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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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Report on operations

Results in brief

We provide below the main economic and financial figures of Banca Monte dei Paschi di Siena as at 31 December
2020, compared with those for the previous year. In addition, the key economic and financial indicators! are
provided, based on accounting data, corresponding to those used in internal performance management and
management reporting systems, and consistent with the most commonly used metrics within the banking industry,
thereby ensuring the comparability of reported figures.

The Alternative Performance Measures (APMs) provided in this section take into account the Guidelines provided
by ESMA on 5 October 2015, which Consob has incorporated in its supervisory practices (Communication no.
0092543 of 3 December 2015). These Guidelines became applicable as of 3 July 2016. Please note that, in line with
the indications contained in the update of the document “ESMA32_51_370 — Question and answer — ESMA
Guidelines on Alternative Performance Measures (APMs)”, published don 17 April 2020, no change have been
made to the APMs aimed to consider the effects of the COVID-19 crisis. It should be noted that for each APMs,
information is provided on its definition and calculation methods, and the amounts used in the calculation may be
identified through the information contained in the tables below or in the reclassified financial statements in this
Report on Operations.

Note that, starting from 2020, the income statement and balance sheet are presented according to the new
reclassification principles described in the sections “Income statement reclassification principles” and “Balance
sheet reclassification principles”. The values for 2019 have been restated for comparison with the previous year on
a consistent basis.

INCOME STATEMENT AND BALANCE SHEET FIGURES

MONTE DEI PASCHI DI STENA BANK

INCOME STATEMENT FIGURES (EUR mln) 3112 2020 3112 2019 Chg.
Net interest income 1,053.3 1,249.7 -15.7%
Net fee and commission income 1,353.8 1,388.7 -2.5%
Other income from banking business 150.9 358.8 -57.9%
Other operating income and expenses (27.9) (60.9) -54.2%
Total Revenues 2,530.2 2,936.3 -13.8%
Operating expenses (2,042.2) (2,102.6) -2.9%
Cost of customer credit (672.9) (605.4) 11.2%
Other value adjustments (2.9) (4.8) -39.6%
Net operating income (loss) (187.8) 223.6 n.m.
Net profit (loss) for the year (1,882.06) (1,174.4) 60.3%
BALANCE SHEET FIGURES AND INDICATORS (EUR mln) 3112 2020 3112 2019 Chg.
Total assets 134,364.6 125,576.0 7.0%
Loans to customers 63,643.5 66,438.8 -4.2%
Direct funding 88,895.1 83,703.8 6.2%
Indirect funding 96,847.0 96,832.4 0.0%

of which: assets under management 55,409.0 54,459.4 1.7%

of which: assets under custody 41,438.0 42.,373.0 -2.2%
Net equity 4,744.4 7,577.7  -37.4%
OPERATING STRUCTURE 3112 2020 3112 2019 Chg.
Total headcount - end of period 19,649 20,225 -576
Number of branches in Italy 1,418 1,422 4

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

! The indicators are calculated using the reclassified data shown in the chapters regarding income statement and balance sheet reclassification

principles.
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7 Report on operations

ALTERNATIVE PERFORMANCE MEASURES

MONTE DEI PASCHI DI STENA BANK

PROFITABILITY RATIOS (%) 3112 2020 3112 2019 Chg.
Cost/Income ratio 80.7 71.6 9.1
R.O.E. (on average equity) (30.6) (14.8) -15.8
ROA (1.4 0.9) -0.5
ROTE (30.6) (14.8) -15.8
CREDIT QUALITY RATIOS (%) 3112 2020 3112 2019 Chg.
Net non performing loans to customers / Loans to Customers* 2.6 7.1 -4.5
Gross NPL ratio 2.5 8.7 -6.2
Rate of change of non performing loans to customers (68.6) (40.5) -28.1
Bad loans to custormers/ Loans to Customers 0.6 3.6 -3.0
Loans to customers measured at amortised cost - Stage 2/Petforming loans to 18.7 141 4G
customers measured at amortised cost

Coverage of non performing loans to customers 41.4 47.8 -6.4
Coverage of bad loans to customers 56.8 51.6 5.2
Cost of customers loans/Customers loans (Provisioning)** 1.06 0.9 0.15
Texas Ratio 47.3 76.3 -29.0

* At 31 December 2019 the ratio, expressed as Net non-performing loans | Loans to customers, stood at 6.3% (2.2% at 31 December 2020).

** At 31 December 2019 the ratio, expressed as Net impairment losses on loans at amortised cost | Loans to customers at amortised cost

(Provisioning), stood at 0.83% (0.95% at 31 December 2020).

Cost/Income ratio: ratio between Operating expenses (Administrative expenses and Net value adjustments to property, plant
and equipment and intangible assets) and Total revenues (for the composition of this aggtegate, see the reclassified income
statement)

Return On Equity (ROE): ratio between the Net profit (loss) for the year and the average between the shareholders’ equity
(including Profit and Valuation Reserves) at the end of year and the shareholders’ equity at the end of the previous year.

Return On Assets (ROA): ratio between the Net profit (loss) for the year and Total assets at the end of the year.

Return On Tangible Equity (ROTE): ratio between the Net profit (loss) for the year and the average between the tangible
shareholders’ equity? at the end of year and that at the end of the previous year.

Gross NPE Ratio: gross impact of non-performing loans (NPLs) calculated based on the European Banking Authorithy
(“EBA”)3 guidelines as the ratio between Gross non-performing loans to customers and banks, net of assets held for sale, and
total Gross loans to customers and banks, net of assets held for sale. The Gross NPE ratio, presented also in previous reports
and expressed as the ratio between Gross non-performing exposures (NPEs) to customers / Gross exposures to customers,
thus including the securities component, stood at 3.8% at 31 December 2020 compared to 11.4% at 31 December 2019.

Rate of change in non-performing loans to customers: represents the annual rate of change in Gross non-performing loans
to customers based on the difference between annual balances.

Coverage of non-petforming loans to customers and coverage of non-performing loans to customers: the coverage
ratio on Non-performing loans and Non-performing loans to customers is calculated as the ratio between the relative loss
provisions and the corresponding gross exposures.

Texas Ratio: ratio between Gross non-performing loans to customers and the sum, in the denominator, of the relative loan
loss provisions and tangible shareholders’ equity?2.

2 Book value of shareholders’ equity inclusive of profit (loss) for the year, cleared of goodwill and other intangible assets.

3 EBA GL/2018/10.
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REGULATORY MEASURES

MONTE DEI PASCHI DI STENA BANK

CAPITAL RATIOS (%) 3112 2020 3112 2019 Chg.
Common Equity Tier 1 (CET1) ratio - phase in 13.3 16.8 -3.5
17.7 19.2 -1.5

Total Capital ratio - phase in

In determining the capital ratios, the “phase-in” (or “transitional”) version represents the application of calculation
rules according to the regulatory framework in force at the reporting date.

Common equity Tier 1 (CET1) ratio: ratio between primary quality capital* and total risk-weighted assets> (RWA).

Total Capital ratio: ratio between Own Funds and total RWA.

4 Defined by art. 4 of Regulation EU/2013/575 (Capital Requirements Regulation, CRR). It consists of the eligible elements and capital

instruments, net of the envisaged adjustments and deductions

? Risk-weighted assets: the result of the application of certain risk weights to exposures, determined according to supetvisory rules
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Reclassified accounts

Income statement reclassification principles

Note that, to allow a better interpretation of the Bank’s performance, starting from 2020, the value
adjustments/recoveries and the gains/losses on disposal related to loans to customers have been included in a
single aggregate called “Cost of customer credit”. Hence, this aggregate includes:

- the portion of loans to customers in item 130a “Net impairment losses/reversals on financial assets
measured at amortised cost ““ and item 140 “Modification gains/ (losses)”, which were previously included
under reclassified item “Net impairment losses of financial assets measured at amortised cost” (item no
longer present);

- the pottion of loans to customers in item 100a “Gains (losses) on disposal/repurchase of financial assets
measured at amortised cost” and item 110b “Net profit (loss) from other financial assets mandatorily
measured at fair value”, previously included under the reclassified item “Net profit (loss) from trading
and financial assets/liabilities measured at amortised cost and at fair value through profit and loss”;

- the portion relating to loans to customers of the financial statement item 170a “Net provisions for risks
and charges - commitments and guarantees given” previously included in the reclassified item “Net
provisions for risks and charges”.

The impairment losses/reversals relating to secutities and loans to banks have been classified under the item “Net
impairment losses on securities and loans to banks”. Thus, this item includes the portion related to securities
and loans to banks in item 130a “Financial assets measured at amortised cost” and item 130b “Net impairment
losses/teversals on financial assets measuted at fair value through other comptehensive income”.

To allow for continuity in the description of the Bank’s performance results, the 2019 figures have been restated.

The following are the reclassification criteria adopted for drafting the reclassified income statement:

Item “Net interest income” was cleared of the negative contribution (equal to EUR -5.6 mln) of the Purchase
Price Allocation (PPA), referring to past business combinations, which was reclassified to a specific item. The
aggregate was also cleared of the negative contribution (equal to EUR -13.6 mln) referring mainly to interest
expense relating to the financial debt included in the balance sheet of the spin-off to AMCO, which were
allocated to the reclassified item “Restructuring costs/One-off charges”.

Item “Net fee and commission income” was cleared of the negative contribution (equal to EUR -37.1 mln)
referring to fee and commission expense incurred as part of the non-proportional demerger plan with
asymmetric option of a set of non-performing loans in favour of AMCO, which was attributed to the
reclassified item “Restructuring costs/One-off chatges”.

“Dividends and similar income” incorporates item 70 “Dividends and similar income”.

Item “Net profit (loss) from trading, the fair value measurement of assets/liabilities and gains from
disposals/repurchases” includes item 80 “Net profit (loss) from trading”, item 100 “Gains (losses) on
disposal/repurchase”, cleared of the contribution from loans to customers (EUR +0.6 mln) reclassified in the
item “Cost of customer credit”, and item 110 “Net profit (loss) from other financial assets and liabilities
measured at fair value through profit or loss”, cleared of the contribution from loans to customers (EUR -4.4
mln) reclassified in the item “Cost of customer credit”. The item was cleared of the loss on the exposure to the
Voluntary Scheme of FITD, the Italian interback deposit protection fund (for the Carige intervention) for
approximately EUR 3.3 mln, reclassified to “Risks and charges associated with SRF, DGS and similar schemes”.
Item “Net profit (loss) from hedging” includes financial statement item 90 “Net profit (loss) from hedging”.
Item “Other operating income (expense)” includes the balance of item 200 “Other operating
expenses/income” net of stamp dutes and other expenses recovered from customers, which are included in
the reclassified item “Other administrative expenses” (EUR 239.7 mln) and net of other expenses recovered,
which are posted to “Net value adjustments to property, plant and equipment” (EUR 20.5 mln). The item was
also cleared of the amount relating to the recoveries of DTA fees collected by subsidiaries, reclassified to the
item “DTA fee” (EUR 9.2 mln).

Item “Personnel expenses” includes the balance of item 160a “Personnel expenses” reduced by the cost
component of EUR 93.1 mln, relating to provisions for the eatly retitement/solidarity fund initiative pursuant
to the agteement with the trade unions of 6 August 2020, reclassified to “Restructuring costs/One-off charges”.
Item “Other administrative expenses” includes the balance of income statement item 160b “Other
administrative expenses”, reduced by the following cost items:

- expenses, amounting to EUR 118.2 mln, resulting from the EU Deposit Guarantee Schemes Directive
(hereinafter “DGSD”) and Bank Recovery Resolution Directive (hereinafter “BRRD”) for the resolution

BANCA MONTE DEI PASCHI DI SIENA



Report on operations

of bank crises, posted under the reclassified item “Risks and charges associated with SRF, DGS and similar
schemes”;

- DTA fee, convertible into tax credit, for an amount of EUR 71.0 mln (posted to the reclassified item “DTA
fee”);

- charges of EUR 9.7 mln, relating to initiatives also aimed at complying with the commitments undertaken
with DG Comp, including expenses for the non-proportional demerger plan with asymmetric option of a
set of non-performing loans in favour of AMCO, stated under reclassified item “Restructuring costs/One-
off charges”.

This item also includes the portion of stamp duty and other expenses recovered from customers (EUR 239.7

mln) posted under item 190 “Other operating expenses/income”.

e Jtem “Net value adjustments to property, plant and equipment and intangible assets” includes the
values of items 180 “Net value adjustments to (recoveries on) property, plant and equipment” and 190 “Net
value adjustments to (recoveries on) intangible assets” and was cleared of the negative contribution (EUR -0.9
mln) referring to the Purchase Price Allocation (PPA), which was recognised in a specific item, while it
incorporates the amount of the expense recovery (EUR 20.5 mln) that was recorded under item 190 “Other
operating expenses/income”.

e Item “Cost of customer credit” includes the income statement components relating to loans to customers of
item 1002 “Gains (losses) on disposal/reputchase of financial assets measured at amortised cost” (EUR +0.6
mln), item 110b “Net profit (loss) from other financial assets mandatorily measured at fair value” (EUR -4.4
mln), item 1302 “Net impairment (losses)/reversals on financial assets measured at amortised cost” (EUR -
668.9 mln), item 140 “Modification gains/(losses)” (EUR -15.4 mln) and item 170a “Net provisions for risks
and charges - commitments and guarantees given” (EUR +15.2 mln).

e Jtem “Net impairment losses on securities and loans to banks” includes the portion related to securities
(EUR -2.4 mln) in item 130a “Financial assets measured at amortised cost” and item 130b “Net impairment
(losses)/teversals on financial assets measured at fair value through other comprehensive income” (EUR -0.5
mln)..

e Item “Other net provisions for risks and charges” includes the balance of financial statement item 170 “Net
provisions for risks and charges”, reduced by the component related to loans to customers of item 170a
“commitments and guarantees given” (EUR +15.2 mln), which was included in the specific item “Cost of
customer credit”.

e The item “Gains (losses) on equity investments” includes the balance of item 220 “Profit (loss) on equity
investments”.

e Item “Restructuring costs/One-off charges” includes the following amounts:

- Interest expense of EUR 13.6 mln referring mainly to the financial debt included in the dermerged assets
and liabilities transferred to AMCOYS, recognized in the financial statements under item 20 “Interest expense
and similar charges”;

- commission expense of EUR 37.1 mln relating to “Hydra M” transaction, accounted for in the financial
statements under item 60 “Net fee and commission income”;

- expenses tecognised in provisions for the eatly retirement/solidarity fund initiative equal to EUR 93.1 mln,
recognised in the financial statements under item 160a “Personnel expenses”;

- charges of EUR 9.7 mln, relating to project initiatives also aimed at complying with the commitments
undertaken with DG Comp, including for “Hydra M” transaction, accounted for in the financial statements
under item 160b “Other administrative expenses”;

- gains of EUR 2 mln linked to the definition of the price adjustment on the sale of BMP Belgio S.A.,
accounted for in the financial statements under item 250 “Gains (losses) on disposal of investments”.

e Jtem “Risks and charges associated with SRF, DGS and similar schemes” includes the charges deriving
from EU directives DGSD for deposit guarantee and BRRD for the resolution of bank crises, amounting to
EUR 118.2 mln, recognised in the financial statements under item 160b “Other administrative expenses”, as
well as the loss on the exposure to the FITD’s Voluntary Scheme (for the Carige intervention) for EUR 3.3
mln, recognised in the financial statements under item 110 “Net profit (loss) from financial assets and liabilities
measured at fair value through profit or loss”.

e  Theitem “DTA fee” includes the expenses related to the fees paid on DTA, which can be converted into tax

credit as set forth in art. 11 of Law Decree no. 59 of 3 May 2016, converted into Law no. 119 of 30 June 2016,

¢ For more information on the transaction, please refer to paragraph “Hydra M transaction — partial non-proportional demerger plan with
asymmetric option of a compendium of non-performing loans in favour of AMCO, included in Consolidated Report of Operations.
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totalling EUR 61.8 mln and recognised in item 160b “Other administrative expenses” (EUR 71.0 mln), net of
the shate recovered from subsidiaries, accounted for under “Other operating income/expense” (EUR 9.2 mln).
Item “Gains (losses) on disposal of investments” includes the balance of financial statement item 250
“Gains (losses) on disposal of investments” reduced by the positive effect linked to the definition of the
resulting price adjustment on the disposal of MP Belgio (EUR +2 mln), which was recognised in the reclassified
item “Restructuring costs/One-off charges”.

Item “Tax (expense)/recovery” includes the balance of item 270 “Tax (expense)/recovery on income from
continuing operations” cleared of the theoretical tax component relating to the Purchase Price Allocation
(PPA), which was reclassified to a specific item for an amount of EUR 2.1 mln.

The overall negative effects of the Purchase Price Allocation (PPA) were reclassified to a specific item,
excluding them from affected income statement items (in particular “Net interest income” for EUR -5.6 mln
and “Net value adjustments to property, plant and equipment and intangible assets” for EUR -0.9 mln, net of
a theoretical tax burden of EUR +2.1 mln which was added to the item).

Balance sheet reclassification principles

Note that, to allow a better interpretation of the Bank’s performance, starting from 2020, the reclassified balance
sheet schedules were revised to ensure better consistency between the aggregates and the instruments that comprise
them. The principal changes regarded:

- inclusion in Assets of the aggregate relating to Loans broken down, depending on the counterparty, into
“Loans to central banks”, “Loans to banks” and “Loans to customers”. These aggregates include credit
instruments, regardless of their accounting allocation among financial assets measured at amortised cost,
measured at fair value through profit and loss, or non-curtrent assets held for sale/disposal groups;

- inclusion in Assets of the aggregate “Securities assets”, which includes instruments that are more
specifically financial, regardless of their accounting classification as financial assets measured at fair value
through profit or loss, financial assets measured at fair value through other comprehensive income,
financial assets measured at amortised cost, or non-current assets held for sale/ disposal groups;

- inclusion in Liabilities of the aggregate “Securities issued”, segregating it from the previous reclassified
item “Deposits from customers and securities”.

To allow for consistency in the description of the Bank’s performance results, the 2019 figures have been restated.

The following are the reclassification criteria adopted for drafting the reclassified balance sheet:

Asset item “Loans to central banks” includes the portion relating to operations with central banks of item
40 “Financial assets measured at amortised cost”.

Asset item “Loans to banks” includes the portion relating to operations with banks of item 40 “Financial
assets measured at amortised cost” and item 20 “Financial assets measured at fair value through profit or loss”.

Asset item “Loans to customers” includes the portion relating to loans to customers of financial statement
items 20 “Financial assets measured at fair value through profit or loss”, 40 “Financial assets measured at
amortised cost” and 110 “Non-current assets held for sale and disposal groups”.

Asset item “Securities assets” includes the portion relating to securities of item 20 “Financial assets measured
at fair value through profit or loss”, item 30 “Financial assets measured at fair value through other
comprehensive income”, item 40 “Financial assets measured at amortised cost” and item 110 “Non-current
assets held for sale and disposal groups”.

Asset item “Derivative assets” includes the portion relating to derivatives of item 20 “Financial assets
measured at fair value through profit or loss” and item 50 “Hedging derivatives”.

Asset item “Equity investments” includes item 70 “Equity Investments” and the portion related to
y q p
investments in item 110 “Non-current assets held for sale and disposal groups”.

Asset item “Property, plant and equipment and intangible assets” includes item 90 “Property, plant and
equipment”, item 100 “Intangible assets” and the amounts related to property, plant and equipment and
intangible assets in item 110 “Non-current assets held for sale and disposal groups”.

Asset item “Other assets”, includes item 60 “Change in value of macro-hedged financial assets”, item 120
“Other assets”, and the amounts in item 110 “Non-current assets held for sale and disposal groups” not
included in the previous items.

BANCA MONTE DEI PASCHI DI SIENA
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e The liability item “Deposits from customers”, includes financial statement item 10b “Financial liabilities
measured at amortised cost - deposits from customers” and the component relating to customer securities of
financial statement item 10c “Financial liabilities measured at amortised cost - Debt securities issued”.

e  Liability item “Securities issued” includes item 10c “Financial liabilities measured at amortised cost - Debt
securities issued”; excluding the component relating to customer securities, and item 30 “Financial liabilities
measured at fair value”.

e Liability item “Due to central banks” includes the portion of item 10a “Due to banks” related to operations
with central banks.

e  Liability item “Due to banks” includes the portion of item 10a “Due to banks” related to operations with
banks (excluding central banks).

e Liability item “On-balance-sheet financial liabilities held for trading” includes the portion of item 20
“Financial liabilities held for trading” net of the amounts relating to trading derivatives.

e  Liability item “Derivatives” includes item 40 “Hedging derivatives” and the portion related to derivatives in
item 20 “Financial liabilities held for trading”.

>

e Liability item “Specific provisions” includes item 90 “Employee severance pay” and item 100 “Provisions

for risks and charges”.

e Liability item “Other liabilities” includes item 50 “Change in value of macro-hedged financial liabilities”,
item 70 “Liabilities associated with disposal groups” and 80 “Other liabilities”.

e  Liability item “Shareholders’ equity” includes item 110 “Valuation reserves”, item 120 “Redeemable shares”,
item 140 “Reserves”, item 160 “Share capital”; item 170 “Treasury shares” and item 180 “Profit (Loss) for the
year”.

00000

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

The income statement is presented according to the new reclassification principles described in the previous
paragraph. The values for 2019 have been restated for comparison with the previous year on a consistent basis.

Note that the results of 2020 were affected by the health emergency created by the spread of the COVID-19 virus,
starting from the end of February. In particular:

the Cost of Customer Credit was penalised by the effects deriving from the changed macroeconomic scenario
due to the spread of the pandemic, which influenced the portfolio’s risk levels, This effect was partly offset
by the positive impacts deriving from lower slips to default, thanks to the moratoria granted as part of the
Government Decrees issued following the COVID-19 emergency and the positive effects generated by the
acquisition of state guarantees on the loans disbursed. as part of the aforementioned Decrees,

Net fee and commission income was affected by the reduction in network operations resulting from the
restrictive measures inherent in social distancing that were gradually introduced by the Government to limit
the spread of the virus,

the results from trading activities were negatively impacted by tensions in the financial markets observed
especially in the first part of the year and linked to the COVID-19 emergency,

taxes recorded a negative contribution attributable neatly exclusively to the modification of the value of
deferred tax assets (DT'As) recorded in the financial statements, carried out due to the update in long-term
internal estimates of the income statement and balance sheet values to take into account changes in the
macroeconomic scenario caused by the pandemic.

BANCA MONTE DEI PASCHI DI SIENA
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Reclassified Income Statement

Change
MONTE DEI PASCHI DI STENA BANK 3112 2020 3112 2019
Abs. %o

Net interest income 1,053.3 1,249.7 196.4) -15.7%
Net fee and commission income 1,353.8 1,388.7 (349)  -25%
Income from banking activities 2,407.2 2,638.4 (231.2) -8.8%
Dividends, similar income 9.7 69.4 (59.7)  -86.0%
Net profit (loss) from trading, from financial assets/liabilities measuerd at
fair value and Net profit (loss) on disposals/repurchases 1383 2957 (1574 -532%
Net profit (loss) from hedging 2.9 6.2 9.1 n.m.
Other operating income (expenses) 27.9) (60.9) 330 -542%
Total Revenues 2,530.2 2,936.3 (406.1) -13.8%
Administrative expenses: (1,924.7) (1,974.7) 500  -2.5%

2) personnel expenses (1,303.8) (1,313.6) 9.8 -0.7%

b) other administrative expenses (620.9) (661.1) 402  -61%
Net value adjustments to property, plant and equipment and intangible 1175 (127.9) 104 81%
assets
Operating expenses (2,042.2) (2,102.6) 60.4  -2.9%
Pre-Provision Operating Profit 488.0 833.8 (345.7) -41.5%
Cost of customer credit (672.9) (605.4) (67.5) 11.2%
Net impairment (losses)/reversals on securities and loans to banks 2.9) 4.8) 1.9 -39.6%
Net operating income (187.8) 223.6 (411.4) n.m.
Net provisions for risks and charges (951.0) (156.0) (795.0) n.m.
Gains (losses) on investments 97.8) (52.4) 454)  86.6%
Restructuring costs / One-off costs (151.6) 17.7 (169.3) n.m.
Risks and charges associated to the SRF, DGS and similar schemes (121.5) (103.6) 17.9)  17.3%
DTA Fee (61.8) 614 04 07%
Gains (losses) on disposal of investments 40.2 2.8 374 n.m.
Profit (Loss) for the year before tax (1,531.3) (129.3) (1,402.0) n.m.
Tax expense (recovery) on income from continuing operations (346.9) (1,033.2) 6862  -66.4%
Profit (Loss) after tax (1,878.3) (1,162.5) (715.8)  61.6%
Profit (loss) for the year before PPA (1,878.3) (1,162.5) (715.8)  61.6%
PPA (Purchase Price Allocation) 4.3) (11.9) 7.6  -63.5%
Net profit (loss) for the year (1,882.6) (1,174.4) (708.2)  60.3%
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Net fee and commission income at 31 December 2020, amounting to EUR 1,354 mln, was down slightly
compared to the previous year (-2.5%). A significant part of the reduction in commissions derives from the reduced
placement of third-party consumer credit products and the reduction in commissions from services that were
affected, in particular, by lower customer transactions following the COVID-19 emergency. Asset management
fees, which were affected by the reduced operations of the Network during the lockdown months, were down by
-1.1%. Other net fee and commission income instead improved, due to the lower cost of the state guarantee
following the repayment of Guaranteed Government Bonds that took place in 1Q20.

Change Y/Y
Services /Value 3112 2020 3112 2019
abs. %
Asset management fee 570.7 576.9 (6.2) -1.1%
Product placement 183.7 200.8 17.1) -8.5%
Continuing fees 301.0 298.6 24 0.8%
Placement of securities 388 355 33 9.3%
Sales of Protection 472 42.0 52 12.4%
Fee and commission from traditional activities 817.2 946.4 129.2)  -13.7%
Credit fees 3471 4324 853)  -19.7%
Fees from foreign service 46.1 49.8 (3.7) -74%
Fees from other services 4241 464.2 (40.1) -8.6%
Other fee and commission income (34.1) (134.6) 100.5 -74.7%
Net fee and commission income 1,353.8 1,388.8 (35.0) -2.5%

Dividends and similar income amounted to EUR 10 mln, down EUR 60 mln compared to 31 December 2019,
which recorded dividends distributed by MPS Tenimenti for EUR 30 mln and a contribution from the participation
in insurance companies AXA-MPS for around EUR 19 mln.

Net profit (loss) from trading, fair value measurement of assets/liabilities and gains on
disposal/repurchase at 31 December 2020 amounted to EUR 138 mln, a decrease compated to the values
recorded in the previous year (-53.2%). The analysis of the main aggregates shows the following:

e Net profit (loss) from trading of EUR +19 mln, down compared to 31 December 2019, also due to the
elimination of the positive effects recorded in 2019 on derivatives hedging liabilities measured at fair value.

e Net profit (loss) from financial assets/liabilities measured at fair value through profit or loss was
negative for EUR 10 mln, a decline compared to the previous year (equal to EUR +119 mln), which had
benefited from the positive effects (for more than EUR 150 mln) from the revaluation of securities recognised
in assets resulting from the debt restructuring transactions of Sorgenia Group and Tirreno Power.

e DPositive results from disposal/repurchase (excluding loans to customers at amortised cost) of EUR 129
mln, up by EUR 4 mln compared to the previous year.

2020 FINANCIAL STATEMENTS
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Chg. Y/Y
Items 3112 2020 31122019
Abs. %

Financial assets held for trading - 24 24  -100.0%
Exchange rate effects 192 23.9 4.7) -19.7%
Derivatives 0.2) 25.2 (25.4) n.m.
Trading results 19.0 51.5 (32.5) -63.1%
Net profit (loss) from financial assets and liabilities measured at

. . 9.9) 119.2 (129.1) n.m.
fair value through profit or loss
Disposal / repurchase (excluding loans to customers measured at

. 129.2 1249 43 34%

amortised cost)
Net profit (loss) from trading, from financial assets and liabilities
measured at fair value and gains /losses from disposals/ 138.3 295.6 (157.3) -53.2%

purchases

The following items are also included in Revenues:

Net profit (loss) from hedging equal to EUR +3 mln, an increase compared to 31 December 2019
(EUR - 6 mln);

Other operating income (expenses), amounting to a negative EUR 28 mln, improved compared to
2019 (EUR -61 mln), which included the recognition of the indemnity linked to the exercise of the right
of withdrawal from the agreement entered into with Juliet (EUR 49 mln).

Operating expenses

Operating expenses totalled EUR 2,042 mln as at 31 December 2020, down 2.9% on the previous year. A closer
look at the individual aggregates reveals the following:

¢ Administrative expenses were EUR 1,925 mln, down by approximately EUR 50 mln from the previous year.
A breakdown of the aggregate shows:

Personnel expenses, equal to EUR 1,304 mln, fell 0.7% compared to 31 December 2019, benefiting
primarily from the lower average workforce (in relation, in particular, to the terminations related to the
use of the Solidarity Fund recorded in 2019 and in 4Q20) and the reduction in expenses deriving from
the extension of smart working as a result of the continuation of the COVID-19 emergency. This trend
was only partially offset by the contractual increases/adjustments related primarily to the effects of the
renewal of the National Collective Bargaining Agreement.

Other administrative expenses amounted to EUR 621 mln, down by 6.1% compared to the previous
year. Despite the higher expenses required to handle the COVID-19 emergency (specifically to purchase
Personal Protective Equipment and for cleaning), the aggregate benefited from the saving initiatives
adopted, as well as the savings linked to branch closures in 2019 and reduced operations during the
lockdown period.

¢ Net value adjustments to property, plant and equipment and intangible assets totalled EUR 118 mln as
at 31 December 2020, a deterioration of -8.1% compared to the same period of the previous year, principally
due to lower amortisation of intangible assets and depreciation of property, plant and equipment.

BANCA MONTE DEI PASCHI DI SIENA



Report on operations

18

Type of transaction 3112 2020

Wages and salaries (981.7)
Social-welfare charges (265.5)
Other personnel expenses (56.6)
Personnel expenses (1,303.8)
Taxes (200.8)
Furnishing, real estate and security expenses (61.3)
General operating expenses (174.5)
Information technology expenses 17.7)
Legal and professional expenses (120.4)
Indirect personnel costs (5.1
Insurance (46.3)
Advertising, sponsorship and promotions @1
Other (232.4)
Expenses recovery 239.7
Other administrative expenses (620.9)
Tangible assets (117.5)
Intangible assets 0.0)
Net value adjustments to property, plant and equipment and 17.5)
intangible assets

Operating expenses (2,042.2)

Chg Y/Y
3112 2019
Abs. %
(982.3) 06  -01%
267.8) 23 -09%
(63.5) 69 -109%
(1,313.6) 98  -0.7%
2162) 154 71%
(68.5) 72 -105%
a6y (128 7%
(19.2) 15 78%
(134.7) 143 -10.6%
©.3) 42 452%
(47.4) 11 2.3%
@2 0.1 4.5%
@252.7) 203 -8.0%
250.8 ALY -44%
(66L1) 402  -6.1%
(1278 103 -81%
©.1) 00  -801%
(12799 103 -8.1%
(21025 603 -2.9%

As a result of these factors, the Bank’s Gross Operating Income totalled EUR 488 min (EUR 834 mln as at 31

December 2019).
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Cost of customer credit

As at 31 December 2020, the Bank recognized a Cost of Customer Credit of EUR 673 miln, down by EURGS8
mln compared to 2019 (EUR -605 mln). It is hereby reiterated that:

- The 2020 figure includes roughly EUR 260 mln from the increase in adjustments deriving from the changed
macroeconomic scenario due to the spread of the COVID-19 pandemic.

- The 2019 value instead included a negative effect linked to the changed macroeconomic scenario and a net
positive effect connected to the exercise of the right of withdrawal from the servicing agreement entered into
with Juliet (positive effect deriving from the elimination of forecasted costs for the agreement, reflected in
value adjustments, partly offset by the negative effect of the simultaneous revision of the NPE reduction
strategy, which had entailed an acceleration in the 2019 disposal plan).

Excluding these effects, the aggregate decreased Y/Y mainly due to lower provisions on already impaired positions
and lower reclassifications to default, which benefited from the effects of the moratoria granted as part of the
Government Decrees issued following the emergency. COVID-19, only partially offset by the lower benefit
deriving from the return to performing of impaired positions. Compared to previous year, the aggregate also
benefited from the positive effects generated by the acquisition of state guarantees on loans disbursed as part of
the aforementioned Decrees.

The ratio between the Cost of customer credit and Loans to customers as at 31 December 2020 reflects a
Provisioning Rate of 106 bps (90 bps as at 31 December 20197).

Chg. Y/Y
3112 2020 3112 2019
Abs. %
Loans to customers measured at amortised cost (668.9) (618.1) (50.8)  8.2%
Modification gains/ (losses) (15.4) “4.2) (112) nm.
Gains/ (losses) on 'disposal/repurchase of loans to customers 06 74 80  nm.
measured at amortised cost
Net change of Loans to customers mandatorily measured at 44 ©23) 579 92.9%
fair value
Net provisAion for risks and charges on commitments and 152 86.6 (T14) -82.4%
guarantees issued
Cost of customer credit (672.9) (605.4) (67.5) 11.1%

The Bank’s Net Operating Income in 2020 was negative for approximately EUR -188 mln, against a positive
value of EUR 224 mln in the previous year.

7 At 31 December 2019 the indicator, expressed as Net impairment losses on loans at amortised cost / Loans to customers at amortised cost
(Provisioning),stood at 0.83% (0.95% at 31 December 2020).
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Non-operating income, tax and net profit for the period

The Result for the year included the following items:

Net provisions for risks and charges in the amount of EUR -951 mln, mainly allocated for legal risks, in
particular on previous share capital increase transactions and risks linked to contractual agreements. As at 31
December 2019, the balance was negative for EUR 156 mln, mainly attributable to provisions for
commitments assumed by the Bank against the compensation relating to transactions in diamonds.

Gains on equity investments amounted to EUR -98 mln, against a loss of EUR 52 mln in 2019.

Extraordinary costs/One-off charges, equal to EUR -152 mln, mainly relating to costs linked to the eatly
retirement initiative through the activation of the Solidarity Fund and to expenses (interest, fees and
commissions and other administrative expenses) relating to “Hydra M transactios”.

At 31 December 2019, the aggregate was positive for EUR 18 mln and included costs linked to project
expenses and the price adjustment for the disposal of BMP Belgio S.A., the effects of the early retirements
and the recoveries recognised by INPS on previous eatly retitement/solidatity fund procedures.

Risks and charges associated with SRF, DGS and similar schemes, with a balance of EUR -122 mln
consisting of the Banks’s contribution due to the Single Resolution Fund (SRF) recognised in the first quarter
of 2020 (EUR 47 mln), the additional amount due to the National Resolution Fund (NRF) recognised in the
second quarter of 2020 (EUR 15 mln), the total amount recognised to the Interbank Deposit Protection Fund
(DGS) (EUR 56 mln), and the net loss on the exposure with the FITD Voluntary Scheme for the Carige
intervention (EUR 3 mln.).

As at 31 December 2019, the aggregate, equal to EUR -104 mln, included the Banks’s contribution due to the
Single Resolution Fund (SRF) equivalent to EUR 42 mln, the additional amount due to the National
Resolution Fund (NRF) of EUR 15 mln, the total amount recognised to FITD (DGS) of EUR 39 mln, and
the net loss on the exposure with the FITD Voluntary Scheme (for the Carige intervention) amounting to
EUR 7 mln.

DTA fee, amounting to EUR -62 mln. This amount, determined according to the criteria set forth in Law
Dectee 59/2016, converted into Law no. 119 of 30 June 2016, represents the fee on DTA (Deferred Tax
Assets) as at 31 December 2020 that can be converted into a tax credit, net of the portion recovered from
subsidiaries (EUR 71 mln and EUR 9 mln, respectively).

Gains (losses) on disposal of investments of EUR 40 mln related to the sale of property. As at 31
December 2019, the aggregate was positive for EUR 3 mln.

Due to the changes discussed above, the Bank’s Loss before tax for the period stood at EUR -1,531 min,
compared to 31 December 2019, when there was a loss of EUR -129 mln.

Tax expense (recovery) on income from continuing operations recorded a negative contribution of EUR 347
mln (against EUR -1,033 mln in 2019) attributable nearly exclusively to the modification of the value of deferred
tax assets (DT'As) recorded in the financial statements, carried out due to the update in long-term internal estimates

of the income statement and balance sheet values to take into account changes in the macroeconomic scenario
caused by the pandemic. This review did not consider the forecasts of the 2021-2025 Strategic Plan approved by
the Board of Directors on 17 December 2020, but not considered final as it is subject to the approval of the
competent authorities.

Considering the net effects of the PPA (EUR -4 mln), the loss for the year of the Bank amounted to EUR -
1,883 mln, against a loss of EUR 1,174 mln in 2019.
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Reclassified balance sheet

The balance sheet is presented according to the new reclassification principles described in the previous section.
The values for 2019 have been restated for comparison with previous year on consistent basis.

Note that 2020 was affected by the health emergency created by the spread of the COVID-19 virus, starting from
the end of February. With reference to the balance sheet aggregates, please note, in particular, the increase in Direct
Funding and particularly in current accounts, following the prudent approach of customers to handle the

uncertainty of the economic context created with the spread of the COVID-19 emergency, growth which,
moreover, was seen in the entire banking system.

BANCA MONTE DEI PASCHI DI SIENA
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Reclassified Balance Sheet

Chg
Assets 3112 2020 3112 2019
abs. %
Cash and cash equivalents 759.2 830.1 (70.9)  -8.5%
Loans to central banks 28,321.6 9,282.1 19,039.5 n.m.
Loans to banks 16,103.2 21,614.3 (5,511.1)  -25.5%
Loans to customers 63,643.5 66,438.8 (2,795.3)  -42%
Securities assets 16,149.1 16,991.8 (842.7)  -5.0%
Derivatives 761.9 751.5 104 14%
Equity investments 2,507.7 2,763.2 (255.5)  -9.2%
Property, plant and equipment/Intangible assets 2,260.0 2,5474 (2874 -11.3%
Tax assets 1,395.8 2,101.7 (705.9)  -33.6%
Other assets 2462.6 2,255.1 207.5 9.2%
Total assets 134,364.6 125,576.0 8,788.6 7.0%
Liabilities 3112 2020 31/12/19 Che
abs. %

Direct funding 88,895.1 83,703.8 5,191.3 6.2%

2) Due to customers 77,3103 70,589.9 6,720.4 9.5%

b) Securities issued 11,584.8 13,1139 (1,529.1)  -11.7%
Due to central banks 23.871.6 16,001.5 7,870.1  49.2%
Due to banks 9,715.2 12,029.1 (2,313.9) -19.2%
Derivatives 2,389.7 1,899.4 4903  25.8%
Provisions for specific use 1,965.7 1,291.1 6746 52.3%

a) Provision for staff severance indemnities 160.9 172.8 (11.9)  -6.9%

b) Provisi'on relate'd to guarantees and other 1504 156.9 45  29%

commitments given
c) Pcnfior} and other post-retirement benefit 203 31 28  87%
obligations

d) Other provisions 1,623.1 929.3 6938  74.7%
Tax liabilities - 0.3 0.3) -100.0%
Other liabilities 2,782.9 3,073.1 (2902)  9.4%
Net equity 4,744.4 7,571.7 (2,833.3) -37.4%

2) Valuation reserves 511 (28.4) 79.5 n.m.

d) Reserves (2,433.0) (1,362.0) (1,071.0)  78.6%

f) Share capital 9,195.0 10,328.6 (1,133.6)  -11.0%

g) Treasury shares (-) (186.0) (186.0) - 0.0%

h) Net profit (loss) for the year (1,882.7) (1,174.5) (7082)  60.3%
Total Liabilities and Shareholders' Equity 134,364.6 125,576.0 8,788.6 7.0%
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Customer funding

As at 31 December 2020, the Bank’s Total Funding amounted to around EUR 185.7 bn, an increase compared
to the values at the end of 2019 (+2.9%), mainly due to the increase in Direct Funding (EUR +5.2 bn).

Customer Funding

Chg Y/Y
31/12/20  31/12/19 Abs, %
Direct funding 88,895.1 83,703.8 51913 62%
Indirect funding 96,847.0 96,832.4 146 00%
Total funding 185,742.1 180,536.2 5,205.9  2.9%

The trend in Direct Funding was particulatly influenced by growth in current accounts taking place due to the
spread of the COVID-19 emergency. This trend, which impacted the entire banking system, is linked to the prudent
behaviour of customers in light of the uncertainties in the economic context that have increased due to the spread
of the pandemic.

In more detail, volumes of Direct Funding stood at EUR 88.9 bn, with an increase of EUR 5.2 bn compared to
the end of December 2019. The increase is mainly due to the growth in Current Accounts (EUR +11.4 bn), while
there was a decrease in term deposits (EUR -0.9 bn), Other forms of Direct Funding (EUR -3.8 bn) and Bonds
(EUR -1.5 bn), mainly as a result of the effects of the repayment of the Guaranteed Government Bonds and the
closure of the related structured funding transactions, only partially offset by the bond issues carried out in the
first, third and fourth quarter of 2020.

Direct funding
Change Y/Y

Type of transaction 31/12/20 31/12/19 Abs. %
Current accounts 64,809.9 53,377.0 114329  21.4%
Time deposits 7,280.5 8,190.7 (910.2) -11.1%
Bonds 11,584.9 13,113.8 (1,528.9) -11.7%
Other types of direct funding 5219.8 9,022.3 (3,802.5) -42.1%
Total 88,895.1 83,703.8 5,191.3 6.2%

Indirect Funding stood at EUR 96.8 bn at the end of December, substantially stable compared to 31 December
2019 due to the combined effect of the growth in Assets under management (EUR +0.9 bn), which benefited from
both positive flows and a positive market effect, and the decrease in assets under custody (EUR -0.9 bn).

Indirect Funding

Change Y/Y
31/12/20 31/12/19
Abs. %
Assets under management 55,409.0 54,459.4 949.6 1.7%
Mutnal Funds/ Sicav 23,725.0 24,087.0 (362.0)  -15%
Individnal Portfolio nnder Management 4,961.0 4,906.3 54.7 1.1%
Insurance Products 26,723.0 25466.1 1,256.9 4.9%
Assets under custody 41,4380 42373.0 93500 -22%
Government bonds 13,122.0 13441.8 (319.8)  -24%
Others 28,316.0 28,931.2 6152)  -2.1%
Total funding 96,847.0 96,832.4 14.6  0.0%
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Loans to customers

As at 31 December 2020, Loans to Customers of the Bank were equal to EUR 63.6 bn, down by EUR 2.8 bn
with respect to the end of December 2019, primarily due to the decrease in net non-performing loan (EUR -3.1
bn) attributable to the deconsolidation of the “Hydra M” portfolio, current accounts (EUR -1.6 bn), and Other
loans (EUR -4.1 bn), while there was an increase in mortgage loans (EUR +6.0 bn), also influenced by the effect
of disbursements and moratoria connected to the government decrees issued following the COVID-19 emergency.

Loans to customers

Change Y/Y
Type of transaction
31/12/20 31/12/19 Abs. %
Current accounts 3,062.5 4,624.6 (1,562.1) -33.8%
Mortgages 49,663.9 43,678.0 5,985.9 13.7%
Other forms of lending 9,282.6 13,388.3 (4,105.7) -30.7%
Non performing loans 1,634.5 4,7479 (3,113.4) -65.6%
Total 63,643.5 66,438.8 (2,795.3) -4.2%
Stage 1 50,2894 52,891.3 (2,601.9) 4.9%
Stage 2 11,6034 8,656.8 2946.6 34.0%
Stage 3 1,613.8 46227 (3,008.9) -65.1%
Performing loans measured at fair value 116.3 142.8 (26.5) -18.6%
Non performing loans measured at fair value 20.7 125.2 (104.5) -83.5%
Loans to customers measured at amortised cost Stage 1 Stage 2 Stage 3 Total
Gross exposure 50,345.6 12,004.1 27201 65,069.8
3112 2020 Adjustments 56.2 400.7 1,106.3 1,563.2
Net exposure 50,289.4 11,603.4 1,613.8 63,506.6
Coverage ratio 0.1% 3.3% 40.7% 2.4%
oo LDZ:Z;ZZ}ZE pasund 79.2% 18.3% 25% 100.0%
Loans to customers measured at amortised cost Stage 1 Stage 2 Stage 3 Total
Gross exposure 52,940.6 8975.7 8,788.6 70,704.9
3112 2019 Adjustments 49.3 318.9 4,165.9 4,534.1
Net exposure 52,8913 8,656.8 46227 66,170.8
Coverage ratio 0.1% 3.6% 47.4% 6.4%
Yo on Loans o customers peasured 79.9% 13.1% 7.0% 100.0%

at amontised cost
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Non-performing exposures of loans to customers

The trend in non-performing loans to customers of the Bank as at 31 December 2020, both in terms of gross
and net exposure, and in terms of average coverage, was mainly influenced by the deconsolidation of the positions
of the “Hydra M” portfolio equal to EUR 6.0 bn in terms of gross exposure and EUR 2.9 bn in terms of net
exposure.

The Bank’s total non-performing loans to customers as at 31 December 2020 amounted to EUR 2.8 bn in
terms of gross exposure, down compared to 31 December 2019 (EUR 9.1 bn). In particular, the gross exposure in
terms of non-performing loans, amounting to EUR 0.9 bn, was down by EUR 4.0 bn compared to 31 December
2019. The gross exposure in terms of UTPs loans was equal to EUR 1.9 bn, down by EUR 2.3 bn compared to 31
December 2019. Gross non-performing past-due loans were equal to EUR 49 mln, down by EUR 12 mln
compared to 31 December 2019.

As at 31 December 2020, the Bank’s net exposure in terms of non-performing loans to customers totalled
EUR 1.6 bn, down compared to 31 December 2019 (EUR -3.1 bn).

The ratio between net non-performing loans to customers and total net loans to customers as at 31 December
2020 was 2.6%, down compared to December 2019 (7.1%). In particular, during the year, there was a decrease in
the percentage incidence of both UTPs (from 3.5% in December 2019 to 1.9% in December 2020) and non-
performing loans (from 3.6% in December 2019 to 0.6% in December 2020). The percentage of non-performing
past due loans was 0.1%, stable compared to December 2019.

Total Non-
. Non- . .
Unlikely . petforming  Perfoming
Loans to customers Bad loans performing Total
to pay loans to loams
Past due
customers
Gross exposure 876.1 1,863.3 49.0 2,788.4 62,466.0 65,254.4
3112 2020 Adjustments 4972 640.1 16.6 1,153.9 456.9 1,610.8
Net exposure 3789 1,223.2 324 1,634.5 62,009.1 63,643.6
Coverage ratio 56.8% 34.4% 33.9% 41.4% 0.7% 2.5%
% on Loans to customers 0.6% 1.9% 0.1% 2.6% 974% 100.0%
Gross exposure 4910.1 41223 614 9,093.8 62,059.1 71,152.9
3112 2019 Adjustments 25322 1,797.8 16.0 4,346.0 368.2 4,714.2
Net exposure 23779 23245 454 4,747.8 61,690.9 66,438.7
Coverage ratio 51.6% 43.6% 26.1% 47.8% 0.6% 6.6%
% on Loans to customers 3.6% 3.5% 0.1% 7.1% 92.9% 100.0%
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Capital adequacy

Regulatory capital and statutory requirements

Categories / Values

OWN FUNDS

Common Equity Tier 1 (CET1)
Tier 1 (T1)

Tier 2 (T2)

Total capital (TC)
RISKASSETS

Credit and Counterparty Risk
Credit valuation adjustment risk
Market risks

Operational risk
Risk-weighted assets
CAPITAL RATIOS

CET1 capital ratio

Tier] capital ratio

Total capital ratio

3112 2020

53484
53484
1,7784

7,126.8

29,549.8
176.5
57.8
104532
40,237.3

13.29%
13.29%
17.711%

3112 2019

79335
79335
1,119.1
9,052.6

37,683.1
1349
46.9
9,380.6
47,245.5

16.79%
16.79%
19.16%

Chg. 3112 2019

Abs.

(2,585.1)
(2,585.1)

6593
(1,925.8)

(8,133.3)
416
109

10726
(7,008.2)

-3.50%
-3.50%
-1.45%

%

-32.58%
-32.58%
58.91%
-21.27%

-21.58%
30.84%
23.24%
11.43%

-14.83%
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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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Reconciliation between the reclassified income statement as at 31 December 2020 and
related statutory accounts
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EEeSigEElE SEls 8 TEIEEEl ¢z B3
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56! -] - - -] -] -] 136, - -] 1,053.3} Net interest income
10 Interest income and similar revenues 1,796.1 56 -] - - -] - -} - - -] 1,801.7]
of which interest income caloulated applying the effctive interest rate method 1,683.4: E E E E - - E - E E
20 Interest expense and similar charges (762.0) E E E E - - E 136, E - (T48.4)
371 - 4 1,353.8{Net fee and commision income
40 Fee and commission income 1,451.0: - - - - -] - - - - - 1,451.0
50 Fee and commission expense (1343) E E E E - - . 371 E - 072)
70 Dividends and similar income 9.7 - -] - - -| -| -] - - - 9.7i Dividends and similar income
Net profit (loss) from trading, from financial assets /liabilities
- E - 3.3, - - - - 3.8 - 138.3! measuerd at fair value and Net profit (loss) on
disposals/repurchases
80 Net profit (loss) from trading 19.0 - E - - - - - - - - 190
100 Gains/(losses) on disposal /repurchase of: 1298 - - - - - - - - 06). - 129.2
a) financial assets measured at amortised cost 1246 - - - - - - - - (0.6) - 1240
b) Financial assets measured at fair value through other 03 03

comprehensive income
©) financial liabilities 49, - B - B - - B - - - 49

Net profit (loss) form financial assets and liabilities measured at

10 e ot profiton oss 79 - - BT 4 - E 44 - 0.9
a) financial assets and liabilitics measured at fair valuc 02 E E E B A4 E - E - 02
b) other financial asscts mandatorily at fair value (17.8) - | - - - 44 | (10.1)
90 Net profit (loss) from hedging 29) - - - T - B - - 2.9/ Net profit (loss) from hedging
200 Other operating expenses/income 2415 - - - BRI - - - i (27.9)|Other operating income (expenscs)
160 Administrative expenses: (24564) - - Sous2| 207] 710 931 97 - il (1,924.7) | Administrative expenses
) personnel expenses (13969) - - - - 4 931 - - it (13038)] ) personnel expenses
b) other administrative expenses (10595) - - Sious2 2307 710 E 97 - il (6209)] b)other administrative expenses
0 - - 1 owsl - ) - 1 s :d( ::::;;::; ::‘s(rccuvcnu: on) property, plant and equipment
1o Netadjustuments to/recoveries on propery, planc and 380 . . ) s ) . . .
cquipment
190 Net adjustments to/ recoveries on intangible assets ©09) 09 - - - - - - - - ©00)
130 Netimpairment (osses)/ reversals on ©71.8) - - - - R - w3 T (672.9)] Cost of customers credit
3 financial assets measured at amortised cost ©713) - - - - 4 - - 24 Al (66BS)]  1304) financial assts measund at amortied cst - customers
b) financial assets measured at fair value through 05 ) . . . I ) | 0 |
other comprehensive income
- - - 4 - R 06 E 06} 1002) Loans to customers measund at amortised cost
- 4 E @4} 1100) Loans
15 7 152l 170 Netpron fir ks and chargs std o il s
and other commitments
140 Modification gains/ (losscs) (154) - - - - B - - - - (15.4)} 140 Madifation gains (bsss)
. . . . 1 i R . @9 ::‘:kl:mzixmem (losses)/reversals on sccuritics and loans to
170 Net provision for risks and charges: ©358) - - - - 1 - 1 sy il (9510)|Net provisions for risks and charges
4) commitments and guarantees issued 45 - - - - - - - -5y - (107)
b) other net provisions 9403) - - - - - - - - S w03
220 Gains (losses) on investments ©78) - - R - BB - - - il (97.8)]Gains (losses) on investments,
B - - - T e ey - -1l (15L6)| Restructuring costs / Onc-off costs
- - -1 et 4 - - - il (1215)|Risks and charges related to the SRF, DGS and similar schemes
- - - - 18 - - - - (61.8){DTA Fee
250 Gains (losses) on disposal of investments 422, - - - - - - 20 - - 40.2{Gains (losses) on disposal of investments
260 Profit (loss) before tax from continuing operations (15378) 65 - - - BB - ©0o] (00 ~ 11 (1,531.3) | Profit (loss) before s from condnuing operatons
270 1O (CPENSEITECOVETY 0N INCOME From ConAnuing (3448) @1 - - - - - - - - 1 (346.9) | Tax expense (recovery) on income from continuing operations
280 Drofit (loss) after tax from continuing operations (18826) 43 - - - BB - 0o  (©0 1 (1,878.3) Profic (loss) after ax
oo Peofitloss) after ax from groups of assts held for sie and | i i i i I i i i i i
discontinued operations
300

Profit (loss) (1,8826) 43 - - - - - - 00} 00 -l (1,878.3){Net profit (loss) for the year before PPA
@3 - - - - - - - - (4.3)[PPA (Purchase Price Allocation)
Net Profit (loss) for the year (1,882.6) 0.; 00] 00 00f  00f 00 00; 00, 00; (1,882.6)  Net Profit (loss) for the year

s
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related statutory accounts
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2 M g T 2oz o 21T s§ S 26818805 {84
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Items Income Statement accounts /it ESEIEZEIESHES | By ix E 55122 B0 5 |25 i 31/12/19 |Reclassified Income Statement accounts
Egf jEEEG a5 SEla [BEoIiiElz g
SS2 £ E8HEnlES ESEIRTEIC |y
e =3 % o 88 2=1 238 25 ° S e
8§ i & ls&E | ¢ <
3 = 3
71 - - - - - - - - - 1,249.7 | Net interest income
10 Interestincome and similar revenues 1,940.3 71 - - - - - - 1,947.41
of which interest income calowlated apphying the efictive interest rate method 19174 - - - - B - - - - -
20 Tnterest expense and similar charges ©97.7) - - - - - - - - A @
- - - - - - - - - - 1,388.7{ Net fee and commission income
40 Fee and commission income 1,578.1 - - - - - - - - - - 1,578.1
50 Fee and commission expense (189.4) E B E E | E B B B (189.4)
70 Dividends and similar income 694 - - - - -| - - - - 69.4! Dividends and similar income
Net profit (loss) from trading, from financial
- 00 - 73 - - - -1 69.7 - 295.7 | assets /liabilities measuerd at fair value and Net profit
(loss) on disposals /repurchases
80 Net profit loss) from tradin; 515 - 00! - - - - - - - 515
100 Gains/(losses) on disposal/repurchase of: 17.5 - - - - -l - - - 74 - 124.9¢
) financial assets measured at amortised cost 586 - - - - - - - - 7.4 - 66.0]
b) Financial assets measured at fair value through other s A ; A A . ; 3 3 } ; s
comprehensive income
©) financial liabilities 64! - - - - - - - - - - 64
Net profit (loss) form financial assets and liabilities measured at
110 49.6! 7.3 - 62.3! - 119.2;
fair value through profit or loss
2) financial assets and liabilities measured at fair value (112) - - - - - - - - B B (112)
b) other financial assets mandatorily at fair value 08 ) i i . . i i 1o i 04
90 Net profit (loss) from hedgin; (6.2) - - B R - B R - - - (6.2) | Net profit (loss) from hedging
200 Other operating expenses/income 215.3 - - - BECGICr) E - - - (60.9) {Other operating income (expenses)
160 Administrative expenses: (2,374.6) - - - 962 2508 706 @17 40 - - (1,974.7) | Administrative expenses
2) personnel expenses (1.291.9) - - - - - @17 - -il (13136 a) personnel expenses
b) other administrative expenses (1,0827) - - - 962 2508] 706 E 40 - - (661.1)]  b) other administrative expenses
e . . . oo . . . . N e Net adjustments to (recoveries on) property, plant and
equipment and intangible assets
180 Netadjustments to/recoveries on property, plant and cquipment | (144.0) - - 162 (1278
190 Net adjustments to/recoveries on intangible assets (10.8) 107 - - - - - - - - - 0.1)
130 Netimpairment (losses)/ reversals on (622.9) - - - - - - - -7 -1l (605.4){Cost of customers credit
2) financial assets measured at amortised cost 617.3) - - - - - - - - 08 B (618.1)]  130a) financial assets measured at amortised cost - customers
b) financial assets measured at fair value through
o 56) B 4 s B |
other comprehensive income
- - - - ) E (4| 100a) Loans to customers measured at amortised cost
- -} 623 B (623)f  1100) Loans
. . . . 1 s . s6.6| 1709 Net proision for risks and charges rlated o financial
140 Modification gains/ (losscs) 2) - B B B (42)! 140 Modification gains (Ibsis)
" 4.3 [Net impairment (losses)/reversals on securities and
- - - - - “8) - (')loansmbanks
170 Net provision for risks and charges: (69.4) - - - - - - - -1 866) - (156.0) | Net provisions for risks and charges
1) commitments and guarantees issued 866 (86.6)
b) other net provisions (156.0) - - - - - - - - - - (156.0)
220 Gains (losses) on investments (52.4) B (52.4) | Gains (losses) on investments
- - - - - - 217 (40) - - 17.7{Restructuring costs /One-0ff costs
. i | o i i Al ikt chavges el 0 he S0, D anct st
- - - - REGE) - - - - (61.4){DTA T
250 Gains (losses) on disposal of invesiments 2.8 - - - - - - - - - - 2.8{Gains (losses) on disposal of investments Others
260 Profit (loss) before tax from continuing operations (147.2) 178 - - - 00 - 00 Si1 (1293 Profit (loss) before tax from continuing operations
i Tax expense (recovery) on income from continuing
270 Tax (expense)/recovery on income from continuing operations | (1,027.3) 9 - - - - - - S (,033.2) i
operations
280 Profit (loss) after tax from continuing operations (1,174.5) 119 - - - 00 - - -b 00 -1 (1,162.5) | Profit (loss) after tax
200 Profit (0ss) after tax from groups of assets held for sale and
discontinued operations
300 Profit (loss) (1,174.5) 119 - - - 00 - - -b 00 -1l (1,162.5) {Net profit (loss) for the year before PPA
- 119) - - - - - - - - - (11.9) {PPA (Purchase Price Allocation)
Parent company's net profit (loss) (1,174.4) 0.0 00 00 00 00/ 00 0.0 00/ 00/  00{] (1,174.4){Net Profit (loss) for the year
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31 Report on operations

Reconciliation between the reclassified balance sheet and related statutory accounts as
at 31 December 2020

® £ gt & ) T
- A  E s g [SE |5b
g A b £ <8 |$38 ¢ < 3 o O
ze| & | 2 8 |2 5Sgi=k |[b=
< . g g 3 2§ 8 € ¢i8- g5 2
= i z ] 5 =g & 2= 2 ) .
R g g k| =G 2 &g gia&§ides Reclassified Balance-sheet Items -
Items Balance-sheet Items - Assets 31/12/20 1§ 2 3 o < 5 SS [ 8358 1882810 % 81l3y/1/2
g7 2 B 2 ST lEZEgslEZ0|2 S Assets
R R R
5 § £ S5 (388 3 8 )
5 = = S3 jgu”™ o R
[¢] S g S 5 &
zZ ¢ z ¢
10" Cash and cash equivalents 759.2] - - - - 759.2} Cash and cash equivalents
20 Financial asscts measured at fair value through profit 1,082.4 16,149.1}Securities assets
or loss : . . )
159149 - 159149
4) financial assets held for trading 7112 ERGIR)) - - 01
b) financial assets designated at fair value - - - - -
¢) other financial assets mandatorily measured at fair . 1z . . . 51
value
30  Financial assets measured at fair value through other
5,605.1 - - (5605.1) -
comprehensive income
40 Financial assets measured at amortised cost 118,233.1 B B B B
- - - 283216 28,321.6; Loans to central banks
3) Loans to banks 45659.5 - - 4 (12348 (283216) 16,103.2{ Loans to banks
b) Loans to customers 725736 1449 - (00750 - 63,643.5{ Loans to customers
50  Hedging derivatives 50.8 47 - - 761.9! Derivatives
60 Change in value of macro-hedged financial assets(+/-) 992.0 - - - - 992.0) -
70 Equity investments 2,507.7 B - B B 2,507.7} Equity investments
80  Property, plant and cquipment 2,160.7 B B B B 970 2,257.7}Property, plant and equipment
90 Intangible assets 2.3 - - - - 2.3} Intangible assets
- of wich goodwill - . - B . -t ~of which goodwill
100 Tax assets 1,395.8 E - - E 1,395.8{ Tax assets
4) current 4737 - - - - 4737} @) current
b) deferred 922.1 . . - . 922.1} b) deferred
110 Non-current assets and groups of assets held for sale 105.8 -
- 8 - - - ©7.0) (1.0
and disposal group
120 Other assets 1,469.6 _ - - - 1.0 992.0 2,462.6 Other assets
Total Assets 134,364.6! | - 000 | - 000 - - - - 134,364.6{ Total Assets
] 3z =
. ‘ git 1.2 iEdz
< i FiE 12 12z ¢
E R Siu=l 2801 T8 8 s
Items Balance-sheet Items - Liabilities 31/12/20 Bl B § B i Sz E ; = Z:E o 31/12/20 |Reclassified balance-sheet items - Liabilities
8 i 55| 233¢ L] O]
s 1A {32 5 ficEiEETigEz | Z
3 = & 2l 5 E A R
a 3 2] § iz [t iz
| ©iE 5%
2 2
10 Financial liabilities measured at amortised cost 122,175.3 88,895.1| Direct funding
) due to banks 3358681 (23871.6)} (9,7152) E
b) due to customers 76487.1 8232 77,3103} a) due to customers at amortised cost
) debts securities issued 12,1014 (8232) 306.6. 11,584.8| b) Securities issued
238716, 23,871.6/Due to central banks
9,715.2; 9,715.2| Due to banks
20 Financial liabilities held for trading 600.0 (600.0) -{On-balance-sheet financial liabilities held for trading
30  Financial liabilities designated at fair value 306.6 (306.6) -
2,389.7 | Derivatives
40 Hedging derivatives 1,789.7; 1,789.7| Hedging derivatives
600.0 600.0{ Trading derivatives
50 Change in value of macro-hedged financial liabilities (+/-) 45.4 (454) -
60 Tax liabilities - -|Tax liabilities
a) current - -1 a) cumnt
b) deferred B -1 b defrred
. Liabilities associated with non-current assets held for sale
and disposal groups - B -
2,782.9| Other liabilities
454 45.4| T value change of financial lisbilidies in hedged
portfolios (+/)
Liabilities associated with non-current assets held for sale
B “land disposal groups
80  Other liabilities 2,737.5 Other liabilities
90 Provisions for employees severance pay 160.9 (160.9) -
100 Provisions for risks and charges: 1,804.8, 1,965.7| Provisions for specific use
160.9 160.9 a)Provision for staff severance indemnities
~ b) Provision related to guarantees and other
4) financial guarantees and other commitments 1524 1524
commitments given
Pens th St-1 benefis
1) postemployment benefits 203 203 © Pension and other post-retirement benefit
; obligations
c) other provisions 1,623.1 1,623.1 d) Other provisions
110 Valuation reserves 51.1 (51.1) -
140 Reserves (2,433.0) 2433 -
4,744.4{Net equity
511 511 ) Valuation reserves
-| b) Redeemable shares
| ©) Equity Instruments
(2,433.0) (2433.0)]  d) Reserves
| ¢) Share premium reserve
160 Share capital 9,195.0 9,1950{ ) Share capital
(186.0) (186.0){ @) Treasury shares ()
(1,882.7) (1,8827)}  h) Net profit (loss) for the year
170 Treasury shares () (186.0) 186.0 -
180 Profit (loss) (+/-) for the year (1,882.7) 1,882.7 -
Total Liabilities and Shareholders' Equity 134,364.6i - - - - - - - - - 134,364.6| Total Liabilities and Shareholders' Equity
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Report on operations

Reconciliation between the reclassified balance sheet and related statutory accounts as
at 31 December 2019
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Item Balance-sheet Items - Assets 3y/12/19 (12 51 8 < £ SS 1 TsidaEle 2 gl
s e 0 o ) EZ2EboiE2513 2% - Assets
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) g & g < 34 ¢E 9 Bl E EE|
gz 3 & EEHOELCIEE lsfd
£ E F g8 ics 5 £ g
op S = S &
<% 7z % 7z % Al
10 Cash and cash equivalents 830.1 - - 830.1} Cash and cash equivalents
po  Financial assers measared at fair value through proficor | 0 g . . 16,9918 Securitics assets
loss
16,596.1 16,596.1
4) financial assets held for trading 6802 - (6802) - -
b) financial asscts designated at fair value - - - -
¢) other financial assets mandatorily measured at fair 6637 4 es0) . 3057
value
o Financmvl assets measured at fir vilue through other 3643 . 65643 .
income
40 Financial assets measured at amortised cost 107,036.5 - -
- 19821 9,282.1} Loans to central banks
a) Loans to banks 32,1464 - - (1.2500)] (9282.1) 21,614.3{ Loans to banks
b) Loans to customers 74,890.1 3305 8781.8) 66,438.8{ Loans to customers
50  Hedging derivatives 74 16802 - 751.6{ Derivatives
60 Change in value of macro-hedged financial assets(+/-) 617.3 g - (617.3) -
70 Tquity investments 2,763.2 - - 2,763.2{ Equity investments
80  Property, plant and equipment 2,5312 E - 130 2,544.2{Property, plant and equipment
90 Tntangible assets 32 - - 3.2{ Intangible assets
- of wich goodbvill - - - A ofwhich goodvill
100 Tax assets 2,101.7 - - 2,101.7{ Tax assets
a) current 576.1 - - 5761} @) current
b) deferred 15256 - - 1525.6] b) deferred
110 Nonfurrcnt assets and groups of assets held for sale 75.2 @3 0 (130 03 _
and disposal groups
120 Other assets 1,638.0 - - 03 6173 2,255.0{Other assets
Total Assets 125,576.0 - - - - - - - - 125,576.0; Total Assets
. 'k - £33z
< E 3 oigsis P
E ~ E 1 g =T (T2 5
= g 7% £ E e S5 {583 =)
| 2 $ 2 5 ziggE| s23 (e8! &
Items Balance-sheet Items - Liabilities 31/12/19 H El £ 8 T oizals g5 32 iz = 11 31/12/19 | Reclassified balance-sheet items - Liabilities
g o 3z S8 |8 ) S o 8
g a g3 RN £=F $§ Z
g 4 g (8BS £33 & E
E 2 £ 187 £ E9s
a = ¥ 55
10 Financial liabilities measured at amortised cost | 111,36L6 83,703.8{ Diect funding
a) due to banks 280306} (16001.5)} (12,029.1) B
b) due to customers, 67,053.6 3,536.3' 70,589.91 a) due to customers at amortised cost
c) debts securities issued 162774 (3,536.3) 3728 13,1139} b) Securities issued
16,0015 16,001.5| Due to central banks
12,029.1 12,029.1{ Due to banks
20 Financial liabilides held for trading 583.5) (583.5) -] On-balance-sheet financial liabilities held for trading
30 Financial liabilitics designated at fair value 372.8) (5728 -
1,899.4| Derivatives
40 Hedging derivatives 1315.9 13159 Hedging derivatives
5835 583.5| Trading derivatives
5o Change in value of macro-hedged financial 314 .
liabilities (+/) y 61 -
60 Tax liabilities 0.3 0.3]Tax liabilities
a) current 0.3 03| a) current
b) deferred - | b dford
Lo Libiliies ssociated with non-current asets held
7 - -
for sale and disposal groups
3,073.1| Other liabilities
Fair value change of financial liabilities in hedged
314 314
portfolios (+/-)
Liabilities associated with non-current asscts held for
sale and disposal groups
80 Other liabilities 3,041.7 30417 Other liabilities
90 Provisions for cmployees severance pay 172.8 (1728) -
100 Provisions for risks and charges: 1,183 1,291.1] Provisions for specific use
1728 1728]  wProvision for stff severance indemnities
i la arantees h
4) financial guarantees and other commitments 1569 1569] D) Provision related to guarantees and other
commitments given
_ ©) Pension and other post-retitement benefit
b) postemployment benefits 321 321
obligations
o) other provisions 9293 9293| _d) Other provisions
110 Valuation reserves (28.4) 284 -
140 Reserves (1,362.0) 1362 -
7,577.7{Net equity
(284) (284)  a) Valuation reserves
- 1) Redeemable shares
- ¢) Equity Instruments
(13620)}f  (13620)] ) Reserves
- ¢) Share premium reserve
160 Share capital 10,328.6/ 103286] ) Share capital
(186.0) (186.0)] g Treasury shares (3
(1,1745)}{  (1,1745) h) Net profit (loss) for the year
170 Treasury shares () (186.0) 186 -
180 Profit (loss) for the year (+/-) (1,174.5) 1,1745 -
Total Liabilities and Sharcholders' Equity 1255760 - - - - - - - - - 125,576.0| Total Liabilities and Sharcholders' Equity
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Separate financial statements - Balance Sheet

Balance Sheet

Assets

10.

20.

30.

40.

50.

60.

70.

80.

90.

100.

110.

120.

Cash and cash equivalents
Financial assets measured at fair value through profit or loss

a) financial assets held for trading

c) other financial assets mandatorily measured at fair value

Financial assets measured at fair value through other comprehensive

income

Financial assets measured at amortised cost

a) Loans to banks

b) Loans to customers

Hedging derivatives

Change in value of macro-hedged financial assets (+/-)
Equity investments

Property, plant and equipment

Intangible assets

Tax assets

a) current

b) deferred
Non-current assets and groups of assets held for sale and disposal groups

Other assets

Tatal assets

3112 2020

759,161,325

1,082,427,739

711,205,223

371,222,516

5,005,071,466

118233,151,171
45,659,501,885
72,573,649,286

50,818,162
992,039,528
2,507,653,088
2,160,704,139
2,252,492
1,395,822,115
473,714,163

922,107,953

105,829,623

1,469,637,966

134,364,568,814

(in units of euros)

3112 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
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Separate financial statements - Balance Sheet

below: Balance Sheet

(in units of euros)

Total Liabilities and Shareholders' Equity 3112 2020 3112 2019
10.  Financial liabilities measured at amortised cost 122,175,294,125 111,361,586,334
a) due to banks 33,5806,764,692 28,030,615,350
b) due to customers 76,487,087,573 67,053,575,991
¢) debts securities issued 12,101,441,860 16,277,394,993
20.  Financial liabilities held for trading 600,022,088 583,506,664
30.  Financial liabilities designated at fair value 306,618,003 372,836,995
40.  Hedging derivatives 1,789,695,872 1,315,904,617
50.  Change in value of macro-hedged financial liabilites (+/-) 45,427,388 31,390,345
60.  Tax liabilities - 303,939
a) current - 303,939
80. Other liabilites 2,737,305,074 3,041,615,605
90.  Provision for employees severance pay 160,878,745 172,756,088

100.  Provisions for risks and charges:

1,804,851,317

1,118,333,376

a) financial guarantees and other commitments 152,364,235 156,891,174

b) post-employment benefits 29,349,452 32,093,170

c) other provisions 1,623,137,630 929,349,031
110.  Valuation reserves 51,107,702 (28,398,878)
140.  Reserves (2,433,003,222) (1,361,989,957)
160.  Share capital 9,195,012,197 10,328,618,260
170.  Treasury shares (- (185,957,994) (185,957,994)

180.  Net Profit (loss) for the year (+/-)

Total Liabilities and Shareholders' Equity

(1,882,682,981)

134,364,568,814

(1,174,539,220)

125,575,966,174
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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

of which interest income caleulated applying the effective interest rate method
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

b) Financial assets measured at fair value through other

comprehensive income

¢) financial liabilites

Net profit (loss) from other financial assets and liabilities measured at

fair value through profit or loss:
a) financial assets and liabilities measured at fair value

b) other financial assets mandatorily measured at fair value
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)/recovety on income from continuing operations

Profit (loss) after tax from continuing operations

Net Profit (loss) for the year

3112 2020

1,796,065,168
1,683410,516
(762,026,160)
1,034,039,008
1,451,022,602
(134,328,514)
1,316,694,088
9,714,525
18996,313
2,890,204
129,774,901
124,614,537

296,702
4,863,662
(17,649,659)

195,380
(17,845,039)
2,494,459,470
(671,820,532)
(671,316,568)

(503,964)

(15,400,242)
1,807,238,696
(2,456,396,731)
(1,396.942,262)
(1,059,454,469)

(935,725,858)
4,531,599
(940,257 457)
(137,963,894)
(944,032)
241,479,496
(3,289,551,019)
(97,791,231)
42,209,571
(1,537,893,983)
(344,788,998)
(1,882,682,981)
(1,882,682,981)

@

(in units of euros)

3112 2019

1,940,270,072
1,917,374,319
(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

52,450,793
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)
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Statement of Comprehensive Income

10.

20.

30.

70.

110.

120.

140.

170.

180.

Items
Net Profit (loss) for the year

Other comprehensive income after tax not recycled to profit or loss

Equity instruments measured at fair value through other comprehensive
income
Financial liabilities measured at fair value through other comprehensive income

(change in the entity's own credit rating)

Defined benefit plans
Other comprehensive income after tax recycled to profit or loss
Exchange differences

Cash flow hedges

Financial asseets (other than euity securities) measuret at fair value through

other comprehensive income

Total other comprehensive income after tax

Total comprehensive income (Item 10+170)

(in units of euros)

3112 2020 3112 2019

(1,882,682,981)  (1,174,539,220)

41,550,509 (385,126)
(517.860) 9,611,450
(8,746,759) (4,128,382)
50,815,128 (5,867,694)
35,163,487 248,904,879
(1,486,470) @,177,770)
(18,722,843) 106,857,274
55,372,800 144,225 375
76,713,996 248,519,753
(1,805,968,985) (926,019,467)
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Ly

As at 31 December 2020, the Bank’s sharecholders’ equity amounts to EUR 4,744.5 mln, against EUR 7,577.7 mln as at 31
December 2019, with a total net decrease of EUR 2,833.2 mln.

In addition to the loss for the year of EUR 1,882.7 mln, the most significant elements with an impact on shareholders’ equity
were the partial non-proportional spin-off transaction with “Hydra M asymmetric option in favour of AMCO - effective 1
December 2020 - which has resulted in a EUR 943.8 mln decrease in shareholders’ equity (including related costs of EUR 9.2
mln) and the partial spin-off of MPS Capital Services S.p.A (MPSCS). in favour of the Bank, which has resulted in a EUR 26.3
mln reduction in shareholders’ equity.

The column “Changes in reserves”, as a result of these transactions, includes in the items:

1. “Share capital a) ordinary shares”,a EUR 1,133.6 mln decrease representing the cancellation of 137,884,185
MPS otrdinaty shares
2. “Reserves b) other”, a EUR 160.7 mln net increase resulting from:
= an increase of EUR 196.2 mln due to the decrease recorded between the reference date of the
demerger plan and its effective date, of the components of the demerged items. This change in
value - deriving from economic events, such as write-downs or revaluations - was settled with
AMCO by means of a decrease in the shareholders’ equity transferred;
*  adecrease in the reserve of EUR 26.3 mln as cancellation deficit relating to the spin-off of the
subsidiary MPSCS in favour of the Bank;
= adecrease of EUR 9.2 mln due to costs incurred for the transaction;
3. “Valuation reserve”, an increase of EUR 2.8 mln attributable entirely to shatres included among the
demerged items.

“Valuation reserves” showed a total positive change of EUR 76.7 mln. Please refer to the statement of comprehensive income
for details of the individual components.
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Separate Financial Statements - Statement of changes in shareholders' equity - 2019

As at 31 December 2019, the Bank’s sharecholders’ equity amounted to EUR 7,577.7 mln, as compared to EUR 8,312.1 mln as
at 31 December 2018, with a total net decrease of EUR 734.4 mlin.

The most significant elements impacting shareholders’ equity, besides the EUR 1,174.5 mln loss for the year, were:

1. the “Changes in reserve” column includes in the items:
a.  “Reserves a) from profits”, amounting to EUR 15.0 mln, the reversal of the negative OCI reserve due to the
sale of certain securities;
b.  “Reserves - b) other”, equal to EUR 206.6 mln:

O the reclassification from financial liabilities at amortised cost of EUR 76 mln referring to the
indemnity issued to the Bank of New York on 10 March 2009, as the ten-year term had been
completed;

0 the amount of EUR 130.6 mln 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 subsidiary Perimetro Gestione Proprieta Immobiliari S.p.A.

2. valuation reserves posted a total increase of EUR 248.5 mln (the detailed components of which are shown in the
statement of comprehensive income), almost fully attributable to debt securities measured at fair value through other
comprehensive income, essentially due to the trends in the spread on Italian government securities.
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43 Separate Financial Statements - Cash Flow Statement - indirect method

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/liabilites
designated at fair value (+/-)

net profit (loss) from hedging
net impairment losses/reversals

net adjustments/recoveries on property, plant and equipment and intangible
assets (+/-)

net provisions for risks and charges and other costs/revenues (+/-)
unpaid charges, taxes and tax credit

other adjustments

2. Cash flow from (used in) financial assets

financial assets held for trading

other financial assets mandatorily measured at fair value

Financial assets measured at fair value through other comprehensive 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 liabilites

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

2. Cash flow used in

purchase of equity investments

purchase of property, plant and equipment
purchase of intangible assets

Net cash flow from (used in) investment activities

C. FUNDING ACTIVITIES

Net cash flow from (used in) funding activities

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

3112 2020
510,953,795
(1,882,682,981)

64,562,981

(2,890,294)
859,573,511

138,907,927

943,157,599
344,788,998
45,536,054
(11,406,411,944)
(73,132,725)
174,484,725
1,129,145425
(12,649,247,662)
12,338,293
10,730,793,945
10,772,583,655
16,521,871
(79,105,652)
20,794,071
(164,664,204)

138,409,115

996,534
137,412,581
(44,718,466)
(44,689,208)
(29,258)

93,690,649

(70,973,555)

(in units of euros)

3112 2019
872,494,153

(1,174,539,220)
(37,393,021)

6,205,763
772,845,825

154,787,180

77,883,196
1027316318
45,388,112
(715,635,330)
101,147,474
1,156,440,746
429,633,712
(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)
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Reconciliation

Accounts
Cash and cash equivalents at beginning of period
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at end of period

3112 2020
830,134,881
(70,973,556)
759,161,325

3112 2019
934,343 466
(104,208 585)
830,134,881

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

Pursuant to Legislative Decree no. 38 of 28 February 2005, these separate accounts 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 by the European Commission,
pursuant to EC Regulation no. 1606 of 19 July 2002 which was effective as at 31 December 2020.

The international accounting principles were applied following the indications set forth in the “Framework for the
preparation and presentation of financial statements” (the Framework).

For an overview of the standards endorsed during 2020 or those endorsed in previous years, whose application is
scheduled for 2020 (or future years), please refer to “Section 5 - Other Aspects” below, which also describes the
main impacts for the Bank.

All information required by the international accounting standards and Supervisory Authorities (Bank of Italy,
Consob and ESMA) has been provided in the report on operations and the notes to the financial statements, in
addition to other non-mandatory information deemed necessary to provide a true and fair, relevant, reliable,
comparable and meaningful view of the Bank’s results of operations.

Section 2 - General accounting standards

The Separate Financial Statements consist of the balance sheet, income statement, statement of comprehensive
income, statement of changes in equity, and the notes to the financial statements, and ate accompanied by the
directors’ report on operations, financial results achieved, and the Bank’s financial situation.

The Separate Financial Statements as at 31 December 2020 have been prepared based on the provisions contained
in Circular no. 262 of 22 December 2005 issued by the Bank of Italy “Bank financial statements: layout and rules
for compilation”, as amended by the sixth update issued on 30 November 2018 and integrated by the notice issued
on 15 December 2020 by the Bank of Italy concerning the impact of COVID-19 and the measutes in support of
the economy and the IAS/IFRS amendments.

The Financial Statements have been prepared based on a going concern assumption, according to the generally
accepted principles of accrual accounting, relevance and materiality of information, priority 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 financial
position and result of operation for the year, the changes in shareholders’ equity and cash flows.

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

If — in exceptional cases — the application of a provision set forth in the international accounting standards proved
to be incompatible with a true and fair view of the Bank’s financial position and result or operations, then such
provision would not be applied. The reasons for deviation and its impact on the representation of the financial
position and result of operations would, in such a case, be explained in the notes to the financial statements.

Each item in the balance sheet, income statement and statement of comprehensive income also indicates the
amount for the prior year, unless an accounting standard or interpretation allows or provides otherwise.

Assets and liabilities, expenses and income cannot be mutually offset, unless this is permitted or required by the
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 did not
have balances for the reference year or prior year. If an item of the assets or liabilities is part of several items of the
balance sheet, the notes to the financial statements indicate — whenever this is necessary for the purpose of
intelligibility — that this component may also be referred to items other than the one it is posted to.

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

The statement of comprehensive income, beginning with profit (loss) for the year, shows the income items
recognised as contra-entries of valuation reserves, net of the related tax effect, in compliance with international
accounting standards. Consolidated other comprehensive income is shown by separating income items that will
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not be transferred to the income statement in the future and those that may be subsequently reclassified to profit
or loss when specific conditions are met.

The statement of changes in equity shows the breakdown and changes in shareholders’ equity accounts during the
year and the previous year, broken down between share capital (ordinary shares), capital reserves, profit reserves
and reserves from the valuation of assets or liabilities, equity instruments and profit and loss. Treasury shares in
the portfolio are deducted from equity.

The cash flow statement has been prepared according to the indirect method, based on which cash flows from
operations ate represented by the net profit/loss for the year adjusted to take into account the effects of non-
monetary 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, while those 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 reporting cutrency: the financial statements are denominated
in units of Euro and the notes to the financial statements are denominated in thousands of Euro.

Items of a different nature or with different allocation were recognised separately, unless they were considered
irrelevant. All amounts shown in the financial statements were adjusted so as to reflect any events subsequent to
the date of closing for which an adjustment is mandatory, according to IAS 10 (adjusting events). Non-adjusting
events reflecting citcumstances that occurred after the reporting date are disclosed as part of the notes to the
financial statements, Part A, Section 4, if they are material and may affect the ability of users to make proper
evaluations and decisions.

Accounting policies relevant to the preparation of the financial statements in the context of the COVID-
19 pandemic

The year 2020 was dominated at the European level by the spread of the COVID-19 pandemic: after a sharp
contraction in the spring resulting from the suspension of business activities, the economy recovered during the
summer, however, in the autumn the second wave of the pandemic in Italy led to a slowdown in global activity at
the end of 2020. The launch of the vaccination campaigns has positively affected the outlook for the medium term,
but the timing and intensity of the recovery remain uncertain. Despite the obvious uncertainty linked to
developments on the health front, the consensus view on the macroeconomic outlook is that the important
government initiatives implemented in most countries and at the EU level will allow a significant recovery of
economic activities or in any case contain the negative effects of a renewed spread of the virus. Therefore, despite
significantly negative repercussions on production in the short term (2020), already from the beginning of next
year we should observe a rapid trend reversal and a significant recovery of GDP in 2021. Therefore, it seems
reasonable - at the moment - to continue to share the expectations expressed by the authorities in their recently
published forecasts (the ECB, first of all, on 10 December), confirming that the current dramatic contraction in
the real economy will be followed by a significant recovery, in the wake of government measures in support of the
economy.

In this situation, European Regulators have issued a series of measures to enable financial intermediaries to manage
this period of stress with flexibility, ensuring - first of all - their support to the measures adopted by national
governments to deal with the systemic economic impact of the COVID-19 pandemic in the form of a mandatory
moratorium on payments, as well as to similar initiatives launched independently by the banks. In addition, credit
institutions were encouraged to apply their judgement in their forward-looking credit assessments as per IFRS 9,
to acknowledge the unique characteristics of this highly exceptional situation. In the documents published by the
authotities /standard setters, it is suggested that, in light of the current uncertainty, according to IFRS 9, the
methods already in use to calculate the Expected Credit Loss (ECL) should not be applied mechanically and
judgement should be used as necessary. In particular, it was pointed out that, according to IFRS 9, a change in the
accounting approach is required and allowed, at the same time, if circumstances change.

In detail, with reference to the accounting area, the interventions of the regulators / standard setters have focused,
among others, on the following issues:

e  guidance on the classification of loans, issued by IASB, ECB and EBA, which have provided guidelines
for the treatment of moratortia in particular for the classification of loans as forborne and petrforming /
non-performing;

e the calculation of the Expected Credit Loss (ECL) according to IFRS 9, in a forward-looking perspective,
in particular the issue of the use of macroeconomic scenarios (issue addressed by the IFRS Foundation
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in general terms and, in more detail, by the ECB), the assessment of the significant increase in credit risk
(SICR) and the inclusion of government guarantees in the calculation of the expected credit loss (ECL);
e recognition of the effects (forbearance gain/loss) of contractual changes resulting from customer relief
measures;
e financial reporting.
The following table provides a list of the main documents providing interpretation and support to the
implementation of the accounting standards in relation to the impacts of COVID-19, issued by the European
regulatory and supervisory bodies and standard setters in 2020 and in the first months of 2021, which were used
in preparing these financial statements.

Authority Date Title

International Accounting Standard Board (IASB)

Aaounting for expected aedit losses applying IFRS 9 Finandal instrument in the light of current uncertanty

Stat t 27/03/20
aremen /03/ resulting form the covid-19 pandemic
Amendement 28/05/20 |Covid-19 related rent concessions (approved by Commission Regulation (EU) 2020/ 1434 of 09 October 2020)
Europeann Central Bank (ECB)
Comuniaation 20/03/20 |ECB Banking Supetvisor provides further flexibility to banks in reaction to cwronavirus
ECB letter 01/04/20 |IFRS 9 in the context of the wronavirus (Covid-19) pandemic
Comuniation 04/12/20  |Identification and measurement of credit fisk in the context of the cronavirus (COVID 19) pandemic

European Banking Authority (EBA)

Statement on the application of the prudential framework regarding Default, Forbearance and IFRS 9 in the

Statement 25/03/20 light of Covid-19 measutes

Guidelines 02/04/20 G-u.ide]jnes or{ legislative and non-legislative moratoria on loan repayment applied in the light of the Covid-19
aisis (EBA/GL/2020/02)

Guidelines 25/06/20 |Guidelines amending Guidelines EBA/GL/2020/02 (EBA/GL/2020/08)

Comuniation 21/09/20 |EBA phases out its Guidelines on legislative and non-legislative loan repayments moratotia

Guidelines 02/12/20  |Guidelines amending Guidelines EBA/GL./2020/02 (EBA/GL/2020/15)

European Securities and Market Authority (ESMA)

Advice 11/03/20 [ESMA recommends action by finandal market partidpant for Covid-19 impact

Statement 25/03/20 Acounting ilrnplimtion of the Covid-19 outbreak on the calaulation of expected credit losses in
acordance with IFRS 9

Public Statement 20/05/20 Implication of the Covid-19 outbreak on the half-yearly finandal report

Public Statement 28/10/20 |European common enforcement priotities for 2020 annual finandal reports

Commissione Nazionale per la Societa e la Borsa (CONSOB)

Warnings doaument 09/04/20 |Covid-19 - Consob Warnings on finandal information
Warnings document 16/07/20 [Covid-19 - Consob Warnings on finandal information
Warnings doaument 16/02/21 |Covid-19 - Consob Warnings on finandal information

International Organization of Securities Commissions (IOSCO)

Statement 03/04/20 |IOSCO Statement on Application of Acounting Standards during the Covid-19 Outbreak

Forborne classification of loans affected by moratoria

The European Banking Authority (EBA) has addressed this specific aspect in a document dated 25 March 2020
“Statement on the application of the prudential framework regarding Default, Forbearance and IFRS 9 in light of
COVID-19 measures”, which has framed the accounting and prudential issues related to the potential
reclassification of loans following public and private moratoria and other forms of support adopted in response to
the pandemic crisis.

In particular, the EBA has stated that public and private moratoria granted as a result of the pandemic, being aimed
at mitigating systemic risks rather than meeting the specific needs of an individual borrower, should not be
automatically classified as forbearance measures, neither for the purposes of classifying the loans that benefit from
it, nor for IFRS 9 purposes (and therefore for the purposes of a transfer between risk stages, in particular with
higher transfers to stage 2 with consequent recognition of the expected lifetime loss instead of the 12-month loss)
as well as for the prudential classification of positions as non-performing loans.

That said, EBA notes that, even in this specific citcumstance, banks must evaluate the creditworthiness of
borrowers who benefit from the moratorium and, consequently and possibly, reclassify borrowers the
creditworthiness of which deteriorates.
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In carrying out these assessments - which may concern a large number of borrowers - banks must avoid using an
automatic approach and prioritise analysis with risk-based criteria. Furthermore, at the end of the moratoria, special
attention must be given to companies that are late in their payment or show in other ways deteriorating
creditworthiness.

On 2 April 2020, the EBA also published “Guidelines on legislative and non-legislative moratoria on loan repayments applied
in light of the COVID-19 crisis”, which provides detailed criteria to be met by public and private moratoria granted
before 30 September 2020 (originally 30 June 2020, extended to 30 September 2020 by the EBA decision published
on 18 June 2020), so that they are not classified as exposures subject to forbearance or distressed restructuring.
The guidelines also provide for banks to continue to promptly identify situations where borrowers may experience
financial difficulties and to ensure their consistent classification in accordance with the regulatory framework.

The EBA guidelines refer both to legislative moratoria and moratoria resulting from private initiatives that are
“broadly applied” (general payment moratoria), that is, granted by banks to prevent systemic risk through
widespread support to all companies temporarily in difficulty due to the ongoing pandemic. Note that the guidelines
describe a series of conditions, all of which must be met, in order for a moratorium measure to be considered
“broadly applied”:

1. the moratorium must be the result of national legislation or a private initiative. In the latter case, the
measure must be based on an intervention scheme that is widely coordinated throughout the banking
sector, in order to guarantee uniformity in the moratorium granted by the various credit institutions;

2. the moratorium is applied in relation to a broad spectrum of obligors, determined based on general
criteria, such as certain customer types (retail, SMEs, etc.), obligors from one of the areas most affected
by the pandemic, exposure type (mortgage, lease, etc.), or part of a particularly affected production sector,
etc.;

3. the measure is based solely on a modification of the payment deadlines and, therefore, may consist of a
payment suspension, rescheduling, or a temporary reduction of the principal and/or interest to be paid.
The moratorium, therefore, cannot entail the modification of other contractual clauses (e.g., interest rate);

4. the moratorium is applied under the same conditions to all subjects who benefit from it;

the measure is not granted on loans disbursed after the date on which the moratorium was announced,;
6. the moratorium is a response specifically to the emergency generated by the COVID-19 pandemic and

applied before 30 June 2020, later extended to 30 September 2020.
If the moratorium measure meets the requirements listed above, it must not be classified as a “forbearance

o

measure” unless it was already classified as such at the time the measure was applied.

While acknowledging that its moratorium guidelines have helped banks to effectively manage the large quantities
of requests from customers applying to participate in these moratorium schemes, on 21 September 2020, the EBA
announced that it had decided against a further extension of this exceptional measure beyond 30 September (having
already granted a three months’ extension from the original 30 June), as had been requested by many operators.
The Authority therefore provided, with reference to the moratoria linked to COVID-19, for banks to return to the
practice of assessing any loan renegotiation on a case-by-case basis, when, according to the provisions expiring on
30 September 2020, the payment moratoria meeting the guidelines did not automatically trigger the forborne
classification and the verification of whether to they were to be considered an onerous restructuring was not
required. According to the EBA, banks may in any case continue to support their customers with extended payment
moratoria even after 30 September 20208, but these loans must be classified according to the usual prudential
framework, i.e. an analysis must be carried out to assess whether the measure is to be considered a forbearance and
/ or a default event.

On 2 December 2020, the EBA published its “Guidelines amending Guidelines EBA/GL/2020/02 on legislative
and non-legislative moratoria on loan repayments applied in the light of the COVID 19 crisis”, extending the
deadline to apply the moratorium to 31 March 2021.

The Authority has also introduced two new restrictions to ensure that the support provided by the moratoria is
limited to addressing the liquidity gaps triggered by the new lockdown and that there is no operational restriction
on the continued availability of credit. In particular:

1. eligibility to the benefit provided for in the guidelines is limited to loans that have benefited from a total
suspension period not exceeding nine months;

¥ On this issue, we note that Article 65 of Law Decree no. 104 of August 2020 has provided for the extension of the legislative moratoria in
favour of SMEs initially introduced by Law Dectee no. 18 (Cura Italia), March 2020, extending until 31 January 2021 the right to make use of
the extraordinary relief measures, initially due to expire on 30 September 2020. The 2021 Budget Law has provided for a further extension until
30 June 2021.
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2. the obligation to document to the national Supervisory Authority the assessments according to which the
exposures subject to moratorium atre not destined to become unlikely to pay.
With regard to the limit for the overall period, the EBA specified that:

1. for moratoria granted after 30 September 2020, for the purposes of calculating the nine months’ period,
the suspension periods falling within the definition of general moratoria granted and terminated before
30 September must be taken into account; if the total suspension meets the nine-month condition,
pursuant to the guidelines, the position cannot be classified as non-petforming and / ot forborne;

2. for moratoria agreed before 30 September 2020 and which envisaged a suspension period of more than
nine months, the time restriction does not apply; the positions that have been granted a general payment
moratorium of more than nine months will therefore continue to benefit from the provisions set forth in
the EBA guidelines of 2 April 2020.

Exposures classified as in default and/or forborne in the period between 1 October 2020 and 31 December 2020
as a result of moratoria that otherwise would have satisfied the conditions indicated in the EBA guidelines, may be
reclassified as general payment moratoria, taking advantage of the conditions of the EBA guidelines. In any case,
these positions are subject to the nine-month limit.

The ECB, with its communication of 4 December 2020 “Identification and measurement of credit risk in the context of the
coronavirns (COVID 19) pandemic”, has stressed the need for significant institutions to assess and classify, on an
individual basis, the loans subject to modifications that do not meet the criteria of the general payment moratoria
laid down by the EBA, in order to verify whether the modifications satisfy the definition of forbearance and meet
the financial difficulties criteria.

Performing/ non-performing classification of loans affected by moratoria

The moratoria granted in the context of the COVID-19 pandemic have impacts on the identification and reporting
of past due exposures, as this category takes into account the modifications to the due dates agreed; therefore,
these forbearances should entail, in the short term, a reduction in the transfer of exposures to non-performing as
a result of the suspension of due dates for the purpose of calculating past due days.

Article 18 of the EBA “Guidelines on the application of the definition of default under Article 178 of Regulation (EU) no.
575/2013” of 18 January 2017 (in force for the Bank from 1 January 2021) established, in relation to legislative
moratoria, the suspension of the count of days past due in the period in which payments are suspended, entailing
an extension of the period of 90 days, as a trigger for the transfer of loans to the non-performing category.

The EBA guidelines of 2 April 2020, referred to above, have equated public moratoria and those granted on a
private basis in response to COVID-19; consequently, the latter also benefit from the suspension of the count of
days past due, provided that they comply with the requirements set out in the EBA guidelines.

The EBA has reiterated that forbearances granted in response to COVID-19, provided the present value of cash
flows subsequent to the contractual modification are essentially unchanged, should not be considered as distressed,
do not result in the transfer to default and represent a temporary relief for obligors unable to fulfil their contractual
obligations following the suspension of business activities as a result of the pandemic.

However, the EBA has emphasised that banks must assess the possibility of classifying borrowers that benefit from
moratoria as “unlikely-to-pay”, considering the borrower’s ability to comply with the new payment plan (regardless
of any public guarantee) and ruling out the transfer of these loans to the “distressed restructuring” category.

In this regard, the EBA has recognised it may be difficult to perform individual assessments on the need to classify
the concessions as non-performing; in this case, banks must adopt a risk-based approach (i.e. taking into account,
for example, the sectors most exposed to the long-term effects of the crisis such as transportation, toutrism, hotels,
and retail trade). Therefore, it is important to identify, after the suspensions linked to the COVID-19 moratoria,
those exposures with late payments with respect to the new repayment plans, in order to promptly classify them as
“non-performing”.

Among the various initiatives undertaken, the ECB, with its communication of 20 March 2020 “ECB Banking
Supervision provides further flexibility to banfks in reaction to coronavirus”, has provided guidance on the classification and
valuation of loans. The communication provides confirmation to banks that adherence to the moratorium should
not be envisaged as an automatic trigger of unlikely to pay status, since payments have been postponed by law and,
as a result, the count of past due days for the purposes of the identification of past due loans is suspended until
the end of the moratorium.
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In its communication of 4 December 2020, the ECB has reiterated its expectation that significant institutions carry
out a regular assessment of unlikely-to-pay loans, including exposures under general payment moratoria, using all
relevant and available information; when the assessments are performed manually, banks are expected to follow a
risk-based approach. Significant institutions should make sure to improve their classification processes, indicators
and criteria (triggers) in order to make them adequate to the current risk environment, and similarly verify the
effectiveness of early warning systems.

Ubpdates to macroeconomic scenarios

Pursuant to the IFRS 9 accounting standard, the determination of expected credit losses (or, in any case, on all
financial instruments that fall within the scope of application of the aforementioned standard) must always be the
result of a combined analysis of the following factors:

e an objective and probability-weighted amount, determined by evaluating a range of possible outcomes;

e the time value of money;

e reasonable and demonstrable information, available without excessive costs or efforts at the reporting
date, on past events, current conditions and forecasts of future economic conditions (in this case, the
inclusion of forward-looking macroeconomic scenarios is critical).

In the context of IFRS 9, particular importance is given to information on future macroeconomic scenarios in
which the Bank may operate and clearly affects the situation of borrowers in reference to both the “riskiness” that
exposures migrate to lower quality classes (thus referring to “staging”) as well as recoverable amounts (thus the
calculation of expected loss on exposures).

The crisis triggered by the COVID-19 pandemic has produced a sudden worsening in economic forecasts: the
context of pronounced uncertainty limits the reliability of available information, making the task of producing
detailed long-term forecasts extremely difficult. Various authorities have taken action on this point, providing
indications and references to the use of forecasts in developing estimates of expected credit losses during this
period characterised by the COVID-19 pandemic.

With its communication of 20 March, the ECB, although not strictly under its responsibility, as part of its prudential
mandate, also expressed itself on the IFRS 9 forward-looking assessments, recommending that banks avoid
excessively pro-cyclical assumptions in their provision estimation models. In determining Expected Credit Losses,
the ECB invited institutions zo “provide greater weight to the stable long-term outlooks developed from past experience in the
estimation of provisions for credit losses”.

The ECB sent supervised banks two additional communications, on 1 April 2020 (“Letter to banks: IFRS 9 in the
context of the coronavirus (COVID-19) pandemic”) and on 4 December 2020 (“Identification and measurement of credit risk in
the context of the coronavirus (COVID 19) pandemic”), to provide additional information and references on the inclusion
of forward-looking information in the calculation of ECLs according to IFRS 9 in the current COVID-19
pandemic context. The letter refers to the requirements for banks already laid out by the ECB, that is, the need to
avoid the use of excessively pro-cyclical assumptions, in consideration of the extreme uncertainty of the context
and in light of the impossibility of obtaining forward-looking information that can be deemed “reasonable and
supportable”. The ECB therefore has invited banks to focus on long-term macroeconomic forecasts when
estimating the IFRS 9 ECLs, considering all historical evidence covering at least one or more full economic cycles.
In the opinion of the Central Bank, the provisions of IFRS 9 are to be interpreted in the sense that, where there is
no reliable evidence for specific forecasts, the long-term macroeconomic prospects provide the most relevant basis
for the estimate.

In the communication issued on 4 December 2020, the ECB has also made it clear that the levels of provisions
should be estimated using realistic assumptions and parameters that are appropriate to the current context. In this
regard, it has recommended that significant institutions should i) continue to anchor the baseline IFRS 9 scenarios
to the ECB forecasts in a non-biased manner; ii) not confine themselves to approaches based on the entire
economic cycle (through-the-cycle) or long-term averages, but consider the use of reliable macroeconomic
forecasts (where available) for specific years and iii) ensure that the integrations (overlays) follow the same direction
as the macroeconomic scenarios on the basis of verifiable evidence.

Also the documents of ESMA and the EBA of 25 March 2020 referred to above, with reference to forward-looking
estimates, highlight the complexity of the context and substantially confirm the observations of the ECB already
referred to above.

Lastly, please note that on 27 March 2020 the IASB published the document “COVID-19 - Accounting for expected
credit losses applying IFRS 9 Financial Instruments in the light of current uncertainty resulting from the COVID-19 pandenic”.
The document does not modify IFRS 9, but it suggests a way to interpret it within the current context of the
pandemic. Specifically, it is clarified that entities should not continue to mechanically apply the existing
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methodology for the determination of ECLs “Entities should not continue to apply their existing ECL methodology
mechanically”; furthermore, the difficulty of incorporating the effects of the pandemic as well as the correlated
government aid within models is recognised. Therefore, if the models are unable to fully reflect the effects of the
COVID-19 pandemic and the relative government support measures, the possibility of making recourse to post-
model management adjustments is permitted (referred to as “overlays or post-model adjustment”).

2020, 2021, 2022 and 2023 macroeconomic forecasts

In the communication issued on 20 March 2020, the ECB had provided guidance to banks on how to forecast
credit losses for the purposes of the estimates for the accounting periods ending in March and June, requiring the
use as starting points (“anchor points”) of the quarterly macroeconomic projections published on the ECB website.
These forecasts are published four times a year:

e March and September - forecasts for the Eurozone only produced by ECB staff;

e  June and December - forecasts produced by ECB staff in conjunction with the Eurosystem, with the
addition of forward-looking information for individual countries in the Eurozone published by the
individual central banks.

On 10 December 2020, the ECB published the regular update of its macroeconomic forecasts for the Eurozone
prepared by its own staff, with minor changes from the previous forecasts released in September. More specifically,
the base scenatio sees a more limited fall in GDP for the Eurozone in 2020, -7.3% (against -8.0% forecast in
September and -8.7% in June), followed by a recovery in 2021, currently forecast at +3.9% (+5.0% in September
and +5.2% in June). There have also been minor changes in the alternative scenarios (moderate and severe)
compared to the June forecasts, mainly consisting in a different distribution of the recovery over the three-year
forecast period.

For Italy, the specific scenario, included in the base scenario of the ECB projections, was released by the Bank of
Italy in “Macroeconomic projections for the Italian economy” published on 11 December: this document forecasts
2 9.0% fall in Italian GDP in 2020 (-9.2% forecast in June), followed by a recovery of 3.5% in 2021 (+4.8% forecast
in June), 3.8% in 2022 (+2.5% in June) and 2.3% in 2023. The document also includes GDP growth forecasts in
less favourable scenarios, which assume the continuation of the pandemic (reaching an intensity similar to that of
last April at the beginning of 2021 and then gradually decreasing), the stagnation of foreign demand in 2021 and a
tightening of the credit supply. In these scenarios, GDP would fall in 2021 by -1.6%, -0.9% and -0.9% respectively
(-1.0,-0.7 and -0.7 in 2022); in 2023, instead, higher growth would follow the improvement on the medical front.
Lastly, it should be noted that the updated forecasts for the Italian economy presented by the Bank of Italy in the
Economic Bulletin published on 15 January 2021 have confirmed the 9.2% fall in GDP in 2020 forecast in June,
while the forecast for growth over the next three years remains unchanged.

Measurement of significant increase in credit risk (SICR) for IFRS' 9 purposes

The analysis of significant increase in credit risk and, therefore, the identification of the exposures to be included
in stage 2, is a multi-factorial and holistic analysis, as indicated by IFRS 9, which takes into account the changes in
default risk over the expected life of financial instruments. In this regard, ESMA, in its statement of 25 March
2020, indicated that when economic support programmes for businesses implemented by governments reduce the
risk of default on a financial instrument, they must be appropriately considered in the aforementioned
measurement; therefore, a moratorium should not be considered, in itself, representative of a significant increase
in the credit risk of the financial instrument. Moreover, the specific circumstances linked to the COVID-19
epidemic constitute adequate justification to refute the presumption of a significant increase in credit risk for
exposures that are past due for more than thirty days. This provision also represents a significant change from the
ordinary rules of the IFRS 9 standard and will generate effects on transfers to stage 2. In addition, ESMA suggests
considering collective approaches, also supported by the ECB, to evaluate the significant increase in credit risk; in
other words, given the difficulty in identifying risk factors or indicators at the level of the individual borrower, a
top-down approach is required, that is, starting from the risk level of specific portfolios (e.g., sectors most affected
such as tourism, hotels, airlines, etc.) and the creditworthiness prior to the COVID-19 pandemic.

For purposes of staging, the EBA also emphasises the need to distinguish the exposures that will experience a
temporary deterioration in credit standing from those that will suffer from a structural deterioration: the transfer
to stage 2 must be considered only for the latter.

Lastly, the ECB, in its 4 December communication, has confirmed that significant institutions should not rely
solely on days past due as a criteria to identify a significant increase in credit risk. In addition, practices such as
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setting targets in terms of amount for the transfers from one stage to the other or using reverse engineering to
achieve targets should be avoided.

Lnclusion of state guarantees in the ECIL. calculation for IFRS 9 purposes

Guarantees provided by sovereign states in conjunction with legislative moratoria or other support measures have
diverse characteristics in the various jurisdictions, but share the fundamental characteristic of guaranteeing partial
or complete recovery of the relevant loans.

ESMA reiterates, based on the provisions of the IFRS 9 accounting standard, that the aforementioned guarantees
impact the measurement of expected losses to the extent that they can be considered an integral part of the
contractual conditions governing the loans and are not recognised independently. In this regard, ESMA notes, in
reference to the first aspect, that the guarantee does not need to be explicitly established in the contractual clauses
(as also provided for by the Transition Resource Group for Impairment in December 2015): this is the case, for
example, of public guarantees provided in conjunction with large-scale legislative debt moratoria or economic
support measures. The supervisory authority stresses the importance of providing adequate reporting regarding the
assessments made.

Recognition of the effects (gain/ loss on forbearance) related to contractual changes resulting from customer support measures

ESMA maintains that it should be assessed whether the economic support and relief measures could entail a change
in the characteristics of financial assets and, consequently, their derecognition, including in relation to the
substantial nature of the change itself. This assessment must include both qualitative and quantitative criteria. In
light of current circumstances, the supervisory authority reiterates that it is unlikely that the change would be
considered substantial and lead to derecognition if the financial support measures provide temporary relief to
borrowers affected by the COVID-19 epidemic and if the net economic value of the loan will not be significantly
affected. In any case, entities must provide adequate disclosure of the accounting policies adopted to determine
the substantial nature of the change.

Financial reporting

Consob, in line with the ESMA statements published in March, May and October 2020 as well as the April IOSCO
document, published two warning notices in April and July 2020, as well as February 2021, emphasising the
importance of providing updated information on the risks related to COVID-19 that may have an impact on the
economic and financial situation, on any actions taken or planned to mitigate these risks, as well as on the potential
relevant impacts for the estimation of the company’s future performance. The directors’ attention is also directed
towards a careful assessment of the impacts, including future, of COVID-19 on strategic planning and on plan
targets, economic performance, the financial position and cash flows as well as on the going concern assumption.

Please also note that Consob and ESMA highlight that the risks correlated with the pandemic could compromise
reaching the objectives of the plan on which the analyses of the recoverability of certain assets are based, such as
goodwill and other intangible assets with an indefinite useful life, and deferred tax assets. The need is therefore
noted of performing impairment testing on the above-mentioned assets and providing adequate disclosures in the
financial statements, particularly with regard to sensitivity analyses.

Specifically, in the warning notice issued in February 2021, Consob has reiterated the importance of the disclosure
to be provided on the thematic areas of particular relevance already identified by ESMA in its October 2020
document and it has also stressed the importance of the guidance provided by the European regulatory and
supervisory bodies on the application of IFRS 9 with regard to the measurement of expected credit losses, making
reference to the guidance provided by ECB in its letter of 4 December 2020 and by Bank of Italy in its
Communication of 15 December 2020.

In addition, Consob has stated that issuers must ensure that the valuations in the financial statements based on the
business plans are internally consistent and provide information in this regard in the reports on operations, with a
description of the evolution of the business model in response to the pandemic and of the actions that companies
have adopted and intend to adopt to address the uncertainty in the short and medium-term created by COVID-
19.

Lastly, with reference to the disclosure of the effects of the crisis, Consob and ESMA have expressed the opinion
that the construction of ad hoc items or alternative performance measures does not provide a better representation
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of the issuer’s income and financial position, given the temporary nature of the effects; the disclosure should instead
focus on the impact, also quantitative, of the epidemic on the operating performance in the period, in a single note
in the financial statements or multiple notes with specific references. With reference to alternative performance
measures, in line with the instructions set forth in the update to the document “ESM.A 32_571_370 — Question and
answer — ESMA Guidelines on Alternative Performance Measures (APMS)” published on 17 April 2020, note that the
Bank has not introduced any changes to the measures in use in order to separately highlight the effects of the
COVID-19 crisis.

Section 3 — Events after the Reporting Period

On 28 January 2021, the Bank approved the Capital Plan as required in the final decision of the ECB published on
28 December 2020 regarding the SREP capital requirements. The Capital Plan has been prepared keeping in mind
the need to find a potential structural solution for BMPS, including an M&A deal with a partner of primary standing,
as reported in the press release issued on 11 January 2021. The implementation of a structural solution is in line
with the commitment undertaken by the Italian government in the context of the 2017-2021 Restructuring Plan
and recently confirmed in the Prime Minister Decree of 16 October 2020. In the event that the implementation of
a structural solution does not take place in the short / medium term, the Capital Plan envisages capital increase of
for EUR 2.5 bn which, if carried out, are expected to take place at market conditions and with the Italian
government participating in proportion to the shares held. The capital strengthening plan is subject to shareholders’
approval. On the basis of the initial discussions with DG Comp, the Bank must adopt additional compensation
measures for non-compliance with some commitments included in the 2017-2021 Restructuring Plan.

The approval of the updated Restructuring Plan by DG Comp is a prerequisite to the implementation of the MPS
capital strengthening plan. On 29 January 2021, the Bank sent the Capital Plan to the ECB, for its approval to the
extent of its competence. Talks with both Authorities are ongoing.

Section 4 — Other Matters
Going concern
These Financial Statements were prepared under the going concern assumption.

In this regard, we note that, following i) the significant provisions for legal risks made in 2020, ii) the effects of the
“Hydra M” transaction, iii) the macroeconomic scenario, penalized by the COVID-19 pandemic and iv) the
regulatory changes, a prospective capital shortfall has been identified with respect to the overall capital
requirements. In this context, the Board of Directors approved the 2021-2025 Strategic Plan and the Capital Plan,
which were sent to DG Comp and the ECB for their assessment. The Strategic Plan was prepared taking into
account the commitments undertaken by the Italian Government in 2017 with reference to the 2017-2021
Restructuring Plan, recently confirmed in the Prime Minister Decree issued on 16 October 2020, which envisages
“launching a process of disposal of the stake held by the Ministry in the share capital of MPS, to be carried out
using market methods and also through transactions aimed at consolidating the banking system.” In the event that
the implementation of a structural solution does not take place in the short / medium term, the Capital Plan
envisages a capital increase of EUR 2.5 bn which, if carried out, would take place at market conditions and with
the Italian government participating in proportion of the share held, in regard to which full support has already
been confirmed. The capital strengthening plan is subject to shareholders approval. The capital strengthening plan
is subject to uncertainty as it requires the conclusion of the assessment and approval process already started by DG
Comp and the ECB. The uncertainties relating to the capital strengthening process, considered relevant, the
initiatives taken and the assessments carried out are illustrated in the paragraph “Use of the going concern
assumption” in the section “Use of estimates and assumptions when preparing financial statements” of these Notes
to the Financial Statements.

In the light of these elements and assessments, and with regard to the indications provided in Document no. 2, 6
February 2009 and Document no. 4, 3 March 2010, issued jointly by the Bank of Italy, Consob and ISVAP, and
subsequent amendments, the Bank can reasonably expect to continue operating as a going concern in the
foreseeable future and has therefore prepared its financial statements using the going concern assumption.
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List of kev IAS/IFRS international accounting principles and related SIC/IFRIC interpretations for mandatory

application as of the 2020 financial statements

On 6 December 2019, Regulation (EU) no. 2019/2075 was published, which endorses the “Changes to the
Conceptual Framework”, issued by IASB in March 2018, which has amended some accounting standards and
interpretations to update the existing references to the previous version of the Conceptual Framework, replacing
them with references to its updated version. The amendments apply as of 1 January 2020.

On 10 December 2019, Regulation (EU) no. 2019/2104 was published, which endorses the “Amendments to
IAS 1 and IAS 8 - Definition of Material”, issued by IASB in October 2018. The amendments clarify the
definition of “material” in order to help companies to assess materiality as well as to improve the relevance of the
information provided in the notes to the financial statements. The amendments apply as of 1 January 2020.

On 15 January 2020, the European Commission endorsed, with the publication of Regulation (EU) no. 2020/34,
“Interest Rate Benchmark Reform (Amendments to IFRS 9 Financial instruments, IAS 39 Financial
instruments: recognition and measurement and IFRS 7 Financial instruments: disclosures)”, which has
amended IFRS 9, TAS 39 and IFRS 7. The Regulation, which provides for the mandatory application of the related
provisions as of 1 January 2020, has introduced several amendments in the hedge accounting area, to prevent the
uncertainty arising from the transition from the current IBOR rates to the new procedures for the calculation of
the reference rates from affecting both the ability of maintaining hedging relationships directly linked to these rates
and the ability of designating new hedging relationships. The IASB has, therefore, identified the following
accounting standards for the purposes of hedge accounting that could be impacted by the reform of the reference
indices in the stage preceding the replacement of the existing benchmark rates with the new rates:

1. the highly probable requirement: IAS 39 and IFRS 9 require that scheduled transactions meet the highly
probable requirement in order to be designated as hedged.

2. the prospective and retrospective assessment of the effectiveness of the hedge: IAS 39 and IFRS 9 require
that, in order to maintain the existing hedge, qualitative / quantitative assessments be cattied out on the
effectiveness of the existing hedge. In particular, IAS 39 requires the passing of effectiveness tests
(prospective and retrospective assessment) while IFRS 9 requires the assessment of the prospective
economic relationship between the hedged and hedging item.

3. the indication of the risk components: IFRS 9 and IAS 39 allow the indication of a risk component that
is not contractually defined when it can be separately identified and reliably measured.

For each of these provisions, the IASB has provided a simplification, assuming that the reference indices for the
calculation of existing interest rates are not changed following the reform of interbank rates. The Bank exercised
the eatly application option for Regulation no. 2020/34, which has first been applied in the Financial Statements
as at 31 December 2019, to which reference is made for further details.

The publication of the above-mentioned Regulation has concluded the first phase of the IASB’s project relating to
the potential accounting impact of the benchmark rates reform, particularly with reference to the period which
precedes the replacement of the existing benchmark rates with the new rates (“pre-replacement issue”). At the end
of the second stage of the project, which has instead focused on the analysis of potential accounting impact from
the application of the new rates and other less urgent matters (“replacement issue”), on 27 August, the IASB issued
“Interest Rate Benchmark Reform — Phase 2 (Amendments to IFRS 9 Financial instruments, IAS 39
Financial instruments: recognition and measurement, IFRS 7 Financial instruments: disclosures and
IFRS 16 Leases”). The document, published with Regulation (EU) no. 2021/25 on 13 Januaty 2021, provides
for, extremely briefly, the option of considering modifications deriving from the reform on financial assets,
financial liabilities and leases in the same way as modifications deriving from an update in benchmark interest rate,
as well as the option of not discontinuing hedging relationships due solely to the reform. The amendments became
effective on 1 January 2021, without prejudice to the early application option, which the Bank did not make use
of.

On 22 Aptil 2020, Regulation (EU) no. 2020/551 was published, which adopts the document “Definition of a
Business (Amendments to IFRS 3)” in order to respond to the concerns highlighted by the post-implementation
review of IFRS 3 “Business combinations” about the challenges to apply the definition of “business” in practice.
The amendments have been applied as of 1 January 2020.

On 12 Octobet 2020, Regulation (EU) no. 2020/1434 was published, which adopts the document “COVID-19
related rent concessions (Amendments to IFRS 16)”. The amendment exempts the lessee from the obligation
to assess whether the suspension or reduction of rent, obtained as a result of the pandemic, meets the definition
of contractual modification. In this case, the modifications are to be accounted for as if they were variable
payments. The exemption may be only applied to rent concessions that are a direct consequence of the COVID-
19 pandemic, and only if all the following conditions are met:
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- the change in lease payments results in revised consideration for the lease that is substantially the same
as, or less than, the consideration for the lease immediately preceding the change;

- any reduction in lease payments affects only payments due on or before 30 June 2021;
- there is no substantive change to other terms and conditions of the lease.

The lessee must apply this amendment in the financial statements starting from 01 June 2020 or later. The
application of the exemption is optional, it applies to all lease agreements with similar characteristics and is
retroactive, recognising the cumulative effect of first-time application as an adjustment in the opening balance of
of profits carried forward in the first time in which the lessee applies the amendment.

The amendments to the accounting standards indicated above are not material for the Bank.

List of TAS/IFRS international accounting standards and related SIC/TFRIC interpretations whose application is
mandatory after 31 December 2020

On 16 December 2020, Regulation (EU) 2020/2097 was published, amending Regulation (EC) no. 1126,/2008,
which adopts certain international accounting standards in accordance with Regulation (EC) no. 1606/2002 of the
European Parliament and Council with regard to IFRS 4 “Insurance contracts”. The amendments to IFRS 4
aim to address the temporary accounting consequences of the different effective dates of IFRS 9 “Financial
Instruments” and the forthcoming IFRS 17 “Insurance Contracts”. In particular, the amendments to IFRS 4 extend
the expiry date of the temporary exemption from applying IFRS 9 until 2023 in order to align the effective date of
IFRS 9 with the new IFRS 17.

Companies and financial conglomerates apply the amendments referred to in Article 1 of the aforementioned
Regulation from 1 January 2021 for financial years starting on 1 January 2021 or afterwards.

Lastly, it should be noted that 1 January 2021 is the effective date of the “Reform of the reference indices for
the determination of interest rates - Phase 2 (amendments to IFRS 9 “Financial instruments”, IAS 39
“Financial instruments: recognition and measurement”, IFRS 7 “Financial instruments: disclosures” and
IFRS 16 “Leases”)”, published with Regulation (EU) no. 2021/25 of 13 January 2021 and mentioned in the
previous paragraph

IAS/IFRS international accounting standards and related SIC/IFRIC interpretations issued by the IASB and still

awaiting approval from the European Commission

On 23 January 2020, IASB published the document amending IAS 1 ““Presentation of Financial
Statements: Classification of Liabilities as Current or Non-curren?’ with a view to clarifying how to classify
payables and other liabilities as either current or non-current. The amendment specifies that the classification is
made on the basis of the rights existing at the reporting date, without considering the expectation of exercising
payment deferment. These amendments were initially scheduled to come into force on 1 January 2022, with eatly
application permitted. Subsequently, on 15 July 2020, the IASB published another document providing for the
deferment of the date of first application by one year, from 1 January 2022 to 1 January 2023.

On 14 May 2020, the IASB published the following documents:

“Reference to the Conceptual Framework (Amendments to IFRS 3)’which updates the reference made
in IFRS 3 to the Conceptual Framework in the revised version, without this entailing amendments to the
provisions of the standard;

- “Property, Plant and Equipment - Proceeds before Intended Use (Amendment to IAS 16)” which
prohibits deducting from the cost of property, plant and equipment the amount received from the sale of
items produced in the asset testing phase. These sales revenues and the relative costs should be recognised in
the income statement;

- “Onerous Contracts — Cost of Fulfilling a Contract (Amendment to IAS 37)” which clarifies which
costs must be considered in the assessment of the onerousness of the contract. More specifically, the valuation
must include all costs directly attributable to the contract. They may be incremental costs (for example, costs
for the direct material used in processing), but also the costs that the company cannot avoid as it has entered
into the contract (e.g., the share of personnel costs and the depreciation of the machinery used to fulfil the
contract);
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- “Annual Improvements to IFRS Standards 2018-2020”, carrying proposed amendments for four
standards: IFRS 1 — “Subsidiary as a first-time adopter”; IFRS 9 — “Fees in the 10 per cent’ test for derecognition of
financial liabilities™ the amendment clarifies which fees should be considered in performing the test in
application of par. B3.3.6 of IFRS 9, to assess the derecognition of a financial liability; IFRS 16 — “TLease
incentives” (the amendment regards an illustrative example) and lastly IFRS 41 — “Taxation in fair valne
measurements”.

The proposed amendments are effective as of 1 January 2022. Early adoption is permitted.

A.2 — The main items of the accounts
Accounting standards

This chapter contains the accounting standards in relation to the main assets and liabilities in the balance sheet,
which were adopted for the preparation of the financial statements as at 31 December 2020.

1 Financial assets measured at fair value through profit or loss (FVIPL)
a) classification criteria

These assets include financial assets other than those classified under “Financial assets measured at fair value
through other comprehensive income” and “Financial assets measured at amortised cost”. The category comprises:

e  debt securities or loans that are included in an “Other” Business Model , i.e., a procedure for managing
financial assets that does not have the objective of collecting contractual cash flows (“Held to Collect”
business model) or collecting contractual cash flows and selling financial assets (“Held to Collect and
Sell” business model);

e 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
“Solely Payment of Principal and Interest - SPPT test”);

e  cquity instruments 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;

e  derivative contracts, recognised 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 values deriving from outstanding
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 provided below on the three sub-items that comprise this category, represented by:
“Financial assets held for trading”, “Financial assets measured at fair value”, and “Other financial assets
mandatorily measured at fair value”.

Financial assets held 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 incurred primarily for the purpose of selling or repurchasing them in the short-term;
- 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 in the short term.
It also includes derivatives with a positive fair value not designated as having an accounting hedge relationship.
Derivative contracts include those embedded in combined financial instruments, in which the primary contract is
a financial liability, which were subject to separate accounting, since:

- 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 detivative;

- hybrid instruments to which they belong are not measured 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 the time of initial recognition only
when this designation eliminates or significantly reduces a measurement inconsistency (known as an accounting
mismatch); this category is not used by the Bank at present;

Other financial assets mandatorily measured at fair value
Other financial assets mandatorily measured at fair value represent a residual category and include:

- debt securities and loans, when: i) the relative contractual cash flows do not represent solely payments of
principal and interest on the residual capital (Solely Payment of Principal and Interest - SPPI test failed),
or ii) are not held as part of a business model whose objective is the ownership of assets for purposes of
collecting contractual cash flows (“Held to Collect” business model) or those whose objective is achieved
either by collecting contractual cash flows or by selling financial assets (“Held to Collect and Sell” business
model);

- units of UCITS;

- equity securities held for purposes other than trading for which the option of classification at fair value
through other comprehensive income is exercised.

b) recognition criteria

Initial recognition of financial assets occurs at settlement date for debt securities, equities and units of UCITS, at
disbursement date for loans, 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 costs or revenues 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 changes recognised 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 absence
of an active market, commonly adopted estimation methods and valuation models are used, which take into account
all the risk factors related to the instruments and which are based on data recorded on the market such as: valuation
of listed securities with similar characteristics, discounted cash flow calculations, option pricing models, values
recognized in recent comparable transactions, etc. For equity securities and derivatives on equity securities that are
not listed on an active market, the cost criterion is used as an estimate of the fair value only on a residual basis and
limited to rare circumstances, i.c., if none of the measurement models previously mentioned can be applied, or if
there is a wide range of possible fair value measurements, in which case the cost represents the most meaningful
estimate.

For more information on the criteria for determining fair value, please refer to Section “A.4 Fair value disclosure”
of Part A of the Notes to the Financial Statements.

d) revenue recognition criteria

The interest of the three sub-items that comprise this category is recorded under item “10 - Interest income and
similar revenues”.

Realised gains and losses, the gains and losses from measurements for “Financial assets held for trading”, including
detivatives associated with financial assets/liabilities measured at fair value, are recognised in profit and loss under
item “80 — Net profit (loss) from trading”.

These income effects pertaining to “Financial liabilities measured at fair value” as well as “Other financial assets
mandatotily measured at fair value” are booked to the income statement under item “110 - Net profit/loss from
financial assets and liabilities measured at fair value through profit or loss”, in the sub-items “a) financial assets
and liabilities measured at fair value” and “b) other financial assets mandatorily measured at fair value”, respectively.

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 or ii) when the financial assets atre 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 balance sheet, even if legal ownership of the asset has been effectively
transferred.
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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 control has been maintained, 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 financial assets 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

According 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 the entity changes its business model for managing financial assets. In these cases, which are
expected to be highly infrequent, financial assets may be reclassified from the category ‘measured at fair value
through profit or loss’ to one of the other two categories envisaged by IFRS 9 (financial assets measured at
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 the effects of the reclassification 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 considered as the initial 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 “Classification
criteria for financial assets” below.

2 Financial assets measured at fair value through other comprehensive income (FVTOCI)

a) classification criteria
This category includes:

e financial assets represented by debt instruments, managed under a “Hold to Collect and Sell”” business
model, whose contractual flows represent solely payments of principal and interest on the residual capital
(SPPI - test passed);

e financial assets represented by equity instruments (that cannot be qualified as representing control,
association and joint control), held under a non-trading business model, for which, on first-time recognition,
the option for the recognition in the statement of comprehensive income of changes in fair value after first-
time recognition in the financial statements (OCI election) has been irrevocably exercised.

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 are 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, following initial recognition, continue to be
measured at fair value, with recognition in the income statement of interest (based on the effective interest rate
method), expected credit losses, and any exchange rate effect. Fair value changes, net of expected credit losses, are
booked to the appropriate equity reserve net of the associated tax effect (item “110 - Valuation reserves”). Upon
full or partial disposal, the cumulative gain or loss 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 fair
value, with changes booked to the appropriate equity reserve net of the associated tax effect (item “110 - Valuation
reserves”). The amount recognised as an offsetting entry in shareholders’ equity (Statement of Comprehensive
Income) cannot subsequently be transferred to the income statement, even following a sale; in this case, the amount

¢ Financial instruments held within the framework of a business model whose objective is ownership of said instruments for the purpose of
collecting cash flows and through sales transactions can be associated with the “Held to Collect and Sell” business model.
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is reclassified in another equity item (item “140 - Reserves”). Furthermore, no write-down to the income statement
is envisaged for these assets as they are not subject to any impairment process. The only component of these
equity securities 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 used
as an estimate of the fair value only on a residual 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 value
measurements, in which case the cost represents the most meaningful estimate.

For more information on the criteria for determining fair value, please refer to Section “A.4 Fair value disclosure”
of Part A of the Notes to the Financial Statements.

Financial assets measured at fair value through other comprehensive income - both in the 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 income statement of a value
adjustment to cover expected losses. In summary, an estimated loss at one year is recognised, at the initial
recognition date and at every subsequent reporting date, on instruments classified in stage 1 (i.e., on financial assets
at the origination 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 significant increase in credit risk compared to the initial recognition date) and stage 3 (non-
performing exposures) an expected loss is recorded for the entite residual life of the financial instrument.
Conversely, equity securities are not subject to the impairment test.

For more detailed information, please refer to the subsequent paragraph “Use of estimates and assumptions when
preparing financial statements - Methods for calculating impairment on IFRS 9 financial instruments”.

d) revenue recognition criteria
As regards financial instruments represented by debt instruments:

e interest is recorded under item “10 - Interest income and similar revenues”.

e cxpected credit losses recognised for the year are accounted for in item “130 - “Net impairment
(losses)/reversals for credit tisk of: b) financial assets measured at fair value through other comprehensive
income”; the same applies for partial or full reversals of write-downs recorded in previous years;

e at the moment of derecognition, valuations accumulated in the specific equity reserve are reversed to the
income statement under item “100 - Gains/losses from disposal/teputchase of: b) financial assets measured
at fair value through other comprehensive income”.

As regards financial assets represented by equity instruments, for which the so-called “OCI election” was exercised,
only dividends are booked to the income statement (item “70 - Dividends and similar income”). Changes in fair
value subsequent to initial recognition are recorded in a specific valuation reserve under shareholders’ equity (item
“110 - Valuation reserves”); in the event of derecognition of the asset, the cumulative balance of this reserve is not
reversed to the income statement but is reclassified under earnings reserves of equity (item “140 - Reserves).

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 or ii) when the financial assets are sold and all related risks/benefits ate
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 balance sheet, even if legal 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 control has been maintained, 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 financial assets 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

According 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 the entity changes its business model for managing financial assets. In these cases, which are
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expected to be highly infrequent, financial assets may be reclassified from the category ‘measured at fair value
through other comprehensive income’ to one of the other two categories envisaged by IFRS 9 (financial assets
measured at amortised cost or financial assets measured at fair value through profit or 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. If assets are 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 reclassified to the fair value through profit or loss category,
the cumulative gain (loss) recorded previously in the valuation reserve is reclassified from shareholders’ equity to
profit (loss) for the year.

For more information on classification criteria for financial instruments, please refer to the section “Classification
criteria for financial assets” below.

3 Financial assets measured at amortised cost
a) classification criteria

Financial assets represented by loans and debt securities, managed under a “Held to Collect!” business model,
whose contractual flows represent solely payments of principal and interest on the residual capital (SPPI test
passed) are included in this category

The portfolio of financial assets measured at amortised 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, which satisfy the above 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
activities);

b) recognition criteria

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

e Joans to banks;

e Joans to customers.

The initial recognition is 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 instrtuments
and determinable as of the transaction date, even if 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 which can be
encompassed in ordinary internal administrative expenses.

Repurchase agreement transactions 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 measured at amortised cost using the
effective interest rate criterion. This interest is recorded under item “10 - Interest income and similar revenues”.

The gross book value is equal to the fitst-time recognition value, decreased/increased by:

e principal repayments;

e amortisation — calculated using the effective interest rate method — of the difference between the amount
disbursed and the amount repayable upon maturity, typically attributable to the costs/income directly
charged to each receivable;

The amortised cost method is not used for short-term receivables, for which the effect of applying a discounting
approach is negligible, for loans without a defined maturity, and for revocation loans.

10 Financial instruments held within the framework of a business model whose objective is ownership of said instruments for the purpose of
collecting cash flows can be associated with the “Hold to Collect” business model.
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For more detailed information on amortised cost, please refer to the following section “Other significant
accounting practices - amortised cost”.

The book value of financial assets at amortised cost is adjusted to take into account any provision to cover expected
losses (expected credit losses). For each reporting period, the aforementioned assets are subject to impairment
testing with the aim of estimating expected losses in value for credit risk (ECL - Expected Credit Losses). These
losses are recorded in the income statement under item “130 - Net impairment (losses)/reversals for credit risk™.
More specifically and as better explained in the paragraph “Use of estimates and assumptions when preparing
financial statements - Methods for calculating impairment on IFRS 9 financial instruments”, the impairment model
classifies the assets into three separate stages (stage 1, stage 2, stage 3), according to trends in the borrower’s
creditworthiness, each of which has different criteria for measuring expected losses:

- stage 1: includes performing financial assets for which there has 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 a one-year time horizon (expected loss that would result from default
events on financial assets that are deemed possible within one year of the reference date);

- stage 2: includes performing financial assets that have undergone a significant deterioration in credit risk
with respect to initial recognition. The impairment is commensurate with the estimate of the expected
loss with reference to a time horizon equal to the entire residual life of the financial asset;

- stage 3: represents non-performing financial assets (probability of default equal to 100%), to be assessed
based on an estimate of expected loss over instrument’s life.

For performing assets, expected losses are calculated according to a collective process based on certain risk
parameters represented by the probability of default (PD), loss given default (LGD), and the exposure at default
(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 non-performing assets, i.e., assets for which, in addition to a significant increase in credit risk, objective
evidence of impairment has been found, impairment losses are quantified based on an analytical or lump-sum
measurement process by homogeneous risk categories - aimed at determining the present value of expected future
recoverable cash flows, discounted using the original effective interest rate or a reasonable approximation thereof,
if the original interest rate cannot be directly determined.

The non-performing asset category includes exposures assigned the status of non-performing loan, unlikely to pay,
ot past-due/overdrawn for more than ninety days, in accordance with the definitions established by supetrvisory
regulations in effect (Bank of Italy Circular no. 272 “Accounts Matrix”) and referred to in Bank of Italy Circular
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 forecast of the recoverable
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 described in the subsequent paragraph “Use of estimates and
assumptions when preparing financial statements - Methods for calculating impairment on IFRS 9 financial
instruments”.

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 connected with obtaining and selling the guarantee. In this regard, in the
event that the Bank uses a third party to collect non-performing loans, the fees paid to the outsourcer for activities
strictly related to collection are considered for the purpose of estimating impairment losses. These costs are
considered for both non-performing and performing exposures, if for the latter it is probable that in the event of
a transfer to non-performing loans, the collection activities will be assigned to third patties.

For fixed-rate positions, 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’s financial difficulties. For floating-rate positions, the rate used to discount cash flows is updated for
the indexing parameter (e.g., Euribor), while keeping the fixed spread at the original level.

The financial asset’s original value is restored in subsequent years when there is an improvement in the exposure’s
creditworthiness compared to that which had led to the previous write-down. The reversal is posted to the same
item in the income statement (“130 - Net impairment (losses)/reversals for credit tisk”) and may not, in any case,
exceed the amortised cost that the asset would have had without prior adjustments.
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For more detailed information on the impairment model, please refer to the subsequent paragraph “Use of
estimates and assumptions when preparing financial statements - Methods for calculating impairment on IFRS 9
financial instruments”.

For non-performing exposutes, accrued interest is calculated based on amortised cost, i.e., using the value of the
exposure - calculated with the effective interest rate - adjusted for expected losses. In case of management of non-
performing 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 impairment losses, as an
offsetting entry to item “130. Net impairment (losses)/reversals for credit risk”. The same accounting entry is
made in the event that the interest collected is greater than the expected cash flows.

Finally, for non-performing exposures that do not accrue contractual interest, such as non-performing 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 derecognised in the event one of the following cases is verified:

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

e if it is not possible to ascertain a substantial transfer of risks and benefits, the financial assets are
derecognised when control of the assets has been surrendered.

e 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 party (pass-through arrangements) without
delay and only to the extent of the amount received;

e the asset is subject to “substantial” changes, as more extensively described in the section “Renegotiations”.
With regard to non-performing financial assets, the asset may be derecognised following the acknowledgement of

the non-recoverability of the exposure and the resulting closure of the collection process (definitive derecognition),
and entails the 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 situations such as, for example:

- 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 possible judicial and extra-judicial 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 guarantees or other 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, non-performing financial assets may be derecognised following their “write-off”, upon
acknowledgement that there are no reasonable expectations of collection, while continuing with actions aimed at
their recovery. This write-off is carried out in the year in which the loan, or part of it, is considered non-recoverable
- despite not closing the legal procedure - and 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 to collect the loan 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 the gross book
value is reduced by an amount equal to the amount to be written off, which may represent the full exposure or a
portion of it. The write-off amount cannot be subjected to subsequent write-backs following an improvement in

collection forecasts, rather only as the result of amounts effectively collected.

In the event of derecognition, the difference between the book value of the asset at the derecognition date and
consideration received, inclusive of any assets received net of any liabilities assumed, must be recognised in the
income statement, undet item “100. a) Profits/(Losses) from disposal ot repurchase of: financial assets measured
at amortised cost” in the event of sale and, in all other cases, under item “130 - Net impairment (losses)/teversals
for credit risk”.
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e) reclassification criteria

According to the general rules established by IFRS 9 on reclassifying financial assets, reclassifications to other
categories of financial assets are not permitted unless the entity changes its business model for managing financial
assets. In these cases, which are expected to be highly infrequent, financial assets may be reclassified from the
category ‘measured at amortised cost’ to one of the other two categories envisaged by IFRS 9 (financial assets
measured at fair value through 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 and the effects
of the reclassification apply prospectively from the reclassification date. Gains or losses resulting from the
difference between the amortised cost of the financial asset and the associated fair value are booked to the income
statement in the case of reclassification under “Financial assets measured at fair value through profit and loss” and,
under equity, in the appropriate valuation reserve, in the case of the reclassification under “Financial assets
measured at fair value through other comprehensive income”.

For more information on classification criteria for financial instruments, please refer to the section “Classification
criteria for financial assets” below.

4 Hedging transactions

The Bank exercised the option, envisaged on first-time application of IFRS 9, to continue to use exclusively, as
regards “hedge accounting”, the provisions of IAS 39 (carved-out version endorsed by the European Commission)
for all types of hedge (both micro and macro hedges).

a) classification criteria — types of hedging

Risk-hedging transactions are aimed at offsetting any potential 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:

e fair value hedges, which are intended to hedge the exposure to changes in fair value of a recognised asset or
liability that are attributable to a particular risk; These include generic fair value hedges (macro-hedges) having
the objective of reducing fluctuations in fair value due to interest rate risk, of a monetary amount, 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 assets and liabilities.

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

e hedges of a net investment in a foreign operation, which refers to hedging the risks of an investment in a
foreign operation denominated in a foreign currency.

Given the choice exercised by the Bank of making use the possibility to continue to fully apply the rules of IAS 39
for hedging relationships, it is not possible to recognise capital securities under Financial assets measured at fair
value through other comprehensive income (FVOCI) ) as hedged for price or exchange risk, as these instruments
do not impact the income statement, even in case of sale (other than for dividends recognised in the income
statement).

The derivative instruments is designated as a hedging instrument, if documentation exists of the relationship
between the hedged item and the hedging instrument, showing that the hedging relationship is - and is expected to
be - effective both at inception and, prospectively, throughout its life. Furthermore, a hedging transaction should
be reflective of a pre-determined risk management strategy and consistent with risk management policies in use.

b) recognition criteria

Financial hedging derivatives, just as 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 value, in the asset item “50. Hedging
derivatives” or in the liability item “40. Hedging derivatives”
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c) measurement criteria and revenue recognition criteria

Hedging derivatives are measured at fair value. In particular:

Fair value hedging

In the case of specific fair 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 hedged asset or liability belongs, along with the change in the fair value of
the hedging instrument, in income statement item “90 - Net profit (loss) from hedging”. Any difference, i.e. partial
ineffectiveness of the hedging derivatives, reflects their net P&L impact;

If the 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 belongs. Specifically for instruments measured
at amortised cost, the cumulative revaluations/write-downs 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 interest rate. Instead, if the suspension of the hedge is accompanied by the
derecognition from financial statements of the hedged item (e.g., sale or eatly repayment), the fair value portion
not yet amortised is immediately recognised in the income statement under the item “90 - Net profit (loss) from
hedging”.

With regard to generic fair value hedging transactions (macro-hedges), changes in fair value of the hedged risk of
assets and liabilities subject to hedging are recorded in the balance sheet, respectively, under item “60 - Change in
value of macro-hedged financial assets” or “50 - Change in value of macro-hedged financial liabilities”. The
offsetting item for changes in value in both the hedged element and the hedging instrument, similar to specific fair
value hedges, is item “90 - Net profit (loss) from hedging” in the income statement. If a generic fair value hedging
relationship is suspended, the cumulative revaluations/wtite-downs recorded in the aforementioned balance sheet
items are charged to the income statement in interest 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 specific shareholders’ equity reserve (item “110
- Valuation reserves”) with reference to the effective portion of the hedge, while fair value changes of the hedging
instrument that are not offset by changes in the hedged item’s cash flows are posted to the income statement under
item “90 - Net profit (loss) from hedging”. If the hedging of cash flows is no longer considered effective, or the
hedging relationship is terminated, any amounts accumulated in cash flow hedge reserves are charged to the income
statement when the hedged 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.

Hedges of foreign currency 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 corresponding changes in the hedging instrument. Therefore, effectiveness is measured by
comparing said changes, while taking into account the company’s intent at hedge inception. With reference to the
hedged risk, the hedging is effective (within the 80% to 125% window) when the changes in fair value (or in the
cash flows) of the hedging instrument offset the changes in the hedged item almost entirely.

Effectiveness is assessed at year-end or at interim reporting dates by using:
e  prospective tests, which justify continuing hedge accounting since they show its expected effectiveness;

e  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 retrospectively and prospectively, hedge accounting is
discontinued as described above.

In addition, the hedging relationship ceases when:
e the derivative expires, is extinguished or exercised;
e the hedged item is sold, expires, or is repaid;
e itis no longer highly likely that the hedged future transaction will occur.
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5 Equity investments
a) classification criteria

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

Equity investments and equity securities are considered subject to control (subsidiaries) if 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 voting rights 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 unilaterally direct relevant activities of the investee or in the presence

of:

e  substantive potential voting rights through underlying call options or convertible instruments;

e  rights deriving from other contractual arrangements which, combined with voting rights, give the Bank
the de facto ability to direct production processes, other operating or financial activities able to
significantly influence the investee’s returns;

e power to influence, through rules of the by-laws or other contractual arrangements, governance and
decision-making procedures regarding relevant activities;

e majority of voting rights through contractual arrangements formalised with other holders of voting rights
(i.e., shareholders’ agreements).

As regards structured entities - investment funds the Bank takes the following positions with respect to funds:
e  subscriber of units, held for long-term investment purposes or for trading,
e  counterparty in derivatives.

A relationship of control exists when the following situations are present:

e the Bank, as a subscriber 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;

e  cxistence of provisions in the fund regulation envisaging the establishment within the fund of 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;

e  cxistence of other relations with the fund, such as the presence within the 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 entities - securitisation vehicles, the bank verified the fulfilment of requirements
of control, checking the possibility of exercising power over relevant activities for its own benefit and the end
putpose of the transaction are taken into consideration by the Bank, as well as the investor/sponsot’s involvement
in the structuring of the transaction.

In addition, for autopilot entities, the subscription of the substantial entirety of the notes by the Bank is considered
an indicator of the presence, particulatly 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 considered associates. It is assumed that the company exercises
significant influence in all cases in which it holds at least 20% of the voting rights (including “potential” voting
rights) and, regardless of the interest held, if the company has the power to participate in management and financial
decisions of the investee, by virtue of specific legal connections, such as shareholder agreements, with the purpose
for the agreement’s participants to ensure representation in management bodies and to ensure management unity,
without having control.

Entities are considered to be jointly controlled companies when 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.
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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 indicators of impairment. 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 estimated.
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 goodwill, the difference is recognised
immediately in the income statement under item “220 - Gains (losses) on investments”. Should the reasons for
impairment no longer apply as a result of an event occurring after the impairment was recognised, reversals of
impairment losses are charged to the same item in the income statement, up to the amount of the previously
recognised impairment.

For more detailed information, please refer to the paragraph “Use of estimates and assumptions when preparing
financial statements - Methods for calculating impairment on investments”.

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 the disposal of investments is
recognised in the income statement under item “220 - Gains (losses) on investments”.

d) derecognition criteria

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

6 Property, plant and 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 used in the production or supply of services or for
administrative purposes (classified as “Property, plant and equipment used in the business” and recognised in
accordance with IAS 16), whereas investment properties are those owned by the Bank for the purpose of collecting
rents and/or held for appreciation of capital invested (classified as “Property, plant and equipment held for
investment” and follow the rules set forth in IAS 40).

The item also includes property, plant and equipment classified according to IAS 2 “Inventories”, mainly relating
to assets acquired for the purposes of enhancing the value of the investment, including through restructuring or
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.

This category also includes i) property, plant and equipment obtained through the enforcement of guarantees
received and rights of use acquired through leases, both financial and operational, relating to property, plant and
equipment that the Bank uses as a lessee for business purposes or for investment purposes, ii) the property, plant
and equipment under operating lease (for the lessees), as well as iif) any improvements and incremental expenses
incurred in relation to third-party assets, if identifiable and separable (e.g. ATMs).

b) recognition criteria

Property, plant and equipment are originally recognised at cost, which includes the purchase price and any
additional charges directly attributable to the 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 booked to the income statement.

For assets returned following the closure of the original credit position (known as “acceptance in return”), the
value recognised is the lower of the gross credit value recorded at the time the asset is returned and:
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- the “market value” resulting from a specific appraisal, if it is not expected that they will be classified as
“non-current assets held for sale and disposal groups” over a short-term horizon;

- the “rapid realisation value” inferred from a specific appraisal, which adjusted the “market value” for a
sale in an exceedingly short period of time, if at the resolution date it is known that it will later be
categorised under “non-current assets held for sale and disposal groups™;

- the price being negotiated, if at the 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 accounting purposes and,
by applying the components approach, are measured separately upon acquisition. The breakdown of the total value
between land and building is based on the appraisals of independent experts.

Right of use (RoU) assets acquired through leasing ate recognised in financial statements on the contract’s start
date, that is, on the date on which the asset is made available to the lessee, and is initially valued at cost. This cost
includes:

e the initial measurement of the lease liability, net of VAT;

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

e 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);

e  cstimated costs of refurbishment and dismantling, in cases where the contract provides for them.

In connection with the right of use asset, the lessee recognises a liability for the lease under item “10 - Financial
assets measured at amortised cost” corresponding to the present value of payments due for the lease. The discount
rate used is the implicit interest rate, if it can be determined; otherwise, the lessee’s marginal borrowing rate is used.

When there is no implicit interest rate in the contract, the Bank uses, 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 senior bonds and for protected and
privileged deposits. The adoption of this curve is in line with the characteristics of leasing contracts, which typically
envisage constant payments over the duration of the contract, and of the underlying assets.

The discount rate so defined takes into account the creditworthiness of the tenant, the duration of the lease, the
asset underlying the right of use and the economic environment, identified in the Italian market, where the
transaction takes place and therefore is in line with the requirements of the standard.

If a lease contract contains “non-leasing components” (e.g., services rendered, such as ordinary maintenance, to be
recognised according to the provisions of IFRS 15), the lessee must account separately for “leasing components”
and “non-leasing components” and divide the contract’s payments between the various components based on their
relative stand-alone prices.

The lessee may opt to recognise the payments due for the lease directly as a charge in the income statement, on a
straight-line 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:

- short-term leases (equal to or less than 12 months) that do not include 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 a straight-line basis over the life of the lease
contract.

c) measurement criteria and revenue recognition criteria

Property, plant and equipment, including non-operating real estate and with the exception of those to which IAS
2 applies, are valued at cost less any accumulated depreciation and impairment.

Property, plant and equipment, both owned and acquired through rights of use, are systematically depreciated over
their useful life on a straight-line basis, except for land and artworks which have an indefinite useful life and cannot
be depreciated. The useful life of property, plant 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 must be determined taking into 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 value, the relevant useful life is that of the
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underlying asset at the contract’s start date. Otherwise, the useful life is determined as the lower of the asset’s useful
life and the lease term. The depreciation rates and subsequent useful life expected for the main categories of assets
are reported in the specific sections of the notes to the financial statements.

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 be indications of impairment of value, both for properties that are owned
and those that are leased, a comparison is made between the book value of the asset and the asset’s recoverable
value, i.e. the higher of the fair value, less any costs to sell, and the relevant value 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 “Net value adjustments to (recoveries on) property, plant and equipment”. Periodic depreciation 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 recognised for the asset
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 re-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, represented by the estimated 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 income statement under item “180 - Net value adjustments to (recoveries on) property, plant and equipment”.
Periodic depreciation is not applied in this case.

d) derecognition criteria

Property, plant and equipment are derecognised from the balance sheet upon their disposal or when the assets are
permanently withdrawn from use and no future economic rewards are expected as a result of their disposal. Any
gains and losses deriving from the disposal or sale of property, plant and equipment are calculated as the difference
between the net sale price and the book value of the asset and are recognised in the income statement under item
“250. Gains (losses) on disposals of investments”.

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

7 Intangible assets
a) classification criteria

Intangible assets are identifiable, non-monetary assets without physical substance that are held for use over several
years or indefinitely. Intangible assets also include goodwill, which represents the positive difference between the
purchase cost and the fair value of the assets and liabilities pertaining to an acquired company, as better indicated
in paragraph “16 — Other information, Business combinations”.

b) recognition criteria

They are recognised at cost, adjusted by any additional charges only if it is probable that the future economic
rewards that are attributable to the asset will flow to the entity and if 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 was incurred.

Relevant intangible assets for the Bank include:

e technology-related intangible assets including 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 development can be measured reliably, b) the entity intends
and is financially and technically able to complete the intangible asset and either use it or sell it, ¢) the entity is
able to demonstrate that the asset will generate future economic rewards. Capitalised costs for software
development only include the expenses that are directly attributable to the development process.

e customer relationship intangible assets, represented by the value of assets under management/custody and
core deposits in the event of business combinations.

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 combination and the net fair value of the assets and liabilities purchased (i.e. companies or business units).
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Should the cost incurred be less than the fair value of the assets and liabilities acquired, the difference (badwill) is
directly recognised in the income statement.

c) measurement criteria and revenue recognition criteria

The cost of an intangible asset with definite useful life is amortised on a straight-line basis over the useful life.
Instead, intangible assets with indefinite useful life are not amortised but 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 straight-line basis starting from completion and roll-out of the applications based on their useful
life. Intangible assets reflective of customer relationships, which are taken over during business combinations, are
amortised on a straight-line basis.

At each annual and interim reporting date, the recoverable amount of the assets 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 subject to amortisation, 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 which goodwill is monitored 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, if lower. 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 the
years of operation of the cash generating unit and its disposal at the end of its useful life. The resulting value
adjustments are posted to the income statement under item “190 - Net value adjustments to (recoveries on)
intangible assets”. Periodic amortisation is reported in the same item. An impairment loss recognised for goodwill
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 and group of assets/liabilities held for sale and disposal groups
a) classification criteria

Non-curtent 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 under item “110 - Liabilities associated with disposal
groups” and in liabilities under item “70 - Liabilities associated with individual assets held for sale”.

To be classified in these items, the assets or liabilities (or discontinued 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 and revenue recognition criteria

Following initial recognition, non-current assets held for sale and disposal groups, with the relative liabilities, are
valued at the lower of the book value and the fair value net of selling costs, with the exception of certain types of
assets, such as, for example, all financial instruments falling under the scope of IFRS 9 - for which IFRS 5
specifically envisages that the measurement criterion of the reference accounting standard must be applied.

Amortisation/depreciation is discontinued at the date the non-cutrent asset is classified as a non-current asset held
for sale.

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

If groups of assets and liabilities held for sale are attributable to discontinued operations (identifiable with a stand-
alone business unit or geographical area of activity, even if part of a single coordinated disposal program, rather
than a subsidiary company acquired only for resale purposes), the related income and expenses, net of the tax
effect, are recognized in the income statement in item “290 - Profit (loss) from discontinued operations, net of
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taxes” in the income statement. Profit and loss associated with individual assets held for sale are recognised in the
most appropriate income statement item.

c) derecognition criteria

Non-curtrent assets and group of assets/liabilities held for sale and disposal groups 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 accordance with 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.

Income tax provisions are determined on the basis of a prudential forecast of current tax expense, deferred tax
assets and liabilities.

Current tax includes the net balance of current tax liabilities for the year and current tax assets with the Financial
Administration, 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 receivables transferred 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 differences — with no time limits —
between the value assigned to the assets or liabilities in accordance with statutory principles and the corresponding
values for tax purposes, applying the so-called balance sheet liability method.

Deferred tax assets determined on the basis of deductible temporary differences are shown in the balance sheet
for the extent to which they are likely to be recovered on the basis of the capacity of the company involved or all
of the participating companies — as a result of exercising the option concerning “fiscal consolidation” — to generate
a positive taxable profit on an ongoing basis, in light of a probability test.

Recovery of deferred tax assets relating to goodwill, other intangible assets, and write-downs on loans (“convertible
DTAS”) is to be automatically considered likely because of existing regulations that provide for conversion into tax
credits, if a statutory and/or tax loss is incurred.

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

- if the financial statements filed by the company show a statutory loss for the year, deferred tax assets IRES
and IRAP) relating to goodwill, other intangible assets, and loan write-downs will be converted into tax credits
for a portion equivalent to the ratio between the statutory loss and the book value of shareholders’ equity prior
to said loss. The conversion into tax credits becomes effective from the date when the ‘loss-incurring’ separate
financial statements are approved by the Shareholders’ Meeting;

—  if there is a tax loss for the year (that is, for IRAP purposes, a negative production value), the deferred tax
asset relating to the deductions for goodwill, other intangible assets, and loan write-downs, which contributed
to the formation of the tax loss (i.c., the negative production value) 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, the DTAs that can be converted

ceased to increase starting from 2016. In particular:

1. for deferred tax assets relating to goodwill, other intangible assets newly recognised in financial statements
from 2016 onwards are excluded from the regulations pursuant to art. 2 - paragraphs 55 et seq. - of Law
Decree 225/2010;

2. for deferred tax assets relating to loan write-downs, from 2016 onwards, the accounting assumption for
recognition in financial statements has ceased and these write-downs are entirely deductible in the accounting
period. Note that the 2019 financial manoeuvre (Law no. 145 of 30 December 2018) repealed the full
deductibility of loan write-downs upon first-time application of IFRS 9, exclusively following the adoption of
the model for recognising the provision to cover expected losses (ECL), providing for the deductibility (IRES
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and IRAP) of these write-downs on a straight-line basis over 10 years. It was, however, explicitly stated that
the relative DT'As recorded in financial statements as a result, although referring to write-downs 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 Law (Law no. 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 DTAs relative to goodwill, other intangible assets,
and loan losses into tax credits; thus, it is necessary to pay an annual fee for each year from 2016 onwards, if the
conditions apply, until 2030.

Deferred tax assets on unused tax losses are recognised based on the same criteria as those used to recognise
deferred tax assets on deductible temporary differences: therefore, they are shown in the balance sheet to the extent
to which they are likely to be recovered on the basis of the capacity of the company to generate a positive taxable
profit in the future. Since 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 periods, suitable evidence
must be provided to support the existence of such 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 against which to use such losses is not subject to any time limits.

As mentioned above, the Bank verifies the probability that there will be future taxable income (probability test)
using the risk-adjusted approach, which provides for the application of a discount factor to future 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 Bank to verify the possibility of recognising deferred
tax assets, please refer to the subsequent paragraph “Use of estimates and assumptions when preparing financial
statements - Methods for recognising deferred tax assets (probability test)”.

Deferred tax assets and liabilities are calculated using the tax rates expected 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 account that the 2020 Budget Law (Law no. 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 no. 145 of 30 December 2018). Any changes in tax rates or tax
standards having a significant 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 10, with the resulting disclosure in the Notes to the Financial
Statements.

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 assets and 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 Bank and participating subsidiaries, contracts have been 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 companies that transfer tax losses — calculated as above — is 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 the loss was recorded. Offsetting flows so determined are posted as receivables
and payables with companies participating in fiscal consolidation, classified under other assets and other liabilities,
offsetting item “270 - Tax expense (recovery) on income from continuing operations”.

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 which directly affected equity without
impacting the income statement (e.g. measurement of financial instruments at fair value through other
comprehensive income or cash flow hedging derivatives), they are posted as an offsetting entry to sharecholders’
equity, involving the special reserves if required.
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10 Provisions for risks and charges

Provisions for risks and charges: commitments and guarantees given

The sub-item 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 “Financial assets measured at amortised cost” and “Financial assets measured at fair value through
other comprehensive income”. For more detailed information on the impairment model, please refer to the
subsequent paragraph “Use of estimates and assumptions when preparing financial statements - Methods for
calculating impairment on IFRS 9 financial instruments”.

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

Provisions for risks and charges: post-employment benefits

The sub-item “Provision for risks and charges: b) post-employment benefits” includes appropriations, recognised
based on IAS 19 “Employee Benefits”, for the purpose of closing the technical deficit of defined benefit
supplementary pension funds. Pension plans are cither defined benefit or defined contribution schemes. The
charges borne by the employer for defined contribution schemes are pre-determined; charges for defined benefit
plans are estimated and shall take account of any shortfall in contributions ot poor investment performance of
defined benefit plan assets. For defined benefit plans, the actuarial values required by the application of the above
standard are determined by an external actuary in accordance 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 of
commitments at the end of the year, are recognised for the full amount in the statement of comprehensive income,
under the item “Valuation reserves”.

For further details, please refer to the following paragraph “16 - Other information - Severance pay and other
employee benefits”.

Provisions for risks and charges: other provisions

The sub-item “Provisions for risks and charges: ¢) other provisions” includes allocations made for estimated
expenditures for legal or implicit obligations deriving from past events. These expenditures may be contractual in
nature, such as the allocations for the incentive system for employees and leaving incentives, indemnities envisaged
in contractual clauses upon occurtrence of certain events, ot for compensation and/or restitution, such as those
against presumed losses for actions filed against the Bank, including claw-back actions, estimated expenses in
relation to customer claims for securities brokerage, and tax disputes.

This also includes provisions established for lease contracts, stipulated as lessee, which require the
dismantling/refurbishment of the undetlying assets at the end of the contract. The offsetting entry for the provision
is the asset recognised for the right of use of the property in item “80 - Property, plant and equipment”.

Provisions for risks and charges consist of liabilities with uncertain amounts or payment dates and are recognised

in the financial statements if:

e there is a current (legal or implicit) obligation resulting from a past event;

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

e  arcliable estimate can be made of the likely future disbursement.

The amount recognised as a provision represents the best estimate 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 provisions are discounted using the current
market rates. With the exception of provisions associated with lease contracts, the allocation and discounting effect
are recorded in the income statement under item “170 - Net provisions for risks and charges”, as is the increase in
the provision due to the passage of time. Provisions are reviewed at each reporting date and adjusted to reflect the
best current estimate. When an outflow of resources, intended to produce economic benefits in fulfilment of an
obligation, becomes unlikely or when the obligation has lapsed, the provision is reversed.

In addition, each provision 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 probability of an outflow of resources to settle the amount is remote
or the amount is not significant.
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Note in particular that:
e  Provisions relating to civil and criminal disputes deriving from financial information disclosed in the 2008-
2015 period, are determined as the weighted average of two estimates prepared by external experts:

1. the “differential damage” estimate, which identifies the damage as the lowest price that would
have been paid if the investor had been able to access to complete and correct information;
2. the “full compensation” estimate, which starts from the argument that false or incomplete

information can have a causal impact on investment decisions such that, in the presence of a
correct information framework, the investor would not have made the investment in question
at all. On the basis of this assumption, the compensable damage is proportionate to the entire
amount invested, less (a) the residual value of the security (i.e. the amount obtained from its
sale), as well as (b) the additional amount that the investor would have obtained by cartying out
the sale of security as soon as the parity of information was restored.

Instead, with reference to out-of-court claims relating to the period 2008-2015, in order to take into

account the probability of their transformation into real disputes, the funds were determined by applying

an experiential factor to requests made by counterparties.

e Provisions related to statements made and guarantees issued in the context of the sale and spin-off of
certain non-performing loans, in the absence of suitable elements to make a sufficiently reliable estimate,
using a statistical method. In particular, the estimate is based on the results of a representative sample of
positions sold / spun-off with respect to which the compliance or compliance risk is analytically assessed
for each of the statements made and guarantees issued; as part of this estimate, the sample to be analysed
is identified and the results of the sample are inferred on the entire population. The estimate is updated
to take into account any claims received.

11 Financial liabilities measured at amortised cost
a) classification criteria

Item 10 “Financial liabilities measured at amortised cost” includes the sub-items “a) due tobanks”, “b) due to
customers”, and “c) debt securities issued” and comprises the various types of funding (both interbank and from
customers) and funds raised through certificates of deposit and outstanding bonds, net of any repurchase. Debt
securities issued include all securities that are not subject to “natural” hedging through derivatives and that are
classified as liabilities measured at fair value.

This item also incorporates payables booked by the lessee in relation to any stipulated finance and operating lease
transactions, as well as repurchase agreements for funding and securities lent against cash guarantees that are fully
available to the lender. Finally, operating payables related to the provision of financial services, as defined in the
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 securities based on their fair value, which is generally equal to the amount received or the issue price, increased
by any additional income/expense ditrectly attributable to the individual funding ot issuing transaction and not
reimbursed by the creditors. Internal 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 recognition of embedded 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 recognised 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:

e  periods covered by an option to extend the lease, if it is reasonably certain that the option will be exercised;

e  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 liabilities issued, net of any reimbursements and/or trepurchases, are
measured at amortised cost using the effective interest rate method. Short-term liabilities for which time effect is
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immaterial are an exception, and are recognised at the amount collected. Interest is charged to the income statement
under item 20 “Interest expense and similar charges”.
Following the commencement date, the book value of lease liabilities:

e increases for accrued interest expense, charged to the income statement under item “20 - Interest expense
and similar charges”;

e  decreases for lease instalment payments;

e s recalculated to take into account any new valuations (e.g., extension or reduction of the lease term) or
changes in the lease (e.g., renegotiation of the lease payment) that occurred after the commencement date;
the effect of the recalculation is recognised as offsetting item of the asset corresponding to the right of
use.

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 maturity or extinction. 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 recorded in the income statement in item “100 - Gains (losses) on disposals or repurchases”. 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:

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

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

e  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, as well as those related to assets/liabilities measured at fair value through profit or loss.

Moreover, liabilities that arise from technical overdrafts generated by securities trading activities are included.

b) recognition criteria

Financial liabilities held for 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 net of
any transaction 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 value, every change in fair
value is recognised in the income statement. For a description of criteria used to determine the fair value of financial
instruments, please see Section “A.4.5 Fair Value Hierarchy” in Part A of these Notes to the Financial Statements.

d) revenue recognition criteria

Profits and losses arising from any changes in the fair value of financial liabilities and/or their sale are recognised
in the income statement under item “80 Net profit/loss from trading”, including those for detivatives liabilities
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 all related risks and benefits.
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13 Financial liabilities designated 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 or loss was chosen; this option 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
recognition of the related profits and losses on different bases (known as “accounting mismatch”); or

2. the management and/or measurement of a group of financial instruments at fair value through profit or loss
is consistent with an investment or risk management strategy 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 irrevocable, is carried out on an individual financial instrument,
and does not require the same application to all instruments having similar characteristics. It is not permitted to
use the fair value designation for only one portion of a financial instrument, attributable to a single risk component
to which the instrument is subject.

The Bank has exetcised this option in relation to case 1, classifying under this item financial liabilities that are
subject to “natural hedging” through derivative instruments.

In Section 16 “Other information”, a specific paragraph is included to provide insight into the hedging management
methods through the adoption of the fair value option.

b) recognition criteria

Upon initial recognition, these financial liabilities are measured at fair value, which 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 conditions other 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 been met, i.e. when the fair value of 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 valuations after
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 time), which 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 fair value of these liabilities are recognised:

e initem “110 - Valuation reserves”, for the portion related to the change in fair value that is attributable
to changes in the issuet’s creditworthiness, unless this creates or increases an accounting mismatch in 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, net of the 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 shareholders’
equity item (“140 - Reserves”);

e in the income statement under item “110 - Net profit (loss) from financial assets and liabilities measured
at fair value through profit or loss”, for the portion of the fair value change not attributable to changes
in own creditworthiness.

For a description of criteria used to determine the fair value of financial instruments, please see Section “A.4.5 Fair
Value Hierarchy” in Part A of these Notes to the Financial Statements.

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 substantial transfer of all risks and benefits resulting from the ownership.
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For financial liabilities represented by securities issued, derecognition also occurs if previously issued securities
have been repurchased. The difference between the book value of liabilities and the amount paid to purchase them
is recorded in the income statement under item “110 - Net profit/loss from financial assets and liabilities measured
at fair value through profit and loss”, with the exception of profits/losses associated with the change in 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 new price of placement, with no impact on the income statement.

14 Foreign-currency transactions

a) recognition criteria
Upon initial recognition, foreign-currency transactions are recognised in the currency of account using the foreign-
exchange rates on the date of 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:

e  monetary entries are converted using the exchange rate on the closing date;

e non-monetary entries valued at historical cost are converted using the exchange rate on the date of the
transaction;

e non-monetary entries that are measured at fair value in a foreign currency are translated at the closing date
rate.

Any exchange-rate 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, are posted to the income statement for the period in which they arise.

When a profit or a loss on a non-monetary element is recognised in equity, the exchange-rate difference in relation
to said element is also posted to equity. However, when a profit or a loss is posted to the income statement, the
relative exchange-rate 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 reporting period. 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 statement only in the year when the investment is
disposed of or reduced.

15 Insurance assets and liabilities

The Bank does not carry out insurance activities.
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16 Other information
Other financial statement items
Cash and cash equivalents

This item includes currencies that are 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 posted at face value. For foreign currencies, the face value is converted into euros at year-end exchange
rate.

Change in value of macro-hedged financial assets and liabilities

These items show, respectively, the net amount, whether positive or negative, of changes in value of assets and
liabilities macro-hedged against interest rate risk, pursuant to IAS 39, paragraph 89A. For more detailed
information, please refer to the discussion in paragraph 4 “Hedging transactions”.

Other assets

This item shows assets not attributable to the other items on the asset side of the balance sheet. It may include, for
example:

e  gold, silver, metals and precious stones;

e items in processing;

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

e  receivables associated with the provision of non-financial 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;

e any inventories according to the definition of IAS 2, excluding those classified as inventories of property, plant
and equipment;

e tax credits other than those recognised under item “110 - Tax assets”;

e improvements and incremental expenses incurred on third-party real estate other than those attributable to
item “80 - Property, plant and equipment” and therefore not independently identifiable and separable.

The costs in the latter bullet point are posted to item “120 - Other assets”, since the user company exercises control
of the assets for the purpose of the tenancy agreement and can obtain future economic benefits from them. Said
costs are posted to item “200 - Other operating expenses (income)” in the income statement according to the
shorter of the period in which the improvements and incremental 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:

e items in processing;

e  payment agreements that must be classified as debit entries according to IFRS 2;

e  debit entries connected with payment for provision of non-financial goods and services;

e accrued liabilities other than those to be capitalised for the respective financial liabilities, including those
deriving from contracts with customers pursuant to IFRS 15;

e  sundry tax liabilities other than those recognised under item “60 - Tax liabilities”, associated, for example, with
substitute tax assets.

Severance pay and other employee benefits

Employee severance pay is defined as a “benefit subsequent to the employment relationship”, in accordance with
TAS 19. Following the supplementary pension reform, pursuant to Italian Legislative Decree no. 252 of 5 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 2006, the portions of severance pay accrued starting from 1 January 2007 are considered a “defined
contribution plan”, both for the case in which the employee opts for supplementary social security, as well as the
case in which the employee opts for the allocation to the INPS treasury fund; the charge, recognised under
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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 accrued as at 31 December 2006 continues to be considered a “defined benefit plan”.
In general, “post-employment plans” - which include severance pay as well as pension funds - are divided into the
two categories “defined benefit” or “defined contribution”, based on their characteristics.

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,
consequently, 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, that is, the risk of a shortfall in contributions ot 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 method. Based on this method, 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 and the theoretical 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, weighted according 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 adjusted for the fair value 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 the actuarial assumptions,
entail a re-measurement of net liabilities and are offset against an equity reserve (item “110 - Valuation reserves”)
and are thus presented in the “Statement of comprehensive income”. The change in the liability resulting from a
change or reduction 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 to a significant 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).

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

Valuation 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 on foreign investments, cash flow hedges, exchange rate differences for conversion,
“individual assets” and groups of assets held for sale, the portion of valuation reserves for investments measured
according to the equity method, actuarial gains (losses) on defined benefit plans, and profits/losses for changes in
own creditworthiness in relation to liabilities under the fair value option.

Share capital and Treasury shares

This equity item includes the amount of issued shares net of any capital subscribed but not yet paid at the reporting
date. The item is shown including any treasury shares held by the Bank. Treasury shares are recognised in financial
statements as a negative component of shareholders’ equity.

The original cost of repurchased treasury shares and the profits or losses from their subsequent sale are recognised
as changes in sharcholders’ equity. Transaction costs for a capital transaction, such as an increase in share capital,
are recorded as a reduction in shareholders’ equity, net of any related tax benefits. Dividends on ordinary shares
are recorded as a reduction of sharcholders’ equity in the year in which the Shareholders’ Meeting approved their
distribution.
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Other significant accounting practices

Revennes from contracts with customers (IFRS 15)

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 standard, “Revenue from Contracts with Customers”, introduces a new model for recognising
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 transfer of risks and benefits.

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

e  the parties have approved the contract and are committed to its execution;

e the rights and obligations of the parties can be clearly identified in the contract;

e the payment terms for the transferred goods and services can be identified,;

e the contract has commercial substance, in the sense that it impacts the entity’s cash flows;

e itis considered likely that the consideration will be collected upon transfer of the assets and provision of
the services. For this assessment, only the customer’s ability and intention to pay the amount due should
be considered.

After the contract’s consideration has been allocated to individual obligations 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 satisfied) and can be:
e ata specific point in time (e.g., when the entity fulfils the obligation to transfer the promised good or
service to the customer);
e 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 contract’s consideration may vary based on reductions, discounts, reimbursements, incentives,
performance bonuses, or other similar elements. The consideration may also vary depending on whether a future
event occurs (as in the case of a fee linked to performance objectives).

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

o the expected value method, i.e., the weighted sum of the amounts in a range of possible considerations (for example, the company
bas many contracts with similar characteristics);

e 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, revenue is recognised 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 part. In the event of a high 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 each

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 variable non-cash consideration to the entity,
linked to the 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 services effectively 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 against the expected 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 claw-back clause. This standard also applies to loyalty programmes, against which a refund
liability is recognised. 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 future redemptions (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.
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For contracts for the placement of third-party products, which provide for the reimbursement of part of the
commissions received in the event of early termination by the customer and in the presence of claw-back clauses
linked to the failure to achieve target commission volumes, 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 be adjusted at each reporting 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; reward points are redeemed through prizes purchased mainly from
external suppliers. Reward points granted to customers who subsctibe to a product/setvice of the Bank entails that
recognition of the portion of revenue attributable to the recognised reward points in the income 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
reward 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 as a refund liability; 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 that are expected to be recovered and the costs for fulfilling
the contract are capitalised when these costs can be directly attributed to the contract, can generate resources that
can be used to fulfil future contractual performance obligations, and be considered recoverable. 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 have assets of this type.

Revennes and costs relating to financial instruments

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

e interest is booked pro-rata temporis on the basis of contractual interest rate or the effective interest rate
in the event of application of the amortised cost; negative income components accrued on financial assets
are booked to item “20. Interest expenses and similar charges”; the positive income components accrued
on financial liabilities are booked to item “10. Interest income and similar revenues”. Interest 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:

O  hedging assets and liabilities that generate interest;

O 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);

O  connected operationally with assets and liabilities classified in the trading book and which entail
the settlement of differentials or margins over several maturities;

e interest on arrears is posted to the income statement only upon actual collection;

e dividends are shown in the income statement upon resolution of their payout, i.e. when their payment is
due;

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

e cains 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 the income statement 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 account the duration and the nature of the instrument.

e  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 difference between the
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 provide specific guidelines on the accounting treatment to be applied for
recognising costs related to service contracts that are rendered by the supplier through an indeterminate number
of actions, over a given period of time. If there are cases of services rendered by suppliers through a single
performance obligation relating to the provision of a specific number of units, such as a certain volume of services,
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which remain constant throughout the contract term and this single performance obligation is satisfied over time
with a decreasing payment amount due by the customer, the Bank applies the accounting treatment envisaged by
IFRS 15 (see Basis for Conclusions 313-314).

In cases of the provision of services characterised by a constant volume over time of equal services and a profile
of decreasing payments, the Bank assigns an average unit cost to the services received and recognises their costs
on a straight-line basis. This straight-line mechanism for recognising costs entails the need to recognise a prepaid
asset which, at each reporting date pursuant to IAS 30, is assessed to determine if there are impairment indicators
which also takes into account the analyses carried out for purposes of onerous contracts. In the event that
impairment indicators are identified, the recoverable value of the asset must be calculated and a write-down must
be recognised in the financial statements when the recoverable value is lower than the book value.

Share-based payments

These are payments to employees, as consideration for 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 employment relationship.

Pursuant to IFRS 2, payments based on treasury shares are classified as “equity-settled” plans, to be recognised
based on the fair value of the employment services received.

Given the difficulties of directly estimating the fair value of employment 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 the fair
value of equity instruments at the date they are assigned. The fair value of payments settled by issuing shares is
recognised according to the criterion of the service provided, in the income statement item “160 - a) Personnel
expenses” as an offsetting entry to an increase in the item “140 - Reserves”.

In particular, when the assigned shares 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 consideration
for the service rendered throughout the accrual period for these conditions (“vesting period”).

Business combinations

A business combination is a transaction that transfers the control of a company (or of an integrated set of activities
and assets, conducted and managed for the purpose of providing goods or services to customers and which
generates investment income, such as dividends or interest, or other income from ordinary activities). For the
definition of control, please refer to Section 3 “Scope of consolidation” of this part A of the Notes to the Financial
Statements.

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 the consolidated financial statements
while posting the acquired interest to its separate financial statements as an equity interest in a subsidiary,
consequently applying the “Separate financial statements” accounting standard (IAS 27).

A business combination may also provide for 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 link like the one between a parent company and a
subsidiary, and therefore in these cases IFRS 3 is also applied to the acquiring entity’s separate financial statements.

Business combinations are accounted for using the purchase method, which requires: (i) the identification of the
acquirer; (ii) the determination of the cost of the business combination; and (iii) the allocation of the acquisition
price (“Purchase Price Allocation”).

Identification of the acquirer

IFRS 3 requires that an acquirer is identified for all business 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 combination transactions 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 will constitute the 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.
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Determination 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 obtaining control of the acquired
entity. The consideration that the acquirer transfers in exchange to the acquired entity includes any assets and
liabilities resulting from an agreement on “contingent consideration”, to be recognised at the fair value on the
acquisition 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 combination (i.e., within 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 profit performance, must 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 statement as they are incurred, with 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 acquirer must allocate the cost of the business
combination (“Purchase Price Allocation”) to the identifiable assets acquired and to the liabilities assumed
measured at their fair value on that date, as well as recognising the value of non-controlling interests of the 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
acquired entity) and identifiable liabilities assumed (including contingent liabilities).

For each business combination, any non-controlling 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 book value must be charged to the income statement.

Hence, at the acquisition date, the acquirer must determine the difference between:
- the sum of:
0 the cost of the business combination;
O the amount of any non-controlling interests as described above;
O the fair value of any equity interests previously held by the acquirer;
and
- the fair value of identifiable net assets acquired, including contingent liabilities.

Any positive difference must be recognised as goodwill; conversely, any negative difference must be charged to 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 process of identifying 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 petiod).

Once control has been obtained and the purchase 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 transaction
between shareholders. Therefore, the book values of the shareholders’ equity of the Group and non-controlling
must be adjusted to reflect changes in equity interests in the subsidiary. Any difference between the value for which
non-controlling interests are adjusted and the fair value of the consideration paid or received must be recognised
directly in the Group’s shareholders’ equity.

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 consideration received and the 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 third-party shareholders’ equity. The amounts previously recognised in the statement of comprehensive
income (such as valuation reserves for financial assets sold that are measured at fair value through other
comprehensive income) must be accounted for in the same way as required if the parent company had directly sold
the assets or related liabilities (by reclassification in the income statement or shareholders’ equity).
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The fair value of any equity interest held in the former subsidiary must be considered equal to the fair value upon
initial recognition of a financial asset according to IFRS 9, or, 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 fall under IFRS 3. In the absence of a
standard of reference, as indicated in Section 1 “Declaration of conformity with international accounting
standards”, these transactions are posted to the accounts by making reference to preliminary guidance from the
Italian Association of Auditors (Orientamenti Preliminari, OPI no. 1 “Accounting treatment of “business
combinations of entities under common control” in separate and consolidated financial statements” and OPI no.
2 “Accounting treatment of mergers in financial statements”). These guidelines consider the economic significance
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 method. Therefore, in the financial
statements of the seller, the difference between the sale price and the book value is posted as an increase/decrease
in equity. Exclusively in the event of acquisition or transfer of a controlling interest, the equity investment is posted
at acquisition cost in the acquiter/transferee’s financial statements for the yeat.

Amortised cost

The amortised cost of financial assets or liabilities is the value at which they were measured upon initial recognition,
net of principal repayments, plus or 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 present value of a financial asset or liability with the future
contractual payments or collection cash flows until maturity or a subsequent price recalculation date. To calculate
the current value, the effective interest rate is applied to estimated future collection or payment flows over the
entire useful life of the financial assets or liabilities — or for a shorter period if certain conditions are met (for
example, a change to market rates).

Following initial recognition, the amortised cost makes it possible to allocate income and costs reducing or
increasing the instrument over its entire expected life by means of the amortisation process. The determination of
the amortised cost is different depending on whether the financial assets/liabilities are subject to valuation at a
fixed or variable rate.

For fixed-rate instruments, future cash flows are quantified based on the known interest rate during the term of
the financing. For floating-rate financial assets/liabilities, whose vatiability is not known beforehand (because, for
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
maturity, are 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 financial liabilities measured at amortised cost.

Financial assets and liabilities traded at market conditions ate initially recognised at their fair value, which normally
corresponds to the amount disbursed or paid inclusive - in the case of instruments valued at amortised 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 that cannot be 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 from the contractual 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 excluded, such as: fees 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), which, even though 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 have been collected 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 consultancy/advisoty in organising and/or participating in syndicated loans are considered costs attributable
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to the financial instrument, while revenues considered in the calculation of the amortised cost are those for
participation in syndicated transactions and brokerage commissions linked to fees recognised from brokerage firms.

With regard to securities not measured at fair value through profit or loss, transaction costs include both
commissions for contracts with brokers operating on Italian stock markets and commissions 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 auditors 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 costs for the use 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
instruments 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 Purchased Credit
Impaired - PCI or Originated Credit impaired - OCI).

The ctitetion for measurement at amortised cost does not apply 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 re-measured at amortised cost if the hedge is suspended, the moment from which the previously 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 measutement does not apply to financial assets/liabilities whose short duration makes the economic
effect of discounting negligible or for loans without a defined maturity or revocation.

Purchased or originated credit 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 discounted price 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 which the asset is managed, in item “30 - Financial assets measured at fair
value through other comprehensive income” ot item “40 - Financial assets measured at amortised cost™.

In relation to POCls, there are two different types:

e instruments or portfolios of non-performing loans acquired on the market (Purchased Credit
Impaired — “PCI”);
e Joans disbursed by the Bank to customers characterised by a very high credit risk (Originated Credit
Impaired — “OCI”).
Impaired financial assets acquired through a business combination 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 an expected loss 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 discussion
corresponding to the asset items 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 using an effective interest rate
adjusted for the credit (known as “credit-adjusted effective interest rate” or CEIR). For calculating the effective
interest rate, the aforementioned credit adjustment entails including the expected credit losses over the entire
residual duration of the asset in the estimate of future cash flows. For the 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 for the impairment process, as 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 compared to
the initial estimate must be recorded in the income statement. Thus, for these assets, expected losses cannot be
calculated using the one-year time hotizon as a reference.
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Loan renegotiations

In some cases, over the life of financial assets and, in particular, of loans, the original contractual conditions are
subsequently modified as agreed by the parties to the contract. When, during an instrument’s life, the contractual
clauses are changed (both in the case the change is formalised by signing a new contract and 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 financial
statements 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 these
changes are “substantial”. The determination of the “substantiality” of the change is made by considering only
qualitative elements. In particular, renegotiations are considered substantial if:

e they introduce specific objective elements affecting the characteristics and / or cash flows of the financial
instrument (such as, for example, change of the currency of denomination, linking to stock or commodity
indicators, introduction of the option of converting the loan in equity / equity instruments, introduction
of “pay if you can” clauses that give the borrower the maximum freedom in terms of schedule and
amount of loan instalments) in consideration of the significant impact expected on the original cash
flows; or

e they concern customers that are not experiencing financial difficulties, with the aim of adjusting the cost
of the loan to current market conditions.

In the latter 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 intermediary, with 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 realighment to the best current market 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 prior to the renegotiation. The difference between this gross value and the gross book value prior to the
change is recorded in the income statement under item “140 - Modification gains/(losses)” (“modification
accounting”).

Non-substantial renegotiations include:

e the modifications granted to counterparties experiencing financial difficulties (concessions of
forbearance measures), which represent the bank’s attempt to maximise the recovery of the original
exposure, whose risks and benefits continue to be borne by the bank. Exceptions are made for
modifications that introduce substantial objective elements in the contract that can themselves lead to
the derecognition of the financial asset, as previously described;

e  contractual modifications in response to COVID-19, granted to offer broad support to all companies
and individuals experiencing temporary difficulties due to the current pandemic, in order to prevent
systemic risk.

Fair value option

In its financial risk 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 represent operational hedges on fixed-rate or structured bonds and certificates
of deposit issued at fixed rates (accounting mismatch). In that case the Bank stipulates operational micro-hedging
derivative contracts with MPS Capital Services S.p.A., which in turn manages by assets the Bank’s overall exposure
to the market.

The scope of application of the fair value option currently regards primarily fixed-rate securities and structured
securities subject to hedges on interest rate risk and the risk deriving from embedded derivative 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
instruments 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.
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Unlike hedge accounting, whose rules provide that 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 question, 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 on active markets, they are measured based on prices of recent transactions for the
same instrument in non-active markets in addition to using valuation techniques, based on a cash flow discounting
model, which must consider all factors considered relevant by market participants in determining a hypothetical
transaction on an exchange. In particular, for determining creditworthiness, the implicit spreads of comparable
issuers are used in active markets in addition to the Bank’s credit default swap curve with the same 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 considering all of the loan’s risk factors, including the credit risk, and 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 value, please refer to the exhaustive information provided in the
relevant paragraph in “Part A.4 - Fair value disclosure”.

With reference to the criteria for recognition in financial statements, note that:

e  derivatives connected with financial liabilities measured at fair value ate classified under “Financial assets
measured at fair value through profit or loss: a) financial assets held for trading” or “Financial liabilities
held for trading”;

e  spreads and margins accrued on derivatives up to the measurement date are included, depending on the
balance, in “interest income” or “interest expense”, consistent with the accruals recorded on bonds
subject to operational hedges;

e  gains and losses from realisation and the measurement of loans under the fair value option are recorded
in the income statement item “110 - Net profit (loss) from other financial assets and liabilities measured
at fair value through profit or loss”, with the exception of the valuation and execution effects related to
the change in own creditworthiness that are recorded as an offsetting entry to a specific equity reserve
(item “110 - Valuation reserves”), unless this accounting treatment creates or amplifies an asymmetry in
the economic result, as described in greater detail in the discussion to item “13 - Financial liabilities
designated at fair value”;

e results of the measurement of derivatives associated with loans under the fair value option are recorded
in the income statement item “80 - Net profit/loss from trading”.

From the perspective of prudential 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 under the fair value option and not yet realised are not
distributable.

Contributions to deposit gnarantee systems and resolution mechanisns

Following the transposition into national law of Directives 2014/49/EU (Deposit Guarantee Schemes Ditective -
“DGSD”), 16 April 2014, and 2014/59/EU (Bank Recovety and Resolution Ditective - “BRRD”), 15 May 2014,
from 2015 onwards, credit institutions must provide the financial resources needed to fund the Interbank Deposit
Protection Fund (FITD) and the National Resolution Fund (merged into the Single Resolution Fund (FRU) in
2016), by paying annual ordinary ex ante contributions, until a certain target level is achieved. If the financial means
made available to the FITD and/or FRU are not sufficient, respectively, to guarantee the repayment to covered
depositors or to fund the banking resolutions, credit institutions must provide additional resources by paying
extraordinary contributions. The contributions fall within the scope of IFRIC 21, “Levies”, according to which a
liability arises at the time of the “binding event” that creates the obligation. The balancing entry of that liability is
represented by income statement item “160 - Administrative expenses - (b) other administrative expenses”, as the
conditions are not met for the recognition of an intangible asset pursuant to IAS 38 “Intangible assets”, or for the
recognition of an asset for a prepayment.
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Purchase of protection from credit risk through financial guarantee contracts

The Bank identified the conditions that need to be in place for a contract to qualify, from an accounting perspective,
as a financial guarantee. First and foremost, the classification as a financial guarantee and the subsequent accounting
treatment does not depend on the legal form of the contract; in fact, financial guarantee contracts may assume
different legal forms, for example that of a guarantee, some types of credit letters, a loan default contract or an
insurance contract.

Among the preliminary criteria for the purposes of classification are considered contract financial and management
objective concepts such as, for example, in the event of the purchase of protection, the assumption of a guarantee
from any losses incurred on the hedged asset.

All the following elements must also be present:

a) stipulation of the contract for the purpose of hedging credit risk, deriving from debt instruments;

b) presence of the deliverable obligation, for the purposes of activation of the financial guarantee, in the
financial statements of the purchaser of protection;

c) unbudgeted payments in response to changes in specific rates, prices, ratings, exchange rates, indexes or
other variables that are governed by the rules on derivatives;

d) repayments made by the protection seller only if the protection purchaser has suffered losses on the
hedged asset (direct link between the obligation of the guarantor and the assets in the portfolio of the
guaranteed party, as indicated in previous line b) and for amounts not exceeding the loss actually recorded,;

e) analysis of the economic substance of the characteristics of the contract, allowing (i) failure to pay, (i)
bankruptcy, (iii) restructuring, (iv) moratorium etc. under credit events.

By contrast, the duration of the guarantee does not necessarily need to correspond to the duration of the hedged
asset. In fact, it is allowable for the underlying asset to be hedged for only a part of its residual useful life.

Contracts that satisfy the aforementioned conditions are similar to financial guarantees, are stipulated, for example,
as part of synthetic securitisations of portfolios carried out to hedge specific Bank assets; in these cases, the Bank
is exclusively on the side of the purchaser of protection from credit risk.

Other matters
Classification criteria for financial assets

The classification of financial assets in the three categories envisaged by 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 asset classification derives from the combination of these two drivers, as shown below:

e TFinancial assets measured at amortised cost: assets that pass the SPPI test and fall under the Held to
Collect business model (HTC);

e  Financial assets measured at fair value through other comprehensive income (FVOCI): assets that pass
the SPPI test and fall under the Held to Collect and Sell business model (HTC&S);

e  Financial assets measured at fair value through profit or loss (FVIPL): a residual category, which includes
financial 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, IFRS 9 identifies three cases in relation to the methods by which cash flows
are managed and financial assets are sold.

- Hold to Collect (HTC): a business model whose objective is achieved by collecting contractual cash flows
from the financial assets included in the relative 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 previous years, reasons for sales, and
expectations regarding future sales;

- Hold to Collect and Sell (HTCS): a mixed business model, whose objective is achieved by collecting
contractual cash flows from the financial assets included in the portfolios and by sales activities, which is
an integral part of the strategy. Both activities (collection of contractual cash flows and sales) are essential
for achieving the business model’s objective. Therefore, sales are more frequent and for greater amounts
than an HT'C business model and are an essential component of the strategies pursued;
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- Other/ Trading: a residual category that includes both financial assets held for trading putposes and financial
assets managed with a business model other than the previous categories (Hold to Collect and Hold 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 managed to generate cash flows for the
entity’s benefit and is defined by top management through the appropriate involvement of business structures. It
is determined by considering the ways in which financial assets are managed and, as a consequence, the extent to
which the portfolio’s cash flows derive either from the collection of contractual cash flows, or from the sale of
financial assets, or from both of these events.

The assessment is not made using scenatios that, based on the entity’s reasonable expectations, are not likely to
occur, such as the “worst case” or “stress case” scenarios. For example, if the entity plans to sell a certain portfolio
of financial assets only in a “stress case” scenario, this scenario does not affect the assessment of the entity’s
business model for these assets, if said scenario is not likely to occur based on the entity’s reasonable forecasts.

The business model does not depend on the intentions that management has for an individual financial instrument,
but refers to the ways in which 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 through the appropriate 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 include
the 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 the strategy pursued. Evidence of activity not in line with the strategy must be analysed and
adequately justified.

For the Held to Collect portfolios, the Bank has defined eligibility thresholds for sales that do not affect the
classification (frequent but not significant, 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 HT'C business model, sales are permitted i) in the event of an increase in credit risk,
ii) when carried out near maturity, and finally, iii) when they are frequent but not significant in terms of value or
infrequent, even if their value is significant.

An example is provided below of circumstances under which the Bank deems it permissible to sell the assets in
question.

Increase in credit risk

The Bank believes that there is an increase in credit risk when events occur that involve:
e the classification in stage 2 of a financial asset previously classified in stage 1;

e the classification as non-performing (i.e. in stage 3) of a financial asset previously classified in stage 1 or
2.

In these cases, sales are eligible, regardless of any threshold in terms of frequency and significance; this is the case,
for example, for the sale of non-performing loans.

Proximity of the instrument to maturity

The Bank believes that, regardless of any frequency and significance threshold, sales are compatible with the HTC
business model if the time to maturity is equal to 10% of the original duration of the instrument, with an absolute
limit equal to 12 months.

Frequency and significance below thresholds

- frequency is defined as the percentage ratio between the number of positions 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 securities held in
the portfolio at the start of the year are infrequent (this value is equal to zero if the number of securities at the
start of the year is under 40).
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- significance is defined as the percentage ratio between the nominal value of sales and the total nominal 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%.

The two thresholds must be considered separately. As a result, individual sales for an amount exceeding 5% of the
initial amounts are not eligible, even if infrequent. If both the frequency and significance thresholds are met by an
individual sale, a further assessment is envisaged in terms of aggregate sales volume. In this case, the significance
threshold of the aggregate amount of sales identified by the Bank is 10%.

These thresholds were established and applied only to the portfolio of debt securities, as the sales of loan portfolios
carried out by the Bank are attributable to an increase in credit risk and to the derisking strategy demanded by the
Supervisory Authorities.

SPPI test

The other criterion to be used in determining whether a financial asset should be classified among the financial
instruments measured at amortised cost or FVOCI - in addition to the business model analysis described above -
envisages that the relative cash flows are represented exclusively by the repayment of principal and interest. To this
end, IFRS 9 regulates that the SPPI test is carried out, with the purpose of verifying that the remuneration for a
specific financial instrument, whether a debt security or 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
sub-item “other financial assets mandatorily measured at fair value”.

For purposes of the analysis, IFRS 9 proposes a definition of the terms “principal” and “interest”, as follows:
- principal is understood as the fair value of the financial asset at its initial recognition;
- 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
transaction, and for the profit margin.

In basic lending arrangements, the value of interest must depend exclusively on the time value of money and on
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 principal
and interest. This could happen, for example, when the cash flows come from non-recourse financial assets. The
cash flows of these financial assets 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 the
look-through approach, whether or not its instruments pass the SPPI test. For example, when the entity has non-
recourse financial assets, whose cash flows depend on the performance of an element of the issuer’s equity (e.g.,
net income), the possibility of amortised cost or FVOCI measurement must be excluded. Furthermore, when
contractual cash flows depend on characteristics such as changes in share or commodity prices, the related financial
instruments cannot pass the SPPI test, as they introduce exposure to risk or volatility that is not correlated with
basic lending arrangements.

IFRS 9 points out that all financial instruments that are subject to “leverage effect” cannot be considered generators
of principal and interest cash flows, since leverage has the potential to increase the volatility of cash flows. This
category includes swaps, options, forward contracts, and all derivative contracts.

IFRS 9 defines two cases in which the time value of money can be considered changed (modified time value of
money) or when the relationship between the passage of time and the interest rate is considered imperfect. One
case occurs when the asset’s interest rate is periodically recalculated, but the frequency of this recalculation or the
frequency of the payment does not correspond to the nature of the interest rate. This can happen, for example,
when variable interest payments are made on a monthly basis and, at the beginning of each month, the interest rate
is determined using the 6-month Euribor rate: the monthly interest rate is determined in reference to an interest
rate calculated every 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 financial asset being
measured and cash flows deriving from a financial asset considered 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 occurs when the asset’s interest rate is
petiodically restated based on an average of particulatly short or medium/long-term rates. For example, when a
financial asset provides for the payment of interest every three months, based on the average three-month Euribor
interest rate in the quarter preceding the one to which the interest refers.
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Therefore, in these cases the entity must analyse whether the financial asset generates only cash flows related to
principal and interest, despite the change in the time value of money. The objective of this analysis is to verify how
different the non-discounted 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 clauses that could 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 flows, instruments with embedded
derivatives, subordinated instruments, etc.).

However, as required by IFRS 9, a single element of contractual cash flows does not affect the classification of the
financial asset if it has only a minimal effect on the contractual cash flows 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 instrument’s
contractual cash flows only at the occurrence of an extremely rare, highly unusual, and very unlikely 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 cash
flows are linked to the nominal value of the principal or interest of the principal instrument. The instrument’s
owner has the power to exercise the right of pre-emption, even in the event of the borrower’s bankruptcy. These
instruments are included among those that do not pass the SPPT test.

With regard to contractually 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 creditor, called “tranche”. The characteristics that an investment, belonging to a given tranche, must
possess in order to be considered a generator of cash flows that are exclusively related to the payment of interest
and repayment of principal are as follows:

- the underlying assets must contain 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 to reduce the volatility 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 transactions in 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 by the info-provider.

A proprietary tool based on a method developed in-house (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 products that have a standard contract (typically, the retail loan portfolio) and tailor-
made loans (typically, the corporate loan portfolio). For standard products, the SPPI test is conducted when the
standard contract is structured, through the “Product Approval” process, and the test result is extended to all
individual relationships that refer to that product in the catalogue. Instead for tailor-made products, the SPPI test
is performed for each new credit line/relationship submitted to the decision-making process through the use of
the tool. Decision trees - included in the proprietary tool - have been prepared internally (both for debt securities
and loans) and capture possible features that may not comply with the SPPI test.

Application of Group accounting policies to transactions completed or events occurred in the year deemed
significant for the purposes of the statement of financial position.

“Hydra M” transaction - partial non-proportional demerger with asymmetric option of a set of non-performing loans by MPS in favour

of AMCO

For accounting purposes, the demerger transaction falls within the general definition of “transaction under
common control”: Banca MPS (Demerged Company) and AMCO (Beneficiary Company) meet the definition of
companies under common control for the purposes of IFRS 3 (Business combinations) as companies subject to
common control of the MEF. As a result, in terms of the relative accounting treatment, neither IFRS 3 nor IFRIC
17 (Distributions of Non-cash Assets to Owners) apply. Specifically, the demerger is not specifically treated by the
international accounting standards and it is therefore subject to an “accounting election” by the directors of the
Demerged Company and the Beneficiary Company. Given that the transaction is characterised as reorganisation -
indeed, from the perspective of the MEF, the demerger has entailed the mere transfer of the set of demerged items
from one subsidiary (the Demerged Company) to another (the Beneficiary Company) - the values used for the
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purposes of the set of demerged items transferred, at the effective date of the Demerger, 1 December 2020, were
determined by applying the principle of the continuity of values, that is, with reference to the accounting values at
which such assets and liabilities were recognised at this date in the accounts of the Demerged Company. In
particular, the Demerged Company cancelled from its accounts the assets and liabilities included in the set of
demerged items transferred to the Beneficiary Company, with a consequent reduction in its shareholders’ equity.
Up to the effective date of the demerger, the assets included in the set of demerged items were valued using criteria
in line with the accounting policies of the MPS Group.

The total balance sheet assets and liabilities included in the set of items subject of demerger - as at the effective
date - amounted to EUR 4,114.6 mln. It is specified that part of the balance sheet elements transferred to AMCO,
for an amount of EUR 646.6 mln, were held by the subsidiary MPS Capital Services S.p.A. (MPSCS) and were
included in the set of demerged items due to the effect of the demerger of the latter in favour of MPS, effective 26
November 2020.

The set of demerged items was represented by:

- Loans / receivables for a net book value of EUR 3,560.3 mln, of which EUR 636 mln relating to MPSCS
(gross book value of EUR 7,184.9 mln, of which EUR 1,155.8 mln relating to MPSCS) of which EUR 3,515.8
mln (of which EUR 633.2 mln relating to MPSCS) classified under item 40 “Financial assets measured at
amortised cost of loans to customers”, EUR 44.2 mln (of which EUR 2.8 mln in euro referring to MPSCS)
under item 20 ¢) “Other financial assets mandatorily measured at fair value”, EUR 0.3 mln (fully attributable
to MPSCS) under item 20 a) “Financial assets held for trading” of which:

0 non-performing loans for a net book value of EUR 2,304.2 mln, of which EUR 361.3 mln relating
to MPSCS (gross book value of EUR 4,908.4 mln of which EUR 733.6 mln relating to MPSCS);

0  Unlikely to Pay loans for a net book value of EUR 1,229.0 mln, of which EUR 272.2 mln relating
to MPSCS (gross book value of EUR 2,247.7 mln of which EUR 419.1 mln relating to MPSCS);

O past due non-performing loans for a net book value of EUR 1.1 mln, of which EUR 0.4 mln
relating to MPSCS (gross book value of EUR 1.3 mln of which EUR 0.5 mln relating to MPSCS);

O past due performing loans for a net book value of EUR 1.6 mln (gross book value of EUR 1.7
mln);

0  performing loans for a net book value of EUR 24.4 mln, of which EUR 2.4 mln relating to MPSCS
(gross book value of EUR 25.8 mln of which EUR 2.5 mln relating to MPSCS);
- bonds and equity securities for a book value of EUR 52.3 mln (of which EUR 10.2 mln relating to MPSCS)
classified in the following accounting portfolios:
0 EUR 50.2 mln (of which EUR 10.2 mln relating to MPSCS) in item 20 c) “Other financial assets
mandatorily measured at fair value”,

0 EUR 2.1 mln in item 30 “Financial assets measured at fair value through other comprehensive
income”;

- derivative contracts with a positive fair value for EUR 0.1 mln classified in item 20 a) “Financial assets held
for trading” and derivative contracts with a negative fair value for EUR 0.006 mln classified in the item
“Financial liabilities held for trading”;

- deferred tax assets for a book value of EUR 121.0 mln;

- other assets for EUR 1.6 mln and other liabilities for EUR 0.8 mln;

- liquidity recognised to the Beneficiary Company as adjustments of the differences in the value of the set of
demerged items identified between the effective date and the reference date of the demerger plan (31
December 2019) for EUR 427.0 mln. In order to provide full disclosure, we note that after the settlement of
said amount, the Revenue Agency sent notification of the outcome of a ruling, which has provided for the
recalculation of the values of the deferred tax assets to be transferred to AMCO. These were found to be EUR
47.7 mln higher than the value attributed to them at the effective date of the demerger (from EUR 73.3 mln
to EUR 121.0 mln), thus determining the creation of a credit item in favour of BMPS. On 8 February 2021,
the parties settled the transaction.

- bridge loan to JPMorgan Chase Bank, N.A., Milan Branch and UBS Europe SE for an amount of EUR 3,179.2
mln, recognized in item 10 b) “Financial liabilities measured at amortised cost - Due to banks”;

- shareholders’ equity for an amount of EUR 934.6 mln (of which EUR -1,133.6 mln as reduction in share
capital, EUR + 196.2 mln as increase in reserves and EUR + 2.8 mln as decrease in negative valuation reserves).

The detailed components of the above-mentioned reduction in shareholders’ equity are indicated at the bottom of

the statement of changes in shareholders’ equity to which reference is made.
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The transaction also entailed charges other than other related valuation components for a total of EUR 68.0 mln,
of which EUR 9.2 mln directly attributable to the spin-off and recognized as a balancing entry to the item “Reserves
- other” in equity.

TLTRO-III — “Targeted Longer Term Refinancing Operations™

In light of the COVID-19 emergency, the Governing Council of the ECB, at its meetings held on 12 March, 30
April and 10 December 2020, improved the parameters of the targeted longer term refinancing operations
(TLTRO-III), particularly with reference to the maximum borrowing allowance and the relative remuneration.

In particular, following the above-mentioned revisions, the interest rate was set at a level equal to the average rate
of the Eurosystem’s main refinancing operations (MRO), currently equal to 0% with the exception of the period
between 24 June 2020 and 23 June 2021 (“special interest rate period”), during which a rate lower than 50 basis
points is applied. An incentive mechanism has also been established which provides access to more favourable rate
conditions when specific benchmarks are reached. In particular, for counterparties whose net eligible loans between
1 March 2020 and 31 March 2021 (“special reference period”) are at least equal to the respective reference levels
(“benchmark net lending”), the rate applied will be equal to the average rate on deposits (DFR or Deposit Facility
Rate), currently equal to -0.5%, for the entire duration of the operation, in addition to a further reduction of 50
basis points for the “special interest rate period”. The “benchmark net lending” in the “special reference period”
is set at zero for counterparties whose net eligible loans increased in the twelve months prior to 31 March 2019;
otherwise, that benchmark is equal to the reduction in net eligible loans recorded in the twelve months prior to 31
March 2019.

For counterparties that do not reach the net eligible loans target referred to in the previous point, the remuneration
scheme originally established is applied, i.e.: MRO rate on the life of the operation, with the possibility to benefit
from a reduction in the rate if a certain benchmark is passed in the period from 1 April 2019 to 31 March 2021
(“second reference period”), up to a minimum equal to the DFR rate. In particular, to benefit from the maximum
interest reduction, it is necessary for the net eligible loans of the “second reference period” to surpass the
“benchmark net lending” levels to an extent equal to or more than 1.15%. In the “special interest rate period”, it
is therefore possible to benefit from a reduction, which depends on the benchmark thresholds reached and the
average MRO and DFR rate levels.

Starting from 24 June 2021, in the event that the net eligible loans in the period between 1 October 2020 and 31
December 2021 (additional special reference period) are at least equal to the respective net lending benchmark, the
rate applied will be equal to the average DFR rate calculated for the entire duration of the respective transaction,
with the exception of the period between 24 June 2021 and 23 June 2022 (additional special interest rate period),
in which the rate will be 50 basis points lower than the average of the same rate in the additional special interest
rate petiod and in any case no higher than -1%. If the net eligible loans in the additional special reference period
are lower than the respective net lending benchmark, the rate applied after 23 June 2021 will be calculated according
to the rules described for the period until 23 June 2021.

At 31 December 2020, the ECB funding operations, consisting entirely of TLTRO-III financing, amounted to
EUR 24 bn, subscribed in full by the Bank in three quarterly auctions starting from December 2019. Each operation
has a duration of three years.

With reference to the methods for recognising interest from the transactions in question in the financial statements,
it should be noted that the Bank considers the conditions for the remuneration of the refinancing operations set
by the ECB to be market rates as the Central Bank defines and enacts monetary policy for the Eurozone. In
particular, the preferential rates, to be applied to the aforementioned liabilities when a defined threshold of “net
eligible loans” is exceeded in a given time period, are treated in accordance with IFRS 9 as variable rates since the
Governing Council of the ECB may at any time decide to change the TLTRO-III interest rate (as it did in April
and December 2020). Therefore, taking also into account that the liabilities in question may be repaid in advance
at any time without penalty, each period that characterizes the life of each tranche has a given effective interest
rate. In the event of full achievement of the benchmarks and on the basis of the current trend in the average DFR
rate, the Bank applies two effective interest rates (respectively -0.5% and -1%) with the following time allocation:

- -0.5% from the issue date until 24 June 2020;
- -1.0% from 24 June 2020 until 23 June 2022;
- -0.5% from 23 June 2022 until maturity.
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Any changes in estimates of expected cash flows following an update of the measurement of the achievement of
the benchmarks will be reflected, in the same way as for movements in market interest rates (IFRS 9 paragraph
B5.4.5), in a forward-looking change of the effective interest rate.

In light of the remuneration mechanisms described above, taking into account that the benchmark net lending in
the special reference period for the Bank is negative and that the trend in net eligible loans as of 1 March 2020
makes it highly likely that the net lending benchmark will be surpassed at 31 March 2021 - or at the end of the
observation period of net eligible loans - interest for the period was recognised, taking into account the minimum
deposit rate, currently equal to -0.5%, as well as the additional reduction of 50 bps in the “special interest rate
period”. The interest at 31 December 2020, recognised in income statement item “10. interest income and similar
revenues” therefore amounted to a total of EUR 129 miln (of which EUR 69.7 min linked to reaching the
benchmarks described above), including EUR 59.2 mln referring to the special interest rate petriod.

Avrdian Transaction

In 2020, work continued on the real estate sale program laid out in the 2017-2021 Restructuring Plan and included
among the formal commitments taken by the Bank with the European Commission. In June, the Bank signed a
preliminary sale agreement with Ardian S.A. relating to a package of 27 properties, subsequently reduced to 25,
including works of art and removable furnishings. On 30 November 2020, the Parties signed the deed for the sale
of a portion of the properties; some of these became at that time the object of leaseback and free loan agreements
which have allowed the units of the Bank operating from these properties to continue to use them.

While all the properties sold, the rights of use deriving from lease contracts with a duration of more than 12 months,
in compliant whit IFRS 16, were recognised in item 80. “Property, plant and equipment” with the corresponding
lease liabilities recognised in item 10 - “Financial liabilities measured at amortised cost” for a total of EUR 2.6 mln.

The derecognition of the properties in question has generated a total capital gain of EUR 40.2 mln, recognized in
item 250 - “Gains (losses) on disposal of investments”. The price offered by the counterparty by bank transfer was
in part recognized at the time of the deed and in part deferred. For the latter part, fully covered by a bank guarantee
issued by a leading bank, the Bank recorded an operating receivable of EUR 103.9 mln under item 40 - “Financial
assets measured at amortised cost: loans to customers”.

As at 31 December, the properties for which the sale has not been completed are still recorded in the financial
statements for a total of EUR 85.2 mln under item 110 “Non-current assets and groups of assets held for sale”.
This included:

e the properties, including the relevant removable furnishings and works of art and furnishings, which were
the object of the deed signed on 30 November 2020, the transfer of which is conditional to the clauses
precedent being verified,;

e the properties for which the contracting parties have agreed to finalize the sale from 2021 onwards.

“Held to Collect” Business Model - Sales

IFRS 9 provides for the transfer of exposures included in the portfolio of “Financial assets measured at amortised
cost” to take place in compliance with certain thresholds of significance or frequency, close to maturity, in the
presence of an increase in credit risk or under exceptional circumstances. In this regard, it should be noted that the
sale of debt securities carried out by the Bank in 2020 was in compliance with the significance and frequency
thresholds, set out in the Group’s accounting policies, as described in “A.2 — The main items of the accounts”,
paragraph “Other Information, Other Aspects - Business Model”, to which reference is made for further details.

In 2020 and until the date of preparation of these financial statements, no changes were made to the eligibility
criteria for the sale of financial assets managed with the “HTC” Business Model. Lastly, it should be noted that the
management of debt securities classified in the “HTC” and “HTCS” portfolios continues to be in line with the
decisions taken in previous years; therefore, no changes to the business model took place during the year resulting
in a portfolio reclassification.

Use of estimates and 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 in the financial statements.
Production of these estimates involves the use of available information and adoption of subjective assessments. By
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their nature, the estimates and assumptions utilised may vary from one period to another and, therefore, it cannot
be ruled out 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 elements of uncertainty, even in stable macroeconomic conditions.

The main cases in which subjective valuations are mostly opted for by Management include the:

a)
b)

D)

d)
e
f)
2

the use of the going concern assumption;

quantification of impairment losses on loans and, more generally, other financial assets;

assessment of the adequacy of the value of equity investments and of other non-financial 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 value of financial instruments not listed in active markets;
estimation and assumptions on recoverability of deferred tax assets;

estimation of liabilities arising from defined benefit company pension funds;

quantification of provisions for risks and charges related to legal 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 identified.

In summary, note that:

a)

b)

d)

the use of the going concern assumption is based the assumption that the uncertainty related to the capital
strengthening requirements will decrease; this uncertainty is in fact mitigated by a “structural solution”
scenario and by the full support of the controlling shareholder. In the absence of the “structural solution”,
the feasibility of the State intervention and of the market capital increase depend on the valuation by DG
Comp of the Bank’s stand-alone viability; this, in principle, poses some significant uncertainties on the
recapitalization program of the Bank. To this end, the 2021-2025 Strategic Plan was prepared, with further
corrective actions with respect to the commitments in the 2017-2021 Restructuring Plan. After the incisive
interventions on credit risk carried out since 2018, which have reduced the incidence of non-performing
exposures to the lowest levels among significant banks in Italy, the Bank continues to work to reduce
business risk, actively engaging in initiatives aimed at reducing legal risks. In light of these elements, it is
likely that it will be possible to eliminate the capital shortfall either through the “structural solution” or
with a recapitalization at market conditions with the Italian government participating in proportion to the
shares held. Finally, if the postponement of the review of the AIRB models to align them with the EBA
Guidelines on PD / LGD from the end of 2021 to the first half of 2022 is confirmed, as a significant part
of the expected increase in RWAs is to take place through this, it is reasonable to expect that, even in the
absence of a recapitalization, the Bank would be able to contain the shortfall in 2021 within the limits of
the Capital Conservation Buffer, the use of which was allowed by the ECB at the beginning of the
pandemic.

for the allocation in the three credit risk stages envisaged in IFRS 9 for loans and debt securities classified
as “Financial assets measured at amortised cost” and “Financial assets measured at fair value through
other comprehensive income”, and the calculation of the expected losses, the main 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 origination of financial assets and at the
reporting date;

0 inclusion of forward-looking elements, including macroeconomic, for calculating PD, EAD, and
LGD;

O for calculating expected future cash flows from non-performing loans, certain elements are taken
into account: expected 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;

for calculating the value in use of intangible assets with indefinite life (goodwill) with reference to the cash
generating units (CGUs) that make up the Bank, future cash flows for the forecast period and cash flows
used to calculate the terminal value generated by the CGU are estimated separately and appropriately
discounted. The cost of capital is included in the estimates;

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 the market, the 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;

for quantifying post-employment 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;
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f)  for quantifying provisions for risks 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;

@) for calculating the items related to deferred taxation, the probability that taxes will effectively be incurred
in the future (temporary taxable differences) and the degree of reasonable certainty - if any - of future
taxable profits at the time the taxes can be deducted is estimated (temporary deductible differences).

For point a), please refer to the paragraph “Use of the going concern assumption” below; for points b), ¢) and g)
to the paragraphs “Methods for calculating impairment on IFRS 9 financial instruments”, “Methods for calculating
impairment on equity investments”, “Methods for calculating impairment on other non-financial assets” and
“Methods for recognising deferred tax assets (probability test)”’; for point d), please refer to the discussion in
paragraph A.4.5 “Fair value hierarchy” in the Notes to the Financial Statements. The actual technical and
conceptual solutions used by the Bank are analysed in more detail in the individual sections of the notes to the
balance sheet and income statement, where the distinct contents of each item in the financial statements are
described. With regard to the cases referred to in points €) and f), please refer to Section 12 under liabilities in the
Notes to the Financial Statements “Defined benefit company pension funds” and Part E of the Notes to the
Financial Statements, Section 1.5 “Operational risks”.

The estimates developed for the purposes of preparing these financial statements were affected by the significant
uncertainty on the negative effects deriving, directly and indirectly, from the ongoing health crisis. The spread of
the COVID-19 pandemic and its implications for public health, economic activity and trade have had a significant
negative impact on the growth of the Italian and global economies. In the face of the medical and economic
emergency, extraordinary public finance measures have been taken by individual States and international bodies,
including the European Commission. At the moment, it is not yet clear what the extent of the event will be, as this
will depend on the evolution of the pandemic and the related vaccination campaign and on how production
activities will be able to recover after the various phases of blockage that characterized the year 2020. Recovery will
also depend on the effectiveness of the monetary, fiscal and social support measures implemented by the various
authorities.

In this context, therefore, it seems especially difficult to fully predict the effects of the pandemic, and there remains
a high degree of complexity and uncertainty in the estimates obtained, based on the best information available at
the date of preparation of these financial statements. It might be necessaty to revise and update their undetlying
assumptions, even significantly, during the course of the next few months as a result of events beyond our control.
The paragraph “Risks, uncertainties and impacts of the COVID-19 epidemic” below reviews the main types of risk
and uncertainty to which the Bank is exposed as a result of COVID-19 and how the Bank has taken them into
account for the purposes of preparing these financial statements.

Lastly, it should be noted that, to make it possible to assess the accounting effects of these elements of uncertainty,
for the main items subject to estimation (recoverability of deferred tax assets, expected losses on non-impaired
exposures, recoverability of intangible assets with indefinite useful life), the main assumptions used in the estimate
are provided in these financial statements, together with a sensitivity analysis with respect to alternative
assumptions.

Use of the going concern assumption

The assessment of the Bank’s ability to continue as a going concern is based essentially on the outlook for the
equity and liquidity position over a period of at least 12 months.

This analysis has showed a prospective capital shortfall with respect to the overall capital requirements due to i)
the significant provisions for legal risks made during the year, ii) the effects of the “Hydra M” transaction, iii) the
macroeconomic scenario penalised by the COVID-19 pandemic and iv) regulatory developments. The liquidity
position remains solid due to the significant measures implemented by the ECB and to the flows of customers
deposits.

The capital shortfall could become apparent from the first quarter of 2021, and it is forecast that it might reach a
level of approximately EUR 1.5 bn as at 1 January 2022. To address this shortfall, the 2021-2025 Strategic Plan and
the Capital Plan, which were sent to DG Comp and the ECB for their assessments, were approved.

The requirements to strengthen the Bank’s position are significant and therefore determine a potential uncertainty
on the use of the going concern assumption. This uncertainty is mitigated by the possible scenario of the “structural
solution” and the full support of the controlling shareholder.

In regard to the “structural solution”, it should be noted that the Decree of the Prime Minister issued on 16 October
2020 has authorised the disposal of the equity investment held by the MEF in Banca MPS: this may be carried out
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in one or more stages, with sale procedures and techniques used in the markets, through individual or joint recourse
to a public offering to investors in Italy, including personnel of the MPS Group, and/or Italian and international
investors, through direct negotiations to be carried out with transparent and non-discriminatory competitive
procedures and through one or more extraordinary transactions, including a merger.

In this regard, the Bank appointed Mediobanca and Credit Suisse as financial advisors, while the MEF appointed
Bank of America and the legal advisor Orrick.

In addition, Budget Law no. 178 of 30 December 2020, art. 1, paragraphs 233-243, has provided for the conversion
into tax credits of the recognised and unrecognised DT As deriving from tax losses and ACE surpluses in the event
of business combinations (mergers, spin-offs or business transfers) completed in 2021. The DT'As can be converted
up to a limit of 2% of the sum of the assets of the parties participating in the combination, excluding the party that
has assets of a greater value. The incentive applies to all companies and is conditional upon the payment of a
commission equal to 25% of the deferred taxes actually transformed. The net incentive for the potential buyer of
MPS, assuming this is the party with greater assets, can be estimated at approximately EUR 2.2 bn: this would be
added to the contribution of badwill, which may be fully included in the capital of the aggregating entity in the light
of the “Guide on the supervisory approach to consolidation in the banking sector” published by the ECB in January
2021. The business combination could be preceded by a capital strengthening action, which is expected to be easily
approved by DG Comp.

The Bank has also set up the virtual data room for the due diligence activities of the investors involved. On 28
January 2021, the Apollo fund sent the Bank a non-binding expression of interest. In this regard, discussions are
underway for access to the data room.

At present, the “structural solution” has not yet materialised, but it represents a potential scenario also in the light
of the substantial incentives found in the Budget Law and in the ECB guide.

With reference to the second mitigating factor, i.e. the role of the controlling shareholder, the MEF has reiterated
its intention to carry out the commitments undertaken by Italian Republic toward the European Union and to carry
out a market transaction that identifies an anchor investor and/or a banking pattner of adequate standing, in order
to restore and ensutre the Bank’s competitiveness, and has guaranteed the necessaty financial support to ensure
compliance with the minimum capital requirements of the Bank.

In the event that the implementation of a “structural solution” does not take place in the short/medium term, the
Capital Plan envisages a capital increase of EUR 2.5 bn which, if carried out, is expected to take place at market
conditions and with the Italian government participating in proportion to the shares held. In this context, DG
Comp should evaluate the intervention of the State on the basis of the Bank’s stand-alone viability. In principle,
this assessment, still ongoing, raises relevant uncertainty on the Bank’s capital strengthening process and on the
capital increase at market conditions. In this regard, it should be noted that the Bank has drafted the 2021-2025
Business Plan, which was sent to DG Comp. On the basis of the initial discussions with DG Comp, the Bank has
also proposed additional compensatory measures with respect to those already included in the 2021-2025 Business
Plan. In this regard, it should also be noted that, after the decisive interventions on the credit risk carried out since
2018, which have reduced the incidence of non-performing exposures to the lowest levels among significant Italian
banks, the Bank is pursuing some initiatives finalised at the reduction of business risk, actively acting in order to
reduce legal risks.

In light of these elements, it is considered that the capital shortfall could be resolved through the “structural
solution” that is to say through the reinforcement of the capital situation which, if it is realised, is expected to take
place at market conditions and with the Italian government participating in proportion to the shares held.

Finally, should the process of review of the AIRB models for alignment the EBA Guidelines on PD/LGD be
delayed from the end of 2021 to the first half of 2022, to which a significant part of the expected increase in RWAs
is due, it is reasonable to expect that the Bank could, also in the absence of the transaction for the strengthening
of the capital position, contain the shortfall of the 2021 financial year within the limits of the Capital Conservation
Buffer, whose use has been admitted by the ECB at the start of the pandemic.

The directors, having considered the significant uncertainty with regard to the execution of the Bank’s
capitalisation, which may give rise to significant doubts on the Group’s ability to continue to operate as a going
concern, believe, taking into account the state of actions taken, these assessment as a whole support the reasonable
expectation that the Bank will continue to operate as a going concern in the foreseeable future and therefore the
use of the going concern assumption in preparing these financial statements.
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Methods for calculating impairment on IFRS 9 financial instruments

Pursuant to IFRS 9, at each reporting date, financial assets other than those measured at fair value through profit
or loss are subject to an impairment test, aimed at estimating the expected credit losses (ECL). In particular, the
following are included in the scope of impairment testing:

e “Tinancial assets measured at amortised cost”;

e “Financial assets measured at fair value through other comprehensive income” other than equity securities;

e commitments to disburse provisions and guarantees that are not measured at fair value through profit or
loss; and

e trade receivables or assets deriving from contracts that result from transactions falling in the scope of IFRS
15.

According to the ECL calculation model, introduced 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 on
expectations of future losses of value that have not yet occurred.

In particular, the ECL model provides the aforementioned financial assets must be classified in three distinct
“stages”, according to their credit quality in absolute terms or relative to that at initial disbursement, to which
different measurement criteria for expected losses are applied. More specifically:

e rmage 1: includes performing exposures that have not undergone a significant change in credit risk with
respect to the initial recognition. The value adjustments correspond to the expected losses related to the
verification of default in the 12 months following the reporting date;

e Jrage 2: includes performing exposures whose creditworthiness 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;

® slage 3: includes all non-performing exposures that present objective evidence of deterioration and which
must be adjusted by using the lifetime expected loss concept.!!

Financial assets considered as impaited since their acquisition or origin (POCI - purchased or originated credit
impaired), are an exception to this rule, (their accounting treatment was discussed in the paragraph above dedicated
to this topic); this holds also for the assets that are valued with the “Simplified method”, for which reference is
made to the specific points in the next paragraph.

For the Bank, the perimeter of exposures classified under stage 3 corresponds to non-performing exposures,
identified according to the definitions established by supervisory regulations (Bank of Italy Circular no. 272
“Accounts matrix”) and referred to in Bank of Italy Circular no. 262 “Bank financial statements: layout and rules
for compilation”, as these definitions are deemed consistent with accounting regulations envisaged in IAS/IFRS
for objective evidence of impairment. Based on these circulars, the perimeter of non-performing exposures
corresponds to the aggregate “non-petforming exposutes”, defined in EU Regulation 2015/227, by which EBA’s
“Implementing Technical Standard (ITS) on Supervisory Reporting (forbearance and non-performing exposures)”
(EBA/TTS/2013/03/rev1 24/7/2014) has been endorsed.

In detail, the aforementioned circulars identify the following categories of non-performing assets:

e Bad loams: these represent the aggregate of on- and off-balance 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;

e Unlikely to pay exposures: represent the on- and off-balance sheet exposures for which the borrower does
not meet the conditions for classification under non-performing 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/otr
interest) without recourse to actions such as the enforcement of collateral. This assessment 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 is linked to the existence of elements that would indicate a situation of risk that the borrower
may default (e.g., a crisis in the borrower’s business sector);

e DPast due and/or overdrawn exposures: on-balance sheet exposutes, other than those classified as bad or
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-
petforming past due and/or overdrawn exposures are determined in reference to the position of an
individual borrower.

The valuation is statistical for positions with a balance of under EUR 1.0 mln and analytical, carried out by management, for positions above
said threshold.
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In addition, the Bank of Italy regulations, in line with EBA standards, have introduced the definition of “forborne
exposures”. This concerns, in particular, exposures benefiting from tolerance measures, which consist of
concessions granted to the borrower, in terms of modification and/or refinancing of a pre-existing loan, exclusively
because of, or to prevent, a state of financial difficulty that could have negative effects on the borrower’s ability to
fulfil the contractual 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 credit line and concern exposures of borrowers classified either as performing or non-performing
(impaired). For exposures with forbearance measures classified as unlikely to pay, the recovery to a position of
performing can only take place after at least one year has elapsed from the time the concession was granted (known
as the “cure period”) and all the other conditions provided for in paragraph 157 of the EBA ITS are satisfied.

In any case, renegotiated exposures should not be considered forborne when the borrower is not in a situation of
financial difficulty (renegotiations carried out for commercial reasons).

Whit reference to the classification and assessment of the moratoria in compliance with the EBA guidelines and
similar initiatives introduced independently by the banks in the context of the COVID-19 pandemic, please refer
to the paragraphs “Forborne classification of loans affected by moratoria” and “Petforming / non-petforming
classification of loans affected by moratoria” found in “Part A - Accounting policies relevant to the preparation of
the financial statements in the context of the COVID-19 pandemic” of these financial statements. Lastly, it should
be noted that, as of 1 January 2021, the Bank has adopted the new definition of default, deriving from the
implementation of the “RTS on the materiality threshold for credit obligations past due under Article 178 of the
CRR (EU Delegated Regulation 2018/171)” and the related “EBA Guidelines on the application of the definition
of default under Article 178 of the CRR”. The new regulations, while confirming that default is based on the
concepts of late payments and likely non-performance of the borrower, introduce a few significant changes
concerning materiality thresholds, compensation rules and criteria for the return to performing status. For further
information, please refer to Part E “Information on risks and hedging policies - Section 3 - Impaired credit
exposures” of the Notes to the Consolidated Financial Statements.

Impairment of performing financial assets

For performing financial assets, i.e., those assets not considered to be impaired, it must be determined, 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
or 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, the financial 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 accounting standards and 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 into
account - in the event that indicators of a “significantly increased credit risk” no longer exist - of the
change in forecast horizon for calculation of expected loss;

- where these indicators are not found, the financial asset remains in stage 1. In this case, the assessment
requires that impairment 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 reviewed at each subsequent reporting date both
to periodically check that the continuously updated loss estimates are consistent, as well as to take into
account - in the event that indicators of a “significantly increased credit risk” are identified - of the change
forecast horizon for calculation of expected loss.

As regards the measurement of financial assets and, in particular, the identification of a “significant increase” in
credit risk (a necessary and sufficient condition for classification of the asset being assessed in stage 2), the elements
that constitute the main determinants to be taken into consideration, according to the standard and its operating
procedure implemented at the Bank, are the following:
- relative quantitative criteria, based on statistical observations, 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. The category comprises:
0  all exposures affected by forbearance measures and for which these measures are still active,
regardless of whether the probation period underway is regular,
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O  exposures classified in the high-risk management portfolio!?

O customers belonging to the “Selective Management” cluster'? of post-COVID-19 credit
strategies.

O customers with negative EBITDA.

- backstop indicators, i.e., credit delinquency factors, which suggest that there has been a significant increase in
credit risk, unless there is evidence to the contrary. For purposes of assumptions, the Bank believes that
the credit risk of the exposure must be considered significantly increased if there is an exposure that is
past due/overdrawn for a petiod longer than 30 days, without prejudice to the application of the
significance thresholds required by supervisory regulations for the purposes of the classification among
impaired exposures.

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 lifetime forward-looking cumulative 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 between
the PD at the beginning of the contractual 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 significant increase
in credit risk and the resulting transfer of the individual credit line from stage 1 to stage 2. The compatison is based
on the homogeneous residual durations and on homogeneous PD models', for example, if the definition of default
changes over time, the original lifetime forward-looking cumulative PD is recalculated 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 order to
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 threshold of significance is determined by historically measuring, through quantile regression analysis
per cluster, that level of ratio, between the lifetime forward-looking cumulative PD at the reporting date and that
at the origination date, which may be considered predictive of the classification as NPE". The threshold is
determined so as to minimise so-called false positives and false negatives and maximise true positives and true
negatives.

For debt securities that do not have investment-grade ratings, the relative quantitative criterion is based on the
variation in lifetime forward-looking cumulative PD between the reporting date and the origination date above a
certain threshold. For corporate issuers, the multi-year PD curve is the corporate one estimated entirely by the
Bank; for government issues, the multi-year PD curve is the one prepared on the basis of the Moody’s matrix of
1-year 16 defaults of government bonds. Cumulative PDs subject to compatison are based on the same model used
for ECL purposes and on macroeconomic scenarios. In order to 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 scenatios using the probabilities of the scenarios as weights. The exposures are classified into stage 2
if the ratio between the lifetime forward-looking cumulative PD at the reporting date and that of the origination
date exceeds a given threshold of significance equal, both for 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 investment-grade rating, mainly related to government securities,
are classified in stage 1 because in this case, and only for this case, the Bank used the “Low Credit Risk Exemption”.
This exemption consists of the practical expedient of not conducting the test for significant deterioration of credit
risk on exposures whose credit risk is considered low. 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 purchase transactions on 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 with credit quality at the

2 On the basis of internal policies, the macro-factors that determine the assignment of the “high-risk” management category are the internal
rating class (below the D1 threshold) or the “activation” of default detection parameters of the early warning systems classified as highly relevant
or binding; these parameters pertain to areas of investigation relating to prejudicial acts, performance, centralized loan database, financial
statements and forbearance.

PThese are companies operating in sectors with a high COVID-19 impact and with elements of prospective weakness.

'# Therefore, the valuation at 31/12/T of the significant increase in credit risk of a thirty-year mortgage disbursed on 31/12/T-5 is cartied out
by comparing the lifetime forward-looking cumulative PDs over the residual life of 25 years.

15 The classification as NPE is measured over multi-year time horizons.

16 The same approach is used for estimating long-term PDs of credit exposures to banks.
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measurement date. In this context, the “first-in-first-out” or “FIFO” methodology was deemed most appropriate,
as it enables more transparent portfolio management, including from the operational perspective (front office),
allowing, at the 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 conditions 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 twelve-month time horizon rather the previously recognised 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 security tranche, starting 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 requirements
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 status to that of non-performing over
a one-year 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 external valuations or average data for segment/portfolio;
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 transferred to non-
performing 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 aforementioned factors, including:

e adoption of a Point in Time (PIT) PD against the Through the Cycle (T'TC) PD used for Basel regulatory
purposes;

e  climination of certain additional components from LGD, such as indirect costs (non-recutring costs) and
the component linked to the adverse economic cycle (or “downturn”); as well as to reflect the most
current recovery rates (PIT), expectations about future trends (forward-looking) and the inclusion of any
recovery fees if collection is assigned to a third party;

e  use of multi-year PDs and, where necessary, LGDs in order to determine the expected loss for the entire
residual life of the financial instrument (stages 2 and 3);

e use of the effective interest rate of the individual transaction in the process of discounting expected future
cash flows, 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 multi-year EAD, in line with the IFRS 9 provisions, the Bank refers to the amortised cost plans,
regardless of the measurement methods (amortised cost or fair value through other comprehensive income). For
commitments to disburse funds and guarantees given (off-balance 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 the
expected credit loss, based on available, reasonable and consistent information, without incurring excessive costs
or making disproportionate efforts. Therefore, the forward-looking approach envisaged by IFRS 9 for purposes of
determining the expected loss represents a key aspect of the measurement model.

Given the above, the Bank uses the forward-looking approach to estimate the expected loss, both in the analytical
and collective measurements. The forward-looking approach is applied to the following statistical parameters:

e PD: Probability of Default, used for performing positions;

e LGD/EAD: Loss Given Default (LGD), used for both petforming and non-petforming positions
measured statistically; Credit Conversion Factors (CCF) used to estimate the Exposure At Default (EAD)
of performing positions;

o Cure/ Danger rate: used for unlikely to pay other than restructured positions and positions statistically
valued as lower than a given threshold;

®  haircut for real estate collateral, used when applicable for the analytical measurement of non-performing loans
and unlikely to pay exposures other than restructured loans.
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Since the expected loss is estimated as the weighted average of a range of possible results, these parameters are first
found based on historical data and then adjusted to take into account at least 3 economic scenarios that cover a
hortizon of at least 3 years in the future: baseline, best and worst.

The forecasts of the macroeconomic indicators (forward-looking), provided by a leading external consultant and
internally re-formulated by the Research Function, are quantified based on three possible future scenarios, which
consider the economic variables deemed relevant (Italian GDP, interest rates, unemployment rate, commercial and
residential property prices, inflation, equity indices), with a future time horizon of three years to which the
respective probabilities of occurrence are assigned, determined internally by the Bank. More specifically, alongside
the “baseline” scenario deemed most probable, i.e., the macroeconomic forecast scenario which the Bank uses as
a basis to develop its projections for financial statement and risk data across a short- and medium-term time
hotizon, an alternative “best” scenario (decidedly favourable) and “worst” scenario (unfavourable) was 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:
e  PD: Italian GDP, unemployment rate, interest rates, inflation, commercial and residential property prices
and stock indices;
e LGD/EAD: Italian GDP, unemployment rate, and commetcial and residential propetty prices;
e cure/danger rates: Italian GDP;
e  haircut: commercial and residential property prices.

For those statistical parameters (e.g., PD) for which there is no linear relationship with the macroeconomic variable,
the parameter measurement is not calculated based on the weighted average of the macroeconomic variables and
using the respective probabilities as weights, but based on certain distinct measures 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 by
the contractual expiry date; for instruments that do not expire, the estimate of expected losses uses a time horizon
estimated through a behavioural model for on-demand products and set to one year from the reporting date, in
other cases.

For further details on the model used to calculate expected losses in the context of the COVID-19 pandemic,
please refer to the paragraph “Updating macroeconomic scenatios” and “Measurement of significant increase in
credit risk (SICR) for IFRS 9 purposes” in “Part A - Accounting policies relevant to the preparation of the financial
statements in the context of the COVID-19 pandemic” of these financial statements. For a review of the risks,
uncertainties and impacts of the pandemic, please refer to the paragraph “Quantification of impairment losses on
loans” below.

Tmpairment of non-performing financial assets

As described earlier in the document, for non-performing 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 (amortised cost) and the present value of estimated future cash flows, calculated by
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 loan, taking into account the presumed realisable value net of any
collateral and any costs connected with obtaining the guarantee through sale. In this regard, in the event that the
Bank uses a third party to collect non-performing loans, the fees paid to the outsourcer for activities strictly related
to collection are considered for the purpose of estimating impairment losses. These costs are considered for both
non-performing and performing exposures, if for the latter it is probable that in the event of a transfer to non-
performing loans, the collection activities will be assigned to third patties.

Commissions paid to outsourcers are considered in LGD estimates used for statistical measurements of all
administrative stages, in collection plans for non-performing loans, and in analytical measurements 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 similar categories of non-
performing loans whose unit amount is insignificant, the measurement processes allow that loss forecasts are based
on lump-sum/statistical calculation methods, to be analytically assigned to each individual position. The perimeter
of exposutes subject to a lump-sum/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 (“vintage”) and
suitably integrated to take into account forward-looking information, is represented by:

BANCA MONTE DEI PASCHI DI SIENA



Notes to the Separate financial statements - Part A - Accounting policies 104

e  bad and unlikely to pay loans with exposures less than or equal to an established significance threshold
of EUR 1 mln;

e total non-performing past due exposures regardless of the exposure’s significance threshold. In particular,
these are loans that show continuous overdrawn situations or delayed payments, automatically identified
by the Bank’s I'T procedures, according to the aforementioned rules of the supervisory authority.

The analytical/statistical valuation, cattied out for bad and unlikely-to-pay loans of less than EUR 1 mln and for
all past-due and / ot overdrawn loans, presents specific charactetistics depending on the type of exposute involved.

With reference to non-petforming loans, the analytical/statistical valuation is based on non-petforming LGD gtids,
where the LGD model is mainly characterized by the differentiation of the loss rates based on the permanence in
the risk status (“vintage”), as well as the type of customer. The grids are also differentiated by other significant
analytical characteristics on the model estimation stage (e.g. technical form, type of guarantee, geographical area,
exposure band, etc.). The recovery time grids ate broken down mainly by regulatory segment and other significant
analytical characteristics at the modelling stage (e.g., collection procedures, exposure band, technical form).

With reference to unlikely-to-pay and impaired past due exposures, the valuation is carried out by applying statistical
LGD grids specifically estimated for positions classified in these administrative categories, in line with the LGD
grids estimated for non-performing loans. The LGD for unlikely-to-pay and non-performing past due exposures
is obtained by recalibrating the non-performing loan LGD through the danger rate module. The danger rate is a
multiplicative correction factor aimed at recalibrating the non-performing loan LGD with the information available
on other default events, so as to obtain an LGD representative of all possible default events and their evolution.

The analytical-specific valuation for bad and unlikely-to-pay loans exceeding EUR 1 mln is an assessment made by
the managers on the individual positions based on a qualitative/quantitative analysis of the economic and financial
position of the borrower, the riskiness of the credit relationship, the objectives and strategies for the reduction of
impaired loans laid out by the “NPL Plan”, and any mitigating factors (guarantees); the financial effect of the
estimated collection time is also taken into account.

In particular, for non-performing loans, a set of factors are taken into account, which may or may not be present
depending on the characteristics of the positions, and which must be assessed with the utmost accuracy and
prudence, including by way of example:

e nature of the credit, secured or unsecured;

e sharcholders’ equity of obligors/third patties providing collateral;

e  complexity of existing ot potential disputes and/or undetlying legal issues;

e  cxposure of obligors to the banking system and other creditors;

e latest available financial statements;

e legal status of obligors and pending bankruptcy and/or individual proceedings.

To find the estimated realizable value of loans secured by real estate and to take into account both the historical
collection data and forward-looking considerations, in line with IFRS 9, the approach adopted is focused on the
valuation of real estate in reference to the average expected auction and the corresponding reduction in the
observed price, calculating the average haircuts differentiated by type of real estate guarantee (residential and non-
residential).

Moteover, with reference to unlikely-to-pay loans, the valuation is based on a qualitative/quantitative analysis of
the economic and financial position of the borrower and on a timely assessment of the risk status. In the case of
unlikely-to-pay loans secured by real estate, the haircut is applied not to the entire market value of the guarantee
(as in the case of non-performing loans) but only to the portion pertaining to the credit exposure that is expected
to become non-performing; alternatively, the cure rate of the related exposures is taken into account.

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 used to service the financial debt. This estimate should be made based on
two alternative approaches:

o Going concern approach: the borrower’s operating cash flows (or that of effective guarantor) continue to be
produced, and are used to repay the financial debts contracted, based on the scheduled repayment plans.
The going concern assumption does not exclude the realisation of guarantees, but only to the extent that
this can occur without jeopardising the borrower’s ability to generate future cash flows. The going 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;
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o Gone concern approach: applicable in cases in which it is believed that the borrower’s cash flows will be
significantly reduced. This is a scenario whose application may possibly entail positions that are expected
to be classified in non-performing loans. In this context, assuming that interventions by shareholders
and/or extraordinary restructuring 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 account liabilities and any rights of pre-
emption.

Turning to the analysis of alternative collection scenarios, note that, for the objectives of reducing the stock of
outstanding non-performing loans included in the business plans and the commitments undertaken with
supervisory authorities, with specific reference to the “NPL Strategy”, the Bank considers the sale of certain
portfolios as the strategy that can, under certain conditions, maximise the recovery of cash flows, also in
consideration of collection times.

In particular, the ECB, in its “NPL Guidance” published in March 2017 and subsequent updates, has asked banks
with a percentage of impaired loans higher than the average for European Banks to define a strategy aimed at
achieving their gradual reduction. In particular, as part of the preparation of the 2017-2021 Restructuring Plan,
approved by the European Commission, the Bank has identified as a priority a significant de-risking to be achieved
by selling portfolios of non-performing and unlikely-to-pay loans.

Consequently, the estimate of expected losses of exposures that can be sold varies depending on the forecast of
the recoverable flows through internal management (work-out), as well as the forecast of recoverable flows through
their possible sale on the market (“multi-scenario” approach). In particular, the exposutes in question are associated
with two different estimates of cash flows that the Bank expects to collect:

e the first determined by using as reference the scenario of recovery from the borrower based on internal
activity, according to the ordinary measurement guidelines followed by the Bank and previously described
(hold scenario);
e the second calculated by using as reference the recovery through sale of the loan to third parties (sale
scenario).
Each of the two scenarios is assigned a probability of occurrence that is higher for clusters that are more likely to
undergo a sale procedure, based on historical data and/or forecasts (e.g., formalised NPL reduction plans). The
expected loss of the exposures in question is therefore equal to the weighted average for the probabilities assigned
to the two scenarios of the estimates of recoverable cash flows in each (hold and sale).

Hence, the sale values and sale probability are the two key elements for defining the expected loss. For this purpose,
the Bank has performed an analysis of the historical data on sales (past events) on these portfolios and certain
considerations on future sale strategies.

Based on these considerations, the accounting model for impairment for the sole non-performing loans of the
Bank envisages a different application for:

® Joans subject to ordinary collection process: application of existing accounting policies, reviews to take
into account changes introduced by IFRS 9, including, in particular, the forward-looking element;

® Joans included in the sale programme: measured with the ordinary policy plus any add-ons to adjust the
portfolios to the presumable realisable value.
To calculate the add-on, the Bank considers the following elements:

®  sclection of the portfolios that are presumed to be sold: the perimeter includes positions with a certain
attractiveness on the market, indicated by the fact that other banks have already catried out sales and
expressions of interest that have already been received, as well as additional positions resulting from
assessments of economic benefit performed by the Bank’s competent bodies (e.g., presence of extended
non-performing loans or high danger rate);

®  probability of sale: the probability is guided by the target sales level included in the NPL Strategy;

e  sale prices: derived from mass transactions on similar portfolios and single names made by the Bank or
from transactions carried out on the market in recent years.

Impairment losses calenlated with the simplified method

Expected losses are quantified according to the provisions of the simplified method established under IFRS 9
based on the Lifetime ECL and therefore do not require verification of the significant increase in credit risk
compared to the credit risk at the date of the asset’s initial recognition. The Bank adopts this method for trade
receivables and assets deriving from contracts that do not have significant financial components, i.e. only cases for
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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 calculating impairment on equity investments

At the end of every reporting period, the equity investments in associates ot jointly controlled entities are evaluated
to check whether there is objective evidence of impairment that might render the book value of these assets not
entirely recoverable.

The process of recognising impairment involves verifying the presence of indicators of possible reductions in value
and calculating any write-down. There are numerous impairment indicators, differentiated by type, listed or
unlisted, of equity investments.

For listed equity investments:

- a fair 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, or
- a book value for the equity investment in consolidated financial statements that exceeds the
corresponding portion of equity (existence of implicit goodwill), or
- astock market capitalisation that is lower than the book value of the equity investment or the company’s
shareholders’ 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 or that envisaged in a long-term plan and
communicated to the market;
- contracting or negative economic performance;
- negative performance for the investee’s business sector;
- changes in the technological, economic, and regulatory environment that could result in difficulties for
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 instrument’s acquisition date;
- negative 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 a write-down in 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 methods used to determine the fair value, refer to the information in chapter A.4 — Information 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 estimate of the cash flows
expected from the asset, the estimate of possible changes in the amount and/or timing of cash flows, the time
value of money, the price for remunerating the asset’s risk and other factors that can influence the pricing, by
market dealers, of the cash flows expected from the asset.

The value in use is calculated by discounting future cash flows.

With reference to controlling interests, the impairment test is performed individually for each investee when this
has independent cash flow generation capacity. If the Group’s organizational model provides for the assets of the
investee to be included in a larger Cash Generation Unit (CGU) or in a different unit, in the separate financial
statements the impairment test is not conducted for each individual controlling interest, but on the individual CGU
identified at the consolidated level, because only with this procedure is it possible to calculate the recoverable value
of the CGU.

Also with regard to the impairment test of equity investments, in line with the ESMA guidelines, the effects
resulting from the COVID-19 pandemic were considered to be an impairment indicator. For more details on the
risks, uncertainties and impacts of the COVID-19 pandemic, please refer to “Impairment test of equity
investments” below.
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Methods for calculating impairment on other non-financial assets

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 recoverable value is
computed with reference to the fair value of the property, plant and equipment or intangible asset, net of the
disposal charges or the value in use if this can be calculated and exceeds fair value.

In particular, the recoverable value of properties is determined on the basis of an appraisal or index-based
valuations. The loss in value is reported only if the fair value less costs to sell, or the value-in-use, is less than the
book value. For the methods used to determine the fair value, please refer to chaper A.4 — Information on fair
value of these Notes to the financial statements.

Similar to owned properties, the values of right of use assets acquired through leasing are subject to impairment
testing, if the conditions are met. The test is performed when the following events or situations occur: full/partial
abandonment, underuse or non-use of the leased asset. In addition, it is necessary to refer to indicators from
internal soutces such as signs of obsolescence and/or physical deterioration of the asset, restructuring plans and
closures of branches and external sources such as, for example, the increase in interest rates or other rates of 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 assets based on a probability test, as described below.

Forecast plans approved by the Board of Directors are used; obviously, the plans of the subsidiaries are consistent
with the Bank’s forecasts. Since the forecast plans cover a limited time horizon, the results subsequent to the plan
horizon are assumed to be equivalent to those of the last year of the plan and increased by a compound growth

[IPe]

factor “g”, commonly used for determining the value of companies.

In any case, the framework of the probability test is consistent with that of the impairment test used for the
measurement of goodwill, except for the specifics related to regulatory requirements (IAS 12 and IAS 30,
respectively) such as, for example, the possibility in the probability test to take into account business restructuring
and reorganisation actions included 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 based on 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 case, it is 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 agreements in which the Bank
participates are taken into account. Finally, for an analysis of the risks, uncertainties and impacts of the COVID-
19 pandemic, please refer to “Estimation and assumptions on recoverability of deferred tax assets” below.

Risks, uncertainties and impacts of the COVID-19 epidemic

Quantification of tmpairment losses on loans

Since the last week of February 2020, the health emergency created by the ongoing pandemic has affected both
market performance and operations, the latter penalized by increasingly severe tax containment measures, which
have led to the suspension of many production activities in Italy and in the world. These economic difficulties have
resulted in the formulation of forward-looking economic scenarios, used both to calculate SICRs and to quantify
the expected loss as per IFRS 9; therefore, in addition to updating macroeconomic variables, such as GDP and
unemployment rates, the impact of COVID-19 on specific economic sectors had to be considered. Estimating the
impacts that the combination of factors such as GDP, interest rates, government support measures and
unemployment rates, with specific sectoral factors, may have on customer solvency is highly challenging and
requires a high degree of judgement to be exercised, also considering that the historical data in the current context
are of little help.

Since March 2020, the supervisory authorities (ESMA, EBA and ECB) and the standard setters (IASB) have
provided guidance on the application of IFRS 9 and, in particular, on the use of forward-looking information in
the context of the pandemic. Specifically with regard to this aspect, there is a general call for caution in using
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economic scenarios and in the methods of converting prospective information into the identification of staging
and expected lifetime loss.

Macroeconomic scenarios

The Group’s accounting policies require macroeconomic scenarios to be updated in order to calculate expected
credit loss, at least once a year, when the financial statements are prepared, as well as every time the latest available
“base” scenario, shows, compared with the scenario currently in use, a net cumulated change in GDP, over a 3-
year period, greater than or equal to 0.5%, in absolute value.

In 2020, the scenarios that were used to obtain estimates for the preparation of the 2019 Financial Statements were
updated several times, to make the forecasts as closely aligned as possible with the changed economic context
negatively affected by the COVID-19 pandemic. For more details on the approach adopted by the Group, please
refer to the Interim Report on Operations as at 31 March 2020 and the Half-year Financial Report as at 30 June
2020. It should be noted that, as at 30 September 2020, the scenarios were unchanged compared to those used in
the first half of 2020, in line with the guidance provided by the ECB and the Bank of Italy at that date, also because
of the substantial stability (apart from marginal changes) of the June and September forecast scenarios published
by the ECB.

In November 2020, the Bank approved a set of forecast macroeconomic scenarios for the 2020-2025 period
developed internally by the Research Function, taking also as reference the forecasts developed by external
providers. These scenarios, used in the ordinary annual update of the 2021-2025 multi-yeat projections, in the
preparation of the strategic plan and in the calculation of impairment losses on performing and non-performing
loans as at 31 December 2020, take into account the worsening of the overall macroeconomic background as a
result of the renewed spread of the COVID-19 pandemic and the measures introduced to combat its effects.

Specifically, the reference baseline scenario confirms the high economic and social cost of the health crisis created
by the COVID-19 pandemic with a severe recession of the world economy in 2020; this will be followed by a
recovery that, at least in the short term, will remain uneven, uncertain and subject to downward risk. Supportive
economic policies will be key in restarting economic growth: among these, the ECB emergency plan for the
purchase of securities (PEPP), strengthened and extended in its duration, and especially the unprecedented
emergency package (which includes the EUR 750 bn Next Generation Fund) put in place to help the EU countries
struggling with the crisis created by the pandemic. These exceptional measures are accompanied by the stimulus
policies adopted by individual national governments. In particular, the updated baseline scenario is characterized,
compared to the previous one used for the financial statements as at 30 June and 30 September 2020, by GDP
growth negative in 2020 (-10.0%), but improving over the medium term (2021: +5.3%, 2022: 2.7% and 2023:
+1.8%) thanks to the above-mentioned funds made available at the EU level.

In Italy, an increasing availability of vaccines and treatments together with the government support measures
undertaken will reduce the damages and, from the second quarter of 2021, will allow a rebound in growth. The
recovery is expected to continue with a certain intensity in the following two-year period, however, the pre-COVID
activity levels will most likely be recovered only in the medium-long term. The recovery path will inevitably depend
on the good use of the resources made available by European countries through debt-sharing instruments, in regard
to which however there are critical issues such as: ability to meet the deadlines for the presentation of the projects,
the generation of effective added value from the projects, the efficiency of bureaucracy and national companies in
executing the projects. There is still a risk that, once the period of exceptionally supportive economic policies is
over, growth may not be sufficiently strong to allow public (and private) debts, which will have considerably
increased in the meantime, to be managed.

The worst alternative scenario sees a complicated containment of the epidemic during the winter and the
introduction of more stringent lockdowns, albeit limited in time, both in different world regions and in Italy, with
a strong impact on the recovery of the economy. Economic activity in Italy would then contract more sharply until
next spring, affecting the momentum of the recovery that would start later in the year; the recovery of pre-COVID-
19 activity levels would be postponed with respect to the baseline forecast. In a context of increased uncertainty,
the propensity of households to save would remain high and businesses would further postpone their investment
decisions. The slow pace of recovery would make the legacy of the increased public debt more burdensome,
resulting in a widening of the spreads on Italian debt securities.

In the best alternative scenario, outbreaks would be effectively kept under control in advanced and emerging
countries. In Italy, economic activity would continue recovering during the winter. In 2021, economic growth
would continue at a good pace, allowing the country to return to pre-COVID-19 levels well in advance of the
baseline forecast. The agreement on the Next Generation EU Fund would be implemented as eatly as the summer:
the impetus for growth through greater investments and healthcare spending would be significant. Together with
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the loans provided by the EU, the cost of financing the Italian debt would be contained, encouraging its gradual
fall from the 2020 peaks, with positive effects on the spread. However, due to its structural limitations and high
public debt, Italy would continue to grow slightly less than other European countries.

For information on macroeconomic trends in the scenarios described above, please refer to “Part E - Information
on risks and hedging policies, section 1.1, Credit risk, paragraph 2.3 Methods for measuring expected losses” in the
Notes to the Consolidated Financial Statements.

The table below shows, by way of example, the update of the base scenario carried out in 2020 on the GDP
indicator with a comparison with the base scenario published by the Bank of Italy in June and December 2020; it
also shows a comparison between the adverse scenarios published by the Bank of Italy in December and the
adverse scenario used by the Bank for its accounting valuations at the end of the year.

GMPS Bankit Bankit Bankit
GMPS GMPS GMPS Bankit GMPS Bankit 4Q2020 international protracted financial
4 1 1 Jun 4 Dec severe December actors
Q2019 Q2020 2Q2020 Q2020 framework b f;
baseline baseline baseline 2020 baseline 2020 but 2020 Dec
. Dec 2020 .

plausible pandemic 2020

2020 0.6% -6.5% -8.0% -9.2% -10.0% -9.0% -10.1% -9.1% -9.1% -9.0%

2021 0.7% 3.3% 3.9% 4.8% 5.3% 3.5% 4.0% 2.6% 1.9% 2.6%

2022 0.9% 1.2% 2.0% 2.5% 2.7% 3.8% 2.9% 3.1% 2.8% 3.1%

2023 0.8% 0.8% 1.2% n.a 1.8% 2.3% 1.8% 2.0% 3.9% 2.4%
AVG

20- 0.7% -0.7% -0.7% -0.6% -0.7% -0.6% -1.1% -1.1% -1.5% -1.1%

22

2 20-

22 2.2% -0.2% -2.1% -1.9% -2.0% -1.7% -3.2% -3.4% -4.4% -3.3%
AVG

21- 0.8% 1.8% 2.4% n.a 3.3% 3.2% 2.9% 2.6% 2.9% 2.7%

23

221-

23 2.4% 5.3% 7.1% n.a 9.8% 9.6% 8.6% 7.7% 8.6% 8.1%

It should be noted that the base scenario used by the Bank in 2020 has always been equally, if not more,
conservative than the forecasts provided by the Bank of Italy (both in terms of three-year average and cumulative
impact over the three years). With regard to stressed scenarios (again in terms of three-year average and cumulative
impact over three years), the Bank’s scenario is fully aligned with the two “international framework™ and “financial
factors” scenarios over the 20-22 horizon and to the “continuation of the pandemic” scenario over the 21-23
horizon, also published by the Bank of Italy on 11 December 2020 as part of the Eurosystem coordinated
forecasting exercise.

SICR and ECL calculation

If, as anticipated, the serious situation caused by the pandemic suggests an unprecedented economic crisis, on the
other hand, this has been strongly contrasted by the government measures aimed at directly supporting demand,
in Italy, in particular, in the “Cura Italia” and “Rilancio” law decrees. Measures such as the debt moratorium and
public guarantees on new loans are in fact essential to prevent further negative effects, through liquidity crises in
the corporate sector.

These measures, massively adopted for the first time in recent history, are not included in internal modelling. In
the light of the current situation, we have, on the one hand, applied the existing models, with a view to making
them more consistent with the specific current situation by using the additional information now available and
improving their sensitivity to changes in macroeconomic conditions; on the other hand, one-off treatments were
introduced to take into account, with increased granularity, the impact of the current scenario on micro-sectors
and, for valuation purposes, the above-mentioned state guarantees and moratoria, as also suggested by Regulators
and standard setters.

First of all, we would like to point out the prudential use, throughout 2020, in the evaluation of forward-looking
PDs, of the Jan 2020-Dec 2022 scenario (recession), thus without considering the temporal shift of the historical
series, which would instead involve for the 2021-2023 period the use of an expansive scenario. This choice is due
to the fact that the recessionaty effects of 2020 have not yet been observed during that year but will be observed
in 2021, at the end of the different moratoria granted to both corporate and retail customers.

In addition, some specific adjustments, not captured by the models, were made based on a bottom-up analysis that
takes into account the sensitivity to the scenario of the economic and financial outlook of counterparties in the
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different micro-sectors. These adjustments have led to significant increases for certain segments in the tourism,
accommodation and catering, textiles, footwear and clothing sectors.

In particular, with regard to performing corporate loans, “adjustments,” were made to the expected default rates
at one year to factor the same forecast score adopted as part of the credit strategies (Cerved score, as specified
below), in line with what had already been done at 30 June 2020. In particular, the Bank has relied on a scenatio
provided by Cetrved, which shows a 9.67%'7 GDP decline in 2020. Compared to the macroeconomic scenatios
usually adopted and the “satellite” model used to estimate the multi-year PD curves (which for the corporate
segment requires a breakdown into 5 macro-segments: agriculture, commerce, building, industry and services), this
scenario has allowed us to differentiate the effects of the COVID-19 pandemic by sector of economic activity and
geographical location. The forward-looking shock applied to the multi-year PD curves was calculated in terms of
the change in probabilities of default in 30 sectors of economic activity, on the basis of the changes (weighted for
the corresponding counterparty exposures) in the Cerved forecasts before and after COVID-19. This approach
has allowed us to identify the credit relationships of corporate counterparties for which the pandemic has triggered
a significant increase in credit risk, resulting in a restaging and calculation of the lifetime ECL.

At the same time, portfolio analysis was carried out to verify the impact of the pandemic on the portfolio risk
profile on the different customer segments; the results of the new segmentation were factored into the review of
the lending strategies in order to guide the activity in a coherent and appropriate manner on the individual clusters.
In particular:

e  Corporate: to capture the asymmetric impacts of the crisis, a more granular segmentation was used for
the different sectors of economic activity, using detailed scenario and forecast data on more than 200
segments provided by Cerved. On the basis of this information, for each micro-sector, we used the
estimates of lower turnover and the assumptions of recovery from 2021 onwards; for each company, we
then carried out an individual assessment of financial needs, results of the qualitative questionnaire!® and
outlook through the analysis of the business plan, therefore estimating a “prospective” rating to measure
its capacity to react/resilience to the crisis. The “selective management” “strategy was assigned to the
cluster of companies at greatest risk. Inclusion in this cluster indicates a significant increase in credit risk,
with consequent classification in stage 2 of the risk classes.

e  Individuals: the approach adopted has been to expand the information set, using information on the
customer’s payment behaviour available in the system. An external score provided by a leading credit
bureau (Experian) has been acquired for households that have benefited from supporting measures. The
score summarises the customet’s payment behaviour in the system and has allowed the prompt
identification of any sign of financial difficulty, for example, failure to pay bills, personal loans or credit
cards held in the system. The information was “integrated” with internal ratings and different risk classes
were identified. The historical analysis of insolvencies showed that a “very high” Experian risk score
increases the discriminating capacity of the model, leading to set aside in this cluster customers with a
very high average default rate, in the D1 and D2 rating classes. This cluster was therefore included in the
High-Risk management portfolio with consequent classification in stage 2, and was assigned a D2 rating
floor (approximately 10%), which has resulted in an average PD for these customers approximately equal
to 11.5%.

Inclusion of government guarantees

Finally, with regard to the treatment of government guarantees, it should be noted that, in accordance with the
guidance of the Authorities, these did not impact the calculation of the SICR - since the latter does not depend on
the guarantees, but on the creditworthiness, which remains specific to the counterparty; they have instead affected
the estimate of the ECL, through the use of an LGD parameter that takes into account the government mitigation
measures, introduced and expanded with the “Cura Italia” and “Liquidita” decrees. This approach derives from an
assessment of the characteristics of the guarantees, which allow them to be considered as an integral part of the
contract pursuant to IFRS 9.

As at 31 December 2020, the set of valuation approaches described above has led to:

17 'This scenario integrated that developed in house by the Group only for the year 2020 and only for corporate counterparties within the
reference three-year time horizon.

18 This is a questionnaire used with corporate borrowers, which has allowed the Bank to acquire information on vatious topics, including how
the company has dealt with the COVID-19 emergency, the ways in which it used the credit lines of the Bank and the banking system and any
evidence / critical issues identified from the analysis of economic and financial data

19 This is 2 new post-COVID-19 credit strategy that requires the execution of bottom-up activities to understand in detail the current and future
situation and also to be able to identify the best supporting measures to overcome the difficulties generated by the pandemic.
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e the recognition of additional adjustments for approximately EUR 260 mln, of which approximately EUR
189 mln for the performing portfolio and approximately EUR 71 mln for the non-petforming portfolio;

e increase in stage 2 of around EUR 2.5 bn.

For more information on the assumptions used for the estimate, as well as for the sensitivity analysis with respect
to alternative scenarios, please refer to “Part E - Information on risks and hedging policies, section 2 — Risk of
Prudential consolidation, 1.1, Credit risk, paragraph 2.3 Methods for measuring expected losses” in the Notes to
the Consolidated Financial Statements.

Tmpairment test of equity investments

As at 31 December 2020, in line with ESMA guidelines, the effects resulting from the COVID-19 pandemic were
considered as an impairment indicator; consequently, the Bank carried out a full impairment test of control,
association and joint control interests. The valuation of the equity investments was carried out by adopting two
distinct approaches:

e  companies without a positive income or multi-year forecast plan: in this case, the valuation method used
was based on the company’s equity as at 30 September 2020 adjusted by the loss expected in the last
quarter of 2020;
e  companies with positive income and / or multi-year forecast plan: the valuation method used was based
on the discounting of the dividend flows that may be distributed by the investee company (DDM).
To estimate the expected future profits of the main subsidiaries, other than Wise Dialog Bank S.p.A. (Widiba), as
necessary for the application of the DDM method, the Bank, in line with its assessment of the recoverability of
deferred tax assets, used the 2020-2024 Multi-year Projections approved on 6 August 2020, as the 2021-2025
Strategic Plan, approved on 17 December 2020, has not been finalised, being subject to the approval of the relevant
authorities.

The cash flows used for the estimate are based on a macroeconomic scenario that reflects the overall picture
resulting from the spread of the COVID-19 pandemic; this assumes a severe recession of the world economy in
2020, followed by a recovery that, at least in the short term, will remain uneven, uncertain and subject to downward
risks and a GDP that will return to pre-pandemic levels only at the end of 2024.

As regards the subsidiary Widiba, its valuation is carried out indirectly as part of the impairment test of the single
Cash Generating Unit (IAS 36) identified at the consolidated level as part of the impairment test of goodwill, to
which reference is made for more detailed information; the updated evidence of the 2021-2025 Multi-year
Projection of the subsidiary was considered, which is consistent with the 2021-2025 Strategic Plan of the Group
and the current business model of the subsidiary, unlike previous projections that had discounted some initiatives
discontinued by the entity and did not include the effects of some significant strategic actions pursued by this and
aimed at improving the income aspect.

Lastly, also with reference to investments in associates or joint ventures, the valuations have taken into account the
updated plans of the associates, which incorporate the effects of the pandemic and are significantly affected by the
macroeconomic scenario and financial market trends.

The valuations have resulted in the following adjustments:

- subsidiaries: MPS Leasing & Factoring (EUR 96.0 mln), Aiace Reoco stl (EUR 0.4 mln) and Enea Reoco
stl (EUR 0.1 mln);
- associated companies or companies subject to joint control: Fondo Socrate (EUR 2.1 mln) and
Immobiliare Novoli S.p.A. (EUR 0.9 mln);
As at 31 December 2019, the impairment test procedure had led to the write-down of the subsidiaries Widiba
(EUR 30.4 mln) and Consumit.it Securitization S.r.l. (EUR 35 thousand) and the associate S.i.t. Finanziaria di
Sviluppo per Innovazione Tecnologica S.p.A. for an amount of EUR 81 thousand.

Tmpairment test of property, plant and equipment

To verify the recoverable value of assets (land and buildings) recorded under property, plant and equipment, the
Bank carried out an analysis based on the “coefficient method” in line with the financial statements of previous
years. These coefficients are provided by NOMISMA S.p.A., an economic consulting company, and represent the
performance of the national and local real estate market, which was influenced in 2020 by the COVID-19 pandemic
context, like other economic sectors, notably providing the percentage increase or decrease in market value
compared to the previous year. The analysis was supplemented by the revalued value of capitalized improvements
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carried out during the year on the properties, as well as by other qualitative assessments and the results of any
appraisals carried out for other purposes. It should be noted that a special appraisal was carried out for assets with
a book value equal to or greater than EUR 1 mln.

As a result of these assessments, an impairment loss for the Bank equal to EUR 11.5 mln was identified at 31
December. For the sake of completeness, it should be noted that the impairment recorded with reference to all
tangible assets was equal to EUR 12.0 mln.

Rights of use in lease agreements

The Bank carried out an impairment test also on rights of use under lease contracts, in accordance with the internal
policy, which requires the execution of the test when there is an indication that the book value of the asset can no
longer be recovered and in any case at the time of the annual financial statements. The activities carried out
included:

e assessment of the interest rates used for discounting the rent payments;
e assessment of the existence of unused properties;

e  comparison between the rent paid by the Bank and the average rent per square meter for similar properties
in the same area.

The outcome of these tests as at 31 December 2020 has led to the recognition of an impairment loss of EUR 1.9
mln in “Impairment losses/recoveries on property, plant and equipment”; for information on rights of use acquired
through leases, please refer to “Property, plant and equipment - Item 80" in “Part B - Information on the balance
sheet” of these Notes to the Financial Statements.

Estimation and assumptions on recoverability of deferred tax assets

As at 31 December 2020, the Bank has recognised impairments of around EUR 546.2 mln on DTAs due to the
use, for the purposes of the probability test, of the forecast plans and the discount factor updated to take into
account the different macroeconomic scenatio resulting from the COVID-19 pandemic. This amount also includes
the share of DTAs potentially arising during the period, which could not be recognised on the basis of the outcome
of the probability test.

As at 31 December 2020, the discount factor used to reflect the uncertainty connected to the realisation of future
income suitable to enable the recovery of deferred tax assets is equal to 9% (the rate used as at 31 December 2019
for the probability test in the Financial Statements closed at that date was 8%). For further details, please refer to
paragraph 10.7 “Other Information -Probability Test” of Part B of these Notes to the Financial Statements.

Contractual changes resulting from COVID-19

1) Contractual changes and derecognition
Contractual changes and forbearance

The social and economic emergency caused by the COVID-19 pandemic has prompted the Italian government to
launch a series of measures in support of customers. The Bank has identified the following lines of intervention:
e suspension and/or extension of due date on instalment payments, in application of both the legal
provisions and the ABI moratorium;
e cxtension of due dates for outstanding advances;
e new medium/long-term financing products to meet the working capital needs of borrowers.

The first two of these measures entail, when granted, a change in the contractual terms and can be considered, in
accordance with the Group’s accounting policies?, as non-essential contractual changes subject to “modification
accounting”, which implies the recognition in the income statement of the difference between the book value and
the present value of the modified cash flows discounted at the original interest rate. It should be noted that the
operating procedures under which the Bank has granted COVID-19 relief require the application of interest
calculated on the residual debt for the entire period of payment suspension. Interest is also paid on the due date of
the original instalment, if the suspension concerns the principal amount only, or from the end of the moratorium

20 For more details on derecognition/modification accounting, please refer to section A2 - Part relating to the main items of the financial
statements, Paragraph 16 “Other information - Other significant accounting treatments - Renegotiations” of these Notes to the Financial
Statements.
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period, if the entire instalment is suspended. This approach implies a substantial actuarial neutrality, as envisaged,
in any case, in the government’s explanatory report accompanying the “Cura Italia” decree and the EBA statement
of 2 April 2020. As at 31 December 2020, the moratoria in place, granted as a result of the COVID-19 pandemic,
are equal to approximately EUR 9 bn and represent approximately 12% of the total exposure in loans to customers.
For a quantitative review of these moratoria, please refer to table “A.1.7a Loans subject to COVID-19 support
measures: gross and net values” in “Part E - Information on risks and related hedging policies” of these Notes to
the financial statements.

As at 31 December 2020, item 140 of the income statement “Modification Gains/losses” includes a loss related to
the COVID-19 payment suspensions for approximately EUR 15.8 mln.

Classification criteria applied to moratoria (forborne, defanlts)

Given the exceptional nature of the scenario linked to the COVID-19 pandemic and the guidelines from
Supervisory Authorities, aimed at using the flexibility existing in accounting and prudential legislation, since March
2020, decisions were made regarding changes to accounting classification, in partial derogation to the usual
classification criteria such as:

- the legislative and systemic suspensions and concessions (temodulation/rescheduling) carried out for
COVID-19 purposes before 30 September 2020, including any related extensions agreed before 1
December 2020, attributable to the “General payment moratoria” pursuant to the EBA guidelines of
April 2020 as amended - have not been identified as forborne exposures and, therefore, have not resulted
automatically in a classification in stage 2. It should be noted that, in the most difficult period of the
pandemic (the first few months of 2020) due to the extension over time of sector agreements but above
all due to the rapid and complex activity to interpret the government measures, a subset of moratoria
which had been granted were codified in the systems as initiated by the Bank even if they actually
replicated systemic moratoria. On this specific cluster, an ex-post analysis was carried out at the end of
2020 to assess the following risk drivers at the reference date of February 2020 on each counterparty, thus
identifying cases of financial difficulty prior to the outbreak of the pandemic:

O NPE status;

O rating lower than C;

O past due of more than 20 days;

0 non-performing loans in the system.
The activation of at least one of these drivers has led to the attribution to the exposure of the forborne
qualification and its transfer to stage 2;

- the suspensions granted following a request received in the 1 October-1 December 2020 period, whether
for “COVID-19” purposes or not, were all the object of a special assessment for evidence of financial
difficulty, with attribution of the forborne qualification and transfer to stage 2 in the case of positive
testing.

- the counterparties that have benefited from moratoria since December 2020, following the introduction
by EBA of the nine-month limit to benefit of the terms allowed under the “general payment moratoria”,
are classified as forborne in all cases of suspension lasting more than nine months (including also any pre-
existing suspension);

- arequest for a moratorium has not been considered an automatic trigger of probable default, in particular,
during the effective suspension period, past due days are no longer counted, consequently leading to an
extension of the ninety days’ period used as an automatic trigger for the transfer among impaired
exposures. In this regard, it should be noted that, in April 2020, the triggers for automatic classification
as default in the presence of past due on forbearance measures already activated, were deactivated in order
to avoid automatic transfers between non-performing loans, and downgraded to classification parameters
non-binding of high relevance in order to be able to track and monitor the phenomenon and consequently
manage the risk profile of customers. The automatisms were reactivated in January 2021 as a result of
the new EBA guidelines issued in December 2020, in the past eight months of the 2020 the counterparties
on which the aforementioned parameters were activated were monitored and the most critical ones were
classified with the ordinary process;

- finally, as already mentioned, with the redefinition of credit strategies due to the pandemic, starting from
July 2020, the corporate portfolio has been segmented according to the sectoral impacts and the estimated
trend on the rating of the individual counterparty (see “Quantification of impairment losses on loans” for
the “selective management”); later, the portfolio relating to families requesting COVID-19 moratoria was
also processed using external score tools to verify the presence of signs of difficulty not captured by
internal information sources. On the basis of the analysis conducted, customers belonging to the riskier
clusters were allocated to the “high-risk” management set and therefore in stage 2. In addition, during the

BANCA MONTE DEI PASCHI DI SIENA



Notes to the Separate financial statements - Part A - Accounting policies 114

fourth quarter of 2020, structured processes were started to review the riskiest companies and to carry
out, where necessary, their classification as default even in the absence of overt delays in payments.

For more information on the identification and classification of forbearance measures and on the valuation of the
unlikely-to-pay loans, please refer to Part E - Information on risks and related hedging policies, Section 2-Risk of
Prudential consolidation - Qualitative Information of the Notes to the Consolidated Financial Statements.

2) Amendment to IFRS 16

With a view to providing support to its lessees the activities of which have been suspended or subject to significant
limitations as a result of government measures related to the COVID-19 emergency, the Bank has provided for
the suspension or partial or total reduction of the lease payments for a maximum period of 3 months for the lessees
requesting it. These rent concessions have not had a significant impact on the profit (loss) for the year.

As regards to the relief available as a lessee, instead, the Bank applies the exemption introduced by the IASB
“COVID-19-Related Rent Concessions - Proposed amendment to IFRS 16” to the valuation of the rent
concessions obtained in consequence of the pandemic. In particular, the exemption applies to two different lease
agreements that has not entailed substantial changes to other terms or conditions of the original leases.

The exemption applied starting from the 2020 financial year, does not constitute a relevant case for the Bank.

Disclosure on public funding pursuant to art. 1, paragraph 125 of Law no. 124 dated 4 Angust 2017 (“Annual Law for the Market
and Competition”)

At the reporting date of these financial statements, contributions received by the Bank for 2020 for training
activities totalling EUR 1.9 mln were recorded in the National Register for State Aid and available to the public in
the “Individual Aid” Transparency section. For more details, please refer to the following link:

https://www.rna.gov.it/sites/PortaleRNA /it IT/trasparenza
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A.4.1 Fair value level 2 and 3: measurement techniques and inputs used

The following tables show, respectively, for Level 2 and 3 financial instruments, the accounting portfolio, a
summary of the types of instruments in use at the Bank, and evidence of the related valuation techniques and the
inputs used.
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The techniques and parameters for calculating the fair value, as well as the criteria for assigning the fair value
hierarchy, are defined and formalized in the aforementioned “Fair value policy” adopted by the Bank. The reliability
of the fair value measurements is also guaranteed by the verification activities carried out by the Risk Management
department.

This unit, which is independent from the Front Office units holding the positions, is in charge of periodically
reviewing the list of pricing models to be used for the purposes of the Fair Value Policy: these models must
represent market standards or best practices and the related calibration techniques must guarantee a result in line
with valuations able to reflect “current market conditions”. Specifically, to correctly determine the fair value, for
each product a pricing model is associated, generally accepted by the market and selected on the basis of the
characteristics and market variables underlying the product. With particularly complex products or if the existing
valuation model for products in use is deemed to be lacking or inadequate, an internal process is activated to
supplement the current models. On the basis of this process, the Risk Management department catries out a first
validation of the pricing models, which may be native to the Position Keeping system or be issued by a specific
internal unit; this is followed by a stage in which the same unit ensures the reliability of the previously validated
model.

Specifically, the validation activity is aimed at verifying the theoretical robustness of the model, through an
independent repricing of the price, a possible calibration of the parameters and a comparison with the prices of
the counterparties.

Following the validation stage, an ongoing review is carried out to confirm the accuracy and alignment to the
market of the pricing models used by the Bank, and appropriate changes are made, if necessary, to the models and
the related undetlying theoretical assumptions. To take into account the risk that the pricing models, even if
validated, may generate fair value values that are not directly comparable with market prices, an adjustment is made
for “Model risk”, as described below.

Financial assets and liabilities measured at fair value on a recurring basis

Financial assets and liabilities measured at fair value on a recurring basis include all financial instruments measured
in the financial statements with the fair value criterion (items 20, 30, 50 of the balance sheet assets and items 20,
30, 40 of the balance sheet liabilities). For these financial instruments, in the absence of directly observable prices
on active markets, the fair value must be calculated using the valuation approach described in the previous
paragraph. The main valuation techniques adopted for each type of financial instrument are described below.

Debt securities

The valuation of non-contributed securities (that is, securities without official listings expressed by an active market)
occurs through the use of an appropriate credit spread, which is estimated starting from contributed and liquid
financial instruments with similar characteristics. The sources used to estimate the credit spread are as follows:

e  contributed and liquid debt securities of the same issuer;
e  credit default swap on the same reference entity;
e  contributed and liquid securities issued by an issuer with the same rating and belonging to the same sector.
In any case, the different seniority of the security to be priced in relation to the issuer’s debt structure is
taken into account.
Furthermore, for bonds not quoted on active markets, to take into account the higher premium requested by the
market compared to a similar contributed secutities, an additional component, estimated on the basis of the bid/ask
spread, is added to the “fair” credit spreads observed on the market.

Loans that do not pass the SPPI fest

These are loans mandatorily measured at fair value, as the contractual cash flows do not exclusively provide for the
repayment of principal and payment of interest on the principal (i.e., that do not pass the “SPPI test”), either by
virtue of clauses originally included in the contract or following subsequent amendments. The fair value is valued
with the Discounted Cash Flow approach, which is applied in a different way depending on whether the loans are
petforming/non-petforming:

e  For performing loans, the fair value is calculated on the basis of cash flows, appropriately adjusted for
expected losses, based on the unobservable PD and LGD parameters. These flows are then discounted
with a market interest rate, adjusted to include a premium calculated to take into account risks and
uncertainties. In the presence of implicit option components, which, for example, provide for the option
of changing the interest rate, the fair value also takes into account the value of said components;
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e  For non-performing loans, the measurement of the fair value is based on directly or indirectly observable
market parameters, which refer to risk factors found in the sale of NPLs in order to obtain a market price,
representative of the uncertainty of the recovery process. In particular, cash flow forecasts are obtained
from analytical repayment plans, which provide information on the estimated loss rate on the position.
The recovery flows estimated in this way are discounted using a discount factor that is calculated from a
spread representing the uncertainty of the recovery process (unexpected loss) and any other residual risk;
the discount rate is then calculated by adding this spread to the risk-free interest rate curve, without taking
into account the contractual rate.

Unlisted equities

These are valued on the basis of direct transactions on the same security or on similar securities observed over a
period of time with respect to the valuation date, of the market multiples method on comparable companies and,
secondarily, of financial, income and equity valuation methods.

Tnvestments in UCITS

As a rule, these are measured on the basis of the NAVs made available by the fund administrator or the
management company, unless it is believed that said NAV does not represent a fair value, from the perspective of
a market operator, in which case certain adjustments must be made. This category typically includes private equity
funds, funds that invest in NPE loans, real estate and hedge funds.

In the specific case of funds that invest in NPE loans, the Bank has estimated the unit value as the sum of the
present values of the expected fund distributions (Discounted Cash Flows). The inputs used ate as follows:

e cash flows related to net distributions to investors envisaged in the business plans/management reports;

e discount rate of 10.4%, estimated as the implicit rate in the collections realised in the disposal transactions
for unlikely to pay positions that the Bank has implemented over the past two years.

Structured credit products

With reference to ABS (asset backed securities), when significant prices are not available, valuation techniques are
used that take into account parameters that can be inferred from an active market (level 2 inputs) or must be
estimated, if unobservable (level 3 inputs, if significant). In the first case, the cash flows are acquired from info
providers or specialized platforms; the spreads ate detived from the prices available on the market /info provider,
analysing the performance of the underlying assets on the basis of the investor reports. If they are unavailable, the
Bank uses valuation techniques to recreate the payment waterfall.

Ower the counter (OTC) derivatives

Interest rate, exchange rate, equity, inflation, commodity and credit derivatives, where not traded on regulated
markets, are Over-The-Counter (OTC) instruments, i.e. traded bilaterally with market counterparties. Their
valuation is carried out using appropriate valuation models, fed by input parameters (such as, for example, interest
rate, exchange rate and volatility curves) observed on the market and subject to the monitoring processes described
in the “Group Fair 1V alue Policy”.

These models estimate the probability that a specific event will occur by incorporating assumptions such as the
volatility of the estimates, the price of the undetlying instrument and the expected rate of return.

In addition, for the purpose of measuring fair value, the aforementioned “Group Fair Value Policy” provides for
“fair value adjustments” to be considered to provide the best estimate of the sale price in an actual market
transaction. In particular, this relates to model risk, liquidity risk and counterparty risk as set out below.

Model risk: this adjustment is made to take into account the risk that the pricing models, even if validated, may
generate fair value values that are not directly observable or not immediately comparable with market prices. This
is the case of pricing algorithms or types of pay-off that are not adequately widespread on the market or in the
presence of models particularly sensitive to variables that are difficult to observe on the market.

Liquidity risk: this adjustment is made to take into account the extent of the “bid / ask spread”, i.e. the actual cost
of disposing of a position in financial instruments in inefficient markets. The correction for the liquidity risk is
gtreater for more structured products, due to the related hedging/disposal costs, and for valuation models that are
not sufficiently established and of widespread use among operators, since this makes the valuations more uncertain.

Counterparty risk: adjustments to the market value of OTC derivatives, classified as “performing”, are made in
order to reflect:
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e the risk of a counterparty default- Credit Valuation Adjustment (CVA);

e the risk of non-fulfilment of the issuer’s contractual obligations towards a counterparty (“own credit risk”)
- Debt Valuation Adjustment (DVA).

These adjustments are made for all non-collateralised OTC derivative positions with institutional and retail
counterparties. The methodology is based on the calculation of the expected operational loss linked to the
counterparty rating and estimated over the duration of the position. The exposure includes the component of
future credit variations represented by add-ons. Market-consistent probability measurements are employed in the
calculation of CVAs in order to gauge market expectations resulting from CDS prices without, however, losing the
historical information available within the Bank. The impact of the CVA as at 31 December 2020 amounted to
EUR -12.4 mln.

The Bank calculates the value adjustment of OTC derivatives in a mirror image fashion and on the same perimeter
to take into account its own creditworthiness, Debit Value Adjustment (DVA). As at 31 December 2020, the DVA
is positive and amounts to a total of EUR 2.8 mln.

Non-financial assets measured at fair value on a recurring basis:

The Bank has no non-financial assets measured at fair value on a recurring basis

Financial assets measured at fair value on a non-recurring basis:
Financial assets and liabilities measured at amortised cost

For financial assets and liabilities recognized in the financial statements at amortised cost, classified, in the
accounting categories of “Financial assets measured at amortised cost” (loans to banks and customers) and
“Financial liabilities measuted at amortised cost” (due to banks and customers and debt securities issued), the
calculation of the fair value is relevant for information purposes only, in line with the provisions of the reference
accounting standard IFRS 7. The criteria to calculate the fair value of performing and non-performing loans to
banks and customers are the same adopted for the fair value valuation on a recurring basis of the loans that do not
pass the SPPI test, to which reference is made. Exceptions to this rule are loans to central banks included in the
“Loans to banks” portfolio for which the book value is considered a good approximation of the fair value, as
allowed by IFRS 7, and is classified in level 2 of the fair value hierarchy. The same methodology and classification
are used for the “Due to banks” and “Due to customers” portfolios.

For debt securities in the “Loans to banks or customers” or “Debt securities issued” portfolio, the fair value was
determined using prices contributed on active markets or using valuation models, such as described in the previous
paragraph “Assets and liabilities measured at fair value on a recurring basis”.

With reference to the classification of loans to customers and banks within the fair value hierarchy, it should be
noted that customers are classified in level 3 and banks in level 2, except in the case of non-performing exposures.

Non-financial assets and liabilities measured at fair value on a non-recurring basis:
Fair value of owned real estate

The fair value used for disclosure purposes is classified as level 3 in the fair value hierarchy, as it is calculated using
appraisals or index valuations.

For properties with a book value equal to or greater than EUR 1 mln, the fair value is determined on the basis of
a specific appraisal. The values are supplemented by other qualitative assessments such as the occurrence of
catastrophic events (floods, earthquakes, etc.), geographical and commercial positioning.

For properties with a book value below the aforementioned threshold, unless an appraisal made during the year is
made available, the fair value is estimated with the “coefficient method”, which consists in revaluing the values
obtained by using the coefficients (real estate indexes) provided by NOMISMA, which measure the performance
of the national and local real estate market. The Bank integrates the revalued value with the value of the capitalized
improvements carried out during the year.
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A.4.2 Measurement processes and sensitivity

A description of the Level 3 instruments that display significant sensitivity to changes in unobservable inputs is
provided below.

The “Other financial assets measured at fair value” column in the category “Debt securities” measured using the
Discount Cash Flow method include the junior tranches of the Siena NPL securitization of the Group’s non-
performing loans. Its value at 31 December 2020 was equal to EUR 5.0 mln and was affected by the sharp decline
in the recovery of non-performing loans as a result of the pandemic scenario. The sensitivity of this position,
defined as the change in value for each percentage point of total return of the security, was estimated at
approximately EUR 0.9 mln. This category includes EUR 46.6 mln referring to the notes of the multi-originator
“Norma” secutitisation, also valued with the Discounted Cash Flow method. A change in the discount rate (+/-
1%) and expected cash flows (+/- 10%) would result in the following range of values: EUR 40.6 — 52.8 mln.

Lastly, this category includes EUR 23.7 mln referring to certain equity instruments acquired by the Bank on the
basis of credit restructuring agreements.

The “Other financial assets mandatorily measured at fair value” column also includes loans (EUR 137.1 mln) that
are measured at fair value as per mandatory requirements. The unobservable parameters are Probability of Default
(PD), Loss Given Default (LGD) and the different spreads for performing and non-performing assets. The change
in these parameters, by 10%, 5%, 1%, and 1%, respectively, would have an impact on fair value of approximately
EUR -6.1 mln.

The same accounting portfolio includes, among equity securities, EUR 2.3 mln for the investment in the Voluntary
Scheme, represented by the shares resulting from the conversion of the junior bond issued by Carige as a result of
the recapitalisation of the bank.

The majority of the units of UCITS refers to units of funds received in exchange for the sale of non-performing
loans (Back2bonis, IDEA CCR I and IT and Nuova Finanza, Efesto) equal EUR 57.9 mln. A change in the discount
rate (+/- 1%) and forecasted distributions (+/- 10%) would result in the following range of values: EUR 54.1 —
69.9 min

The UCITS unit category also includes all contributions, made since June 2016, to the Italia Recovery Fund
(formerly Atlante due) for a book value of EUR 10.1 mln. This position takes into account the fund’s residual
assets after the write-off of the two main equity investments in the fund’s assets (BPVI and Veneto Banca).

The “Financial assets measured at fair value through other comprehensive income” accounting portfolio includes
the shareholding in Bank of Italy (EUR 187.5 mln), measured using the Discounted Cash Flow method. The
shareholding was measured with the methodology identified by the Committee of Experts in the document
“Revaluation of shareholdings in the Bank of Italy”. This document not only details the valuation techniques
adopted to reach the end result, but identified the following entity-specific 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 years by certain banks. The range of possible values that can be assigned to these parameters
cause the following changes in value: roughly EUR -47 mln for every 100 bps increase in the equity risk premium,
roughly EUR -73 mln for every 10 pp increase in the market beta, and roughly EUR -38 mln for every 10 pp
increase in the cash flow base.

This category also includes equity securities representing all investments measured at fair value that could not be
measured according to a market-based model. These positions amount to approximately EUR 41 mln.

A.4.3 Fair value hierarchy

For the purposes of completing the disclosure on transfers between levels provided in paragraphs A.4.5.1, A.4.5.2
and A.4.5.3 below, it should be noted that, for securities held at 31 December 2020 and which had a different fair
value level with respect to the one assigned at 1 January 2020, it was assumed that the transfer between the levels
took place with reference to the balances held at the beginning of the reference period.

A.4.4 Other information

With reference to par. 93 (i) of IFRS 13, the Bank does not hold any non-financial assets measured at fair value on
a recurring and non-recurring basis.
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With reference to par. 96 of IFRS 13, the Bank does not apply the portfolio exception provided for in par. 48 of

IFRS 13.
Quantitative 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 value
through profit or loss of which:

a) Financiale asset held for trading

b) Financial assets designated at fair
value

¢) other financial assets mandatorily

measured at fair value

2. Financial assets measured at fair value

through other comprehensive income
3. Hedging derivative
Total assets

1. Financial liabilities held for trading

2. Financial liabilities designated at fair
value

3. Hedging derivative

Total liabilities

3112 2020 3112 2019

Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
174 797277 284977 1,082,428 37 781,167 562,676 1,343,880
55 711,150 - 711,205 37 680,113 - 680,150
119 86,127 284,977 371,223 - 101,054 562,676 663,730
4,772,775 603,712 228,584 5,605,071 5,795,379 539,819 229,100 6,564,298
- 50,818 - 50,818 - 71,392 - 71,392
4,772,949 1,451,807 513,561 6,738,317 5,795,416 1,392,378 791,776 7,979,570
- 600,022 - 600,022 - 583,507 - 583,507
- 306,618 - 306,618 - 372,837 - 372,837
- 1,789,696 - 1,789,696 - 1,315,905 - 1,315,905
- 2,696,336 - 2,696,336 - 2,272,248 - 2,272,248

For information on financial instruments classified in level 3, please refer to the discussion above

During the year there was a deterioration in the fair value of some financial assets, particularly bonds for more than EUR 31
mln, from level 1 to level 2. This was essentially due to worsening of the liquidity conditions of the securities (measured in terms
of bid-ask spread of the listed price), leading to the level transfer, in accordance with the Group’s policy on the valuation of

financial instruments.

In regard to the financial instruments that improved their fair value level, from level 2 to level 1 of the fair value hierarchy, it
should be noted that this group includes equity securities with a value of less than EUR 1 mln. The change in the fair value level
during the year is essentially linked to the improvement in the securities’ liquidity conditions (measured in terms of bid-ask
spread of the listed price), which allowed the level transfer in accordance with the Group’s policy on the valuation of financial

instruments.
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A.4.5.2 Annual changes of financial assets measured at fair value on a recurring basis (level 3

3112 2020

Financial assets measured at fair value through profit or loss

Financial assets

of whichi: c) measured at fair

of which: of which: value through other

financial assets

Bl L e oy SRS
for trading at fair vilue measuerd at faix e
value
1. Opening balance 562,677 - - 562,677 229,100
2. Increases 164,543 - - 164,543 1,587
2.1 Purchases - = - - -
2.2 Profits charged to: 21,474 - - 21,474 12
2.2.1 Income statements 21,474 - - 21,474 -
- of which capital gains 11,702 - - 11,702 -
222 Equity - X X - 12
2.3 Transfers from other levels - - - - 45
24 Other increases 143,069 - - 143,069 1,530
3. Decreases 442,243 - - 442,243 2,103
3.1 Sales 56,462 - - 56,462 578
3.2 Repayements 264,288 - - 264,288 -
3.3 Losses charged to: 36,751 - - 36,751 1,030
3.3.1 Income statements 36,751 - - 36,751 -
- of which capital losses 36,558 - - 36,558 -
33.2 Equity - X X - 1,030
34 Transfers to other levels - - - - -
3.5 Other decreases 84,742 - - 84,742 495
4. Closing balance 284,977 - - 284,977 228,584

The most significant amounts reported in the column “Other financial assets mandatorily measured at fair value” corresponding

to the line item are shown below:

e “2.2.1 Profits charged to the income statement” amounting to approximately. EUR 21.5 mln, of which EUR 9.7 mln
referring to the realized gain from the repayment of the equity instruments of Nuova Sorgenia Holding S.p.A. and
approximately EUR 11.5 mln EUR as revaluations of Loans (EUR 9.8 mln) and securities (EUR 1.7 mln);

e “24 Other increases”, equal to EUR 143.0 mln, includes EUR 54.7 mln for the junior notes of the securitization of
non-performing loans sold to the vehicle “Norma S.r.1.”. The item also includes EUR 28.1 mln referring to the units
of the Efesto fund obtained in exchange for the sale of non-performing loans and EUR 20.8 mln referring to the
equity instruments issued as part of the composition with creditors the Bank has taken part in. The item also includes
EUR 12.5 min relating to the spin-off of the subsidiary MPSCS in favour of the Bank, of which EUR 9.7 mln in
securities and EUR 2.8 mln in loans. Lastly, it should be noted that EUR 24.1 mln refer to positions that during the
year were reclassified from the portfolio of loans at amortised cost to the portfolio of other assets mandatorily
measured at fair value due to substantial changes to the loans not consistent with the SPPI test, as well as new
disbursements;

e “3.1 Sales”, equal to EUR 56.5 mln, refers to the sale of receivables classified as unlikely to pay carried out in 2020,
of which EUR 54.7 mln transferred as part of the securitization with derecognition carried out with the vehicle Norma
S.rl;

e “3.2Repayments”, equal to EUR 261.6 mln, includes the equity instruments of Nuova Sorgenia Holding S.p.A. (EUR
209.0 mln) and Tirreno Power S.p.A. (EUR 14.9 mln) and the repayment of a portion of the junior tranche of the
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securitization cartied out with the vehicle Norma S.rl. (EUR 7.6 miln). Lastly, there were repayments on credit
positions for EUR 29.4 mln.

o “3.3.1 Losses charged to the income statement - of which capital losses”, equal 