit Credit methodthBasezthanl,

future disbursements must be estimated based on demographic and financial assumptions, to be discounted to
consider the time that will pass before the actual payment and to be adjusted for the ratio between the years of
service accrued anckttiheoretical seniority estimate at the time the benefit is paid. For discounting purposes, the
rate used is determined with reference to the market yield of primary corporate bonds taking into account the
average residual duration of the liability, veslgittcording to the percentage of the amount paid and advanced,

for each maturity, compared to the total to be paid and advanced up to the final settlement of the full bond.

The actuarial value of the liability thus calculated must then be adjustefdifovahee of any assets servicing

the plan (net liabilities/assets). Actuarial gains and losses that arise as a result of adjustments to the previous
actuarial assumptions formulated, following actual historical data or due to changes in thesactptoias.as
entalareneasur ement of net | iabilities aWNdlaati ohfseten
and are thus presented in the O0Statement of compreh
change or redtion in the plan is recorded in the income statement as a profit or loss. More precisely, the
specific case of a change applies if a new plan is introduced or an existing plan is withdrawn or modified. Instead,
there is the case of a reduction due tanéfisant negative variation in the number of employees included in the

plan, such as, for example, redundancy plans for redundant workers (access to the Solidarity Fund).

Y €
er

The Projected Unit Credit method, described above, is also used to meatsurebengfits, such as seniority
bonuses for employees. Contrary to that which was described for defined benefit plans, actuarial gains and losses
associated with the measurement ofterg benefits are immediately recognised in the income statement.

Valuatio reserves

This item includes valuation reserves relating to the equity securities measured at fair value through other
comprehensive income, financial assets (other than equity securities) measured at fair value through other
comprehensive income, hedges foreign investments, cash flow hedges, exchange rate differences for
conversion, oindividual assetsd and groups of asset
investments measured according to the equity method, actuarial gainsn(loefe®d benefit plans, and

profits/losses for changes in own creditworthiness in relation to liabilities under the fair value option.
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Share capital and Treasury shares

This equity item includes the amount of issued shares net of any capitalcshloganisiieyet paid at the
reporting date. The item is shown including any treasury shares held by the Bank. Treasury shares are recognis

in financial statements as a negative component of
The original cost of repurchased treasuayeshand the profits or losses from their subsequent sale are

recognised as changes in shareholdersd equity. Tr e
share capital, are recorded as remtedrtax hanefits.iDividends on s h a

ordinary shares are recorded as a reduction of sha
approved their distribution.

Other significant accounting practices

Revenues from contracts with (&ERG1S)

Revenues are gross inflows of economic benefits during the year in the form of consideration for the obligation
to transfer to the customer a wide range of goods and services considered part of ordinary business activities.

The IFRS 15 standa |, ORevenue from Contracts with Customer
revenues deriving from contractual obligations with customers, which is based on the concept of a transfer of
control and, thus, not only on the concept of the transfeskefand benefits.

First of all, revenues deriving from contracts with customers are recorded in financial statements only if the
relative contract is identifiable, that is:

9 the parties have approved the contract and are committed to its execution;
the fights and obligations of the parties can be clearly identified in the contract;
the payment terms for the transferred goods and services can be identified;

1
1
T the contract has commercial substance, in the !
1 itis onsidered likely that the consideration will be collected upon transfer of the assets and provision
of the services. For this assessment, only t he
should be considered.

Af ter t he ¢ o roh haa beerd alocated tosiridididual akligations resulting from the contract,
revenue is recognised in the income statement when the customer obtains control of the goods or services
promised (or when the performance obligation may be deemed satistied oand

1 at a specific point in time (e.g., when the entity fulfils the obligation to transfer the promised good or
service to the customer);

1 over a period of time (e.g., as the entity fulfils the obligation to transfer the promised good or service to
the customer);

For purposes of determining the revenue, the consideration is defined as the amount the entity is entitled to in
exchange for the transfer of goods and services and may include fixed amounts, variable amounts, or both
Specifically, the contrdcs consi derati on may vary based on reduc
performance bonuses, or other similar elements. The consideration may also vary depending on whether a futur
event occurs (as in the case of a fee linked to perforohgeiéeses).

The methods suggested by IFRS 15 for estimating the variable portion of remuneration are:

1 the expected value method, i.e., the weighted sum of the amounts in a range of possible considerations (fo
example, the company has many contractsiwitlar characteristics);

1 the most likely amount method, or the most likely in a range of possible considerations (for example, the
company receives a performance bonus or does not receive it).

If there is an element of variable consideration, reveneeognised in the income statement only if it is
possible to reasonably estimate the revenue and if it is highly probable that this consideration will not be
subsequently reversed from the income statement, whether in full or for a significant pawerihdha high
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prevalence of factors of uncertainty linked to the nature of the consideration, it will only be recognised at the
moment this uncertainty is resolved. In any case, the estimated part of the transaction price must be updated at
the end of ach reporting period. The presence of financial components is also considered in determining the
price, if considered relevant.

In the case of commercial agreements that envisage the recognition of vartakste canmsideration to the

entity, linked tohte achievement of specific targets and that can be used for services rendered by the commercial
partner, the Bank recognises these revenues in the income statement in the year in which they accrue, at a value
that is not more than the fair value of seswigfectively rendered by the partner.

If the entity receives from the customer a consideration that provides for the reimbursement to the customer, in
whole or in part, of the revenue received, a provision for risks and charges is recognised apattsdthe e

future repayments. The case may occur, for example, when the customer has a right of withdrawal for the asset
or if the contract includes a claack clause. This standard also applies to loyalty programmes, against which a
refund liability is regmised. The liability for future redemptions is equal to the amount of the consideration
received (or receivable) for which it is expected that the entity is not entitled to (i.e., amounts not included in the
transaction price). The liability for futurdemaptions (as well as the corresponding change in the transaction
price and, consequently, the liability arising from the contract) must be updated on the closing date of each
reporting period to take account of changes in circumstances.

For contracts fothe placement of thirparty products, which provide for the reimbursement of part of the
commissions received in the event of early termination by the customer and in the presehaelotlclases

linked to the failure to achieve target commissitimes, the Bank quantified this provision for risk and
charges based on historical trends for early repayments and reimbursements to customers. The monitoring and
forecasting of volumes of the collected and reversed fees enable the provision to bat adicistexporting

date. The model that is used is based on the most likely amount method.

In addition, the Bank has a credit card loyalty programme in place, according to which reward points are granted
to customers based on the volumes transacted; rgoiaisl are redeemed through prizes purchased mainly

from external suppliers. Reward points granted to customers who subscribe to a product/service of the Bank
entails that recognition of the portion of revenue attributable to the recognised rewainl theiritecome

statement is suspended, as an offsetting entry to other liabilities. For this purpose, the transaction price of the
performance obligation associated with the reward points granted is estimated, using a model based on the fair
value of the mgard points, calculated using several factors including: redemption forecasts for the reward points
accrued by customers and the cost related to reward purchases. The amount of consideration that can be
allocated to the reward points is recognised asnd tigility; it is released to the income statement only when

the obligations related to the reward points have been fulfilled, i.e., when they are effectively redeemed by the
customer.

Lastly, the incremental costs for obtaining the contract thatpaeeexto be recovered and the costs for

fulfilling the contract are capitalised when these costs can be directly attributed to the contract, generate
resources that can be used to fulfil future contractual performance obligations, and are consatatgé. recov

This recognised asset is systematically amortised in accordance with the transfer to the customer of the good or
service to which the asset refers and, therefore, in accordance with the accounting of the corresponding revenues.
The Bank does not Y assets of this type.

Revenues and costs relating to financial instruments
With reference to the income and charges relating to financial assets/liabilities, note that:

a) interest is bookegrerata tempoois the basis of contractual interest rateeetfective interest rate in
the event of application of the amortised cost; negative income components accrued on financial assets
are booked to item 020. I nterest expenses and s
accrued on financial liakiies are booked to item 010. Interest i
income (or interest expense) also includes the spreads or margins, positive (or negative), accrued up to
the reporting date, in relation to financial derivative contracts:
1 hedgingssets and liabilities that generate interest;
1 classified in the balance sheet in the trading book, but operationally linked to financial assets
and/or liabilities measured at fair value (fair value option);
1 connected operationally with assets and ilebitlassified in the trading book and which
entail the settlement of differentials or margins over several maturities;
b) interest on arrears is posted to the income statement only upon actual collection;
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c) dividends are shown in the income statement updati@sof their payout, i.e. when their payment is
due;

d) commissions for service income are posted in the period when said services were rendered, on the basi
of existing contractual agreements. The commissions considered in the amortised cost fof purposes
calculating the effective interest rate are recorded in interest;

e) gains and losses following initial recognition at fair value, as determined by the difference between the
transaction price and the fair value of the instrument, are booked to thestatement when the
transaction is recorded if the fair value can be determined with reference to parameters or recent
transactions observable on the same market in which the instrument is traded; otherwise, they are
distributed over time, taking into anaiothe durationrad the nature of the instrument;

f) gains and losses from the sale of financial instruments are recognised in the income statement when the
sale is finalised, with the relative transfer of risks and benefits, based on the differen¢hebetween
consideration received and the book value of the instruments themselves. Portfolio management fees
are recognised based on the duration of service.

Costs for constant services and decreasing payments

The IFRS accounting standards do not providéispgaddelines on the accounting treatment to be applied for
recognising costs related to service contracts that are rendered by the supplier through an indeterminate numbe
of actions, over a given period of time. If there are cases of services mndapgliers through a single
performance obligation relating to the provision of a specific number of units, such as a certain volume of
services, which remain constant throughout the contract term and this single performance obligation is satisfiec
overtime with a decreasing payment amount due by the customer, the Bank applies the accounting treatmen
envisaged by IFRS 15 accounting standard (see Basis for Conclu8ibt}s 313

In cases of the provision of a constant volume over time of equal sedvidesraasing payments, the Bank
assigns an average unit cost to the services received and, consequently, recognises their costinen a straight
basis. This straighihe mechanism for recognising costs entails the need to recognise a prepaid aaset which
each reporting date pursuant to IAS 36, is assessed to determine if there are impairment indicators which als
takes into ecount the analyses carried out pursuant to IABr3fyrposes of onerous contracts. In the event

that impairment indicatorseaidentified, the recoverable value of the asset must be calculated awdanwrite

must be recognised in the financial statements when the recoverable value is lower than the book value.

Sharbased payments

These are payments to employees, as catisidldor work performed, settled with equity instruments, which
consist, for example, in assigning:

- rights to subscribe paid share capital increases (stock options);
- rights to receive shares upon achieving certain objectives or at the end of the emgationship.

Pursuant to | FRS 2, payments based tdredtdr e@d sanrsy, g ho:
based on the fair value of the employment services received.

Given the difficulties of directly estimating the fair value mibgment services received as an offsetting entry

to the assignment of shares, the value of the services received can be measured indirectly, using as a reference
fair value of equity instruments at the date they are assigned. The fair value efgedttetehy issuing shares

is recognised according to the criteri o-mPerfonnelhe se
expensesod6 as an offsettindResreirrviestboo an i ncrease in

In particular, when the assignbdres cannot immediately be used by the employee, but rather are available only
after the employee has completed a specific period of service, the company recognises the cost as considerati
for the service rendered throughout the accrual period foctioesed i t i ons (ovesting peri

Business combinations

A business combination is defined as the transfer of control of a company (or of a group of assets and integratec
goods, conducted and managed as a unit). For the definition of control, pleas& eferttda on 3 0Sco
consolidationo6 of this part A of the notes.
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A business combination may give rise to an investment link between the acquiring Parent Company and the

acquired subsidiary. In these cases, the acquiring entity applies IFRS 3 to da¢edofisalicial statements

while posting the acquired interest to its separate financial statements as an equity interest in a subsidiary,
consequently applying the 0Separate financial state

A business combination may also peval the acquisition of the net assets of another entity, including any
goodwill, or the acquisition of the share capital of another entity (e.g., mergers, splits, acquisitions of business
units). Such a business combination is not an investment lithie lik@e between a parent company and a
subsidiary, and therefore in these cases | FRS 3 i
statements.

Business combinations are accounted for using the purchase method, which requirestifigatiends# the
acquirer; (ii) the determination of the cost of the business combination; and (iii) the allocation of the acquisition
price (O0Purchase Price Allocationd).

Identification of the acquirer

IFRS 3 requires that an acquirer is identifiedlffdiusiness combinations, identified as the party that obtains
control over another entity, understood as the power to set financial and management policies of the entity in
order to receive benefits from its activities. In the case of business camtaregaztions that result in the
exchange of equity interests, identification of the acquirer must consider factors such as: (i) the number of new
ordinary voting shares issued with respect to the total number of ordinary voting shares that velttenstitut
share capital of the existing company after the combination; (ii) the fair value of the entities participating in the
business combination; (iii) the composition of the new corporate bodies; and (iv) the entity that issues the new
shares.

Determinatn of the cost of the business combination

The consideration paid in a business combination is equal to the fair value, on the purchase date, of assets sold,
liabilities incurred, and equity instruments issued by the acquirer in exchange for obtedhing thent

acquired entity. The consideration that the acquirer transfers in exchange to the acquired entity includes any
assets and l|iabilities resulting from an agreement
on the acquisitio date. Changes to the consideration transferred are possible if they result from additional
information on events and circumstances that existed at the acquisition date and may be recognised within the
measurement period for the business combinatignwftlen twelve months from the acquisition date, as
specified below). Any other changes deriving from events or circumstances subsequent to the acquisition, such as
consideration recognised to the seller linked to the achievement of a certain praféngerfonust be

recorded in the income statement.

Costs related to the acquisition, which include brokerage fees, consulting, legal, accounting, and professional fees,
as well as general administrative costs, are recorded in the income statemene asctivegdawith the

exception of the costs of issuing shares and debt securities, which are recognised on the basis of the provisions
of IAS 32 and IFRS 9.

Purchase Price Allocation

According to the purchase method, at the acquisition date, the acggtirellatate the cost of the business
combination (O0Purchase Price Allocationdg) to the i
measured at their fair value on that date, as well as recognising the vahlgserfolimy interests ohé

acquired entity. Therefore, it is necessary to draw up a balance sheet for the acquired entity, at the acquisition
date, measuring at fair value the identifiable assets acquired (including any intangible assets not previously
recognised by the acquisadity) and identifiable liabilities assumed (including contingent liabilities).

For each business combination, anyawmtrolling interests may be recognised at fair value or in proportion to
the share of identifiable net assets of the acquired company.

In addition, if control obtained through subsequent acquisitions (business combinations carried out in several
phases), the previously held equity interest is measured at fair value at the acquisition date and the difference
compared to the previous boakue must be charged to the income statement.

Hence, at the acquisition date, the acquirer must determine the difference between:

- the sum of:
o the cost of the business combination;
o the amount of any necontrolling interests as described above;
o the fair vale of any equity interests previously held by the acquirer;
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and
- the fair value of identifiable net assets acquired, including contingent liabilities.

Any positive difference must be recognised as goodwill; conversely, any negative difference mdsobe charge
the income statement of the entity resulting from the business combination as profit deriving from the purchase
at favourable prices (negative goodwill or badwill), after having performed a new measurement aimed at
ascertaining the correct processl@ftifying all assets acquired and liabilities assumed.

The fair value of assets and liabilities must be definitively identified within the maximum term of twelve months
from the acquisition date (measurement period).

Once control has been obtained ardpthrchase method described above has been applied, any further increase
or decrease in the equity interest in a subsidiary in which control is maintained is recognised as a transactio
bet ween sharehol ders. T her ef oequity of thehGroupbamd third pagtiesu e s
must be adjusted to reflect changes in equity interests in the subsidiary. Any difference between the value fo
which nonrcontrolling interests are adjusted and the fair value of the consideration paid or recddeed must
recognised directly in the Group6s sharehol dersd e

If there is an event which results in the loss of control, an entry is made to the income statement equivalent to
the difference between (i) the sum of the fair value of the consideratiod asxkthe fair value of the residual

equity interest held and (ii) the previous book value of the assets (including goodwill) and liabilities of the
subsidiary and any thipdar t y sharehol dersd equity. The amount s
comprehensive income (such as valuation reserves for financial assets sold that are measured at fair value throt
other comprehensive income) must be accounted for in the same way as required if the parent company ha
directly sold the assetsorrelatedlb i | i ti es (by reclassification in th

The fair value of any equity interest held in the former subsidiary must be considered equal to the fair value upor
initial recognition of a financial asset according to 9FBS where appropriate, equal to the cost at the time of
initial recognition in an associate company or a jointly controlled entity.

Business combinations under common control

Business combinations between entities under common control do not fdlFR8d8. In the absence of a

standard of reference, as indicated in Section 1
standardsdé, these transactions are posted to the &
Italian A soci ati on of Auditors (Orientament.i Prel i mi
combinations of entities wunder common control i n

OAccounting treat ment o fTheseguidetinessconsider tlieiecomomic sigaificanset a t
of business combinations on the basis of cash flow impact on the Bank. Transactions, which had no significant
influence on future cash flows, were recognised using the pooling of interest methoak, Tinéhneféinancial

statements of the seller, the difference between the sale price and the book value is posted as ar
increase/decrease in equity. Exclusively in the event of acquisition or transfer of a controlling interest, the equity
investmentispéesed at acqui sition cost in the acquirer/tra

Amortised cost

The amortised cost of financial assets or liabilities is the value at which they were measured upon initial
recognition, net of principal repaymentss pr minus overall amortisation calculated using the effective interest
method, on the differences between the initial value and that at maturity and net of any permanent impairment.

The effective interest rate is the rate which equates the presaitavfihencial asset or liability with the future
contractual payments or collection cash flows until maturity or a subsequent price recalculation date. To calculat
the current value, the effective interest rate is applied to estimated future collgayioremt flows over the

entire useful life of the financial assets or liabiliGedor a shorter period if certain conditions are met (for
example, a change to market rates).

Following initial recognition, the amortised cost makes it possible dte dfhfcome and costs reducing or
increasing the instrument over its entire expected life by means of the amortisation process. The determinatior
of the amortised cost is different depending on whether the financial assets/liabilities are subject & saluati

fixed or variable rate.
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For fixedrate instruments, future cash flows are quantified based on the known interest rate during the term of
the financing. For floatimate financial assets/liabilities, whose variability is not known beforeharsk (lieca

example, it is tied to an index), cash flows are determined on the basis of the last known rate. At every rate
review date, the amortisation schedule and the actual rate of return over the entire useful life of the instrument,
i.e. until maturitygre recalculated. The adjustment is recognised as cost or income in the income statement.

Amortised cost is assessed for financial assets measured at amortised cost and for those as fair value through
other comprehensive income as well as financiéldsbileasured at amortised cost.

Financial assets and liabilities traded at market conditions are initially recognised at their fair value, which
normally corresponds to the amount disbursed or paid inelusthe case of instruments valued at aseatti
cost- of transaction costs and commissions directly attributable to the assets and liabilities.

Transaction costs include marginal internal and external costs and income attributable to the issue, acquisition or
sale of a financial instrument thatnocdnbe charged to the customer. These fees, which must be directly
attributable to the individual financial assets or liabilities, impact the original effective return and make the
effective interest rate associated with the transaction different foamtthetual interest rate. Indistinguishable

costs related to several transactions and components related to events that may occur during the life of the
financial instrument, but which are not certain at the time of the initial definition, are excludsdfeses for
retrocession, for failure to use, and for early repayment.

Calculation of the amortised cost does not include costs that the Bank must incur regardless of the transaction
(e.g., administrative, stationery and advertising costs), wii¢hpegh they are specifically attributable to the
transaction, occur in the normal practice of managing loans (e.g., disbursement activities), as well fees for services
collected following the completion of structured finance activities that would dracelleeted in any case,
regardless of the subsequent financing of the transaction (e.g., facility and arrangement fees).

With particular reference to loans, fees paid to distribution channels (agents, advisors, brokers) and the fees paid
for consultancyddvisory in organising and/or participating in syndicated loans are considered costs attributable

to the financial instrument, while revenues considered in the calculation of the amortised cost are those for
participation in syndicated transactions ankiekmge commissions linked to fees recognised from brokerage
firms.

With regard to securities not measured at fair value through profit and loss, transaction costs include both
commissions for contracts with brokers operating on Italian stock marketsmangsioms paid to
intermediaries operating on foreign stock and bond markets defined on the basis of commission tables.

For securities issued, commissions for bond placement paid to third parties, amounts paid to stock exchanges,
and fees paid to the awdd for activities performed for each individual issue are considered in the calculation of
amortised cost, while commissions paid to rating agencies, legal expenses and consultancy/audit fees for the
annual update of the prospectuses, as well as cdbesdse of indices and commissions that originate during

the life of the bond are not considered in the amortised cost calculation.

Compared to the general approach, the effective interest rate must be calculated differently for those financial
instrumend measured at amortised cost or at fair value through other comprehensive income, purchased or
originated, which at the time of their initial recognition are already credit impaired (known as PCI or OCI).

The criterion for measurement at amortised costrtteapply for hedged financial assets/liabilities for which
changes in fair value for the hedged risk are charged to the income statement. However, the financial instrument
is remeasured at amortised cost if the hedge is suspended, the moment frahe whéshously recognised

changes in fair value are amortised, by calculating a new effective interest rate that considers the loan value
adjusted for the fair value of the hedged element, until the expiry of the hedge that was originally envisaged.
Moreover, as mentioned above in the paragraphs relating to financial assets and liabilities measured at amortised
cost, the amortised cost measurement does not apply to financial assets/liabilities whose short duration makes
the economic effect of discountirgghgible or for loans without a defined maturity or revocation.

Purchased or originated impaired financial assets (POCI)

These are instruments whose credit risk is already very high and that, at the time of acquisition, are purchased at
highly discountegdrice with respect to their initial disbursement; for this reason, they are considered already
impaired (credit impaired) at the time of first recognition in the financial statements. These assets are classified,
according to the business model with whithe asset | s mREnarwig assets measured atéam o 3 0
value through other compreaercsaleassebmemeasui téemabdia
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In relation to POCls, there are two different types:

9 instruments or portfolios ofon-performing loans acquired on the market (Purchased Credit
Impaired 0 PC1 6) ;
1 loans disbursed by the Bank to customers characterised by a very high credit risk (Originated Credit
Impaired0 OCI 6) .
Impaired financial assets acquired through a busingsisation pursuant to IFRS 3 fall within the scope of
application of IFRS 9 PCI.

Note that these financial assets are initially recorded in Stage 3, without prejudice to the possibility of
reclassifying them to performing loans (Stage 2), for which ate@xpss will continue to be recorded
according to an impairment model based on lifetime ECL, as described below.

With reference to the initial recognition, measurement and derecognition criteria, please refer to the discussior
corresponding to the as@iems into which they can be classified, with the exception of what is specified below
in relation to procedures for calculating amortised cost and impairment.

In detail, the amortised cost and consequently the interest income are calculated uding ariezéfstcrate
adjusted for theadjeditted(lkfidwntavedcneerest rateod
interest rate, the aforementioned credit adjustment entails including the expected credit losses over the entir
residuatluration of the asset in the estimate of future cash Homwthe purposes of calculating the CEIR, the

Bank uses contractual cash flows net of expected losses.

In addition, the assets in question envisage a particular treatment also for the ippaiesgnas they are

always subject to the calculation of an expected loss over the life of the financial instrument (lifetime ECL). After
initial recognition, the profit or loss deriving from any change in expected losses over the life of the loan
compard to the initial estimate must be recorded in the income statement. Thus, for these assets, expected
losses cannot be calculated using thgeareime horizon as a reference.

Loan renegotiations

In some cases, over the life of financial assets aadtj¢nlar, of loans, the original contractual conditions are
subsequently modified as agreed by the parties to the contract. When, during an instrument's life, the contractus
clauses are changed (both in the case the change is formalised by siguimgtracieand when there is an
amendment to the existing contract), it is necessary to check whether the original asset must continue to be
recognised in financial statements or if, conversely, the original instrument must be derecognised from financia
staements and a new financial instrument must be recognised.

In general, changes to a financial asset result in its derecognition and to the recording of a new asset when the
changes are oOsubstantial 6. The deistmaderdy noadideriogoniy f t |
qualitative elements. In particular, renegotiations are considered substantial when they introduce specific
objective elements that affect the characteristics and/or cash flows of the financial instrument (e.g., change in the
denomination currency, introduction of indexing on equities or commaodities) in consideration of the significant
expected impact on the original cash flows, or that are made in relation to customers that are not experiencing
financial difficulties, withttei m of adj usting the contractdés cost t
case, note that, if the Bank does not allow a renegotiation of contractual conditions, the customer would have
the opportunity to obtain funding from another intermediaith resulting loss in the revenue streams
envisaged in the renegotiated contract. In other words, for a commercial renegotiation, the Bank would not have
any loss to be recorded in the income statement as a result of the realignment to the bewsirketrent
conditions for its customers. Instead, for renegotiations considered to be substantial, the gross value is
recalculated by determining the present value of cash flows resulting from the renegotiation, based on the
original rate of the exposure priorthe renegotiation. The difference between this gross value and the gross
book wvalue prior to the <change i s r e-cModifd¢cagich i n t
gains/ (l osses)dé6 (known as 0 mo d i-dubstarslt renegotiatians, ctteeu n't i 1
modifications granted to counterparties experiencing financial difficulties (concessions of forbearance measures
are attributable to the Bank's attempt to maximise the recovery of the original exposure, whose risks and benefit
cortinue to be borne by the Bank. Exceptions are made for changes that introduce substantial objective element
in the contract that can themselves lead to the derecognition of the financial asset, as previously described.
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Fair Value ftion

In its financilrisk management policy, relating to financial instruments included in the banking book, the Bank
has used the fair value option accounting technique alongside fair value hedging and cash flow hedging methods.

The fair value option was used to reprageertational hedges on fixede or structured bonds and certificates

of deposit issued at fixed rates (accounting mismatch). In that Sssestipulates operational midredging

derivative contracts with MPS Capital Services S.p.A., which intusngmas by assets the Ba
exposure to the market.

The scope of application of the fair value option currently regards primarilgté>smturities and structured
securities subject to hedges on interest rate risk and the risk deriving éddeémérivative components.

IFRS 9 allows the option of designating a financial instrument under the fair value option to be exercised
irrevocably only upon initial recognition. The fair value option cannot therefore be used for hedges on funding
instrumats issued prior to the decision that the hedge be undertaken; hedge accounting must be used in these
cases, and is also used to manage hedges on bond issues that are traded in the secondary market at market values.

Unlike hedge accounting, whose rulesigeothat only fair value changes attributable to the hedged risk are
recognised for the hedged instrument, the fair value option involves the recognition of all fair value changes,
regardless of the risk factor that is being hedged.

For the issues in ques, the fair value is measured, firstly, by referencing observable prices in markets
considered active, such as regulated markets, electronic trading circuits (e.g., Bloomberg) or organised or similar
exchanges. If there are no observable prices om meikets, they are measured based on prices of recent
transactions for the same instrument inaaiive markets in addition to using valuation techniques, based on a

cash flow discounting model, which must consider all factors considered relevangthyartieiants in

determining a hypothetical transaction on an exchange. In particular, for determining creditworthiness, the

i mplicit spreads of comparable issuers are wused in a
curve with the sae level of subordination of the security being measured. The quantification of effects resulting

from the change in own creditworthiness between the issue date and the measurement date is calculated as the
difference between the fair value obtained @omsidn g a l | of the |l oands risk fact
the fair value obtained considering the same factors, excluding the change in own credit risk that occurred during

the period.

For further details on methods for calculating fair vadkesseprefer to the exhaustive information provided in
the relevant parndgdgorrarypaht iiom oohfarFtaiA. Val ued.

With reference to the criteria for recognition in financial statements, note that:

 derivatives connected with financial liabilities uneas d at fair val ue ar e cl ass
assets measured at fair value through profit and

l'iabilities held for tradingo6;
I spreads and margins accrued on derivatives up to the measuteraeatintzuded, depending on the
bal ance, in Ointerest incomed or Ointerest expen

subject to operational hedges;
1 gains and losses from realisation and the measurement of loans under the fair vahgereptiated
in the i ncome -dNetarbfie(lnss)from atherdimancial hssdls and liabilities measured

at fair value through profit and | ossé, with the
to the change in own creditioness that are recorded as an offsetting entry to a specific equity
reserve A{MaleummtdloIn0 reserveso), unl ess this accour
asymmetry in the economic result, as described in greater detail in the discusseomitd-iaahcal
l'iabilities measured at fair valueb6é;

1 results of the measurement of derivatives associated with loans under the fair value option are recorded
in the income -Betatgpmefitt /ilt@esns 6f80om tradingo.

From the perspective of ghential supervision, in compliance with prudential regulations in force, distorting
effects from changes in fair value due to changes in own creditworthiness are eliminated from own funds.

Lastly, note that gains posted to the income statement undér vh&iéaoption and not yet realised are not
distributable.
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Contributions to deposit guarantee systems and resolution mechanisms

Legislative Decrees 180 and 181 of 2015 transposed Directive 2014/59/EU Banking Resolution and Recovery
Direct i ve to(ltalianRa&vDwhich réquires the formation of resolution funds. These provisions are
funded, inter alia, by:

a) annual contributions from banks, in order to reach the target level of fund resources established by the
regulation;

b) extraordinary contutions from banks when ordinary contributions are insufficient to support approved
resolution interventions.

Both types of contribution are subject to interpr
based on legislative provisione Bad on this interpretation, a I|liabili
event 6 takes place which triggers the payment obl i
i ncome st at eAdminmistrativeterpensefbld Ber admi ni strative expens
not met for the recognition of an intangible asset

of an asset for a prepayment.

oithe idaliah loterliaekXDepasit Pretectios Fundt r i b

The same treatment i s apde
rective 2014/ 49/ EU o0Deposit

within the scope of Di

—

Other matters
Classification criteria for financial assets

The classification of financial assets in the three categoriegeeinyiy the standard depends on two
classification criteria, or drivers: the business model with which the financial instruments are managed and the
contractual characteristics of the cash flows of the financial assets (or SPPI test).

The financial assdassification derives from the combination of these two drivers, as shown below:

1 Financial assets measured at amortised cost: assets that pass the SPPI test and fall under the Held
Collect business model (HTC);

1 Financial assets measured at fair valoegth other comprehensive income (FVOCI): assets that pass
the SPPI test and fall under the Held to Collect and Sell business model (HTC&S);

1 Financial assets measured at fair value through profit and loss (FVTPL): a residual category, which
includes finanal instruments that cannot be classified in the previous categories based on the results of
the business model test or the test on the characteristics of contractual cash flows (SPPI test failed).

Business model

With regard to the business model, IFR&8tifies three cases in relation to the methods by which
cash flows are managed and financial assets are sold:

- Held to Collect (HTC): a business model whose objective is achieved by collecting contractual cash
flows from the financial assets includethénrelative portfolios. The inclusion of a financial asset
portfolio under this business model does not necessarily mean that the instruments cannot be sold,
though it is necessary to consider the frequency, value, and timing of sales in preveasopeds, r
sales, and expectations regarding future sales;

- Held to Collect and Sell (HTC&S): a mixed business model, whose objective is achieved by collecting
contractual cash flows from the financial assets included in the portfolios and by saleswadtititi
is an integral part of the strategy. Both activities (collection of contractual cash flows and sales) are
essential for achieving the business model ds ol
amounts than an HTC business nhade are an essential component of the strategies pursued;

- Other/Trading: a residual category that includes both financial assets held for trading purposes and
financial assets managed with a business model other than the previous categories @delant Coll
Held to Collect and Sell). In general, this classification applies to a portfolio of financial assets whose
management and performance are assessed based on fair value.

The business model reflects the methods by which financial assets are ongeageate cash flows for the
entityds benefit and is defined by top management
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is determined by considering the ways in which financial assets are managed and, as a consequence, the extent to
which the portfoliofs cash flows derive either from
financial assets, or from both of these events.

The assessment is not made using scenarios that, based on the entity's reasonable arpechlikely to

occur , such as the oOworst cased6 or O0stress caseod sc
portfolio of financial assets only in a O0stress case
entitysbusi ness model for these assets, if said scenario
forecasts.

The business model does not depend on the intentions that management has for an individual financial
instrument, but refers to the waysvhich groups of financial assets are managed for the purpose of achieving a
specific business objective.

In summary, the business model:

- reflects the methods by which financial assets are managed to generate cash flows;
- is defined by top management throtlhghappropriate involvement of business structures;
- must be determined by considering the methods by which financial assets are managed.

When assessing a business model, all relevant factors available at the assessment date are used. These factors
includethe strategy, risks and their management, remuneration policies, reporting, and the amount of sales. In
analysing the business model, it is crucial that the factors evaluated are consistent amongst themselves and, in
particular, are consistent with thetsgy pursued. Evidence of activity not in line with the strategy must be
analysed and adequately justified.

For the Held to Collect portfolio, the Bank has defined eligibility thresholds for sales that do not affect the
classification (frequent but narsficant, individually and in the aggregate, or infrequent though of a significant
amount) and, at the same time, established the parameters to identify sales consistent with this business model,
when they are attributable to an increase in credit risk.

More specifically, as part of an HTC business model, sales are permitted in the event of an increase in credit risk
(i.e., sales of ngrerforming loans or securities, or those classified in Stage 2), when carried out near maturity,
and finally, when thegre frequent but not significant in terms of value or infrequent, even if their value is
significant. In order to determine these aspects, frequency and significance thresholds have been defined:

- frequency is defined as the percentage ratio between ther nofmpositions sold (ISIN or
relationships) during the observation period and the total positions in the portfolio present at the
beginning of the observation period. Sales carried out based on a number lower than a value equal to
5% of the number of seities held in the portfolio at the start of the year are infrequent (this value is
equal to zero if the number of securities atttré of the year is under 40);

- significance is defined as the percentage ratio between the nominal value of saiemlamontiteal
value of instruments in the portfolio present at the beginning of the observation period. The
significance threshold of individual sales identified by the Bank is 5%.

In the case of that both the frequency and significance thresholds foe aneindividual sale, a further
assessment is envisaged in terms of aggregate sales volume in order to confirm the consistency of the HTC
business model. In this case, the significance threshold of the aggregate amount of sales identified by the Bank is
10%.

SPPI test

The other criterion to be used in determining whether a financial asset should be classified among the financial
instruments measured at amortisedad8VOCI - in addition to the business model analiesisribedbove-

envisages th#te relative cash flows are represented exclusively by the repayment of principal and interest. To
this end, IFRS 9 regulates that the SPPI (solely payments of principal and interest) test is carried out, with the
purpose of verifying that the remuneraf@mra specific financial instrument, whetheéel# securitgr loan is

linked exclusively to the payment of interest and repayment of principal.

A debt instrument that does not meet the SPPI test must always be measured at FVTPL and classified under the
subi tem 0ot her financi al assets measured at fair value

For purposes of the analysis, I FRS 9 proposes a defin
- principal is understood as the fair value of thecialaasset at its initial recognition;
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- interest is the consideration for the time value of money, for the credit risk associated with the principal
over a given period of time, for other risks and costs associated with the basic risks of a lending
transation, and for the profit margin.

In basic lending arrangements, the value of interest must depend exclusively on the time value of money and o
the credit risk associated with the principal over a given period of time. Whenever contractual terms introduce
other elements, it is no longer possible to consider that asset as solely generating cash flows in terms of princip
and interest. This could happen, for example, when the cash flows come-fierouren financial assets. The

cash flows of these finaa@cassets may involve not only interest payments and principal repayments, since the
remuneration is linked to specific business activities. In this regard, the owner of the asset must assess, using tl
look-through approach, whether or not its instrusipass the SPPI test. For example, when the entity has non
recourse financi al assets, whose cash flows depend
net income), the possibility of amortised cost or FVOCI measurement must bd.exclude

Furthermore, when contractual cash flows depend on characteristics such as changes in share or commodit
prices, the related financial instruments cannot pass the SPPI test, as they introduce exposure to risk or volatilit
that is not correlated witlagic lending arrangements.

I FRS 9 points out t hat al |l financi al instrument s
generators of principal and interest cash flows, since leverage has the potential to increase the volatility of cas
flows. This includes swaps, options, forwards, and all derivative contracts.

IFRS 9 defines two cases in which the time value of money can be considered changed (modified time value c
money) or when the relationship between the passage of time and shedtedaseconsidered imperfect. One
case occurs when the assetds interest rate is peri
frequency of the payment does not correspond to the nature of the interest rate. This caorreapeplef

when variable interest payments are made on a monthly basis and, at the beginning of each month, the intere
rate is determined using thenénth Euribor rate: the monthly interest rate is determined in reference to an
interest rate calculatedery six months, and therefore, under a different time horizon. In these cases, the
accounting standard introduces the need to make a comparison between cash flows deriving from the financia
asset being measured and cash flows deriving from a fessetialonsidered identical in terms of credit risk

and duration, but for which the monthly interest is calculated based on the monthly Euribor. The other case of
imperfect correlation between the passage of time and the time value of money occura wherethed s i nt ¢
rateis periodically restated based omarage of particularly short or medium/Atargn rates. For example,

when a financial asset provides for the payment of interest every three months, based on the average three
month Euribor interg rate in the quarter preceding the one to which the interest refers.

Therefore, in these cases the entity must analyse whether the financial asset generates only cash flows relatec
principal and interest, despite the change in the time value of Tmnebjective of this analysis is to verify

how different the nediscounted contractual cash flows would be if there were no changes in the time value of
money over time (known as the benchmark cash flow test).

In addition, any contractual clausesdbald change the frequency or amount of contractual cash flows must be
considered in order to assess whether such cash flows meet the requirements to be SPPI compliant (e.g
prepayment options, possibility to defer the contractually agreed cash dtowserits with embedded
derivatives, subordinated instruments, etc.).

However, as required by IFRS 9, a single element of contractual cash flows does not affect the classification o
the financial asset if it has only a minimal effect on the contragiiufdwa of the financial asset (in each year

and cumulatively). Similarly, if an element of cash flows is not realistic or genuine, i.e., if it affects the
instrumentds contractual cash fl ows o nldyeryalikety he oc
event, it does not affect the classification of the financial asset.

In the case of instruments subordinated to another instrument (e.g., guaranteed debt securities), the related ca
flows are linked to the nominal value of the principal® nt er est of the principal
owner has the power to exercise the right eéprept i on, even in the event of t
instruments are included among those that do not pass the SPPI test.

With regard to adractually linked instruments, reference is made to instruments with which an entity assigns a
certain priority to the payment of cash flows. The order of priority depends on the credit risk assigned to each
category of «c¢r edi t oacteristicsdhhtlareimvestinent, betoogme té a givénhtranche, maist
possess in order to be considered a generator of cash flows that are exclusively related to the payment of intere
and repayment of principal are as follows:
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- the underlying assets mushtain one or more financial assets that generate cash flows consisting
exclusively of interest payments and principal repayments. Furthermore, the presence of supporting
financial instruments, such as derivatives, is permitted only if they serve tbaedlatlity of the
relative cash flows;

- the exposure to credit risk relating to a given tranche must be equal to or less than the risk exposure
attributable to the underlying financial instruments.

For purposes of conducting the SPPI test on trémssiéh debt securities, the Bank uses the services of an
info-provider. The test is carried out manually using a proprietary tool based on an internally developed
methodology (decision trees) only if the securities are not managed byptbeidieio

A proprietary tool based on a method developéduge (decision trees) was developed to perform the SPPI

test for credit approval processes. In particular, given the significantly different characteristics, differentiated
management is envisaged for petalthat have a standard contract (typically, the retail loan portfolio) and
tailormade loans (typically, the corporate loan portfolio). For standard products, the SPPI test is conducted
when the standard contract ival St rppu otcersesd, atnhdr d thgh ttelsd
to all individual relationships that refer to that product in the catalogue. Instead-foadailproducts, the

SPPI test is performed for each new credit line/relationship submitted to the-oedigignpocess through

the use of the proprietary tool. Decision tréasluded in the proprietary toohave been prepared internally

(both for debt securities and loans) and capture possible features that may not comply with the SPPI test.

Use of estimatemd assumptions when preparing financial statements

The estimates required by accounting standards can have a significant impact on the balance sheet and income
statement, as well as on disclosure of contingent assets and liabilities reported inalhstdieaments.

Production of these estimates involves the use of available information and adoption of subjective assessments.
By their nature, the estimates and assumptions utilised may vary from one period to another and, therefore, it
cannot be ruledud that in subsequent periods the actual amounts stated in the accounts may differ, even to a
significant extent, as a result of changes in subjective assessments made. These estimates and valuations are thus
difficult and bring about inevitable elemehtsoertainty, even in stable macroeconomic conditions.

The main cases in which subjective valuations are mostly opted for by Management include the:

a) quantification of impairment losses on loans and, more generally, other financial assets;

b) assessment ofdltonsistency of the value of equity investments and of otHarammial assets (goodwill,
intangible assets, and property, plant and equipment, including right of use assets acquired through leasing);

¢) use of valuation models to measure the fair Viaimauacial instruments not listed in active markets;

d) estimation and assumptions on recoverability of deferred tax assets;

e) estimation of liabilities arising from defined benefit company pension funds;

f) quantification of provisions for risks and chargdeddialegal and tax disputes.

For some of the cases listed above, the main factors that are subject to estimates by the Bank, and which
therefore contribute to determining the book value of assets and liabilities in the financial statements, can be
identfied.

In summary, note that:

a) for the allocation in the three credit risk stages envisaged in IFRS 9 for loans and debt securities
classified as OFinanci al assets measured at amort
through other complee nsi ve i ncomeo, and for the calcul atic
estimates concern:

o determination of the parameters of significant increase in credit risk, based essentially on
models for measuring the probability of default (PD) at the origioafinancial assets and
at the reporting date;

0 inclusion of forwardboking elements, including macroeconomic, for calculating PD, EAD,
and LGD;

o for calculating expected future cash flows frompediorming loans, certain elements are
taken into accounexpected repayment schedule, expected realisable value of any collateral,
costs expected to be incurred for collection of the credit exposure, and finally, the probability
of sale for positions that have a disposal plan;

b) for calculating the value in wfdntangible assets with indefinite life (goodwill) with reference to the
cash generating units (CGUSs) that make up the Bank, future cash flows for the forecast period and cash
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flows used to determine the terminal value generated by the CGUs are ssiiaattdy and are
appropriately discounted. The cost of capital is included in the estimates;

c) for calculating the fair value of financial instruments not listed on active markets, if it is necessary to use
parameters that cannot be inferred from thé&kehathe main estimates concern, on one hand, the
development of future cash flows (or also profits for equity securities), possibly contingent upon future
events and, on the other, the level of certain input parameters not listed on active markets;

d) for quantifying posemployment benefits, the present value of the obligations is estimated, taking into
account the cash flows, appropriately discounted, resulting from the historical statistical analysis and the
demographic curve;

e) for quantifying provisions rfaisks and charges, the amount of disbursements necessary to satisfy the
obligations is estimated, where possible, taking into account the effective probability of having to make
use of resources;

f) for calculating the items related to deferred taxatienprdbability that taxes will effectively be
incurred in the future (temporary taxable differences) and the degree of reasonabldfcamainty
future taxable profits at the time the taxes can be deducted is estimated (temporary deductible

differences).
For points a), b) and f), pl ease refer to the subs
financi al i nstrumentséo, O0Met hods for <calculating |
impairment on othernefima n c i a | aMetha$ fer éecognisidg déferred tax assets (probabildy;testhp s
regards point c¢), pl ease refer to the description

financial statements. The actual technical and cohagpitians used by the Bank are analysed in more detail

in the individual sections of thetes to the balance sheet and income statement, where the distinct contents of
each item in the financial statements are describededf#ittio the cases refedr¢o in points d) and e), please
refer to Section 10 wunder l'iabilities in the Note
fundsé and Part E of the Notes to the financi al st

Methods for catmg impairment on IFRS 9 financial instruments

Pursuant to IFRS 9, at each reporting date, financial assets other than those measured at fair value through prof
and loss are subject to an impairment test, aimed at estimating the expected ct@t)t lospgiicular, the
following are included in the scope of impairment testing:

T OoFinanci al assets measured at amortised cost 6;
T OoFinanci al assets measur ed at fair val ue thro
securities;

1 commitments to dimirse funds and guarantees given that are not measured at fair value through profit
and loss; and

1 trade receivables or assets deriving from contracts that result from transactions falling under the scope of
IFRS 15.

According to the ECL calculation modigisoduced in IFRS 9, losses must be recorded not only with reference

to objective evidence of losses in value that are already apparent at the measurement date, but also based
expectations of future losses of value that have not yet occurred. Téps mesents an innovation with
respect to the incurred loss concept, on which the previous impairment model was based.

In particular, the ECL model provides the aforementioned financial assets must be classified in three distinct
0st ages 6, tharcredt quhlitynngabsblate terms or relative to that at initial disbursement, to which
different measurement criteria for expected losses are applied. More specifically:

9 stage 1: includes performing exposures that have not undergone a sigaifigarih ahiedit risk with
respect to the initial recognition. The value adjustments correspond to the expected losses related to the
verification of default in the 12 mbsatfollowing the reporting date;

1 stage 2: includes performing exposures whose criditess has been affected by a significant change
in credit risk, but for which the losses are not yet observable. Adjustments are calculated considering the
lifetime loss of the instrument;

1 stage 3: includes all Ap@arforming loans, i.e. nq@erformingexposures that present objective evidence
of deterioration and which must be adjusted by using the lifetime expected loSs concept

® The valuation is statistical for positions with a balance of under EUR 1.0 min and analytical, carried out by mezsiagessaliovp said threshold.
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Financial assets considered as impaired since their acquisition or origip(P€@sed or originated credit

impaired) @@ an exception to the above, whose accounting treatment was discussed in the preceding paragraph
dedicated to this topic, as are assets measured acco
specific points of the subsequent paragraph.

For the Bank, the perimeter of exposures classified under stage 3 correspongsrformimg exposures,
identified according to the definitions established by supervisory regulations (Bank of Italy Circular no. 272

OAccounts matri xadank amfd Irtedley r@idr awl arn MBo. 262 o0Bank f
for compilationo, as these definitions are deemed cor
for objective evidence of impairment. Based on these circularg;irttetepeof norperforming exposures

corresponds t o -pgeref oagng meggadxxposdmuaores o, defined i n E |
i mpl ement ed t hrough t he EBAGJ s Ol mpl ementing Techni
(forbearance and nqerformiy exposures) o6 (EBA/I1 TS/ 2013/ 03/ rev1 241/ 7

In detail, the aforementioned circulars identify the following categoriegpeffooming assets:

1 Bad loans: these represent the aggregate aricbnftbalance sheet exposures to a party in a status of
insolvency (even if not judicially certified) or in essentially comparable situations, regardless of any loss
forecasts made by the Bank;

1 Unlikely to pay: represent the- amd offbalance sheet exposures for which the borrower does not
meet the condition®r classification under bad loans and for which it is considered unlikely that the
borrower will be able to fully satisfy the credit obligations (in terms of principal and/or interest) without
recourse to actions such as the enforcement of collatesads3&ssment is carried out regardless of
the existence of any overdue and unpaid amounts (or instalments). The classification among unlikely to
pay is not necessarily linked to the explicit presence of anomalies, such as a missed repayment, but
rather idinked to the existence of elements that would indicate a situation of risk that the borrower may
default (e.g., a crisis in the borrowerds busines

1 Past due and/or overdrawn exposureshalance sheet exposures, other than those classifiédias ba
unlikely to pay, which, at the reporting date, are past due and/or overdrawn for more than 90 days,
according to the significance threshold envisaged in the aforementioned legislation. For the Bank, non
performing past due and/or overdrawn exposueesietermined in reference to the position of an
individual borrower.

In addition, Bank of l'taly regulations, in line wit
exposuresbé. This concerns, i n p areasuresywhh consistxop o sur e s
concessions granted to the borrower, in terms of modification and/or refinancing @xiatipge loan,

exclusively because of, or to prevent, a state of financial difficulty that could have negative effects on the
bor r owlgyrt® fwlfil thd ¢ontractual commitments originally assumed, and that would not have been
granted to another borrower with a similar risk profile not in financial difficulty. These concessions must be
identified at the level of the individual creditdimd may relate to exposures of borrowers classified either in the
performing or the neperforming (impaired) status. For exposures with forbearance measures classified as
unlikely to pay, the recovery to a position of performing can only take plateledtrone year has elapsed

from the time the concession was granted (known as th
in paragraph 157 of the EBA ITS are satisfied.

In any case, renegotiated exposures should not be consideree feHzn the borrower is not in a situation of
financial difficulty (renegotiations carried out for commercial reasons).

Impairment of performing financial assets

For performing financial assets, i.e., those assets not considered to be impairdxd detenstined, at the

individual relationship level, if there is a significant deterioration of credit risk, by comparing the credit risk
associated with the financial instrument at the time of measurement and that at the initial moment of
disbursement acquisition. This comparison is made using both quantitative and qualitative criteria. The results
of this assessment, in terms of classification (or, more appropriately, staging) and measurement, are the following:

- where these indicators are found, thanfiial asset transfers to stage 2. In this case, the assessment
requires that impairment is recognised equal to the expected losses over the entire residual life of the
financial instrument, consistent with the provisions of international accountiagistand even if a
loss in value has not yet occurred. These adjustments are reviewed at each subsequent reporting date
both to periodically check that the continuously updated loss estimates are consistent, as well as to take
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into account inthe eventhtat i ndi cators of a oO0signifi-ofantly
the change in forecast horizon for calculation of expected loss;

- where none are found, the financial asset remains in stage 1. In this case, the assessment requires th
impairnent is recognised equal to the expected losses of the financial instrument over the next twelve
months, consistent with the provisions of international accounting standards and even if a loss in value
has not yet occurred. These adjustments are reviewadhasubsequent reporting date both to
periodically check that the continuously updated loss estimates are consistent, as well as to take intc
accounti n the event t hat indicators of aofdhe i gni f
changdorecast horizon for calculation of expected loss;

As regards the measurement of financi al assets anc
credit risk (a necessary and sufficient condition for classification of the assetsbs#agl in stage 2), the
elements that constitute the main determinants to be taken into consideration, according to the standard and it:
operating procedure implemented at the Bank, are the following:

- relative quantitative criteria, based on statistisatvations, considered an expression of significant
increase in credit risk over time;

- absolute qualitative criteria, represented by the identification of trigger events or exceeding absolute
thresholds as part of the credit monitoring process. Tlgeryatemprises:

o all exposures affected by forbearance measures and for which these measures are still active
regardless of whether the pitidraperiod underway is regular;

0 exposures classified in the High Risk and Requalification management portfolio;

0 customers with negative EBITDA.

- backstop indicators, i.e., credit delinquency factors, whose manifestation suggests that there has been
significant increase in credit risk, unless there is evidence to the contrary. For purposes of assumptions.
the Bank blieves that the credit risk of the exposure must be considered significantly increased if there
is an exposure that is past due/overdrawn for a period longer than 30 days, without prejudice to the
application of the significance thresholds required esvEgoy regulations.

With particular reference to the relative quantitative criterion applicable to credit exposures with customers, the
Bank has determined as a reference the change between the lifetimbodamgrcumulative probability of
default(PD), calculated at the beginning of the contractual relationship and the probability of default recorded at
the measurement date. In developing the model, specific internal thresholds of variation were identified betweer
the PD at the beginning of thent@ctual relationship and the PD recognised at the valuation date, broken
down by counterparty, initial rating class and vintage. If these thresholds are exceeded, it signifies a significat
increase in credit risk and the resulting transfer of thediradiredit line from stage 1 to stage 2. The
comparison is based on the homogerigesilual durations and on homogeneous PD models, for example, if

the definition of default changes over time, the original lifetime féookirdy cumulative PD is remalated to

take account of said new definition of default. Cumulative PDs subject to comparison are based on the same
model used for ECL purposes (e.g. definition of PIT (Point in Time) PD, macroeconomic scenarios, expected
life/contractual life). In ordeo obtain a unique classification result, use is made of a cumulative PD resulting
from the weighted average of the cumulative PDs calculated for the individual prospective scenarios using the
probabilities of the scenarios as weights. The threshaofphii€ance is determined by historically measuring,
through quantile regression analysis per cluster, that level of ratio, between the lifetirleokimgard
cumulative PD at the reporting date and that at the origination date, which may be coesidtredgbrthe
classification as NPEThe threshold is determined so as to minimisall&al false positives and false negatives

and maximise true positives and true negatives.

For debt securities that do not have investgrawte ratings, the relatiygantitative criterion is based on the
variation in lifetime forwafldoking cumulative PD between the reporting date and the origination date above a
certain threshold. For corporate issuers, the-yeaaltiPD curve is the corporate one estimated yetyrahe

Bank; for government issues, thempukiar PD curve is the one prepared
l-year defaults of government bonds. Cumulative PDs subject to comparison are based on the same model use
for ECL purposes (e.g. defion of PIT (Point in Time) PD and macroeconomic scenarios). In order to obtain a
unigue classification result, use is made of a cumulative PD resulting from the weighted average of the
cumulative PDs calculated for the individual prospective scenagothegprobabilities of the scenarios as

6 Therefore, the vadtion at 31/12/T of the significant increase in credit risk of a-yieiatymortgage disbursed on 31/28/1s carried out by comparing the
lifetime forwardooking cumulative PDs over the residual life of 25 years.
7The classification as NPE is measawed multiyear time horizons.
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weights. The exposures are classified into stage 2 if the ratio between the lifetiAmotangardmulative PD
at the reporting date and that of the origination date exceeds a given threshold of significeaté émyu
corporate bonds and government bonds, to that used for corporate exposures in the form of loans.

Debt securities that, at the reporting date, have an invegtadtrating, mainly related to government
securities, are classified in stdgeelc ause i n this case, and only for this
Exemptiono. This exemption consists of the practical
deterioration of credit risk on exposures whose credit risk issceddalv. This exemption applies to securities

that present, at the measurement date, a rating level equal to the investment grade, in full compliance with the
provisions of accounting standard IFRS 9. In addition, given the presence of several aoselcisegron

one fungible asset (ISIN), it was necessary to identify a methodology to identify the tranches sold in order to
determine the residual quantities to which credit quality at initial recognition date can be associated, in order to
compare it wih credit guality at the me aisfiusroeuntedn tord ad Fel. F Ao6n
methodology was deemed most appropriate, as it enables more transparent portfolio management, including
from the operational perspective (front office), allovdahghe same time, a continuous updating of the
creditworthiness assessment based on new purchases.

In general, the transfer criterion between stages is symmetrical. Specifically, an improvement in credit risk which
involves the elimination of the corati that led to the significant increase in said credit risk involves the
reallocation of the financial instrument from stage 2 to stage 1. In this case, the entity recalculates the value
adjustment on a twelneonth time horizon rather the previously geétsed lifetime losses, by booking a ‘write

back to the income statement.

Once the assignment of exposures into the various credit risk stages has been defined, the expected losses (ECL)
are calculated, at the level of individual transaction or secudtye tratarting from IRB/management
modelling, based on the parameters of Probability of Default (PD), Loss Given Default (LGD), and Exposure at
Default (EAD), to which appropriate adjustments are made, in order to ensure compliance with the specific
requiements of IFRS 9, given the different requirements and purposes of the accounting rules compared to
prudential regulations.

The PD, LGD, and EAD are defined as follows:

- PD (Probability of Default): likelihood of transferring from a performing statust tof than
performing over a ongear time horizon. In models consistent with supervisory provisions, the PD
factor is typically quantified through the rating. In MPS Group, PD values derive from internal rating
models where available, supplemented by alxtatnations or average data for segment/portfolio; In
particular, with regard to specialised lending transactions, the Bank revised the criteria for estimating the
PD during the first half of 2019, using the rating assigned by the counterparties|ditioggtriteria
in place of the AIRB rating

- LGD (Loss Given Default): percentage of loss in the event of default. In models consistent with
supervisory provisions, this factor is quantified using historical data on actual recoveries of loans that
transerred to norperforming status;

- EAD (Exposure At Default) or credit equivalent: amount of exposure at the time of default.

As previously pointed out, in order to comply with the provisions of IFRS 9, specific adjustments must be made
to the aforementionddctors, including:

I adoption of a Point in Time (PIT) PD against the Through the Cycle (TTC) PD used for Basel
purposes;

9 elimination of certain additional components from LGD, such as indirect cosec(mong costs)
and the component linked totheedvs e economi ¢ ¢ gsavkllas td reflect thedhmstnt ur n 6)
current recovery rates (PIT), expectations about future trends dookard) and the inclusion of
any recovery fees if collection is assigned to a third party;

1 use of multiyear PDs ah where necessary, LGDs in order to determine the expected loss for the
entire residual life of the financial instrument (stages 2 and 3);

1 use of the effective interest rate of the individual transaction in the process of discounting expected
future casHlows, as opposed to that which is set forth in regulatory models, in which individual cash
flows are discounted using rates determined in accordance with prudential regulations.

In relation to the mukyear EAD, in line with the IFRS 9 provisions, thikBafers to the amortised cost plans,
regardless of the measurement methods (amortised cost or fair value through other comprehensive income). For
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commitments to disburse funds and guarantees givdral@fte sheet exposures), EAD is instead taken at
nominal value weighted by a specific credit conversion factor (CCF).

IFRS 9 establishes that, at each reporting date, an entity must measure the impairment of an asset based on t
expected credit loss, based on available, reasonable and consisterdrinfeitimatit incurring excessive costs

or making disproportionate efforts. One of the most significant changes compared to IAS 39 concerns the use
not only of historical information, adjusted to incorporate the effects of current conditions, but alsasts for
entailing a degree of judgement and accuracy that depends on availability, detail and depth of the data. Therefor
the forwardooking approach envisaged by IFRS 9 for purposes of determining the expected loss represents a
key aspect of the measunest model.

Given the above, the Bank uses the forwaking approach to estimate the expected loss, both in the
analytical and collective measurements. The fdosindg approach is applied to the following statistical
parameters:

1 PD: Probability obefault, used for performing positions;

1 LGD/EAD: Loss Given Default (LGD), used for both performing and-periorming positions
measured statistically; Credit Conversion Factor (CCF) used to estimate the Exposure At Default
(EAD) of performing positions;

9 Cure/Danger rate: used for unlikely to pay other than restructured positions and positions statistically
valued as lower than a given threshold;

9 haircut for real estate collateral, used when applicable for the analytical measurement of bad loans an
unlikely to pay exposures other than restructured loans.

Since the expected loss is estimated as a weighted average of a range of possible results, the aforementior
parameters are first determined based on historical data and then corrected to takenintt &east 3
economic scenarios that coa@orizon of at least 3 years in the future: Baseline, Worst and Best.

The forecasts of the macroeconomic indicators (fota@kihg), provided by a leading external consultant and
internally rdormulated byhe Research Function, are quantified based on three possible future scenarios, which
consider the economic variables deemed relevant (Italian GDP, interest rates, unemployment rate, commercie
and residential property prices, inflation, equity indiésg future time horizon of three years to which the
respective probabilities of occurrence are assigned, determined internally by the Bank. In greater detail, alongsi

the Obaselined scenari o deemed mo s iowhchithéBarklusesasi . e.
a basis to develop its projections for financial statement and risk data acrosaral shediunterm time

hori zon, an alternative Obetterdéd scenario (deci d:
developed.

The sensitivity of the statistical parameters to macroeconomic variables is estimated. In particular, the
associations between the statistical parameter and macroeconomic variables are shown below:

1 PD: ltalian GDP, unemployment rate, interest rates, inflatbommercial and residential property
prices and stock indices;

1 LGD/EAD: Italian GDP and commercial and residential property prices;

1 cure/danger rates: Italian GDP;

1 haircut: commercial and residential property prices.

For those statistical parameters,(€D) for which there is no linear relationship with the macroeconomic
variable, the parameter measurement is not calculated based on the weighted average of the macroeconon
variables and using the respective probabilities as weights, but basedn otistedaimeasures of the
parameter. In these cases, the weighted average occurs at the expected loss level.

Finally, for the estimate of expected losses over the life of the instrument, the reference period is represented b
the contractual expiry dafer instruments that do not expire, the estimate of expected losses uses a time
horizon estimated through a behavioural model fdeorand products and set to one year from the reporting

date, in other cases.

Impairment ofperforming financial assets

As described earlier in the document, forpeforming financial assets, which are assigned a probability of
default of 100%, the impairment amount for each loan is equal to the difference between the loan book value at
the time of measurement (amodisest) and the present value of estimated future cash flows, calculated by
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applying the original effective interest rate (or a proxy if not available). Cash flows are estimated based on
expected recovery expectations over the lifetime of the loanjrntkimgrount the presumed realisable value

net of any collateral and any costs connected with obtaining the guarantee thrbughissaggard, in the

event that the Bank uses a third party to collecp@adorming loans, the fees paid to the outsouiar

activities strictly related to collection are considered for the purpose of estimating impairment losses. These costs
are considered for both nperforming and performing exposures, if for the latter it is probable that in the
event of a transfeo bad loans, the collection activities will be assigned to third parties

Commissions paid to outsourcers are considered in LGD estimates used for statistical measurements of all
administrative stages, in collection plans for bad loans, and in anagscaéments of unlikely to pay
positions.

For purposes of estimating future cash flows and the relative collection times, the loans in question that have a
significant unit amount are subject to an analytical assessment process. For some similaf cadegories
performing loans whose unit amount is insignificant, the measurement processes allow that loss forecasts are
based on lumpum/statistical calculation methods, to be analytically assigned to each individual position. The
perimeter of exposures sdijto a lumgsum/statistical measurement process, that is, based on statistical
analyses of operational LGD, differentiated according to the segment and length of time in the risk state
(o0vintagedé), is represented by:

1 bad and unlikely to pay loans withosures less than or equal to an established significance threshold
of EUR 1 min;

i total nonper f or mi ng past due exposures regardl ess of
particular, these are loans that show continuous overdrawn situations eat pajegyents,
automatically identified by the Bank's IT procedures, according to the aforementioned rules of the
supervisory authority.

Note that the EUR 1 min threshold indicated above for bad loans and unlikely to pay was defined by the Bank in
the firsthalf of 2019 (the previous threshold was EUR 0.5 min). The threshold was raised in order to decrease
the margins of discretion inherent in the measurement process and, therefore, to guarantee greater timeliness and
homogeneity in measurement for posit@rewer amounts and a resulting greater focus of managers on more
significant exposures.

The impairment loss is calculated including the measurement of future cash flows that it is assumed the borrower
is able to produce and which will also be usedvioeséine financial debt. This estimate should be made based
on two alternative approaches:

T going concern approach: the borrower6s operating
to be produced, and are used to repay the financial delastedntrased on the scheduled repayment
plans. The going concern assumption does not exclude the possible realisation of collateral, but only to
the extent that this can occur without jeopardi si
The @ing concern approach also applies to cases in which the recoverability of the exposure is based
on the possible sale of assets by the borrower or extraordinary transactions;

1 gone concern approach: applicable in cases in which it is believed thamtre badire cash f |l ows w
significantly reduced. This is a scenario whose application may possibly entail positions that are
expected to be classified in bad loans. In this context, assuming that interventions by shareholders
and/or extraordinary restruciig operations of the debt in a turnaround situation are not reasonable,
loan collection is essentially based on the value of the collateral that supports the loan and, in the
alternative, on the realisation value of the assets, taking into accoles Badoiliany rights of pre
emption.

With reference to exposures classified as bad and unlikely to pay loans, the quantification of expected losses
includes forwarl ooki ng el ements related to specificssale sce
that the aforementioned exposures may also be recovered through their sale on the market.

Consequently, the estimate of expected losses of exposures that can be sold varies depending on the forecast of

the recoverable flows through internal managemerit-gut), as well as the forecast of recoverable flows
through their possi biseesafteodnapmreo arahr)k.et Thiiosmudppr o a
provisions of the | TGQAnclpsiopa cashdldws dxgectdd dramethe iseedefaul &@f 1 5 0

a | oan in the measur e nearticulag the eepogurescint geestiorcareeasksoctated withrs s e s 6 .
two different estimates of cash flows that the Bank expects to collect:
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1 the first determined by using as reference theriscehaecovery from the borrower based on internal
activity, according to the ordinary measurement guidelines followed by the Bank and previously
described (hold scenario);

1 the second calculated by using as reference the recovery through sale dabttiertbparties (sale
scenario).

Each of the two scenarios is assigned a probability of occurrence that is higher for clusters that are more likely t
undergo a sale procedure, based on historical data and/or forecasts (e.g., formalised NPL refjudtien plan
expected loss of the exposures in question is therefore equal to the weighted average for the probabilitie:
assigned to the two scenarios of the estimates of recoverable cash flows in each (hold and sale).

Hence, the sale values and sale prabadié the two key elements for defining the expected loss. For this
purpose, MPS Group has performed an analysis of the historical data on sales (past events) on these portfolic
and certain considerations on future sale strategies.

The Restructuring Plaapproved in 2017 by the European Commission envisages that in-yearfperiod

20182021, MPS Group will undertake a major reduction in exposures classified as default, to be realised througt
sale transactions. This programme represents a quabfystrgint of the Restructuring Plan, for which the

Group, in order to accelerate the process of reducingenfmmming loans as specifically requested by the
supervisory authority, has declared that it is willing to incur higher costs compared itmthecalidction

scenario, which will continue in parallel for portfolios ofpeoforming loans that are not subject to the sale
programme, as well as those of performing loans (stages 1 and 2), with the primary objective of optimising the
economic/finacial profiles of worout activities.

Based on these considerations, t h e -pecfarnoingtodns onty mo d €
envisages a different application for:

f loans subject to ordinary collection process: application of exdstigting policies, reviews to take
into account changes introduced by IFRS 9, including, in particular, thelémkiagdelement;

T loans included in the sale programme: measured with the ordinary policy plusrenp adtjust the
portfolios to thepresumable realisable value.

To determine the aelth, the Bank considers the following elements:

9 selection of the portfolios that are presumed to betkelgerimeter includes positions with a certain
attractiveness on the market, indicated by théh&tcbther banks have already carried out sales and
expressions of interest that have already been received, as well as additional positions resulting fromn
assessments of economic benefit performed by t|
bad loans or high danger rate);

9 probability of salghe probability is guided by the target sales level included in the NPL Strategy;

9 sale priceslerived from mass transactions on similar portfolios and single names made by the Bank or
from transactins carried out on the market in recent years.

Impairment losses calculated with the simplified method

Expected losses are quantified according to the provisions of the simplified method established under IFRS ¢
based on the Lifetime ECL and therefomendt require verification of the significant increase in credit risk
compared to the credit risk at the date of the as
receivables and assets deriving from contracts that do not havardidjndiccial components, i.e. only cases

for which the adoption of the simplified approach is mandatory pursuant to IFRS 9. In this regard, the Bank has
chosen not to use this method for those cases in which the application is optional.

Methods for datog impairment on equity investments

At the end of every reporting period, the equity investments in associates or jointly controlled entities are
evaluated to check whether there is objective evidence of impairment that might render the bahlesalue of
assets not entirely recoverable.
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The process of recognising impairment involves verifying the presence of indicators of possible reductions in
value and calculating any waditevn. There are numerous impairment indicators, differentiated bytégper lis
unlisted, of equity investments.

For listed equity investments:

- afair value, at the reporting date, that is at least 30% lower than the book value, or

- aprolonged period, of more than 36 months, in which the fair value is lower than the book value,

- a book value for the equity investment in consolidated financial statements that exceeds the
corresponding portion of equity (existence of implicit goodwill), or

- a stock market capitalisation that is lower than the book value of the equity investheent o
companyds net equity.

For listed and unlisted equity investments:

- negative trends in dividends distributed by the investee;

- significant downward revision of profit forecasts;

- significant gap between actual results and the budget objectives oistgecein a lortgrm plan
and communicated to the market;

- contracting or negative economic performance;

- negative performance for the investeeds business

- changes in the technological, economic, and regulatory environment that could resultiés diffi
the business in identifying alternative business growth strategies;

- downward revision in the rating, expressed by a specialised rating agency assigned to the financial
instrument, with respect to that on the instrumen

- negaite cash flows;

- announcement/launch of debt restructuring plans;

- launching/requesting bankruptcy proceedings;

- any reporting exceptions or references regarding the applicability of the going concern assumption
formulated by the independent auditors.

The presence of impairment indicators entails the recognition of alewitein the amount for which the
recoverable value is lower than the book value. The recoverable value is the greater of the fair value less costs to
sell and the value in use.

For the methds used to determine the fair value, refer to the information in chaptémférehation on fair
value in the Notes to the financial statements.

The value in use is the present value of cash flows arising from the asset; it reflects the estiastitéfithe c

expected from the asset, the estimate of possible changes in the amount and/or timing of cash flows, the time
val ue of money, the price for remunerating the asset
market dealers, of thash flows expected from the asset.

The value in use is determined by discounting future cash flows.

Methods for calculating impairment cfingtheiahassets

Goodwill posted following acquisitions is subjected to an impairment test at leastamaedawhenever there

are signs of impairment. For testing purposes, once goodwill has been allocatgeneratsg units (CGUSs),

the book value is compared with the recoverable value of said units. The discounted cash flow (DCF) method is
normallyused to determine the recoverable value of the CGUs. To this end, senior management has estimated
CGU cash flows; these are dependent on several factors, including cost and revenue growth rates, which in turn
depend on changes in the real economy, cugbeimviour, competition and other factors.

The property, plant and equipment and intangible assets with definite useful life are tested for impairment in the
presence of any indication that the book value of the asset may not be recovered. The rezioeeisbl
computed with reference to (i) the fair value of the property, plant and equipment or intangible asset, net of the
charges for disposal or (ii) the value in use if determinable and if it is above fair value.

In particular, the recoverable vatiieproperties is determined on the basis of an appraisal cbéiséex
valuations. The loss in value is reported only if the fair value less costs to sell, einthise/akiéess than the
book value.
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Similar to owned properties, the values of ofghte assets acquired through leasing are subject to impairment
testing, if the conditions are met. The test is performed when the following events or situations arise: full/partial
abandonment, undese or noruse of the leased asset. In additias,necessary to refer to indicators from

internal sources such as signs of obsolescence and/or physical deterioration of the asset, restructuring plans ar
closures of branches and external sources such as, for example, the increase in interestrredess af othe

return on the market for investments that may cause a significant decrease in the recoverable value of the asset.

Methods for recognising deferred tax assets (probability test)
The Bank verifies the possibility of recognising tax assetstbasgwbability test, as described below.

Forecast plans approved by the Board of Directors
plans cover a limited time horizon, the results subsequent to the plan horizon are assuauatierieta
those of the | ast year of the plan and increased
determining the value of companies.

In any case, the framework of the probability test is consistent with that of the impairment testhased for
measurement of goodwill, except for the specifics related to regulatory requirements (IAS 12 and IAS 36,
respectively) such as, for example, the possibility in the probability test to take into account business restructurin
and reorganisation actionsluded in the forecast plans, which is not considered in the goodwill impairment
test.

In order to reflect the uncertainty associated with realising future taxable income suitable to allow the recovery of
deferred tax assets, a discount factor is used ba data observable on the market and consistent with the risk
metrics of the investment in Banca MPS shares.

The application of this discount factor represents a method for reflecting the uncertainty connected with realising
future income; in any cagteis believed that the horizon considered for purposes of the taxable income test,
whose realisation is considered probable, cannot exceed 20 years.

In developing the probability test, where applicable, the national tax consolidation agreemenke iBavtkich
participates are taken into account.

ARAAA

Transparency obligations within the framework of public disbursements

Note that, at the reporting date of these financial statements, the contributions received by the Bank for 2019 in
relation to traimg activities totalling EUR 3.1 min are present in the National Register for State Aid and publicly
available in the ol ndividual Aiddé Transparency sec

https://lwww.rna.gov.it/sites/PortaleRNA/it_|T/trasparenza

BANCA MONTE DEI PASCHI DI SIENA


https://www.rna.gov.it/sites/PortaleRNA/it_IT/trasparenza

Notes to the financial statements Part A- Accounting policies 98

A.3 Information on portfolio transfers

The tables on transfers between portfolios of financial assets were not created, as the Bank did not carry out any
reclassifican transactions following the change in the business model.
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A.4 - Information on fair value

Qualitative Information

A.4.1.a Fair value level 2: measurement techniques and inputs used
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A.4.1.b Fair value level 3: measurement techniques and inputs used
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A.4.2 Measurement processes and sensitivity

A description of Level 3 instruments that show significant sensitivity to changes in unobservable inputs
provided below.

The column 0Ot her financi al assets measured at f
securitieso category valued according to the Credi
participative finamal instruments issued by Sorgenia S.p.A. and Nuova Sorgenia Holding S.p.A., respectively, as
part of the restructuring of the original debt position for a total amount of EUR 199.4 min. The securities are
measured according to the credit models andltleolztained is in line with the assumptions for asset recovery
underlying the binding purchase offer for Sorgenia S.p.A. proposed by F2i funds and Asterion Capital Partners ir
December 2019. The sensitivity of these positions, defined as the lossfaenivthg impact on nen
observable parameters such as the probability of default (PD) and loss given default (LGD) following a (negative
change in the administrative status of the counterparties, is quantified at approximately EUR 8.4 min.

The valuatiorof the junior tranche of the NPL securitisation, (nominal value of EUR 22 min), was carried out
using the Discounted Cash Flow method, discounting future cash flows based on expected collections. It is
estimated that a fluctuation in these values magmaueact on the value of the note of EOR min.

The column o0Other financi al assets measured at f a
(totalling EUR 268.0 miIn) that are required to be measured at fair value, as the caghafiovas do not
exclusively provide for the repayment of principal and payment of interest on the principal to be repaid (i.e., do
not pass the O0OSPPI testé), either by virtue of <cl &
amendmets. The fair value is calculated using the Discounted Cash Flow approach, applied in a different
manner depending on whether they are performing gamtorming loans: in the former case, the contractual

cash flows are discounted with aadjisted awe that incorporates risks that affect the cost of credit, cost of
funding, and capital; in the latter case, the recoverable value is discounted by applying a spread to include ris
inherent in a possible sale on the market. The unobservable paragnPretsahility of Default (PD), Loss

Given Default (LGD) and the different spreads for performing andarforming assets. The change in these
parameters, of 10%, 5%, 1%, and 1%, respectively, would have an impact on fair value of approximately EUR
10 nin.

This category includes EUR 5.6 miIn for the investment in the Voluntary Scheme, represented by the share:s
resulting from the conversion of the subordinated security issued by Carige following the bank's capital
strengthening transaction.

The majority ofhe units of UCITS refers to units of funds received in exchange for the salpesfararing
loans (Back2bonis, IDEA CCR | and Il) equal EUR 36.3 min. The Bank has estimated the value of these units as
the sum of the present values of the expectedifsinidbutions (DCF). The inputs used are as follows:

1 cash flows related to net distributions to investors envisaged in the business plans/management reports;

1 discount rate of 10.4%, estimated as the implicit rate in the collections realised instie dispo
transactions for unlikely to pay positions that the Bank has implemented over the past two years.

A change in the discount rate {f®6) and forecasted distributions (£0%) would result in the following
range of values: EUR 31411.5 min.

Lastly,the category of units of UCITS contains the total of contributions, made from June 2016, to the Italia
Recovery Fund (formerly Atlante due) for a book value of EUR 10 min. This position takes into account the
fundds residual-offafstseet swafmarntéeuiwry tienvest ments
Veneto Banca).

The OFinancial assets measured at fair value throu
the shareholding in Bank of Italy (EUR 187.5 min), measuredhesibgdounted Cash Flow method. The
shareholding was measured with the methodology identified by the Committee of Experts in the document
ORevaluation of shareholdings in the Bank of It al
adopted @ reach the end result, but identified the following -spttyific parameters: the market beta, equity

risk premium, and the cash flow base. The valuation of that equity investment is also confirmed in market
transactions carried out in recent yearstigic banks. The range of possible values that can be assigned to
these parameters cause the following changes in value: rougiy BEWRfor every 100 bps increase in the

equity risk premium, roughly EUs4 min for every 10 pp increase in the méddzt, and roughly EUR2

min for every 10 pp increase in the cash flow base.
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This category also includes equity securities representing all investments designated at fair value that could not be
measured according to a maketed model. These positiansount to approximately EUR 42 min.

A.4.3 Fair value hierarchy

IFRS 13 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measuremetedaterrent market conditions.

The fair value of financial instruments listed in active markets is determined by using quoted market prices;
quoted market prices for similar instruments or internal valuation models are used for other financial
instrumend.

Financial instruments are classified in three different levels according to the reliability of the inputs used during
measurement.

The methods for classifying financial instruments in theleketdair value hierarchy are shown below.

Level 1

This level shall include financial instruments measured using unadjusted quoted prices in active markets for
identical instruments.

IFRS 13 defines an active market as a market in which transactions take place with sufficient frequency and
volume to provide formation on an ongoing basis. A financial instrument is quoted in a financial market when:

1 the quoted prices are readily and regularly available from an exchange, dealer, broker, industry group, pricing
service, authorised body or regulatory agency;

M theqwoted prices represent actwual and regularly occur

If the quoted prices meet these criteria, they represent the best estimation of fair value and must be used to
measure the financial instrument.

From the efinition of active market set out in IFRS 13, it is inferred that the active market concept is particular
to the individual financial instrument being measured and not to the market on which it is listed; the fact that a
financial instrument is quotedarregulated market is therefore not in itself sufficient for the aforementioned
instrument to be defined as listed in an active market. Conversely, a financial instrument that is not traded in a
regulated market may present sufficient frequency and viuihés be classified in level 1 of the fair value
hierarchy.

Levels 2 and 3
Financial instruments not listed in an active market must be classified in level 2 or 3.

Classification in level 2 rather than level 3 is determined on the basis of neaxkedtilaip<of the significant

inputs used to determine fair value. A financial instrument must be fully classified in a single level; if inputs
belonging to different levels are used for the purpose of measuring an instrument, the aforementioned
instruments classified based on the lowest level of input that is significant to the fair value measurement.

An instrument is classified in level 2 if all significant inputs are directly or indirectly observable on the market. An
input is observable if it refleth® same assumptions used by market participants, based on independent market
data.

Level 2 inputs are as follows:

a) quoted prices on active markets for similar assets or liabilities;
b) quoted prices for the instrument in question or for similar instrunmentatactive markets, i.e. markets
where:
- there are few transactions;
- the prices are not current or they vary substantially over time and between the different market
makers
- little information is made public;
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c) observable market inputs other than quoteg (e.g. interest rates or yield curves observable in different
buckets, volatility, credit curves, etc.);

d) inputs that derive primarily from observable market data, the reporting of which is confirmed by parameters
such as correlation.

A financial instrment is classified in level 3 if the measurement techniques adopteebbseraable market
inputs and their contribution to estimating fair value is deemed significant.

All financial instruments not listed in active markets are classified in leret 3 wh

1 despite having observable data available, significant adjustments baselsenvadite data are required;

1 the estimate is based on internal assumptions on future cash flows and risk adjustment of the discount
curve.

It should also be noted that aedgjess of whether measurement techniques adopted ds@&wable market

inputs, the Bank deemed it appropriate and conservative to include in Level 3 of the fair value hierarchy any
instruments not listed in active markets which are complex bynt&iiafi structure or for which there is no

clear measurement method recognised as standard in the market and adjustable based on observable prices
comparable structures.

This applies, for example, to assets in the structured credit category notlistadive market. Although, in

some cases, this category could avail itself of appropriate measurement models that make use of observak
market inputs (e.g. credit default swap curves) or quotations by primary counterparties, the lack of a liquid marke
on correlations in the wake of the financial crisis made it necessary to use subjective estimates. Given th
complexity of these structures, the Bank decided to classify these instruments in level 3, in the absence of a
active market, regardless of thHeseovability of input parameters significant for their -toanodel
measurement.

The processes used to measure level 3 instruments are based on a shared analysis of the types of instruments
underlying risk parameters by the Bank's Business funatioRsska Management. The analysis is completed

with the formulation of a pricing model and/or a model for determiningbsamvable market inputs, which is

subject to final validation by Risk Management. At different time intervals depending on thestiypeerfts

(though commonly on a monthly basis) on the back of directly observable market inputs, the Bank's business
functions proceed with determining the-nbservable market inputs and measuring instruments of level 3. The
Risk Management functidrased on a shared methodological approach, proceeds with the final validation of fair
value. In support of this activity and with a view to ensuring an adequate level of auditability, assessment dat
sheets have been introduced and are updated emaiky basis for individual instruments classified in level

3, which contain a brief description of the instrument, pricing methods adopted and details about inputs used for
fair value measurement.

As for fair value transfers between different levelsnatesl that the Bank has set some rules to determine
whether a financial instrument is level 1 or 3; level 2 is determined, from the logical point of view, on a residual
basis. When an instrument no longer meets the conditions for classification iorl&;ed hew level is
determined.

A.4.4 Other information

With reference to par. 93 let. (i) of IFRS 13, note that the Bank does not Holdnuiel assets measured at
fair value on a recurring and freourring basis.

With reference to par. 96 of IBAR.3, the Bank does not apply the portfolio exception provided for in par. 48 of
IFRS 13.
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Quialitative Information

A.4.5 Fair value hierarchy

A.4.5.1 Assets and liabilities measured at fair value on a recurring basis: breakdown by fair value level.

Asset and liabilities measured at fair
value

1, Financial assets measured at fair \
through profit and loss of which:

a) Financiale asset held for trading

b) Financial assets designated at fe

value

c) other financial assets measured

fair value mandatory

2. Financial assets measured at fair \
through other comprehensive incom

3. Hedging derivative

Total assets

1. Financial liabilities held for trading -

2. Financial liabilities designated at f.

value

3. Hedging derivative

Total liabilities

3112 2019 3112 2018

Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
37 781,167 562,676 1,343,880 99,879 1,920,757 531,428 2,552,064
37 680,113 - 680,150 99,879 700,689 - 800,568
- 101,054 562,676 663,730 - 1,220,068 531,428 1,751,49¢
5,795,379 539,819 229,100 6,564,298 9,781,797 517,194 234,169 10,533,16(
- 71,392 - 71,392 - 257,676 - 257,676
5,795,416 1,392,378 791,776 7,979,570 9,881,676 2,695,626 765,597 13,342,89¢
583,507 - 583,507 - 623,032 - 623,032
- 372,837 - 372,837 - 370,200 - 370,200
- 1,315,905 - 1,315,905 - 907,617 - 907,617
- 2,272,248 - 2,272,248 - 1,900,849 - 1,900,849

Thefinancial instruments measured at fair value and classified in level 3 of the hierarchy consist of instruments not listed in

active markets, valued using the firkodel approach, for which input data include, inter alimhsenvable market data
signficant for measurement purposes or observable market data that requires significant adjustment toirsssh@iieon

data, or that requires internal assumptions and estimations of future cash flows.

Additional information on level 3 financial instrumeatsbe found in the comments under the tables for the individual
balance sheet items concerned.

The fair value of some financial assets, particularly the bonds for approx. EUR 2 min, worsened during the year from level 1
to level 2. This was essentiallg tb worsening of the liquidity conditions of the securities (measured in terpaslof bid

spread of

instruments.

the 1

sted

price),

|l eading

to

the |

ev ed

transfer

As for OTC derivativein compliance with IFRS 13, the Bank calculates adjustments to values, obtained through valuation
models using ridkee interest rates, to take account of the creditworthiness of the individual counterparty. This risk measure,

known as Credit Value Adjment (CVA), is estimated for all OTC derivative positions wittotiateralised institutional

and retail counterparties. The methodology is based on the calculation of expected operational loss linked to counterparty

rating

and

e s tsidunatidneTthe emposura ingudes futtré avedifivariations representednisy lsldadket

consistent probability measurements are employed in the calculation of CVAs in order to gauge market expectations resulting
from CDS prices without, however, loshghistorical information available within the Bank.

The impact of the CVA as at 31 December 2019 amounted td ZB8RIn.

The Bank calculates the value adjustment of OTC derivatives in a mirror image fashion and on the same perimeter to take
into accout its creditworthiness, Debit Value Adjustment (DVA). As at 31 December 2019, the DVA amounts to a total of

EUR 4.4 min.
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A.4.5.2 Annual changes of financial assets measured at fair value on a recurring basis (level 3)

1. Opening balance
2. Increases
2.1 Purchase
2.2 Profit posted to:
2.2.1 Profitand Loss
- of which capital gains

2.2.2 Equity

2.3 Transfers from other levels

2.4 Other increases
3. Decreases
3.1 Sales
3.2 Redemptions
3.3 Losses posted to:
3.3.1 Profit and Loss
- of which capital losses

3.3.2 Equity

3.4 Transfers to other levels

3.5 Other decreases

4. Closing balance

The most significant amountsgept ed i n

requirementséd

T 02.1
for EUR 1.3 min;
i 02.2.1

Prof i

3112 201

Financial assets measured at fair value througt

profit and loss

Financial assets

measured at fair

of which: .Of WhiChii €)  value through
: . financial assets other
Total 3) financial measuerd at fail  comprehensive
assets held for value b
Rl mandatory

531,427 - 531,427 234,169
275,838 - 275,838 1,660
1,882 - 18,047 -
170,316 - 170,316 296
170,316 - 170,316 -
169,903 - 169,903 -
- X - 296
36,310 - 36,310 -
67,330 - 51,165 1,364
244,588 - 244,588 6,729
33,678 - 33,678 5,249
31,325 - 31,325 -
107,718 - 107,718 1,480
107,718 - 107,718 -
107,137 - 107,137 -
- X - 1,480

71,867 - 71,867 -
562,677 - 562,677 229,100
the column 00Other financi

corresponding to the Iline item are

ts

al

ass

shown

P yequaht@BEJR §.&min, includles purchase of loans from the former subsidiary BMP Bélgio S.

char-géedwhochhgai nsd6mef sEbdRem@0t ml n,
revaluation of both convertible bonds issued by Sorgenia Group, equity instruments issued by Nuova Sorgenia

Holding S.p.&.and Tirreno Power S.p.A., and finally EUR 14 min for the revaluation of loans sold during the

year;
T 02.3

Transfers

from other |l evel sé6 amo

or deriving from restructuring transactiontheforiginal credit positions;
i n c 623k exdudles approxamiatelyt EJR B5UWni in positions that during the year
were reclassified from the loan portfolio at amortised cost to the portfolio of other assets measuree asfair va
per mandatory requirements due to substantial credit changes not consistent with the &SRR¢ltes new
disbursements. Also includbese purchase of units of the Back2bonis fund obtained in exchange for the sale of
non-performing loans as paf the Cuveeé transaction for EUR 16.1 min and

T 02.4 Ot her

8 The securities of Sorgenia Group and Nuova Sorgenia Holding S.p.A. are measured according to the credit models and th

unting t

0]

value obtained is in line with the assumptions for asset recovery underlying the binding purtdraSergéaia S.p.A.
proposed by F2i funds and Asterion Capital Partners in December 2019.
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03.1 Saleso6 of EUR 33.7 mln refers to the sale duri
03.2 Repaymentso of EUR 31.3 mln refers to collecti
0 3. 3ssek chharged to the income statemerft whi ch | ossesdé of -Houwmsddrifg7 . 1 ml
the year on noeperforming loans (EUR 76.9 min) and wdiens on debt securities (EUR 33 min, of which

EUR 8.4 min attributable to the junior noteglier Siena NPL securitisation and EUR 7.3 min for the investment

in the Voluntary Scheme in relation to Banca Carige), asunét af UCITS (EUR 13.6 min);

03.5 Other decreaseso6 equal to EUR 71.9 neftinmtror ef er s

Gestione Proprieta Immobiliari S.p.A. that were extinguished following the merger by incorporation in BMPS

which took place in 2019.

A.4.5.3 Annual changes of financial liabilities measured at fair value on a recurring basis (level 3)

ng
ons

n

This tablewas not completed as the Bank has did not have any liabilities measured at fair value on a recurring
basis during the year.

A.4.5.4 Assets and liabilities not measured at fair value or measured atfairnadueasisabreakdown hyefair va

level
Financial asset/liabilities not 31122019 3112 2018*
measured at fair value or measured Total Fair Total Fair
at fair value on a non -recurring basi Book value  Level 1 Level 2 Level 3 value Book value value
1.Loans to banks 107,036,499 6,888,721 34,104,395 71,649,302 112,642,418 101,603,299 104,078,84!
2. Property, plant and equipment h
roperty, p uip 314,583 - - 330217 339217 219,660 249,730
for investment
3. Non-current assets and groups ¢
e 75,233 - ; 917 917 71,683 228

assets held for sale

Total

107,426,315 6,888,721 34,104,395 71,989,436 112,982,552 101,894,642 104,328,80:

1. Deposits from customers 111,361,586 11,948,548 99,620,851 - 111,569,399 109,733,725 109,401,76:

2. Liabilities associated to disposal

groups held for sale

Total

111,361,586 11,948,548 99,620,851 - 111,569,399 109,733,725 109,401,76:

*The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.

With reference to assets and liabilities not measured at fair value, note that, in the context of financiahbifitets and li
measured at amortised cost, all loans to customers, other than debt securities, are considered level 3, sineeathe fair value
determined based on unobservable parameters, mainly attributable to estimates of expected losses caldokttad using ind
not observable on the market.

Loans to banks, other than debt securities angherforming loans, and deposits from banks/customers are considered
level 2. In particular, for liabilities at amortised cost other than securities issued, theehwag vaéd as an expression of
fair value, as permitted by IFRS 7.

For all the aforementioned portfolios, the rules followed for classification in hierarchy levels, as well as thentechniques a
parameters used in estimating fair value, shown in firsatgatents for disclosure purposes only, require significant
discretionary elements; therefore, it is possible that a different estimate of these parameters or the use of alternative
measurement techniques could lead to significantly different fair alaluetepending on the different purposes for
calculating them.

Assets that are not measured at fair value include property, plant and equipment held for investment purposes. The fair value
used for disclosure purposes is classified as level 3 inafobias it is determined based on appraisals or index valuations.

As at 31 December 2019, the items measured in the financial statements at fair valueanragdrasis refer to the
assets held for sale, in accordance with IFRS 5, primarilytateib | e t o | oans classified as
amortised costo6 that wildl be sol d.

For these assets held for sale, note that the fair value levels indicate only the assets measured at fair valedessat fair va

disposal costs. For assets asur ed at cost

assets held for sale/discontinued operations and assoc
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A. 5 | nf or dapane moht/lossh 0o

The Bank did not gerse day one profit/loss from financial instruments pursuant to paragraph 28 of IFRS 7
and other related IAS/IFRS paragraphs.
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Part B - Information on the balance sheet
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Section X Cash ad cash equivalertiem 10...........ccocciiuiicereice ettt 109
Section 2 Financial assets measured at fair value through profit antelms20.....................cocuee... 110
Section 3 Financial assets measured at fair value through other comprehensivdtemrogte......... 114
Section 4 Financial assets measured at amortisedEBt40.............cccoooeireere e 117
Section 5 Hedging derivativedtem 50............coiiiiirriieciee et 124
Section 6 Change in value of madredged financial assel®em 60.............ccccceoirirevinneiennneieienee 126
Section 7 Equity iINVESIMENESIEEM 7Q.......ccooiiiiiiieeresce et 127
Section 8 Property, plant and equipmeftem 8Q...........cccceeiieiieeeeecece e 131
Section 9 Intangible assSetdtem 0............cv oo 138
Section 10 Tax Assets and Liabilitiebem 100 (Assets) and Item 60 (Liabilities)..............ccccueu.e... 141
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110 (assets) and 70 (lADIlILIES).........c.oveiirererete e 152
Section 12 0ther assetsItemM L120.........cccciiiiiieereeiee e saese e ss e seeseseenessenennens 153
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Section 1 Financial liabilities measured at amortised BOBT 10.............cccoceieiirrinencirce e 154
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Section 3 Financial liabilities measured at fair val@en 30...........cccooeiiieiie e 159
Section 4 Hedging derivativedtem 40..............ccooiiiieeeieiece et 161
Section 5 Changes in value of matredged financial liabilitieem 50.............cccoriiienvninircene 163
Section 6 Tax liabilitieS IEM BQ...........cccoiiiei ettt enenaeneas 163
Section 7 Liabilities associated with rourrent assets held for sale and discontinued operatiimlsgg
Section 8 Other liabilitieS ITEM BO..........cccoi i eneean 163
Section 9 Provision for employee severance-Hayn 90............ooiiiiierernenreee e 164
Section 10 Provisions for risks and charg@8m 100.............ccooeirienenreienncee e 166
Section 11 Redeemable shardfem 120..........cccooiiiiiireeieee e 182
Section 12 Company equityltems 110, 130, 140, 150, 160, 170,.180.........cccceccmvmereirereriereiernens 183
12.4.c Proposal to cover losses under art. 2427.22septies of the.ltalian.Civil.Code............. 187
Other INFOIMALION.........ciiieiicc ettt eae et e et seebe s e e et e e eseebeseebessesensennnsenses 189
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ASSETS

Section 1- Cash and cash equivalentsitem 10

1.1 Cash and cash equivalents: breakdown

Total Total
3112 2019 3112 2018
a) Cash 829,508 897,757
b) Demand deposits with central banks 627 36,586
Total 830,135 934,343
The | ine o0Demand deposits with central banks6 does not
OFinanci al as s eetds cnoesatsou, r eudn daetr al nooarntsi st o banks.
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Section 2- Financial assets measured at fair value through profit and loskem 20

2.1 Financial assets held for trading: breakdown

Total 31 12 2019 Total 31 12 2018
Voci/Valori
Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
A. Balance-sheet assets
1. Debt securities - 8 - 8 99,818 105 - 99,923
1.1 Structured securities - - - - - - - -
1.2 Other debt securities - 8 - 8 99,818 105 - 99,923
2. Equity instruments 36 - - 36 61 - - 61
3. Units of UCITS 1 - - 1 1 - - 1
4. Loans - - - - - - - -
4.1 Repurchase agreements - - - - - - - -
4.2 Others - - - - - - - -
Total (A) 37 8 - 45 99,880 105 0 99,98t
B. Derivatives - - - - 0.0 0.0 0.0 0.0
1. Financial derivatives: - 678,905 - 678,905 0 693,387 - 693,387
1.1 held for trading - 578,640 - 578,640 0 603,942 - 603,94:
1.2 fair value option - 100,265 - 100,265 - 89,445 - 89,44%
1.3 Others - - - - - - - -
2. Credit derivatives: - 1,200 - 1,200 - 7,196 - 7,196
2.1 held for trading - 1,200 - 1,200 - 7,196 - 7,196
2.2 fair value option - - - - - - - -
2.3 Others - - - - - - - -
Total (B) - 680,105 - 680,105 - 700,583 - 700,583
Total (A+B) 37 680,113 - 680,150 99,880 700,688 - 800,56¢

Criteria adopted for classificatiohaiof Yahaechaér amchy & manr
Section A. 4, OFair value disclosureo6 of Part A, OAccount.i
reference should be made.

During 2019, government securities were sold for a total of EURI98.8 m s h o wn i n-shkei assetsOther2 o0 Bal anc
debt securitiesé in the Level 1 col umn.
As a result of the provisions set out in | FRS -$heewi th rega

assetsOt her debt iscldesdehtsecudatiesipledgeédsnaepos and securities lending transactions carried out in
respect of own securities posted to the trading book.

At the reporting date, the aggregate does not include senior, mezzanine and junior exposures as®ankdaith the
reference to own and third party securitisation transactions.

Derivatives connected with fair value option instruments are also classified as derivative instruments: these obver the risks
funding designated at fair value arising from posg#lest rate fluctuations and from any embedded options irafixed

and structured bonds issued by the Bank (natural hedging). The positive fair value of these derivatives is shown in the table
Il i nel2MBailr value optioné.

By convention, suadtterivatives are classified in the trading book. In terms of their representation in the income statement,

they comply with rules similar to the rules applicable to hedging derivatives: positive and negative spreads edmargins settl

or accrued until theeporting date are recognised as interest income and expense, while valuation profits and losses are posted
under item 80 of the income statement, ONet profit (Il oss)
value option, for whic pr of i t , l oss, capital |l osses and capital gains
financial assets and liabilities measured at fair value through profit and loss a) financial assets and liabitiésimeasured

val ued o fstateniest. i nc o me
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2.2 Financial assets held for trading: breakdown by borrower/issuer/counterparty

Items/Amounts fowl Towl
31 12 2019 3112 2018
A. Balance sheet assets
1. Debt securities 8 99,923
a) Central banks - -
b) Public entities - 99,818
c) Banks - -
d) Other financial companies 8 105
of which: insurance companies
e) Non-financial companies
2. Equity instruments 36 61
a) Banks - -
b) Other financial companies 1 4
of which: insurance companies - -
¢) Non-financial companies 35 57
d) Other issuers: - -
3. Units of UCITS 1 1
4. Loans - -
Total (A) 45 99,985
B. Derivatives
a) Central couterparties - -
b) Others 680,105 700,583
Total (B) 680,105 700,583
Total (A+B) 680,150 800,568

The breakdown by borrower/issuer was carried out in accordance with criteria of classification by economic activity group
and sector laid down by the Bank alyit

2.3 Financial assets measured at fair value: breakdown
2.4 Financial assets measured at fair value: breakdown by borrower/issuer

Tables 2.3 and 2.4 were not completed since the Bank has no financial assets measured at fair value to report f
eitherthe current or previous year.
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2.5 Other financial assets measured at fair value as per mandatory requirements: breakdown

Items

1. Debt securities

Total 31 12 2019

Total 31 12 2018

Level 1

1.1 Stuctured secutities -

1.2 Other debt securities -

2. Equity instruments
3. Units of UCITD

4. Loans

4.1 Repurchase agreements -

4.2 Others
Total

The decre

Line 01.1
Sorgenia Group.

ase of

Level 2

35,506

35,506

65,548

101,054

Level 3
240,069
125,432
114,637

7,730
46,899
267,978

267,978
562,676

Total

275,575
125,432
150,143

7,730
112,447
267,978

267,978
663,730

approxi mately
repaymenby Casaforte of asdmicked securities in classes A, B and Z.

Structured

securiti

Level 1 Level 2 Level 3 Total
- 1,118,588 107,007 1,225,59¢
- 33,249 95,650 128,899
- 1,085,339 11,357 1,096,69€
- a 74,033 74,033
- 101,479 13,123 114,602
- - 337,265 337,265
- - 337,265 337,265
- 1,220,067 531,428  1,751,49%
EUR 1 bn posted in Iline 1.
esd6 as at 31 December 2019

Debt securities measured at fair value as per mandqtorgments also include EUR 53.2 min of exposures referring to the
(EUR 17.7

mezzanine

Line 02.

(EUR 35.5

Equity

secur

ml n)

itieso

and |j

ry Scleeimaiad at 81 Deaembenr201B, wftwhich IEWR 5t60
min relating to the capitalisation intervention for Banca Carige and EUR 0.8 min to the intervention for CR Cesena. The

uni or

ml n)

r

tranche:

decrease of approx. EUR 70 min compared to last year is due to the extinctigninéteguients of Perimetro Gestione
Proprieta Immobiliari S.p.A. as a result of its merger into the Bank.

Line 03.

36.3 min and the units in thdakte Fund for EUR 9.9 min.

Line 04.

Units

Loansé

of UCI

consi

TSSO

sts

contains

of

fi

nanci

n

al

evel 3

assets

At the reporting date, there are no equity securities arising from the recovery of irapaie¢déisets.

t he

t tes. t
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2.6 Other financial assets measured at fair value as per mandatory requirements: breakdown by
borrower/issuer

Voci/Valori Total Total
31 12 2019 3112 2018
1. Equity instruments 7,730 74,033
of which: banks 5,628 =
of which: other financial companies 1,106 1,559
of which: non-financial companies 996 72,474
2. Debt secuties 275,575 1,225,59¢
a) Central Banks - -
b) Public Entities - -
c) Banks 319 13,425
d) Other financial companies 127,452 1,144,93¢
of which: insurance companies - -
e) Non-financial companies 147,804 67,237
3. Units of UCITS 112,447 114,602
4. Loans 267,978 337,265
a) Central Banks - -
b) Public Entities - -
c) Banks - -
d) Other financial companies 13,295 18,687
of which: insurance companies - -
e) Non-financial companies 221,742 280,331
f) Families 32,941 38,247
Total 663,730 1,751,49¢

The main cumulative losses relating to equity securities of clearly poor credit quality are:

CISFI S.p.A. (EUR 10.9 min);

RCR S.p.A. (EUR 9.5 min);

Compagnia Investimento e Sviluppo (EUR 3.8 min)
Marinella S.p.A. (EUR 5.5 min);

Targetti Poulsen S.p.A. (EUR 3.7 min).

—( —( —( —( —(

During the course of the year, the Bank did not carry out furthedewite equity instruments of clearly rpoedit
quality.

Provided below is the breakdown by main categories of UCITS

Total Total
Categories/Amounts
3112 2019 3112 2018
Hedge Funds 398 1,030
Private Equity 75,133 74,944
Real estate 596 3,655
Credit recovery funds 36,320 34,973
Total 112,447 114,602

BANCA MONTE DEI PASCHI DI SIENA



Notes to the Financial Statements Part B- Information on the Balance Sheet 114

Section 3- Financial assets measured at fair value through other comprehensive inconiem 30

3.1 Financial assets measured at fair value through other comprehensiveine: breakdown

Total 31 12 2019 Total 31 12 2018
Items/Amounts
Level 1 Level 2 Level 3 Total Level 1 Level 2  Level 3 Total
1. Debt securities 5,794,384 526,018 - 6,320,402 9,781,600 502,700 - 10,284,30(
1.1 Structured securities - - - - - - - -
1.2 Other debt securities 5,794,384 526,018 - 6,320,402 9,781,600 502,700 - 10,284,30(
2. Equity instruments 995 13,801 229,100 243,896 197 14,494 234,169 248,860

4. Loans = = = = =

Total 5,795,379 539,819 229,100 6,564,298 9,781,797 517,194 234,169 10,533,16(

As a result of the provisions set out in IFRS 9 for the derecognition of financial assets, line 1.2 also includiéssdebt securi

committed in repos (liabilities) and securities lending transactions carried out for own securitiefinaostied dssets
measured at fair value through other comprehensive income.

Line 01.2 Other debt securitieso, amounting to about EUR 6
certain Italian government bond positions.

Line2. Equityseur i ti esd6 (Level 3 column) includes EUR 187.5 mln fo
It should be noted that EUR 2,729.7 min are subject to fair valueherging of the interest rate risk.

At the reporting date, the aggregate doesiclate the senior, mezzanine and junior exposures with reference to own and
third party securitisation transactions or equity securities arising from the recovery of impaired financial assets.
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3.2 Financial assets measured at fair value through other corahensive income: breakdown by
borrower/issuer

Items/Amounts fo fowl
3112 2019 3112 2018

1. Debt securities 6,320,402 10,284,30(
a) Central banks - -
b) Public entities 5,902,010 9,925,53(C
c) Banks 288,973 197,170
d) Other financial companies 96,582 66,888
of which: Insurance companies - -
e) Non-financial companies 32,837 94,712
2. Equity instruments 243,896 248,860
a) Banks 201,217 204,056
b) Other issuers: 42,679 44,804

- other financial companies 28,883 27,824

of which: Insurance companies - -

- non-financial companies 13,795 16,979

- others - -
4. Loans - -
Total 6,564,298 10,533,16(

The main cumulative losses relating to equity securities of clearly poor credit quality are:

I Restart S.r.L. (EUR 1 min recognised entirely during the previous year);
I Gabetti Group (EUR 2.7 min recognisedrdpprevious years);
I Arezzo Fiere (EUR 1.4 min, of winiEUR 1.3 min during the year).
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3.3 Financial assets measured at fair value through other comprehensive income: gross value and overall
value adjustments

Gross exposure Value adjustments
1 stage
i Partial
tov @iesli 2 stage 3 stage 1stage  2stage 3stage write-off (*)
risk
instruments
Debt securities 6,301,560 6,092,510 23,538 9,514 5,542 743 7,925 -
Loans - - - - - - - -
Totale 31 12 2019 6,301,560 6,092,510 23,538 9,514 5,542 743 7,925 -
Totale 31 12 2018 10,284,550 10,147,414 7,246 6,851 10,087 130 4,130 -
of which: purchased or
originated credit impairec X X - - X - - -
financial assets
* Value to be presented for disglosese pur
The | ine o0Debt securitiesdé of the | evel 3 column contains

9.5 min, downgraded to default during the previous year. The gross value is indicated as the sum of the faievalue as at th
reporting date and the value adjustment as at the same date; in particular, the latter is equal to the expected credit loss
recognised as an offsetting entry to item 130 b) ffof the in
byf i nanci al assets measured at fair value through other c¢comj
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Section 4- Financial assets measured at amortised costtem 40
4.1 Financial assets measured at amortised cost: breakdown of loans to banks

Total 31 12 2019

Book value Fair value
Type of transaction/Amount Gz il ofov;/r;ir(i:;:r:ra’r;zz
and Stage 3. . ) Total L1 L2 L3 Total
Stage 2 impaired financ
assets

A. Loans to central banks 9,282,052 - - 9,282,052 - 9,282,052 - 9,282,052

1. Time deposits 20,001 - - 20,001 X X X -

2. Compulsory reserve 9,262,051 - - 9,262,051 X X X -

3. Reverse repurchase agreements - - - - X X X -

4. Others - - - - X X X -
B. Loans to bank 22,864,122 236 - 22,864,358 21,994 22,695,266 237 22,717,497
1. Loans 21,614,105 236 - 21,614,341 - 21,613,774 237 21,614,011

;:pg;rtrsem accountsand demand 4 555913 157 - 1506070 X X X -

1.2 Time deposits 13,204,273 - - 13,204,273 X X X -

1.3 Other loans 6,903,919 79 - 6,903,998 X X X -

- Reverse repurchase agreements 4,919,339 - - 4,919,339 X X X -

- Finance leases - - - - X X X -

- Others 1,984,580 79 - 1,984,659 X X X -
2. Debt securities 1,250,017 - - 1,250,017 21,994 1,081,492 - 1,103,48¢

2.1 Sructured securities - - - - - - - -
2.2 Other debt securities 1,250,017 - - 1,250,017 21,994 1,081,492 - 1,103,48¢
Total 32,146,174 236 - 32,146,410 21,994 31,977,318 237 31,999,54¢

At the reporting date, theeiih includes neperforming loans for an amount of EUR 0.2 min (EUR 1.8 min as at 31
December 2018).

'‘Banks' also includes international entities of a banking nature subjected to zero weighting in accordance with prudentia
supervisory regulations on tremstardised approach to counterparty and credit risk.

The portfolio of o0Loans to banksdé includes | oans and de
reserve with the Bank of Italy which, at year end, amounted to EUR 9,2€RUR8r507.6 min as at 31 December 2018).
In accordance with regulations on average maintenance levelspfipegod balance of the compulsory reserve may be

subject to substantial changes in relation to the Bankid:
QUbi tem 0B. 1.-0tbtehedr, Iltwamd | ing EUR 1,984.6 mln, i ncludes
min.

It should be noted that EURI7.1min are subject tpecifidair vale -hedging of the interest rate risk.

At the reporting datehe aggregate does not include senior, mezzanine and junior exposures assumed by the Bank with
reference to own and third party securitisation transactions.
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Totale 31 12 2018
Book value Fair value
Type of transaction/Amount Stage 1
and Stage 3 Total L1 L2 L3 Total
Stage 2
A. Loans to central banks 6,527,635 - 6,527,635 - 6,527,635 - 6,527,635
1. Time deposits 20,001 - 20,001 X X X -
2. Compulsory reserve 6,507,634 - 6,507,634 X X X -
3. Reverse repurchase agreements - - - X X X -
4. Others - - - X X X -
B. Loans to bank 22,307,340 1,833 22,309,173 22,696 21,919,584 1,833 21,944,11%
1. Loans 21,074,620 1,833 21,076,453 - 21,072,030 1,833 21,073,86%
tlj'elpg:irtrsem accounts and demand ) g 105 190 1965522 X X X -
1.2 Time deposits 11,903,974 - 11,903,974 X X X -
1.3 Other loans 7,205,244 1,713 7,206,957 X X X -
- Reverse repurchase agreements 5,757,576 - 5,757,576 X X X -
- Finance leases - - - X X X -
- Others 1,447,668 1,713 1,449,381 X X X -
2. Debt securities 1,232,720 - 1,232,720 22,696 847,554 - 870,250
2.1 Sructured securities - - - - - - -
2.2 Other debt securities 1,232,720 - 1,232,720 22,696 847,554 - 870,250
Total 28,834,975 1,833 28,836,808 22,696 28,447,219 1,833 28,471,74¢
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4.2 Financial assets measured at amortised cost: breakdown of loans to customers

3112 2019
Book value Fair value
Type of transaction/Amount of which:
Stage 1 impaired or
and Stage 3 originated Total L1 L2 L3 Total
Stage 2 impaired finan
assets
Loans 61,548,130 4,560,171 41,050 66,108,301 - - 71,649,066 71,649,06€
1.1. Current accounts 4,624,616 630,083 2,115 5,254,699 X X X X
1.2. Reverse repurchase agreements - - - - X X X X
1.3. Mortgage 43,677,987 3,230,278 12,636 46,908,265 X X X X
14. Credit cards, personal loans 630882 23553 . 663435 X X X X
and fifth-of-salary backed loans
1.5. Finance lease - - - - X X X X
1.6. Factoring - - - - X X X X
1.7. Other transactiones 12,605,645 676,257 26,299 13,281,902 X X X X
- of which operating receivable 16,125 16,125 -
Debt securities 8,781,789 - - 8,781,789 6,866,727 2,127,077 - 8,993,804
1.1. Structured securities - - - - -
1.2. Other debt securities 8,781,789 - - 8,781,789 6,866,727 2,127,077 - 8,993,804
Total 70,329,919 4,560,171 41,050 74,890,090 6,866,727 2,127,077 71,649,066 80,642,870
OLosant o customersod also includes operating receivabl es

for the supply of nofinancial goods and services, posted to "Other assets" in item 150 of the Assets, subject to the
provisions pursuant t6RS 9, paragraph 5.5.15 a) i).

The item also includes loans to Monte Paschi Fiduciaria for EUR 0.3 min, for which, pursuant to IFRS 15.116, the certainty
of the revenue may be considered as consolidated only following actual collection by thersobggl@rgtbmers.

The column impaired acquired or originated almost entirely comprises the granting of new loans to-éréaichyimpn
counterparties. There were no business combinations carried out during the year for which impaired loaes were acqui

Line 02.2 Other debt securitieso, amounting to about EU
the purchase of Italian government securities during 2019. The aggregate also includes securities amounting to EUR 1.8
forsenror notes related the securitisation transaction on t
first half 2018.

It should be noted that EUR926.6nIn are subject pecifidair vale -hedging of the interest rate risk.

|
k

The line ao includes bonds not listed in active markets issued mainly by regional public bodies, e.g. municipal bonds (it.:
buoni ordinari comunali, BOC).

0OLoans to customersoé include | oans disbur sed ties,twith f unds
the Bank adopting partial or total risk. These funds are managed under the agreements signed by the Bank with Cass
Depositi e Prestiti (hereinafter CDP), in direct cooperation with ABI, and with regional financial institutions.rintgarticula

Group participated in the agreements set up by ABI and CDP:

1 to support the business sector. These activities aim to encourage the disbursement of loans, depending on the cas
to small and mediusized companies, essentially to ensure financialgeowtieosts for investments and/or
linked to requirements to increase working capital and purchase or lease operating assets. Loans to SMEs mus
have a term of over 12 months and the relative contractual conditions, which are not subject to CDPR funding, ar
the subject of independent negotiation between the interested parties. Loans to the final beneficiaries must b
assigned as collateral to CDP;

1 to support consumers. In this case, CDP provides funding aimed at encouraging access to secured mortgage loan
by natural persons, on residential properties designated as the principal residence on a priority basis and to
refurbishment and energy efficiency works. The terms and conditions of loans disbursed by the Bank to private
parties, which must have a termbetiveen 10 and 30 years, are not subject to CDP funding and are the subject of
independent negotiation between the parties, provided that use of the funding leads to an improvement in the
financial conditions offered to beneficiaries with respect toninwsally applied by the Bank. Loans to the final
beneficiaries must be assigned as collateral to CDP. Specifically, for 2019 the Bank did not use the funding
provided by the ABCDP Plafond Casa Agreemn, which is still operational;
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1 in favour of the terdry for natural disasters. With said initiatives, the funds made available by the CDP are
allocated to encourage subsidised loans to those impacted by the earthquakes of 2012 and 2016, and following the
series of natural disasters (floods, snowfallstosees, etc.) of 2013. The operational scheme envisages matching
transactions between CDP/Bank and Bank/Beneficiaries, with expected terms of 15/20/25 years. As exclusive
means of reimbursement of the loans disbursed, the tax credit specifically asignieeneficiary by the
legislation is accepted as payment, with discharging effect for the beneficiary, for the principal and interest of each
instalment of the loan up to the final expiry date. The Bank uses said tax credits with the methoddgstablished
the Italian Revenue Agency, through a netting mechanism. The Bank/Final Beneficiary loans are backed by
unconditional and irrevocable fidstmand guarantee by the Italian government, fully reimbursing principal and
interest. For the loans disbursetdiscretion by the Bank with respect to the beneficiary is envisaged, for reasons
linked to creditworthiness or determination of the rate to apply.

Conversely, with regard to management of resources made available by specific Regional Laws, tagdBankeoe

specific agreements stipulated with the regional financial institutions or to alternative instruments, sudallesl the so
ORotation Fundsé, al so established through r edingroade | | aws .
avail able with public funds -fmandng)part with the Bank&6s own r e

The procedure to manage the aforementioned resources is described in more detail below.

1 Anagreementis in place with Veneto Sviluppo, which defines the cstaradterihe granting of loans using the
funds (prerequisites of companies, objectives, amounts, etc.), including the methods and amount of subsidies, and
the maximum percentage that can be financed, in addition to the portion of funding borne tyy T édink
integrates the remainder with its own funds. The agreement requires the loan to be structured with two distinct
amortisation plans and that the risk of insolvency be fully borne by the Bank, even for the part disbursed with
public funds.

1 The Bank participates in initiatives of the Friuli Venezia Giulia Region aimed at facilitating access to loans by local
companies, establishing thecsal | ed ORotation fundsbé, including the FRI
Economiche- Rotation Fundgor Economic Initiatives), based on Regional Law 2/2012, and regional funds
pursuant to Regional Law 80/82. Availability of these funds is designated for the granting of loans at special
conditions, established by the Region and differentiated basedroblseof the available funds varies according
to the initiative and sector financed: it is generally equal to 50% of the total investment amount. It is possible to
supplement the portion not covered by public funds with own funds, up to the totalsised by the
company. In the case offiwancing, for transactions under Regional Law 80/82, the insolvency risk is fully borne
by the Bank; for transactions under Regional Law 2/ 201
both subsided loans (FRIE and Law 80/82), as total compensation for management of the loans and of the credit
risk, the Bank receives remuneration commensurate witastabteshed percentage, which differs based on the
amount of the loan. The disbursement aidosith funds under Regional Law 80/82 must be formalised with a
single agreement and two distinct amortisation plans, while for the FRIE, formalisation takes place with only one
single amortisation plan.

1 Other agreements stipulated with Finlombarda gavika disbursement of Bdhiktity ccefinancing loans in
percentages that depend on the various initiatives, for which the credit risk continues to be borne by the individual
lenders:

o O0Al Viao, ai med at sustai ni ng visagestheidishusenennadfat s by L
|l oan with the parties providing equivalent amounts
portion and at a fixed rate for Finlombardads porti

o O0Linea I nnovazioneo, ai med a trocessurmdvationnthrough thenv e st men
granting, to companies operating in Lombardy, ofBafldmbarda cdinancing, in conjunction with a
contribution to interest; the disbursement of a loan with a part by the Bank and an equal part by the
Entity, ataratedefned i n the agreement for the Banko6s porti
portion is envisaged in this case as well.

o O0Credito Adessob6, ai med at sustaining sikednanci al e
enterprises in the manufacturingyises and commerce sectors, to finance working capital requirements
connected to the commercial expansion of companies operating in Lombardy. The initiative envisages
the disbursement of mediderm loans, in the form of dmancing by BMPS and Finlomtear to
cover working capital requirements connected to commercial expansion: the portion of public funds
made available by BEI through Finlombarda, i s 40 %,
funds.

1  The Bank has taken on the Framework Agradmmestion defined between ABI and Finpiemonte to manage the
measures to facilitate the local economy. The facilitation measures alsofittdubéngabetween the Bank and
Finpiemonte for specific initiatives. In general, initiatives may envisaigedubsins with Finpiemonte funding,
which in some cases reaches 80% (even at zero rate) and for the remainder with Bank funding at the interest rate
defined by the agreement with the Entity. Credit risk finamcing continues to be borne by the iddal
financing party for its portion.
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3112 2018
Book value Fair value
Type of transaction/Amount of which:
Stage 1 impaired or
and Stage 3 originated Total L1 L2 L3 Total
Stage 2 impaired
financial asst
Loans 60,304,239 5,666,632 45,201 65,970,871 - - 68,945,130 68,945,13C
1.1. Current accounts 4,957,714 991,218 3,251 5,948,932 X X X X
1.2. Reverse repurchase agreements - - - - X X X X
1.3. Mortgage 42,738,210 3,696,496 17,263 46,434,706 X X X X
1'4'an(;r;g;:_(°)ir:j;r’;e;$:j d'(l’sz:s 738004 35958 - 773962 X X X X
1.5. Finance lease - - - -
1.6. Factoring - - - -
1.7. Other transactiones 11,870,311 942,960 24,687 12,813,271
- of which operating receivable 13,521 - - 13,521 - - - -
Debt securities 6,795,621 - - 6,795,621 4,128,553 2,491,800 41,614 6,661,967
1.1. Structured securities - - - - - - - -
1.2. Other debt securities 6,795,621 - - 6,795,621 4,128,553 2,491,800 41,614 6,661,967
Total 67,099,860 5,666,632 45201 72,766,492 4,128,553 2,491,800 68,986,744 75,607,097
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J

4.3 Financial assets measured at amortised cost: breakdown by borrower/issuer of loans to customers

Totale 31 12 2019

Type of transaction/Amount Stage 1 of which: impaire
and Stage 3 originated impai Total

Stage 2 financial asset
1. Debt securities 8,781,789 - - 8,781,789
a) Public entities 6,700,964 - - 6,700,964
b) Other financial companies 2,003,328 - - 2,003,32¢
of which: insurance companies 62,437 - - 62,437
¢) Non-financial companies 77,497 - - 77,497
2. Loans to 61,548,130 4,560,171 41,050 66,108,301
a) Public Entities 1,780,725 123,317 - 1,904,042
b) Other financial companies 3,686,142 39,403 1,751 3,725,54E
of which: insurance companies 135 1 - 136
c) Non-financial companies 23,382,350 2,615,852 31,381 25,998,20:
d) Families 32,698,913 1,781,599 7,918 34,480,51:
Total 70,329,919 4,560,171 41,050 74,890,090

Totale 31 12 2018
Type of transaction/Amount Stage 1 of which: impaire
and Stage 3 originated impai Total

Stage 2 financial asset
1. Debt securities 6,795,621 - - 6,795,621
a) Public entities 4,318,562 - - 4,318,562
b) Other financial companies 2,407,004 - - 2,407,004
of which: insurance companies 75,824 - - 75,824
c) Non-financial companies 70,055 - - 70,055
2. Loans to 60,304,239 5,666,632 45,201 65,970,871
a) Public Entities 1,980,579 118,782 - 2,099,361
b) Other financial companies 2,955,611 94,389 1,765 3,050,00C

of which: insurance companies 55 3 - 58

c) Non-financial companies 23,547,675 3,562,447 35,796 27,110,122
d) Families 31,820,374 1,891,014 7,640 33,711,38¢
Total 67,099,860 5,666,632 45,201 72,766,492
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4.4 Financial assets measured at amortised cost: gross value and overall value adjustments

Gross exposure Value adjustments

Stage 1 P_artial
write-off
of which: lo  Stage 2 Stage 3 Stage 1 Stage2 Stage 3 *)
credit risk
instrument:
Debt securities 10,039,175 9,377,535 - - 7,369 - - -
Loans 83,681,783 - 9135134 8548374 53,361 319,269 3,987,967 128,015

60,730 319,269 3,987,967 128,015

Totale 31 12 2019 93,720,957 9,377,535 9,135,134 8,548,374
428,943 5,966,280 139,960

Totale 31 12 2018 86,504,604 7,343,493 9,925,439 11,634,746 66,267

of which: purchased
originated credit impe X X 12,325 51,399 X 422 22,252 -

financial assets

* Value to hesented for disclosure purposes

For financi al assets included in the o0Stage 36 col umn,
overall value adjustments, which are equal to the difference between the expected reeonvketlyevghoss book value.
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Section 5 Hedging derivatives- ltem 50

5.1 Hedging derivatives: breakdown by type of contract and underlying asset

Fair value 31 12 2019 Total
Net Value

Level 1 Level 2 Level 3 Total 31 12 2019
A. Financial derivatives - 71,392 - 71,392 4,119,28¢
1) Fair value - 71,392 - 71,392 4,119,28¢

2) Cash flows - - - - -

3) Foreign investments - - - - -

B. Credit derivatives - - - - -
1) Fair value - - - - -

2) Cash flows - - - - -
Total - 71,392 - 71,392 4,119,28¢

Legend

NV = Notional or Nominal Value

The table displays the positive book value (fair value) of heefgiatves for hedges carried out through hedge accounting.

I nformation on the underlying strategies and objectives of
Part E ol nformation on Risks and hedging policiesbo¢.
Fair value 31 12 2018 Total
Net Value
Level 1 Level 2 Level 3 Total 3112 2018
A. Financial derivatives - 257,676 - 257,676 8,795,42¢
1) Fair value - 99,091 - 99,091 7,898,96:
2) Cash flows - 158,585 - 158,585 896,462
3) Foreign investments - - - - -
B. Credit derivatives - - - - -
1) Fair value - - - - -
2) Cash flows - - - - -
Total - 257,676 - 257,676 8,795,42E
Legend

NV = Notional or Nominal Value
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5.2 Hedging derivatives: breakdown by hedged portfolios and type of hedging

Fair Value Cash Flows 2
(]
Micro-hedge o ° ® g
q - > > (o) 2
Transaction/Type of s = 8 x [ o B ° 3 > Total
@ oy O3 = = 2z = c
hedge =P o202 0 T o = ° @ ] T I 3112 201
al v gnh o coO T o [} o o o =
2223555 8- 2 E £ g 5 3 2
§ g£93g S s S O E () = s = S
= = O (V8
1. Financial assets measi
at fair value through other 1,362 - - - X X X - X X 1,362
comprehensive income
2. Financial assets measi
) - X - - X X X - X X -
at amortised cost
4. Portfolio X X X X X X 4293 X - X 4,293
5. Other transactions - - - - - - X - X - -
Total assets 1,362 - - - - - 4,293 - - - 5,655
1. Financial liabilities 63,608 X 2,129 - - - X - X X 65,737
2. Portfolio X X X X - X - X - X -
Total liabilities 63,608 - 2,129 - - - - - - - 65,737
1. Expected transactions X X X X X X X - X X -
?. l.:l-n‘anaal assgts and X X X X X X . X i ) )
liabilities portfolio
Total 64,970 - 2,129 - - - 4,293 - - - 71,392

The table shows the positive fair values of hedging derivatives, classified by hedged assets or liabilities anmtjtype of hedgi
implemented.

In particuar, for financial assets, fair value rhiedging was used to hedge against interest rate risk on bonds classified in
the portfolio OFinancial assets measured at fair value
from unfavairable interest rate changes.

With reference to financial liabilities, fair value fhixlging of the interest rate risk refers primarily to hedges of liabilities
represented by fixedte issues; fair value maoedging of the interest rate risk refereedges of optional components
implicit in floatingrate mortgage loans.

More information on hedged assets and liabilities can be found in the tables contained in Part B of the notes for each sectio
of the balance sheet items to which the hedgedaiterpested.
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Section 6- Change in value of macrenedged financial assets Item 60

6.1 Change in value of hedged assets: breakdown by hedged portfolios

_ Total Total
Changes in value of hedged assets / Group components
31 12 2019 3112 2018
1. Positive changes 617,260 165,690
1.1 of specific portfolios: 617,260 165,690
a) loans and receivables 617,260 165,690

b) financial assets measured at fair value through other comprehensive income - -

1.2 overall = =
2. Negative changes - R
2.1 of specific portfolios: - -

a) loans and receivables - -
b) financial assets measured at fair value through other comprehensive income - -

2.2 overall - -

Total 617,260 165,690

The value adjustment concerns fixed and capped floating rate mortgage loan portfolios thatalerentrbedged

with derivatives to counter possible interest ratendsked fluctuations in value. As this is a rtemige, any gain or loss

on the hedged item attributable to the risk hedged may not directly adjust the value of said itemi¢ualikeelging), but

must be presented in this separate line item of the assets. The amounts in this item must be removed from the balance sheet
when the relevant assets or liabilities are derecognised.

Compared to 2018, in 2019 there was an increhsevialue adjustment to macro hedging due to the reduction in market
rates which led a significant increase in the fair value of the portfolio of hedeged items, against a decrease in hedging
derivatives.

The fair value of the corresponding hedging degsas shown respectively in Table 5.2 (assets) or Table 4.2 (liabilities),
both entitled OHedging derivatives: breakhedwmi rmgd hedlgwemrdn .por

The assets subject to macro hedging of interest risk riéfedtand capped floating rate mortgage loan portfolios included

in item 40 OFinancial akeehs mMeasusedmats@moamoserteadosd EI
December 2019 (EUR 11,819.8 min as at 31 December 2018). The suammfutitisand the one shown in this table

expresses the book value of these receivables, adjusted for profit or loss attributable to the risk hedged.
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Section 7- Equity investments- Item 70

7.1 Equity investments: information on shareholding

Registered Share holdin  Available

Company Name Headquarter Office % Volos %

A. Subsidiaries

Aiace Reoco s.r.l. Siena Siena 100.000
Cirene Finance Sur.l. Conegliano  Conegliano 60.000
Consorzio Operativo Gruppo Montepaschi Siena Siena 99.760
Enea Reoco s.r.l. Siena Siena 100.000
G.Imm.Astor s.r.l. Lecce Lecce 52.000
Magazzini Generali Fiduciari di Mantova S.p.a. Mantova Mantova 100.000
Monte dei Paschi di Siena Leasing & Factoring Banca per i Siena Siena 100.000
Monte paschi banque S.A. Parigi Parigi 100.000
Monte paschi fiduciaria S.p.a. Siena Siena 100.000
Montepaschi Luxembourg s.a. Lussemburgo Lussemburgo 99.200
Mps Capital Services Banca per le imprese S.p.a. Firenze Firenze 100.000
Mps covered bond 2 S.r.l. Conegliano  Conegliano 90.000
Mps covered bond S.r.l. Conegliano  Conegliano 90.000
Mps Tenimenti Poggio Bonelli e Chigi Saracini soc. agricolacg.slpt%{nuovo ST 100.000

Barardenga Barardenga

Siena lease 2016 2 Srr.l. Conegliano  Conegliano 10.000
Siena mortgages 07 5 S.p.a. Conegliano  Conegliano 7.000
Siena mortgages 09 6 Sr.l. Conegliano  Conegliano 7.000
Siena mortgages 10 7 Sur.l. Conegliano  Conegliano 7.000
Siena PMI 2016 S.r.l. Conegliano  Conegliano 10.000
Wise Dialog Bank S.p.a. in breve WIDIBA Milano Milano 100.000

B. Companies under joint control

Immobiliare Novoli S.p.a. Firenze Firenze 50.000

Integra S.p.a. Firenze Firenze 50.000
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Registered Share holdin  Available
Company Name Headquarter

Office % votes %

C. Companies under significant influence

Axa Mps Assicurazioni danni S.p.a. Roma Roma 50.000

Axa Mps Assicurazioni vita S.p.a. Roma Roma 50.000

Fidi Toscana S.p.a. Firenze Firenze 27.460

Fondo Etrusco Distrubuzione Roma Roma 48.000

Fondo Minibond PMl ltalia Conegliano  Conegliano 61.940

Fondo Socrate Roma Roma 21.000

Interporto toscano A. Vespucci Collesalvetti Collesalvetti 21.819
Microcredito di Solidarieta’ S.p.a. Siena Siena 40.000

Nuova Sorgenia Holding S.p.a. Milano Milano 16.670

S.i.t. Sviluppo imprese e territorio S.p.a. Roma Roma 19.969
Sansedoni Siena S.p.a. Siena Siena 21.754 33.674
Terme di Chianciano S.p.a. Chianciano  Chianciano 18.816

Terme Terme

Equity investments in subsidiary companies, jointly controlled companies and companies under significant influence are
valued at cost.

The classification criteria of the equity investments in subsidiary companies, jointly controlled companies and companies
undersi gni fi cant influence are illustrated in Part A OAccount

For further details on changesEqusietey cionnvneesnttnse nttos :t haen nsuuabl s ecght

7.2 Significant equity inveiments: book value, fair value and dividends earned
7.3 Significant equity investments: accounting information
7.4 Non-significant equity investments: accounting information

The information referred to in the above items is not provided in that theld®aptepares the consolidated
financial statements.
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7.5 Equity investments: annual changes

Total Total
3112 2019 3112 2018
A. Opening balance 2,653,301 3,079,197
B. Increases 252,868 75,598
B.1 Purchases 46
B.2 Write-backs - 68,55t
B.3 Revaluations -
B.4 Other increases 252,822 7,041
C. Decreases 142,920 501,49
C.1 Sales 1,550 5,813
C.2 Value adjustment 30,516 451,372
C.3 Depreciation - -
C.4 Other decreases 110,854 44,309
D. Closing balance 2,763,249 2,653,301
E. Total revaluation - -
F. Total write-downs 2,906,352 2,918,997
Bel ow are the main changes in the item OEquity invest me
Line B.4 00Other increaseso includes:

I EUR 2.8 min for gainsecognised following the liquidations of the following subsidiaries: Consumit.it
Securitisation S.r.l., Siena Consumer 2015 S.r.l., Siena Consumer S.r.l. and MPS Preferred Capital Il LLC.

T EUR 250.0 min referring to the subscription to the share capitssim of the subsidiary MPS Leasing &
Factoring S.p.A. that occurred in April 2019.

In line with the indications of accounting standards, the measurement of impairment indicators for equity investments
resulted in valuation adjustments for EUR 30.5mindi cated in | ine 0C.2 Value adjust
controlling stake held in Banca Widiba S.p.A.

The decreases in |line 0C.4 Other decreaseso, totalling
of PerimetrdGestione Proprieta Immobiliari S.p.A. and approx. EUR 49 min related to the closure of the following vehicles:
Siena Consumer S.Bigna Consumer 2015 S.r.l,, Consumit.it Securitisation S.r.l., Siena PMI 2015 S.r.l., MPS Preferred
Capital | LLC., MPS Bferred Capital Il LLC, Antonveneta Capital Trust I, Antonveneta Capital Trust Il, Antonveneta
Capital LLC | and Antonveneta Capital LLC .
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7.6 Covenants on investments in jointly controlled companies

The information referred to in the above itemmoigprovided in that the Bank also prepares the consolidated
financial statements

7.7 Covenants on investments in companies under significant influence

The information referred to in the above items is not provided in that the Bank also preparedidhgedonso
financial statements

7.8 Significant restrictions

The information referred to in the above items is not provided in that the Bank also prepares the consolidated
financial statements

7.9 Other information

The information referred to in the abaeenis is not provided in that the Bank also prepares the consolidated
financial statements.

Impairment test on equity investments

As required by IAS/IFRS, equity investments were subjected to impairment testing in order to check whether

there is objectivevielence that the book value of the assets is not fully recoverable. In the case of investments in
associates and joint ventures, the process of identifying any impairment involves checking for the presence of
impairment indicators and determining any-doiten. For further details on the indicators used by the Group,

pl ease refer to part A of these NoMethsds forpcaloulatgg aph 0Us
i mpair ment on investmentso. I n t heeyueisdetermieed asf i mpai
the higher between the fair value net of selling costs and the value in use, and if the latter is lower than the book
value, the impairment is recorded. Regarding investments in associates or joint ventures, the impairment tests
deermined the need to recognise an impairment loss, irrelevant in amount (Euro 81 thousand), for the investee
S.i.t. Finanziaria di Sviluppo per | 6innovazione Tecn
the impairment test procedursuked in the writdown of the associate Trixia S.r.| (Euro 5.7 million) and of

the jointlycontrolled investment in Immobiliare Novoli S.p.A. (Euro 1.5 million).

For subsidiaries other than Wise Dialog Bank S.p.A. (Widibase valuation is carried mdirectly within

the scope of the impairment test of the only Cash Generating Units (IAS 36) identified at consolidated level as
part of the goodwill impairment test, to which reference should be made for furthéradetatk was carried

out on thepresence of any impairment triggers represented by a synthetic set of indicators starting from the 2019
budget targets and compared with the final figures as at 31 December 2019. In relation to the aforementioned
equity investments, the need emerged ke mavalue adjustment for Widiba (Euro 30.4 million) and Euro 35
thousand for the investee Consumit.it Securitization S.r.l.

As of 31 December 2018, the impairment test procedure has led to tHewwitd the subsidiaries MPS
Leasing& Factoring (Euro2a million), MPS Capital Services S.p.A. (Euro 169.0 million) and MPS Preferred
Capital | LLC (Euro 10 million).
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Section 8- Property, plant and equipment Item 80

8.1 Property, plant and equipment used in the business: breakdown of assets valuenbsit

Asset/Amount Towa
31 12 2019 31 12 2018*
1. Assets owned 1,958,643 781,055
a) land 703,246 275,181
b) buildings 996,288 249,078
c) furniture and furnishings 140,263 139,153
d) electronic systems 52,138 59,322
e) other 66,708 58,321
2. Right of use leasing 232,427 -
a) land - -
b) buildings 231,804 -
c) furniture and furnishings - -
d) electronic systems - -
e) other 623 -
Total 2,191,070 781,055

of which: obtained through the enforcement of the guarantees received = e
*The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 16.

Al l of the Bank®&6s property, pl ant and equipment i s mea:
from the value of buildings. In compliance with guidance
contained in document no. 4 of 3 March 2010 issued jointly by the Bank of Italy, Consob and Isvap, an overall property
appraisal was madéhwa view to determining any impairment losses to be posted to the income statement for the year;

di sclosure of these impairment | osses is provided in tt
business: annual changesbo.
I t e mAssetk owneda ) |l and and b) buildingsdé includes the asset

Proprieta Immobiliari S.p.A. into the Bank for EUR 434 mIn and EUR 767 min, respectively.

The rights of use acquired under leasing are neadly exttributable to real estate lease contracts. As at 31 December 2019,
the Bank has granted operating leases of owned assets for business use totallinglEU#Rt2e8/ in the categories a)

land and b) buildings. For more information on thesas$dhe Bank, as lessor and lessee, under the operating lease
agreements, see Part M of these Notes to the financial statements.

ltem 1 o0A&9etfsurcawmend ngso6 includes artworks whose value

As at the reporting date of thdggancial statements and for the comparison year, there wagpaedy, plant and
equipment under finance lease, obtained through enforcement of guaranteeasesl tthevhich paragraph 78 of IAS 40
applies.
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8.2 Property, plant and equipment heldof investment: breakdown of assets valued at cost

Total 31 12 2019

Asset/Amount Fair Value
Book value
Level 1 Level 2 Level 3 Total

1. Assets owned 314,583 - - 339,217 339,217

a) land 157,177 - - 152,829 152,829

b) buildings 157,406 - - 186,388 186,388

2. Assets leased - - - - -

a) land - - - - -

b) buildings - - - - -

Total 314,583 - - 339,217 339,217

of which: obtained through the enforcement o } ) } ) |

received
Al l of the Bank®&6s property, plant and equi pment i s measur e
from the value of buildings. I n caoimpnbei natn coef WA stshe tgsuéi daanndc er epc

contained in document no. 4 of 3 March 2010 issued jointly by the Bank of Italy, Consob and Isvap, an overall property
appraisal was made with a view to determining any impairment losses to be posted to theéememnéosthe year;

di sclosure of these i mpairment |l osses is provided in the
investment: annual changesbo.
ltem o01. Asagetlandwmend b) buil di ngs 6e memgear bf Pdrienstro Geastmnea s s et s

Proprieta Immobiliari S.p.A. into the Bank for EUR 47.5 min and EUR 76.8 min, respectively.

As at 31 December 2019, the Bank has granted operating leases of owned assets for investment purposes totalling EUR 139
min, entirelyn the categories a) land and b) buildings.

The criteria for classification of a tangible asset as a real estate investment pursuant to IAS 40 are descrilvgihgn the accou

policies, to which reference is made. The disclosure required by IAS 4Chpa&Balpitgr c) is not provided, as the
classification is not difficult.

As at the reporting date of these financial statements and for the comparison year, there was no property, plant and

equipment under finance lease, obtained through enforcemenanfegisaand the cases to which paragraph 75, letters c),
g), and h) of IAS 40 apply.

Total 31 12 2018

Attivita/Valori Fair Value
Book value
Level 1 Level 2 Level 3 Total

1. Assets owned 219,660 - - 249,730 249,730
a) land 120,176 - - 123,319 123,319
b) buildings 99,484 - - 126,411 126,411
2. Assets leased - - - - -
a) land - - - - -
b) buildings - - - - -
Total 219,660 - - 249,730 249,730
of which: obtained through the enforcement o ) _ ) ) )
received

8.3 Property, plant and equipment used in the business: breakdown of revalued assets
The Bank holds no revalued property, plant and equipment.
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8.4 Property, plant ancequipment held for investment: breakdown of assets measured at fair value

The Bank holds no property, plant and equipment measured at fair value pursuant to IAS 40.

8.5 Inventories of property, plant and equipment governed by IAS 2: breakdown

Total
Assets/Amounts
3112 2019 3112 2018
1. Gross closing balance of tangible assets obtained through enforcement of the guaran ) )
received
a) Land - -
b) Buildings - -
c) Furniture and furnishings - -
d) Electronic systems - -
e) Others - -
2. Others gross closing balance of tangible assets 251525 25,54(
Totale 25,525 25,540
0Ot hmevre nit ori es of property, pl ant and equipmento refer

merged by incorporation in 2014.
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https://www.gruppomps.it/investor-relations














































































































































































































































































http://eur-lex.europa.eu/legal-content/IT/ALL/?uri=CELEX:32014L0065&qid=1435045139484
http://eur-lex.europa.eu/legal-content/IT/ALL/?uri=CELEX:32014R0600&qid=1433803323190

































https://www.gruppomps.it/static/upload/ope/operazioni_con_parti_collegate_e_soggetti_collegati.pdf



























https://www.gruppomps.it/corporate-governance/remunerazione.html


























































































































































