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LETTER TO SHAREHOLDERS

Letter to shareholders

Dear Shareholders,

2019 was a year of excellent results for your company, the best results achieved in the last 10 years, ex-
ceeding all the profit and loss and balance sheet objectives set out in the 2017-19 Business Plan. Oper-
ating income amounted o € 12.2 million, six times higher than in 2018 and up almost 50% compared to
the positive year 2017. Consolidated net profit amounted to € 8.4 million with revenues of over € 70 mil-
lion. This result allows for the payment of a dividend of € 0.009 per share, three times higher than last
year.

The figures are always important, but the satisfaction with which we present this financial report also de-
rives from the quality of the actions that have led fo these results, inspired by the guidelines of the Busi-
ness Plan and based on the full involvement of each business area within our Group.

In 2019, the Bank increased its customer funding, establishing itself as a highly specialised player in ex-
clusive and niche financial products, created or identified to meet the diversification and profitability
needs of a sophisticated and cultured clientele. We have become recognised leaders in the creation
of real estate, industrial and financial club deals, thanks also to the virfuous interaction between the pri-
vate banking structures, which carefully manage the relationship with customers, and those of the
product factories and investment banking, actively present for the needs of entrepreneurial customers.
These products continue to inferest our fraditional customers, entrepreneurs and professionals who are
aftentive to the dynamics of the markets and the evolution of macroeconomic scenarios, and are at-
fracting new customers, interested in the value of diversification and complementarity that the prod-
ucts offer with respect to more fraditional investments, such as those underlying asset management or
that are occasionally recommended by our advanced advisory resources.

Investment banking activifies have distinguished themselves in their reference market for important
capital market transactions, realising several of the better performing IPO transactions in the year on the
AIM market, and strengthening the brand awareness of the division, which now is able fo place instru-
ments with the most sophisticated institutional investors, to parficipate in infernational structured credit
consortia and to assume significant Nomad and specialist mandates.

The conftribution of Finance was very positive in 2019, capturing precisely and promptly the growth
frends found in the financial markets, with revenues generated by all the active desks in our front office
structure, which is unique in the domestic market in terms of size, characteristics and quality. Trading,
banking book and brokerage have all generated returns that make a significant contribution to the
Bank's profitability. We are proud of the professionalism and commitment of our operators.

The activities of Banque Profil de Gestion contributed a positive net result to the Group's figures. The in-
tegration with Dynagest has been completed and the contribution of our new colleagues' quantitative
and management skills is generating synergies with Italian activities. The necessary steps are being
taken to make the most of the opportunities offered by the Luxembourg subsidiary Dynamic Asset Man-
agement, as an authorised manager of European vehicles.

2019 was also an important year for our commitment to fintech in order to safeguard the opportunities
offered by technological innovation and digital evolution, a commitment that makes Banca Profilo one
of the most specialised operators in this field. The partnership with Tinaba continues successfully, charac-
terised during the year by further developments in the agreements with one of the global leaders in fin-
tech, Alipay, which chose our Group to increase its presence in Europe, and by the roboadvisor service
which recorded excellent results during the year. The collaboration with MdotM, a start-up company
active in the management of assets using artificial intelligence algorithms, was also launched, which al-
lowed Banca Profilo to be among the first operators to propose wealth management based on mao-
chine learning algorithms.
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2020, which started well, has unfortunately reversed dramatically in recent weeks, following the extraor-
dinary emergency caused by the spread of COVID 19, a pandemic that undermines the macroeco-
nomic outlook in the short and medium term and which has triggered a sudden and violent reaction on
the financial markets. It is difficult today to predict the events of the coming weeks, but we are confi-
dent in the ability of our society to face and overcome even the most difficult challenges, with com-
mitment, seriousness, a sense of duty and the common good. If the challenge is met in the coming
months, the damage created can be limited and followed by a gradual and then more decisive re-
covery in economic and financial transactions.

Your Bank is ready to defend your savings, guaranteeing a contribution of professionalism, as well as
moral and substantial commitment to households and businesses in our country. In these days of uncer-
tainty and confusion, we must not allow ourselves to be caught up in fear, but must focus on what is re-
quired to contain the emergency and its negative consequences. The time will soon return to resume
the positive path of growth and development with which we ended 2019.

Milan, 12 March 2020

Giorgio Di Giorgio Fabio Candeli
Chairman Chief Executive Officer
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BANKING GROUP STRUCTURE AND SCOPE OF CONSOLIDATION

Banking Group Structure and Scope of Consolidation

AREPO BP S.p.A.

Scope of Consolidation

BANCA PROFILO

. 100% 60.4%

Arepo Fiduciaria

Banque Profil de

100%

Profilo Real Estate

S.p.A. Gestion S.a. S.rl

Dynamic Asset
Management S.a.

. Consolidated subsidiaries belonging fo the Banking Group

As at 31 December 2019, the Banca Profilo
Banking Group consisted of the Parent Company
Arepo BP S.p.A., a financial holding company
that does not carry out any activities to the
public, and its subsidiaries pursuant to Art. 2359 of
the Italian Civil Code.

All subsidiaries are part of the Banca Profilo
Banking Group.

Banca Profilo prepares its Consolidated Financial
Statements in accordance with IAS/IFRS and in
compliance with the provisions of the Bank of
Italy, including its Subsidiaries as indicated in the
schedule, all consolidated on a line-by-line basis.

On 2 July 2018 Banque Profil de Gestion
completed the acquisition of the Swiss company
Dynagest S.A. and indirectly a 65% interest in
Dynamic Asset Management S.A. (DAM), a
Luxembourg management company. Dynagest
S.A. was subsequently (on 28 September 2018)
merged info Banque Profil de Gestion, while the
subsidiary Dynamic Asset Management S.A. was
registered with the Banca Profilo Banking Group
on 2 July 2018.

The Parent Company Arepo BP is not included
in the scope of consolidation of this Financial
Report.
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THE BANK'S CORPORATE OFFICERS AND ORGANISATIONAL CHART

The Bank's Corporate Officers and
Organisational Chart

Corporate Officers as at 31 December 2019

Board of Directors
Chairman
Deputy Chairman

Chief Executive Officer
Directors

* Independent Directors
Board of Statutory Auditors

Chairman
Standing Auditors

Alternate Auditors

Senior Management
General Manager

Financial Reporting
Officer

Independent Auditors

Giorgio di Giorgio
Giacomo Garbuglia
Fabio Candeli
Vladimiro Giacche
Giovanni Maggi*
Ezilda Mariconda
Rosa Cipriofti*

Carlo Mazzi*

Paola Antonia Profeta*
Carlo Puri Negri
Serenella Rossano*

Nicola Stabile

Sonia Ferrero

Andrea Angelo Aurelio Amaduzzi
Beatrice Galli

Nicola Miglietta

Fabio Candeli

Giuseppe Penna

Deloitte & Touche S.p.A.
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THE BANK'S CORPORATE OFFICERS AND ORGANISATIONAL CHART

Organisational Chart as at 31 December 2019

Board of directors Internal Audit

Chairman of the Board of Directors
G. di Giorgio Risk Management
Chief Executive Officer and Planning and Control
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Territorial Organisation

Banca Profilo

Milan Branch

Brescia Branch

TERRITORIAL ORGANISATION

Turin Branch

Via Cerva, 28
20122 Milan

Tel.: 02 58408.1
Fax.: 02 58301590

Genoa Branch

Corso Zanardelli, 32
25100 Brescia

Tel.: 030 296611.1
Fax.: 030 2966320

Reggio Emilia Branch

Via Davide Bertolotti, 2
10121 Turin

Tel.: 011 551641.1

Fax.: 011 5516404

Rome Branch

Salita Santa Caterina, 4
16123 Genoa

Tel.: 010 53137.1

Fax.: 010 584018

Italian subsidiaries

Profilo Real Estate Srl

Via Emilia San Pietro, 35
42121 Reggio Emilia
Tel.: 0522 44141.1

Fax.: 0522 441445

Arepo Fiduciaria Srl

Via Cerva, 28
20122 Milan
Tel.: 02/58408.1

Foreign subsidiaries

Banque Profil
de Gestion S.a.

Via Cerva, 28
20122 Milan
Tel.: 02/58408.1

Dynamic Asset Management
Company (Luxembourg) S.A.

11, Cours de Rive
CH1204- Genéve

Tel: 0041 22 818 31 31
Fax: 0041 22 818 31 00

15, rue du Fort Bourbon
L-1249 Luxembourg
Tel: (+352) 264 80 264
Fax: (+352) 264 80 265

Via Carissimi, 41
00198 Rome

Tel.: 06 69016.1
Fax.: 06 69202354
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Summary Data and Indicators

Main consolidated figures

YoY change
ziil./?ﬁg:’FsI:[r:;l;COME STATEMENT FIGURES 122019 12 2018 Absolute g%
Net interest income 16,702 17,852 -1,150 -6.4
Total net revenues 70,868 54,063 16,805 31.1
Operating income 12,168 1,750 10,418 n.s.
Result before taxes 11,568 1,621 9,947 n.s.
Net profit (loss) 8,371 1,635 6,736 n.s.
YoY change
ziil./?:g:’FsI:[r::f‘LANCE SHEET FIGURES 122019 12 2018 Abeolote g%
Financial assets measured at fair value through profit and loss 532,391 507,975 24,416 4.8
Elggnnpifrl]géssﬁlfé irrr:ig:::;ed at fair value through other 311,714 440,547 128,833 209
Financial assets measured at amortised cost 1,127,002 1,173,361 -46,359 -4.0
Hedging derivatives 1,271 2,985 -1,714 -57.4
Total Assets 2,107,937 2,255,668 -147,731 -6.6
Direct funding 1,270,060 1,375,039 -104,979 -7.6
Indirect funding 6,220,819 5,755,172 465,647 8.1
- of which asset management 792,404 779,035 13,369 1.7
- of which assets under custody 2,954,200 2,677,684 276,516 10.3
- of which activities abroad 2,474,215 2,298,453 175,762 7.7
Total funding 7,490,879 7,130,212 360,667 5.1
Net Fiduciary Funding 825,772 1,054,197 -228,425 -21.7
Total Fiduciary funding 8,316,651 8,184,409 132,242 1.6
Group shareholders' equity 165,276 151,539 13,737 9.1
RISK ASSETS AND CAPITAL RATIOS 12 2019 122018 e G
Absolute 3
Total Own Funds (in thousands of Euro) 149,111 139,614 9,497 6.8
Risk-weighted assets (in thousands of Euro) 690,526 719,630 -29,104 -4.0
CET 1 capital ratio% 21.4% 19.2% 2.2
Total capital rafio% 21.6% 19.4% 2.2
OPERATING STRUCTURE 122019 122018 e G
Absolute %o
Number of employees and collaborators 211 217 -6 -2.8
- of which Private Bankers 39 44 -5 -11.4
Number of branches 6 6 -
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Change
PROFITABILITY INDICATORS (%) 122019 122018 YoY
Absolute
Net interest income/Net revenues 23.6 33.0 -9.4
Net fee and commission income/Net revenues 45.6 51.9 -6.3
Cost/Income 82.8 96.8 -14.0
R.O.AE. 5.3 1.0 4.3
R.O.A. 0.4 0.1 0.3
Change
BALANCE SHEET INDICATORS (%) 122019 12 2018 YoY
Absolute
Direct funding/ Loans and advances to customers 149.0 173.4 -24.4
Loans and advances to customers/Total Assets 40.4 35.2 52
Financial assets measured at fair value/Total Assets 40.1 42.2 -2.1
Shareholders' equity/Loans and advances to customers 19.4 19.1 0.3
INFORMATION ON BANCA PROFILO SHARE (in Euro units) 122019 122018 3
Earnings per share (EPS) - on average number of shares 0.013 0.002 n.s.
Shareholders' equity per share 0.24 0.22 11.2
Share price of Banca Profilo share at year-end 0.22 0.18 26.0
Share price of Banca Profilo share during the year:
- average 0.17 0.20 -18.5
- low 0.14 0.16 -9.6
- high 0.26 0.27 -1.4
Shares issued at the end of the period (number) 677,997,856 677,997,856 0.0

Note: the figures relating to earnings per share and shareholders' equity per share are consolidated and consider only the Group's share.
Profitability indicators are calculated on the reclassified income statement amounts

Cost/Income = total operating expenses/total net revenues.
R.O.A.E. =return on average equity for the year.
R.O.A. =return on average assets for the year.
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Consolidated Report on Operations

Reference Macroeconomic
Scenario and Commentary on Mar-
kets

Macroeconomic scenario

According fo the January update of the Inferna-
fional Monetary Fund's "World Economic Outlook”
repor’rl" during 2019, the expected growth of the
global economy is estimated at 2.9% year-on-
year, slowing from 3.6% in 2018 and 3.8% in 2017.
This deceleration was mainly driven by the trade
escalation between China and the United States
and the resulting deterioration in global trade,
whose volumes confracted by 9% year-on-year
during 2019. In support of a slowing economy
and still low core inflation, the world's major cen-
fral banks have adopted a largely accommoda-
five monetary policy. For the current year, the
overall macroeconomic picture confinues to de-
teriorate. Although the trade agreement be-
tween China and the United States and the dis-
appearance of the Hard Brexit risk have confrib-
uted fo the stabilisation of some important eco-
nomic indicators, the impact of Covid-19, which
according to several economists could lead to a
global recession, is sfill to be verified.

In the United States, the economy slowed during
2019 to 2.3% annually from 2.9% in 2018, penal-
ised by weak manufacturing and declining busi-
ness investments, which confributed negafively
to the aggregate GDP figure in the second and
third quarters. Conversely, consumption showed
a less marked slowdown, supported by a strong
labour market which continued to show an in-
crease in non-agricultural employees and a de-
cline in the unemployment rate to 3.5% at the
end of December. The recession risk shown in
August by the partial reversal of the curve in the
2Y-10Y section gradually eased in the second
half of the year, thanks to better than expected
macroeconomic data and the accommodating
intervention by the Fed, which implemented 3
consecutive cuts in interest rates, with the Fed
Funds rate falling into the 1.5%-1.75% range from
2.25-2.5% at the end of 2018. With regard to infla-
fion, both the headline and the core indicators
accelerated in the second half of 2019, reaching
2.3% at the end of December; however, the core

1 Report published on 9 January 2020.

PCE indicator, which the Fed pays more atten-
fion to when monitoring price frends, has been
steadily below 2% (the Fed's target) since Octfo-
ber 2018, suggesting that the US central bank's
orientation will remain expansionary during the
first half of 2020.

Consistent with the global economic slowdown,
GDP in the Eurozone decelerated to 1.2% year-
on-year in 2019, compared to 1.9% in 2018 and
2.5% in 2017, according to the latest IMF esti-
mates. The economy was held back mainly by
factors outside the Eurozone, such as the trade
war between China and the United Staftes and
the uncertainty surrounding Brexit, which caused
a deterioration in business confidence and vola-
fility in the demand for goods from abroad. At
the individual country level, the most disappoint-
ing figures came from Germany (0.6% year-on-
year from 1.5% in 2018) and ltaly (0% year-on-
year from 0.8% in 2018), whose growth estimates
were gradually revised downwards over the
year. On the other hand, domestic demand was
resilient thanks fo a solid labour markeft, with the
unemployment rate down to 7.5%, at a low since
March 2008, which supported personal con-
sumpftion. In the first part of 2019, inflation, both in
the headline and core components, showed a
progressive slowdown, causing the ECB, then led
by Mario Draghi, to cut the deposit rate from -
0.4% to -0.5% and to start a new QE programme
worth € 20 bilion per month. Christine Lagarde,
who succeeded Mario Draghi last November,
has maintained the accommodating line of her
predecessor, but has appealed to the govern-
ments of individual countries for fiscal policy in-
terventions where there is room for manoeuvre.

The ltalian economy

According to the latest IMF estimates, the Italian
economy stagnated during 2019, with the ag-
gregate GDP figure remaining, in absolute terms,
at the same levels as in 2018, thus showing year-
on-year growth of zero. The Italian economy
continued to grow less than the other member
countries of the Eurozone, with the quarterly
frend figure for growth in the fourth quarter of
2019 (0%) being lower than the aggregate figure
for the Eurozone (+1%) for the seventy-fourth
consecutive quarter, showing a gap, in ferms of
GDP growth, which continues to remain around
one percentage point. The industrial sector con-
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tinued a period of weakness that began last
year, but the slowdown in 2018 turned into a re-
cession during 2019, with industrial production
contracting for 11 out of 12 months. As far as
price dynamics are concerned, consumer infla-
tion showed a slight recovery, while remaining at
contained levels, but reducing the inflafion gap
with the Eurozone countries.

Financial markets

2019 was a year of double-digit gains for inves-
tors: despite commercial and geopolitical uncer-
tainties, the huge injection of liquidity by cenftral
banks and the constant search for returns by in-
vestors pushed financial assets to new record
levels during the year.

On the stock market, the MSCI World, a synthetic
index representative of the performance of the
world's stock exchanges, achieved a perform-
ance of 26%, driven by the expansive turn of the
world's leading cenfral banks and, at the end of
the year, by opfimism regarding the achieve-
ment of a frade agreement between China and
the United States. In Europe, the Eurostoxx 50 and
Stoxx Europe 600 aggregate indices rose by
25.5% and 24% respectively: among the individ-
uval markets, the Milan Stock Exchange stood out,
outperforming the other European indices with a
gain of 28%; on the other hand, the Spanish IBEX
was weak, at +13.2%. In the United States, the
S&P 500 index, +29%, exceeded the psychologi-
cal threshold of 3,000 points for the first time in
history, driven up by the brilliant performance of
the technology sector (+50%).

On the bond side, the ulira-expansionary policy
implemented by central banks and the constant
search for returns by investors have pushed down
government yields and corporate spreads in
both the high yield and investment grade seg-
ments. In Europe, the recovery of the QE and the
cut in the deposit rate by the ECB brought the
German Bund into negative territory, in August at
an all-time low of -0.7%, before rising slightly at
the end of the year to -0.2%, coinciding with re-
newed risk-on sentiment. BTP performance was
positive, which also benefited from the narrowing
of the spread, which went from 250bps at the
end of 2018 to 160bps at the end of 2019: in
terms of yield, the Italian ten-year bond fell from
2.7% at the end of 2018 to 1.4% at the end of
2019, with a minimum of 0.8% in September.

The commodities market also posted double-
digit gains at constant exchange rates, with WTI
at $ 61 per barrel at the end of 2019, up 34% over
the end of 2018, and Brent at $ 66, up 22%. Gold,

CONSOLIDATED FINANCIAL STATEMENTS | REPORT ON OPERATIONS

at $1,517 an ounce, showed an appreciation of
18% over the year.

In 2019, the currency market was strongly af-
fected by the newsflow linked to the trade esca-
lation between China and the United States,
which led safe haven currencies such as CHF,
JPY and USD to appreciate in risk-off periods and
to depreciate in risk-on periods, in relation to the
alternation of pessimism/optimism regarding the
reaching of an agreement between China and
the United States. The euro-dollar exchange rate
fell from 1.14 at the end of 2018 to 1.12 at the
end of 2019, coming through a low of 1.09 at the
end of September.

Developments in the
Private Banking sector

Private Banking in Italy has characteristics of sig-
nificant heterogeneity. The private divisions of
the large domestic and foreign banking groups
coexist with specialised boutiques, characterised
by organisational structures and commercial
policies far apart from each other.

However, for some time now, an attempt has
been underway to analyse the sector at an ag-
gregate and unitary level, mainly through the re-
search activities of the Italian Private Banking As-
sociation (Associazione Italiana Private Banking -
AIPB)2. In this sense, efforts are aimed at on the
one hand, quantifying the size of the so-called
"potential private market", conventionally repre-
sented by the stock of financial assets held by
parties with securifies in excess of € 500,000 (the
so-called "High net worth households"), and on
the other hand at analysing the penefration of
the potential market by operators focused on
the provision of private banking services (the so-
called "private served market").

As far as the first line of research is concerned, for
2019 the main figures released? show a growth in
the potential market compared to the value re-
corded the previous year. The value of the finan-
cial wealth of high net worth households is in fact
estimated at the end of 2019 at € 1,112 billion
(new historical record) compared fo € 1,050 bil-
lion in 2018 (+5.9%), a change attributable both
to the favourable performance of the markets
(+4.0%) and the positive contribution of net fund-
ing (+1.9%). These resources refer to 656 thou-
sand households.

2 AIPB is the trade association of players active in the Italian
private banking market.

3 AIPB, "The potential market for Private Banking in Italy”,
December 2019.

21
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During the year, the value of wealth entrusted to
structures focused on private banking (served
morke‘r4), also increased, reaching € 869 billion in
September 2019. The potential market share of
private banking structures is therefore 78.1%, the
highest since the research was conducted. The
potential market for generalist structures, just un-
der a quarter of the total, remains significant and
confinues fo represent the main development
opportunity for focused institutions.

In terms of composition of funding, af the end of
September 2019 direct funding in private portfo-
lios increased compared to the previous year
(from 15% to 17%) at the expense of managed
funding (from 41% to 39%). Administered funding
(23%) and insurance funding (21%) were stable.

Developments in the Assets
Management Sector

There was a new record for Italian savings in the
last quarter of 2019. The asset management in-
dustry recorded € 17.7 billion in net subscriptions.
From this, € 7.3 billion was raised by collective
management and € 10.3 billion was invested in
portfolio management, driven by insurance
products.

Throughout the year the system totalled inflows
for € 76.7 billion. Assets under management to-
talled € 2,306 billion and reached a new all-fime
high.

Open-ended funds recorded € 5.1 billion in the
fourth quarter of 2019 compared to € 3.9 billion in
the previous quarter. During the survey period,
Italian savers turned their preferences towards
bond products (€ +5.2 billion), equities (€ +3.2 bil-
lion) and balanced products (€ +2 billion). Flexi-
ble funds and monetary funds, on the other
hand, closed with accounts in the red for € 1.6
bilion and € 3.4 billion respectively (-11.2 and +1
on an annual basis).

In December, net funding from asset manage-
ment reached € 10.3 billion, with fotal assets rising
to € 2,288 billion, a new all-time high, more than €
270 bilion more than the figure recorded at the
end of 2017. 51% of assets are invested in portfo-
lio management (€ 1,162 billion), the remaining
49% in collective management (€ 1,126 billion).

In December, net funding of open-ended funds
reached € 3.2 billion. Subscriptions were directed

4 AIPB Research Department, "Analysis of the Market Served by
Private Banking in Italy - Figures as at 30/9/2019", November
2019.

towards bond products (€ +2.3 billion), equities (€
+560 million), balanced products (€ +416 million)
and flexible products (€ +226 million).

The regulatory context and the main
developments required

During 2019, numerous new ltalion and interno-
fional laws and regulations came into force, with
reference to which the main issues are set out
below.

On 25 February 2019, the European Banking Au-
thority (EBA) published on its website the "Final
Report on EBA Draft Guidelines on outsourcing
arrangements”, i.e. the outsourcing guidelines
that replace the previous 2006 CEBS outsourcing
guidelines and the 2017 EBA Recommendation
on outsourcing to cloud service providers. The
Guidelines shall apply from 30 September 2019;
for existing outsourcing agreements, the adjust-
ment is expected on the first contract renewal
date, in any case no later than 31 December
2021.

On 27 February 2019, IVASS Regulation no. 44
was published in the Official Gazette, containing
the implementing provisions aimed atf preventing
the use of insurance companies and insurance
intfermediaries for the purposes of money laun-
dering and terrorist financing in terms of organi-
sation, procedures and internal controls and
adequate customer due diligence, pursuant to
Article 7, paragraph 1, letter a) of Legislative De-
cree no. 231 of 21 November 2007. The Regula-
tion entered into force on 1 May 2019, repealing
ISVAP Regulation no. 44/12 and IVASS Regulation
no. 5/14.

On 19 March 2019, the Bank of Italy published
amendments to the provision "Transparency of
banking and financial transactions and services.
Correct conduct between intermediaries and
customers" adopted on 29 July 2019. The aim of
the intervention is to implement: Direcfive
2015/2366/EU (Payment Services Directive, so
called PSD2) and Chapter lI-bis, Title VI, of the
Consolidated Banking Law on the fransparency
of payment services; Directives 2014/17/EU
(Mortgage Credit Directive) and 2008/48/EC
(Consumer Credit Directive), as amended by
Regulation 2016/1011/EU, on pre-contractual in-
formation in relafion to benchmarks (the so-
called Benchmark Regulation); the Guidelines of
the European Banking Authority on remuneration
policies and practices for the personnel respon-
sible for offering banking products and for third
parties involved in the sales network; the Guide-
lines of the Joint Committee of the European Su-
pervisory Authorities on complaint management.
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The amendments apply from 1 July 2019 and
have been implemented by the Bank within that
deadline. The same measure was further up-
dated on 18 June 2019 to implement Directive
2014/92/EU (Payment Account Directive, so-
called PAD) and Chapter ll-ter, Title VI of the
Consolidated Banking Act on payment accounts
offered to or signed by consumers. The amend-
ments apply from 1 January 2020 and have been
implemented by the Bank within that deadline
(activities relating to final reporting for the year
2020 are ongoing). From that date, the amend-
ments to Section VI made by the amendments o
the measure of 19 March 2019 shall also apply.

On 28 March 2019, the Financial Intelligence Unit
(FIU), incorporated at the Bank of Italy, published
on its corporate website the "Instructions on ob-
jective reporting" which establish the obligation
for financial intermediaries to transmit to the FIU,
on a periodic basis, data and information se-
lected on the basis of objective criteria and
concerning fransactions af risk of money laun-
dering or ferrorist financing. The obligation to
provide objective reporting begins in April 2019;
when the measure is first applied, communica-
fions relafing to April, May and June 2019 may be
sent to the FIU by the deadline for reporting in
July 2019 (15 September 2019). The Bank has pe-
riodically sent objective reporting at the infervals
required by the Bank of Italy.

The new "Regulation on the organisation, proce-
dures and internal controls to prevent the use of
intermediaries for money laundering and terrorist
financing" of 26 March 2019 were published in
the Official Gazette of 8 April 2019, adopted in
order to achieve alignment with European legis-
lation and, in particular, with the provisions on
organisation, procedures and internal controls
set forth in Legislative Decree no. 231 of 21 No-
vember 2007 as amended by Legislative Decree
no. 90 of 25 May 2017, as well as in order to fur-
ther strengthen the principle of risk-based ap-
proach and the principle of proportionality ac-
cording to which organisational and procedural
measures are graduated according to the legal
form and size of the obligated party, the opera-
tional complexity, the nature of the activity car-
ried out and the type of services provided.

With communication no. 9 of 11 April 2019, Con-
sob pointed out to the market that from 1 July
2019 the obligation for internalisers to notfify the
authority of aggregate data on internally seftled
fransactions applies. The obligation derives from
the European Regulation no. 909/2014 (so-called
CSDR). The Bank has been sending periodic re-
ports to Consob since July 2019.
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On 28 May 2019, EU Regulation 2019/834 was
published in the Official Gazette of the European
Union amending Regulation (EMIR) EU 648/2012
as regards "the clearing obligation, the suspen-
sion of the clearing obligation, the reporting re-
quirements, the risk-mitigation techniques for
OTC derivative confracts not cleared by a cen-
fral counterparty, the registration and supervision
of trade repositories and the requirements for
frade repositories” (so-called "EMIR Refit").

In the Official Gazette no. 134 of 10 June, Legisla-
tive Decree no. 49/2019, implementing Directive
2017/828 (so-called Shareholders' Rights Directive
Il - SHRD II) amending Directive 2007/36/EC as re-
gards encouraging long-term shareholder en-
gagement, approved by the Council of Ministers
on 8 May, was published. The decree, which
comes into force between June and September
2020, intervenes on the ltalian Civil Code,
amending Art. 2391-bis, and on the TUF. On 31
October 2019, Consob launched a public con-
sultation on the amendments to be made to the
Regulation in relation to transactions with related
parties (Regulation no. 17221 of 12 March 2010)
and fo the lIssuers' Regulation (Regulation no.
11971 of 14 May 1999) to implement the SHRD 2
directive. With regard to fransactions with related
parties, SHRD 2 establishes information and pro-
cedural confrols for the execution of significant
fransactions. Considering that, in implementation
of the legislative delegation already contfained
in Arficle 2391-bis of the Italian Civil Code, in 2010
Consob regulated the transparency obligations
and procedural principles that companies are
required to observe when carrying out fransac-
fions with related parties, the Italian regulations
are largely consistent with the Directive with re-
gard to approval procedures and fransparency
obligations for fransactions as well as some cases
of exemption. The amendments to the Issuers'
Regulations (Article 84-bis and Annex 3A, Dio-
gram 7-bis) submitted for market consultation
align the secondary regulations with the provi-
sions of SHRD 2 and make further refinements in
light of developments in market practice in re-
muneration transparency. The interventions in-
clude: (i) the inclusion of the Directive's specifica-
tions on the purpose and content of the remu-
neration policy as well as on financial and non-
financial performance targets, where appropri-
ate taking info account corporate social respon-
sibility criteria, and (i) the refinement of the dis-
closure required on certain elements of the re-
muneration policy and remuneratfion paid. Fi-
nally, with regard to the fransparency of asset
managers and proxy advisors, the rules, infro-
duced in the Issuers' Regulations, which identify
the methods and terms for the compliance by
asset managers and proxy advisors with the
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fransparency and disclosure obligations pro-
vided for by SHRD 2 and already incorporated in
the TUF by Legislative Decree no. 49/2019, are
subject to market consultation. These obligations,
largely based on the comply or explain principle,
are designed to promote the engagement of
institutional investors and assetf managers in in-
vesting in European listed companies and to en-
sure adequate information flows in the contrac-
fual relationship between asset managers and
institutional investors and transparency on the
activities of proxy advisors. The consultation
ended on 1 December 2019.

On 15 June 2019 the "Regulation for cash man-
agement activities", which came into force on 30
June 2019, were published in the Official Gazette
no. 139 of the ltalian Republic. The purpose of
cash management activities is to preserve the
integrity and state of preservation of banknotes
by a) identifying those that are suspected of be-
ing counterfeit, by verifying their distinctive char-
acteristics and security features (so-called au-
thenticity checks) and b) verifying those that,
due to their state of preservation, are suitable for
re-entry into circulafion both in counter opera-
fions and through cash dispensers (so-called suit-
ability checks).

Directive 2018/843 (so-called "Anfi-Money Laun-
dering Directive V") of the European Parliament
and of the Council was published in the Official
Gazette of the European Union on 19 June 2019.
The legal text amended Directive 2015/849 (Anfi-
Money Laundering Directive V), fransposed in
Italy by Legislative Decree no. ?0/2017, aimed at
further fightening up the prevention of the use of
the financial system for the purpose of money
laundering and ferrorist financing, constituting its
main legal instrument. New additions include (i)
the widening of the range of obligated parties
(which also includes virtual and legal currency
exchange service providers, digital portfolio ser-
vice providers, gallery owners, auction house
operators and antique dealers), (i) the reduction
of the pre-existing thresholds for the use of pre-
paid cards without the obligation to carry out an
adequate customer due diligence (from the cur-
rent €250 to €150), (i) the adoption of further
measures to be tfaken where the identified bene-
ficial owner is a "senior manager".

On 24 July 2019 the Bank of Italy published the
28th update of Circular no. 285 of 17 December
2013 "Supervisory Regulation for Banks'. The
amendments franspose info national law the fol-
lowing second level acts issued by the EBA: (i)
Guidelines on security measures for operational
and security risks  of payments services
(EBA/GL/2017/17), Guidelines on reporting of ma-

jor incident reporting (EBA/GL/2017/10) and
Guidelines on the conditions to benefit from the
exemption from the falloack mechanism under
Article 33, para. é of Regulation (EU) 2018/389
(EBA/GL/2018/07); i) the Recommendations on
oufsourcing fo cloud service  providers
(EBA/REC/2017/03). The amendments contained
in the update came into force the day after their
publication on the Bank of Italy's website. In par-
ficular: a) the EBA Guidelines on security meas-
ures for operatfional and security risks of pay-
ments services define the safeguards that, in ac-
cordance with the principle of proportionality,
infermediaries providing payment services shall
adopt in order to mitigate and manage opera-
tional and security risks arising from the provision
of these services; b) the Guidelines on Major In-
cident Reporting define the criteria and meth-
odology for the classification of serious security
incidents related to payments; c) the Guidelines
on the conditions to benefit from the exemption
of the fallback mechanism (‘fallback interface’)
of Article 33, para. 6 of Regulation (EU) 2018/389
specify the criteria fo which payment service
providers holding accounts accessible online
may be exempted from the obligation to provide
the fallback interface provided for in Article 33,
para. 4 of Regulation (EU) 2018/389 of the Euro-
pean Commission; d) EBA Recommendations on
outsourcing to cloud service providers comple-
ment the general framework for outsourcing and
infroduce specific safeguards for cases of out-
sourcing of cloud computing services.

On 30 July 2019, the Bank of Italy published in ifs
final version, the "Regulation on adequate cus-
tfomer due diligence to combat money launder-
ing and ferrorist financing". These Provisions came
info force 15 days after their publication in the
Gazette with an adjustment period starting on 1
January 2020, also specifying that, in relation to
clients acquired before the Provisions came into
force and for whom the regulations in force be-
fore Legislative Decree no. 90/2017 (Anti-Money
Laundering Decree) established forms of exemp-
fion from the obligations of adequate due dili-
gence, the recipients shall collect any missing
data and identification documents at the first
useful contact and in any case no later than 30
June 2020. The Provisions implement, in line with
European legislation, the following: a) the provi-
sions on customer due diligence; b) the Joint
Guidelines of the European Supervisory Authori-
ties issued for simplified and enhanced customer
due diligence measures and the factors that
credit and financial institutions should take into
account when assessing the risks of money laun-
dering and terrorist financing associated with in-
dividual ongoing relationships and occasional
fransactions. Among the main changes made,
the measure confirms the provisions of the Anfi-
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Money Laundering Decree regarding the due
diligence obligation, which is more artficulated
than the previous measure. It is also expected
that a Register of Actual Ownership will be pre-
pared for corporations, private legal entities and
frusts (also established in other EU countries) to
be consulted for the definition of the process of
identification of the Beneficial Owner and as a
source of feedback for the data provided by the
customer (the provision does not appear to be
applicable to date, in the absence of the im-
plementing ministerial decree provided for in Ar-
ficle 21(5) of the Decree, establishing the Regis-
ter). With regard to the Provisions applicable to
Groups - and, in particular, the provision to cen-
fralise the profiling of common customers, assum-
ing the highest risk in the event of discrepancies -
the new Provisions provide for the possibility for
Group companies to deviate from the assign-
ment of the highest risk profile, provided that the
reasons are adequately justified in writing. The
Bank's adaptation activities are currently being
finalised.

On 23 September 2019, Consob and IVASS
launched the consultation on the implementa-
fion of the European Insurance Distribution Direc-
five (Idd, 2016/97). In particular, as far as Consob
is concerned, attention is drawn to the proposed
amendments fo the Intermediaries’ Regulation
concerning the rules of conduct and disclosure
obligations with which the infermediaries them-
selves (including banks, investment firms, Poste
Italiane) must comply when distributing insurance
investment products. In more detail, the propos-
als consist of a complete rewriting of the ninth
book of the Intermediaries’ Regulation, so as o
complete, for the aspects falling within Consob's
sphere of competence, the rules for the imple-
mentation of the Idd. With regard to IVASS, pro-
posals to amend the Regulations on corporate
governance, distribution and disclosure of insur-
ance products and the adoption of a new Regu-
lation on the governance and confrol of insur-
ance products (POG, Product Oversight Gov-
ernance) are brought to the attention of insur-
ance companies and financial intermediaries.
The document consultation of both Authorities
closed on 31 October 2019. In order to provide
the parties entitled to insurance distribution with
an adequate period of time within which to
comply with the rules that are the subject of the
consultation with the document in question, ifs
entry into force will be set fo 1 April 2020.

On 28 November 2019, the EBA published the fi-
nal report of the ICT risk management and secu-
rity guidelines. The Guidelines apply from 30 June
2020 and set out how financial institutions should
manage ICT risks, and complement and build on
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the requirements set out in the "Guidelines on se-
curity measures for operational and security risks
of payments services" which were published in
December 2017 and apply from January 2018.
These guidelines were addressed to payment
service providers (PSPs) and applied only to
payments services. These guidelines have been
prepared in order to be addressed to a wider
range of financial instifutions covered by the EBA
(i.e. credit institutions that already fell within the
scope of the guidelines on security measures for
their payments services, but for which the Guide-
lines will now apply for all activities) and invest-
ment firms.

On 5 December 2019, the Bank of Italy published
the Regulation implementing Articles 4-undecies
and 6(1)(b) and (c-bis) of the TUF. This Regulation
governs the obligations of infermediaries provid-
ing investment services and activities and collec-
five asset management in relation to: corporate
governance and general organisafional re-
quirements, including infernal systems for report-
ing violations; remuneration and incenfive sys-
tems; business continuity; administrative and ac-
counting organisation, including the establish-
ment of compliance confrol functions, company
risk management, internal audit; senior man-
agement responsibilities; outsourcing of essential
or important operational functions; deposit and
sub-deposit of customer assefs.

In November and December 2019, ESMA pub-
lished technical and operational details for the
reporting of fransactions falling within the scope
of EU Regulation 2015/2365 (SFTR), which is ex-
pected fo enter info force in April 2020.

Preparation Criteria

The Consolidated Financial Statements are pre-
pared in accordance with international 1AS/IFRS
standards issued by the Infernational Accounting
Standards Board (IASB) and related interpreto-
fions of the International Financial Reporting In-
terpretations Committee (IFRIC) approved by the
European Commission at the reporting date for
which no exceptions have been made.

The consolidated economic situation is shown in
the body of the report in a condensed reclassi-
fied form, providing the infermediate profit mar-
gins up o the net profit for the year. The income
statement figures for the year (1 January 2019 -
31 December 2019) are compared with those for
the previous year (1 January 2018 - 31 December
2018) although prepared using non-
homogeneous accounting standards, as indi-
cated below.
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Any reclassifications and aggregations per-
formed compared to the mandatory annual fi-
nancial statements required by Bank of Italy Cir-
cular no. 262 of 22 December 2005 and subse-
qguent updates are provided at the foot of the
reclassified consolidated Balance Sheet and In-
come Statement.

The scope of consolidation was determined with
reference to IFRS 10.

On 1 January 2019, the international standard
IFRS 16 "Leases" came into force. For the pur-
poses of the first-time adoption of the standard,
the Group decided to apply the so-called Modi-
fied Retrospective approach permitted by the
fransitional  provisions confained in sections
C5(b), C8(b)(ii) of the aforementioned standard,
which provides that the value of the right of use
is assumed to be equal fo the lease liability. As
required by the standard, the application of this
method does not require the restatement of
comparative information; consequently, the bal-
ance sheet and income statement figures as at
31 December 2019 are not fully comparable with
the comparative figures. Only the lessee is re-
quired to recognise the cumulative effect of the
initial application of IFRS 16 as an adjustment to
the opening balance of reftained earnings or
other components of shareholders' equity at the
date of initial application. In this regard, it should
be nofed that the adjustment to the opening
balances of shareholders' equity items is zero,
and that the impact on total assets (in relation to
the recognition of the right fo use leased assets)
and the corresponding lease liability outstanding
at the date of first-time adoption is € 6.1 million. In

any case, reference should be made to that de-
scribed in "Part A - Accounting Policies" of the
Notes to the Financial Statements, in which the
impact of the new IFRS 16 accounting standard is
reported.

Main Elements of the Financial Year
and Operating Performance

As at 31 December 2019, Banca Profilo and its
subsidiaries closed the year with a consolidated
net profit of € 8.4 million, an increase of € 6.8 mil-
lion (+411.9%) compared to € 1.6 milion as at 31
December 2018.

As at 31 December 2019, total administered and
managed funding - including Net Fiduciary Fund-
ing - of Banca Profilo and its subsidiaries
amounted to € 8,317 million, up by € 133 million
compared fo € 8,184 million as at 31 December
2018 (compared to a Business Plan farget of € 9
billion at the end of the plan).

Direct funding decreased by € 105 million (-7.6%)
from € 1,375 million as at 31 December 2018 fo €
1,270 million as at 31 December 2019. Indirect
funding rose by € 466 million (+8.1%), from € 5,755
million as at 31 December 2018 to € 6,221 million
as at 31 December 2019. Internally, assets under
management increased by € 13 million (+1.7%),
assets under custody increased by € 277 million
(+10.3%) and activities abroad increased by €
176 million, reaching € 2,474 million compared to
€ 2,298 million as at 31 December 2018.
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(€/thousand) 122019 122018 SO G

Absolute %o
Direct funding 1,270,060 1,375,039 -104,979 -7.6
- of which Italy 1,081,544 1,207,064 -125,520 -10.4
- of which activities abroad 188,516 167,976 20,540 12.2
Indirect funding 6,220,819 5,755,172 465,647 8.1
- of which asset management 792,404 779,035 13,369 1.7
- of which assets under custody 2,954,200 2,677,684 276,516 10.3
- of which activities abroad 2,474,215 2,298,453 175,762 7.7
Total direct and indirect funding 7,490,879 7,130,212 360,667 5.1
Net Fiduciary Funding 825,772 1,054,197 -228,425 -21.7
Total Customer funding 8,316,651 8,184,409 132,242 1.6
Total Fiduciary Funding 1,171,268 1,404,000 -232,732 -16.6
Loans and advances to customers 852,328 793,057 59,271 7.5
- of which interest-bearing loans and advaces to customers, Italy 263,955 256,782 7,173 2.8
(;gfiv\?;ggggfoeorzsf—beoring loans and advances to customers, 65,953 87,256 21,303 044
- of which HTC Securities 304,064 151,372 152,692 100.9
- of which other loans and advances to customers 218,356 297,647 -79,291 -26.6

Total consolidated net revenues amounted to €
70.9 million, an increase of € 16.8 milion com-
pared to € 54.1 million as at 31 December 2018
(+31.1%).

The Net interest income as at 31 December 2019,
amounting to € 16.7 million, was slightly down by
€ 1.2 million compared to € 17.9 million as at 31
December 2018 (-6.4%). The decrease is mainly
due to the lower confribution of government se-
curifies fo the trading and HTCS portfolios, only
partially offset by the increase in the Bank's HTC
portfolio (€ +1.8 million) and the loans under-
taken by Banca Profilo and its Swiss subsidiary (€
+0.8 million).

Net Fee and Commission Income amounted fo €
32.3 million, up € 4.2 million compared fo € 28.1
million as at 31 December 2018 (+15.2%). This in-
crease is mainly due to i) the result of the subsidi-
ary Banque Profil de Gestion for € 1.9 million,
partly due to the consolidation of Dynagest; ii)
the higher conftribution of Banca Profilo, which
saw its nef fee and commission income increase
year-on-year by € 2.3 million, in particular due to
the conftribution of performance fees in relafion
to Private Banking managed mandates and the
contribution of placement, advanced advisory
and investment banking commissions.

Net result from financial activities and dividends
amounted fto € 20.5 million, an increase of € 13.3
million (+184%) compared to € 7.2 million as at 31

December 2018. The increase is mainly attribut-
able to the combined effects of an increase in
income from the higher returns recorded on
Banca Profilo's trading book thanks to the strate-
gies implemented, which positively exploited the
more favourable financial market environment
compared to last year (€ +11.5 million) and the
brokerage and trading activity carried out by the
Swiss subsidiary (€ +0.9 million).

The balance of other operating income and ex-
penses, amounting fo € 1.4 million, is up by € 0.5
million compared to € 0.9 milion as at 31 De-
cember 2018. The increase is mainly due fo the
sale of property assets during the first quarter of
2019.

Operating expenses amounted to € 58.7 million,
an increase of € 6.4 milion compared with the
figures as at 31 December 2018 (+12.2%). Person-
nel expenses, amounting to € 34.7 million, in-
creased by € 5.1 million (+17.4%) compared to €
29.6 million as at 31 December 2018. The increase
is attributable for € 1.4 million to the accounts of
the Swiss subsidiary following the new personnel
resulting from the acquisition of Dynagest S.A. in
July 2018 and for € 3.8 million to the accounts of
Banca Profilo also due fo higher provisions relat-
ing fo the variable component of remuneration,
resulting from the results recorded during the
year, in accordance with the Group's remunera-
fion policies.
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Other administrative expenses, amounting to €
20.7 million, were substantially in line with the fig-
ures as at 31 December 2018. This item includes
the ordinary and additional contribution due to
the Single Resolution Fund for 2019 for a total
amount of € 0.8 million (€ 0.9 million in 2018). The
item was also affected by the new IFRS 16 stan-
dard, which led to the recognifion in this item of
lower charges deriving from the rental and lease
of property, plant and equipment for an amount
of € 1.1 million with a consequent increase of €
1.1 million in the item "value adjustments on
property, plant and equipment" following the
depreciation process of the 'right of use" re-
corded in Assefs under "Property, plant and
equipment”, as well as higher interest expenses
relating to the related financial liability of € 0.1
million. Net of this impact, other administrative
expenses increased by € 1.2 million (+6.1%)
compared with € 20.6 milion as at 31 December
2018, due fo higher advertising expenses, higher
fees for the use of the technology platform and
the impact of regulatory projects.

Value adjustmenis on property, plant and
equipment and intangible assets amounted fo €
3.3 million, net of the above-mentioned effect of
the new IFRS 16 standard, and were in line with
those of the same period of previous year of € 2.2
million.

Operating income came o € 12.2 million, an in-
crease of € 10.4 million (+595.3%) compared to €
1.8 million as at 31 December 2018, equivalent o
a cost income’ ratio of 82.8%.

Net provisions for risks and charges were nego-
five by € 538 thousand and referred to higher
provisions made by Banca Profilo following dis-
putes in the last quarter of the year, together
with the net effect of the impairment of guaran-
tees and commitments. The value as at 31 De-
cember 2018 amounted to a positive € 135 thou-
sand. Net value adjustments/reversals for credit
risk relating to financial assets measured at am-
ortised cost were equal to € 422 thousand in re-
versals. The result is due to the combined effect
of the provisions and reversals recorded during
the year as a result of the impairment test on
loans and positions in the HTC securities portfolio.
The value increased compared to the figure as
at 31 December 2018 which amounted to € 90
thousand in net reversals. Net value adjust-
ments/reversals on financial assets measured at
fair value through other comprehensive income
amounted to € 13 thousand of net reversals and
referred to the combined effect of provisions
and reversals recorded during the year at the

5 ) .
Costincome = total operating expenses/total net revenues

end of the process of determining impairment on
positions in the HTC&S portfolio. The figure as at
31 December 2018 was € 353 thousand in costs.

Value adjustments to goodwill of € 497 thousand
referred to the impairment of goodwill during the
year arising from the acquisition of the lending
and custody business unit in 2003.

The consolidated financial statements of Banca
Profilo as at 31 December 2019 showed a pre-tax
profit of € 11.6 million, an increase of € 9.9 million
(+613.3%) compared to € 1.6 million as aft 31 De-
cember 2018. The tax charge for the year
amounted to € 2.8 million, equal to a tax rate of
24.6%, also thanks fo the realignment of deferred
taxes on the Swiss subsidiary following the reduc-
fion in the tax rate in force since 2020.

Banca Profilo and its subsidiaries closed the year
with a net profit for the year of € 8.4 million, an
increase of € 6.8 milion compared to € 1.6 million
as at 31 December 2018 (+411.9%).
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Reclassified Consolidated Income Statement

Changes
liems 2019 2018
(Amounts in €/thousand) Absolute %
Net interest income (1) 16,702 17,852 -1,150 -6.4
Net fee and commission income 32,339 28,065 4,274 15.2
Net result from financial activities and dividends (2) 20,457 7,203 13,254 184.0
Other operating income/expenses (3) 1,370 944 426 452
Total net revenues 70,868 54,063 16,805 31.1
Personnel expenses (34,717) (29,580) -5,137 17.4
Other administrative expenses (4) (20,693) (20,579) -115 0.6
Volug odjugmems on property, plant and equipment (3,289) (2,155) 1134 507
and intangible assets
Total operating expenses (58,699) (52,313) -6,386 12.2
Operating income 12,169 1,750 10,419 n.s.
Net provisions for risks and charges (5) (538) 135 -673 n.s.
Net value adjustments/reversals for credit risk relating to financial
assefs measured at amortised cost 422 90 332 n.s.
Net value adjustments/reversals on financial assets measured at
fair value through other comprehensive income (6) 13 (353) 366 n.s.
Value adjustments to goodwill (497) 0 -497 n.s.
Profit (loss) for the year before tax 11,568 1,621 9,947 n.s.
Tax on income for the year for continuing operations (2,840) (366) -2,474 n.s.
Profit (loss) for the year after tax 8,728 1,256 7,472 n.s.
(Profit) loss for the year attributable to non-confrolling interests (357) 379 -736 n.s.
Parent company's profit (loss) for the year 8,371 1,635 6,736 n.s.

(1) coincides with item 10. Interest Income and item 20. Interest Expense (Circ. 262 Bank of Italy) net of the economic effects deriving from the
redemption of inflation-linked securities included in "Net result from financial activities and dividends" for an amount of € 3.6 million

(2) includes Items 70. Dividends and similar income, 80. Net profit (loss) from trading including the economic effects deriving from the
redemption of inflation-linked securities recorded under item 10. Interest Income for an amount of € 3.6 million, 90. Net profit (loss) from
hedging, 100. Income (loss) from disposal/repurchase and 110. Net profit (loss) from other financial assets and liabilities measured at fair value
through profit and loss of the mandatory annual financial statements (Circ. 262 Bank of Italy)

(3) coincides with Item 230. Other operating income/expenses included among the operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy) net of the recovery of stamp duty payable by customers.

(4) other administrative expenses are shown net of the recovery of stamp duty payable by customers.

(5) coincides with Item 200. Net provisions for risks and charges included among the Operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy).

(6) includes Item 130 b). Net value adjustments/reversals on financial assets measured at fair value through other comprehensive income, and
Iltem 250. Gains (losses) on equity investments in the mandatory annual financial statements (Circ. 262 Bank of Italy).
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Reclassified Consolidated Income Statement by Quarter

I(izﬁcsaunfs Gl 122019 09 2019 06 2019 03 2019 122018
Net interest income (1) 4,531 4,416 3,992 3,763 5,393
Net fee and commission income 11,369 6,431 7.519 7,020 7,963
Net result from financial activities and dividends (2) 4,847 5,905 5,046 4,659 (2,984)
Other operating income/expenses (3) 467 223 310 371 281
Total net revenues 21,214 16,975 16,867 15,812 10,652
Personnel expenses (10,659) (8,411) (8,470) (7.177) (8,987)
Other administrative expenses (4) (5,648) (5,032) (5,024) (4,989) (5,493)

Value adjustments on property, plant and equipment and

intangible assets [75¢) (787) (779) (766) (697)
Total operating expenses (17,264) (14,231) (14,273) (12,932) (15,177)
Operating income 3,950 2,744 2,594 2,880 (4,525)
Net provisions for risks and charges (5) (546) (4) 14 (2) 15
glte;\r;ooltsﬁesggjgéfsrrems/reversols on financial assets measured 248 7 (74) 241 (161)
TR s o e R R T R
Value adjustments to goodwiill (497) - - - -
Profit for the year before tax 3,112 2,680 2,523 3,253 (4,757)
Tax on income for the year for continuing operations (319) (891) (403) (1,226) 1,778
Profit for the year after tax 2,793 1,788 2,120 2,026 (2,979)
(Profit) loss for the year attributable to non-controlling interests (496) 88 (108) 159 (m
Parent company's profit (loss) for the year 2,298 1,876 2,012 2,186 (2,980)

(1) coincides with item 10. Interest Income and item 20. Interest Expense (Circ. 262 Bank of Italy) net of the economic effects deriving from the
redemption of inflation-linked securities included in "Net result from financial activities and dividends" for an amount of € 3.6 million.

(2) includes Items 70. Dividends and similar income, 80. Net profit (loss) from trading including the economic effects deriving from the
redemption of inflation-linked securities recorded under item 10. Interest Income for an amount of € 3.6 million, 90. Net profit (loss) from
hedging, 100. Income (loss) from disposal/repurchase and 110. Net profit (loss) from other financial assets and liabilities measured at fair value
through profit and loss of the mandatory annual financial statements (Circ. 262 Bank of Italy).

(3) coincides with Item 230. Other operating income/expenses (Circ. 262 Bank of Italy) included among the operating expenses of the
mandatory annual financial statements (Circ. 262 Bank of Italy) net of the recovery of stamp duty payable by customers.

(4) other administrative expenses are shown net of the recovery of stamp duty payable by customers.

(5) coincides with Itfem 200. Net provisions for risks and charges included among the Operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy).

(6) includes Item 130 b). Net value adjustments/reversals on financial assets measured at fair value through other comprehensive income, and
Iltem 250. Gains (losses) on equity investments in the mandatory annual financial statements (Circ. 262 Bank of Italy).
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Commentary on the Consolidated Balance Sheet Data

The balance sheet performance of the Bank and its subsidiaries during 2019 is illustrated below with
reference to the main aggregates which, listed in the underlying table, are compared with those of the
previous year. All the amounts in the tables are in thousands of euro.

Main consolidated balance sheet figures

Changes

(€/thousand) 31/12/2019 31/12/2018

Absolute %
Financial assets measured at fair value through profit and loss 532,391 507,975 24,416 4.8
Financial assets measured at fair value through other
comprehensive income 311,714 440,547 -128,833 -29.2
Egﬂgscml assets measured at amortised cost — Loans and advances to 274,673 380,304 105,631 278
Financial assets measured at amortised cost — Loans and advances to 852,308 793,057 59,271 75
customers
Hedging derivatives 1,271 2,985 -1,714 -57.4
Total Assets 2,107,937 2,255,668 -147,731 -6.6
Financial liabilities measured at amortised cost - Deposits from banks 447,232 482,196 -34,964 -7.3
Financial liabilities measured at amortised cost - Deposits from customers 1,270,060 1,375,039 -104,979 -7.6
Financial liabilities held for trading 129,405 164,404 -34,999 -21.3
Hedging derivatives 38,926 29,259 9,667 33.0
Group shareholders' equity 165,276 151,539 13,737 9.1
Assets

Banca Profilo and its subsidiaries have fotal consolidated assets of € 2,107.9 million, down 6.6% from €
2,255.7 million as at 31 December 2018.

As detfailed in the table below, the performance of the aggregate financial assets and hedging
derivatives decreased year-on-year by € 152.5 million (-7.2%).

Financial assets and hedging derivatives

(€/thousand) 31/12/2019 31/12/2018 el
Absolute %
Financial assets measured at fair value through profit and loss 532,391 507,975 24,416 4.8
Financial assets held for trading 532,348 507,932 24,416 4.8
Financial assets desgnated at fair value - - - -
Other financial assets mandatorily measured at fair value 43 43 - n.s.
Financial assets measured at fair value through other
comprehensive income 311,714 440,547 -128,833 -29.2
Financial assets measured at amortised cost 1,127,001 1,173,361 -46,359 -4.0
Loans and advances to banks 274,673 380,304 -105,631 -27.8
Loans and advances to customers 852,328 793,057 59,271 7.5
Hedging derivatives 1.271 2,985 -1,714 -57.4
Total 1,972,377 2,124,848 -152,488 -7.2

Financial assets measured at fair value through profit and loss increased by € 24.4 million, rising from €
508.0 million as at 31 December 2018 o € 532.4 million as at 31 December 2019 (+4.8%).
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Financial assets measured at fair value through other comprehensive income decreased by € 128.8
million, from € 440.5 million as at 31 December 2018 to € 311.7 million as at 31 December 2019 (-29.2%).
Financial assets measured at amortised cost are divided into loans and advances to banks which
decreased by € 105.6 million from € 380.3 million as at 31 December 2018 to € 274.7 million as at 31
December 2019 and loans and advances to customers which increased by € 59.3 million from € 793.1
million as at 31 December 2018 to € 852.3 million as at 31 December 2019.

Hedging derivatives, amounting fo € 1.3 million, decreased by € 1.7 million (-57.4%) compared to € 3.0
million recorded as at 31 December 2018. The amount refers entirely fo Banca Profilo.

Loans and advances to banks

(€/thousand) 31/12/2019 31/12/2018 S

Absolute %o
Current accounts and demand deposits 133,310 232,576 -99,266 -42.7
Time deposits 22,845 33,637 -10,792 -32.1
Reverse repurchase agreements 54,066 55,466 -1,400 -2.5
Other loans 45,536 49,374 -3,838 -7.8
Debt securities measured at amortised cost 18,914 9,251 9,663 104.5
Loans to banks 274,673 380,304 -105,631 -27.8

Loans and advances to banks include: i] current accounts and demand deposits of € 133.3 million; ii)
time deposits of € 22.9 million; iii) repurchase agreements of € 54.1 million; iv) other of € 45.5 million, of
which the most significant amount is due to deposits made by Banca Profilo to guarantee derivative
fransactions, based on agreements with institutional counterparties; v) securities classified in the
category of Held To Collect for € 18.9 million.

Loans and advances to customers came fo € 852.3 million as at 31 December 2019, an increase of €
793.1 million (+7.5%) compared with 31 December 2018.

Loans and advances to customers

(€/thousand) 31/12/2019 31/12/2018 Sl e
Absolute %
Current accounts 243,937 252,324 -8,387 -3.3
Mortgages 50,513 50,702 -189 -0.4
Other receivables and loans 34,086 40,114 -6,028 -15.0
Interest-bearing loans and advances to customers 328,536 343,141 -14,605 -4.3
Non-performing assets 1,479 1,059 420 39.7
Total loans and advances to customers 330,015 344,200 -14,185 -4.1
HTC securities 304,064 151,371 -152,693 100.9
Deposits to guarantee transactions in derivatives, repurchase
agreements, other transactions 218,249 297,486 -79,237 -26.6
Other loans and advances to customers 522,313 448,857 73,456 16.4
Loans and advances to customers 852,328 793,057 59,271 7.5

The balance of private current accounts decreased from € 252.3 million as at 31 December 2018 to €
243.9 milion as at 31 December 2019 (-3.3%); the balance of mortgages as at 31 December 2019
decreased slightly to € 50.5 million (-0.4%) compared with € 50.7 million as at 31 December 2018. Other
receivables and loans decreased by € 6 million, from € 40.1 million as at 31 December 2018 to € 34.1
million as at 31 December 2019. HTC securities, consisting mainly of Italian government securities,
amounted to € 304.1 million as at 31 December 2019, up from € 151.4 million as at 31 December 2018, in
line with the strategies adopted by the bank during the year. Other guarantee deposits, repos and
other transactions fell from € 297.5 million as at 31 December 2018 to € 218.3 million as at 31 December
2019. Non-performing assets increased by € 0.4 million compared with € 1.1 million as at 31 December
2018.
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The aggregate tax assets amounted to € 8.2 million as at 31 December 2019. The amount is mainly due
to deferred tax assets of € 6.7 million, of which € 2.3 million is due to prior tax losses. The decrease of € 5.5
million is mainly due to temporary differences arising from the valuation of HTCS securities recognised in
shareholders' equity and fo the use of deferred tax assets on previous tax losses following the profits
recorded by Banca Profilo in 2019.

Liabilities

The balance of financial liabilities measured at amortised cost decreased by € 139.9 million (-7.5%) falling
from € 1,857.2 milion as at 31 December 2018 to € 1,717.3 million as at 31 December 2019. The balance
consists of € 447.2 million in deposits from banks and € 1,270.1 million in deposits from customers.

Deposits from banks stood at € 447.2 million as at 31 December 2019, down by € 35.0 million from €
482.2 million as at 31 December 2018. The change is mainly due to the combined effect of a reduction
in repurchase agreements for € 50.5 million, reciprocal current accounts for € 12.5 million and deposits
tfo guarantee derivative fransactions for € 12.8 million offset by the increase in a loan with the ECB for €
50 million.

Deposits from banks

(€/thousand) 31/12/2019 31/12/2018 el

Absolute %o
Deposits from central banks 84,570 34,712 49,858 143.6
Current accounts and demand deposits 6,929 19,429 -12,500 -64.3
Time Deposits - 8,964 -8,964 -100.0
Repurchase agreements 340,708 391,251 -50,543 -12.9
Other 15,025 27,840 -12,815 -46.0
Deposits from banks 447,232 482,196 -34,964 -7.3

Customers funding as at 31 December 2019 amounted to € 1,270.1 million, down € 104.9 million (-7.6%)
compared to € 1,375 million as at 31 December 2018. The decrease is mainly due to current accounts
which decreased by € 78.4 million from € 943.7 million as at 31 Decemlber 2018 to € 865.4 million as at 31
December 2019 (-8.3%) and is also due to "repurchase agreements and other loans" which decreased
from € 428.4 million as at 31 December 2018 to € 394.9 million as at 31 December 2019.

Customer funding

(€/thousand) 31/12/2019 31/12/2018 el

Absolute %o
Current accounts 865,363 943,747 -78,384 -8.3
Time Deposits - 1,950 -1,950 -100.0
Repurchase agreements and other loans 394,914 428,401 -33,487 -7.8
Other payables 9,783 941 8,842 n.s.
Deposits from customers 1,270,060 1,375,039 -104,979 -7.6
Customer funding 1,270,060 1,375,039 -104,979 -7.6

Financial liabilities held for trading as at 31 December 2019 amounted to € 129.4 million, down by € 35
million compared to € 164.4 million as at 31 December 2018. The aggregate is attributable almost
entirely to Banca Profilo and includes the balance of negative valuations of derivative trading
fransactions in addition to the balance of "technical overdrafts".

Hedging derivatives rose from € 29.3 million as at 31 December 2018 fo € 38.9 million as at 31 December
2019 (+33%). The hedging derivatives refer only to the parent company Banca Profilo and hedge the
changes in fair value deriving from the interest rate risk on bonds in the HTC and HTC&S portfolio.
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Tax liabilities as at 31 December 2019 amounted to € 2.3 million, substantially in line with the figures for
the previous year.

The Group consolidated shareholders' equity as at 31 December 2019, including the profit for the year
of € 8.4 million and non-controlling interests of € 20.8 million, amounted to € 186.1 million.

The composition of shareholders' equity is summarised in the following table:

Shareholders' equity

(€/thousand) 31/12/2019 31/12/2018 el
Absolute %o
Share capital 136,994 136,994
Share premium 82 82
Reserves 25,991 25,723 268 1.0
Valuation reserves (2,559) (9,538) 6,979 -73.2
Treasury shares (3,603) (3,357) -246 7.3
Profit (loss) for the year 8,371 1,635 6,736 411.9
Group shareholders' equity 165,276 151,539 13,737 9.1
Non-controlling interests 20,785 19,781 1,004 5.1
Shareholders' equity 186,061 171,320 14,741 8.6

As at 31 December 2019 the consolidated phased-in CET 1 Capital Ratio was 21.36% and fully loaded at
21.26% and does not include the profit for 2019.

Below are the tables of the Own Funds and the table relating to the capital adequacy of the Bank and
its subsidiaries as at 31 December 2019 determined on the basis of the regulatory standards required for
banking supervision.

Own funds

On 1 January 2014, the new regulatory standards for banking supervision (Basel Ill), as defined by the
Basel Committee, came into force. These new standards are contained in Regulation (EU) no. 575/2013
(CRR) and in Directive 2013/36/EU (CRD IV) of 26 June 2013. In order to make these provisions
applicable, the Bank of Italy has introduced two regulatory measures to adapt internal regulations to
the new international regulatory framework (Circular 285 and Circular 286 of December 2013).

In addition, from 1 January 2018 IFRS? "Financial Instruments” replaces the provisions of IAS 39 "Financial
Instruments: Recognition and Measurement”. In this regard, with reference to the impact on regulatory
own funds, the Banca Profilo Banking Group has opted to adhere to the tfransitional regime provided for
by Regulation (EU) no. 2017/2395 amending the CRR.

1. Common equity Tier 1 (CET1)

a) positive elements: equity instruments and related share premiums, retained earnings, other
components of the income statement and other reserves;

b) negative elements: losses for the current year, intangible assets with specific rules for deduction, core
fier 1 capital instruments held that the bank is required to purchase, deferred tax assets that are based
on future profitability and do noft result from temporary differences.

2. Additional Tier 1 (AT1)

a) positive elements: equity instruments and related share premiums which do not represent elements of
CET1 and which comply with certain conditions set out in the Regulation (Art. 52 of the CRR);

b) negative elements: additional Tier 1 insfruments held that the bank is required to purchase under an
existing contfractual obligation, additional Tier 1 instruments issued by financial sector entfities under
certain conditions as set out in Art. 56 of the CRR.
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3. Common equity Tier 2 (CET2)

a) positive elements: equity instruments and subordinated loans with related share premiums under the
conditions set out in Artf. 63 of the CRR, adjustments for general credit risk before tax up fo 1.25% of risk-

weighted exposure amounts;

b) negative elements: own Tier 2 instruments held by the instfitution, the Tier 2 instruments of financial

sector entities as referred to in Art. 66 of the CRR.

Own funds

(€/thousand) 31/12/;,)‘1(1:;I 31/12/;%‘:8'
A. Common equity Tier 1 (CET1) before the application of prudential filters 159,905 153,299
of which CET1 instruments subject to transitional provisions - -
B. CET1 prudential filters (+/-) (931) (1,085)
C. CET1 gross of items to be deducted and transitional regime effects (A+/-B) 158,974 152,214
D. Items to be deducted from CET1 (12,313) (15,432)
E. Transitional regime - Impact on CET1 (+/-) 801 1.241
F. Total Common Equity Tier 1 (CET1) (C - D +/- E) 147,462 138,024
G. Additional Tier 1 (AT1) gross of items to be deducted and transitional regime effects 708 -
of which AT1 instruments subject to fransitional provisions - -
H. ltems to be deducted from AT1 - -
I. Transitional regime - Impact on AT1 (+/-) - 666
L. Total additional Tier 1 (AT1) - (G - H +/-1) 708 666
M. Tier 2 (T2) gross of items to be deducted and transitional regime effects - -
of which T2 instruments subject fo transitional provisions - -
N. ltems to be deducted from T2 - -
O. Transitional regime - Impact on 12 (+/-) 941 925
P. Total Tier 2 (T2) (M - N +/- O) 941 925
Q. Total own funds (F + L + P) 149,111 139,615
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Non weighted amounts

Weighted
amounts/Requirements

31/12/2019  31/12/2018

31/12/2019  31/12/2018

A. RISK ASSETS

A.1 CREDIT AND COUNTERPARTY RISK 1,243,468 1,347,365 33,848 35,463
1. Standardised approach 1,243,468 1,347,365 33,848 35,463
2. IRB approach - - - -
2.1. Basic = - - -
2.2. Advanced = - - -
3. Securitisations = - - -
B. REGULATORY CAPITAL REQUIREMENTS
B.1 CREDIT AND COUNTERPARTY RISK 33,848 35,463
B.2 CREDIT VALUATION ADJUSTMENT RISK 619 628
B.3 REGULATION RISK = -
B.4 MARKET RISK 11,961 13,704
1. Standardised approach 11,961 13,704
2. IRB approach - -
3. Concentration risk - -
B.5 OPERATIONAL RISK 8,813 7,776
1. Basic approach 8,813 7,776
2. Standardised approach - - 37
3. Advanced approach = -
B.6 OTHER CALCULATION ELEMENTS -
B.7 TOTAL CAPITAL REQUIREMENTS 55,242 57,570
C. RISK ASSETS AND CAPITAL RATIOS -
C.1 Risk-weighted assets 690,526 719,630
gs.ze(tiso(rgg?rgggﬁg}/rg?rol) (CET1) capital/Risk-weighted 21.36% 19.18%
C.3Tier 1 capital/Risk-weighted assets (Tier 1 Capital ratio) 21.46% 19.27%
C.4 Total own funds/Risk-weighted assets (Total capital ratio) 21.59% 19.40%

It should be noted that the Parent Company of the Banca Profilo Banking Group is Arepo BP S.p.A. and
it is the Company required fo report to the Supervisory Body on a consolidated basis on its own funds
and prudential ratios in accordance with current regulations.



38

Banca Profilo | Annual Financial Report as at 31 December 2019

CONSOLIDATED FINANCIAL STATEMENTS | REPORT ON OPERATIONS

Commentary on Consolidated Economic Results

Banca Profilo's consolidated performance during 2019 is illustrated below with reference to the main
aggregates that are compared with those for the previous year, in the order of the reclassified income
statement.

Net interest income

The Net interest income as at 31 December 2019, amounting to € 16.7 million, was down by € 1.1 million
compared to € 17.8 million as at 31 December 2018 (-6.4%). The decrease is mainly due to the lower
contribution of government securities to the trading and HTCS portfolios, only partially offset by the
increase in the Bank's HTC portfolio (€ +1.8 million) and the loans undertaken by Banca Profilo and its
Swiss subsidiary (€ +0.8 million).

Net interest income

Changes

(€/thousand) 2019 2018
Absolute 3
Interest income and similar revenues (*) 20,008 21,872 -1,865 -8.5
Interest expenses and similar charges (3,30¢) (4,020) 714 -17.8
Net interest income 16,702 17,852 -1,151 -6.5

* the item is shown net of the economic effects deriving from the redemption of inflation-linked securities included in "Net result from financial
activities and dividends" for an amount of € 3.6 million.

Other net revenues

Other net revenues as at 31 December 2019 amounted to € 54.2 million, up by € 18.0 milion compared
to € 36.2 million as at 31 December 2018 (+49.6%). The main components of the aggregate are detailed
and commented on in the table below.

Other net revenues

(€/thousand) 2019 2018 el

Absolute %
Fee and commission income 36,438 31,667 4,771 15.1
Fee and commission expenses (4,099) (3,603) -496 13.8
Net fee and commission income 32,339 28,064 4,275 15.2
Net result from financial activities and dividends 20,457 7,203 13,254 184.0
Other operating income/expenses 1,370 944 426 452
Total Other Net Revenues 54,166 36,211 17,955 49.6

As already described, Net Fee and Commission Income amounted to € 32.3 million, up € 4.2 million
compared fo € 28.1 million as at 31 December 2018 (+15.2%). This increase is mainly due to i) the result of
the subsidiary Banque Profil de Gestion for € 1.9 million, partly due to the consolidation of Dynagest; ii)
the higher contribution of Banca Profilo, which saw its net fee and commission income increase year-
on-year by € 2.3 million, in particular due to the contribution of performance fees in relation to Private
Banking managed mandates and the contribution of placement, advanced advisory and investment
banking commissions.

Net result from financial activities and dividends amounted to € 20.5 million, an increase of € 13.3 million
(+184%) compared to € 7.2 million as at 31 December 2018. The increase is mainly attributable to the
combined effects of an increase in income from the higher returns recorded on Banca Profilo's trading
book thanks to the strategies implemented, which positively exploited the more favourable financial
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market environment compared to last year (€ +11.5 milion) and the brokerage and trading activity
carried out by the Swiss subsidiary (€ +0.9 million).
Operating expenses

Operating expenses amounted to € 58.7 million, an increase of € 6.4 million compared to € 52.3 million
as at 31 December 2018 (+12.2%).

Operating expenses and operating income

Changes
(€/thousand) 2019 2018
Absolute 3
Personnel expenses (34,717) (29.580) -5,137 17.4
Other administrative expenses (20,693) (20,579) -114 0.6
_NeT vo_lue adjustments on property, plant and equipment and (3,289) (2,155) 1134 507
intangible assets
Operating expenses (58,699) (52,313) -6,386 12.2
Operating income 12,169 1,750 10,419 595.3

Within the aggregate, personnel expenses increased by € 5.1 million (+17.4%), rising from € 29.6 million
as af 31 December 2018 o € 34.7 million as at 31 December 2019. The increase is attributable for € 1.4
million to the accounts of the Swiss subsidiary following the new personnel resulting from the acquisition
of Dynagest S.A. in July 2018 and for € 3.8 million fo the accounts of Banca Profilo also due to higher
provisions relating to the variable component of remuneration, resulting from the results recorded during
the year. Other administrative expenses, amounting fo € 20.7 million, were substantially in line with the
figures as at 31 December 2018. It should be noted that the item was affected by the new IFRS 16
standard, which led to the recognition in this item of lower charges deriving from the rental and lease of
property, plant and equipment for an amount of € 1.1 million with a consequent increase of € 1.1 million
in the item "value adjustments on property, plant and equipment” following the depreciation process of
the "right of use" recorded in Assets under "Property, plant and equipment”, as well as higher interest
expenses relafing fo the related financial liability of € 0.1 million. Net of this impact, other administrative
expenses increased by € 1.2 million (+6.1%) compared with € 20.6 milion as at 31 December 2018, due
fo higher advertising expenses, higher fees for the use of the technology platform and the impact of
regulatory projects.

Value adjustments on property, plant and equipment and intangible assets amounted fo € 3.3 million,
net of the above-mentioned effect of the new IFRS 16 standard, and were in line with those of the same
period of previous year of € 2.2 million.

Operating income came to € 12.2 million, an increase of € 10.4 million (+595.3%) compared to € 1.8
million as at 31 December 2018.
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Provisions and adjustments

Total provisions and adjustments as af 31 December 2019 were negative by € 0.5 million compared to €
0.1 million as at 31 December 2018.

Profit (loss) for the year before tax

Changes

(€/thousand) 2019 2018

Absolute 3
Net provisions for risks and charges (538) 135 -673 n.s.
Net value adjustments/reversals for credit risk relating to financial
assets measured at amortised cost 422 90 332 n.s.
Net value adjustments/reversals on financial assets measured at fair
value through other comprehensive income 13 (353) 366 n.s.
Total provisions and adjustments (104) (129) 25 -19.5
Value adjustments to goodwiill (497) - -497 n.s.
Current profit before tax 11,568 1,621 9.947 n.s.

During the year, net provisions for risks and charges were negative by € 538 thousand and referred to
higher provisions made by Banca Profilo following disputes in the last quarter of the year, fogether with
the net effect of the impairment of guarantees and commitments. The value as at 31 December 2018
amounted to a positive € 135 thousand.

Net value adjustments/reversals for credit risk relating to financial assets measured at amortised cost
were equal fo € 422 thousand in reversals. The result is due to the combined effect of the provisions and
reversals recorded during the year as a result of the impairment fest on loans and positions in the HTC
securities portfolio. The value as at 31 December 2018 amounted to € 90 thousand of net reversals.

Net value adjustments/reversals on financial assets measured at fair value through other
comprehensive income amounted to € 13 thousand of net reversals and referred to the combined
effect of provisions and reversals recorded during the year at the end of the process of determining
impairment on positions in the HTC&S portfolio. The figure as at 31 December 2018 was € 353 thousand in
costs.

Value adjustments to goodwill of € 497 thousand referred to the year-end impairment of goodwill arising
from the acquisition of the lending and custody business unit in 2003.

The consolidated financial statements of Banca Profilo as at 31 December 2019 showed a pre-tax profit
of € 11.6 million, an increase of € 9.9 million (+613.5%) compared to € 1.6 million as at 31 December 2018.
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Consolidated profit for the year

Taxes for the year amounted o € 2.8 million, equal to a consolidated tax rate of 24.6%, also thanks to
the realignment of deferred taxes on the Swiss subsidiary following the reduction in the tax rate in force
since 2020.

Changes

(€/thousand) 2019 2018
Absolute 3
Tax on income for the year for continuing operations (2,840) (366) -2,475 n.s.
(Profit) loss for the year attributable to non-controlling interests (357) 379 -736 n.s.
Parent company's net profit for the year 8,371 1,635 6,736 411.9

Banca Profilo and its subsidiaries closed the year with a net profit for the year of € 8.4 million, an increase
of € 6.7 milion compared to € 1.6 milion as at 31 December 2018 (+411.9%). The result for the year
aftributable to non-controlling interests is a profit of € 357 thousand.

The following table shows the reconciliation between Banca Profilo's shareholders' equity and profit for
the year and the corresponding figures at consolidated level.

Reconciliation between Banca Profilo’'s financial statements and the consolidated financial statements
Shareholders' of which Profit

equity for the year
Balances as at 31.12.2019 as per Banca Profilo's financial statements 152,594 6,726

(€/thousand)

Value adjustment to the book value of consolidated equity investments:

- Pro-rata results of investees consolidated on a line-by-line basis 1,670 1.670

- Other reserves as a result of consolidation 22,849 -

Amortisation of positive consolidation differences:

- for the current year - -

- pertaining to previous years (11,740) -

Adjustments to dividends collected during the period

Other consolidation adjustments:

- elimination of intra-group profits/losses 5 5
- other (103) (30)

Balances as at 31.12.2019 as per the Consolidated financial statements 165,275 8,371
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Results by Operating Segments

Representation by business segments was chosen as the primary reporting method, based on the
requirements of IFRS 8, as it reflects the responsibilities for making operational decisions, based on the
Group's organisational structure.

The defined sectors of activity are:

Private Banking & Investment banking relating to the activities of the Private Banking Area with
administered and managed Italian private and institutional customers, as well as the Investment
Banking activities and the activities of the subsidiary Arepo Fiduciaria;

Finance, relating to the management and development of trading activities on own account
and on behalf of third parties in financial instruments and services related to their issue and
placement;

Digital channels, relating to the activities carried out in partnership with Tinaba on a digital
platform;

Activities Abroad, includes activities on the foreign market in which the Group currently operates
(Switzerland), which includes the activities of the subsidiaries Banque Profil de Gestion S.A. and
Dynamic Asset Management S.A;

Corporate Centre, which oversees the guidance, coordination and control functions of the entire
Group; this sector includes overheads, intra-group eliminations and the activities of the subsidiary
Profilo Real Estate.
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A) Private Banking & Investment Banking

The area closed with revenues of € 28.7 million compared to € 25.4 million as at 31 December 2018
(+12.8%), supported by Corporate Advisory, Investment Banking and Fiduciary activities and
performance fees, the latter amounting to 0.1% of assets.

The operating income rose to € 8.2 million compared with € 7.4 million in the same period of the previous
year (+11.0%).

Total Private Banking assets amounted fo € 5.2 billion (-0.1% YoY and +5.4% net of net fiduciary assefts);
net funding over the twelve months decreased to a negative € 85 thousand. Net of the withdrawals
related to several extraordinary transfers in 2018, net funding was positive and amounted to € 110
million. Fiduciary funding through the subsidiary Arepo Fiduciaria decreased to € 0.8 billion compared to
€ 1.1 billion as at 31 December 2018 (-21.7%).

Private Banking includes specialist advisory services and personalised management of the overall assets
of Italian clients. This model provides an integrated offer of services for the management of all the
components of customers' assets, thus moving from the fraditional product logic mainly focused on the
management of the financial component to a Bank model for the management of financial,
corporate, property and household assets.

The main activities are detailed below.

Funding Activities
Total Private Banking assets, including net fiduciary funding, amounted fo € 5.2 billion, in line with the
previous year's figures.

Direct funding decreased during the year, which stood at € 475.6 million as at 31 December 2019
compared with € 774 milion as at 31 December 2018 (-12.7%). while indirect funding (including net
fiduciary funding) increased from € 4,423.4 million as at 31 December 2018 to € 4,519.1 million as at 31
December 2019 (+2.2%). Within the latfter, total assets under management increased by € 11.1 million
(+1.4%) and the share of assets under custody also increased by € 313.1 million (+12%). The net fiduciary
funding assets fell by € 228.4 million (-21.7%) from € 1,054 milion as at 31 December 2018 to € 825.8
million as at 31 December 2019.

Total funding - Private & Inv. Banking

(€/thousand) 122019 122018 [V CENEL

Absolute %o
Direct funding 675,622 774,048 -98,426 -12.7
Indirect funding 3,693,338 3,369,226 324,112 9.6
- of which asset management 779,937 768,875 11,062 1.4
- of which assets under custody 2,913,401 2,600,351 313,050 12.0
Total Funding 4,368,960 4,143,275 225,685 55
Net Funding Flows (85,300) 525,858 -611,158 -116.2
Net Fiduciary Funding 825,772 1,054,197 -228,425 -21.7

Lending Activities

Loans increased from € 282.2 million as at 31 December 2018 to € 286.7 million as at 31 December 2019
(+1.6%).

Lending activities are instrumental fo Private Banking activifies, in line with the service logic envisaged
by the Bank's business model. Secured loans in particular are key. The table below shows the aggregate
values by technical form.
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Net loans and advances to customers - Private & Inv. Banking

YoY change
(€/thousand) 12 2019 12 2018
Absolute %
Short-term current accounts 255,108 260,072 -4,965 -1.9
Mortgages 31,157 21,229 9,928 46.8
Total interest-bearing loans and advances to customers 286,264 281,301 4,964 1.8
Total Loans 286,717 282,177 4,540 1.6
Fiduciary Activity

The fiduciary activity is carried out through the company Arepo Fiduciaria Srl, which offers a series of
qualified services, such as consolidated reporting, corporate and succession planning and frusts.

During the year ended 31 December 2019, the company's fiduciary assets decreased by € 211 million (-
15.2%).

B) Finance

Net revenues amounted to € 29.4 million, up 42.2% from € 20.7 million in 2018. Trading increased to € 10.0
million, up from € 0.2 million in 2018, in relation to (i) Credit Trading, which recorded revenues of € 6.4
million, up compared to almost zero revenues in 2018, thanks to the strategies adopted by the desk on
long positions in anticipation of the new QE and the relative value transactions on the BTP and rate
curve, (i) Market Making which recorded revenues of € 2.3 million, up compared to € 1.8 million thanks
to the exploitation of the peaks of volatility recorded on stock markets, and (iii) Equity Trading, which
recorded revenues of € 1.2 million compared to negative revenues in 2018 thanks to the diversification
of satellite portfolio strategies negatively correlated to the core portfolio with equal directional risk.

The Finance area closed the twelve months of 2019 with an operating income of € 18.7 million, an
increase of 67.7% compared with € 11.1 million as at 31 December 2018.

C) Activities Abroad

Revenues from Activities Abroad amounted to € 12.9 million, up by € 3.5 milion compared to 2018. The
growth is attributable both to the confribution of the new institutional assets acquired with Dynagest
and to the growth of private assets.

The area closed with a negative operating income of € 47 thousand, a significant improvement on the
loss of € 1.6 million recorded as at 31 December 2018 and a net profit of € 0.9 million, an increase on the
loss of € 1 million recorded in 2018. Taxes recorded a positive balance of € 0.7 million thanks to the
realignment of deferred taxes following the reduction in the tax rate in force since the beginning of
2020.
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Total funding reached € 2,663 million, up year-on-year by € 196 milion (+8.0%) compared to € 2,466
million as at 31 December 2018.

Total funding - activities abroad

YoY change
(€/thousand) 12 2019 122018
Absolute %
Direct funding 188,516 167,976 20,540 12.2
Indirect funding 2,474,215 2,298,453 175,762 7.7
Total Funding 2,662,732 2,466,429 196,303 8.0
Loans decreased by € 21.3 million (-24.4%), from € 87.3 million in 2018 to € 66.0 million in 2019.
Net loans and advances to customers - activities abroad
YoY change
(€/thousand) 12 2019 12 2018
Absolute %
Short-term current accounts 16,368 30,771 -14,403 -46.8
Mortgages 15,486 16,371 -885 -5.4
Other receivables 34,099 40,114 -6,015 -15.0
Total interest-bearing loans and advances to customers 65,953 87,256 -21,303 -24.4

D) Digital Channels

During 2019 the costs for the development of the Digital Channels Area, in collaboration with Tinaba
S.r.l., amounted to € 2.9 million. The development of the financial services offer continues through the
Robo-management and remunerated "piggy bank" service as well as the development of consumer
and merchant customers also through the extension of the agreement with Alipay.

E) Corporate Centre

The Corporate Centre, which mainly incorporates structural costs, closed the twelve months of 2019 with
a negative operating income of € 11.5 milion compared to a loss of € 12.6 million as at 31 December
2018.
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Results of Group Companies

Below are the results by group company presented for comparison with those of 2018. Figures are
provided in thousands of euro.

Main income statement data for subsidiaries

(€/thousand) Banca Profilo BPdG Arepo Fiduciaria Profilo RE
122019 122018 122019 122018 122019 122018 122019 122018

Net interest income 17,851 15,832 2,617 2,300 (15) - (249) (281)
Other net revenues 39,912 32,667 10,247 7,041 2,271 1,709 2,232 2,096
Total net revenues 57,764 48,500 12,865 9,342 2,256 1,709 1,983 1,815
Total operating expenses (46,988)  (45,405) (12,912) (10,925) (1,930) (1.392) (824) (987)
Operating income 10,776 3,094 (47) (1,584) 326 317 1,159 828
Net profit (loss) 6,726 2,245 906 (969) 202 204 917 660

Banca Profilo S.p.A.
For the results of Banca Profilo S.p.A. see the Separate Report on Operations.

Banque Profil de Gestion S.a. (BPdG)

Banque Profil de Gestion is a Swiss bank based in Geneva listed on the Zurich Stock Exchange, 60.4%
owned by Banca Profilo.

The Bank is focused on Private Banking and specialises in brokerage and asset management services
and activifies for high-end customers.

The figures in the above table refer to the consolidated economic situation of BPAG, parent company
of DAM S.A.

The company closed the year with a net profit of € 906 thousand, calculated in accordance with
IAS/IFRS.

Profilo Real Estate S.r.l.
Profilo Real Estate is 100% owned by Banca Profilo and is subject to the management and coordination
of the parent company Arepo BP pursuant to Arficle 2497 et seq. of the Italian Civil Code.

The company closed 2019 with a profit of € 917 thousand.

The Board of Directors resolved to submit the following proposal for the allocation of profit to the
Shareholders' Meeting:

e 5% to the Legal Reserve, equal to € 45,851;

e the remainder, equal to € 871,167, to be carried forward.

Arepo Fiduciaria S.r.1.
Arepo Fiduciaria S.rl. is 100% owned by Banca Profilo and is subject to the management and
coordination of the parent company Arepo BP pursuant to Article 2497 et seq. of the Italian Civil Code.

The company offers fiduciary services to customers of both the Bank and third parties and has assets
under trust of € 1,184 million. During the year ended 31 December 2019, the company saw a decrease
in net fiduciary assets of € 211 million (-15.1%).

The company closed with a net profit of € 202 thousand.

The Board of Directors resolved fo submit to the Shareholders' Meeting a proposal to carry forward the
profit for the year.
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Main Risks and Uncertainties

Information on the risks and uncertainties to which the Group is exposed is detailed in Part E of the Notes
to the Consolidated Financial Statements.

Risks related to the nafional and international economic context and financial market trends are
discussed in the section "Reference Macroeconomic Scenario and Commentary on Markefts".

As is well known, since January 2020, the national and international scenario has been characterised by
the spread of the Coronavirus and the consequent restrictive measures for its containment,
implemented by the public authorities of the countries concerned. These circumstances, extraordinary
in nature and extent, have direct and indirect repercussions on economic activity and have created a
context of general uncertainty, the evolution and effects of which are difficult to predict.

The potential effects of this phenomenon on the financial statements cannot be determined at present
and will be constantly monitored throughout the year.

Information on financial and operational risks, and the related hedging instruments and policies, are
detailed in Part E of the Notes to the Consolidated Financial Statements.

Part E of the Notes to the Consolidated Financial Statements under point 1.2 "Other information on
financial risks" also includes a table representing the sovereign risk exposure of Banca Profilo and ifs
subsidiaries.

Climate Change

As part of the periodic assessment of risks, including those of a non-financial nature, the Bank's
Management has also taken into account any risks related to climate change.

The preliminary analyses conducted lead to the qualification of these risks as not particularly relevant for
the Group and not having significant financial implications in the short and medium term.

In view of business activities, it is considered that climate change may also represent an opportunity to
offer new products/services.

Given the importance of this issue, the Group has deepened the preliminary analyses carried out on the
financial implications of risks and related opportunities in the 2020-2022 business plan, also in light of the
constant evolution of the reference regulatory contfext.

Corporate Report

Governance

With regard to the information referred to in Article 123-bis of the Consolidated Finance Act (TUF - Testo
Unico della Finanza) relating fo the Corporate Governance system, please refer to the specific
document "Report on corporate governance and ownership structures' approved and published,
together with these financial statements, in the Corporate Governance section of the Bank's website at
the following address: www.bancaprofilo.it.

Human Resources

During the year, Banca Profilo and its subsidiaries continued their recruiting activities aimed both at
meeting the need to strengthen their staff in specific areas and at meeting the need to replace staff
that had been dismissed, where necessary. In Italy, 13 employees were hired; in parficular, i) 8 in
Business Areas and ii) 5 in Operational and Staff Areas. With regard to Banque Profil de Gestfion, and
Dynamic Asset Management S.A. (DAM), the management company in Luxembourg, 8 staff have been
added, namely i) 3 in Business Areas and ii) 5 in Operational and Staff Areas.

Banca Profilo Group's workforce as at 31 December 2019 numbered 211 employees, of which 169 in
Italy, 39 in Switzerland and 3 in Luxembourg, and with the distribution by classification as specified in the
table below, also taking into account regradings during the year.
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Number of Number of
employees employees
2019 2018
Employees
a) executives 58 51
b) middle managers 96 98
c) remaining staff 62 68
Other staff
Total 211 217

Finally, the workforce has a distribution of 131 men and 80 women, with an overall average age of 45
years.

As far as fraining is concerned, the investment in supporting activities and professional development of
the resources was significant, including interventions with a cross-cutting content for all personnel and
more specific activities to consolidate the technical-specialist skills of the various structures. Furthermore,
through the financing of interprofessional funds for continuous training, employees participated in a
total of 5,280 training hours in the classroom and/or online.

Chairity Initiatives

Once again this year, in line with its values and corporate culture, Banca Profilo has supported various
bodies operating in the social, health and psychological support and care sectors through the provision
of contributions.

Security

In 2019, work was carried out to maintain the technological standards of IT security systems and fo
eliminate any risk factors present in the performance of the Group's employees' work activities; the
confrol mechanisms for software modification were maintained, both in the case of code developed
internally and externally.

Organisation and Information Systems

During 2019, the Bank, through the Digital Channels Area and the partner Tinaba S.p.A., confinued to
develop the high added value digital service project, which can be integrated with traditional and
innovative banking and financial products and services. In particular, in 2019 the activities of the Digital
Channels Area focused on the development and implementation of the offer application for
companies, with the opportunity to create common funds and pay employee salaries. Initiatives
relating to remunerated "piggy banks" and products for minors and the commercial development of
the robo advisor were carried out. In addition, the technological architecture of all services has been
completely revised and adapted to PSD2 requirements. The Bank will confinuously evaluate the possible
expansion of ifs range of products and services, in particular in the area of loans, according to the
needs of ifs customers.

The analysis for the renewal of the Finance Aread's information system has been completed, and the
complete overhaul of the processes in the Private Banking Area's operating chain has been launched,
with the intention of adapting them to the most modern technological standards. Furthermore, the
procedures impacted by PSD2, CSDR, SFTR and other newly introduced legislation have been brought
into line with the new regulatory requirements. Finally, with a view to constantly focusing on making
operating processes more efficient, a process of robotisation of certain administrative and confrol
processes has been launched with the aim of reducing the time needed to carry out activities and
minimising operating risks.
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Shareholding, Share Performance and Other Market Information

Shareholding

As at 31 December 2019, based on the evidence in the shareholders' register and other information in
the possession of the Issuer, the shareholders of Banca Profilo holding more than 3% of the shares were
as follows:

Shareholder No. of shares #“ 02;:;:;
Arepo BP S.p.A. * 423,088,505 62.40%
Market 254,909,351 37.60%
Total 677,997,856 100.00%

* Company 100% owned by Sator Investments S.a.r.l., fully owned by Sator Private Equity Fund "A" L.P. (SPEF) or "Fondo Sator", a fund managed
by Sator Capital Limited.

The figures shown in the above table are gross of Banca Profilo shares held by the same. The figures

include the 13,148,089 shares of Banca Profilo S.p.A. held by the Bank as at 31 December 2019, equal fo
1.94% of the share capital.

Share performance

During 2019, the Stoxx Europe 600 index rose 23.1% while the Italian index, the FTSE Italia All Shares, rose
25.4%. With regard to the sectorial sub-funds, the European banking index, the Stoxx 600 Banks,
recorded a positive performance of 11.1% during the year.

The Banca Profilo share price recorded a positive performance of 25.9% during the year, significantly
better than the European sector index and in line with the Italian index. The share price closed 2019 atf €
0.224, compared to a price of € 0.178 on 28 December 2018 and an average of € 0.1675 in 2019. The

maximum price was recorded in December and was € 0.265. Average daily volumes were 940,954 units,
up on the previous year.

Relative performance of the Banca Profilo share price (base 100)
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Disclosure in relation to high-risk financial instruments

In line with the recommendations of the Financial Stability Forum in its report issued on 7 April 2008 and
with the Bank of Italy's request in its communication no. 671618 of 18 June 2008 in relation to market
disclosure, it is hereby declared that, as at 31 December 2019, neither the Bank nor its subsidiaries had
no outstanding exposure in financial instruments considered to be high risk or involving greater risk than
previously commonly believed, including Collateralised Debt Obligations (CDOs), Residential Mortgage-
Backed Securities (RMBS), Commercial Mortgage-Backed Securities (CMBS), Special Purpose vehicles
and other leveraged finance instruments.

Other market information

Certification pursuant to Art. 2.6.2 of the Italian Stock Exchange Regulations, with regard to the
adjustment to the conditions set out in Art. 15 of the Market Regulations

Banca Profilo, in its capacity as listed company conftroling a company based in a non-EU country -
Banque Profil de Gestion S.A. - which is of significant importance within the meaning of Article 36 of the
Consob Market Regulations, has established a specific procedure to ensure compliance with the
provisions of the aforementioned regulations on controls and information flows between the non-EU
subsidiary and the Italian listed company.

Certification pursuant to Article 2.6.2. of the Stock Exchange Regulations regarding the existence of the
conditions set out in Article 146 of the Consob Market Regulations

Banca Profilo S.p.A. is subject to the management and coordination of the parent company Arepo BP
S.p.A. pursuant to Art. 2497 et seq. of the Italian Civil Code.

With reference to the provisions of Article 16 of the Consob Market Regulation, the conditions set out in
paragraph 1, letters a), b), c) and d) for maintaining the listing have been met. With particular
reference to paragraph 1 lefter d) of the Consob Market Regulations, it should be noted that Banca
Profilo has set up internal board committees, composed exclusively of Independent Directors. In
particular, the Bank has set up the Control and Risk Committee, the Remuneration Committee and the
Appointments Committee.

Disclosure on the purchase/sale of treasury shares

During the year, the Bank carried out transactions to purchase and sell treasury shares as part of the
activity authorised by the Shareholders' Meeting of 18 April 2019 to support exchanges, using a third-
party infermediary (Equita SIM S.p.A.). As at 31 December 2019, 5,084,844 freasury shares, equal to 0.75%
of the share capital, had been purchased as part of this activity.

Further movements of treasury shares were made as part of the implementation of the shareholding
plans in favour of the Bank's employees.

In addition to the treasury shares deriving from the execution of the aforementioned resolution,
8,063,245 treasury shares remain in Banca Profilo's portfolio, in relation fo previous authorisations from the
Shareholders' Meeting. Therefore, as at 31 December 2019, the Bank holds 13,148,089 treasury shares,
equal to 1.94% of the share capital.

Equity investments held by Directors, Statutory Auditors and Key Management Personnel in Banca Profilo
and its subsidiaries

Equity investments held directly or indirectly in Banca Profilo S.p.A. and its subsidiaries, in compliance
with the provisions of Consob Regulation 11971 of 14 May 1999, are reported in the Remuneration
Report published on the Bank's welbsite within the fime limits and in the manner prescribed by law. Part
H of the Notes to the consolidated financial statements provides information on the remuneration paid
fo members of the Board of Directors, the Board of Statutory Auditors, the General Manager and Key
Management Personnel.
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Other Relevant Information

The Bank qualifies as a Small and Medium-Sized Enterprise (SME) pursuant to and for the purposes of
Consob Resolution no. 20621 of 10 October 2018 implementing Article 1, paragraph 1, lefter w-quater.1)
of Legislative Decree no. 58/98 (TUF).

Management and Coordination Activities and Transactions with related parties

Banca Profilo is subject to the management and coordination of the parent company Arepo BP S.p.A.
pursuant to Art. 2497 et seq. of the Italian Civil Code. Coordination and confrol over the Bank are
exercised on the basis of the Banca Profilo Banking Group Regulations issued by Arepo BP and
implemented by all subsidiaries. Any activity carried out with Related Parties, either directly or through
subsidiaries, takes into account the regulations and internal procedure regarding transactions with
related parties and related disclosure obligations in force at the reference date. In this regard, it should
be noted that the Board of Directors of Banca Profilo of 28 June 2012 implemented the Parent
Company Directive on risk activities, conflicts of interest and transactions with related parties, which
came into force on 1 January 2013 pursuant to the 9th update of Bank of Italy Circular no. 263 of 27
December 2006. The Directive is addressed to all the companies of the Banca Profilo banking group. In
implementation of the same, the Bank has adopted a specific procedure for the management of
fransactions (i) with related parties, (i) in conflict of interest, {(iii) in which the Director has an interest. This
procedure was last updated by resolution of the Board of Directors on 24 January 2019.

Without prejudice to compliance with the principle set out in Article 2391 of the Italian Civil Code with
regard to the interest of the director, the provisions of Article 136 and the new wording of Arficle 53,
paragraph 4, of Legislative Decree 385/93 (Consolidated Banking Law or TUB), with regard to the
obligations of bank representatives, apply. Intragroup transactions are carried out on the basis of
reciprocal assessments of convenience and the conditions to be applied are defined in compliance
with the criteria of substantial correctness, with the aim of creating value for the entire Group.

During the year, a number of fransactions with related parties (RP) were carried out, information on
which is provided in Part H, which summarises the Group's economic and financial fransactions as at 31
December 2019 with non-consolidated investees and other related parties.

Information on Stock Option and Stock Grant Plans

The April 2015 Shareholders' Meeting of Banca Profilo approved a Stock Grant Plan in favour of ifs
employees both to comply with the requirements of the regulatory bodies for the payment of the
variable component of the remuneration for "key employees”, under the definition provided by the
Bank of Italy on the subject of remuneration (see Circular 285/2013) and to provide for motivational and
retention mechanisms for the remaining personnel, if certain conditions are met. The Plan was
subsequently extended by the 2017 Shareholders' Meeting.

The Plan provides for: (i) the assignment of shares, both for the upfront and deferred components, once
the malus conditions for each individual deferral period have been exceeded (detailed in the Bank's
Remuneration Policy in force at the time - see Remuneration Report available at the following web
address - www.bancaprofilo.it/CorporateGovernace/Documenti Societari/Remunerazioni) and in the
absence of individual malus situations and (i) the attribution of the same, after the retention periods, as
a result of the relationship and absence of individual malus situations.

The Beneficiaries of the Plan are the Chief Executive Officer, the General Manager and the other
employees of the Bank and its subsidiaries who have joined the Plan, or the executive directors of the
latter; the operating procedures of the Plan are differentiated according to whether or not the staff fall
under the category of "key employees".

In particular, for "key employees" the retention and deferral periods provided for by the Remuneration
Policy in force at the tfime apply.

Under the existing stock grant plan, 1,556,462 Banca Profilo's shares were allocated in April 2019 and
236,024 in November 2019; in both cases, the treasury shares held in the portfolio by Banca Profilo were
used as planned.
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During the 2016 financial year, the Swiss subsidiary also approved a stock option plan in favour of key
employees in order to focus their commitment on achieving important strategic objectives, to which the
exercise of the options themselves is linked. The plan, active since November 2016, provides for the
assignment of 1,800,000 exercisable options for the purchase of the same number of BPAG shares. The
exercise price is determined on the basis of the stock exchange price of the security on the taking up
date for the beneficiary. A capital increase of 1,800,000 shares with a nominal value of CHF 1 was also
approved to service the plan. The plan will run for 5 years, with the first operating window on 1
November 2018. From that date until November 2022, on the basis of the results achieved, options for
the purchase of 360,000 BPAG shares will become exercisable every year, on every 1st November, for a
total of 1,800,000 options at the end of the plan. The fair value of the plan is then periodically reviewed
on the basis of the probability of achieving the objectives set. No options have been exercised since
the Plan was activated.

Significant Events subsequent to Year End

There are no significant events occurring after the end of the financial year that would require an
adjustment to the financial statement values.

Outlook

On the basis of the 2020-2022 Business Plan guidelines approved by the parent company and with the
aim of further improving profitability and facing new challenges in the various markets, Banca Profilo
and its subsidiaries will continue their process of consolidating their core business, maintaining a priority
on satisfying new customer needs. In particular, the Private Banking component will be strengthened in
terms of staff, customer segmentation and range of services and products offered by confirming the
focus on alternative products in the industrial, real estate and financial sectors, aimed at offering returns
and decorrelation from listed markets. In relation to investment banking, it is expected that there will be
a further development in the range of services in the area of equity investment, in lending activities and
in niche security intermediation. The consolidation of the current business is anticipated in the Finance
segment, maintaining a balance between the different components of revenues, both in terms of
business and asset class as well as through the reactivation of the development of intermediation. In
addition to the enhancement of the Group's activities abroad, the development of the digital channel
aimed at the growth of the customer base will continue through the development of partnerships,
investment solutions offered to customers, corporate services and the third-party products market
place.

On the operational front, further investments are planned for the automation of business and
operational processes, including advanced robotics software, arfificial inteligence and the use of cloud
computing, while paying due attention to cost items in order to achieve a cost income capable of
ensuring adequate profitability.

The Group will develop two further strategic pillars in order to align ifself with the highest international
standards and corporate best practices in terms of human capital, through a strengthening of
corporafe welfare and civil liability through the implementation of ESG (Environment Social
Governance) policies aimed at optimising both ifs direct contribution in ferms of environmental impact
and through the activation of products with ESG aspects aimed at its customers.

On the basis of the information available to date, it should be noted that the timing of implementation
of the aforementioned actions and their effects could be affected by the spread of the Coronavirus
and the consequent restrictive measures necessary to contain it.
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Consolidated Balance Sheet

(Amounts in €/thousand)

Assets 31/12/2019 31/12/2018
10. Cash and cash equivalents 41,548 39,523
20. Financial assets measured at fair value through profit and loss 532,391 507,974

a) financial assets held for frading 532,348 507,931

b) financial assets designated at fair value - -

c) other financial assets mandatorily measured at fair value 43 43

30. Financial assets measured at fair value through other comprehensive income 311,714 440,547

40. Financial assets measured at amortised cost 1,127,001 1,173,361

a) loans and advances to banks 274,673 380,304

b) loans and advances to customers 852,328 793,057

50. Hedging derivatives 1,271 2,985

90. Property, plant and equipment 54,509 50,874

100. Intangible assets 8,883 10,001
of which:

- goodwill 5,645 6,028

110. Tax assets 8,225 14,250

a) current 1,499 2,023

b) deferred 6,726 12,227

130. Other assets 22,395 16,154
Total Assets 2,107,937 2,255,668
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Liabilities and Shareholders' equity 31/12/2019 31/12/2018
10. Financial liabilities measured at amortised cost 1,717,292 1,857,235
a) deposits from banks 447,232 482,196

b) deposits from customers 1,270,060 1,375,039

c) debt securities issued - -

20. Financial liabilities held for trading 129,405 164,404
40. Hedging derivatives 38,925 29,259
60. Tax liabilities 2,332 2,232
a) current 448 115

b) deferred 1,884 2,117

80. Other liabilities 26,762 25,893
90. Employee severance indemnity 1,717 1,701
100. Provisions for risks and charges 5,443 3,624
a) commitments and guarantees issued 7 19

b) pension and similar obligations 4,518 3,237

c) other provisions for risks and charges 218 368

120. Valuation reserves (2,559) (9,538)
150. Reserves 25,991 25,723
160. Share premium 82 82
170. Share capital 136,994 136,994
180. Treasury shares (-) (3,603) (3,357)
190. Non-conftrolling interests (+/-) 20,785 19,781
200. Profit (Loss) for the year (+/-) 8,371 1,635
Total Liabilities and Shareholders' Equity 2,107,937 2,255,668
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Consolidated Income Statement

(Amounts in €/thousand)

ltems 2019 2018
10. Interest income and similar revenues 23,623 21,872
of which: interest income calculated using the effective interest rate method 17,681 14,793
20. Interest expenses and similar charges (3,30¢) (4,020)
30. Net interest income 20,317 17,852
40. Fee and commission income 36,438 31,667
50. Fee and commission expenses (4,099) (3,602)
60. Net fee and commission income 32,339 28,065
70. Dividends and similar income 20,299 14,157
80. Net profit (loss) from trading (10,241) (15,644)
90. Net profit (loss) from hedging (468) (311)
100. Income (loss) from disposal or repurchase of: 7,252 92,018
a) financial assets measured at amortised cost 495 -
b) financial assets measured at fair value through other comprehensive income 6,757 9,018

110. Net profit (loss) from other financial assets and liabilities measured at fair value
through profit and loss - (18)
b) other financial assets mandatorily measured at fair value - (18)
120. Net interest and other banking income 69,498 53,119
130. Net value adjustments/reversals for credit risk relating to: 435 (263)
a) financial assets measured at amortised cost 422 90
b) financial assets measured at fair value through other comprehensive income 13 (353)
150. Net result from financial activities 69,933 52,856
180. Net result from financial and insurance activities 69,933 52,856
190. Administrative expenses: (59.250) (53,952)
a) personnel expenses (34,717) (29,580)
b) other administrative expenses (24,533) (24,372)
200. Net provisions for risks and charges (538) 135
a) commitments and guarantees issued 12 91
b) other net provisions (550) 44
210. Net value adjustments/reversals on property, plant and equipment (1,930) (964)
220. Net value adjustments/reversals on infangible assets (1,359) (1,191)
230. Other operating income/expenses 5,209 4,738
240. Operating expenses (57,868) (51,234)
270. Value adjustments to goodwill (497) -
290. Profit (loss) before tax from continuing operations 11,568 1,622
300. Tax on income for the year for continuing operations (2,840) (366)
310. Profit (loss) after tax from continuing operations 8,728 1,256
330. Profit (loss) for the year 8,728 1,256
340. Profit (loss) for the year attributable to non-controlling interests (357) 379
350. Parent company's profit (loss) for the year 8,371 1,635
Basic earnings per share 0.013 0.002
Diluted earnings per share 0.013 0.002
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Consolidated Statement of Comprehensive Income

(Amounts in €/thousand)

Condensed statement

ltems 2019 2018
10. Profit (loss) for the year 8,728 1,256
Other comprehensive income after tax without reversal to Income Statement (273) 1,147
20. Equity securities measured at fair value through other comprehensive income 618 (29)
70. Defined benefit plans (891) 1,176
Other comprehensive income after tax with reversal to Income Statement 7,296 (12,561)

110. Exchange differences 47

140. Financial assets (other than equity securities) measured at fair value through

other comprehensive income 7.249 (12,561)
170. Total other comprehensive income after tax 7,023 (11,414)
180. Comprehensive income (ltem 10 + 170) 15,750 (10,158)
190. Consolidated comprehensive income attributable to non-controlling interests 386 (459)
200. Consolidated comprehensive income attributable to the Parent Company 15,364 (9.699)
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Consolidated Cash Flow Statement (indirect method)

(Amounts in €/thousand)

2019 2018 *
A. OPERATING ACTIVITIES
1. Cash flows from operations 41,334 10,059
- profit (loss) for the year (+/-) 8,727 1,256
- net result of the merged companies (+/-) - -
- capital gains/losses on financial assets held for frading and other financial assets/liabilities
at fair value through profit and loss (-/+) 77 3866
- capital gains/losses on hedging operations (-/+) 11,639 (612)
- net value adjustments/reversals for credit risk (+/-) (435) 263
- net value adjustments/reversals on property, plant and equipment and intangible assets (+/-) 3,289 2,155
- net provisions for risks and charges and other costs/revenues (+/-) 6,438 2,765
- oufstanding taxes, duties and tax credit (+/-) 2,840 366
- net value adjustments/reversals on discontinued operations net of tax effect (+/-) - -
- other adjustments (+/-) 41 -
2. Cash flows from (used in) financial assets 138,940 (565,976)
- financial assets held for trading (33,210) (50,025)
- financial assets designated at fair value - -
- other financial assets mandatorily measured at fair value - -
- financial assets measured at fair value through other comprehensive income 135,812 101,816
- financial assets measured at amortised cost 46,794 (620,385)
- other assets (10,455) 2,619
3. Cash flows from (used in) financial liabilities (177,096) 571,546
- financial liabilities measured at amortised cost (145,882) 530,783
- financial liabilities held for trading (34,999) 48,090
- financial liabilities designated at fair value - -
- other liabilities 3,785 (7,327)
Cash flows from (used in) operating activities 3,179 15,629
B. INVESTMENT ACTIVITIES
1. Cash flows from 774 -
- sales of equity investments - -
- collected dividends on equity investments - -
- sales of property, plant and equipment 774 -
- sales of infangible assets - -
- sales of business units - -
2. Cash flows used in (368) (6.236)
- purchases of equity investments - -
- purchases of property, plant and equipment (127) (603)
- purchases of infangible assets (241) (4,448)
- purchases of business units - (1,185)
Cash flows from (used in) investment activities 406 (6,236)
C. FUNDING ACTIVITIES (1.559) (2,520)
- issue/purchase of treasury shares (839) 365
- issue/purchase of equity instruments - -
- dividend distribution and other purposes (720) (2,885)
Net cash flows from (used in) funding activities (1,559) (2,520)
NET CASH FLOWS GENERATED (USED IN) IN THE YEAR 2,025 6,874

*The figures as at 31 December 2018 have been restated as reported in Part A - Accounting policies
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RECONCILIATION 31/12/2019 31/12/2018 *
Cash and cash equivalents at the beginning of the year** 39,523 32,649
Net cash flows generated (used in) in the year 2,025 6,874
Cash and cash equivalents at the end of the year** 41,548 39,523

*The figures as at 31 December 2018 have been restated as reported in Part A - Accounting policies
**The item "Cash and cash equivalents" corresponds to item 10 of Assets in the Balance Sheet
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PART A — Accounting policies

A.1- GENERAL CRITERIA

Section 1 - Statement of compliance
with international accounting standards

The consolidated financial statements of the
Banca Profilo Group have been prepared in ac-
cordance with IAS/IFRS accounting standards!
issued by the International Accounting Standards
Board (IASB) and the relative interpretations of
the International Financial Reporting Committee
(IFRIC), approved by the European Commission
and in force as at 31 December 2019, imple-
mented in our system by Legislative Decree no.
38 of 28 February 2005, which exercised the op-
fion provided for by Regulation (EC) no.
1606/2002 on international accounting stan-
dards. The financial statements have also been
prepared in accordance with the provisions of
the Bank of Italy in circular no. 262 of 22 Decem-
ber 2005 and subsequent updates?2.

Section 2 - General preparation
principles

The consolidated financial statements consist of
the balance sheet, income statement, statement
of comprehensive income, statement of
changes in equity, cash flow statement and the
Notes to the Consolidated Financial Statements,
and is accompanied by the directors' report on
operations, financial results achieved, and the
consolidated financial situation.

With reference to the Cash Flow Statement, it
should be noted that as at 31 December 2019 it
was prepared using the "indirect" method and,
for the purpose of comparison on a consistent
basis, the comparative format as at 31 Decem-
ber 2018, prepared using the "direct" method,
has been restated. For both years, the cash flows
from/used in financial liabilities, which represents
cash flows deriving from financing/funding activi-
ties in accordance with IAS 7 para. 44A, is classi-
fied, as required by Bank of Italy Circular no.

! These standards, as well as the related interpretations, are
applied according to the occurrence of events regulated
by them from the date of their mandatory application,
unless otherwise specified.

2 In particular, reference is made to the é6th update of 30
November 2018.

262/2005, within cash flows from operating activi-
ties.

In compliance with the provisions of Art. 5(2) of
Legislative Decree no. 38 of 28 February 2005, the
consolidated financial statements have been
prepared using the euro as the accounting cur-
rency. In particular, in line with the instructions is-
sued by the Bank of Italy, all the figures shown in
the financial statfements and in the Nofes to the
Consolidated Financial Statements are expressed
in thousands of euros.

In order to take account of the changes that
have occurred in the provisions of the Italian Civil
Code regarding financial statements following
the entry info force of the reform of company
low (Legislative Decree no. 6 of 17 January 2003
and delegated measures under Law no. 366 of 3
October 2001), the information in the Notes to
the Consolidated Financial Statements, unless
otherwise provided for by the special regulations
of the Bank of Italy, has been suitably and consis-
tently supplemented.

The Consolidated Report on Operations and the
Notes to the Consolidated Financial Statements
provide the information required by international
accounting standards, the law, the Bank of Italy
and the National Commission for Companies
and the Stock Exchange (Commissione Nazion-
ale per le Societd e la Borsa - Consob), as well as
other information that is not mandatory but con-
sidered equally necessary for a correct and tfruth-
ful representation of the Group's assets and liabili-
ties, financial position and results of operations.

With particular reference to the financial state-
ments and the Notes to the Consolidated Finan-
cial Statements, pursuant to Art. 9 of Legislative
Decree no. 38 of 28 February 2005, the Bank has
applied the provisions of Bank of Italy Circular no.
262 of 22 December 2005 and subsequent up-
dates, integrating information where required by
international accounting standards or deemed
appropriate in terms of materiality or signifi-
cance.

The assessment criteria are adopted with a view
to going concern and comply with the principles
of accrual accounting, relevance and material-
ity of information and priority of economic sub-
stance over juridical form.
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In accordance with the provisions of the joint
Bank of Italy/Consob/Isvap Document no. 2 of 6
February 2009 concerning disclosure on a going
concern basis and in compliance with the re-
quirements of IAS 1 revised for the same subject,
the Directors did not identify any uncertainties
that could give rise to doubts about the com-
pany's ability to confinue as a going concern in
the foreseeable future and consequently pre-
pared these consolidated financial statements
on a going concern basis.

With respect fo the criteria used in the consoli-
dated financial statements as at 31 December
2018, we note the enfry into force, as from 1
January 2019, of IFRS 16, for which the following
paragraph explains the main new elements and
impacts for the Group, as well as the amend-
ment to IAS 39 published on 26 September 2019
and subject to early adoption by the Group.

IFRS 16 - Leases

On 13 January 2016, the IASB published the stan-
dard "IFRS 16 - Leases" replacing IAS 17 - Leases,
as well as the interpretations IFRIC 4 Deftermining
whether an Arrangement contains a Lease, SIC-
15 Operatfing Leases—Incentives and SIC-27
Evaluating the Substance of Transactions Involv-
ing the Legal Form of a Lease. On 31 October
2017, the European Parliament approved the
standard, applicable for reporting periods after 1
January 2019. This Standard amends the scope
of accounting standards and interpretations on
leases and, in particular, 1AS 17.

IFRS16 in fact, while confirming the current dis-
finction between the two types of leases (operat-
ing and finance) with reference to the account-
ing model to be applied by the lessor, infroduces
significant changes fo the lessee's financial
statements. For the lafter, the new standard re-
quires that, for each type of lease contract (op-
erating and finance), an asset representing the
right of use of the leased asset must be recog-
nised in the financial statements and, at the
same time, the liability for future lease payments
must be recognised as a liability. The Standard
therefore establishes a single model for the rec-
ognition and evaluation of lease contracts for
the lessee, which provides for the recognition of
the leased asset, including operating assets, as
assets with a counter-entry to a financial liability.

At the time of initial recognition, this asset is then
valued on the basis of the cash flows associated
with the lease contract, while after initial recogni-
fion it will be valued in accordance with the pro-
visions for property, plant and equipment and
infangible assets in the standards applicable to
them (IAS38, IAS16 or IAS40).

In this context, the Group has launched an inter-
nal project to ensure full compliance with the
new accounting standard, particularly with re-
gard to the calculation and accounting for the
right of use and the associated lease liability,
which represent the main discontinuity with re-
spect to the accounting model envisaged by
IAS17. At the end of 2018, preparatory work on
the definition and development of the rules and
standards to ensure the correct determination of
the right of use and lease liabilities linked to con-
fracts falling within the scope of application of
the new standard was substantially finalised. As
regards the subsequent measurement and de-
termination of the related effects on the income
statement of these balance sheet items, in early
2019, the appropriate refinements with the CSE
service cenfre were completed in order to pro-
ceed with the correct implementation of the
new requirements infroduced by IFRS 16.

The Group has decided, for the purposes of First-
Time Adoption (FTA) of the standard, to apply
the so-called modified full retrospective ap-
proach, which provides that the value of the
right of use is assumed to be equal to the lease
liability at the date of first adoption of the stan-
dard. In particular, the Group has accounted for,
in relation to lease contracts previously classified
as operafing:

a) A financial liability, equal to the present
value of future payments remaining at the
fransition date, discounted using the In-
cremental Borrowing Rate applicable at
the fransition date for each contract;

b) A right of use equal to the value of the fi-
nancial liability referred to in the previous
poinf, net of any accrued income and
prepaid expenses or deferred income re-
lating fo the lease and recognised in the
balance sheet as at 31 December 2018.

The impact on the balance sheet balances re-
sulting from this standard, in ferms of the recogni-
fion of rights of use and related lease liabilities, is
illustrated later in this section.

Given the perfect overlap between the financial
liabilities and the rights of use as at 1 January
2019, previously not recorded in the accounts of
the Group companies, no disconfinuity effects
were found with respect to the balance sheet as
at 31 December 2018, which would require the
recognition of an effect deriving from the appli-
cation of the standard in shareholders' equity as
at 1 January 2019.

The Group has also decided, in accordance with
the rules and simplifications provided for by the
standard, not to apply the rules of IFRS16 to the
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lease of intangible assets, to short-term leases of
less than 12 months and to the lease of assets
with a modest unit value (so-called low value, set
at € 5 thousand).

For the purposes of estimating the debt for lease
confracts outstanding at 1 January 2019 and the
associated 'right of use", the Group has dis-
counted future lease payments at an appropri-
ate interest rate. It should be noted that in this
context the future lease payments fo be dis-
counfed have been determined in light of the
provisions of the lease confract and calculated
net of the VAT component by virtue of the fact
that the obligation to pay this tax will arise at the
fime the lessor issues the invoice and not on the
effective date of the lease confract itself. These
flows are therefore discounted at a rate equal to
the interest rate implicit in the lease or, if the lat-
ter is not available, at the incremental borrowing
rate. The latter is determined on the basis of the
cost of funding for liabilities of duration and
guarantees similar to those implicit in the lease
contract.

For the purposes of determining the duratfion of
the lease, the non-cancellable period sef out in
the confract during which the lessee has the
right fo use the underlying asset shall be consid-
ered, taking info account any renewal opfions
where the lessee has reasonable certainty of re-
newal. In particular, with reference to contracts
that provide for the lessee's right to facitly renew
the lease at the end of an initial period, the dura-
fion of the lease is determined considering ele-
ments such as the duration of the initial period,
the existence of any business plans for the dis-

posal of the leased assets and any other circum-
stance indicative of the existence of reasonable
certainty of renewal.

Finally, it should be noted that, by applying the
modified refrospective approach, as required by
section C7 of the Standard, the Group is not re-
quired fo represent comparatives, but to recog-
nise the cumulative effect of the initial applica-
fion of the Standard as an adjustment to bal-
ance sheet balances at the date of initial appli-
cation.

With reference to the accounting shareholders'
equity, in relatfion to the fact that the Group has
adopted the modified full retrospective ap-
proach, for which at the date of first-time adop-
fion the book value of the right of use is assumed
to be equal to that of the financial liability for the
lease, no impact on the accounting sharehold-
ers' equity has been recorded.

With reference to the structure of the balance
sheet assets and liabilities, it should be noted that
the first-fime adoption of the standard has led to
an increase in property, plant and equipment in
relation to the rights of use of property, cars and
other capital goods that the Group has recog-
nised, as well as an increase in financial liabilities
measured at amortised cost in relation to the so-
called "lease liabilities" arising from outstanding
confracts on 1 January 2019 and falling within
the scope of IFRS 16.

In relation to the impact of this standard on risk-
weighted assets (RWA) following the recognition
of rights of use, a slight decrease in the Group's
CET 1 Ratio by 16 bps was determined.
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Reconciliation schedule - First-time adoption of IFRS 16

The following table shows the reconciliation between the Group's balance sheet balances as at 31
December 2018 (where IAS 17 was applied) and the balance sheet balances as at 1 January 2019

following the first-time adoption of IFRS 16.

ﬁ:;f;:{esr; €/thousand) LA IFRSi;\:ZTg oT/or/2019
10 Cash and cash equivalents 39,523 39,523
20 Financial assets measured at fair value through profit and loss 507,974 507,974
30 Financial assets measured at fair value through other
comprehensive income 440,547 440,547
40 Financial assets measured at amortised cost 1,173,361 1,173,361
50 Hedging derivatives 2,985 2,985
60 Change in value of macro-hedged financial assets (+/-) - -
70 Equity investments - -
80 Reinsurance technical reserves - =
90 Property, plant and equipment 50,874 6,154 57,028
100 Intangible assets 10,001 10,001
110 Tax assets 14,250 14,250
120 Non-current assets and disposal groups held for sale - -
130 Other assets 16,154 -60 16,094
Total Assets 2,255,669 6,094 2,261,763
i et anzzme O ovor/zons
10 Financial liabilities measured at amortised cost 1,857,235 6,094 1,863,329
20 Financial liabilities held for trading 164,404 164,404
30 Financial liabilities measured at fair value - -
40 Hedging derivatives 29,259 29,259
50 Value adjustments to financial liabilities subject to macro hedge (+/-) - -
60 Tax liabilities 2,233 2,233
70 Liabilities associated with assets held for sale - -
80 Other liabilities 25,893 25,893
90 Employee severance indemnity 1,701 1,701
100 Provisions for risks and charges 3,624 3,624
Total liabilities 2,084,349 6,094 2,090,443
120 Valuation reserves -9.538 -9.538
150 Reserves 25,723 25,723
160 Share premium 82 82
170 Share capital 136,994 136,994
180 Treasury shares (-) -3,357 -3,357
190 Non-confrolling interests 19,781 19,781
200 Profit for the year 1,635 1,635
Total shareholders' equity 171,320 - 171,320
Total liabilities 2,255,669 6,094 2,261,763

The increase in item 90. Property, plant and
equipment is derived from the recognition of
rights of use relating to:

e Property for € 5,475 thousand

e Cars for € 343 thousand

e Other capital goods for € 336 thousand

As no significant improvements to third party as-
sets were recorded by the Group companies in
the past, no appreciable effects were found on
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other assets, which historically included such im-
provements.

For the sake of completeness, it should be noted
that, prior to the application of IFRS 16, no prop-
erty, plant and equipment deriving from finance
leases recognised in accordance with |AS 17
were present in the Group's consolidated finan-
cial statements.

Disclosure _on the incremental borrowing rate
used

The weighted average of the incremental bor-
rowing rate used to measure the lease liability at
the date of first-fime adoptionis 1.113%.

Amendments to IFRS 9, IAS 39 and IFRS 7: Interest
Rate Benchmark Reform

On 26 September 2019, the IASB adopted an
amendment, endorsed on 16 January 2020, to
IFRS 9 - Financial Instruments and IAS 39 - Finan-
cial Instruments: Recognition and Measurement,
as well as IFRS 7 - Financial Instruments: Disclo-
sures. More specifically, the amendment modifies
some of the requirements for the applicatfion of
hedge accounting, providing for temporary
derogations, in order to mitigate the impact of
the uncertainty of the IBOR reform (sfill in pro-
gress) on future cash flows in the period prior to
its completion. The amendment also requires
companies to provide additional information in
their financial statements on their hedging rela-
fionships which are directly affected by the un-
certainfies generated by the reform and to
which the above derogations apply.

The amendments shall enter into force on 1
January 2020, but companies are free to opt for
early adoption of the amendment. The changes
are significant for the Group considering that it
applies hedge accounting to ifs exposures to
changes in benchmark interest rates. The Group
chose to apply the amendments to IAS 39 in ad-
vance for the financial statements as at 31 De-
cember 2019.

With reference to the Group's existing hedging
strategies, the Group holds investments in fixed-
rate or inflation-linked debt securities, denomi-
nated in euros/pounds sterling/dollars: a) under

the "held to collect and sell" business model,
measured at fair value with changes in fair value
recognised under "other comprehensive in-
come”; b) under the "held to collect" business
model, measured at amortised cost.

The inferest rate and inflation risk of debt securi-
fies is hedged using "Euribor", "USD LIBOR" and
"GBP LIBOR" interest rate swaps (IRS) and, as
mentioned above, the amendment allows hedg-
ing fo continue even if the hedged benchmark
interest rate, Euribor/USD LIBOR/GBP LIBOR, can
no longer be separately identifiable in the future.
The adoption of these amendments allows the
Group fo confinue hedge accounting during the
period of uncertainty due to the interest rate re-
form.

Financial risks

The Group is exposed to the following bench-
mark interest rates within hedge accounting relo-
fionships subject to the interest rate reform: GBP
Libor, USD Libor, EURIBOR (together "IBORs"). The
following are hedged: fixed-rate or inflation-
linked debt instruments issued in euros, pounds
sterling or US dollars.

The Group is closely monitoring the market and
the results obtained by the various working
groups in the sector that are managing the tran-
sifion fo the new reference rates.

In response, the Group has defined an IBOR tran-
sifion programme to understand which business
areas are exposed to IBOR and to prepare and
deliver an action plan that will allow a smooth
fransition to alternative interest rates. For the
Group's derivatives, ISDA (Intfernational Swaps
and Derivatives Associatfions) fallback clauses
were made available at the end of 2019; the
Group will begin discussions with banks with the
aim of adopting this language in the ISDA
agreements in 2020.

Below, in detail, are the hedging and hedged
instruments in the scope of the IAS39 amend-
ments following the reform on benchmark inter-
est rates, broken down by type of hedge. The
maturities of the hedged instruments correspond
to those of the related hedging instruments.
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W@ Type of instrument Portfolio Maturity Nominal G Hedged item
hedge y
2023 12,000,000 EUR
2024 25,500,000 EUR
Pay fixed or mflqhon—llnked 2025 5,000,000 EUR Fixed-rate or inflation-linked
swap rate, receive 3M o .
EURIBOR rate 2026 18,000,000 EUR debt securities, held in the HTC
HTC portfolio with the same maturity
2028 25,000,000 EUR and nominal value as the
2041 3,000,000 EUR hedging swaps
Pay fixed swap rate, receive 2024 2,500,000 USD
USD 3M LIBOR rate 2027 3,000,000 USD
2021 1,622,000 EUR
2022 1,622,000 EUR
2023 1,622,000 EUR
2024 14,622,000 EUR
2025 10,122,000 EUR
2026 1,622,000 EUR
2027 6,622,000 EUR
2028 15,622,000 EUR
2029 1,622,000 EUR
. 2030 21,622,000 EUR
Fair value
hedge 2031 1,622,000 EUR
Pay fixed or inflation-linked 2032 1,622,000 EUR
Eﬁggéﬁ%;gcewe M 2033 690,000 EUR Fixed-rate or inflation-linked
2034 690,000 EUR debt securities, held in the
HTC&S HTCA&S portfolio with the same
2085 690.000 EUR maturity and nominal value as
2036 690,000 EUR the hedging swaps
2037 690,000 EUR
2038 690,000 EUR
2039 690,000 EUR
2040 690,000 EUR
2041 690,000 EUR
2046 3,000,000 EUR
2047 2,500,000 EUR
2049 10,000,000 EUR
2066 2,500,000 EUR

Pay fixed swap rate, receive
GBP 3M LIBOR rate

Pay fixed swap rate, receive 2027 2,000,000 USD
USD 3M LIBOR rate 2028 7,000,000 USD

2024 5,000,000 GBP
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The Group will continue to apply the amend-
ments relating to IAS39 until the uncertainties aris-
ing from the reform of the benchmark interest
rates to which the Group is exposed, with spe-
cific reference to maturities and the amount of
the underlying cash flow, are resolved. The
Group expects that the uncertainty will remain
until the Group's contracts, indexed to IBOR, are
modified to specify the date after which the
benchmark interest rate will be replaced and the
cash flows linked to the new rate and the related
spread adjustment. In part this will depend on
the introduction of fallback clauses that have not
yet been added to Group contracts and on ne-
gotiations with creditors and bond holders.

IAS/IFRS accounting standards and SIC/IFRS in-
terpretations entered into force as at 1 January
2019

The following entered info force on 1 January
2019:

¢ Amendment to IFRS 9 "Prepayment Fea-
tures with Negative Compensation” (issued
on 12 October 2017). This document speci-
fies that instruments providing for early re-
payment could comply with the Solely
Payments of Principal and Interest ("SPPI")
test even if the 'reasonable additional
compensation” to be paid in the event of
early repayment is a "negative compensa-
fion" for the lender.

e 'Uncertainty over Income Tax Treatments
(IFRIC Interpretation 23)" interpretation (is-
sued on 7 June 2017). The interpretation
addresses the uncertaintfies surrounding
the tax treatment to be adopted in the
area of income taxes. In particular, the In-
terpretation requires an entity to analyse
uncertain tax freatments (individually or as
a whole, depending on the characteris-
tics) assuming that the tax authority exam-
ines the tax position in question, having full
knowledge of all relevant information. If
the entity considers it unlikely that the tax
authority will accept the tax tfreatment fol-
lowed, the entity shall reflect the effect of
the uncertainty in measuring its current
and deferred income taxes. In addition,
the document does not contain any new
disclosure requirements but stresses that
the entity shall determine whether it will be
necessary to provide information about
management's considerations regarding
the uncertainty inherent in accounting for
taxes in accordance with IAS 1.

e "Annual Improvements to IFRSs 2015-2017
Cycle" document (issued on 12 December
2017) which incorporates the amend-
ments to certain standards as part of the
annual improvement process. The main

amendments concern IFRS 3 Business
Combinations and IFRS 11 Joint Arrange-
ments, IAS 12 Income Taxes and IAS 23 Bor-
rowing costs.

¢ "Plant Amendment, Curtailment or Settle-
ment (Amendments to IAS 19)" document
(issued on 7 February 2018). The document
clarifies how an entity should recognise an
amendment (e.g. a curtailment or seftle-
ment) to a defined benefit plan. The
amendments require the entity to update
its assumptions and remeasure the net li-
ability or net asset arising from the plan.
The amendments clarify that after the oc-
currence of such an event, an entity uses
updated assumptions to measure current
service cost and interest for the remainder
of the reporting period following the
event.

e 'Long-term Interests in Associates and
Joint Ventures (Amendments to IAS 28)"
document (issued on 12 October 2017).
This document clarifies the need to apply
IFRS 9, including impairment requirements,
fo other long-term interests in associates
and joint ventures for which the equity
method is not applied.

Given the Group's operations, the enfry into
force of the above documents has not had a
significant effect.

As required by IAS 8 - Accounting Policies,
Changes in Accounting Estimates and Errors, the
new standards and interpretations already issued
but not yet mandatory and not yet adopted in
advance by the Group as at 31 December 2019
are indicated below.
¢ "Definition of Material (Amendments to IAS
1 and IAS 8)" document (issued on 31 Oc-
fober 2018). The document infroduced an
amendment to the definition of "material”
contained in IAS 1 - Presentation of Finan-
cial Statements and IAS 8 - Accounting
Policies, Changes in Accounting Estimates
and Errors. The purpose of this amendment
is fo make the definition of "material" more
specific and to infroduce the concept of
"obscured information" alongside the con-
cepts of omitted or incorrect information
already present in the two standards be-
ing amended. The amendment clarifies
that information is "obscured" if it has been
described in such a way as to produce for
the primary readers of financial statements
an effect similar to that which would have
occurred if the information had been
omitted or incorrect.
The amendments infroduced were ap-
proved on 29 November 2019 and apply
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to all transactions after 1 January 2020.
The Directors do not expect a significant
effect on the Group's consolidated finan-
cial statements from the adoption of this
amendment.

Amendment fo the "References to the
Conceptual Framework in IFRS Standards"
(issued on 29 March 2018). The amend-
ment is effective for periods beginning on
or after 1 January 2020, but early adoption
is permitted.

The Conceptual Framework defines the
fundamental concepts for financial report-
ing and guides the Board in the develop-
ment of IFRS standards. The document
helps to ensure that the Standards are
conceptually consistent and that similar
fransactions are freated in the same way
so as to provide useful information to in-
vestors, lenders and other creditors.

The Conceptual Framework supports
companies in developing accounfing
standards when no IFRS standard is appli-
cable fo a parficular transaction and,
more generally, helps stakeholders to un-
derstand and interpret the Standards. The
Directors do not expect a significant effect
on the Group's consolidated financial
statements from the adoptfion of this
amendment.

It should also be noted that at the date of these
consolidated financial statements, the compe-
tent bodies of the European Union had not yet
completed the endorsement process necessary
for the adoption of the amendments and stan-
dards described below.

IFRS 17 - Insurance Contracts (issued on 18
May 2017 by the IASB) which is infended to
replace IFRS 4 - Insurance Confracts. The
objective of the new standard is to ensure
that an entity provides relevant informa-
tion that faithfully represents the rights and
obligations arising from insurance con-
fracts issued. The IASB developed the
standard fo eliminate inconsistencies and
weaknesses in existing accounting policies,
providing a single principle-based frame-
work to take account of all types of insur-
ance contracts, including reinsurance
contracts that an insurer holds. The new
standard also includes presentation and
disclosure requirements to improve com-
parability between entities in this segment.
The Directors do not expect the adoption
of this standard to have any impact on the
Group's consolidated financial statements.
"Definition of a Business (Amendments to
IFRS 3)" document (issued on 22 October
2018). The document provides a number

of clarifications on the definition of busi-
ness for the correct application of IFRS 3. In
particular, the amendment clarifies that
while a business usually produces an out-
put, the presence of an output is not
strictly necessary to identify a business in
the presence of an integrated set of ac-
fivities/processes and assets. However, to
meet the business definition, an integrated
set of activities/processes and assets must
include, as a minimum, a substantial input
and process that together contribute sig-
nificantly to the ability to create output. To
this end, the IASB has replaced the term
"ability to create output" with "ability fo
contribute to the creation of output" to
make it clear that a business can exist
even without the presence of all the nec-
essary inputs and processes to create an
output. The amendment also infroduced a
test ("concentration test"), optional for the
entity, to determine whether a set of ac-
fivities/processes and assets purchased is
not a business. If the test provides a posi-
five result, the set of activities/processes
and assets purchased does not constitute
a business and the standard does noft re-
quire further testing. In the event that the
test provides a negative result, the entity
shall perform further analysis of the activi-
fies/processes and assefs purchased fo
identify the presence of a business. The
amendments apply to all business combi-
nafions and acquisitions of activities after 1
January 2020, but early adoption is permit-
ted. The Directors do not expect the
Group's consolidated financial statements
to be affected by the adoption of this
amendment.

Amendment to IFRS 10 and IAS 28 Sales or
Contribution of Assets between an Investor
and its Associate or Joint Venture (issued
on 11 September 2014). The document
was published in order to resolve the cur-
rent conflict between IAS 28 and IFRS 10
concerning the measurement of profit or
loss resulting from the sale or confribution
of a non-monetary asset to a joint venture
or associate in exchange for a share in the
lafter's capital. The IASB has currently sus-
pended the application of this amend-
ment. The IASB has currently suspended
the application of this amendment. The Di-
rectors are currently assessing the possible
effects of the infroduction of these
amendments on the Group's consolidated
financial statements.
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Section 3 - Scope and methods of e ability to exercise its power to influence
consolidation the amount of its returns (link between
power and returns).

This section setfs out the criteria and standards
used to prepare the consolidated financial
statements as at 31 December 2019.
The consolidated financial statements include
the balance sheet and income statement results
of Banca Profilo and its direct and indirect sub-
sidiaries, in accordance with IFRS 10, which re-
quires confrol for the consolidation of all types of
entities. This requirement is fulfiled when the Par-
ent Company meets all the following require-
ments:
e power to decide on the entity's signifi-
cant activities;
e exposure to variable returns arising from
the relationship with the entity;

The requirement of control therefore implies that
the Parent Company must have the ability to di-
rect the controlled enfity, by virtue of a legal
right or a mere de facto situation, and also be
exposed to the variability of results deriving from
this power. Consequently, the determination of
the scope of consolidation requires consideratfion
of all factors and circumstances that provide the
investor with the practical ability to unilaterally
conduct the entfity's significant activities (de
facto conftrol). There have been no changes in
the scope and in the method of consolidation
since 31 December 2018.

1. Equity investments in wholly-owned subsidiaries

The following table shows the equity investments included in the scope of consolidation (all
consolidated on a line-by-line basis):

Shareholding relationship

Registered Type of - Voting rights
Eopsaviiens office relationship (1) Investing % )
company
1. Profilo Real Estate S.r.l. Milan 1 Banca Profilo S.p.A. 100% 100%
2. Banque Profil de Géstion S.A. Geneva 1 Banca Profilo S.p.A. 60.41% 60.84%
3. Arepo Fiduciaria S.r.l. Milan 1 Banca Profilo S.p.A. 100% 100%
g.ADynomlc Asset Management Luxembourg 1 Einque Profil de Géstion 65% 65%
Key
(1) Type of relationship
1 = majority of voting rights at ordinary shareholders' meetings
(2) Votes available in the ordinary shareholders' meeting, distinguishing between actual and potential
2. Significant assessments and assumptions Banca Profilo and its subsidiaries, adjusted if nec-
for determining the scope of consolidation essary to align them to the reference accounting
standards. Assets and liabilities, off-balance sheet
Preparation criteria and scope of consolidation fransactions, income and expenses, and §|gn'|f|-
The consolidated financial statements include cant profifs and losses between companies in-
the balance sheet and income statement results cluded in the scope of consolidation have been
of the parent company and its subsidiaries. The eliminated.
financial statements of subsidiaries are prepared ) o )
using the same accounting standards for each The operating results of a sold subsidiary are in-
Occounﬂng yeor-end as Those Of fheir pgrenf ClUded in fhe COI’]SO"dOfed iﬂcome SfGTemenf
company. Any Conso“dgﬁon Odjusfmenfs are Unﬁl the date Of SOle, |e the date on Wh|Ch the
made to make items that are affected by the parent company ceases to have control of the
application of different accounting standards subsidiary. The difference between the sale price
consistent. of the subsidiary and the book value of its assefs
minus its liabilities at the date of sale is recog-
The book value of equity investments in fully con- nised in the consolidated income stafement as a
solidated companies, held by the parent com- gain or loss on sale of the subsidiary. There were
pany, is offset against the assets and liabilities of no disposals of equity investments during the
the investee companies - with the corresponding year.

portion of shareholders' equity attrioutable to
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Non-controlling interests are presented in the company. Non-controlling interests are also pre-
consolidated balance sheet separately from the sented separately in the income statement.
liabilities and shareholders' equity of the parent

3. Equity investments in wholly-owned subsidiaries with significant non-controlling interests.

Interests are considered significant when the accounting data of the investee company is relevant to
the reader of the consolidated financial statements.

3.1 Non-controlling interests, availability of third-party votes and dividends distributed to third parties

Non-controllin Availability of Dividends

Company name . g third-party votes % distributed to third
interests % o

(1) parties

1. Banque Profil de Gestion. S.A. 39.59 39.16 -

(1) Votes available in the ordinary shareholders' meeting
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4. Significant restrictions

As at 31 December 2019, there were no legal or
substantive constraints or restrictions that could
hinder the rapid transfer of capital resources
within the Group. The only constraints are those
that are attributable to legislation, which may
require the maintenance of a minimum amount
of own funds, or to the provisions of the Italian
Civil Code on distributable profits and reserves.

It should also be noted that there are no protec-
five rights held by minority shareholders that
could limit the Group's ability fo access or trans-
fer assefs between Group companies or seftle
the Group's liabilities, also in relation to the fact
that there are no subsidiaries with significant non-
controlling interests, as explained in the previous
paragraph.

5. Other information

All subsidiaries prepare financial statements as at
31 December 2019.

Management and coordination activities

Banca Profilo and ifs subsidiaries are subject to
the management and coordination of the Par-
ent Company Arepo BP pursuant to Art. 2497 et
seq. of the Italian Civil Code.

Any relations between the Bank and other Group
companies with Arepo BP are indicafed in "Part H
- Transactions with related parties" to which ref-
erence should be made.

As at the date of preparation of these financial
statements, the figures for the financial state-
ments as at 31 December 2019 of Arepo BP
S.p.A. are not available, as required by Article
2497-ter of the ltalian Civil Code, as they have
not yet been approved. The figures relating o
the financial statements as at 31 December 2018
are therefore attached.

Section 4 - Significant events subse-
quent to the reporting period

On 12 March 2020, the Board of Directors of
Banca Profilo examined these draft consolidated
financial statements and authorised their publi-
cation.

Referring fo the Report on Operations for a gen-
eral discussion on developments after the end of
the financial year, it should be noted that after
31 December 2019 and up to the date of ap-
proval of this report, no facts or events have oc-
curred that would lead to an adjustment to the

results of the financial statements as at 31 De-
cember 2019.

On the other hand, it should be noted that, in
accordance with IAS 10, the declaration of the
international emergency due to the Coronavirus
epidemic, as such event and its consequences
occurred after the reporting date, does not re-
quire adjustments to be made to the financial
statements. In fact, on 30 January 2020 the World
Health Organization declared the Coronavirus
epidemic as an international public health
emergency. Given the absolute randomness of
the spread of the epidemic and the consequent
manoeuvres that will be put in place by Gov-
ernments to counter it, it is not possible fo ex-
clude significant effects on the Italian and infer-
national economy that could entail the need to
make a new estimate of the financial statement
values in light of the information that will become
available. For further details on the related ele-
ments of uncertainty, please refer to Section 5
"Other aspects" in Part A of the Notes to the Con-
solidated Financial Statements.

Section 5 - Other matters

The preparation of the consolidated financial
statements also requires the use of estimates and
assumptions that can have a significant impact
on the balance sheet and income statement
amounts, as well as on disclosure of contingent
assets and liabilities reported in the financial
statements. The preparation of these estimates
involves the use of available information and the
adoption of subjective evaluations, also based
on historical experience, used for the formulation
of reasonable assumpftions for the recognition of
operatfing events. By their nature, the estimates
and assumptions utilised may vary from one pe-
riod fo another and, therefore, it cannot be ruled
out that in subsequent periods the actual
amounts stated in the financial statements may
differ, even to a significant extent, as a result of
changes in subjective assessments made.

Among the main factors of uncertainty that
could affect the future scenarios in which the
Group will operate, there are the possible devel-
opments on the global and Italian economy di-
rectly or indirectly related to the Coronavirus
epidemic (COVID-19), whose impacts to date
cannot be estimated. It is believed that the in-
formation and sensitivity analyses provided with
reference to the main items of the financial
statements subject to estimate are capable of
reflecting the impacts related to the elements of
uncertainty assumed at the date of preparation
of this Financial Report.
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The main cases for which the use of subjective
assessments by management was necessary are
as follows:

e use of valuation models to measure the
fair value of financial instruments noft listed
in active markefs;

e the quantification of expected losses on
receivables, securities, guarantees issued
and commitments;

e the determination of the fair value of fi-
nancial instruments to be used for financial
statement reporting purposes;

e assessment of the fairness of the value of
goodwill and other intangible assets;

e the quantification of provisions for risks and
charges and the assessment of contingent
liabilities;

e the quantification of personnel funds;

e estimates and assumpftions on the recov-
erability of deferred tax assefs.

It should be noted that the adjustment of an es-
fimate may occur as a result of changes in the
circumstances on which it was based or as a re-
sult of new information or more experience.

The change in the estimate is applied prospec-
fively and therefore has an impact on the in-
come statement for the year in which the
change takes place and, if necessary, for future
years.

In this regard, it should be noted that 2019 was
not characterised by changes in the esfimate
criteria already applied for the preparation of
the Financial Statements as at 31 December
2018, except for the provisions of IFRS 9 with ref-
erence to the determination of the expected loss
on receivables, securities, guarantees issued and
commitments. It is also determined by informa-
fion of a prospective nature such as, in parficu-
lar, the development of the macroeconomic
scenarios used in the calculation of value ad-
justments. The development of these scenarios,
as well as their weighting, shall be periodically
assessed and updated if necessary. For further
details, please refer to the information reported
in Part E of these Notes to the Consolidated Fi-
nancial Statements.

The description of the accounting policies ap-
plied to the main aggregates of the financial
statements provides the information necessary to
identify the main assumptions and subjective as-
sessments used in the preparation of the financial
statements. For further detailed information re-
garding the composition and the relative book
value of the items affected by the estimates in
question, please refer to the specific sections of
the Notfes to the Consolidated Financial State-
ments.

Transparency requirements in reporting public
disbursements

In accordance with the provisions of the so-
called "Annual law for the market and competi-
fion" (Law no. 124/2017), which provides that as
from 2018, companies that receive grants, con-
fributions, remunerated assignments and in any
case economic advantages of any kind from
Public Administrations or parties connected to
the latter, are required to indicate these amounts
in the Notes to the Consolidated Financial
Statements, it should be noted that, also taking
info account the indications provided by the in-
depth document issued by Assonime on 14 Feb-
ruary 2018, Banca Profilo has received aid of € 95
thousand and this has been registered in the Na-
tional Aid Register (Registro Nazionale degli Aiuti -
RNA).

Disclosure in relation to high-risk financial instru-
ments

In line with the recommendations of the Financial
Stability Forum in its report issued on 7 April 2008
and with the Bank of Italy's request in its commu-
nicatfion no. 671618 of 18 June 2008 in relation fo
market disclosure, it is hereby declared that, as
at 31 December 2019, neither the Bank nor ifs
subsidiaries had no outstanding exposure in fi-
nancial insfruments considered to be high risk or
involving greater risk than previously commonly
believed, including Collateralised Debt Obliga-
fions (CDOs), Residential Mortgage-Backed Se-
curities (RMBS), Commercial Mortgage-Backed
Securities (CMBS), Special Purpose vehicles and
other leveraged finance instruments.

Option for tax consolidation

Banca Profilo and its subsidiaries Arepo Fiduciaria
Srl and Profilo Real Estate Srl have joined the so-
called "national tax consolidation" scheme pro-
vided for by artficles 117-129 of the T.U.L.R. (Ifalian
consolidated tax act), of which Arepo BP Spa is
the consolidating company as the parent com-
pany. With the exercise of the option, the total
net income or tax loss of each company partici-
pafing in the tax consolidation, together with
withholdings, deductions and tax credits, are
fransferred to the parent company, producing a
single taxable income or a single loss that can be
carried forward resulting from the algebraic sum
of its own income or losses and those of the par-
ticipating subsidiaries and, consequently, a single
tax debit/credit.

Auditing

These consolidated financial statements as at 31
December 2019 have been audited by Deloitte
& Touche S.p.A.
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A.2 - MAIN ITEMS OF
THE FINANCIAL STATEMENTS

The accounting standards adopted for the
preparation of the consolidated financial state-
ments are set out below.

1 - Financial assets measured at fair value
through profit and loss

(a) Classification criteria

This category includes financial assets held for
frading, financial instruments that are held with
the intention of generating profits in the short
term from variations in the prices of said instru-
ments and derivative contracts not designated
as hedges (HTS business model), in particular:
listed and unlisted debt securities;

listed equity securities;

unlisted equity securities only when their fair
value can be reliably determined;

derivative contracts, with the exception of those
designated as hedging instruments, which have
a positive fair value at the balance sheet date; if
the fair value of a derivative contfract subse-
quently becomes negative, it is recorded under
financial liabilities held for frading.

The item also includes financial assetfs that must
be measured at fair value, represented by finan-
cial assets that do not meet the requirements for
valuation at amortised cost or fair value through
other comprehensive income (so-called "SPPI
test" not passed) or that are not held under a HTS
business model and financial assets designated
at fair value, i.e. financial assets so defined aft ini-
fial recognition. In relation to such cases, an en-
fity may irevocably designate a financial asset
as measured at fair value through profit and loss
if, and only if, this significantly reduces an incon-
sistency in measurement.

The derivative is a financial insfrument or other
confract with all three of the following character-
istics:

ifs value changes in response to changes in a
specific interest rate, the price of a financial in-
stfrument, the price of a good, the exchange rate
of a foreign currency, an index of prices or rates,
a credit rating or credit index or other variables;

it does not require an initial net investment or re-
quires an initial net investment lower than would
be required by other types of confracts from
which similar responses to changing market fac-
tors can be expected;

it will be seftled at a future date.

This category includes financial and credit de-
rivatives. The former includes forward contracts

for the purchase and sale of securities and cur-
rencies, derivative contracts with underlying se-
curities and those without underlying securities
linked to interest rates, indexes or other assets,
and derivative confracts on currencies. Deriva-
five confracts also include those that may be
embedded in other complex financial instru-
ments, which have been recognised separately
from the host insfrument because:

e the economic characteristics and risks of
the embedded derivative are not closely
related to the economic characteristics
and risks of the primary contract;

¢ the embedded instruments, even if sepa-
rate, meet the definition of a derivative;

e the hybrid insfruments to which they be-
long are not measured at fair value with
changes in value recognised in the in-
come statement.

This item also includes investments subject fo sig-
nificant influence or joint control which, 1AS 28
and IFRS 10 respectively allow for assignment to
this portfolio.

Reclassifications to other categories of financial
assets are only possible if the entity changes its
business model for the management of financial
assefts. In these cases, which are expected to be
highly infrequent, financial assets may be reclas-
sified from the category 'measured at fair value
through profit and loss' to one of the other two
categories envisaged by IFRS 9 (financial assefs
measured at amortised cost or financial assets
measured at fair value through other compre-
hensive income). The transfer value is repre-
sented by the fair value at the time of reclassifi-
cation. The date of reclassification and its value
will be taken info account for the calculation of
the effective interest rate of the reclassified asset,
and for the stage assignment credit risk alloca-
fion activity.

(b) Recognition criteria

The initial recognition of debt and equity securi-
fies takes place on the "settlement date", while
derivative instruments are recognised on the
"subscription date".

The initial book value is equal to the cost (pur-
chase price) intended as the fair value of the in-
sfrument, without considering any fransaction
costs or revenues directly attributable to the in-
strument which are recorded in the income
statement.

(c) Measurement criteria

Subsequent to initial recognition, financial assets
held for trading are measured at fair value, with
changes recognised in the income statement
under item 80 "Net profit (loss) from trading" and
item 110 "Net profit (loss) from other financial as-
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sets and liabilities measured at fair value through
profit and loss" - a) financial assets and liabilities
designated at fair value and - b) other financial
assets mandatorily measured at fair value.
Market prices are used to determine the fair
value of financial instruments listed on active
markefts.

An active market is defined as one where listings,
reflecting normal market transactions, are readily
and regularly available through stock ex-
changes, brokers, intermediaries, companies in
the sector, listing services or authorised bodies
and express the price of actual and regular mar-
ket transactions that occurred during a normal
reference period.

In relation to securities, the Group has identified
two conditions for a security to be considered
listed on an active market, namely:

e the security must be tfraded on a regu-
lated market or on an alternative stock
exchange: a listing on a regulated market,
therefore, is in itself neither a necessary nor
sufficient condition for an active market to
be considered as such;

e the price expressed by that market must
be "significant", i.e. the result of regular
and effective fransactions between coun-
terparties who freely decide to buy and
sell and are not forced to do so by their
particular stress conditfions.

In the absence of an active market, for the pur-
poses of determining the fair value of securities,
all relevant market information that is in some
way available is considered, favouring, where
possible, the use of directly observable market
parameters such as:

e prices of recent fransactions or market
confributions/listings  available af  the
valuation date, even if they relate to a
market considered inactive;

e valuations provided by the issuer or by a
calculation agent or in any case by an ex-
ternal valuation service, even if, since
these are not prices resulting from actual
market transactions, they are considered
with particular caution and are subject to
verification by the Bank;

e mark to model type valuations, carried out
by discounting the expected future flows
of the security taking into account all
available information.

With regard to other financial instruments, i.e.
unlisted derivatives, the fair value corresponds to
the presumed replacement cost obfained from
the price of listed derivative contfracts with iden-
tical characteristics (by underlying, exercise price
and maturity) or by discounting future cash flows
(certain or estimated) at market rates recorded

by information circuits normally used internation-
ally and/or applying best practice valuation
models.

(d) Derecognition criteria

Financial assets held for trading are derecog-
nised when the confractual rights on the cash
flows arising from such assetfs expire or when the
financial assets are sold with the transfer of sub-
stanfially all related risks and rewards.

Financial assets sold are derecognised even
when the bank retains the contractual right to
receive the cash flows deriving from them, but at
the same fime assumes the contractual obliga-
tfion to pay the same flows to third parties.
Securities received as part of a transaction that
contractually envisages their subsequent sale
and securities delivered as part of a tfransaction
that contractually envisages their repurchase are
not recorded in or written off the financial state-
ments.

2 - Financial assets measured at fair value
through other comprehensive income

(a) Classification criteria
This category includes financial assets that simul-
tfaneously meet the following conditions:

e the financial asset is held according to a
business model whose objective s
achieved through the collection of con-
fractually envisaged cash flows and
through selling ("Hold to Collect and Sell
business model);

e the conftractual ferms of the financial asset
envisage, on specific dates, cash flows
represented solely by payments of princi-
pal and interest on the amount of capital
to be repaid (so-called "SPPI test" passed).

This item also includes equity instruments, not
held for frading purposes, for which the option o
designate at fair value through other compre-
hensive income was exercised at the time of ini-
fial recognition.

Therefore, the following are included in this item

e debft securities that are part of a Hold to
Collect and Sell business model and that
have passed the SPPI test;

e equity stakes, which cannot be classified
as representing control, an affiliation, or
joint control and are not held for trading
purposes, for which the fair value through
other comprehensive income option was
chosen;

e Joans that are part of a Hold to Collect
and Sell business model and that have
passed the SPPI test.
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Reclassifications to other categories of financial
assets are only possible if the entity changes its
business model for the management of financial
assets. In these cases, which are expected to be
highly infrequent, financial assets may be reclas-
sified from the category 'measured at fair value
through profit and loss' to one of the other two
categories envisaged by IFRS ¢ (financial assets
measured at amortised cost or financial assets
measured at fair value through other compre-
hensive income). The fransfer value is repre-
sented by the fair value at the time of reclassifi-
cation. If assets are reclassified from this category
to the amortised cost category, the cumulative
profit (loss) recorded in the valuation reserve is
adjusted to the fair value of the financial asset at
the reclassification date. In the case of reclassifi-
cation in the category of fair value through profit
and loss, the accrued profit (loss) previously re-
corded in the valuation reserve is reclassified
from shareholders' equity to profit (loss) for the
year.

(b) Recognition criteria

The inifial recognition of debt and equity securi-
fies fakes place on the "seftlement date" and the
disbursement date for loans.

Financial instruments are recognised on initial
recognition at fair value, which generally coin-
cides with their cost (purchase price) including
any fransaction costs or income directly atfribut-
able to them.

(c) Measurement criteria

Subsequent to initial recognition, financial assets
are measured at fair value with the recognition in
the income statement of the remuneration of the
insfrument calculated on the basis of the IRR
method, while changes in fair value are recog-
nised in a specific equity item (item 120 - Valuo-
tion reserve), contributing to comprehensive in-
come (in item 140 - Financial assets other than
equity securities measured at fair value through
other comprehensive income), until the financial
asset is derecognised or an impairment loss is
recognised (in which case a loss is recognised in
item 130 - Net value adjustments/reversals for
credit risk); at the fime of disposal the cumulative
profit or loss is then reversed to the income
statement under item 100 b) - Income (loss) from
disposal or repurchase of financial assets meas-
ured at fair value through other comprehensive
income.

The equity instruments selected for classification
in this category are measured at fair value and
the amounts recognised as a confra-entry tfo eg-
vity and contribute to comprehensive income
under item 20 - Equity securities measured at fair
value through other comprehensive income, and
must not be subsequently transferred to the in-

come statement, even in the event of disposal
(in the event of disposal, cumulative profits and
losses are recognised under item 150 - Reserves.
The only component of these equity securities
that is recognised in the income statement is rep-
resented by the related dividends. Fair value is
determined on the basis of the criteria already
illustrated for Financial assets measured at fair
value through profit and loss.

Financial assefs measured at fair value through
other comprehensive income - both in the form
of debt securities and receivables - are subject
to verification of the significant increase in credit
risk (impairment) as required by IFRS 9, similar to
Financial assets measured at amortised cost, with
the consequent recognitfion in the income
statement of a value adjustment to cover ex-
pected losses.

Allinstruments are classified into three classes:

e assets with performance in line with ex-
pectatfions (stage 1 assigned on origina-
tion date);

e assets with performance significantly be-
low expectations (stage 2 - performing
which showed a deterioration in their
creditworthiness);

e non-performing assets (stage 3 or Non-
Performing).

The classification must be based on the credit-
worthiness of the counterparty. The creditworthi-
ness at the date the credit arises shall be com-
pared with the creditworthiness at the valuation
date. For assets in the first merit class, a valuation
process must be applied to expected losses over
a 12-month time period. For assets in classes two
and three, the valuation process must be ap-
plied throughout the life of the instrument. The
process for stages 1 and 2 is generic while it is
analytical for NP positions (stage 3). Equity securi-
fies are not subject to the impairment test.

(d) Derecognition criteria

Financial assets are derecognised when the con-
fractual rights on the cash flows arising from such
assets expire or when the financial assets are sold
with the transfer of substantially all related risks
and rewards. The economic result of the sale of
financial assets is charged to the income state-
ment except for equity instruments.

3 - Financial assets measured at amortised
cost

(a) Classification criteria
This category includes financial assets that meet
both of the following conditions:
e the financial asset is held according to a
business model whose objective s
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achieved through the collection of con-
fractually envisaged cash flows ("Hold to
Collect" business model);

e the contractual tferms of the financial asset
envisage, on specific dates, cash flows
represented solely by payments of princi-
pal and interest on the amount of capital
to be repaid (so-called "SPPI test" passed).

The following are included in this item once the
two requirements set out above have been met:
e |oans and advances to banks in various
technical forms;
e |oans and advances to customers in vari-
ous technical forms;
e debft securities.

This category also includes operating receivables
connected with the provision of financial services
and activifies.

Reclassifications to other categories of financial
assets are only possible if the entity changes its
business model for the management of financial
assefts. In these cases, which are expected to be
highly infrequent, financial assets may be reclas-
sified from the category 'measured at amortised
cost' fo one of the other two categories envis-
aged by IFRS 9 (Financial assefs measured at fair
value through profit and loss or Financial assefs
measured at fair value through other compre-
hensive income). The transfer value is repre-
sented by the fair value at the time of reclassifi-
cation. In the event of reclassification from the
category in question to fair value through profit
and loss, the cumulative profit (loss) will be rec-
ognised in the income statement. If, instead, as-
sets are reclassified to the fair value through
other comprehensive income category, the cu-
mulative profit (loss) will be recognised in share-
holders' equity under the appropriate valuation
reserve.

(b) Recognition criteria

Receivables are initially recognised at the dis-
bursement date or, in the case of a debt secu-
rity, at the settlement date, on the basis of the
fair value of the financial instrument, which is
equal to the amount disbursed, or subscription
price, including costs or revenues directly afttrib-
utable to the instrument and determinable from
inception, even if paid at a later date. All
charges that are reimbursed by the debtor coun-
terparty or that are attributable to internal ad-
ministrative costs are excluded. In the case of
credit transactions concluded at conditions
other than market conditions, the fair value is de-
termined using specific valuation techniques; the
difference with respect to the amount disbursed
or the subscription price is charged directly to
the income statement.

(c) Measurement criteria

Subsequent to their initial recognition, "Financial
assetfs held to maturity" are measured at amor-
fised cost, using the effective interest rate
method. The result of the application of this
method is posted through profit and loss under
item 10. Interest income and similar revenues.
Profits or losses relative to these assets are posted
to the income statement when the assets are de-
recognised or impaired.

When preparing the financial statements or in-
terim reports, positions in this category are sub-
ject to impairment, with the value adjustments
identified recorded in the income statement.
Allinstruments are classified into three classes:

e assets with performance in line with ex-
pectatfions (stage 1 assigned on origina-
tion date);

e assets with performance significantly be-
low expectations (stage 2 - performing
which showed a deterioration in their
creditworthiness);

e non-performing assets (stage 3 or Non-
Performing).

The classification must be based on the credit-
worthiness of the counterparty. The creditworthi-
ness at the date the credit arises shall be com-
pared with the creditworthiness at the valuation
date. For assets in the first merit class, a valuation
process must be applied to expected losses over
a 12-month time period. For assets in classes two
and three, the valuation process must be ap-
plied throughout the life of the instrument. The
process for stages 1 and 2 is generic while it is
analyfical for NP positions (stage 3). If the finan-
cial assetfs in question are performing (stages 1
and 2), they are subjected to an assessment,
aimed at defining the value adjustments fo be
recorded in the financial statements, at the level
of individual credit relationships (or "securities
franches"), on the basis of the risk parameters
represented by probability of default (PD), loss
given default (LGD) and exposure at default
(EAD). The valuation also takes info account the
guarantees received in place.

Loans and securities for which no objective evi-
dence of loss has been individually identified fall
within the so-called "performing loans" (perform-
ing positions) and are subject to collective valua-
fion.

The valuation model for the generic fund is es-
tablished on the basis of the following formula:
ECL =EAD xPD x LGD

where:

ECL = Expected Credit Loss EAD = Exposure at
Default PD = Probability of Default LGD = Loss
given Default
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Collective write-downs of securities and loans are
therefore calculated according to the following
principles:
e at each reporting date, if the credit risk of
a financial instrument has not significantly
increased with respect to the date of dis-
bursement or purchase (stage 1), the ex-
pected loss for that financial instrument
should be measured as the amount of ex-
pected losses in the following 12 months;
e at each reporting date, if the credit risk of
a financial insfrument has significantly in-
creased with respect to the date of dis-
bursement or purchase (stage 2), the ex-
pected loss for that financial instrument is
measured as the amount of expected
losses over the remaining life of the instru-
ment (lifefime).

For the purposes of staging financial assets, each
asset is classified at the origination date in "stage
1" and subsequently:

e with regard fo securifies, the deterioratfion
of three notches on the rating aftributed
fo the instrument itself by external rating
agencies, together with a final speculative
grade rating, is considered evidence of a
significant increase in credit risk, and
therefore a move to "stage 2" for the secu-
rity;

e with regard to loans, the deterioration of
three notches on the internal rating as-
signed to the position is considered evi-
dence of a significant increase in credit
risk. In this regard, it is considered that, in
relation fo loans, the credit risk of an in-
sfrument may not be considered signifi-
cantly increased if, at the measurement
date, the credit risk of the instrument itself
is considered low on the basis of the as-
sessments made by the Credit Committee.

The PDs used are estimated starting from the
construction of Pit (Point in time) migration matri-
ces from historical databases on which future
PDs are built based on simulations of different
macroeconomic scenarios. Finally, PD averages
weighted by the probability of occurrence of the
scenarios are calculated.

The LGDs used are estimated by models that
make them Point in Time and forward looking
and can be adjusted based on the guarantees
received.

An exception is made for tfrade receivables, for
which the simplified approach provided for by
the standard is applied, according to which the
credit classification fakes place directly in stage
2 (therefore no staging activities are envisaged
with reference to performing loans), and the
calculation of the Expected Credit Loss (ECL) life-

time on the basis of a provision matrix mecha-
nism linked to each individual loan relationship,
depending on the status of the fiduciary man-
date (the ECL varies depending on whether the
customer relationship is still active or terminated)
and the seniority of the loan (the ECL is increased
on loans exceeding certain seniority thresholds).
For the classification of non-performing exposures
info the various risk categories (bad loans,
unlikely to pay, non-performing past-due and/or
overdrawn exposures), the Bank and its consoli-
dated companies refer to the relevant regula-
fions issued by the Bank of Italy. Non-performing
loans are subject to an analytical valuation
process regardless of the amounts involved. The
amount of the value adjustment to be made to
each loan is equal to the difference between its
book value at the fime of measurement (amor-
fised cost) and the present value of expected
future cash flows, calculated by applying the
original effective inferest rate. The envisaged
cash flows take into account the expected re-
covery, estimated recovery times and estimated
realisable value of any guarantees. Cash flows
relative to loans that are expected to be repaid
in the short term are not discounted. The original
effective rate of each loan is unvaried over fime,
even if there has been a restructuring of the
agreement which has led to a change in the
contractual rate and even if the loan becomes,
in practice, contractually non-interest-bearing.
Impairment losses are posted fo the income
statement under this item.

(d) Derecognition criteria

Financial assets measured at amortised cost are
derecognised when the contfractual rights on the
cash flows arising from such assets expire or when
the financial assets are sold with the transfer of
substantially all related risks and rewards.

For all positions classified as bad loans, the Group
assesses whether it is appropriate to continue to
maintain the bad loan as the out-of-court or le-
gal actions underway allow a reasonable expec-
tation of recovery, even partial, or whether it is
appropriate to proceed with a total or partial
write-off or derecognition, respectively, by virtue
of the conclusion of the recovery process or the
circumstance that there is no reasonable pros-
pect of recovery.

A write-off, in accordance with IFRS 9, is the re-
duction of the gross book value of the loan result-
ing from the acknowledgement that there are
no reasonable expectations of its recovery for
amounts exceeding those considered collect-
able or already collected.

It does not imply a waiver by the bank of its legal
right to recover the loan and must be effected if
all the information available indicates that the
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debtor is unable to repay all or part of the
amount of the debt.

The criteria that the Group has identified in order
to determine whether a position is among those
to be assessed for the purposes of a possible
write-off depend on the possible presence of
bankruptcy proceedings, the levels of coverage
and the seniority of the position in the bad loan
status.

4 - Hedging transactions

The Banca Profilo Group avails itself of the possi-
bility, provided for by IFRS 9, to confinue to fully
apply the provisions of IAS 39 on hedge account-
ing.
Hedging fransactions are defined as the desig-
nation of a financial instrument capable of neu-
fralising, in whole or in part, the profit or loss (re-
lated to market risks, such as interest rate risk, ex-
change rate risk or price risk, or the issuer's credit
risk) deriving from a change in the fair value or
cash flows of the hedged instrument. The hedg-
ing infent must be formally defined, not retroac-
five and be consistent with the risk hedging strat-
egy sef out by the Group's Management. At
each balance sheet and mid-year reporting
date, it is required to verify that the hedge im-
plemented through the use of the derivative in-
strument is highly effective in offsetting changes
in fair value or expected cash flows of the
hedged item; this verification must be prospec-
five and retrospective.
Initial recognition of hedging derivafives takes
place on the "trade date", based on their fair
value on that date.
The accounting of derivatives as hedging instru-
ments is permifted by IAS 39 only under specific
conditions, i.e. when the hedging relatfionship is:

e clearly defined and documented;

e measurable;

e currently effective.

The coverage relafionship ceases when
e the derivative expires, is sold, terminated
or exercised;
¢ the hedged item is sold, expires, or is re-
paid;
e it is no longer highly likely that the hedged
future fransaction will occur.

The fair value of the derivative financial instru-
ments designated as hedging is recognised un-
der item 50 - Hedging derivatives under assefs if
the fair value of the derivative is positive, while if
the fair value of the hedging instrument is nega-
five it is recognised under item 40 - Hedging de-
rivatives under liabilities.

IAS 39 recognises three types of hedging:

e hedging of the fair value of an asset or li-
ability already recorded in the financial
statements; in this case the profit or loss
deriving from changes in the fair value of
the hedging instrument is immediately re-
flected in the income statement, as are
the profits or losses from the valuation of
the hedged insfrument;

e cash flow hedging; in this case the effec-
five portion of the profit or loss on the
hedging instrument is initially recognised in
shareholders' equity (recognising it in the
income statement as the hedged instru-
ment reflects the related flows in the in-
come statement); the ineffective portion
of the profit or loss on the hedging instru-
ment is instead recognised directly in the
income statement;

e hedging of a net investment in a foreign
entity; the accounting is the same as for
cash flow hedging transactions.

5 - Equity investments

The Banca Profilo Group does not hold equity
stakes classifiable under this item.

6 - Property, plant and equipment

(a) Classification criteria

These are property, plant and equipment (tech-
nical plant, furniture, furnishings and equipment
of all kinds) used in the business and which are
expected to be used for more than one period.
Property, plant and equipment include the costs
of leasehold improvements; when fthese costs
can be separated from the assets themselves
and if they do not have independent functional-
ity and usability but future benefits are expected
from them, they are recorded under "other as-
sets" and are depreciated over the shortest pe-
riod between the expected useful life of the im-
provement and the residual lease term.

As from 1 January 2019, the item also includes a)
rights of use acquired by the lessee through lease
confracts and relating to the use of a fangible
asset, b) assets granted under operating leases
by the lessor and c) improvements and incre-
mental expenses incurred on owned assets or
rights to use property, plant and equipment relat-
ing fo lease contracts.

(b) Recognition criteria

Property, plant and equipment are recorded at
cost, including any additional charges directly
aftributable to the purchase and start-up of the
asset. Non-recurring expenditures for mainte-
nance which involve an increase in future eco-
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nomic benefits are booked as an increase in the
value of the assets, while expenses for ordinary
maintenance are booked to the income state-
ment. Property, plant and equipment, including
rights of use acquired through lease confracts,
are recognised only when future economic
benefits associated with the asset acquired are
identified, as well as when the cost of the asset
acquired can be reliably determined.

The rights of use acquired through lease con-
fracts arise from the lessee's commitment to pay
a fee for a certain period of time for the use of a
tangible asset. The right of use is recorded in the
Balance Sheet on the date on which the lease
contract commences, i.e. on the date on which
the lessee can exercise the right of use. The book
value of the right of use is determined consider-
ing the sum of the financial liability for the lease,
the initial direct costs as well as any costs that the
lessee will have to incur to restore the leased as-
set. At the same time, financial liabilities meas-
ured at amortised cost will include a financial li-
ability arising from the signing of the lease con-
fract, calculated as the present value of the
payments to which the lessee has committed,
discounted at the interest rate implicit in the con-
fract or at the lessee's incremental borrowing
rate.

For the purpose of recording the right of use de-
riving from a lease contract, components not di-
rectly related to the lease, such as, for example,
ancillary services provided by the lessor, must be
separated and recognised in the income state-
ment in the financial year in which they are ac-
crued. The lessee is exempt from the recognition
of the right of use deriving from a lease confract
if the confract is short-term (with a residual tferm
of 12 months or less) and does not provide for an
option to purchase the asset by the lessee, and if
the asset covered by the contract is of low value.
When registering the right of use, an assessment
is made of the expected duration of the con-
fract, also taking into account the presence of
extension options and termination options, as
well as the relative probability of their exercise.

(c) Measurement criteria and revenue
recognition criteria

Property, plant and equipment are valued at
cost less accumulated depreciation and any
impairment losses in accordance with IAS 16. The
same criterion is also adopted for investment
property, having opted for the option of valua-
tion after cost.

Property, plant and equipment are systematically
depreciated over their useful life, understood as
the period of time over which the asset is ex-
pected to be usable by the company, using the
straight-line method. Works of art are not subject

to depreciation as their value is generally ex-
pected to increase with the passage of time.

In view of the fact that property, plant and
equipment may include components with differ-
ent useful lives, land, whether separate or in-
cluded in the value of the building, is not subject
to depreciation as a fixed asset with an indefinite
useful life.

At the end of each financial year or interim pe-
riod, in the presence of situations that indicate
the existence of lasting impairment losses, the re-
coverable value of the asset, which corresponds
to the greater of its value in use (current value of
the economic functions of the asset) and its ex-
change value (presumed disposal value net of
fransaction costs), is compared with ifs book
value net of depreciation. Any adjustments are
posted to the income statement under item 210
"Net value adjustments/reversals on property,
plant and equipment". Where the reasons for im-
pairment cease to exist, a reversal is made,
which may not exceed the value that the asset
would have had, net of depreciation in the ab-
sence of previous impairment losses.

With reference to the rights of use resulting from
the application of IFRS 16, during the term of the
confract from which the right of use originates, it
is necessary to restate the liability recorded on
the liabilities side of the balance sheet if there
are changes in the payments due for the con-
fract; in return, the book value of the right of use
will be modified by the amount equal to the re-
statement of the liability.

(d) Derecognition criteria

Property, plant and equipment is derecognised
from the balance sheet upon disposal, or when
the asset is permanently removed from use, and
no future economic benefits are expected from
its disposal. Gains and losses deriving from the
disposal or sale of property, plant and equip-
ment are calculated as the difference between
the net sale price and the book value of the as-
set and are recorded in the income statement
on the same date in which they are eliminated
from the accounts.

As far as the right of use deriving from lease con-
fracts is concerned, it is derecognised from the
Balance Sheet at the end of the contract.

7 - Intangible assets

(a) Classification criteria

IAS 38 defines intangible assets as non-monetary
assets, without physical substance but identifi-
able, used in the performance of the company's
business and with a long-term duration. The
characteristics necessary to meet the definition
of infangible assets are:
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e identifiability
e control of the resource in question
e existence of future economic benefits.

In the absence of one of the aforementioned
characteristics, the expenditure to acquire or
generate the same internally is recognised as a
cost in the year in which it is incurred. Infangible
assefs include software for long-term use and
goodwill.

Goodwill is classified under intangible assefs.
Goodwill represents the positive difference be-
tween the purchase cost and the fair value of
assets and liabilities acquired as part of business
combinations.

(b) Recognition criteria

Infangible assets are recorded at purchase cost
including any additional charges and increased
by subsequent expenses incurred fo increase
their initial economic functionality.

(c) Measurement criteria

Infangible assets of limited duration are valued
at cost net of amortisation, recorded under item
220 "Net value adjustments/reversals on intangi-
ble assets", as governed by IAS 38.

At the end of each financial year or interim pe-
riod, in the presence of situations indicating the
existence of lasting impairment losses, the recov-
erable value of the asset is estimated, with the
difference between the book value of the asset
and its recoverable value recognised in the in-
come statement under item 220 "Net value ad-
justments/reversals on intfangible assets".
Infangible assets with an indefinite useful life,
such as goodwill, are not amorfised but sub-
jected to an impairment test at least once a
year, even if no indication of significant impair-
ment has been found.

With the exception of goodwill, for which the im-
pairment losses found can no longer be rein-
stated in subsequent years, the other intangible
assets previously written down may be reversed,
but the new book value may not exceed the net
book value that would have been determined at
the same date in the absence of impairment in
previous years.

(d) Derecognition criteria

Intangible assets are derecognised following dis-
posals or when they have exhausted their full
economic functionality and no future economic
benefits are expected.

Intangible assets - Goodwill

(a) Classification criteria

Goodwill included in intangible assets, recog-
nised in accordance with the criteria established
by IFRS 3, represents the positive difference be-
tween the purchase cost and the fair value, at
the same date, of the assets and liabilities ac-
quired as part of business combinations.

(b) Recognition criteria

An intangible asset can be recorded as goodwiill
when the positive difference between the fair
value of the assets acquired and the purchase
cost of the equity investment (including addi-
fional charges) is representative of the future in-
come generating capacity of the equity invest-
ment (goodwill). If the difference proves to be
negative (badwilll or in the event that the
goodwill is not justified by the equity investment's
future income capacity, said difference is rec-
ognised directly in the income statement.

(c) Measurement criteria

Every year (or whenever there is evidence of im-
pairment) a fest is carried out fo verify the ade-
quacy of the value of goodwill (impairment test).
To this end, the cash generating unit to which
goodwill is allocated is identified, known as CGU,
which represents the minimum level at which
goodwill is monitored at Group level in accor-
dance with the business model adopted.

The amount of the impairment loss is determined
by the difference between the book value of
goodwill and its recoverable value, if lower. This
recoverable value is equal fo the higher of the
fair value of the cash generating unit, net of any
selling costs, and its value in use. The resulfing
value adjustments are posted to the income
statement under item 270 "Value adjustments to
goodwill". These impairment losses can no longer
be reversed in subsequent years.

(d) Derecognition criteria

Infangible assets are derecognised from the bal-
ance sheet upon disposal or when no future
economic benefits are expected.

Allocation of the cost of a business combi-
nation to the assets acquired and to the
liabilities and contingent liabilities assumed

The acquiring entity shalll:

a) recognise goodwill acquired in a business
combination as an asset;

b) measure this goodwill at its cost, consider-
ing that it represents the excess of the cost
of the business combination over the ac-
quiring entity's interest in the fair value of
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the identifiable assets, liabilities and con-
fingent liabilities.

Goodwill acquired in a business combination
represents a payment made by the acquiring
entity in anticipation of future economic benefits
from assefs that are not individually identifiable
and cannot be recognised separately.

After initial recognition, the acquiring entfity
measures the goodwill acquired in a business
combination at its cost, net of accumulated im-
pairment losses.

Goodwill acquired in a business combination is
an asset with an indefinite useful life and should
not be amortised. Instead, it is required to verify
whether goodwill has been impaired, on an an-
nual basis, or more frequently in the event of
specific events or changed circumstances that
indicate that it may have been impaired, in ac-
cordance with the relevant accounting stan-
dard.

The standard states that an asset, including
goodwill, is impaired when its recoverable value,
defined as the higher of ifs fair value less selling
costs and ifs value in use, as defined in para-
graph 6 of IAS 36, is lower than ifs book value.

For the purposes of impairment testing, goodwill
must be allocated fto cash generating unifs
(CGUs) or groups of units, in compliance with the
maximum combination requirement that may
not exceed the segment of assets identified in
accordance with IFRS 8.

8 - Non-current assets and disposal

groups held for sale

Banca Profilo and its subsidiaries do not hold as-
sets classified as non-current assefs and disposal
groups held for sale or liabilities associated with
assetfs held for sale, nor does it hold equity inter-
ests classifiable under this item, which meet the
criteria set out in IFRS 5.

9 - Current and deferred taxes

Current taxes are deftermined by applying the
tax rates and tax regulations in force and, to the
extent that they have not been paid, are recog-
nised as a liability. Income taxes are posted to
the income statement, excluding those relating
fo items directly credited or charged fo share-
holders' equity. Income tax provisions are deter-
mined on the basis of a prudential forecast of
current tfax expense, deferred tax assefs and li-
abilifies.

With regard to deferred faxation, the balance
sheet liability method was adopted. In particular,
prepaid and deferred taxes are calculated on
the basis of temporary differences — without fime
limits — between the value atfributed to an asset

or liability according to statutory criteria and the
corresponding value adopted for tax purposes.
Deferred tax assets are recognised in the finan-
cial statements to the extent that there is a likeli-
hood of their recovery, assessed on the basis of
the Bank's ability to continuously generate posi-
five taxable income. They are recorded under
item 110 b) of the assefs. Deferred tax liabilities
are recorded under item 60 b) of liabilities and
represent the tax charge corresponding to all
taxable temporary differences existing at the
end of the year.

Deferred tax assets and deferred tax liabilities are
constantly monitored and are recognised at the
tax rates that are expected to apply in the year
in which the tax asset will be realised or the tax
liability settled, based on the tax rates and fax
regulations in force. The balancing entry for ac-
counting assets and liabilities, both current and
deferred, generally consists of the income state-
ment under item 290 "Tax on income for the year
for continuing operations".

In addition, the tax reserve is adjusted to cover
the charges which might result from any already
noftified tax assessments or litigation pending with
the tax authorities.

10 - Provisions for risks and charges

Commitments and guarantees issued

Sub-item a) commitments and guarantees issued
includes provisions for credit risk recognised
against commitments to disburse funds and
guarantees issued, which fall within the scope of
application of the rules on impairment pursuant
fo IFRS 9. For these cases, in principle, the same
allocation methods are adopted between the
three stages (credit risk stages) and calculation
of the expected loss shown with reference to fi-
nancial assets measured at amortised cost or
measured at fair value through other compre-
hensive income.

Pension funds and similar obligations

The provisions for risks and charges referred to in
liability item 100 b) include pensions funds, i.e.
provisions for employee benefits to be paid out
after the end of the employment relationship,
which are linked to company agreements and
qualify as defined benefit plans. A defined bene-
fit plan provides certain benefits linked to factors
such as the beneficiary's age, years of service
and the remuneration policies adopted by the
company. As a result, the company bears the
actuarial and investment risk. The obligations in-
cumbent on the company are determined by
discounting future payments in proportion to the
variables previously stated (age, years of service
rendered) in addition to other actuarial variables
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such as life expectancy and seniority at the time
of termination of employment, and consequently
accounted for in accordance with IAS 19 Re-
vised: actuarial gains and losses arising from the
measurement of defined benefit liabilities are re-
corded as a contfra-entry to shareholders' equity
under item "120. Valuation reserves" and shown in
the Statement of comprehensive income.

Other provisions

Sub-item c) other provisions for risks and charges
include provisions made for legal or employment
obligations or for disputes, including those tax-
related, arising from a past event for which it is
probable that economic resources will be re-
quired to fulfil the obligations, provided that a
reliable estimate can be made of the amount
involved. Provisions are determined in order to
represent the best estimate of the expenditure
required to meet obligations. In determining the
estimate, the risks and uncertainties relating to
the facts and circumstances under consideration
are taken info account.

11 - Financial liabilities measured at
amortised cost

(a) Classification criteria

The liabilities included here are Deposits from
banks and Deposits from customers; they consist
of the various financial instruments through which
the Bank and its subsidiaries realise intferbank and
customer funding, net of any amounts repur-
chased.

Inferest expenses are recorded in the income
stafement under item 20 "Interest expenses and
similar charges".

(b) Recognition criteria

The liabilities in question are recorded upon re-
ceipt of the amounts collected or, in the case of
debt securifies, at the time of issue or at the time
of a new placement, or cancelled, even in the
case of repurchase, on the "settlement date"
principle and cannot be transferred fo the port-
folio of liabilities held for frading. The initial rec-
ognition is carried out on the basis of fair value,
normally equal to the amount collected or issue
price, adjusted for any costs and revenues di-
rectly atfributable to the various collection or is-
sue fransactions. Infernal administrative costs are
excluded. The fair value of any financial liabilities
issued af less than market conditions is estimated
and the difference with respect to the market
value is booked directly to the income state-
ment. Structured securities are separated into
their constituent elements, which are recorded
separately, when the derivative components im-
plicit in them have an economic nature and risks

different from those of the underlying securities
and can be configured as autonomous deriva-
tive instfruments.

(c) Measurement criteria

After initial recognition, the valuations of financial
liabilities are based on the principle of amortised
cost using the effective interest rate method,
with the exception of short-term liabilities where
the fime factor is negligible, which remain rec-
ognised at the value collected and any cosfs
charged to the income statement on a straight-
line basis over the confractual duration of the li-
abilities.

(d) Derecognition criteria

Financial liabilities are derecognised upon matur-
ity or extinction. Derecognition also occurs when
previously issued securities are repurchased; the
difference between the book value of the liabili-
fies and the amount paid to purchase them is
recorded in the income statement. 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 frading derivatives with a
negative fair value, including implicit derivatives
present in structured financial instruments and
separated from them for accounting purposes.
Also included are any "technical overdrafts” aris-
ing from trading in securifies.

(b) Recognition criteria

Derivatives are recognised on the "trade date"
while fransactions in securities are recognised on
the "seftlement date".

Financial liabilities held for trading are inifially re-
corded af fair value, i.e. at purchase price.

(c) Measurement criteria

Subsequent fo inifial recognition, financial liabili-
fies held for tfrading are measured at fair value
determined in the manner described in the sec-
fion on "Financial assets measured at fair value
through profit and loss". Financial instruments for
which it is not possible to determine the fair value
reliably in accordance with the above, are kept
at cost. The results of measurement and frading
are recorded in the income statement under
item 80 "Net profit (loss) from trading".
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(d) Derecognition criteria

Financial liabilities held for frading are derecog-
nised when the contractual rights to the cash
flows deriving from the liabilities expire or when
the financial instruments are sold.

13 - Financial liabilities designated at
fair value

Banca Profilo and its subsidiaries currently have
no liabilities classifiable under this item.

14 - Foreign currency transactions

(a) and (b) Classification and

initial recognition criteria

Foreign currency transactions are represented by
all assets and liabilities denominated in curren-
cies other than the euro, which is the functional
currency used by the parent company Banca
Profilo corresponding fo that of the economic
environment in which it operates. They are ini-
tially recognised in the currency of account using
the spot foreign-exchange rates on the date of
each transaction.

(c) Measurement criteria
At the end of each financial year or interim pe-
riod, financial statement items in foreign currency
are measured as follows:

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

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

e non-monetary items that are measured at
fair value are converted at the exchange
rate on the closing date.

The exchange rate differences resulting from set-
tlement of monetary items or from the conversion
of monetary items at rates other than the initial
conversion rates, or at the conversion rates of the
prior financial statements, are recorded in the
income statement under item 80 "Net profit (loss)
from trading".

Exchange rate differences relating to items for
which measurements are recognised in share-
holders' equity, for example Financial assets
measured at fair value through other compre-
hensive income, are recognised in the income
statement.

When a profit or a loss on a non-monetary ele-
ment is recognised in shareholders' equity, the
exchange rate difference in relation to said ele-
ment is also posted to shareholders' equity. Con-
versely, when a profit or loss is recognised in the

income statement, the relative exchange rate
difference is also recognised there.

15 - Insurance assets and liabilities

Banca Profilo and its subsidiaries currently have
no assets and liabilities classifiable under this
item.

16 - Other information

Employee severance indemnity

On the basis of the new rules governing em-
ployee severance indemnity, infroduced by the
Legislative Decree of 5 December 2005, the em-
ployee severance indemnity, referred to under
item 110 of liabilities as regards the amounts ac-
crued up to 31 December 2006, is configured as
a defined benefit plan and is therefore subject to
actuarial valuation using the Projected Unit
Credit Method (PUCM), which provides for the
projection of future disbursements on the basis of
historical, statistical and probabilistic analyses as
well as the adoption of appropriate demo-
graphic technical bases; the financial discount-
ing of flows is also based on a market interest
rate. This actuarial calculation is carried out by
independent actuaries.

The costs for the plan are recorded among per-
sonnel expenses item 180 "Administrative ex-
penses; a) personnel expenses' as the net
amount of contributions paid, confributions of
prior periods not yet recorded, accrued interest,
expected revenues from the assets of the plan.
Actuarial gains and losses, as required by IAS 19,
are recognised in a valuation reserve.

Treasury shares

Any freasury shares held are recorded as a re-
duction of shareholders' equity.

Gains or losses resulting from the purchase, sale,
issue or cancellation of freasury shares are not
recorded in the income statement, but are re-
corded in shareholders' equity.

Costs and revenues

Costs are recorded in the accounts at the fime
they are incurred. Costs directly aftributable to
financial insfruments valued at amortised cost
and determinable from the outset, regardless of
when they are settled, are charged to the in-
come statement by applying the effective inter-
est rate, for a definition of which reference
should be made to "Financial assets measured at
amortised cost".

Revenues, in compliance with IFRS 15, derive
from confractual obligatfions with customers and
are recognised in the financial statements only if
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all of the following criteria are met simultane-
ously:

e the parties to the contract have approved
the contract and are committed to fulfill-
ing the relative obligations;

e the entity can identify the rights of each of
the partfies as regards the goods or ser-
vices to be fransferred;

e the enfity can idenfify the payment terms
of the goods or services to be fransferred;

e the contract has commercial substance
(risk, timescale or amount of future cash
flows of the entity are destined to change
after the contract);

e the entity is likely fo receive the considero-
fion to which it is enfitled in exchange for
the goods or services that will be trans-
ferred to the customer. In evaluating the
likelihood of receiving the amount of the
consideration, the entity must only fake
account of the customer's intenfion and
capacity to pay the amount of the con-
sideration when due.

If the consideration is variable, the amount of the
consideratfion to which the entity will be entitled
may be recognised if it can be reliably estimated
and it is highly probable that the consideration
will not be reversed in subsequent periods.

The consideration for the contract, the collection
of which as mentioned above must be probable,
is allocated to the individual obligations arising
from the same. If a confract with customers pro-
vides for the provision of a package of services
to the customer against a total annual fee, these
services constitute different "performance obliga-
fions" for the purposes of recording the consid-
eration in the financial statements, among which
the Bank allocates the price of the fransaction
on the basis of the relevant separate sale price.
Revenues are recognised over time, depending
on the timing of fulfiment of the obligations, ei-
ther in a lump sum or alternatively over the dura-
tion of the period for fulfilment of the various ob-
ligations.

With reference to revenues from financial assets,
the following should be noted:

e Interest is recognised according to a time
criterion that considers the actual yield of
the asset. Negative income components
accrued on financial assets are recorded
under ‘"Interest expenses and similar
charges"; positive income components
accrued on financial liabilities are re-
corded under "Interest income and similar
revenues".

e Interest on arrears is posted to item "10. In-
terest income and similar revenues", exclu-

sively at the moment it is actually col-
lected.

e Dividends are accounted for when the
right of shareholders to receive the pay-
ment arises.

Costs or revenues deriving from the buy-
ing/selling of financial instruments, determined by
the difference between the consideration paid
or collected of the transaction and the fair value
of the instrument are booked fo the income
stafement at the time of recognition of the fi-
nancial instrument solely where the fair value is
determined:

e by making reference to current and ob-
servable market fransactions regarding
the same instrument;

e through valuation techniques that use, as
variables, solely data deriving from ob-
servable markets.

Employee stock option plans

The stock option plans are divided into two types,
with different accounting methods depending
on the characteristics of the plan:

e equity settled: these are plans in which the
beneficiary is granted the right to pur-
chase shares in the company at a fixed
price if specific conditions are met. In such
cases, the fair value of the opftion, deter-
mined at the fime it is granfed, is recog-
nised as a cost in the income statement
over the life of the plan, with a confro-
enfry increase in equity reserves;

e cash settled: these are plans in which the
beneficiary directly receives the monetary
value of the benefit deriving from the
theoretical exercise of the stock option.
The fair value of the opftion, determined at
the time it is granfed, is recognised as a
cost in the income statement over the life
of the plan, with a contra-entry payable in
the balance sheet. The relative entitled
amounts of the total cost are recalculated
at each reporting date on the basis of the
fair value recognition adjustment which,
when due, is equivalent to the payment to
be made to the employee.

A.3 - Disclosure on transfers between
portfolios of financial assets

A.3.1 Reclassified financial assets: change in
business model, book value and interest income
The Banca Profilo Group has not changed its
"business model" relating to the management of
financial instruments, defined on first-time adop-
tion of IFRS 9. No reclassifications were carried
out among financial assets during the year.
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A.3.2 Reclassified financial assets: change in
business model, fair value and effects on com-
prehensive income

The Banca Profilo Group has not changed its
"business model" relating to the management of
financial instruments, defined on first-time adop-
fion of IFRS 9. No reclassifications were carried
out among financial assets during the year.

A.3.3 Reclassified financial assets: change in
business model and effective interest rate

The Banca Profilo Group has not changed its
"business model" relating to the management of
financial instruments, defined on first-time adop-
fion of IFRS 9. No reclassifications were carried
out among financial assets during the year.

A.4 - Information on fair value

QUALITATIVE INFORMATION

A.4.1 - Fair value level 2 and 3:

measurement techniques and inputs used

If a financial insfrument cannot be listed on an
active market, Risk Management determines its
fair value by applying a measurement tech-
nique. For this purpose, all relevant market infor-
mation available in any way shall be taken into
account.

As part of the process of deftermining the fair
value of a security not tfraded in an active mar-
ket, the following measurement techniques are
commonly applied:

e prices of recent fransactions or market
confributions/listings  available at  the
valuation date, even if they relate to a
market considered inactive;

e measurements provided by the issuer or by
a calculation agent or in any case by an
external evaluation service in the specific
manner described below;

e mark-fo-model measurements, i.e. ob-
fained using a pricing model appropriate
for the type of financial instrument to be
valued, fed by market data relevant to
the valuation.

When calculating the fair value of a financial in-
strument not listed on an active market, first of all
the existence of recent fransactions on the same
or a similar financial instrument (by issuer, dura-
tion and degree of subordination) shall be veri-
fied. Appropriate adjustments are made to the
price of these transactions in order to determine
their fair value:
e time differences between the observed
fransaction day and the measurement
day: adjustments shall take account of

movements in market factors that have
occurred in the meantime (e.g. move-
ments in interest rate curves) or changes in
factors specific to the financial instrument
being measured (e.g. downgrading of the
issuer of a security);

o differences between the instrument being
measured and the similar instrument on
which the transaction was recorded: the
adjustments take into account the differ-
ent duration of the two instruments or the
greater complexity of one compared to
the other (which may lead market partici-
pants to request a higher liquidity premium
on one instfrument compared fo the other,
especidlly in particular market conditions).

The measurements provided by the issuer or by a
calculation agent or external valuation service,
since they are nof prices resulting from actual
market transactions, are considered with particu-
lar caution and subject fo consistency checks by
the Bank, based on available market informa-
fion.

The most commonly used measurement models
are the so-called discounted cash flow models.
There are two different methodologies in this re-
gard: a) calculation of confractual cash flows
and subsequent discount with a market refurn
consistent with the riskiness of the financial in-
stfrument; b) calculation of cash flows already
weighted for the probability of survival of the
counterparty (so-called non-default probability)
and subsequent discount on the basis of a free
risk rate of return. The factors that are taken into
account in determining the risk-adjusted rate of
return or the probability of survival of the coun-
terparty are as follows:
e fthe maturity date of the expected cash
flows;
e any uncertainty regarding the amount or
maturity of cash flows;
e the credif risk;
e fthe liquidity of the instrument;
e the reference currency in which payments
are to be made.

With particular reference to credit risk, the
spreads recorded on listed securities of the same
issuer with similar duration and liquidity charac-
teristics, those recorded on credit default swaps
on the same issuer with the same maturity or
those recorded on issuers with similar risk charac-
teristics (by rating, sector, country) are alternately
taken into account.

In the case of the use of a measurement tech-
nique that includes a parameter not directly ob-
servable on a market (for example, the liquidity
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spread of a security or the volatility for some
unlisted options), this parameter will normally be
determined on the basis of the price of the initial
fransaction, so as to have a valuation on the day
of the fransaction equal to the actual price of
the same (so-called day one profit equal to
zero). In such cases, the non-observable pa-
rameter shall be kept constant in subsequent
valuations unless other fransactions on the same
or a similar instrument give clear indications that
market conditions have changed since the inifial
siftuation.

A.4.2 Measurement processes and sensitivity

The financial instruments classified as level 3
amount fo a fotal gross value of € 24.8 million in
the financial statements. Based on the criteria set
out in the paragraph below, the following were
classified as fair value level 3:

e inflation zc securities which, in the sensitiv-
ity tests carried out, following a spread
movement of 10 basis points, recorded a
price change determined at model level
of more than 1% (for a total value of the
portfolio ranging between € 6.8 and € 7.0
million);

¢ two model-rated index CDSs which, in the
sensitivity test carried out, following a
spread movement of 50 basis points, re-
corded a change in fair value of more
than 1% of the nominal value (for a valuo-
fion of the derivative ranging between € -
13.5 and € -20.9 million).

A.4.3 Fair value hierarchy

Financial instfruments are classified in three hier-
archical levels, depending on how their fair value
is determined and the observability of the pa-
rameters used for their valuation.

In particular, the three classes of fair value are as
follows:

e Level 1: financial instfruments listed on ac-
tive markets and valued on the basis of
their market price, without adjustment. By
way of example, this category usually in-
cludes listed shares, government securities,
bonds listed on active markets (identified
on the basis of the parameters indicated
below) and regulated derivatives;

e Level 2: financial instruments valued on the
basis of techniques and models that use
observable input data on an active mar-
ket; instruments in this category are valued
using: a) market prices of similar instru-
ments or prices of the same instruments
found on markets considered inactive; b)
valuation techniques where all inputs that
have a significant impact on the valuation
are directly or indirectly based on observ-

able market data. By way of example, this
category includes some unlisted or de-
listed shares, bonds listed on markets
deemed inactive for which there are in
any case recent market transactions or
contributions deemed sufficiently indica-
five, the majority of the over-the-counter
derivatives concluded by the Bank;

e Level 3: financial instruments valued using
techniques and models using at least one
input parameter that is not based on ob-
servable market data and that has a sig-
nificant impact on their overall valuation.
The significance of the impact is judged
on the basis of predetermined thresholds
and a sensifivity analysis. By way of exam-
ple, this category may include some
unlisted or delisted shares, some structured
bonds not listed on active markets, struc-
fured or exofic over-the-counter deriva-
fives for the valuation of which an input
parameter that cannot be inferred from
market data is significant.

For the purpose of identifying Level 1 instruments,
a financial instrument shall be considered to be
listed on an active market if prices are readily
and regularly available and represent actual
market fransactions, which take place in normal
frading between two counterpartfies. In relatfion
to this definition, the Bank has identified two
conditions for a financial instrument to be con-
sidered listed on an active market:

1. the instrument must be fraded on a regu-
lated market or an alternative stock ex-
change;

2. the price expressed by that market must
be "significant", i.e. the result of regular
and effective fransactions between coun-
terparties who freely decide to buy and
sell and are not forced to do so by their
particular stress conditions.

The listing on a regulated market, therefore, is in
itself neither a necessary nor sufficient condition
for an active market to be considered as such.
Verifying the significance of the price and the
degree of market activity is a complex process,
which requires the infervention of a subjective
valuation: it is not possible, in fact, to establish
rigid rules, to be applied automatically regardless
of market conditions and/or the specific charac-
teristics of the financial instrument to be valued.
The judgement, however, although subjective, is
not arbitrary and is expressed taking into ac-
count a series of objective reference parame-
ters, of a qualitative and quantitative nature, re-
lating fo the size and depth of the market and
the price formation mechanisms. In particular,
the following parameters are taken into account:
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e trading volumes and frequency of trading:
where available, these parameters consti-
tute a direct index of market depth and
the significance of the listing price;

e price variability: the measurement of price
variations over time must be compatible
with that of securities of the same cur-
rency, similar duration and creditworthi-
ness; in other words, the price must vary
according to a dynamic traceable to the
market variables that determine its return
and must not present discontinuities of
such a magnitude that they cannot be
justified by the trend of the relevant mar-
ket factors;

e price availability and frequency of updat-
ing: the historical price series must be con-
finuously and frequently updated; in prin-
ciple, this condition is deemed to be met
if, over the last month, different prices
have been found in at least half of the
working days of the period;

e in the case of a security being fraded on
an alternative stock exchange, existence
of a sufficient number of market makers
and relevant listings: the security must be
fraded by a sufficient number of interme-
diaries to ensure the constancy of price
formation and its effective executability; in
principle, this condifion is deemed to be
met if: i) listings from at least three different
brokers are available; i) the bid/ask
spreads of the brokers' listings are not more
than 1%, iii) the mid-prices of the different
brokers are within a range not exceeding
1%.

From an organisational point of view, the classifi-
cation according fo the fair value hierarchy of alll
financial insfruments included in the Bank's port-
folio is carried out by the Risk Management Func-
fion.

With particular reference to several bond index
CDSs, which are part of an arbitrage strategy (in
which Banca Profilo simultaneously takes a CDS

position on an index and a CDS opposite sign
position on the single names that make up the
same index), the model valuation is based on
the following steps:

1. on the day of the fransaction, on the basis
of the upfront collected on the "package"
(index CDS + single names CDS) and
therefore of the difference between the
market value of the index CDS and the
sum of the market values of the single
names CDS, the amount of the skew ex-
pressed in basis points on the credit curve
is determined; this value, which cannot be
observed in the market prices and there-
fore not detectable except with a new
fransaction on the same "package", is
kept constant in subsequent valuations;

2. on the day of the valuation, based on the
sum of the current market values of the
single names CDS, the intrinsic spread is
determined, i.e. the credit curve fthat
would determine a CDS valuation on the
index equal to the sum of the single names
CDS valuations;

3. fo the infrinsic spread determined in point
2), the skew referred to in point 1) is then
added, calculated on the day of the
fransaction and kept constant; the credit
curve thus obtained (sum of the current in-
frinsic spread and the original skew) is that
used for the index CDS model valuation.

A 4.4 Other information

Almost all fransactions in OTC derivatives are
backed by collateralisation contracts with daily
margining that substantfially mifigate counter-
party risk. The criteria for the valuation of the de-
rivative portfolio take account of these guaran-
tees with particular reference to the determina-
fion of CVA and DVA. For information on the so-
called "highest and best use" required by IFRS 13,
please refer to that described at the end of table
"A.4.5.4".
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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 levels

31/12/2019 31/12/2018
Financial assets/liabilities measured at fair value
L1 L2 L3 L1 L2 L3
1. Financial assets measured at fair value through
profit and loss 390,074 142,274 43 417,785 90,146 43
a) Financial assets held for trading 390,074 142,274 - 417,785 90,146 -
b) financial assets designated at fair value - - - - - -
c) other financial assets mandatorily measured at
fair value - - 43 - - 43
2. Financial assets measured at fair value through other
comprehensive income 261,466 40,732 9,515 411,734 22,021 6,793
3. Hedging derivatives - 1,271 - - 2,985 -
4. Property, plant and equipment - - - - - -
5. Intangible assets - - - - - -
Total 651,540 184,277 9,558 829,519 115,152 6,836
1. Financial liabilities held for frading 47,036 67,087 15,283 104,454 57,857 2,094
2. Financial liabilities designated at fair value - - - - - -
3. Hedging derivatives - 38,925 - - 29,259 -
Total 47,036 106,012 15,283 104,454 87,116 2,094

The impact of the "CVA" and "DVA" on the determination of the fair value of derivative financial instru-

menfts at consolidated level amounts to € 116 thousand and € 79 thousand respectively.
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A.4.5.3 Annual changes in liabilities measured at fair value on a recurring basis (level 3)

Financial liabilities

oot dedonaiedctiar fedans

1. Opening balances 2,094 - -
2. Increases 15,283 - -
2.1.Issuance - - -
2.2. Losses recognised in: 15,283 - -
2.2.1. Income Statement 15,283 - -
- of which capital losses - - -
2.2.2. Shareholders' equity X - R
2.3. Transfers from other levels - - -
2.4. Other increases - - .
3. Decreases 2,094 - .
3.1. Redemptions - - -
3.2. Repurchases - - _
3.3. Profits recognised in: 2,094 - R
3.3.1. Income Statement 2,094 - _
- of which capital gains - - -
3.3.2. Shareholders' equity X - _
3.4. Transfers to other levels - - -
3.5. Other decreases - - -
4. Closing balances 15,283 - -

The table includes CDS derivatives that are part of the arbitrage structures described above.
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A.4.5.4 Assets and liabilities not measured at fair value or measured at fair value on a non-recurring
basis: breakdown by fair value level

Assets/liabilities not measured at fair 31/12/2019 31/12/2018
value or measured at fair value on a
non-recurring basis CA L1 L2 L3 CA u L2 L3

1. Financial assets measured at
amortised cost

2. Property, plant and equipment
held for investment

1,127,001 322,880 10,390 807,548 1,173,361 151,916 2,959 1,014,913

1,371 - 1,683 - 1,992 - 1,992 -

3. Non-current assets and disposal
groups classified as held for sale

Total 1,128,372 322,880 12,073 807,548 1,175,353 151,916 4,951 1,014,913
1. Financial liabilities measured at

. 1,717,291 - - 1,729,894 1,857,235 - - 1,857,235
amortised cost
2. Liabilities associated with disposal ) . ) . ) . . )
groups classified as held for sale
Total 1,717,291 - - 1,729,894 1,857,235 - - 1,857,235

With regard to the determination of the fair value of financial insfruments, reference should be made to
Part A.1 section 4 of the Bank's accounting policies.

Financial assets measured at amortised cost include both securities held by Banca Profilo (broken down
by level) and loans and advances to banks and customers, all of which have been classified at level 3.
Since these are mainly non instalment transactions or transactions with a maturity of less than one year,
the book value is considered an adequate approximation of fair value, which entails classification in
level 3 of the hierarchy. Exposures in mortgages and Lombard loans are also classified as level 3 in loans
and advances fo customers.

A.5 Information on "Day one profit/loss"
As at 31 December 2019 there were no day one profit transactions in place.
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PART B - Information on the
Consolidated Balance Sheet

ASSETS

Section 1 - Cash and cash equivalents - Item 10

1.1 Cash and cash equivalents: breakdown

Total Total

31/12/2019 31/12/2018

a) Cash 34,256 35,359
b) Demand deposits with Central banks 7,292 4,164
Total 41,548 39.523

Section 2 - Financial assets measured at fair value through profit and loss - ltem 20

2.1 Financial assets held for frading: breakdown by product

Hems/Amounis Total 31/12/2019 Total 31/12/2018
L1 L2 L3 L1 L2 L3
A. On-balance sheet assets
1. Debt securities 272,472 61,876 - 304,544 35,558 -
1.1 Structured securities 9.249 12,142 - 10,770 5,853 -
1.2 Other debt securities 263,223 49,734 - 293,774 29,705 -
2. Equity securities 86,490 - - 70,170 - -
3. Units of UCITS 133 1,141 - 83 1,053 -
4. Loans - - - - - -
4.1 Reverse repurchase
agreements - - - - - -
4.2 Other - - - - - -
Total (A) 359,095 63,017 - 374,797 36,611 -
B. Derivative Instruments - - - - - -
1. Financial derivatives 30,979 39.398 - 42,988 45,309 -
1.1 trading 30,979 39,398 - 42,988 45,309 -
1.2 connected with the fair value
option = = = - - -
1.3 other = = - - - -
2. Credit derivatives - 39.859 - - 8,226 -
2.1 frading - 39,859 - - 8,226 -
2.2 connected with the fair value
option - - - - - -
2.3 other - - - - - -
Total (B) 30,979 79,257 - 42,988 53,535 -

Total (A+B) 390,074 142,274 - 417,785 90,146 -
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2.2 Financial assets held for trading: breakdown by debtor/issuer/counterparty

Total Total

i 31/12/2019  31/12/2018

A. On-balance sheet assets

1. Debt securities 334,348 340,101
a) Central Banks - -

b) Public administration 233,276 264,288

c) Banks 91,345 42,776
d) Other financial companies 7.333 15,752

of which: insurance companies 17 2,108

e) Non-financial companies 2,393 17,285

2. Equity securities 86,490 70,171
a) Banks 51,773 21,924

b) Other financial companies 7,071 12,635

of which: insurance companies 38 8,406

c) Non-financial companies 27,646 35,612

d) Other issuers - -

3. Units of UCITS 1,274 1,136

4. Loans - -

a) Central Banks - -

b) Public administration - -

100 c) Banks - -

d) Other financial companies - -

of which: insurance companies = -

e) Non-financial companies - -

f) Households - -

Total (A) 422,112 411,408
B. Derivative Instruments
a) Central Counterparties 30,997 42,967
b) Other 79,239 53,557
Total (B) 110,236 96,524
Total (A+B) 532,348 507,932

Derivative instruments activity mainly refers to Banca Profilo.
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2.5 Other financial assets mandatorily measured at fair value: breakdown

Total 31/12/2019 Total 31/12/2018
L1 L2 L3 L1 L2 L3

1. Debt securities - - o - - .

Items/Amounts

1.1 Structured securities - = = - - _
1.2 Other debt securities - = = - - _

2. Equity securities - - 43 - - 43
3. Units of UCITS - - - - - -

4. Loans - - - - - -

4.1 Repurchase agreements - - = - - R
4.2 Other - - = - - R
Total - - 43 - - 43

The item "Equity securities” - level 3 - only includes the financial instruments subscribed as part of the
support to Banca Carige through the Voluntary Scheme.

2.6 Other financial assets mandatorily measured at fair value: breakdown by debtor/issuer

Total Total

31/12/2019 31/12/2018

1. Equity securities 43 43
of which: banks - -

of which: other financial companies - -

of which: non-financial companies 43 43

2. Debt securities - -

a) Central Banks - -

b) Public administration - _

c) Banks - -

d) Other financial companies - -

of which: insurance companies = -

e) Non-financial companies - -

3. Units of UCITS o -

4. Loans - .

a) Central Banks - -

b) Public administration - -

c) Banks - -

d) Other financial companies - -

of which: insurance companies - -

e) Non-financial companies - -

f) Households - -

Total 43 43
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Section 3 - Financial assets measured at fair value through other comprehensive

income - Iltem 30

3.1 Financial assets measured at fair value through other comprehensive income: breakdown

Total 31/12/2019

Total 31/12/2018

ltems/Amounts
L1 L2 L3 L1 L2 L3
1. Debt securities 260,557 40,380 7,271 410,839 21,669 4,709
1.1 Structured securities - - - - - -
1.2 Other debt securities 260,557 40,380 7.271 410,839 21,669 4,709
2. Equity securities 909 352 2,244 894 352 2,084
3. Loans - - - - - -
Total 261,466 40,733 9,515 411,733 22,021 6,793

The Group has classified in this category, in addition to debt securities, certain equity securities deriving

from minority interests.

Debt securities include € 47.4 million in bonds held by the subsidiary Banque Profil de Gestion SA, while
the remainder relates to securities held by Banca Profilo.

3.2 Financial assets measured at fair value through other comprehensive income: breakdown by

debtor/issuer
Items/Amounts D0 e
1. Debt securities 308,209 437,218
a) Central Banks - -
b) Public administration 219,029 359,803
c) Banks 65,629 49,362
d) Other financial companies 1,483 14,001
of which: insurance companies - 2,085
e) Non-financial companies 22,068 14,051
2. Equity securities 3,505 3,330
a) Banks - -
b) Other issuers: 3,505 3,330
- other financial companies 914 898
of which: insurance companies = -
- non-financial companies 2,239 2,079
- other 352 352
3. Loans - -
a) Central Banks - -
b) Public administration - -
c) Banks - -
d) Other financial companies - -
of which: insurance companies - -
e) Non-financial companies - -
f) Households - -
Total 311,714 440,547
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3.3 Financial assets measured at fair value through other comprehensive income: gross value and
overall value adjustments

Gross value Overall value adjustments
of which: Total partial
Stage 1 Izsx;mzw Stage2 Stage3 Stage1 Stage2 Stage3 Write-offs
credit risk
Debt securities 308,243 297,554 - - 322 - - -
Loans - - - - - - - -
Total 31/12/2019 308,243 297,554 - - 322 - - -
Total 31/12/2018 437,922 427,003 - - 704 - - -
of which: impaired financial
assets, acquired or originated X X - - X - - -

A portion of the bonds in the portfolio of financial assets measured at fair value through other
comprehensive income (HTCS) is subject to micro hedge. The strategy for managing this portfolio is to
immunise its fair value from movements in interest rates and inflation rate, leaving it exposed only to
movements in the credit spreads of the issuers of the securities purchased. To this end, in the event of
the purchase of fixed-rate or inflation-linked securities, special hedging derivatives were entered info
which fransformed the overall payoff of the investment (security plus derivative) info that of a variable-
rate security. As at 31 December 2019, out of a notional amount of bonds in the HTCS portfolio of € 301.1
million, € 118.2 million is subject fo micro hedge.
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Loans and advances to customers increased by € 59.2 million from € 793.1 milion as at 31 December
2018 to € 852.3 million as at 31 December 2019.

This item contains securities of "customer" issuers classified as financial assets at amortised cost. As at 31
December 2019 on a nominal value of bonds, issued by "customers”, in the HTC portfolio of € 280.0
million, € 176 million were subject to micro coverage.

Impaired assets classified in stage 3 have a gross exposure of € 7,648 thousand against which specific
value adjustments of € 6,168 thousand have been made with a hedge of 80.6%. Impaired assets are
attributable to bad loans, unlikely to pay and past due loans to private and corporate customers.

Impaired assets include the bad loans of the subsidiary Banque Profil de Gestion SA for € 1,091 thousand
written down by € 535 thousand. On the remaining amount, the Geneva bank is waiting for the
recovery of the entire amount thanks to the enforcement of the guarantee (property mortgage) that
will take place during the year 2020.

4.3 Financial assets measured at amortised cost: breakdown by debtor/issuer of loans and advances to
customers

Total 31/12/2019 Total 31/12/2018

of which: of which:

Type of transactions/Amounts stage 1 S, imz:si:: Stage 1 Stage 3 imz::sir;g'
el 2 acquired or Sl acquired or

originated originated

1. Debt securities 304,064 - - 151,372 - -
a) Public administration 290,937 - - 135,063 - -
b) Other financial companies 8,915 - - 6,861 - -
of which: insurance companies - - - - - -

c) Non-financial companies 4,212 = = 9.447 - -
2. Loans to: 546,785 1,480 - 640,626 1,059 -
a) Public administration 6 - - 1,224 - -
b) Other financial companies 239,341 S - 320,066 3 -
of which: insurance companies - 1 - - - -

c) Non-financial companies 113,244 499 - 133,994 573 -
d) Households 194,194 978 - 185,341 482 -

Total 850,849 1,480 - 791,997 1,059 -
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4.4 Financial assets measured at amortised cost: gross value and overall value adjustments

Gross value Overall value adjustments
of which: Total partial
Instruments write-offs
Stage 1 with low Stage 2 Stage 3 Stage 1 Stage 2 Stage 3
credit risk
Debt securities 323,173 323,172 - - 194 - -
Loans 799,651 799,651 3,270 7,648 371 8 6,168 683
Total 31/12/2019 1,122,823 1,122,823 3,271 7,648 565 8 6,168 683
Total 31/12/2018 1,169,932 1,168,518 3,295 7,104 908 17 6,045 683
of which: impaired financial
assets, acquired or
originated X X - - X - -
Section 5 - Hedging derivatives - Item 50
5.1 Hedging derivatives: breakdown by type of hedge and levels
Fair value 31/12/2019 NA Fair value 31/12/2018 NA
L1 L2 L3 31/12/2019 L1 L2 13 31/12/2018
A. Financial derivatives
1. Fair value - 1,271 37.698 - 2,985 - 61,470
2. Cash flows - - - - - - -
3. Foreign investments = = = - - -
B. Credit derivatives
1. Fair value - - - - - - -
2. Cash flows - - - - - - -
Total - 1,271 37,698 - 2,985 - 61,470

NA = Nominal or Notional Amount
FV = Fair Value.
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Section 9 - Property, plant and equipment - ltem 90

9.1 Property, plant and equipment used in the business: breakdown of assets measured at cost

Assets/Amounts 311 2/;3'109I 311 2/;?)11‘:8'
1. Owned assets 48,245 48,882
a) land 36,215 36,215
b) buildings 10,784 11,074
c) furniture and furnishings 133 270
d) electronic equipment 68 213
e) other 1,045 1,110
2. Right-of-use of leased assets 4,893
a) land
b) buildings 4,512
c) furniture and furnishings
d) electronic equipment
e) other 381
Total 53,138 48,882

of which: obtained by enforcing guarantees received

The amounts shown in the table in respect of item 1. Owned assets - sub-items "land" and "buildings",
refer to the building for the headquarters of Banca Profilo located in Via Cerva (Milan), owned by the
company Profilo Real Estate Srl.

lfem 2. Right-of-use of leased assed relates to the entry into force of the new accounting standard IFRS
16 and the consequent recognition of rights fo use property, motor vehicles and capital goods. For
details on the application of the aforementioned accounting standard, reference should be made to
the section "Disclosure on first-time adoption of IFRS 16 - Leases", contained in Part A of these Notes to
the Consolidated Financial Statements.

In order to verify the fairness of the carrying amount (€ 46.8 million), an appraisal was carried out on the
property in Via Cerva (Milan) by external consultants which determined the value of the properties on
the basis of generally accepted valuation methods and principles. In particular, the valuation of the
property was carried out using the synthefic-comparative method at market values. The comparative
procedure arrives at the estimate of the asset by comparing it with properties recently bought or
currently for sale, comparable in terms of type, construction and positioning. The value of the property is
then determined faking info account the sale prices or rents, which are the result of an in-depth market
survey, to which adjustments are applied that are considered appropriate (value weighing) in relation
fo the infrinsic and exirinsic characteristics of the property being valued and any other factors
considered relevant. For the valuation of the asset in question, the appraiser (as in previous years by
different appraisers) fook info account that this asset is fo be counted among the properties known as
"Trophy assets" because of its historical/architectural importance, located both in a prestigious area and
within the main Milanese business area with quality structural features. For this reason, the synthefic
comparative method has used recent fransactions for properties with similar characteristics and
location as a comparison parameter. The result of the valuation method described led to confirmation
of the appropriateness of the carrying amount.
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9.2 Property, plant and equipment held for investment: composition of assets measured at cost

Total 31/12/2019 Total 31/12/2018

Assets/Amounts Carrying Fair value  cqprying Fair value
amount L1 12 L3 amount L1 12 13

1. Owned assets 1,371 - 1,683 - 1,992 - 1,992 -
a) land - - - - 580 - 580 -

b) buildings 1,371 - 1,683 - 1,412 - 1,412 -

2. Right-of-use of leased assets - - - - - - - -
a) land - - - - - - - -

b) buildings - - - - - - - -
Total 1,371 - 1,683 - 1,992 - 1,992 -

of which: obtained by enforcing
guarantees received - - - - - - _ _

The property, plant and equipment held for investment refer exclusively to the company Profilo Real
Estate Srl. This item consists mainly of the property located in Corso Mameli (Brescia).

In order to verify the appropriateness of the carrying amount, the property in Corso Mameli (Brescia)
was subject fo an appraisal by external consultants, which revealed the appropriateness of the value
recorded in the financial statements, this appraisal determined the market value of the properties on
the basis of generally accepted valuation methods and principles. In particular, the valuation of the
property was carried out using the synthefic-comparative method at market values. The comparative
procedure arrives at the estimate of the asset by comparing it with properties recently bought or
currently for sale, comparable in terms of type, construction and positioning. The value of the property is
then deftermined faking info account the sale prices or rents, which are the result of an in-depth market
survey, to which adjustments are applied that are considered appropriate (value weighing) in relation
fo the infrinsic and exirinsic characteristics of the property being valued and any other factors
considered relevant. The result of the valuation method described led fo confirmation of the
appropriateness of the carrying amount.
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9.6 Property, plant and equipment used in the business: annual changes

Furniture and Electronic

Land Buildings - . Other Total
furnishings  equipment
A. Gross opening balances 36,215 12,853 5,716 15,181 1,692 71,656
A.1 Total net impairment - (1,779) (5,446) (14,967) (582) (22,774)
A.2 Net opening balances 36,215 11,074 270 213 1,110 48,882
B. Increases: - 5,542 13 3 918 6,476
B.1 Purchases - 32 - 2 93 127
- of which business ) ) ) ) ) )
combinations
B.2 Capitalised expenditure on . . . . . )
improvements
B.3 Reversals of impairment losses - - - - - -
B.4 Positive changes in fair value . . . . . )
recognised in:
a) shareholders' equity - - - - - -
b) income statement - - - - - -
B.5 Positive exchange differences - 35 3 1 - 39
B.6 Transfer from properties held
. - - X X X -
for investment
B.7 Other changes - 5,475 10 - 825 6,310
C. Decreases: - 1,320 151 149 601 2,221

C.1 Sales - - - - - -

- of which business
combinations

C.2 Depreciation - 1,187 151 149 402 1,889

C.3 Impairment losses
recognised in:

a) shareholders' equity - - - - _ -

b) income statement - - - - - _

C.4 Decreases in fair value
booked to

a) shareholders' equity - - - - _ -

b) income statement - - - - R _

C.5 Negative exchange
differences

C.6 Transfers to: - - - - - _
a) property, plant and

equipment held for investment ) ) X X X )

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

C.7 Other changes - 133 - - 199 332

D. Net closing balances 36,215 15,296 133 68 1,426 53,138

D.1 Total net impairment - 2,883 8,394 15,715 922 27914

D.2 Gross closing balances 36,215 18,179 8,527 15,783 2,348 81,052

E. Measured at cost - - - - - -

Sub-item B.7 "Other changes" mainly includes the rights of use recorded on first-time adoption in
accordance with accounting standard IFRS 16.
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9.7 Property, plant and equipment held for investment: annual changes

Total

Land Buildings

A. Opening balances 580 1,412
B. Increases - -
B.1 Purchases - -

- of which business combinations - -

B.2 Capitalised expenditure on improvements - -
B.3 Positive changes in fair value - -
B.4 Reversals of impairment losses - -
B.5 Positive exchange differences - -
B.6 Transfers from properties used in the business - -
B.7 Other changes - -

C. Decreases 580 41
C.1 Sales 580 -

- of which business combinations - -

C.2 Depreciation - 41
C.3 Negative changes in fair value - -
C.4 Impairment losses - -
C.5 Negative exchange differences - -
C.é Transfers to: - -

a) properties used in the business - -

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

C.7 Other changes - -

D. Closing balances - 1,371
E. Measured at fair value - 1,690

Section 10 - Intangible assets - ltem 100

10.1 Intangible assets: breakdown by type

Total 31/12/2019

Total 31/12/2018

Assets/Amounts
Finite life Indefinite life Finite life Indefinite life
A.1 Goodwill X 5,645 X 6,028
A.1.1 attributable to the Group X 4,433 X 4,861
A.1.2 attributable to non-controlling interests X 1,212 X 1,167
A.2 Other intangible assets 3,238 - 3,973 -
A.2.1 Assets measured at cost: 3,238 = 3,973 -
a) intangible assets generated internally - - - -
b) other assets 3.238 - 3,973 -
A.2.2 Assets measured at fair value: = = - -
a) infangible assets generated internally - - - -
b) other assets - - - -
Total 3,238 5,645 3,973 6,028
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Other intangible
assets: generated

Other intangible
assets: other

Goodwill internally Total
FIN INDEF FIN INDEF

A. Opening balances 16,783 - - 3,973 - 20,756

A.1 Total net impairment (10,755) - - - - (10,755)

A.2 Net opening balances 6,028 - - 3,973 - 10,001

B. Increases 114 - - 625 - 739

B.1 Purchases - - - 493 - 493

- of which business combinations - - - - - -

5.2 Inc_reoses of infernally generated X ) ) i ) i

intangible assets

B.3 Reversals of impairment losses X - - - - -

B.4 Positive changes in fair value - - - - - -

- shareholders' equity X - - - - R

- income statement X - - - - B,

B.5 Positive exchange differences 114 - - 54 - 168

B.6 Other changes - - - 78 - 78

C. Decreases 497 - - 1,360 - 1,857

C.1 Sales - - - - - -

- of which business combinations - - - - - -
C.2 Value adjustments 497 - - 1,360 - 1,857 113

- Amortisation X . - 1,360 - 1,360

- Write-downs 497 - - - - 497

+ shareholders' equity X - - - - R

+income statement 497 - - - - 497

C.3 Negative changes in fair value: - - - - - -

- shareholders' equity X - - - - R

- income statement - - - - -

C.4 Transfers to non-current assets held for sale - - - - - -

C.5 Negative exchange differences - - - - - _

C.6 Other changes - - - - - R

D. Net closing balances 5,645 - - 3,238 - 8,883

D.1 Total net value adjustments 10,755 - - - - 10,755

E. Gross closing balances 16,400 - - 3,238 - 19,638

F. Measured at cost

Goodwill of € 5,645 thousand as at 31 December 2019 derives from:

e the acquisition of the lending and custody and individual asset management business unit in

2003 and 2004, for € 1,185 thousand;

e the acquisition on 27 December 2007 of 60.25% (now 60.41%) of Banque Profil de Gestion SA

(formerly Société Bancaire Privée SA), a Geneva-based credit institution specialising in private

banking, whose residual goodwill amounts to € 1,365 thousand;

e The acquisiion by BPAG of Dynagest SA, which took place during 2018, which led to the
recognition of goodwill of € 3,095 thousand following the Purchase Price Allocation procedure.

The total goodwill relating to the subsidiary BPAG as at 31 December 2019 amounted to € 4,460 million.
"Property, plant and equipment with a finite useful life" includes an intangible asset for customer
relationships of CHF 1,767 thousand (equal to € 1,528 thousand at historical exchange rates and € 1,384
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thousand as at 31 December 2019 net of amortisation) identified through the Purchase Price Allocation
(PPA) procedure, following the acquisition of Dynagest in July 2018 and identified in the branch
dedicated to the asset management of instfitutional customers. This asset is subject to straight-line
amortisation over 10 years.

In compliance with IAS 36, the existence of a clear impairment of goodwill and property, plant and
equipment with a finite useful life is verified annually by means of the so-called "impairment test", i.e.
whether the book values are lower than their recoverable value.
The same principle defines the recoverable value as the greater of:
e 'value in use" or the present value of future cash flows expected to arise from the continuing use
of a specific asset or cash generating unit (CGU);
e '"fair value", less selling costs, i.e. the amount obtainable from the sale of an asset in an arm's
length fransaction between knowledgeable, willing parties.

Any difference between the book value of goodwill and its recoverable value, if lower, represents an
impairment loss fo be recognised in the entity's Income Statement.

In this regard, the cash generating unit fo which goodwill is allocated is identified, known as CGU, which
represents the minimum level at which goodwill is monitored at Group level in accordance with the
business model adopted.

In carrying out the impairment test, the procedure was defined and approved by the Board of Directors
of Banca Profilo S.p.A. prior to the approval of the financial statements, in continuity with previous years.

Impairment test on intangible assets relating to the subsidiary Banque Profil de Gestion SA

Goodwill

During the impairment test on the financial statements as at 31 December 2018, in view of the recent
acquisition of Dynagest (July 2018) and therefore the existence of an organisational structure not yet
infegrated with a measurement of results still disaggregated in relation to the subsidiary, it was deemed
appropriate tfo keep the two goodwill operations of the subsidiary Banque Profil de Gestion SA
separate. However, during 2019, the subsidiary BPAG, which has always been considered by the Parent
Company as an individual investment aimed at diversifying and growing consolidated assefs by
external lines, proceeded fo redesign its organisational structure, rationalising the number of human
resources by creating new feams made up of the staff of the two companies, with the aim of creating
synergies above all through the use of the already existing staff structures to support the entire business,
as well as bringing all the bank's activities info a single information system. The Swiss bank also
redesigned its business strategies by providing for cross-selling activities within the different areas with
the union of assets managed in relation to institutional customers. The objective of identifying new
customers is carried out by the bank across all lines of business with the aim of offering new customers
the various services provided by the bank.

In view of the above, Banca Profilo, thus giving precedence fo its unitary management over the same,
deemed it necessary to change the scope of the CGUs with respect to that carried out in the 2018
financial statements and therefore to consider the foreign investment as a single Cash Generating Unit
and consequently to carry out a single impairment test on the sum of the intangible values recognised
both in the separate financial statements of BPAG and on the sum of the higher values recognised in
the consolidated financial statements. For this reason, the investee BPDG constitutes the group of CGUs
on which the recoverability of goodwill is verified, as it is the minimum level at which: (i) the Parent
Company's strategy aims to recover goodwill (and to monitor its recoverability); (i) the allocation of
goodwill is not arbitrary. It should be noted that international accounting standards identify in this
segment the maximum limit to which goodwill can be tested and monitored. However, it should also be
noted that the subsidiary represents a single revenue-generating entity consistent with its Segment
Reporting (pursuant to IFRS 8), which is represented in its financial statements and identifies this CGU as
"Activities Abroad". The existence for Banca Profilo of a single foreign structure, represented by its sole
investment in BPAG, means that the same, in its entirety, is measured by the Parent Company in terms of
performance against its own budget and against competing banks in the Swiss market.

Following the reorganisation, the Banca Profilo Group has not changed its segment reporting (pursuant
to IFRS 8).
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Moreover, the accounting standard and best practices require that, in the presence of a reorganisation
of the CGUs, a double check should be carried out in order to also essentially demonstrate the result
that would have been obtained under the previous CGU structure.

Impairment test under the previous CGU structure

With regard to goodwill of € 1,365 thousand, atftributable to the acquisition of Banque Profil de Gestion
S.A., which took place in 2007, since it was impossible to determine a value in use, the recoverable
value was verified in continuity with the criterion used in the previous year and therefore through the
determination of fair value using two methods in order to have a valuation range:

«  multiples method applied to the tangible book value (in continuity with the previous year);

e assefs under management market multiples method plus tangible book value.

Multiples of the tangible book value

Data from 5 Swiss banks operating in the private banking sector was observed. In detail, the median of
the "share price/tangible book value" ratio of the 5 Swiss banks was calculated, equal to 1.27% which,
applied to the corresponding size of BPAG, resulted in an economic value of the company of € 60.8
million. To the value thus obtained, in consideration of the different liquidity of the investee company's
security in relation to comparable securifies, a liquidity discount of 15% was prudentially applied,
resulting in a fotal economic value of the investee company of € 51.7 million and a pro-rata value of €
31.2 million.

Multiples of assets under management plus tangible book value

The data of the aforementioned 5 Swiss banks operating in the Private Banking sector was observed. In
detail, the median of the "Goodwill/Asset Under Management (AUM)" ratio of the five banks was
calculated, equal to 1.2%, which, applied to the value of the total assets as at 31 December 2019 of
BPAG (CHF 2.9 billion) - net of the assefs resulting from the Dynagest acquisition (CHF 1.7 billion) -
resulted in a specific value in relation to the assefs of € 13 million, which, added to the tangible net
equity of the Swiss bank, results in an economic value of the company of € 61.1 million. To the value thus
obtfained, in consideration of the different liquidity of the investee company's security in relafion fo
comparable securifies, a liquidity discount of 15% was prudentially applied, resulting in a total economic
value of the investee company of € 51.9 million and a pro-rata value of € 31.4 million.

Consequently, on the basis of the aforementioned data obtained using the two methods described
above, no write-down was made fo the goodwill present in the financial statements as it was higher
than the book value in both cases.

With regard to the goodwill of € 3,095 thousand arising from the acquisition of Dynagest in 2018, in the
absence of forecast data only aftributable to such business lines following the integration/cross-selling
of assets in 2019, it was deemed appropriate fo determine the recoverable value by determining fair
value using the market multiples method linked to gross revenues (price/revenues).

The data from the aforementioned Swiss banks were observed. In detail, the median of the
"Price/Revenue” ratio of 2.9x was calculated, which, when applied to the actual revenues as at 31
December 2019 associated with this business unit, resulted in a value of CHF 6.0 million.

The economic value of the business unit confirms that there would be no need to make any
impairment.

Impairment test post reorganisation - Overall CGU
As described above, under international accounting standards, the amount of any impairment loss is
determined by the difference between the book value of the CGU and its recoverable value, if lower.
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The recoverable value is defined as the greater between:
1. Fair value, less selling costs, i.e. the amount obtainable from the sale of an asset in an arm's length
fransaction between knowledgeable, wiling parties;
2. Value in Use or the present value of future cash flows expected to arise from the continuing use
of a specific asset or CGU.

Below are the criteria identified for the purposes of the impairment test.

Multiples of assets under management plus tangible book value

The value of the CGU was estimated as the sum of the tangible book value and the value of AUM
outstanding at the end of the 2019 financial year, broken down into "private banking" and "institutional"
components (CHF 1.2 billion and CHF 1.7 billion respectively).

The value of the multiple applied to AUM was defined as the median of the Goodwill/Asset Under
Management (AUM) ratio and is 1.2% for the five Swiss banks operating in the private banking sector
and 0.7% for those operating in the asset management sector. The application of the two multiples to
the assets outstanding at 31 December 2019 and taking info account the tangible shareholders' equity,
leads to an economic value of the subsidiary of € 71.5 million. To the value thus obtained, in
consideration of the different liquidity of the investee company's security in relation to comparable
securities, a liquidity discount of 15% was applied, resulting in a fotal economic value of the investee
company of € 60.8 million and a pro-rata value of € 36.7 million.

Dividend Discount Model

According to the Dividend Discount Model (DDM) method, the value of a company is a function of the
flow of dividends that it is able to generate on a forward-looking basis. In this case, the method used is
the DDM in the Excess Capital variant, which assumes that the economic value of a company is equal
to the sum of the present value of future cash flows (Expected Dividends) generated over the chosen
planning period and distributable fo shareholders while maintaining a level of capitalisation suitable to
ensure the expected future development, and the perpetual capitalisation of the normalised dividend
of the last year of the forecast, on the basis of a "pay-out ratio”, depending on the profitability at full
capacity.

The projections on which the value in use estimates are based:

e are connected with reasonable and consistent assumptions, which represent the best estimate
that management can make of the possible economic conditions that may arise during the
useful life of the activity in question;

e were faken from the BPAG 2020-2022 Business Plan approved in February 2020 by the subsidiary's
Board of Directors;

e tfake info account a minimum capital level estimated on the basis of a target Common Equity Tier
1 (CET1).

In line with IAS 36, a time period of 3 years was used as the explicit forecast period. The estimation
process requires appropriate analysis to be carried out for deviations between the 2019 preliminary
data and the 2019 budget, in order to understand the causes of the deviations and take them into
account in new calculations. The cash flows calculated with reference to the former Dynagest are
inseparable. For the estimate of the terminal value, the average sustainable dividend after the explicit
period was calculated according to the expected long-term profitability. The latter has been estimated
with reference to a long-term growth rate of activity equal to the nominal growth rate of the economy
of 0.5% while maintaining the profitability assumed in 2022.

For the discounting of dividends distributable to shareholders, a Cost of Equity was used, consistent with
the return required for investments with similar characteristics to those being valued. The Cost of Equity
(Ke), equal to 6%, was determined on the basis of the Capital Asset Pricing Model, according fo which
the return on a risky asset must be equal to the sum of a risk-free (Rf) rate and a market risk premium
(MRP), depending on the specific riskiness of the assef.

In detail, the risk-free (Rf) component, which in any case encompasses the so-called "Country risk", is
determined using the 1-year average of 10-year Swiss government bond vyields, equal to -0.62%
(average six-monthly rate), prudently set with a floor at zero.

The beta coefficient (B) measures the riskiness of the specific company or operating sector in ferms of
the correlation between the actual return on a share and the overall return on the reference market.
Specifically, an average indicator relating to a sample of companies active in Private Banking surveyed
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by Factset was used. The value thus determined is 1.01%. The coefficient was measured monthly over a
time period of 5 years.
The market risk premium (MRP) was determined at 5.96%, in line with valuation practice.

The test carried out showed that the Economic Value of the company based on the prospective
profitability of the CGU, using the DDM in the Excess Capital variant, was € 62.5 million (CHF 67.8 million)
and that the pro-rata value was € 37.8 million compared with a book value of the CGU of € 33.6 million.
Based on sensitivity analyses carried out using different discount rates (+/- 1%) and total capital ratio (+/-
2.5%), the value of the total CGU, pro-quota, is in a range between € 33.0 and € 44.0 million.

In light of the values determined using the two criteria, in both cases the recoverable value exceeds the
book value at both consolidated and individual level.

Intangible assets with a finite useful life

With regard to the value of the customer relationship, in accordance with IAS 38, in the presence of
evidence of impairment losses greater than amortisation due to the actual performance of the business
unit, an impairment test was carried out using the discounting cash flow method based on the
expected future profitability of this line of business envisaged in the 2020-2022 Business Plan, approved
by the Board of Directors of BPAG in February 2020, considering both the original situation and the
prospective situation in ferms of customer base (see IAS 36 BCZ 45).

In order to discount future net results, consistent with all the valuations made in this impairment test
procedure, the discount rate used was the so-called "Ke" (Cost of equity) of 6% determined on the basis
of the method described above.

The applicatfion of the DCF method provides an economic value attributable fo the business unit of €
3.7 million, which confirms the appropriateness of the book value as at 31 December 2019.

Based on sensitivity analyses carried out using different discount rates (+/- 1%) and attrition rate (+/- 1%),
the value of the overall CGU is in a range between € 3.1 and € 4.5 million.

Impairment test on Intangible Assets related to the "lend and custody" business unit

The item "Goodwill' recorded at the beginning of the 2019 financial year for € 1,682 thousand is made
up of goodwill arising from the acquisition of the lending and custody business unit and asset
management in 2003 and 2004. The goodwill of the lending and custody business unit mentioned
above, already written down by € 3,143 thousand in the 2008 financial statements, in accordance with
the provisions of IAS 36, was subjected to an impairment ftest in order to identify any impairment losses
according fo the procedure illustrated below, indicating the basic assumptions, estimation method and
parameters used.

Goodwill was attributed to the Cash Generating Unit (CGU) to which it belongs, represented by the
business unit as a whole, given the substantial autonomy and independence of the cash inflows
generated by the aforementioned business unit with respect to other groups of assets. As at 31
December 2019, the business unit consisted of direct and indirect funding of € 182.7 million
(administered and managed).

In order to identify any impairment losses attributable to the CGU, the recoverable value was
determined using the following methods:

The value in use was determined by applying the income method. The flows were determined on the
basis of the assets managed and administered as at 31 December 2019, taking info account the
reduction of the same expected during 2020 following the revocation of a management mandate
whose disposal will take place during the first quarter of 2020. The future cash flows on residual assets
were therefore determined considering the actual profitability of the same recorded in 2019 on the
individual positions, net of the structural costs attributed to the business unit. For the purposes of
identifying the scope of customers assigned fo this business unit, customers fransferred at the date of
acquisition, as well as customers subsequently acquired by bankers operating in the business unit, were
considered.

In order to determine the value in use, the method of discounting expected income over a ten-year
period was used, in confinuity with the past. In view of the strong customer loyalty aftributed to the
business unit and their permanent tenure over the last few years, it has been assumed that assets will fall
from the sixth year to zero in the tenth year. The cost of equity (Ke) used to discount expected income,
equal to 7.02%, was determined on the basis of the Capital Asset Pricing Model, taking info account a
risk-free rate of 1.42% as at 31 December 2019 (10-year BTP rate), the Beta factor of 1.121 (obtained as
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the average of the coefficients observed for a sample of 15 listed companies operating in the asset
management and administration sector) and a market risk premium of 5.0% in line with last year. The
expected income flows thus obtained, also considering the commissions for the first quarter of 2020 in
relation to the outgoing customer, produce a value in use of € 1,184 thousand.

Based on sensitivity analyses carried out using different discount rates (+/- 1%) and profitability rates (+/-
0.05%), the value of the CGU to which goodwill is allocated ranges between € 1.038 and € 1.343 million.
The recoverable value was also estimated using the method of multiples applied to the assefs
outstanding at the end of the year. In this regard, multiples defined as Price/AUM were recorded as at
31 December 2019 on a sample of banks operating in private banking, with a median of 2.3%. Applying
this multiple to the assets outstanding as at 31 December 2019 provides a fair value of Euro 1,160
thousand.

Considering the above, and considering that the book value of goodwill amounts to € 1,682 thousand,
a write-down of € 497 thousand was recorded in the Income Statement. It should be noted that, in
accordance with IAS 36, write-downs made in previous years cannot be reversed subsequently.

10.3 Other information

As at 31 December 2019, there was no property, plant and equipment as a guarantee of own debfs
and no commitments to purchase intangible assets.

Section 11 - Tax Assets and Liabilities - Item 110 (Assets) and Item 60 (Liabilities)

11.1 Deferred tax assets: breakdown

IRES IRAP Total
Value adjustments on loans 1,599 42 1,641
118 Goodwill 137 28 165
Tax losses 2,263 - 2,263
Capital losses on sgcuphes classified as Financial assets through 1054 214 1268
other comprehensive income
Liabilities for pension funds determined at the time of Purchase Price Allocation - - -
Provisions for risks and charges 151 - 151
Other 1,215 23 1,238
Total 6,419 307 6,726
11.2 Deferred tax liabilities: breakdown
IRES IRAP Total
Capital gains on securities classified as Financial assets through
S 159 32 191
other comprehensive income
Provision for employee severance indemnity 69 - 69
Other 1,553 71 1,624

Total 1,781 103 1,884
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11.3 Deferred tax assets: annual changes (balancing entry in the income statement)

Total Total

31/12/2019 31/12/2018

1. Opening balance 7,481 8,227
2. Increases 686 362
2.1 Deferred tax assets recognised during the year 658 288
a) relating to previous years 153 92

b) due to changes in accounting principles - -

c) reversals of impairment losses - -

d) other 505 196

2.2 New taxes or increases in tax rates - -
2.3 Other increases 28 74
3. Decreases 3,014 1,107
3.1 Deferred tax assets derecognised during the year 2,874 826
a) reversals of temporary differences 2,874 826

b) write-downs of non-recoverable items = -

c) due to changes in accounting principles - -

d) other - -

3.2 Decreases in tfax rates 140 -
3.3 Other decreases: = 281
a) fransformation into tax credits pursuant fo Law no. 214/2011 - -

b) other - 281

4. Closing balance 5,153 7,482

The increases referred to in point 2.1 d) other, include deferred tax assets recorded on goodwill
impairment, on Directors' fees not paid in 2019 and on Provisions for risks and charges. The other
increases referred fo in point 2.3 are due to the Swiss franc exchange rate difference relating to the
BPAG subsidiary that did not affect the income statement.

The decreases refer to the reversal of deferred tax assefs pertaining to the year, including € 2,784
thousand for the current IRES for the year, offset against previous tax losses in accordance with current
legislation.

As at 31 December 2019, the remaining portion of deferred tax assets related to previous fax losses
amounted to € 2.3 million, compared with € 4.8 million as at 31 December 2018; the significant reduction
is due to the positive economic results achieved during the year and, consequently, to the resulting
higher taxable income; the probability of recovering the remaining deferred tax assets has been
appreciated, also taking into account the expected income outlook.

As af 31 December 2019 the Group had no unrecognised deferred tax assets.

11.4 Deferred tax assets: changes under Italian law 214/2011

Total Total
31/12/2019 31/12/2018
1. Opening balance 1,642 1,642

2. Increases - -

3. Decreases - -

3.1 Reversals of temporary differences - -

3.2 Transformation into tax credits - -

a) arising from loss for the period - -

b) arising from tax losses - -

3.3 Other decreases - -

4. Closing balance 1,642 1,642
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11.5 Deferred tax liabilities: annual changes (balancing entry in the income statement)

Total Total

31/12/2019 31/12/2018

1. Opening balance 2,112 1,686
2. Increases 260 446
2.1 Deferred tax liabilities recognised during the year 207 -
a) relating to previous years - -

b) due to changes in accounting principles - -

c) other 207 -

2.2 New taxes or increases in tax rates - -
2.3 Other increases o8 446
3. Decreases 679 20
3.1 Deferred tax liabilities derecognised during the year - -
a) reversals of temporary differences - -

b) due to change in accounting principles - -

c) other - -

3.2 Decreases in tax rates 679 -
3.3 Other decreases - 20
4. Closing balance 1,693 2,112

The other increases referred to in point 2.3 relate to the Swiss franc exchange rate difference relating to
the BPAG subsidiary that did not affect the income statement for the year.

11.6 Deferred tax assets: annual changes (balancing entry in equity)

Total Total

31/12/2019 31/12/2018

1. Opening balance 4,745 835
2. Increases 1,300 4,729
2.1 Deferred tax assets arising during the year 1,300 4,729
a) relating to previous years 7 215

b) due to change in accounting principles - -

c) other 1,293 4,514

2.2 New taxes or increases in tax rates - -
2.3 Other increases - -
3. Decreases 4,472 820
3.1 Deferred tax assets derecognised during the year 4,472 820
a) reversals of temporary differences 4,407 820

b) write-downs of non-recoverable items 65 -

c) due to changes in accounting principles - -
d) other - -

3.2 Decreases in tax rates - -

3.3 Other decreases - -

4. Closing balance 1,573 4,745
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11.7 Deferred tax liabilities: annual changes (balancing entry in equity)

Total Total

31/12/2019 31/12/2018

1. Opening balance 5 874
2. Increases 191 5
2.1 Deferred tax liabilities recognised during the year 191 5
a) relating to previous years - -

b) due to changes in accounting principles - -

c) other 191 5

2.2 New taxes or increases in tax rates - -
2.3 Other increases - -
3. Decreases 5 874
3.1 Deferred tax liabilities derecognised during the year 5 874
a) reversals of temporary differences 5 874

b) due to changes in accounting principles - -

c) other - -

3.2 Decreases in tax rates = -
3.3 Other decreases - -
4. Closing balance 191 5

The deferred tax assets and liabilities referred to above relate to negative and positive fair value
valuations, recorded in shareholders' equity in accordance with IAS/IFRS and pertaining to the securities
portfolio classified as financial assets measured at fair value through other comprehensive income. The
recovery of deferred tax assets is considered reasonable with the continued ownership of the securities.

11.8 Other information

31/12/2019 31/12/2018

Current tax assets

IRES prepayments 4 14
IRAP prepayments 75 321
Other receivables and withholdings 1,421 1,688
Total 1,500 2,023
Current tax liabilities

IRES payables 47 15
IRAP payables 402 100

Total 449 115
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Section 13 - Other assets - Iltem 130

13.1 Other assets: breakdown

31/12/2019 31/12/2018
Receivables for security deposits 172 165
Correspondents for securities and coupons to be collected 8,446 2,192
Receivables for tax consolidation - 69
Loans and advances to customers for invoices to be collected 1,449 221
Customers for commissions to be collected 2,682 2,387
Items to be settled with Banks and Customers for different transactions 1,258 2,461
Sundry and residual items 8,388 8,659
Total 22,395 16,154

Sundry items and residual items mainly consist of stamp duty accounts and prepaid expenses for

administrative expenses.
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LIABILITIES

Section 1 - Financial liabilities measured at amortised cost - ltem 10

1.1 Financial liabilities measured at amortised cost: breakdown of deposits from banks

Total 31/12/2019 Total 31/12/2018
Type of transactions/Amounts Fair value Fair value
CA CA

L1 L2 L3 L1 L2 L3
1. Deposits from central banks 84,570 X X X 34,712 X X X
2. Deposits from banks 362,662 X X X 447,483 X X X

2.1 Current accounts and demand
deposits 6,929 X X X 19,429 X X X
2.2 Time deposits - X X X 8,964 X X X
2.3 Loans 340,708 X X X 391,251 X X X
2.3.1 Repurchase agreements 340,708 X X X 391,251 X X X
2.3.2 Other - X X X - X X X

2.4 Payables for commitments to

repurchase own equity insfruments - X X - X X X
2.5 Lease liabilities - X X X - X X X
2.6 Other payables 15,025 X X X 27,840 X X X
Total 447,232 - - 447,232 482,196 - - 482,196

Deposits from Central Banks refer to monetary policy transactions aimed at long-term refinancing,
carried out with the European Central Bank through participation in the TLTRO Il auction for € 34.6 million
and to short-term transactions to optimise Banca Profilo's liquidity position for € 50 million. Item "2.6 Other
payables" includes the amounts deposited as collateral with the counterparties with which Banca
Profilo carries out transactions in derivative contracts. The amount of these deposits relating to the
previous year, amounting to € 27.8 million, were previously classified under "Time deposits".

Since these are mainly short-term payables seftled at market conditions, and given the financial
characteristics of the TLTRO Il fransactions, the book value is considered to approximate their fair value.

1.2 Financial liabilities measured at amortised cost: breakdown of deposits from customers

Total 31/12/2019 Total 31/12/2018
Type of transactions/Amounts Fair value Fair value
CA CA
L1 L2 L3 L1 L2 L3
1. Curr_em accounfs and demand 865.363 X X X 943,747 X X X
deposits

2. Time deposits - X X X - X X X
3. Loans 394,914 X X X 428,401 X X X
3.1 Repurchase agreements 394,914 X X X 428,401 X X X
3.2 Other - X X X - X X X

4. Payables for commitments to
repurchase own equity instruments - X X - X X X
5. Lease liabilities 4,872 X X - X X X
6. Other payables 4911 X X X 2,891 X X X
Total 1,270,060 - - 1,270,060 1,375,039 - - 1,375,039

Since these are short-term payables and are settled at market conditions, it is considered that the book
value approximates their fair value.

The amounts deposited as collateral with the counterparties with which the Bank carries out derivative
contracts have been reclassified under the sub-item "Other payables'. The amount of these deposits

123



124

Banca Profilo | Annual Financial Report as at 31 December 2019

CONSOLIDATED FINANCIAL STATEMENTS — NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

relating to the previous year, amounting to € 1.95 million, previously classified under "Time deposits”, has
been reclassified for a correct comparison.

1.6 Lease liabilities

The lease liabilities included in the aforementioned table 1.2 are representative of the present value of
the residual future lease payments under contfracts to which IFRS 16 applies. These contracts mainly
relate to the rental of property, while the remainder relates to the rental of motor vehicles and office
machinery. The Group currently has property lease contracts with a residual term of more than five
years, while for vehicle and photocopier rental confracts the payable will be paid off over an average
of two years.

Section 2 - Financial liabilities held for trading - ltem 20

2.1 Financial liabilities held for trading: breakdown

Total 31/12/2019 Total 31/12/2018
B Fair value f Fair value ¢
transactions/Amounts NA Fair NA Fair
L1 ) 13 Valve*® L1 L2 13 Valve*
A. On-balance sheet
liabilities
1. Deposits from banks 9 26 - - 26 270 393 - - 393
2. Deposits from
customers 11,582 15,607 - - 15,607 75952 78,006 - - 78,006
3. Debt securities - - - - X - - - - X
3.1 Bonds - - - - X - - - - X
3.1.1 Structured - - - - X - - - - X
3.1.2 Other bonds - - - - X - - - - X
3.2 Other securities - - - - X - - - - X
3.2.1 Structured - - - - X - - - - X
3.2.2 Other - - - - X - - - - X
Total (A) 11,591 15,633 - - 15,633 76,222 78,399 - - 78,399
B. Derivative Instruments
1. Financial derivatives X 31,403 40,269 - X X 26054 50,442 - X
1.1 Trading X 31,403 40,269 - X X 26,054 50,442 - X
1.2 Related to the
fair value option X - - - X X - - - X
1.3 Other X - - - X X - - - X
2. Credit derivatives X - 26818 15,283 X X - 7.415 2,094 X
2.1 Trading X - 26818 15,283 X X - 7,415 2,094 X
2.2 Related to the
fair value option X - - - X X - - - X
2.3 Other X - - - X X - - - X
Total (B) X 31,403 67,087 15,283 X X 26,054 57,857 2,094 X
Total (A+B) X 47,036 67,087 15,283 X X 104,453 57,857 2,094 X
Key
FV = fair value
Fv* = fair value calculated excluding value adjustments due fo variations in the credit rating of the issuer since the date of issue
NA = Nominal or Notional Amount
L1 =Llevell
L2 =Llevel 2
L3 =Llevel 3

This item includes derivative financial instruments classified at level 3, consisting of Credit Default Swaps
(CDS), for € 15.3 million (notional value € 170.9 million) linked to an arbitrage strategy aimed at taking a
CDS position on an index and, at the same fime, a CDS opposite sign position on the individual issuers
that make up the same index (so-called "package").
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Section 4 - Hedging derivatives - ltem 40

4.1 Hedging derivatives: breakdown by type of hedge and levels

NA Fair value 31/12/2019 NA Fair value 31/12/2018

31/12/2019 1 12 13 31/12/2018 1 L2 13

A. Financial derivatives 265,760 - 38,925 - 251,078 - 29,259 -
1) Fair value 265,760 - 38,925 - 251,078 - 29,259 -

2) Cash flows - - - = - - R R

3) Foreign investments = - - - - - - R

B. Credit derivatives - - - - - - - -
1) Fair value - - - = - - - _

2) Cash flows - - - = - - - _
Total 265,760 - 38,925 - 251,078 - 29,259 -

FV = fair value
NA = Nominal or Notional Amount

L1 =Llevell
L2 =Llevel 2
L3 =Llevel3

Hedging derivatives outstanding as at 31 December 2019 refer only to the holding company Banca
Profilo S.p.A.
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Section é - Tax liabilities — ltem 60

See Section 11 of the Assets.

Section 8 - Other liabilities — ltem 80

8.1 Other liabilities: breakdown

31/12/2019 31/12/2018
Amounts to be paid to the Treasury for third parties 5411 66
Amounts to be paid to social security institutions 575 675
Payables to Parent Company for tax consolidation 622 325
Amounts to be settled for tfransactions in securities and funds 1,653 4,158
Various suppliers and invoices to be received 4,001 2,782
Amounts to be paid to Personnel and Directors 7,992 5,357
Amounts to be paid for the acquisition of Subsidiaries 2,588 3,739
Non-interest bearing amounts available to customers 1,303 -
ltems to be settled for different fransactions 1,376 8,791
Sundry items and residual items 1,241 -
Total 26,762 25,893

The amounts to be settled for fransactions in securities and funds and the items to be settled with Banks
and Customers for different tfransactions consist of items in progress that were definitively settled after 31
December 2019. The amount of € 2,525 thousand included under "Amounts fo be paid for the
acquisition of Subsidiaries” refers to future tfranches to be paid by BPAG to the previous shareholders of

Dynagest over the next two years.

Section 9 - Employee severance indemnity - ltem 90

9.1 Employee severance indemnity: annual changes

Total Total

31/12/2019 31/12/2018

A. Opening balances 1,700 1,832
B. Increases 958 862
B.1 Provisions for the year 844 860
B.2 Other changes 114 2

- of which business combinations = -

C. Decreases 941 993
C.1 Severance payments 84 141
C.2 Other changes 857 852

- of which business combinations - -

D. Closing balances 1,717 1,701
Total 1.717 1,701

The amount of the provision represents the actuarial estimate of employee severance indemnity
charges for employees of Banca Profilo and its subsidiaries as required by the new IAS 19. Point C.2
shows the amounts which, in accordance with the reform of the welfare system described below, were

paid to the INPS Treasury Fund and the Pension Fund.
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9.2 Employee severance indemnity: other information

Total Total
31/12/2019 31/12/2018
A. Opening balances 1,701 1,832
B. Increases
1. Service cost related to performance 862 860
2. Financial charges
3. Contribution to the plan by participants - 2
4. Actuarial losses 90
5. Exchange differences
6. Service cost related to performance
7. Other changes 5
C. Decreases
1. Paid benefits (84) (141)
2. Service cost related to performance
3. Actuarial gains
4. Exchange differences
5. Reductions
6. Repayments
7. Other changes (857) (852)
D. Closing balances 1,717 1,701
Total 1,717 1,701

Since 1 January 2007, in accordance with the provisions of Law no. 296 of 27 December 2006, each
employee may choose to allocate their employee severance indemnity to accrue with a
supplementary pension scheme or to maintain it with their employer. In the latter case, for companies
with more than 50 employees, the employee severance indemnity will be deposited by the employer in
a fund managed by INPS on behalf of the State.

In light of the new provisions, the bodies responsible for the fechnical analysis of the issue have
established that the employee severance indemnity accrued since 1 January 2007 for supplementary
pension schemes or the INPS freasury fund is to be considered as a "defined confribution plan" and
therefore no longer subject to actuarial valuation. The employee severance indemnity of employees
who, at the valuation date, do not allocate 100% of their severance indemnity to supplementary
pension schemes or who, if they do, have a provision for employee severance indemnity previously
accrued by the Company, are still subject to actuarial valuation. For companies with less than 50
employees (all of Banca Profilo's subsidiaries), the employee severance indemnity continues fo be
considered a "defined benefit plan" and is subject to the "Projected Unit Credit Method" actuarial
method (paragraphs 67-69 of IAS 19R).

The amount of employee severance indemnity sfill subject to actuarial valuation has been estimated by
an external professional firm using a model based on the projected unit credit method. The actuarial
valuation was carried out on the basis of the Company's personnel data. This data also takes info
account estimates of the length of time spent in the company and the expected increase in standing
for each employee. In particular, the estimated length of time has been adjusted by a series of
parameters such as the employee's sex, number of years in the bank, estimated future years, number of
working years in companies prior to the current. The revaluation of employee severance indemnity
takes info account, among other things, future increases in standing, confract improvements, if known,
as well as future seniority steps calculated on the basis of the employee's grade level and the rules for
the accrual of progressions differentiated according to the date of joining the company. The
methodology used for the calculations is the same as that used in previous years.
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As regards the actuarial estimate, the main basis for calculation used is provided below:

2019
Mortality ISTAT 2018 survival table by age and sex
Requirements for retirement Achievement of the minimum requirements of the Monti-Fornero reforms
Early exit frequency 8.0% p.a
Probability of early exit 1.0% p.a

Percentage of advance payment of employee
severance indemnity

Annual technical discount rate Euro Composite AA curves as at 31 December 2019

70% of accrued employee severance indemnity

Annual inflation rate 1.5% constant

2.5% per annum for clerical staff

Annual salary growth rate 2.1% per annum for Middle Managers

2.4% per annum for Executives

The duration of the liability linked to Banca Profilo's provision for employee severance indemnity is as
follows:

. . Representative

Compan Provision Duration synthetic
pany as at 31.12.2019 4

discount rate

Banca Profilo 6.7 0.230%

Arepo Fiduciaria 8.8 0.420%

As at 31 December 2019, the total value of the provision for employee severance indemnity was € 1,717
thousand; the results in terms of the final value of the provision for employee severance indemnity are
provided below, as well as sensitivity analyses carried out when the main valuation parameters change.

Changing parameters +50 basis points -50 basis points

(figures in €) New amount Change New amount Change
Change in discount rate curve 1,660,730 (55,818) 1,775,689 59,142
Change in salary increases 1,717,317 770.00 1,715,813 (734)
Change in inflation rate 1,751,713 35,165 1,682,388 (34,160)
Change in the probability of termination 1,683,214 (33,333) 1,770,119 53,571
Change in the percentage of the advance payment of

employee severance indemnity 1,714,730 (1,817) 1,718,407 1,859

As at 31 December 2019, the total value of the service cost was € 10.8 thousand; the results in ferms of
tfotal cost are shown below, as well as sensitivity analyses carried out when the main valuation
parameters change.

Changing parameters +50 basis points -50 basis points

(figures in €) New amount Change New amount Change
Change in discount rate curve 7,788 (367) 8,552 397
Change in salary increases 8,294 139 8,023 (132)
Change in inflation rate 8,300 145 8,014 (141)
Change in the probability of termination 7,755 (400) 8,833 678

Change in the percentage of the advance payment of
employee severance indemnity 8,206 51 8,103 (52)
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The estimated future cash flows of Banca Profilo and the consolidated companies as at 31 December
2019 are provided below.

Company 1 year 2 years 3 years 4 years over 4 years
Banca Profilo 170,664 164,285 154,096 146,306 1,086,640
Arepo Fiduciaria 3,446 3.310 3,284 3,113 40,060

Section 10 - Provisions for risks and charges - ltem 100

10.1 Provisions for risks and charges: breakdown

ltems/Components Ul Ul
31/12/2019 31/12/2018

1. Provisions for credit risk relating to commitments and financial guarantees issued 7 19
2. Provisions on other commitments and other guarantees issued - -
3. Corporate pension funds 4,518 3,237
4. Other provisions for risks and charges 218 368
4.1 legal and tax disputes 1 -
4.2 personnel charges - -
4.3 other 917 368
Total 5,443 3,624

The funds referred to in point "3. Corporate pension funds" are entirely aftributable to the commitments
undertaken in relation to the external "fully insured" pension plan of the subsidiary Banque Profil de
Gestion Sa valued as at 31 December 2019 in accordance with 1AS 19R, with the characteristics of a
defined benefit plan. The actuarial valuation was carried out on the basis of the Company's data. The
methodology used for the calculations is the same as that used in previous years. The reconciliations
between the value of the obligation and the assets of the plan and the financial statement figures are
shown below, together with the main actuarial assumptions used for the calculation. It should be noted
that the figures include the values of the commitments undertaken in relation to the pension plan from
Dynagest acquired by BPAG during the year.

RECONCILIATION OF THE PRESENT VALUE OF THE OBLIGATION
Figures in €/thousand

Present value of the obligation as at 1 January 2019 12,395
Present value of the obligation as at 1 January 2019 from Dynagest 13,963
Service cost 1,202
Interest cost 309
Benefits paid/received (2,823)
Remeasurement effect 2,506

Present value of the obligation as at 31 December 2019 (A) 27,552
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RECONCILIATION OF THE PRESENT VALUE OF THE PLAN ASSETS
Figures in €/thousand

Present value of plan assets as at 1 January 2019 9,933
Present value of the obligation as at 1 January 2019 from Dynagest 13,064
Expected return from assets 284
Remeasurement effect 1.717
Employees' contributions 390
Employer's contributions 641
Benefits paid/received (2,823)
Net insurance premiums and expenses (173)
Present value of plan assets as at 31 December 2019 (B) 23,034
Assets/liabilities as at 31 December 2019 (b-a) (4,518)
RECONCILIATION WITH FINANCIAL STATEMENT VALUES

Figures in €/thousand

Value of liabilities as at 31 December 2019 3,361
related costs recorded in the income statement in the period 872
employer's contribution (641)
Remeasurement effect on overall profitability 926
Present value of the obligations as at 31 December 2019 4,518
2019

Figures in €/thousand

Number of employees 38
Actuarial tables used LPP2015 TG (Swiss actuarial tables)
Average age of participants 46
Average time of use of participants 45
Annual fechnical discount rate 0.5%
Annual salary growth rate 1%
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Other provisions, amounting to € 918 thousand, are the provisions for risks and charges set up to cover
probable future liabilities relating to Banca Profilo.

10.2 Provisions for risks and charges: annual changes

Provisions on

other Other
commitments et Gk provi:sions for Total

and other risks and

guarantees charges

issued

A. Opening balances - 3,237 368 3,624
B. Increases - 1,281 550 1,831
B.1 Provision for the year - 167 550 717
B.2 Changes due to the time value of money - 24 - 24
B.3 Differences due to discount-rate changes - - - -
B.4 Other changes - 1,090 - 1,090
- of which business combinations - - - -
C. Decreases - - - -
C.1 Use during the year - - - -
C.2 Differences due to discount-rate changes - - - -
C.3 Other changes - - - -
- of which business combinations - - - -
D. Closing balances - 4,518 918 5,436

Provisions under "Provisions for risks and charges - other' amounting to € 550 thousand refer to provisions
for a limited number of customer complaints for which the risk of an outlay is considered probable.

10.3 Provisions for credit risk relative to commitments and financial guarantees issued

Provisions for credit risk relating
to commitments and financial guarantees issued

Stage 1 Stage 2 Stage 3 Total
Commitments to disburse funds - - - -
Financial guarantees issued 4 3 - 7
Total 4 3 - 7

10.5 Defined benefit corporate pension funds
See the information provided in Tables 10.1
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Section 13 - Group shareholders' equity — ltems 120, 130, 140, 150, 160, 170 and 180

13.1 "Share capital” and "Treasury shares": breakdown

31/12/2019 31/12/2018

1. Share capital 136,994 136,994
2. Share premium 82 82
3. Reserves 25,991 25,723
4. (Treasury shares) (3,603) (3,357)

a) parent company

b) subsidiaries

5. Valuation reserves (2,559) (9.538)
6. Equity instruments 0

7. Profit (loss) for the year 8,371 1,635
Total 165,276 151,539

On 2 May 2019 Banca Profilo paid a unit dividend of € 0.003 per share, equal fo € 2,009 thousand.

13.2 Share capital - Parent company's number of shares: annual changes

ltems/Types Ordinary Other

A. Shares outstanding as at the beginning of the year 677,997,856 -
- fully paid 677,997,856 -
- not fully paid -

A.1 Treasury shares (-) (9,855,731) -

A.2 Shares outstanding: opening balances 668,142,125 -

B. Increases 1,792,486 -

B.1 New issues - -

- against payment: - -

- bonds converted - -

- warrants exercised - _

- other - -

- without payment: - -

-to employees - -

- to Directors - -

- other - -

B.2 Sale of treasury shares - -
B.3 Other changes 1,792,486 -
C. Decreases (5,084,844) -

C.1 Cancellation - -

C.2 Purchase of freasury shares (5,084,844) -

C.3 Business fransferred - -
C.4 Other changes - -

D. Shares outstanding: closing balances 664,849,767 -
D.1 Treasury shares (+) 13,148,089 -
D.2 Shares outstanding as at the end of the year 677,997,856 -

- fully paid 677,997,856 -

- not fully paid - -
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ltem B.3 "other changes" refers to the allocations made in April and November 2019 in relation to stock
grant plans. For further details on these allocations, please refer to Part | - "Share-Based Payment
Agreements" of these Notes to the Consolidated Financial Statements.

ltem C.2 "Purchase of freasury shares" refers to the purchase of treasury shares as part of the activity
authorised by the Shareholders' Meeting of 18 April 2019 to support exchanges, using a third-party
infermediary (Equita SIM S.p.A.). As at 31 December 2019, 5,084,844 treasury shares, equal to 0.75% of
the share capital, had been purchased as part of this activity.

13.3 Share capital: other information

The share capital of Banca Profilo amounts to € 136,994,028, fully paid up and consists of 677,997,856
ordinary shares.

Section 14 - Non-controlling interests - ltem 190

14.1 Breakdown of item 210 "Non-controlling interests”

Description 31/12/2019 31/12/2018
1. Share capital 5,206 5015
2. Share premium

3. Reserves 15,742 15,672
4. (Treasury shares) (303) -292

a) parent company

b) subsidiaries

5. Valuation reserves (216) (236)

6. Equity instruments
7. Profit (loss) for the year 357 (379)
Total 20,785 19,781

Non-controlling interests refer to the subsidiary Banque Profil de Gestion SA, 60.41% owned by the
holding company Banca Profilo. As at 31 December 2019, based on the freasury shares held by the
subsidiary, the effective interest was 60.84%.
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1. Commitments and financial guarantees issued

Nominal value on commitments and

financial guarantees issued Total Total

Stage 1 Stage 2 Stage 3 31/12/2019 31/12/2018

1. Commitments to disburse funds 228,211 - - 228,211 150,248
a) Central Banks - - - - -

b) Public administration 1,799 - - 1,799 10,593

c) Banks 83,588 - - 83,588 8,507
d) Other financial companies 53,484 - - 53,484 41,399

e) Non-financial companies 17,870 - - 17,870 21,399

f) Households 71,470 - - 71,470 68,350

2. Financial guarantees issued 8,975 886 - 9.861 9,613
a) Central Banks - - - - -

b) Public administration - - - - -

c) Banks - - - - 1,025
d) Other financial companies 1,398 - - 1,398 1,455

e) Non-financial companies 2,415 840 - 255 4,962

f) Households 5,162 46 - 5,208 2,171

The guarantees given consist of surefies issued by Banca Profilo and the subsidiary Banque Profil de
Gestion SA against obligations undertaken by the same towards third parties on behalf of their
customers. Irevocable commitments fo disburse funds include purchases of securities not yet settled.

2. Other commitments and other guarantees issued

Nominal value

Nominal value

Total Total

31/12/2019 31/12/2018

1. Other guarantees issued 68 68
of which: non-performing credit exposures 68 68

a) Central Banks - -

b) Public administration - -

c) Banks - -
d) Other financial companies - -

e) Non-financial companies - -

f) Households 68 68

2. Other commitments

of which: non-performing credit exposures

a) Central Banks

b) Public administration

c) Banks

d) Other financial companies

e) Non-financial companies

f) Households
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3. Assets pledged as collateral for own liabilities and commitments

Portfolio Amount Amount

31/12/2019 31/12/2018
1. Financial assets measured at fair value through profit and loss 275173 236,940
2. Financial assets measured at fair value through other comprehensive income 123,978 346,485
3. Financial assets measured at amortised cost 204,255 173,008

4. Property, plant and equipment

of which: property, plant and equipment which constitute inventory

Assets pledged as collateral are represented for € 87,808 thousand by securifies pledged as collateral
for monetary policy operations (loans) with the European Cenfral Bank and the Bank of Italy; for €
485,223 thousand by securities pledged as collateral for repurchase agreements and for € 30,376

thousand by securities pledged as collateral for other transactions.

5. Asset management and frading on behalf of third parties

Type of services Amount

1. Execution of orders on behalf of customers 656,442

a) purchases 327,969

1. settled 327,969

2. unsettled -

b) sales 328,473

1. settled 328,473

2. unsettled -

2. Individual portfolio management 2,433,708

a) individual 845,425

b) collective 1,588,283

3. Custody and administration of securities 4,956,989
a) third-party securities held on deposit: relating to custodian bank activities

(excluding portfolio management) 36,120

1. securities issued by companies included in consolidation -

2. other securities 36,120

b) third-party securities held on deposit (excluding portfolio management): other 3,798,824

1. securities issued by companies included in consolidation 456,883

2. other securities 3,341,941

c) third-party securities deposited with third parties 2,805,670

d) own securities deposited with third parties 1,122,045

4. Other transactions

1,007,183
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PART C - Information on the
Consolidated Income Statement

Section 1 - Interest income/expenses and similar revenues/charges - Items 10 and
20

1.1 Interest income and similar revenues: breakdown

Items/Technical forms Debt Loans Other Total Total
securities transactions 2019 2018
1. Financial assets measured at fair value through
profit and loss: 5,942 - 10 5,952 7,078
1.1 Financial assets held for trading 5,942 - - 5,942 7,078
1.2 Financial assets designated at fair value - - - = -
1.3 Other financial assets mandatorily measured
at fair value - - 10 10 -
2. Financial assets measured at fair value through
other comprehensive income 5,829 - X 5,829 6,427
3. Financial assets measured at amortised cost: 3,070 8,853 X 11,923 8,364
3.1 Loans and advances to banks 499 2,222 X 2,721 934
3.2 Loans and advances to customers 2,571 6,631 X 9,202 7,430
4. Hedging derivatives X X (86) (86)
5. Other assets X X 4 4 3
6. Financial liabilities X X X - -
Total 14,841 8,853 (72) 23,622 21,872
of which: interest income from impaired financial
assets - - - - -

of which: interest income on finance lease - - - = -

1.2 Interest income and similar revenues: other information
Interest income and similar revenues relating to transactions with Group companies have been
cancelled in consolidation operations.

1.2.1 Interest income from financial assets denominated in foreign currency

2019 2018

Interest income from financial assets denominated in foreign currency 3.664 3,849
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1.3 Interest expenses and similar charges: breakdown

Items/Technical forms Payables Securities transagit‘:; ;?)11(:;' ;%‘ral
1. Financial liabilities measured at
amortised cost (3,254) - X (3.254) (2,550)
1.1 Deposits from central banks - X X - -
1.2 Deposits from banks (1,148) X X (1,148) (1,144)
1.3 Deposits from customers (2,106) X X (2,106) (1,406)
1.4 Debt securities issued X - X - -
2. Financial liabilities held for trading - - - = -
3. Financial liabilities designated at fair value - - - = -
4. Other liabilities and provisions X X (52) (52) (56)
5. Hedging derivatives X X - - (1,414)
6. Financial assets X X X - -
Total (3.254) - (52) (3.306) (4.020)
of which: interest expenses on lease
liabilities 68 - 68 -

1.4 Interest expenses and similar charges: other information
Interest expenses and similar charges relating to transactions with Group companies were cancelled

during the consolidation.

1.4.1 Interest expenses from liabilities denominated in foreign currency

2019 2018
Interest expenses from liabilities denominated in foreign currency (307) (548)
1.5 Differentials on hedging transactions
ltem Total Total
ems 2019 2018
A. Positive differentials on hedging transactions 3.544 2,098
B. Negative differentials on hedging transactions (3,630) (3,513)
C. Balance (A-B) (86) (1,414)
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Section 2 - Fee and commission income/expenses - Iltems 40 and 50

2.1 Fee and commission income: breakdown

Type of services/Amounts ;%‘109' ;%‘1‘:;

a) guarantees issued 437 180

b) credit derivatives - -

c) management, brokerage and advisory services: 33,614 28,619

1. trading in financial insfruments 3,029 2,809

2. currency trading 111 225

3. portfolio management 10,227 6,850

3.1. individual 7.995 5,848

3.2. collective 2,232 1,002

4, custody and administration of securities 4,196 3,791

5. custodian bank - -

6. placement of securities 5,707 5,040

7. order receipt and fransmission 4,043 4,322

8. advisory services 5,063 3,921

8.1 related fo investments 2,976 2,606

8.2 related fo financial structure 2,087 1.315

9. distribution of third-party services 1,238 1,660
9.1 portfolio management - - 141

9.1.1. individual - -

9.1.2. collective - -

9.2 insurance products 1,146 1,551

9.3 other products 92 109

d) collection and payment services 66 78

e) securitisation servicing - -

f) factoring services - -

g) tax collection services - -

h) management of multilateral trading facilities - -

i) management of current accounts 192 198

j) other services 2,128 2,592

Total 36,437 31,667
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2.2 Fee and commission expenses: breakdown

Services/Amounts ;3‘;' ;c;ilqal

a) guarantees received (3) (3)

b) credit derivatives - -

c) management and brokerage services: (3,811) (3,373)

1. frading in financial instruments (1,702) (1,681)

2. currency trading - -

3. portfolio management: (22) (10)

3.1 own portfolio - -

3.2 third-party portfolio (22) (10)

4, custody and administration of securities (485) (437)

5. financial instruments placement (1,602) (1,244)

6. off-site distribution of financial instruments, products and services - -

d) collection and payment services (199) (161)

e) other services (86) (66)

Total (4.099) (3.603)
Section 3 - Dividends and similar income - Item 70

3.1 Dividends and similar income: breakdown
Total 2019 Total 2018

ltems/Income
Dividends Similar income

Dividends Similar income

A. Financial assets held for trading 20,233 43 14,157 -
B. Other financial assets mandatorily measured at fair

value - - - -
C. Financial assets measured at fair value through

other comprehensive income 23 - - -

D. Equity investments - _

Total 20,256 43

14,157 -
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Section 4 - Net profit (loss) from trading - Item 80

4.1 Net profit (loss) from trading: breakdown

Capital gains Trading Capital losses Trading Net Profit

Transactions/Income components (A) profits (B) © losses (D) (joss) [(A+B)-
(C+D)]

1. Financial assets held for trading 10,910 25,525 (2,720) (26,338) 7,379
1.1 Debt securities 7,523 15,402 (1,945) (12,00¢) 8,974
1.2 Equity securities 3,317 10,075 (701) (12,415) 276

1.3 Units of UCITS 69 47 (74) (7) 35

1.4 Loans - - - - -

1.5 Other - - - (1,908) (1,908)

2. Financial liabilities held for trading - - - - -
2.1 Debt securities - - - - -
2.2 Payables - - - - -
2.3 Other - - - - -

2 el el cnd o X x x x -
4. Derivatives 90,759 234,975 (108,900) (235,867) (17,620)
4.1 Financial derivatives: 59,126 223,870 (76,308) (224,109) (16,009)

- On debt securities and interest rates 13,323 96,661 (9.725) (103,280) (3,021)

- On equity securities and stock indices 45,803 125,912 (66,583) (119,505) (14,373)

- On currencies and gold X X X X 1,412

- Other - 1,297 - (1,324) (27)

4.2 Credit derivatives 31,633 11,105 (32,592) (11,758) (1,612)

of which: natural hedges connected with M X X X )

the fair value option
Total 101,668 260,499 (111,620) (262,203) (10,241)
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Section 5 - Net profit (loss) from hedging - ltem 90

5.1 Net profit (loss) from hedging: breakdown

Income components/Amounts

Total
2019

Total
2018

A. Gains on:

A.1 Fair value hedging instruments

32,681

25,852

A.2 Hedged financial assets (fair value)

9.842

19

A.3 Hedged financial liabilities (fair value)

A.4 Cash-flow hedging derivatives

A.5 Assets and liabilities denominated in foreign currency

Total gains from hedging activities (A)

42,523

25,871

B. Losses on:

B.1 Fair value hedging instruments

(42,991)

(24,238)

B.2 Hedged financial assets (fair value)

(1,944)

B.3 Hedged financial liabilities (fair value)

B.4 Cash-flow hedging derivatives

B.5 Assets and liabilities denominated in foreign currency

Total losses from hedging activities (B)

(42,991)

(26,182)

C. Net profit (loss) from hedging (A - B)

(468)

(311)

of which: results of hedge accounting on net positions

The hedging activity refers exclusively to Banca Profilo S.p.A.

Section 6 - Income (loss) from disposal/repurchase - ltem 100

6.1 Income (loss) from disposal/repurchase: breakdown

ltems/Income components

Total 2019

Total 2018

Profits

Losses

Net profit
(loss)

Profits

Losses

Net profit
(loss)

Financial assets

1. Financial assets measured at
amortised cost

495

495

1.1 Loans and advances to
banks

91

21

1.2 Loans and advances to
customers

404

404

2. Financial assets measured at fair
value through other
comprehensive income

8,905

(2,148)

6,757

10,893

(1,875)

2,018

2.1 Debt securities

8,905

(2,148)

6,757

10,893

(1,875)

2,018

2.2 Loans

Total assets (A)

9,400

(2.148)

7,252

10,893

(1,875)

9,018

Financial liabilities measured at
amortised cost

1. Deposits from banks

2. Deposits from customers

3. Debt securities issued

Total liabilities (B)
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Section 8 - Net value adjustments/reversals for credit risk - Item 130

8.1 Net value adjustments/reversals on financial assets measured at amortised cost: breakdown

Value adjustments (1)

Reversals (2)

Transactions/Income stage 3 Total Total
components Stage 1 9 Stage 1 stage 3 2019 2018
and 2 yite-offs Other and 2
A. Loans and advances to banks - - - 223 - 223 (80)
- Loans - - - 218 - 218 (60)
- Debt securities - - - 5 - 5 (20)
of which: impaired loans,
acquired or originated - - - - - - -
B. Loans and advances to (13) ) (238) 450 ) 199 170
customers
- Loans (13) - (238) 425 - 174 414
- Debt securities - - - 25 - 25 (244)
of which: impaired loans,
acquired or originated - - - - - - -
Total (13) - (238) 673 - 422 90
8.2 Net value adjustments/reversals on financial assets measured at fair value through other
comprehensive income: breakdown
Value adjustments (1) Reversals (2)
Transactions/Income Stage 1 stage 3 Total Total
components and 2 9 Stage 1 stage 3 2019 2018
Write-offs  Write-offs Other CIEle:
A. Debt securities (17) - - 30 - 13 (353)
B. Loans - - - - - - -
- o customers - - - - - - -
- fo banks - - - - - - -
of which: impaired financial
assets, acquired or originated - - - - - - -
Total (17) - - (353)

30 -

13
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Section 12 - Adminisirative expenses - ltem 190

12.1 Personnel expenses: breakdown

Type of expenses/Amounts ;%‘109' ;%‘&I
1) Employees (32,689) (27,654)
a) wages and salaries (24,350) (20,500)
b) social security charges (5,254) (4,432)
c) severance indemnity = -
d) pension expenses - -
e) provision for employee severance indemnity (20) (19)
f) provision for pension funds and similar obligations: (191) (269)
- defined contribution - -
- defined benefit (191) (269)
g) contributions to external pension funds: (1,536) (1,441)
- defined contribution (843) (825)
- defined benefit (693) (616)
h) costs related to share-based payment agreements - -
i) other employee benefits (1,338) (993)
2) Other staff (368) (298)
3) Directors and Statutory Auditors (1,662) (1,628)
4) Retired personnel - -
Total (34,719) (29.580)

12.2 Average number of employees by category
Average Average
number number
2019 2018

Employees

a) executives 54 53
b) middle managers 100 96
c) remaining staff 63 62
Other staff - -
Total 217 21

12.3 Defined benefit corporate pension funds: costs and revenues

The funds in question are entirely attributable to the commitments undertaken in relation to the external
"fully insured" pension plan of the subsidiary Banque Profil de Gestion SA valued in accordance with IAS
19R, with the characteristics of a defined benefit plan. For further information, please refer to section 12

of the Notes to the Consolidated Financial Statements.
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12.5 Other administrative expenses: breakdown

Total Total

2019 2018
Expenses for professional, legal and advisory services (2,438) (2,266)
Insurance premiums (204) (202)
Advertising (777) (377)
Postal, felegraph and telephone (312) (326)
Printed matter and stationery (132) (152)
Maintenance and repairs (273) (371)
Data processing and transmission services (10,08¢4) (9,22¢)
Electricity, heating and condominium expenses (309) (273)
Charges for various services provided by third parties (1,141) (972)
Cleanliness and hygiene (260) (351)
Transport and travel (427) (453)
Security and transport of valuables (50) (42)
Subscription fees (239) (189)
Certification fees (507) (574)
Subscriptions fo newspapers, magazines and publications (34) (65)
Rents payable (984) (2,011)
Entertainment expenses (203) (270)
Indirect taxes and duties (5,337) (5,585)
Sundry and residual (820) (668)
Total (24,533) (24,373)

The aggregate contains the contribution to the National Resolution Fund of € 0.8 million. It should be
noted that this amount includes the addition to the Fund requested during the year as an additional
call for 2017 for an amount of € 0.2 million. As far as the ordinary contribution to the Interbank Deposit
Protection Fund is concerned, the amount paid in December 2019 was € 103 thousand.

It should be noted that this item is affected by the new IFRS 16 standard, which led to the recognition in
this item of lower charges deriving from the renftal and lease of property, plant and equipment
amounting fo € 1.1 million. The item "rents payable" includes ancillary expenses as well as VAT on existing
rental contracts.

Section 13 - Net provisions for risks and charges - Item 200

13.1 Net provisions for credit risk relating to commitments to disburse funds and financial guarantees
issued: breakdown

The item includes an amount of € 12 thousand relating to reversals of financial guarantees issued. As af
31 December 2018 the item amounted to € 91 thousand.

13.3 Other net provisions for risks and charges: breakdown

Provisions under "Provisions for risks and charges - other' amounting to € 550 thousand refer to provisions
for a limited number of customer complaints for which the risk of an outlay is considered probable. The
figure as at 31 December 2018 was € 44 thousand.
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Section 14 - Net value adjustments/reversals on property, plant and equipment -
ltem 210

14.1. Net value adjustments on property, plant and equipment: breakdown

Depreciation Valt;e qdjusi.ments . . LEUEEElS el Net profit (loss)

Asset/Income component or impairment impairment losses
(@) (b) () (a+b-c)

A. Property, plant and equipment

1 Used in the business (1,8%0) - - (1,890)
- Owned (781) - - (781)
- Rights of use acquired through lease (1,109) - - (1,109)
2 Held for investment (41) - - (41)
- Owned (41) - - (41)
- Rights of use acquired through lease - - - -
3 Inventory X - - -
Total (1.931) - - (1.931)

Depreciation of property, plant and equipment was determined in relation to both the degree of use of
the assets and their estimated useful life, applying the rates listed below for the calculation:

e property 2.5%
e office furniture and machines 12%
e furnishings 15%
e machinery, apparatus and miscellaneous equipment 15%
e motor vehicles and internal transport 20%
e armoured counters and safes 20%
e clectromechanical and electronic office machines 20%
e computer systems 20%
e cars 25%
e alarm systems 30%

The sub-item "Rights of use acquired through lease" relates to the entry into force of the new accounting
standard IFRS 16 and the consequent recognition of rights to use property, motor vehicles and capital
goods. This item includes the depreciation of Rights of use on a straight-line basis calculated over the
duration of the confract. For details on the application of the aforementioned accounting standard,
reference should be made to the section "Disclosure on first-time adoption of IFRS 16 - Leases",
contained in Part A of these Notes to the Consolidated Financial Statements.

Section 15 - Net value adjustments/reversals on intangible assets - Item 220

15.1 Net value adjustments/reversals on intangible assets: breakdown

Value adjustments

Amortisation Reversals

for impairment Net profit (loss)
Asset/Income component
(a) (b) (c) (a+b-c)
A. Intangible assets
A.1 Owned (1,359) - - (1,359)
- Generated internally by the . . ) )
company
- Other (1,359) - - (1,359)

A.2 Rights of use acquired through lease - - - -
Total (1,359) - - (1,359)




Banca Profilo | Annual Financial Report as at 31 December 2019

CONSOLIDATED FINANCIAL STATEMENTS — NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

This item includes amortisation related to software for long-term use and long-term costs incurred for the

development of procedures related to the "digital channels" project by Banca Profilo.

Section 16 - Other operating income/expenses - ltem 230

16.1 Other operating expenses: breakdown

Total Total
2019 2018
Other operating expenses
Other expenses (244) (183)
Total operating expenses (244) (183)

These are mainly expenses relating to the activities of Banca Profilo and its subsidiaries that cannot be
classified under other specific items in the income statement.

16.2 Other operating income: breakdown

Total Total

2019 2018
Other operating income
Recovery of various expenses from customers 87 51
Indirect tax recoveries 3.907 3,949
Recovery of expenses on services to Group companies 131 144
Otherincome 1,325 777
Total operating income 5,450 4,921

Section 19 - Value adjustments to goodwill - Item 270

On the basis of the "impairment test" carried out on the goodwill recorded under item 100 "Infangible
assets" of the Balance Sheet Assets, as reported in the comment fo section 10 of Part B - Information on
the Balance Sheet, it was necessary fo make a value adjustment of € 497 thousand on the Goodwill

relating to the lending and custody and individual asset management business unit in the financial
years 2003 and 2004. Please refer to the relevant section of the Notes for further details.

Section 21 - Tax on income for the year for continuing operations - ltem 300
21.1 Tax on income for the year for continuing operations: breakdown

Total Total

Income components/Amounts 2019 2018
1. Current taxes (-) (850) (59)
2. Changes of current taxes of previous years (+/-) (104) 249
3. Decreases in current taxes for the year (+) - -
3.bis Decreases in current taxes for the year due tax credit

pursuant to Law no. 214/2011 (+) - -
4. Change in deferred tax assets (+/-) (2,357) (556)
5. Change in deferred tax liabilities (+/-) 471 -
6. Tax expense for the year (-) (-1+/-2+3+3bis+/-4+/-5) (2,840) (366)

The current IRES charge corresponding to the taxable income for the year, offset against prior-year
losses of € 2,784 thousand, is included in point 4) change in deferred tax assets. Sub-item 5 "Change in
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deferred tax liabilities: annual changes" benefits from the realignment of the deferred taxation of the
Swiss subsidiary following the reduction in the tax rate from 2020.

Section 23 - Profit (loss) for the year atiributable to non-controlling interests - ltem 340

23.1 Details of item 340 “Profit (loss) attributable to non-controlling interests”

Profit aftributable to non-conftrolling interests for the year amounts to € 357 thousand and refers to
39.16% for the sub-consolidated Banque Profil de Gestion SA. The percentage interest did not change
during the year.

Section 25 - Earnings per Share (EPS)

25.1 Average number of diluted ordinary shares

The average number of Banca Profilo shares outstanding in 2019 was 667,956,185 determined on a
monthly basis and taking into account the shares issued net of treasury shares in the portfolio. Basic
earnings per share in 2019 amounted to € 0.013. The average number of diluted ordinary shares was
667,956,185. The diluted earnings per share for 2019 is therefore € 0.013.
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PART D — Consolidated Statement of
Comprehensive Income

ltems Total Total
(amounts in €/thousand) 2019 2018
10. Profit (loss) for the year 8,728 1,256
Other comprehensive income without reversal to income statement
20. Equity securities measured at fair value through other comprehensive income
a) changes in fair value 447 (32)
b) transfers to other components of shareholders’ equity 182 4
70. Defined benefit plans (1,029) 1,585
100. Income taxes relating to other income without
reversal to income statement 127 (410)
Other comprehensive income with reversal to income statement
120. Exchange differences:
a) changes in value
b) reversal to income statement
c) other changes 47
150. Financial assets (other than equity securities) measured at fair value
through other comprehensive income
a) changes in value 7.012 (13,380) 151
b) reversal to income statement
- adjustments for credit risk & 276
- realised gains/losses 3,482 (5,442)
c) other changes 4
180. Income taxes relating to other income without
reversal to income statement (3,252) 5,984
190. Total other comprehensive income 7,023 (11,415)
200. Comprehensive income (ltem 10+190) 15,750 (10,158)
210. Consolidated comprehensive income attributable to non-controlling interests 386 (459)
210. Consolidated comprehensive income attributable to the Parent Company 15,364 (9.699)




Banca Profilo | Annual Financial Report as at 31 December 2019

CONSOLIDATED FINANCIAL STATEMENTS — NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Part E - Information on Risks and Hedging Policies

Section 1 - Risks associated with the consolidation of accounts
1.1 - CREDIT RISKS

QUALITATIVE INFORMATION

With regard to qualitative information, reference should be made to Section 2 - Risks of prudential
consolidation of this Part E.

With regard to the spread of the Coronavirus and its consequences, it is not excluded that a general
slowdown in the economy may occur, with potential effects - as at 12 March 2020 - which cannot yet
be determined for the Banca Profilo Group. These will be constantly monitored during the year 2020.
The Group's balance sheet and liquidity situation as at 12 March 2020 is, however, solid and capable of
coping with further worsening market scenarios compared to the current situation.

QUANTITATIVE INFORMATION

A. Credit quality

A.1 Non-performing and performing credit exposures: amounts, value adjustments, changes and
economic distribution

A.1.1 Breakdown of financial assets by portfolio and credit quality (book values)

Non-

Unlikely to  performin Al ST

Portfolios/quality Bad loans ya P ast dug past due performing Total
pay P exposures exposures
exposures

1. Financial assets measured at
amortised cost 556 797 125 617 1,124,906 1,127,001
2. Financial assets measured at fair value
through other comprehensive income - - - - 308,208 308,208
3. Financial assets designated at fair value - - - - - -
4. Other financial assets mandatorily
measured at fair value - - - - - -
5. Financial assets held for sale - - - - - -
Total 31/12/2019 556 797 125 617 1,433,114 1,435,209

Total 31/12/2018 - 882 177 43 1,609,477 1,610,578
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Assets with

poor credit quality

Accumulated
capital losses

Other assets

Portfolios/quality
Net exposure Net exposure

1. Financial assets held for trading - - 444,583
2. Hedging derivatives - - 1,271
Total 31/12/2019 - - 445,854
Total 31/12/2018 - - 439,607

B. Infformation on structured entities (other than securitisation vehicles)

Banca Profilo and its subsidiaries have not carried out any fransactions on structured entities.

Section 2 - Risks of prudential consolidation
1.1 - CREDIT RISK

QUALITATIVE INFORMATION

1. General information

Within the Group, Banca Profilo and BPAG carry out tradifional lending activities, in compliance with the
Credit Policy guidelines approved by the Parent Company's Board of Directors. Since the Group's core
business is Private Banking, ifs credit policy favours loans to private customers, in the form of Lombard
loans, i.e. loans secured by pledges on financial insfruments or asset management schemes held by
customers with Banca Profilo and BPAG or by mortgage guarantees.

Delivery and counterparty risks are instrumental to the performance of operations typical of the Finance
Area of Banca Profilo and, fo a lesser extent, of BPAG. The Group operates in such a way as fo minimise
these credit risk components: a) for delivery risk, by using DVP (delivery versus payment) type guarantee
mechanisms for the seftlement of fransactions; b) for counterparty risk, limited to Banca Profilo, by using
collateral agreements with daily margining with all financial counterparties with which it operates in
over-the-counter or repo derivatives.

2. Credit risk management policies

2.1. Organisational aspects

In accordance with the Guidelines issued by the Parent Company and the Group Risk Appetite
Framework (RAF), for the performance of activities involving the assumption of credit risk, the Group
banks have adopted specific Credit Policy, which formalises the processes and criteria to be applied
when grantfing loans or a credit line: this document is approved by the Board of Directors of each bank
and periodically reviewed.

The Credit Policy of the Group banks is based on the following guidelines:

e separation of tasks and responsibilities between the functions that manage the relationship and
instruct credit line practices, those that grant and administer credit lines and those that measure
and monitor risks;

e qaffribufion of the concession activity to collective bodies (Credit Committee or Board of
Directors), with different powers depending on the type of line requested, the amount, the
existence or otherwise of collateral based on well-defined limits of autonomy; the decision-
making autonomy of individual parties (Chief Executive Officer or other equivalent function) may
be provided for operations of reduced amount.

The Credit Policy of the Group companies also provides for the following:

e the types of collateral deemed eligible and the criteria for determining the spread applied to
each type of collateral; the spread shall be determined prudently, taking into account the
degree of liquidity of the collateral and the possible variability of its value in relation to changes in
market factors;
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e the technique of measuring counterparty risk according to a "mark to market + add on"
methodology;

e the frequency of monitoring compliance with the lines or credit lines granted, the
creditworthiness of the customer or counterparty, the appropriateness of the value of the
guarantees.

2.2. Management, measurement and control systems

The credit confrol functions of the two Group banks verify at least monthly the amount of loans granted
and disbursed, the adequacy of guarantees or collateral received, compliance with credit lines for
derivative fransactions and prepare the relevant reports at the meetings of the respective Credit
Committees and Boards of Directors. The same functions periodically review the creditworthiness of
customers and counterparties.

The risk control functions of the Group banks verify the correct operation of performance monitoring on
individual exposures, in particular non-performing exposures, and the consistency of classifications, the
appropriateness of provisions and the adequacy of the recovery process.

In accordance with supervisory regulations, counterparty risk is measured internally in terms of mark to
market + add on. An amount (add on) is added to the mark to market of the outstanding derivatives,
which represents the current exposure to a given counterparty, to take into account the potential
future exposure associated with the individual confracts. The add on is differentiated for each
derivative contract, depending on its residual duration and type.

2.3. Methods and measurement of expected losses

The expected loss model has been adopted to measure the impairment of financial assets held in the
portfolio, with two types of calculatfion: 12 months expected credit losses for loans classified as stage 1
and lifefime expected credit losses for those classified as stage 2 or 3.

Non-performing loans are subject fo an analytical valuation process regardless of the amounts involved.
The quantification of impairment also takes info account existing guarantees. More specifically, the
policy on the criteria for the classification and valuation of company assets establishes the minimum
write-down percentages for the various stages of non-performing loans, set out below and which can
only be reduced in the presence of objective evidence: the actual write-down percentages are
decided by the Credit Committee. In particular, past due/overdrawn positions are broken down
internally on the basis of:

e days of continuous past due (more than 90 days);

¢ presence of collateral received;

¢ percentage coverage of the position by the guarantees.

On the basis of the three indicators, a consistent write-down percentage is applied.

Loans and securities for which no objective evidence of loss has been individually identified fall within
the so-called "performing loans" (performing positions) and are subject to collective valuation.

The valuation model for the Generic fund must be established on the basis of the following formula:

ECL =EAD xPD x LGD

where:

ECL = Expected Credit Loss

EAD = Exposure at Default

PD = Probability of Default

LGD = Loss given Default

Collective write-downs of securities and loans must therefore be calculated according to the following
principles:
e af each reporting date, if the credit risk of a financial instrument has not significantly increased

with respect to the date of disbursement or purchase (stage 1), the expected loss for that
financial insfrument should be measured as the amount of expected losses in the following 12
months;

e af each reporting date, if the credit risk of a financial insfrument has significantly increased with
respect to the date of disbursement or purchase (stage 2), the expected loss for that financial
insfrument should be measured as the amount of expected losses over the remaining life of the
instfrument (lifetime).
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For the purposes of staging financial assets, each asset is classified at the origination date in "stage 1"
and subsequently:

e with regard to securities, the deterioration of three notches on the rating attributed to the
instrument itself by external rating agencies, together with a final speculative grade rating, will be
considered evidence of a significant increase in credit risk, and therefore a move to "stage 2" for
the security;

e with regard fo loans, the deterioration of three notches on the infernal rating assigned to the
position will be considered evidence of a significant increase in credit risk. In this regard, the
credit risk of an asset may not be considered significantly increased if, at the measurement date,
the credit risk of the asset itself is considered low on the basis of the assessments made by the
Credit Committee.

With regard to the criteria for determining PDs and LGDs to be applied by counterparty and instrument
to positions, the approaches differ between securities and loans.

With regard to securities, issuer-specific PDs are exfracted from listed credit spreads (CDS and listed
bonds) or, in the absence of significant market data for an issuer, by proxy methodology. Market
spreads are stripped of the risk premium component to arrive at the estimate of real PDs according fo a
"real world" approach.

LGDs are associated with the respective issues, differentiating according fo the level of subordination
(senior and subordinated issues) and the country of the issuer (60% and 80% for a developed country
issuer, 75% and 100% for an emerging couniry issuer, respectively); for covered issues, the LGD varies
(from 20% to 60%) depending on the rating assigned fo the security in question.

With reference to loans, the PDs used are estimated starting from the construction of Pit (Point in fime)
migration matrices from historical databases on which future PDs are built based on simulations of
different macroeconomic scenarios. Finally, PD averages weighted by the probability of occurrence of
the scenarios are calculated. For guaranteed loans, the LGDs obtained on the basis of the consortium
models are adjusted to 5% if the value of the guarantee (net of internally established prudential
spreads) is large in relation to the value of the loan disbursed.

With regard fo the historical series of default rates, the bank updated the data at the beginning of 2020,
using the data as at 31 December 2019, taking info account the changes in status recorded in 2019 on
its credit positions in order to have a more precise calibration of the historical series recorded in the
valuation model af the consortium level. In addition, the main macroeconomic variables were updated
fo determine the forward looking component.

Specifically, three macroeconomic scenarios have been selected at the consortium level: a baseline,
an up scenario and a down scenario.

The baseline scenario is the central reference scenario and is therefore considered to be the most likely
scenario. The "Down" and "Up" Scenarios represent alternative, respectively worse and better scenarios
than the "Baseline Scenario™

e The "Baseline Scenario" reflects the expected macroeconomic evolution. It forecasts positive and
gradually accelerating growth for the Italian economy. Specifically, annual GDP growth is
expected to be 0.6% in 2020, 0.8% in 2021 and 1.2% in 2022. Among other macroeconomic
variables, the unemployment rate is estimated to gradually decline to 9.4% at the end of 2022.
The EUR/USD exchange rate is expected to increase slightly from 1.17 at the beginning of 2020 to
1.24 at the end of 2022. Brent oil prices are expected to gradually increase, but sfill within the USD
60/70 per barrel range. The 3-month Euribor rate is estimated to be almost constant in light of
expected unchanged monetary policies. The Italy-Germany Spread is expected to contfract
gradually due to the simultaneous effect of a rise in the Bund yield, but still at negative levels, and
a narrowing of the BTP yield.

e The "Down Scenario" outlines a context of recession for the Italian economy, with annual GDP
expected to contract by 0.8% in 2020, 2.3% in 2021 and 1.7% in 2022, and with the unemployment
rate gradually increasing to 14.9% at the end of 2022. The EUR/USD exchange rate is expected to
oscillate within the range 1.05-1.12. QOil prices are estimated to fall gradually below USD 60 per
barrel and then stabilise at around USD 56 per barrel during 2022. The 3-month Euribor rate is
expected to fall, stabilising at around -0.65% during 2022. The Italy-Germany Spread is estimated
to gradually increase, and above 200 basis points from the first quarter of 2022.

e The "Up Scenario" outlines a context of expansion for the Italian economy, with annual GDP
expected to grow strongly, by 2.3% in 2020, 3.8% in 2021 and 3.6% in 2022, and with the
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unemployment rate gradually decreasing, to 6% at the end of 2022. The 3-month Euribor rate is
expected to remain in negative territory in the three-year period 2020-2022, albeit gradually but
slowly rising. The EUR is expected to gradually appreciate against the USD, with the exchange
rate rising from 1.20 in the first quarter of 2020 to 1.34 at the end of 2022. Oil prices are estimated
to rise gradually to USD 80 per barrel during 2022.

In order to estimate a possible impact on collective credit write-downs in relation to a general
economic slowdown and a worsening of the main macroeconomic indicators due to the spread of the
Coronavirus epidemic (COVID-19), a simulation of collective write-downs has been carried out with a
full realisation of the "Down Scenario" (100% weighting), which shows an increase in value adjustments
on performing loans of about 8% compared to the weighting of scenarios illustrated in this section and
used for the calculation of collective write-downs for these financial statements.

2.4. Credit risk mitigation policies

In order to contain counterparty risk and in accordance with the provisions of the so-called EMIR
regulations, Banca Profilo has entfered into collateralisation agreements with all the financial
infermediaries with which it operates in the market. These agreements provide for the daily
quantification of the reciprocal exposure between two counterparties in terms of the mark-to-market of
the derivatives in position and the simultaneous payment of collateral (cash) to secure the exposure, if it
exceeds a confractually agreed amount.

The loans granted at Group level, on the other hand, are generally covered by collateral and personal
guarantees. The types of guarantees involved are:

pledges on securities deposited with the Bank by customers, managed or administered;
mortgages on property, against a small proportion of loans granted (mostly to employees);
sureties;

other guarantees (assignment of credit, etc.).

3. Non-performing credit exposures

As at 31 December 2019, with reference to fraditional financing activities and frade receivables, at
Banca Profilo non-performing loans amounted to a gross amount of € 7.6 million, written down by
approximately 72%.

Bad loans of the subsidiary Banque Profil de Gestion SA amount to € 1,091 thousand, written down by €
535 thousand. On the remaining amount, the Geneva bank is waiting for the recovery of the entire
amount thanks fo the enforcement of the guarantee (property mortgage) that will take place in the first
months of 2020.

3.1. Management strategies and policies

The Group, in compliance with current supervisory regulations, ensures the correct classification of non-
performing loans.

Non-performing loans are subject to an analytical valuation process regardless of the amounts involved.
The quantification of impairment takes account of existing guarantees.

Loans past due and/or overdrawn by more than 90 days on an ongoing basis
The total exposure shall be recognised as past due and/or overdrawn if, at the reporting date, the
higher of the following two values is equal to or above the 5% threshold:
e average of the past due and/or overdrawn portion on the entire exposure recorded on a daily
basis and in the last quarter of the previous year;
e past due and/or overdrawn portion of the entire exposure at the reporting date.
Past due/overdrawn positions are broken down internally on the basis of:
e days of continuous past due (more than 90 days);
e presence of collateral;
e percentage coverage of the position by the guarantees.

Based on these indicators, a minimum write-down percentage is applied.

The write-down percentages and the assumptions that led to their determination are decided by the
Credit Committee, on the proposal of the Credit Function and verified by the Risk Management
Function.
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Unlikely to pay

Classification in this category is linked to the Group's opinion that, without recourse to actions such as
enforcement of guarantees, the debtor is unlikely to meet its credit obligations in full (principal and/or
interest). This assessment is independent of whether or not there are any overdue and unpaid amounts.
The classification as Unlikely to pay takes place by resolution of the Credit Committee, on the proposal
of the Credit Function.

The assessment process tfakes info account the guarantees received and the percentage coverage of
the position by these guarantees, applying minimum write-down percentages.

The percentages calculated in this way and the assumptions that led to their determination are
decided by the Credit Committee, on the proposal of the Credit Function and verified by the Risk
Management Function.

Bad loans

Exposures to parties in a state of insolvency, even if not judicially ascertained or in substantially
comparable situations.

The Board of Directors is responsible for deciding on the bad loan status and determining the write-
down to be applied.

The Credit Commiftee, having obtained the opinion of the Risk Management Function, prepares the
report fo the Board of Directors with a proposal for the attribution of the state of insolvency, the reasons
and the write-down percentage to be applied, applying minimum values.

The assessment process for non-performing loans must fake place at least once a year when the annual
financial statements are drawn up and whenever anomalies are found on individual non-performing
positions.
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A.1.3 Financial assets, commitments to disburse funds and financial guarantees issued: fransfers
between the different credit risk stages (gross and nominal amounts)

Gross exposure/nominal value

Transfers between

Transfers between

Transfers between

stage 1

Portfolios/risk stages . siage 2 stage 2 and stage 3  stage 1 and stage 3
From From From From From From
stage 1to stage 2to stage 2to stage 3to stage 1to stage 3 to
stage 2 stage 1 stage 3 stage 2 stage 3 stage 1
1. Financial assets measured at amortised cost 3,764 488 - - 560 -

2. Financial assets measured aft fair value through
other comprehensive income - - - - -
3. Financial assets held for sale - - - - -
4. Commitments to disburse funds and financial . ) . ) )

guarantees issued

Total 31/12/2019 3,764 488 - - 560 -

Total 31/12/2018

1,124

A.1.4 Prudential consolidation — On-balance sheet and off-balance sheet credit exposures to banks:

gross and net amountfs

Types of exposure/amounts

Gross exposure

Non-
performing

Performing

Overall value
adjustments
and total
provisions

Net Exposure

Total partial
write-offs*

A. On-Balance sheet credit exposures

a) Bad loans

- of which: forborne exposures

b) Unlikely to pay

- of which: forborne exposures

c) Non-performing past due exposures

- of which: forborne exposures

X | X | X | X | X | X

d) Performing past due exposures

- of which: forborne exposures

e) Other performing exposures

454,661

204

454,457

- of which: forborne exposures

Total (A)

X | X | X | X

454,661

204

454,457

B. Off-balance sheet credit exposures

a) Non-performing

b) Performing
Total (B)
Total (A+B)

93,771
93,771
548,432

204

93,771
93,771
548,228
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A.1.5 Prudential consolidation — On-Balance sheet and off-balance sheet credit exposures to customers:

gross and net amounts

Gross exposure

Overall value

Types of exposure/amounts Non- CLE IS Net exposure TO‘O.I pqrﬁq,!
© Performing and total write-offs
performing provisions
A. On-Balance sheet credit exposures
a) Bad loans 4,967 X 4,410 557 683
- of which: forborne exposures - X - - -
b) Unlikely to pay 1,137 X 339 798 -
- of which: forborne exposures - X - - -
c) Non-performing past due exposures 1,543 X 1,418 125 -
- of which: forborne exposures - X - - -
d) Performing past due exposures X 642 21 622 -
- of which: forborne exposures X - - - -
e) Other performing exposures X 1,313,677 677 1,313,000 -
- of which: forborne exposures X - - - -
Total (A) 7,647 1,314,319 6,866 1,315,100 683
B. Off-balance sheet credit exposures
a) Non-performing 68 X - 68 -
b) Performing X 617,587 6 617,581 -
Total (B) 68 617,587 6 617,649 -
Total (A+B) 7,715 1,931,905 6,872 1,932,749 683

"Off-balance sheet" exposures to customers include all financial fransactions other than balance sheet
ones (guarantees issued, commitments, derivatives, etc.) which entail the assumpfion of credit risk,
regardless of the purpose of said fransactions (frading, hedging, efc.).
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A.1.7 Prudential consolidation — On-Balance sheet credit exposure to customers: changes in gross non-

performing exposures

Types/Categories Bad loans

Unlikely to pay

Non-performing
past due
exposures

A. Gross exposure, opening balance 4,512

1,124

1,467

- of which: exposures transferred but not derecognised -

B. Increases 582

13

108

B.1 transfers from performing exposures 547

B.2 transfers from impaired financial assets, acquired or originated -

B.3 transfers from other categories of non-performing exposures -

B.4 contractual modifications without derecognitions -

B.5 other increases 35

108

C. Decreases 127

32

C.1 tfransfers to performing exposures -

C.2 write-offs -

C.3 collections 127

C.4 amount realised upon disposal of positions -

C.5 losses on disposal -

C.6 transfers to other categories of non-performing exposures -

C.7 contractual modifications without derecognitions -

C.8 other decreases -

D. Gross exposure, closing balance 4,967

- of which: exposures transferred but not derecognised -
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Bad loans

Unlikely to pay

Non-performing past due

exposures

Types/Categories

Total

of which:
forborne
exposures

Total

of which:
forborne
exposures

Total

of which:
forborne
exposures

A. Overall adjustments, opening
balance

4,512

243

1,290

- of which: exposures transferred
but not derecognised

B. Increases

22

96

128

B.1 value adjustments of impaired
financial assets, acquired or
originated

B.2 other value adjustments

96

128

B.3 losses on disposal

B.4 transfers from other categories of
non-performing exposures

B.5 confractual modifications without
derecognitions

B.6 otherincreases

22

C. Decreases

124

C.1 reversals from valuation

C.2 reversals from collection

124

C.3 profit from disposal

C.4 write-offs

C.5 transfers to other categories of
non-performing exposures

C.6 contractual modifications
without derecognitions

C.7 other decreases

D. Overall adjustments, closing
balance

4,410

339

- of which: exposures transferred
but not derecognised

A.2 Classification of exposures by external and internal ratings

The Group does not classify exposures according to external or internal ratings.
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B.2 Prudential consolidation - Breakdown of on-balance sheet and off-balance-sheet credit exposures

to customers by geographic area

Part 1
Italy  Other European countries America
Exposures/Geographic areas Overall value Overall value
Net exposure o Net exposure o Net exposure
adjustments adjustments
A. On-balance sheet credit
exposures
A.1 Bad loans 557 3.893 - 347 -
A.2 Unlikely to pay 798 339 - - -
A.3 Non-performing past due exposures 124 1,418 1 - -
A.4 Performing exposures 1,107,500 583 177,122 76 6,911
Total (A) 1,108,979 6,233 177,123 423 6,911
B. Off-balance sheet credit exposures
B.1 Non-performing exposures 68 - - - -
B.2 Performing exposures 147,363 6 452,647 - 17,352
Total (B) 147,431 ) 452,647 - 17,352
Total (A+B) 31/12/2019 1,256,410 6,239 629,770 423 24,263
Total (A+B) 31/12/2018 1,306,526 6,733 431,873 531 56,130

B.2 Prudential consolidation - Breakdown of on-balance sheet and

to customers by geographic area

Part 2

Exposures/Geographic areas

America

off-balance-sheet credit exposures

Asia

Rest of the world

Overall value

Net exposure

Overall value

Net exposure

Overall value

adjustments adjustments adjustments
A. On-balance sheet credit
exposures
A.1 Bad loans - - - - 170
A.2 Unlikely to pay - - - - -
A.3 Non-performing past due exposures - - - - -
A.4 Performing exposures 4,880 1 17,208 14
Total (A) 3 4,880 1 17,208 184
B. Off-balance sheet credit exposures
B.1 Non-performing exposures - - - - -
B.2 Performing exposures - 219 - - -
Total (B) - 219 - - -
Total (A+B) 31/12/2019 3 5,099 1 17,208 184
Total (A+B) 31/12/2018 109 4,834 5 3,304 46
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B.3 Prudential consolidation - Breakdown of on-balance sheet and off-balance-sheet credit exposures

to banks by geographic area

Part 1
Italy  Other European countries America
Exposures/Geographic areas Overall value Overall value
Net exposure o Net exposure o Net exposure
adjustments adjustments
A. On-balance sheet credit
exposures
A.1 Bad loans - - - - -
A.2 Unlikely to pay - - - - -
A.3 Non-performing past due exposures - - - - -
A.4 Performing exposures 241,279 149 183,528 48 16,389
Total (A) 241,279 149 183,528 48 16,389
B. Off-balance sheet credit exposures
B.1 Non-performing exposures - - - - -
B.2 Performing exposures 4,745 - 87,162 - -
Total (B) 4,745 - 87,162 - -
Total (A+B) 31/12/2019 246,024 149 270,690 48 16,389
Total (A+B) 31/12/2018 305,543 359 227,036 51 9.806

B.3 Prudential consolidation - Breakdown of on-balance sheet and
to banks by geographic area

Part 2

America

off-balance-sheet credit exposures

Asia

Rest of the world

Exposures/Geographic areas Overall value

adjustments R e

Overall value
adjustments

Net exposure

Overall value
adjustments

A. On-balance sheet credit
exposures

A.1 Bad loans - -

A.2 Unlikely to pay - R

A.3 Non-performing past due exposures - -

A.4 Performing exposures 5 -

13,261

Total (A) 5 -

13,261

B. Off-balance sheet credit exposures

B.1 Non-performing exposures - -
B.2 Performing exposures - -

Total (B) - .

Total (A+B) 31/12/2019

13,261

Total (A+B) 31/12/2018 - -
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B.4 Large exposures

31/12/2019 31/12/2018

a) Amount - book value 1,944,735 2,275,415
b) Amount - weighted value 199.127 292,602
c) Number 17 20

Large exposures are any of the assets and off-balance sheet items referred to in Part Three, Title |l
Chapter 2 of Regulation (EU) no. 575/2013 (CRR) - without the application of risk weights or risk
categories - fo a customer or group of connected customers when its value is 10% or more of eligible
capital.

C. Securitisation transactions

Banca Profilo and its subsidiaries have carried out any securitisation transactions.

D. Transfers
Financial assets sold and not fully derecognised

QUANTITATIVE INFORMATION

Financial assets sold and not derecognised mainly refer fo repurchase agreements carried out during
the year on debt securifies. There were no transactions for the sale of non-performing loans by

exchanging fund units. L
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1.2 - PRUDENTIAL CONSOLIDATION - MARKET RISK
1.2.1 Interest rate and price risk - Regulatory frading book

INTEREST RATE RISK QUALITATIVE INFORMATION

A. General information

Within the Group, trading and own account investment activity on financial instruments is exclusively
concenfrated in Banca Profilo.

Depending on the purpose of the investment and its time period, the financial instruments involved in
the activity have been included in different portfolios with different accounting treatment: Hold to
Collect (HTC), Hold to Collect & Sell (HTC&S), Hold to Sell (HTS).

With particular reference to interest rate risk, the activities that can generate the same within Banca
Profilo are:
e inferest rate trading, conducted through the assumption of short-term positions on government
securities and listed derivatives (interest rate or government bond futures);
e frading or stable investment activities involving bonds and the related derivatives portfolio - listed
or over the counter - with which the Bank manages the interest rate risk of the securities portfolio.

The most significant exposures are on the Euro curve.

B. Processes for the management and methods of measurement of interest rate risk and price
risk

For the performance of activities involving the assumption of market risks, the Group banks have
adopted specific Regulations, in which the persons in charge of operational management are
formalised for the different types of risk as well as the system of proxies and operating limits within which
they are required to operate: this document is approved by the Board of Directors and periodically
revised.

The Market Risk Regulations of the Group banks are based on the following guidelines:

e indicate which accounting portfolios are subject to operational delegation to the Finance Area
and which are reserved for decisions by the Board of Directors;

e establish a system of operating limits consistent with the Group's RAF objectives and the Bank's
capital endowment, organised for each portfolio/desk on two levels: a) general Value at Risk
(VaR) and stop loss limits, valid for all types of market risk assumed by the various portfolios; b)
specific limifs for individual relevant market risk factors, established in terms of Greeks and
sensifivity;

e provide for daily monitoring of all relevant risk indicators, profit & loss frends and compliance with
operating limits, carried out by a confrol function (Risk Management) functfionally and
hierarchically independent from operational functions.

Trends in market and liquidity risks and the main operating positions are analysed by the Risk
Committee, which normally meets fortnightly. The Board of Directors is regularly informed about the
level of risks assumed by the various business units and compliance with the operafing limits it has
approved.

Specifically, with regard to interest rate risk, monitoring takes place in terms of interest rate sensifivity, i.e.
the sensitivity of the portfolio's P&L o movements of 1 basis point in the interest curve. There is an overall
sensitivity limit and specific limits for the individual reference curves and for the individual fime segments
of each curve.

Interest rate risk, together with other risk factors, is included in the calculafion of the VaR of trading
books. The VaR is only used for internal risk measurement purposes and not for the calculation of
regulatory capital requirements for market risk, for which the standardised approach is adopted.
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INTEREST RATE RISK QUANTITATIVE INFORMATION

In 2019, the average exposure to interest rate risk of the securities and proprietary derivatives portfolios,
calculated in terms of interest rate sensitivity for a parallel shift of 1 basis point in the interest rate curve,
was approximately € 87,300 (compared to € 51,000 in 2018), for a year-end point value of € 105,083
(compared to € 42,108 at the end of 2018).

The following fable shows, for each reference curve, the main exposures to interest rate risk outstanding
as at 31 December 2019:

Proprietary portfolios: interest rate risk

IR Sensitivity (+1 bp) as at 31.12.2019

(figures in €) 0-1y 1-3y 3-5y 5-7y 7-10+y Total
Currency

EUR (18,171) (21,620) (59.443) (28,341) 29,502 (98,073)
usD (710) (5,016) (4,721) 3,907 (520) (7,060)
Other (43) (20) 113 0 0 50
Total (18,924) (26,656) (64,051) (24,434) 28,982  (105,083)

The VaR of Banca Profilo's portfolio over the course of 2019 is also taken into account at this stage,
although such indicator refers to all the market risks of the proprietary portfolios and noft just interest rate
risk: therefore, all other market risk factors (issuer, price and exchange rate) are also included in the VaR
calculation.

The graph below shows the frend in the VaR (1d, 99%) during 2019, relating to the total markeft risks of
the Finance Area (HTC, HTC&S, HTS portfolios): the average value for the year was € 6.2 million
(compared to € 4.1 million in 2018), with a peak of € 8.1 million reached in mid-August and a year-end
point figure of € 5.7 million (compared to € 5.4 million at the end of 2018).

The total daily VaR of the proprietary portfolios gradually increased during the first quarter in parallel
with the progressive increase in the HTC portfolio. After an inifial reduction at the beginning of the
second quarter due to reduced market volafility, the VaR rose sharply in August due to the sharp
increase in the spread on lItalian government bonds during the period. In the last quarter, with the
reduction in the HTC&S portfolio, the overall VaR gradually refurned fo levels substantially in line with
those at the end of 2018.

The market VaR of Banca Profilo, as at 31 December 2019, is approximately 53% due to the HTC portfolio
and 38% due to the HTC&S portfolio: the two portfolios, faken as a whole, are made up of
approximately 86% government bonds.

The VaR figure for the HTS portfolio alone averaged € 0.4 million in 2019 (in line with the average figure
for 2018), with a year-end point figure of € 0.5 million.
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At consolidated level, including BPdG's HTC&S portfolio, the year-end VaR was approximately € 5.8
million (compared to € 5.6 million at the end of 2018).

1.2.1 bis Issuer Risk - Trading book

QUALITATIVE INFORMATION

A. General information

The Finance Area of Banca Profilo manages a portfolio of bonds and credit default swaps on natfional
and international issuers, exposing to the risk of default of the same issuers and/or unfavourable
changes in the credif spread associated with them.

As at 31 December 2019, the Bank had outstanding credit default swaps for a nominal value of € 857
million, of which € 437 million in purchases and € 420 million in sales of protection, for a net purchase
position of € 17 million. Credit default swaps are used to hedge the issuer risk of specific positions in
securities of the proprietary portfolio or, in the case of index confracts (iTraxx), fo generically hedge the
portfolio. Protection sale contracts are mainly brokered with similar protection purchase contracts: in
particular, there are several pure arbitrage fransactions (for a total notional amount of € 660 million, of
which € 330 million for purchase and € 330 million for sale), in which the Bank purchased profection on
an index and sold protection on the individual components of the same index.

As at 31 December 2019, BPdAG's HTC&S portfolio amounted to approximately € 47 million, 44% of which

was made up of government securities and 96% of investment grade securities. The average duration of
the portfolio is just over 3 and a half years.

B. Issuer risk management processes and measurement methods

Issuer risk management processes and measurement methods are the same as those used in relation to

interest rate risk: please refer to the relevant section for a descriptfion of the bodies and offices involved
and the system of operating limits.
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With regard to specific indicators for issuer risk, monitoring takes place in terms of spread sensitivity, i.e.
the sensitivity of the portfolio's P&L to movements of 1 basis point in the credit spread associated with
the issuers in position.

In addition to the overall level, the Market Risk Regulations provide for value and spread sensitivity limits
per rating class and concentration limits per individual issuer (depending on the rating).

The system of limits is structured in such a way as to favour exposure fo issuers with investment grade

rafings, which have a lower risk in terms of both the probability of default and the variability of the
market spread.

QUANTITATIVE INFORMATION

In 2019, the average overall exposure of Banca Profilo's proprietary portfolios to issuer risk was
approximately € 346,000 in terms of spread sensitivity (compared to € 264,000 in 2018), calculated for a
movement of 1 basis point of the credit spread associated with the issuers in the portfolio (including
government issuers).

As at 31 December 2019, the total exposure was € 348,954 (compared with € 254,865 as at 31
December 2018), broken down by issuer type and rating class as shown in the table below:

Proprietary porifolios: issuer risk (Securities and CDS)

Spread Sensitivity (+1 bp) as at 31.12.2019

(figures in €) AAA / AA- A+ /A- BBB+ /BBB- Spec. Grade Total
Type of issuer

Governments 20,590 - (311,110) - (290,520)
Corporate 332 (12,020) (36,893) (9.852) (58,434)
Total 20,922 (12,020) (348,003) (9.852) (348,954)

Consistent with the structure of the operating limits, investments almost exclusively involved investment
grade issuers: in terms of spread sensitivity, as at 31 December 2019, 97% of total exposure related to
issuers with a rating of BBB- or higher. In particular, 83% of the exposure involved government or
supranational securities.

BPdAG's exposure to issuer risk, relating entirely to the HTC&S portfolio, as at 31 December 2019 was €
14,320 in terms of spread sensitivity (+1bp).
1.2.1 ter Price risk - Trading book

QUALITATIVE INFORMATION

A. General information

Equity risk within the Group is generated solely by the portfolio owned by Banca Profilo and managed
by the Finance Area.

In 2019, the equity segment's operations were characterised by trading operations with a short fime
period or relative value strategies: the latter, involving the assumption of opposite sign positions on
shares and derivatives (index or option futures), involve limited directional risks. The most significant
directional positions during the year were in the Small-Mid Cap and Spac segments.

The Bank also operates as a market maker of options on the Italian market with regard to approximately
twenty underlyings: the strategy involves the use of equities for detailed delta hedging of options; the
main risk factor is represented by the vega.
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B. Price risk management processes and measurement methods

Price risk management processes and measurement methods are the same as those used in relation to
interest rate risk: please refer to the relevant section for a description of the bodies and offices involved
and the system of operating limits.

With regard to the specific indicators for equity risk, there are limits on the overall position and

concenfration limits on individual equity securities: the latter are diversified according to the securities'
listing market and their free float.

QUANTITATIVE INFORMATION

In 2019, the "equivalent delta " value of the equity poritfolio (i.e. including the options delta) was equal
to an average annual value of € 8.1 million (compared to an average figure of € 11.9 million for 2018)
and a year-end point value of € 8.3 million (compared o € 7.8 million as at 31 December 2018).

As at 31 December 2019, the exposure almost exclusively covered European markets:

Trading book: price risk

Sensitivity to share prices

(+1 bp) as at 31.12.2019 Italy France Germany Japan Eurostoxx GB Other Total
(figures in €)
Equity exposure 43,613 22,270 3,795 3,708 2,965 2,110 3,607 82,068

1.2.2 Interest rate and price risk - Banking book

QUALITATIVE INFORMATION

The interest rate risk of the HTC and HTC&S portfolios and the related hedging derivatives have been
taken into account in the figures referred to in para. 2.1, together with trading positions, similarly to that
carried out at management level.

If the above securities portfolios are excluded, the interest rate risk relating fo the banking book is
reduced: Banca Profilo's and BPdG's capital structures are characterised by assets and liabilities mainly
on demand or variable rate.

On the lending side, loans to customer are almost entirely variable rate.

On the funding side, those from customers are typically on demand. The only forms of fixed-rate funding
are represented by repurchase agreements to finance Banca Profilo's securities portfolio, which
together have an average residual maturity of one week. Loans with the ECB, which have an average
residual maturity of five months, are instead indexed to the ECB reference rate.

By virtue of the peculiar composition of its assets and liabilities, the Group banks have no micro or
macro hedge fransactions in place on the interest rate risk of the banking book, with the exception of
inferest rate swaps entered info fo hedge fixed-rate or inflation-linked securities included in the HTC and
HTC&S portfolios.

QUANTITATIVE INFORMATION

Applying the standard rafe shock scenario (+200 bps) provided for by the Bank of Italy's supervisory
regulations for quantifying the interest rate risk of the banking book, the impact is positive and equal o
approximately 1.6% of the Group's own funds.
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1.2.2 bis Price risk - Banking book

QUALITATIVE INFORMATION

The component of equity and UCITS securities in the banking book is extremely reduced. As a result of
the small number of positions, no transactions have ever been carried out to hedge the price risk of this
component.

1.2.3 Exchange rate risk

QUALITATIVE INFORMATION

A. Exchange rate risk: general information, management processes and measurement
methods

Within the Group, foreign exchange frading activity is marginal and is carried out exclusively by Banca
Profilo.

With the exception of trading activifies, the management of the Bank's overall exchange rate risk is the
responsibility of the Treasury Function, which operates within the Finance Area.

Organisational and IT flows ensure that information about foreign exchange frading on behalf of
customers and other trading desks reaches the Treasury on a daily basis, which consolidates these flows
info its daily foreign exchange position.

The Treasury operates in such a way as to always remain within the overall open position limit in
exchange rates and the position limits on individual currencies set out in the Risk Regulations.

Like the other risk factors, exchange rate risk is included in the daily VaR calculation, according fo the
methodology illustrated with regard to inferest rate risk.

B. Hedging of exchange rate risk

At the reference date of 31 December 2019, there were no exchange rate risk hedging fransactions.

QUANTITATIVE INFORMATION

In 2019, Banca Profilo's open position in exchange rates! averaged approximately € 2.3 million
(compared to an average of € 1.2 million in 2018).

As at 31 December 2019, Banca Profilo had a long net exchange position of € 4.3 million. The year-end
exposure for the main currencies against an exchange rate movement of 1% is detailed in the table
below:

Exchange rate risk
Exchange rate sensitivity against the euro (+1%)

as at 31.12.2019 (figures in €)
Exposure in exchange rates 37,305 2,024 3.219 42,548

usb BRL Other Total

As at 31 December 2019, BPAG's open position in exchange rates was approximately CHF 175,000.

' The open position in exchange rates is calculated as the greater of the sum of long positions and the sum of short positions
on individual currencies.
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A.3 OTC financial derivatives held for trading: notional amounts, gross positive and negative fair value

by counterparty

Central

Underlying assets Counterparties

Banks

Other financial
companies

Other entities

Contracts not covered by clearing agreements

1) Debt securities and interest rates

- notfional amount X

- positive fair value X

- negative fair value X

2) Equity securities and stock indices

- notional amount

,000

- positive fair value X

895

- negative fair value

3) Gold and currencies

- notional amount X

425

4,697

- positive fair value

- negative fair value X

41

4) Commodities

- notional amount X

- positive fair value

- negative fair value X

5) Other

- notional amount X

- positive fair value

- negative fair value X

Contracts covered by clearing agreements

1) Debt securities and interest rates

- notional amount -

776,922

227,000

- positive fair value -

26,633

4,580

- negative fair value -

28,539

4,972

2) Equity securities and stock indices

- notional amount -

100,619

100,619

- positive fair value -

3,043

3,137

- negative fair value -

3,137

3,043

3) Gold and currencies

- notfional amount -

58,206

114,762

101,972

- positive fair value _

611

396

86

- negative fair value -

11

135

386

4) Commodities

- notional amount -

- positive fair value -

- negative fair value -

5) Other

- notional amount -

- positive fair value -

- negative fair value _
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A.4 Residual maturity of OTC financial derivatives for trading: notional amounts

Over 1 year up

Underlying/Residual life Up to 1 year to 5 years Over 5 years Total
A.1 Financial derivatives on debt securities and interest rates 454,422 511,500 38,000 1,003,922
i/:;.jiggsonaol derivatives on equity securities and stock 131,335 70,904 ) 202,239
A.3 Financial derivatives on currencies and gold 280,063 - - 280,063
A.4 Financial derivatives on commodities - - - -
A.5 Other financial derivatives - - - -
Total 31/12/2019 865,820 582,404 38,000 1,486,224
Total 31/12/2018 874,052 865,778 92,417 1,832,247

B. CREDIT DERIVATIVES

B.1 Credit derivatives held for trading: end of period notional amounts

Trading derivatives
Categories of transactions onan on multiple

individual party parties (basket)

1. Purchases of protection

a) Credit default products 59,566 377,365

)
b) Credit spread products - -
)
)

c) Total rate of return swap - _

182

— d) Other - -
Total 31/12/2019 59,566 377,365
Total 31/12/2018 95,277 180,836

2. Sales of protection
a) Credit default products 334,925 85,000
b) Credit spread products - -
c) Total rate of return swap - -
d) Other - -
Total 31/12/2019 334,925 85,000
Total 31/12/2018 125,747 93,500

Credit derivatives are used to hedge the issuer risk of specific positions in securities of the proprietary
portfolio or, through index contracts to generically hedge the portfolio. Also included are CDSs relating
to certain pure arbifrage fransactions, in which the bank bought profection on the index and sold
protection on individual components of the same index.
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B.2 Credit derivatives held for frading: gross positive and negative fair value - by type of product

Total Total

Types of derivatives 31/12/2019 31/12/2018

1. Positive fair value

a) Credit default products 39,859 8,226

)
b) Credit spread products - -
)
)

c) Total rate of return swap - R

d) Other - -
Total 39,859 8,226
2. Negative fair value

a) Credit default products 42,101 9,509

)
b) Credit spread products - -
)
)

c) Total rate of return swap - -

d) Other - -
Total 42,101 9,509

B.3 OTC credit derivatives held for trading: notional amounts, gross positive and negative fair value by
counterparty

Couniercpzr:i:sl Banks thsgﬁn:'::;i:sl Other entities
Contracts not covered by clearing agreements
1) Purchase of protection
- notfional amount X - - -
- positive fair value X - - -
- negative fair value X - - -
2) Sale of protection
- notional amount X - - -
- positive fair value X - - -
- negative fair value X - - -
Contracts covered by clearing agreements
1) Purchase of protection
- notional amount - 141,231 295,700 -
- positive fair value - - 84 -
- negative fair value - 7,245 22,734 -
2) Sale of protection
- notional amount - 143,225 276,700 -
- positive fair value - 7,882 31,893 -

- negative fair value - 1,210 10,912 -
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B.4 Residual maturity of OTC credit derivatives held for trading: notional amounts

Underlying/Residual life Up to 1 year ug\i,:r;y)::; Over 5 years Total
1 Sale of protection 84,000 335,925 - 419,925
2 Purchase of protection 72,231 364,700 - 436,931
Total 31/12/2019 156,231 700,625 - 856,856
Total 31/12/2018 190,500 303,860 1,000 495,360

1.3.2 Hedge accounting

QUALITATIVE INFORMATION

A. Fair value hedging

The risk management strategy is fo immunise the fair value of the HTC and HTC&S portfolios from
movements in interest rates and inflation rate, leaving them exposed only to movements in the credit
spreads of the issuers of the securities purchased. To this end, in the event of the purchase of fixed-rate
securities or securities linked to medium/long-term inflation, special hedging derivatives will normally be
entered into fo transform the overall payoff of the investment (security plus derivative) info that of a
variable-rate security.

D. Hedging instruments

The hedging insfruments used are interest rate swaps and inflafion swaps.

E. Hedged items

The hedged items are fixed-rate securities or securities linked fo medium/long-term inflation held in
Banca Profilo's HTC and HTC&S portfolios. As already mentioned in Part A - Accounting policies, the
bank continues to use the hedging accounting rules of IAS 39, including the amendment issued by the
IASB on 26 September 2019.
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A.3 OTC financial derivatives held for hedging: notional amounts, gross positive and negative fair value
by counterparty

Underlying assets Countegzl::ifsl Banks Oihzgtj‘:i::;i:sl Other entities
Contracts not covered by clearing agreements
1) Debt securities and interest rates
- notional amount X - - -
- positive fair value X - - _
- negative fair value X - - -
2) Equity securities and stock indices
- notional amount X - - -
- positive fair value X - - -
- negative fair value X - - -
3) Gold and currencies
- notional amount X - - -
- positive fair value X - _ _
- negative fair value X - - -
4) Commodities
- notional amount X - - -
- positive fair value X - - _
- negative fair value X - _ _
5) Other
- notional amount X - - -
- positive fair value X - - -
- negative fair value X - _ _
Contracts covered by clearing agreements
1) Debt securities and interest rates
- notional amount - 212,081 91,377 -
- positive fair value - 1,150 120 -
- negative fair value - 26,967 11,958 -

2) Equity securities and stock indices

- notional amount - - - -

- positive fair value - - - _

- negative fair value - _ _ ~

3) Gold and currencies

- notfional amount - - - -

- positive fair value - - - _

- negative fair value - _ _ ~

4) Commodities

- notional amount - - - _

- positive fair value - - - -

- negative fair value - - - -
5) Other - - - _

- notional amount - - - _

- positive fair value - - - _

- negative fair value - _ _ ~
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A.4 Residual maturity of OTC financial derivatives held for hedging: notional amounts

Over 1 year up

Underlying/Residual life Up to 1 year to 5 years

Over 5 years

Total

A.1 Financial derivatives on debt securities and interest rates 2,500 140,090 160,868

303,458

A.2 Financial derivatives on equity securities and stock
indices

A.3 Financial derivatives on currencies and gold - - -

A.4 Financial derivatives on commodities - - -

A.5 Other financial derivatives - - -

Total 31/12/2019 2,500 140,090 160,868

303,458

Total 31/12/2018 - 122,866 189,681

312,547

1.3.3 Other information on derivative instruments held for trading and hedging
A. Financial and credit derivatives
A.1 OTC financial and credit derivatives: net fair values by counterparty

Central Other financial
. Banks N
Counterparties companies

Other entities

A. Financial derivatives

1) Debt securities and interest rates

- notional amount - 989,003 318,377

- positive net fair value - 420 311

- negative net fair value - 38 -

2) Equity securities and stock indices

- notional amount - 100,619 1,000

100,619

- positive net fair value - - 895

94

- negative net fair value - - 521

3) Gold and currencies

- notional amount - 58,206 115,188

106,669

- positive net fair value - - 359

86

- negative net fair value - - 108

427

4) Commodities

- notfional amount - - -

- positive net fair value - - _

- negative net fair value - - _

5) Other

- notfional amount - - -

- positive net fair value - 14,482 408

- negative net fair value - 43,254 13,617

B. Credit derivatives

1) Purchase of protection

- notional amount - 141,231 295,700

- positive net fair value - - _

- negative net fair value - - _

2) Sale of protection

- notional amount - 143,225 276,700

- positive net fair value - - _

- negative net fair value - - _
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Below is a table providing the book value of Banca Profilo's and its consolidated exposures to sovereign

credit risk.
Sovereign risk

Country

(€/thousand) HTC HTC&S HTS Total
[taly 296,174 214,529 221,328 732,032
Germany - - 12 12
The Netherlands - - 2 2
Spain 6,017 4,019 - 10,036
France - - 7 7
Indonesia - 500 - 500
USA 4,495 - 11 4,507
Total 306,686 219,049 221,361 747,096
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1.4 LIQUIDITY RISK

QUALITATIVE INFORMATION

A. Liquidity risk: general information, management processes and measurement methods

Liquidity risk is represented by the possibility that a bank may not be able to meet its payment
obligations when required, due to the inability to find new sources of funding or to sell assets on the
market.

In particular, at Banca Profilo, the value of the securities in its portfolio exceeds the available capital
and net direct funding from private and institutional customers: as a result, the Bank's securities portfolio
must be largely financed on the market through repurchase agreements or interbank deposits. The
liquidity risk, therefore, is provided by the possibility that, at their maturity, financing fransactions cannot
be renewed and that, alternatively, securities cannot be sold on the market (except at particularly
penalising prices).

To monitor liquidity risk, the Board of Directors approved the Liquidity Policy and the Contfingency
Liquidity Plan. The first document, in accordance with the Group's RAF, sets out the principles that must
guide liquidity management and establishes a series of limits to mitigate liquidity risk. In particular, the
following have been established:
e |imits fo the net accumulated liquidity balance on different maturities, also commensurate with
the results of the stress tests carried out periodically;
e |imits for the LCR indicatfor, higher than the minimum limits provided for in the supervisory
regulations;
e leverage limits;
e concenfration limits of funding from the fop 5 counterparties, in order to improve the
diversification of funding sources;
e overall value limits for non-eligible securities.

The second document (Confingency) provides a series of warning indicafors for the prompt

identification of a specific and/or systemic liquidity crisis, listing the actions to be taken and the bodies
authorised to operate in a crisis situation.

QUANTITATIVE INFORMATION

As at 31 December 2019, the Bank had a net positive liquidity balance on all short-term maturities (up to
3 months), for amounts in excess of approximately € 230 million: the value of eligible securities owned
and not engaged in financing operations (and therefore available as a liquidity reserve), net of the
haircut applied by the ECB, exceeded the amount of total funding on the wholesale market maturing
over all the time periods considered.

At the same date, approximately 92% of the Bank's proprietary bond portfolio was represented by
eligible securities that could be used to access ECB financing.

BPdAG's net liquidity position was also overall long on short-term maturities, amounting to approximately €
92 million (also taking into account the liquidity reserve represented by eligible ECB securities available
at the date).

At year-end, at consolidated level, the Liquidity Coverage Ratio (LCR) was 361%.
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1.5 OPERATIONAL RISKS

QUALITATIVE INFORMATION

A. General information, operational risk management processes and measurement methods
Operational risk is defined as the risk of financial loss due to inadequate internal processes or their
failures, human error, deficiencies in technological systems or caused by external events.

With reference to operational risk, within Banca Profilo:

e risk factors and loss events were mapped for all the most relevant commercial, production and
administrative processes, with documentation of company activities, risk assessment and related
mitigation conftrols;

e periodic tests of the effectiveness of the controls carried out are conducted;

e based on a self-assessment process of risk exposure by the organisational units, the most
significant risks were identified in terms of potential impact and frequency;

e operating losses are recorded in a special database, in order to substantiate the self-assessments
over fime with an objective accounting feedback.

QUANTITATIVE INFORMATION

For the quantification of operational risks for capital requirements purposes, the Group uses the base
method.

The operational risk events that occurred in 2019 are not significant overall and are mainly related to
prudential provisions for possible disputes with customers.

The type of proceedings and disputes in which the Group is a defendant can be summarised as follows:

Type of proceeding Presumed disbursement

Legal disputes 1

Complaints and grievances 917

Total 918

Section 3 - Risks of insurance companies

Banca Profilo and its subsidiaries do not carry out insurance activities.

Section 4 - Risks of other companies

All the companies included in the consolidation are part of the Banca Profilo Banking Group.
Information on risk management policies

The Banca Profilo Banking Group headed by the Parent Company Arepo BP S.p.A. publishes on the
Banca Profilo website the "Disclosure by Entities” document drawn up on the basis of the regulations
(CRR) with reference to 31 December 2019.

At the same time, information to the public, State by State, will be published on the site as provided for
by Title lll, Chapter 2 of Bank of Italy Circular 285.

The address of the site is: www.bancaprofilo.it/investor-relations/Pillar Il informa_al_pubblico/2018.
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PART F - Information on consolidated
shareholders’ equity

Section 1 - Consolidated shareholders’ equity

A. QUALITATIVE INFORMATION

The shareholders’ equity of Banca Profilo and its subsidiaries is made up of capital, share premiums and
other reserves including retained earnings/losses.

The mandatory capital requirements to which we adhere are those provided for by the regulations on
shareholders’ equity and the prudential ratios issued by the Supervisory Body.

The Parent Company Arepo BP S.p.A. is required to issue consolidated supervisory reports.

This requirement is guaranteed by a confrol and monitoring process confinuously carried out by the
offices of Banca Profilo.

In particular, with reference to the granting of credit carried out by Banca Profilo and Banque Profil de
Gestion SA to parties other than banks, insurance companies and financial infermediaries, it should be
noted that, precisely in order to guarantee and monitor the capital requirements required by the
Supervisory Body, this activity mainly concerns Private Banking customers and is generally subject to the
provision of suitable guarantees; this activity is in any case instrumental fo managing relations with
medium-high end customers.

In relation to the current and prospective situation, the current organisational structure and controls
ensure sound and prudent management.
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B. QUANTITATIVE INFORMATION

B.1 Consolidated shareholders’ equity: breakdown by business type

Prudential

ltems of shareholders' equity consolidation

Insurance
companies

Other
companies

Consolidation
adjustments and
eliminations

Total

1. Share capital 175,389

(33,189)

142,200

2. Share premium 82

82

3. Reserves 59,174

(17,441)

41,733

4. Equity instruments -

5. (Treasury shares) (4,377)

471

(3,906)

6. Valuation reserves: (2,775)

(2,775)

- Equity securities measured at fair value through
ofher comprehensive income 589

589

- Hedges on equity securities measured at fair value
through other comprehensive income -

- Financial assets (other than equity securities)
measured at fair value through other (1.811)
comprehensive income

(1,811)

- Property, plant and equipment -

- Intangible assets -

- Hedge of foreign investments -

- Cash flow hedges -

- Hedging instruments [elements not designated] -

- Exchange differences 22

- Non-current assets and disposal groups held for
sale -

195

- Financial liabilities measured at fair value through
profit and loss (changes in its creditworthiness) -

- Actuarial gains (losses) on defined benefit pension
plan

- Share of valuation reserves of equity investments
valued at equity R

- Special revaluation laws -

7. Profit (Loss) for the year (+/-) pertaining fo the group

and non-confrolling interests 8.753

(25)

8,728

Total 236,246

(50,184)

186,062

The table above details, by type, the group shareholders’ equity of € 165,277 thousand

confrolling interests of € 20,785 thousand.

plus non-
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B.3 Fair value reserves of financial assets measured at fair value through othet comprehensive income:
changes in the year

seculr::teicgst seci?iltjig toans
1. Opening balances (9,059) (29) -
2. Positive changes 7,910 678 -
2.1 Fair value increases 5,346 434 -
2.2 Value adjustments for credit risk 138 X -
2.3 Reversal to income statement of negative reserves from disposals 2,410 X -
2.4 Transfers to other components of shareholders’ equity (equity securities) - 242 -
2.5 Other changes 16 2 -
3. Negative changes (661) (60) -
3.1 Fair value decreases (435) - -
3.2 Reversals for credit risk (124) - -
3.3 Reversal to income statement of positive reserves from disposals (92) X -
3.4 Transfers to other components of shareholders’ equity (equity securities) - (60) -
3.5 Other changes (10) - -
4. Closing balances (1,811) 589 -

B.4 Valuation reserves for defined benefit plans: annual changes
The valuation reserves related to defined benefit plans went from a negatfive balance of € 685
thousand as at 31 December 2018 to a negative balance of € 1,575 thousand as at 31 December 2019.

Section 2 - Banking own funds and regulatory ratios

The Parent Company of the Banca Profilo Banking Group is Arepo BP S.p.A. and is required to report to
the Supervisory Body on a consolidated basis on regulatory capital and prudential ratios in accordance
with current regulations. As indicated in the official document of Bank of Italy Circular 262/2005, for
information on own funds and regulatory ratios, reference should be made to the consolidated
information contfained in the Disclosure by entities o the public (Pillar 3) provided for by Regulation (EU)
no. 575/2013 ("CRR") prepared by the Parent Company Arepo BP, which is made public, within legal
terms, on the Banca Profilo website at the following address: www.bancaprofilo.it/investor-
relations/Pillar lll informativa_al_pubblico.

It should also be noted that in the Report on Operations of this document, in the section "Commentary
on the consolidated balance sheet data”, information on the Own Funds and the Capital Adequacy of
Banca Profilo and its subsidiaries is available.
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PART G - Business Combinations transactions
concerning companies or lines of business

There have been no business combinations carried out during the year.
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PART H - Transactions with related parties

1) Information on the remuneration of key management personnel

This information refers to those who have the power and responsibility, directly or indirectly, for the

planning, management and confrol of the activities of Group companies.
The table below shows the remuneration of directors, statutory auditors and key management

personnel.
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1) Information on related-party transactions

The following is a summary of the fransactions carried out with related parties during the year and those
in place as at 31 December 2019.

With regard to transactions of greater significance, it should be noted that during 2019 the Parent
Company Banca Profilo communicated to Consob, pursuant to Article 13, paragraph 3, letter c, point i)
of Consob Regulation no. 17221 of 13 March 2010 and subsequent updates, the framework resolutions
passed in January 2019 concerning the following fransactions:

e Repurchase agreements with Extrabanca S.p.A., (a company in which AREPO BP has a significant
joint control interest) where the individual transactions may not have a duration of more than 3
months and the fotal value of the outstanding fransactions may not exceed € 80 million.
Transactions are governed by the GMRA (Global Master Repurchase Agreement) framework
agreement concluded at normal market conditions. The balance of these fransactions as at 31
December 2019 amounted to € 47.8 million in repo transactions;

e Treasury fransactions with Sator Immobiliare SGR S.p.A. and the real estate funds it manages (an
indirect subsidiary of the Fondo Sator Private Equity "A" L.P. which holds an indirect controlling
interest in Banca Profilo) for a total maximum of € 30 million in deposits remunerated at market
conditions. The balance of outfstanding deposits with Banca Profilo as at 31 December 2019
amounted to € 11.3 million.
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PART | - Share-Based Payment Agreements

This section provides information on share-based payment agreements that are recognised in the
balance sheet under "reserves” (liability item 150) as equity seftled plans. The related cost is recognised
under Personnel Expenses. Further information can be found in the Report on Operations.

A. QUALITATIVE INFORMATION

1. Description of share-based payment agreements

The April 2015 Shareholders' Meeting of Banca Profilo approved a Stock Grant Plan in favour of ifs
employees both to comply with the requirements of the regulatory bodies for the payment of the
variable component of the remuneration for "key employees”, under the definition provided by the
Bank of Italy on the subject of remuneration (see Circular 285/2013) and to provide for motivational and
retenfion mechanisms for the remaining personnel, if certain conditions are met. The Plan was
subsequently extended by the 2017 Shareholders' Meeting.

The Plan provides for: (i) the assignment of shares, both for the upfront and deferred components, once
the malus condifions for each individual deferral period have been exceeded (detailed in the Bank's
Remuneration Policy in force at the time - see Remuneration Report available at the following web
address - www.bancaprofilo.it/CorporateGovernace/Documenti Societari/Remunerazioni) and in the
absence of individual malus situations and (i) the attribution of the same, after the retention periods, as
a result of the relationship and absence of individual malus situations.

The Beneficiaries of the Plan are the Chief Executive Officer, the General Manager and the other
employees of the Bank and its subsidiaries who have joined the Plan, or the executive directors of the
latter; the operating procedures of the Plan are differentiated according to whether or not the staff fall
under the category of "key employees".

In particular, for "key employees" the retention and deferral periods provided for by the Remuneration
Policy in force at the tfime apply.

Under the existing stock grant plan, 1,556,462 Banca Profilo's shares were allocated in April 2019 and
236,024 in November 2019; in both cases, the treasury shares held in the portfolio by Banca Profilo were
used as planned.

During the 2016 financial year, the Swiss subsidiary also approved a stock option plan in favour of key
employees in order to focus their commitment on achieving important strategic objectives, to which the
exercise of the options themselves is linked. The plan, active since November 2016, provides for the
assignment of 1,800,000 exercisable options for the purchase of the same number of BPAG shares. The
exercise price is determined on the basis of the stock exchange price of the security on the taking up
date for the beneficiary. A capital increase of 1,800,000 shares with a nominal value of CHF 1 was also
approved to service the plan. The plan will run for 5 years, with the first operating window on 1
November 2018. From that date until November 2022, on the basis of the results achieved, options for
the purchase of 360,000 BPAG shares will become exercisable every year, on every 1st November, for a
total of 1,800,000 options at the end of the plan. The fair value of the plan is then periodically reviewed
on the basis of the probability of achieving the objectives set. The fair value of the plan as at 31
December 2019 is substantially nil in view of the high unlikelihood that the plan will be achieved. The fair
value of the plan is periodically reviewed on the basis of the probability of achieving the objectives set.
No options have been exercised since the Plan was activated.

B. QUANTITATIVE INFORMATION

1 Annual changes
The stock option plan of Banca Profilo expired in 2017. There were no changes in relation to BPAG during
the year.
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PART L - Segment Reporting

Representation by business segments was chosen as the primary reporting method, based on the
requirements of IFRS 8, as it reflects the responsibilities for making operational decisions, based on the
Group's organisational structure.

The defined sectors of activity are:

Private Banking & Investment banking relating to the activities of the Private Banking Area with
administered and managed Italian private and institutional customers, as well as the Investment
Banking activities and the activities of the subsidiary Arepo Fiduciaria;

Finance, relating fo the management and development of frading activities on own account
and on behalf of third parties in financial instruments and services related to their issue and
placement;

Digital channels, relating to the activities carried out in partnership with Tinaba on a digital
platform;

Activities Abroad, includes actfivities on the foreign market in which the Group currently operates
(Switzerland), which includes the activities of the subsidiaries Banque Profil de Gestion S.A. and
Dynamic Asset Management S.A.;

Corporate Centre, which oversees the guidance, coordination and control functions of the entire
Group; this sector includes overheads, infra-group eliminations and the activifies of the subsidiary
Profilo Real Estate.
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Net fee and commission income relating to Private & Investment banking mainly refers to portfolio
management, securities placement and advisory fees. Net fee and commission income relating to
Finance relates exclusively to commissions on frading in financial instruments. Net fee and commission
income relating to Activities Abroad mainly refer to portfolio management, securities custody and

administration and securities placement commissions

A.1 Breakdown by operating segment: income statement figures

Italy Abroad Total

12 2019 12 2019 122019

Net interest income 14,086 2,617 16,704

Other net revenues 43,918 10,247 54,165

Total net revenues 58,004 12,865 70,869

Total operating expenses (45,787) (12,912) (58,699)

Operating income 12,217 (47) 12,169

Result before taxes 11,401 167 11,568
A.1 Breakdown by operating segment: income statement figures

Italy Abroad Total

12 2018 122018 122018

Net interest income 15,552 2,300 17,852

Ofther net revenues 29,170 7,041 36,211

Total net revenues 44,721 9,342 54,063

Total operating expenses (41,387) (10,925) (52,312)

Operating income 3,334 (1,584) 1,750

Result before taxes 2,729 (1,107) 1,621
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Part M — Information on leases

Section 1 - Lessee

QUALITATIVE INFORMATION

The Group has entered into lease contfracts within the scope of IFRS 16 for the purpose of carrying out its
business activities. In respect of these confracts, the right to use the leased assets and the related
liability arising from each confract are recorded in the financial statements.

These contracts are accounted for in accordance with the provisions of IFRS 16 as detailed in section
A.2 of Part A - Accounting Policies, fo which reference should be made.

The main types of property, plant and equipment that the Group recognises relate to buildings and
others (cars and phofocopiers).

The rights of use recorded in relation to these lease contracts are mainly used for the provision of
services to customers, or for administrative purposes, and accounted for using the cost method. In the
case of sub-leases, the relevant lease contract (financial or operating, depending on the contractual
characteristics) is recognised in accordance with accounting standards. The Group has only one
sublease agreement with the Parent Company Arepo BP for premises located in Rome.

As already mentioned in Part A, rights of use and the corresponding payables for short term lease
confracts (12 months) or for assetfs with a limited unit value (equal fo or less than € 5 thousand) are not
recorded in the accounts. The related lease payments arising from these types of assefs are recorded
under item "190. Administrative expenses” on an accrual basis.

Please note that the Group has not carried out any sale and leaseback fransactions.

QUANTITATIVE INFORMATION

As also explained in Section 9 - Property, plant and equipment of Part B - Information on the
consolidated balance sheet - Assets, the Group holds rights of use for lease contracts with a book value
of € 4.9 million as at 31.12.2019.
During the year, these rights of use implied the recording of depreciation of € 1.1 million, of which:

e € 864 thousand relating fo buildings;

e €245 thousand relating fo other (cars and photocopiers).

The book value of lease payables is shown in Part B - Information on the consolidated balance sheet -
Liabilities - Sectfion 1 - Financial liabilities measured af amortised cost - ltem 10, to which reference
should be made.

During the year, these lease payables involved the recognition of inferest expenses for € 68 thousand, as
shown in Part C - Information on the consolidated income statement - Section 1 - Interest - ltems 10 and
20 of the income statement of these Notes to the Consolidated Financial Statements.

With reference to short-term leases and assets with a modest unit value, it should be noted that during
the year lease payments of € 135 thousand were recorded.

It should also be noted that, in order to determine the duration of lease contracts under the scope of
IFRS 16, the Group takes info account the non-cancellable period provided for in the contract, as well
as any renewal options, assessing the reasonable certainty of renewal by the Group entity committed
to the contract. With particular reference to contracts that provide for the lessee's right to tacitly renew
the lease at the end of an inifial period, the contractual duration for IFRS 16 purposes is determined by
assessing the duration of the initial period, the possible existence of business plans for the disposal of the
leased business, as well as any other circumstances that may indicate reasonable certainty about the
renewal.

Considering this, the amount of cash flows, not reflected in the calculation of lease payables, to which
the Group is potentially exposed, is to be attributed exclusively to the possible renewal of lease
confracts, not incorporated in the original calculation of lease liabilities in light of the information
available as at 1 January 2019 for contracts recognised on first-time adoption of the standard, or at the
date of commencement of the lease for contracts entered info during 2019.
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Section 2 - Lessor

QUALITATIVE INFORMATION

The Group has only one lease contract in place for its assets to third parties, in particular for its Parent
Company, Arepo BP, with reference to the company's headquarters. This contract is represented in the
financial statements through the recognition, on an accrual basis, of the rents received, recorded
under item 230. Other operating income/expenses.

QUANTITATIVE INFORMATION

1. Balance sheet and income statement information

With reference to the only lease contact currently in place, the book value of the leased property
represents a negligible portion of property, plant and equipment used in the business, relating to land
and buildings, represented in Section 9 - Property, plant and equipment - ltem 90 of Part B of these
Notes to the Consolidated Financial Statements.

The rents recorded on an accrual basis during the year for the lease of such assets are provided in part
C - Information on the consolidated income statement - Section 16 - Other operating income/expenses
- Item 230 of the income statement of the Notes to the Consolidated Financial Statements.

2. Finance leases
The Group did not have any finance lease operations in place as at 31 December 2019.

3. Operating leases

3.1 Classification by time bands of payments to be received

Under the contract currently in place with Arepo BP until June 2025, the subsidiary Profilo Real Estate
expects to receive payments of € 15 thousand per year, adjusted annually by 75% for variations in the
ISTAT index.

3.2 Other information
In light of the negligibility of the rental relationship in favour of third parties, no further significant
information is identified beyond that reported above.
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Summary statements of the Parent Company Arepo BP

Below is the summary statement required by Article 2497-bis of the Italian Civil Code extracted from the
financial statements of Arepo BP S.p.A. for the year ended 31 December 2018. For an adequate and
complete understanding of the balance sheet and financial position of the entity indicated above as
at 31 December 2018, as well as the economic result achieved in the financial year ended on that
date, please refer to the financial statements which, together with the Independent Auditors' report, are
available in the forms and manner required by law. Please note that the following tables do not take
info account the changes infroduced by the 5th update of Bank of Italy Circular 262/2005.

Arepo BP S.p.A. Separate Balance Sheet

(TG anzae
10 Cash and cash equivalents 54 3
40 Financial assets measured at amortised cost 233,325 2,123,130

a) loans and advances fo banks 233,325 2,123,130

70 Equity investments 98,054,382 95,324,286

80 Property, plant and equipment 157 470

100 Tax assets 2,162,130 1,665,598

210 a) current 694,124 599,239
- b) deferred 1,468,006 1,066,359
120 Other assets 353,240 859,425

Total Assets 100,803,288 99,972,912

Liabilities and Shareholders' equity 31/12/2018 31,{; 2422;;
10 Financial liabilities measured at amortised cost 1,800,600 3,001,603

b. Deposits from customers 1,800,600 3,001,603

60 Tax liabilities 10,702 -
a) current 10,702 -

80 Other liabilities 906,425 544,408
90 Employee severance indemnity 26,770 24,319
110 Valuation reserves (1,631) (1.47¢6)
140 Reserves (5.476,791) (5.769,784)
150 Share premium 69,855,099 69,855,099
160 Share capital 35,060,000 35,060,000
180 Profit (Loss) for the year (+/-) (1,377,887) (2,741,257)
Total Liabilities and Shareholders’ Equity 100,803,288 99,972,912




Banca Profilo | Annual Financial Report as at 31 December 2019

CONSOLIDATED FINANCIAL STATEMENTS — NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Arepo BP S.p.A. Separate Income Statement

I(i:r::unts in €) S Re-sti?;;
10 Interest income and similar revenues 3,953 3,905
20 Interest expenses and similar charges (33,248) (1,603)
30 Net interest income (29,295) 2,302
50 Fee and commission expenses (429) (401)
60 Net fee and commission income (429) (401)
70 Dividends and similar income 2,115,443 423,089
80 Net profit (loss) from trading - (240,000)

120 Net interest and other banking income 2,085,719 184,990
150 Net result from financial activities 2,085,719 184,990
160 Administrative expenses: (1.227,081) (1.124,366)
a) personnel expenses (755,008) (780,912)
b) other administrative expenses (472,073) (343,454)
180 (Neft) value adjustments/reversals on property, plant and equipment (313) (313)
200 Other operating income/expenses 7,860 10,004
210 Operating expenses (1.219,534) (1.114,676)
220 Gains (losses) on equity investments (2,619,767) (2,120,000)
260 Profit (loss) before tax from continving operations (1,753,583) (3.049,687)
270 Tax on income for the year for continuing operations 375,696 308,430
280 Profit (loss) after tax from continuing operations (1,377,887) (2,741,257) 2];

300 Profit (loss) for the year (1,377,887) (2,741,257)
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Banca Profilo Reclassified Consolidated Balance Sheet

Assels 31/12/2019  31/12/2018 Changes
(Amounts in €/thousand) Absolute %
Cash and cash equivalents 41,548 39,523 2,025 5.1
Financial assets measured at fair value through profit and loss 532,391 507,974 24,417 4.8
Eggﬁr;)cr:rlwsrs]ss]evz m(ezgf:j;ed at fair value through other 311,714 440,547 128,833 999
Financial assets measured at amortised cost 1,127,002 1,173,361 -46,359 -4.0
Hedging derivatives 1,271 2,985 -1,714 -57.4
Property, plant and equipment 54,509 50,874 3,635 7.1
Intangible assets 8,883 10,001 -1,118 -11.2
Tax assets 8,225 14,250 -6,025 -42.3
Other assets 22,395 16,154 6,241 38.6
Total Assets 2,107,937 2,255,668 -147,731 -6.6

iabiliti Changes
I(-fr:ﬂz‘::s in €/thousand) SRR AP Absolute ; %
Financial liabilities measured at amortised cost 1,717,292 1,857,235 -139,943 -7.5
Financial liabilities held for trading 129,405 164,404 -34,999 -21.3
Hedging derivatives 38,926 29,259 9.667 33.0
Tax liabilities 2,332 2,233 99 4.4
Other liabilities 26,762 25,893 870 3.4
Employee severance indemnity 1,717 1,701 16 0.9
Provisions for risks and charges 5,443 3.624 1.819 50.2
Total liabilities 1,921,876 2,084,348 -162,470 -7.8
Share capital 136,994 136,994 - -
Share premium 82 82 - -
Reserves 25,991 25,723 268 1.0
Valuation reserves (2,559) (9,538) 6,979 -73.2
Treasury shares (-) (3,603) (3,357) -245 7.3
Non-controlling interests 20,785 19,781 1,004 5.1
Profit for the year 8,371 1,635 6,736 411.9
Shareholders’ equity 186,061 171,320 14,741 8.6
Total liabilities 2,107,937 2,255,668 -147,731 -6.6
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Banca Profilo Reclassified Consolidated Income Statement

Changes

liems ~ 2019 2018
(Amounts in €/thousand) Absolute %
Net interest income (1) 16,702 17,852 -1,150 -6.4
Net fee and commission income 32,339 28,065 4,274 15.2
Net result from financial activities and dividends (2) 20,457 7,203 13,254 184.0
Other operating income/expenses (3) 1,370 944 426 452
Total net revenues 70,868 54,063 16,805 31.1
Personnel expenses (34,717) (29,580) -5,137 17.4
Other administrative expenses (4) (20,693) (20,579) -115 0.6
_\/olue _odjustmenfs on property, plant and equipment and (3,289) (2,155) 1134 507
infangible assets
Total operating expenses (58,699) (52,313) -6,386 12.2
Operating income 12,169 1,750 10,419 n.s.
Net provisions for risks and charges (5) (538) 135 -673 n.s.
Nef vqlue adjustments/reversals for‘credlt risk relating to 422 90 332 s,
financial assets measured at amortised cost
Net value adjustments/reversals on financial assets measured

) A 13 (353) 366 n.s.
at fair value through other comprehensive income (6)
Value adjustments to goodwiill (497) - -497 n.s.
Profit (loss) for the year before tax 11,568 1,621 9,947 n.s.
Tax on income for the year for continuing operations (2,840) (366) -2,474 n.s.
Profit (loss) for the year after tax 8,728 1,256 7,472 n.s.
(Profit) loss for the year attributable to non-confrolling interests (357) 379 -736 n.s.
Parent company's profit (loss) for the year 8,371 1,636 6,736 n.s.

(1) coincides with item 10. Interest Income and item 20. Interest Expense (Circ. 262 Bank of Italy) net of the economic effects deriving from the
redemption of inflation-linked securities included in "Net result from financial activities and dividends" for an amount of € 3.6 million.

(2) includes Items 70. Dividends and similar income, 80. Net profit (loss) from trading including the economic effects deriving from the
redemption of inflation-linked securities recorded under item 10. Interest Income for an amount of € 3.6 million, 90. Net profit (loss) from
hedging, 100. Income (loss) from on disposal/repurchase and 110. Net profit (loss) from other financial assets and liabilities measured at fair
value through profit and loss of the mandatory annual financial statements (Circ. 262 Bank of Italy).

(3) coincides with Item 230. Other operating income/expenses (Circ. 262 Bank of Italy) included among the operating expenses of the
mandatory annual financial statements (Circ. 262 Bank of Italy) net of the recovery of stamp duty payable by customers.

(4) other administrative expenses are shown net of the recovery of stamp duty payable by customers.

(5) coincides with Item 200. Net provisions for risks and charges included among the Operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy).

(6) includes Item 130 b) Net value adjustments/reversals on financial assets measured at fair value through other comprehensive income:
breakdown and Item 250. Gains (losses) on equity investments in the mandatory annual financial statements (Circ. 262 Bank of Italy).
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Disclosure on auditing fees and other non-audit services

Annex pursuant to Art. 149-duodecies of CONSOB regulation 11971/99

Banca Profilo Consolidated Financial Statements 2019

Type of service

o D) Party providing the service Recipient Fees without VAT (*¥)

Auditing services Deloitte & Touche S.p.A. Banca Profilo S.p.A. 105
Auditing services Deloitte & Touche S.p.A. Subsidiaries 26
Release of attestations Deloitte & Touche S.p.A. Banca Profilo S.p.A. 2
Release of attestations Deloitte & Touche S.p.A. Subsidiaries 2
Other services (*) Deloitte & Touche S.p.A. Banca Profilo S.p.A. 14
Other services (*) Deloitte & Touche S.p.A. Subsidiaries 7
Other services (*) Deloitte Consulting S.r.l. Banca Profilo S.p.A. 53
Total 209

(*) Methodological support in relation to the "IFRS 16 - Leases" and "EMIR Regulation - OTC Derivatives” projects

(**) the fees shown, pertaining to the 2019 financial year, are those contracted, including any indexing but not out-of-pocket expenses and

value added taxes.
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Certification of the Consolidated
Financial Statements






CERTIFICATION OF THE CONSOLIDATED FINANCIAL STATEMENTS PURSUANT TO ART. 81-TER
OF CONSOB REGULATION NO. 11971/99 AND SUBSEQUENT AMENDMENTS AND ADDITIONS

1. The signatories Fabio Candeli, as Chief Executive Officer and Giuseppe Penna, as Manager Responsible
for Preparing the Company’s Financial Reports of Banca Profilo S.p.A., hereby certify, also in
consideration of the provisions of art. 154-bis, paragraphs 3 and 4, of Italian Legislative Decree no. 58
dated 24 February 1998:

e the adequacy in relation to the characteristics of the company and

e the effective application of the administrative and accounting procedures for the formation of the
consolidated financial statements in 2019.

2. The assessment of the adequacy of the administrative and accounting procedures for the formation of
the consolidated financial statements were based on an internal model set in place by Banca Profilo
S.p.A. coherent with the Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Tradeway Commission (CoSo), which represents the standard for the internal audit
system generally accepted at international level.

3. We also hereby certify that:

3.1 the consolidated financial statements as at 31 December 2019;

a) were drawn up in compliance with the applicable international accounting standards recognised in
European Community as per EC Regulation no. 1606/2002 of the European Parliament and Council, dated
19 July 2002;

b) comply with the results of the accounting records and journal entries;

c) are suitable for providing a true and fair view of the balance sheet, income statement and financial
situation of the issuer and of all the companies included within the scope of consolidation.

3.2 The report on operations includes a reliable analysis of operating performance and results, as well as
the situation of the issuer, and of all of the companies included within the scope of consolidation,

together with a description of the main risks and uncertainties to which the same are exposed.

Milan, 12 March 2020

Signed by Signed by

Chief Executive Officer Manager Responsible for Preparing the
Company’s Financial Reports

Fabio Candeli Giuseppe Penna






Report of the Board
of Statutory auditors



REPORT OF THE BOARD OF STATUTORY AUDITORS
pursuant to Art. 153, Italian Legislative Decree
58/1998

Dear Shareholders,

This report, prepared pursuant to Art. 153 of Italian
Legislative Decree 58/1998 (“TUF”), refers to activities
carried out by the Board of Statutory Auditors (the “Board”)
of Banca Profilo S.p.A. (“Profilo” or the "“Bank”) in the year
ending 31 December 2019, in compliance with reference
regulations and also taking into account the code of conduct
of the Board of Statutory Auditors recommended by the Italian
accounting profession.

The Board met 16 times during the year. Through one of its
own representatives or, frequently, in joint meetings, the
Statutory Auditors attended 12 meetings of the Board of
Directors, 5 meetings of the Appointments Committee, 6
meetings of the Remuneration Committee and 14 meetings of the
Control and Risk Committee.

1. Supervision of compliance with the law and the Articles of
Association

Also through consistent attendance of Board of Directors
meetings, the Board periodically obtained reports from the
Directors on activities carried out and on transactions of
greater importance in economic, financial and capital terms
resolved and implemented during the year, carried out by the
Bank and Group companies, also pursuant to Art. 150, paragraph
1 of the TUF.

Based on the information obtained, the Board can reasonably
guarantee that such transactions comply with law and with the
Articles of Association, and are not manifestly imprudent,
risky, in conflict with Shareholders’ Meeting resolutions or
such as to compromise the integrity of company assets. In
addition, the transactions in potential conflict of interest
were decided in compliance with law, regulatory instructions
and the Articles of Association, after assessment by the
Control and Risk Committee where appropriate.

Among the significant events of the year, the Board deems
it appropriate to mention the following in consideration of



their significance in terms of assessment of the Bank’s
solidity:

- the review, compared to the previous year, of the Overall
Capital Ratio (OCR) of the Banca Profilo Banking Group, in
relation to the increase in the Capital Conservation Buffer
(CCB) as indicated below:

e CET1 Ratio: 7.950%
eTier 1 Ratio: 9.770%;
eTotal Capital Ratio: 12.190.

The capital values of the sub-consolidated Banca Profilo are
significantly higher than Supervisory Authority requirements.

2. Supervision of compliance with the principles of sound
administration and the adequacy of the organisational
structure

The Board gained knowledge of and constantly supervised the
adequacy of the organisational structure, compliance with the
principles of sound administration, adequacy of the
regulations imposed by the Company on its subsidiaries
pursuant to Art. 114, paragraph 2 of the TUF, by acquiring
information from managers of the competent departments and
meetings with the Independent Auditors in the framework of
mutual exchange of relevant data and information.

In this respect, based on direct discussion with the
Organisation Department and other corporate departments during
periodic meetings and on evidence emerging from audits
conducted by the Control Departments, the Board found the
organisation and regulatory structure of the Bank to be
substantially adequate.

During the year, the organisational action associated with
adaptation of the internal organisation to MIFID II
regulations were <close to completion. In particular, the
procedures for providing customers with ex post reports on
investment service costs were completed on time.

A major application is currently being implemented in the
finance area, suited to the Bank’s operations.

No critical issues were reported by the Boards of Statutory
Auditors and other control bodies of the subsidiaries.

Furthermore, the Board found no evidence of atypical and/or
unusual transactions with Group companies, third parties or
related parties.

Lastly, the Board audited the processes that 1led to



definition of the Company’s remuneration policies, with
particular reference to the remuneration criteria for the
Chief Executive Officer, managers of the business and control
departments and the Financial Reporting Officer.

3. Supervision of the internal control and risk management
system

The Board supervised the adequacy of the internal control
and risk management systems by maintaining continuous dialogue
with the second and third level control departments, promoting
and ascertaining their coordination in reference to activity
planning and, especially, to the reporting process to the
corporate bodies on issues emerging from the controls carried
out.

In relation to the line controls (or first level controls),
the Board monitored their adequacy by examining the audits
conducted by the second and third 1level corporate control
departments.

To summarise, the activities of the Board were carried out
through:

- meetings with the Bank’s Chief Executive Officer to examine
the internal control and risk management system;

- continuous meetings with managers of the Audit, Compliance
and Anti-Money Laundering and Risk Management departments
to assess the work planning, based on identification and
assessment of the main risks present in the processes and
organisational units, and its actual implementation during
the year;

- examination of all Internal Audit, Compliance and Anti-
Money Laundering and Risk Management reports.

- examination of the round tables held by the Control
Departments and information on the results of monitoring of
implementation of the remedial actions identified;

- examination of the annual reports and action plans of the
corporate control departments;

- periodic acquisition of reports from the business department
managers;

- discussion of the results of work of the Independent
Auditors;

- consistent attendance at Control and Risk Committee
meetings;

- attendance at Appointments Committee and Remuneration



Committee meetings.

In carrying out 1its activities, the Board maintained
continuous dialogue with all the control departments.

In particular, the Internal Audit Department operates on
the basis of three-year and annual plans. Over the three-year
period, the audit is guaranteed of all processes identified in
the risk assessment used to define the action priorities. The
annual plan defines which activities and processes will be
audited in line with the three-year plan and on a risk-based
approach. The plans are approved annually by the Board of
Directors, after consulting the Director assigned pursuant to
the Corporate Governance Code and the Control and Risk
Committee.

In 2019, the Internal Audit activities fully covered the
scope of audits that the department planned to carry out. No
significant critical issues emerged from the activities
conducted, though a need was frequently found for the
competent internal structures to implement improvement actions
to mitigate the risks intrinsic to certain processes and
operating practices. In this respect, the Board verified that
the department’s findings were quickly acted wupon or, if
complex action was necessary, suitable initiatives were
rapidly activated.

In any event, the reliability of the Internal Control
System as a whole was not compromised, and is therefore
confirmed adequate.

The Compliance and Anti-Money Laundering Department
directly monitors the regulatory areas concerning market
integrity, investor ©protection and Dbusiness transparency
(e.g., MIFID 1II, market abuse, banking transparency, new
product placement, private banker activities and anti-money
laundering) and, based on a “graduated” model, the regulatory
areas monitored by other specialist units.

As part of the activities carried out by the Anti-Money
Laundering Department, the Board monitored the internal
structures’ constant compliance with regulations on combating
money laundering and terrorist financing. With regard to ex
post controls carried out on compliance with anti-money
laundering procedures, there are no critical issues to report,
although a number of improvement areas were identified,
particularly in relation to adequate customer due diligence
processes.



Organisational and procedural changes were made during the
year as required by developments in external regulations on
the setup of a common group database on anti-money laundering.

The Risk Management Department ensures the management and
continuous monitoring of risks to which the Bank is exposed,
especially 1in reference to credit, financial, market and
operational risks. No critical aspects emerged from the audits
performed that are worthy of report.

As ICAAP contact, the Risk Manager coordinates the process
of preparing the ICAAP and ILAAP reports.

The recovery plan was approved during the year and the RAF
was updated in accordance with the plan. The ICAAP results
confirm that the Group’s capital complies with the prudential
requirements as it is well above the established minimum
thresholds and RAF 1limits, both 1in baseline and adverse
macroeconomic scenarios. The fact that the Bank operates with
a capitalisation level higher than the established minimum
thresholds constitutes a prudential element designed to
include a buffer against risks identified as unmeasurable.

In reference to liquidity risk, the ligquidity position and
composition of funding sources appear to be consistent with
the strategic objectives decided by the Board of Directors of
the Parent Company for 2019.

The Board confirms that the annual reports of the Control
Departments conclude with an overall opinion in favour of the
internal control structure. This opinion was agreed by the
Board of Directors which, in this respect, was also based on a
specific investigation conducted by the Control and Risk
Committee.

With regard to business continuity and IT risk, the Board
examined the “Summary report on the IT risk position” prepared
in accordance with Bank of Italy Circular no. 285/2013. 1In
terms of business continuity, the tests planned during the
yvear also for CSE - the outsourcer used for IT services - were
carried out with a positive outcome. As regards IT risk, the
annual audit did not bring to light any material issues.

Following assignment to the Board of Supervisory Board
duties relating to corporate administrative liability,
referred to in Art. 6, paragraph 4-bis, Italian Legislative
Decree 231/2001, the Board examined and obtained information
on the organisational and procedural control of Dbusiness
activities implemented in accordance with the aforementioned



Decree. The Supervisory Board, which met 10 times, reported on
activities carried out during the year ending 31 December 2019
without finding critical issues worthy of mention, confirming
an overall satisfactory situation essentially in line with
that envisaged in the Organisation, Management and Control
Model, the latest version of which was approved by the Board
of Directors on 12 December 2019.

Based on the activities undertaken, the information
obtained and contents of the reports of the Control
Departments, the Board considers there are no critical issues
such as to invalidate the structure of the internal control
and risk management system.

4. Supervision of the administrative accounting system and the
financial reporting process

In its capacity as Internal Control and Audit Committee,
also as a result of changes to the law introduced by Italian
Legislative Decree 135/2016, the Board monitored the process
and controlled the effectiveness of the internal control and
risk management systems as regards financial reporting.

Financial reporting is managed by the Financial Reporting
Officer, adopting models that refer to the best market
practices and provide reasonable certainty of the reliability
of financial reports, the effectiveness and efficiency of
operating activities and compliance with laws and internal
regulations. The processes and controls are periodically
reviewed and updated if necessary.

Control of the correct operation of the model governing
compliance with Italian Law 262/2005 is guaranteed by a series
of checks carried out by the Internal Audit and Administration
departments of the Bank.

The Board met periodically with the Financial Reporting
Officer to exchange information regarding the administrative
and accounting system and its reliability for the purpose of
correct representation of operating events. The Board also
examined the statements of the Chief Executive Officer and the
Financial Reporting Officer in compliance with the provisions
of Art. 154-bis of the TUF, and met with the Internal Audit
Department to verify the results of audits conducted in this
respect.



In the 1light of activities carried out, the Board of
Statutory Auditors found no shortcomings that could invalidate
the opinion of adequacy and effective application of the
administrative and accounting procedures.

During the vyear, the Independent Auditors reported no
critical issues to the Board that could invalidate the
adequacy of the internal control system with regard to
administrative and accounting procedures.

The Board ascertained that the information flows provided
by the non-EU subsidiary, Bangque Profil de Gestion, are
suitable for conducting annual account audits and interim
limited reviews as envisaged by Art. 15 of the Consob Market
Regulations.

5. Supervision of related party transactions

The Board supervised the compliance of the Related Parties

Procedure with current regulations and its correct
application. The Board attended meetings of the Control and
Risk Committee, appointed in compliance with  current

regulations on such matters and as envisaged in related
internal regulations to assess the Bank’s interest in
executing related party transactions of lesser and greater
importance, as well as the convenience and essential fairness
of the related conditions.

The Board periodically received information relating to
transactions executed. It also received a report summarising
the related party transactions carried out in 2019 that were
exempt from application of the procedures.

The Board found no intercompany transactions or related
party transactions in conflict with the interests of the
Company and/or not at arm’s length.

The Board wverified that, in the Directors' Report on
Operations and the Notes to the financial statements, the
Board of Directors had provided adequate disclosure of the
related party transactions, taking into account the provisions
of current regulations.

Also taking into consideration the results of activities of
the wvarious departments affected by the Related Parties
Procedure, the Board considers that the related party
transactions are adequately monitored.



6. Methods for actual implementation of the corporate
governance rules

The Board assessed the method wused to implement the
Corporate Governance Code promoted by Borsa Italiana and
adopted by Banca Profilo in the terms illustrated in the
“Report on Corporate Governance and Ownership Structure”.

In compliance with provisions of the Corporate Governance
Code, the Board audited the correct application of criteria
and verification procedures adopted by the Board of Directors
to assess the independence of its members in accordance with
the criteria envisaged in law and in the aforementioned
Corporate Governance Code.

The Board also self-assessed the independence of its own
members. The outcome confirmed that the requirements of law
and the Corporate Governance Code were met. Furthermore, no
Statutory Auditor had an interest, personal or on behalf of
third parties, in any Company transaction in 2019.

During 2019, the Board carried out the self-assessment
process to gather opinions of members of the control body in
relation to the Board’s operations and regarding its
composition.

The results, assessments carried out and conclusions
reached were discussed at board level, minuted and reported to
the Board of Directors.

The Board members have complied with the cumulative office
requirements of Art. 144-terdecies of the Consob Issuers'
Regulation.

7. Supervision of auditing activities

In accordance with the provisions of Art. 19 of Italian
Legislative Decree 39/2010, the Board carried out the
prescribed supervision of operations of the appointed

Independent Auditors.

The Board met periodically with the Independent Auditors,



Deloitte & Touche S.p.A., for the required exchanges of
information. At these meetings, the Independent Auditors never
indicated any events considered censurable or irregularities
that would call for a report pursuant to Art. 155, paragraph 2
of the TUF.

On 1 April 2020, the Independent Auditors released its
Audit Reports, pursuant to Art. 14 of Italian Legislative
Decree 39/2010 and Art. 10 of Regulation (EU) 537/2014, on the
separate and consolidated financial statements as at 31
December 2019.

With regard to opinions and certifications, in their audit
report and opinion on the financial statements the Independent
Auditors:

- dissued an opinion <confirming that the separate and
consolidated financial statements of Banca Profilo give a
truthful and fair view of the Bank’s financial position as
at 31 December 2019, of the economic result and cash flows
for the vyear ending on that date, in compliance with
International Financial Reporting Standards adopted by the
European Union and with measures issued in implementation
of Art. 9, Italian Legislative Decree 38/05 and Art. 43,
Italian Legislative Decree 136/15;

- issued a consistency opinion confirming that the Directors'
Report on Operations accompanying the separate and
financial statements as at 31 December 2019 and certain
specific disclosures in the “Report on Corporate Governance
and Ownership Structure” as indicated in Art. 123-bis,
paragraph 4 of the TUF, the responsibility for which 1lies
with the Bank’s directors, were prepared in compliance with
law;

- declared that, based on their knowledge and understanding
of the business and its related context acquired during the
audit activities, there were no significant errors in the
Directors’ Report on Operations to report.

With regard to financial statements formation, the Board:

- confirms that at the meeting of 12 March 2020 the Board of
Directors declared compliance of the impairment procedure
with the provisions of IAS 36;

- the financial statements provided information on the main
factors of uncertainty that could affect future scenarios
in which the Group might be required to operate as a result
of potential economic effects of the COVID-19 epidemic,
also disclosing that the nature and extent of the potential



impact cannot be estimated at present. It was reported that
the significant events and related consequences occurred
after the reporting date and were attributable to types of
events which, in accordance with IAS 10, do not require the
adjustment of financial statement wvalues. Lastly, 1t was
pointed out that it is believed that the information and
sensitivity analyses provided with reference to the main
items of the financial statements subject to estimate are
capable of reflecting the impacts related to the elements
of uncertainty assumed at the date of preparation of the
Financial Report.

On 1 April 2020, the Independent Auditors also submitted
the additional Report envisaged in Art. 11 of Regulation (EU)
537/2014 to the Board, in its capacity as “Internal Control
and Audit Committee”. The Report found no significant
shortcomings in the internal control system in relation to
the financial reporting process that would need to be brought
to the attention of the department managers responsible for

governance activities. The Board will arrange for the
Company'’s Board of Directors to be informed of the contents
of the additional report, accompanied by any remarks,

pursuant to Art. 19 of Italian Legislative Decree 39/2010.
With regard to the previous vyear, the Board of Statutory
Auditors informed the Board of Directors at the meeting held
on 30 April 2019.

The Independent Auditors also submitted a declaration to
the Board regarding its independence, as required by Art. 6
of Regulation (EU) 537/2014, from which no situations emerge
that could compromise independence. Lastly, the Board
confirmed the Transparency Report prepared by the Independent
Auditors and published on its website pursuant to Art. 18 of
Italian Legislative Decree 39/2010.

During 2019, the Independent Auditors was awarded the
following assignments, in addition to audit activities,
either directly or through other companies in its partner
network:

— methodological support to the Parent Company Arepo BP
S.p.A. in the examination phase regarding application of
the new standard IFRS 16 - Leases to the consolidated
financial statements of Arepo BP.

— methodological support to Banca Profilo in the examination
phase of the project relating to the EMIR Regulation with
reference to OTC derivatives.



Taking into account the absence of other assignments
awarded by Banca Profilo and its investees to the Independent
Auditors and to its network partners, the Board believes there
are no critical issues relating to the independence of
Deloitte.

8. Omissions or censurable events, opinions issued and
initiatives undertaken

The Board is not aware of any events, reports pursuant to
Art. 2408 of the Italian Civil Code or depositions to be
brought to the attention of the Shareholders’ Meeting.

The Board issues the opinions required Dby current
regulations.

During the activities wundertaken and on the Dbasis of
information obtained, no omissions, censurable events,
irregularities or in any event significant circumstances that
would need to be reported to the Supervisory Authority or
mentioned in this Report.

9. Conclusions

At the ordinary Shareholders’ Meeting of 23 and 24 April
2020, on first and second call respectively, note that the
agenda covered the following, as well as approval of the
financial statements as at 31 December 2019 and the allocation
of profit:

- the Remuneration Report, including the proposed review of
the remuneration and incentive policy for personnel and the
disclosure regarding its implementation in 2019;

- the proposal for authorisation of the purchase and sale of
treasury shares; related and contingent resolutions, in
relation to the potential purchase of treasury shares for a
maximum value of € 2 million.



Taking into consideration the specific duties of the
Independent Auditors in relation to accounting audit and
verification of the reliability of the financial statements,
the Board has no observations to put to the Shareholders’
Meeting, pursuant to Art. 153 of the TUF, 1in relation to
approval of the financial statements as at 31 December 2019
accompanied by the Directors’ Report on Operations as submitted
by the Board of Directors and to the allocation of profit for
the year according to the timing and methods again as proposed
by the Company’s Board of Directors.

Milan, 1 April 2020

Board of Statutory Auditors

Chairman
Nicola Stabile (signed)
Standing Auditors

Andrea Amaduzzi (signed)

Sonia Ferrero (signed)
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INDEPENDENT AUDITOR'’S REPORT
PURSUANT TO ARTICLE 14 OF LEGISLATIVE DECREE No. 39 OF JANUARY 27, 2010
AND ARTICLE 10 OF THE EU REGULATION 537/2014

To the Shareholders of
Banca Profilo S.p.A.

REPORT ON THE AUDIT OF THE CONSOLIDATED FINANCIAL STATEMENTS
Opinion

We have audited the consolidated financial statements of Banca Profilo S.p.A. and its subsidiaries (the
“Group”), which comprise the consolidated balance sheet as at 31 December 2019, the consolidated
income statement, consolidated statement of comprehensive income, consolidated statement of
changes in equity and consolidated cash flow statement for the year then ended and the related notes to
the consolidated financial statements.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the
consolidated financial position of the Group as at 31° December 2019, and of its consolidated financial
performance and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards as adopted by the European Union and the requirements of national
regulations issued pursuant to art. 9 of Italian Legislative Decree no. 38/05 and to art. 43 of Italian
Legislative Decree no. 136/15.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISA Italia). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Consolidated Financial Statements section of our report. We are independent of Banca Profilo
S.p.A. (the “Bank”) in accordance with the ethical requirements applicable under Italian law to the audit
of the financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in
the context of our audit of the consolidated financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters.

Ancona Bari Bergamo Bologna Brescia Cagliari Firenze Genova Milano Napoli Padova Parma Roma Torino Treviso Udine Verona
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Impairment test of goodwill related to the subsidiary Banque Profil de Gestion SA

Description of the key
audit matter

The Group has recorded the goodwill under intangible assets in the
consolidated financial statements as at 31st December 2019, related to the
subsidiary Banque Profil de Gestion SA and amounting to Euro 4,460
thousand.

The goodwill results from the controlling interest in Banque Profil de Gestion
SA, a sub-holding incorporated under Swiss law, acquired in 2007, for Euro
1,365 thousand and for the remaining Euro 3,095 thousand from the
acquisition during 2018 of Dynagest SA by Banque Profil de Gestion SA,
which was subsequently merged by acquisition. In contrast to the
consolidated financial statements as at 31st December 2018, where two
separate Cash Generating Units (CGUs) were identified, in 2019 the Bank
considered the sub-holding as a single Cash Generating Unit (CGU) in view of
the redesign of its organisational structure and business strategies.

According to IAS 36 "Impairment of assets", goodwill is not amortized but
subjected to an impairment test at least once a year, by comparing the
carrying amounts of the CGU with the recoverable amounts.

For impairment testing purposes, considering the aforementioned change to
the CGU configuration, Banca Profilo has adopted a complex valuation
process for the determination of the recoverable amount both consistently
with the previous CGU identification and as a single CGU after
reorganization. This valuation process was carried out using different
methodologies and was based on assumptions regarding:

e the forecast of expected cash flows of the CGU based on the
financial plans, approved by the Board of Directors of the subsidiary,
and the determination of a cost of capital to be applied for the
purpose of discounting the expected future cash flows, as well as a
long-term growth rate;

e the definition of the market multiples of comparable banks to be
applied to the tangible book value and to the Assets Under
Management (AUM).

The impairment test carried out by the Bank confirmed the recoverability of
the goodwill recorded in the consolidated financial statements.

The Notes to the consolidated financial statements - Part A — Accounting
policies - Part B — Information on the Consolidated Balance Sheet, Section 10
of the Assets — Intangible assets, provide the disclosures on the above-
mentioned aspects.
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Considering the relevance of the amount of the goodwill recorded in the
financial statements, the reorganizational process of the CGUs, the
subjectivity of the estimates related to the determination of the cash flows
of the CGUs and the definition of the multiples and the key variables of the
impairment model, we considered that the impairment test of goodwill
related to Banque Profil de Gestion SA was a key audit matter of the Group's
consolidated financial statements.

Audit procedures
performed

The main procedures carried out as part of our audit work, which also
included the review of the audit documentation of the auditor of the sub-
holding Banque Profil de Gestion SA, have included the following:

e analysis of the considerations related to the reorganization of the
CGUs carried out during the year and consistency check between
CGU and the monitoring system;

e identification and understanding of key controls implemented by the
Bank over the impairment testing process;

e obtaining an understanding of the methods and assumptions
adopted by the Bank to carry out the impairment test;

e analysis of the reasonableness of the main assumptions adopted to
estimate cash flows and the definition of market multiples, also by
obtaining information from the Bank, and the key variables used in
the valuation model;

e verification of the accuracy and completeness of data, parameters
and criteria included in the valuation models;

e verification of the mathematical accuracy of the model used to
determine the recoverable amount of the CGUs;

e review of the sensitivity analysis prepared by the Bank;

e analysis of subsequent event, i.e. events occurred after the date of
the financial statements;

e verification of the completeness and compliance of the disclosures
provided in the consolidated financial statements with respect to the
requirements of the IAS 36 "Impairment of assets".
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Responsibilities of the Directors and the Board of Statutory Auditors for the Consolidated Financial
Statements

The Directors are responsible for the preparation of consolidated financial statements that give a true
and fair view in accordance with International Financial Reporting Standards as adopted by the European
Union and the requirements of national regulations issued pursuant to art. 9 of Italian Legislative Decree
no. 38/05 and to art. 43 of Italian Legislative Decree no. 136/15, and, within the terms established by
law, for such internal control as the Directors determine is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the consolidated financial statements, the Directors are responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless they have identified the existence of the
conditions for the liquidation of the Bank or the termination of the business or have no realistic
alternatives to such choices.

The Board of Statutory Auditors is responsible for overseeing, within the terms established by law, the
Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with International Standards on Auditing (ISA Italia) will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with International Standards on Auditing (ISA Italia), we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

o l|dentify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

« Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Group’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Directors.
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e Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report
to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Group to cease
to continue as a going concern.

o Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

o Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain
solely responsible for our audit opinion.

We communicate with those charged with governance, identified at an appropriate level as required by
ISA Italia, regarding, among other matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence applicable in Italy, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditors’ report.

Other information communicated pursuant to art. 10 of the EU Regulation 537/2014

The Shareholders' Meeting of Banca Profilo S.p.A. appointed us on 27" April 2017 as auditors of the Bank
for the years from 31 December 2017 to 31% December 2025.

We declare that we have not provided prohibited non-audit services referred to in art. 5 (1) of EU
Regulation 537/2014 and that we have remained independent of the Bank in conducting the audit.

We confirm that the opinion on the financial statements expressed in this report is consistent with the
additional report to the Board of Statutory Auditors, in its role of Audit Committee, referred to in art. 11
of the said Regulation.
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

Opinion pursuant to art. 14 paragraph 2 (e) of Legislative Decree 39/10 and art. 123-bis, paragraph 4, of
Legislative Decree 58/98

The Directors of Banca Profilo S.p.A. are responsible for the preparation of the report on operations and
the report on corporate governance and the ownership structure of Banca Profilo Group as at 31°
December 2019, including their consistency with the related consolidated financial statements and their
compliance with the law.

We have carried out the procedures set forth in the Auditing Standard (SA Italia) n. 720B in order to
express an opinion on the consistency of the report on operations and some specific information
contained in the report on corporate governance and the ownership structure set forth in art. 123-bis, n.
4 of Legislative Decree 58/98, with the consolidated financial statements of Banca Profilo Group as at
31 December 2019 and on their compliance with the law, as well as to make a statement about any
material misstatement.

In our opinion, the above-mentioned report on operations and some specific information contained in
the report on corporate governance and the ownership structure are consistent with the consolidated
financial statements of Banca Profilo Group as at 31° December 2019 and are prepared in accordance
with the law.

With reference to the statement referred to in art. 14, paragraph 2 (e), of Legislative Decree 39/10,

made on the basis of the knowledge and understanding of the entity and of the related context acquired
during the audit, we have nothing to report.

DELOITTE & TOUCHE S.p.A.

Signed by
Antonio Zecca
Partner

Milan, Italy
April 1%, 2020

This report has been translated into the English language solely for the convenience of international readers.
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Separate Report on Operations

Operating performance summary

Banca Profilo closed 2019 with a net profit for the year of € 6.7 million, up by € 4.4 million (+197.0%)
compared to € 2.3 million as at 31 December 2018.

From an income point of view, Banca Profilo closed with net revenues of € 56.8 million, up by € 12.1
million (+27.1%) compared o € 44.7 million as at 31 December 2018.

Net interest income, amounting to € 14.2 million as at 31 December 2019, was down by € 1.6 million
compared to € 15.8 million as at 31 December 2018 (-10.1%). This reduction is mainly atftributable to the
lower contribution of government securities to the frading and HTCS portfolios, only partially offset by
the increase in the HTC portfolio and the positive effect of hedging activities.

Net Fee and Commission Income as at 31 December 2019 amounted to € 24.1 million, an increase of €
2.3 million compared to € 21.8 million as at 31 December 2018 (+10.8%). This increase is mainly due to
the confribution of performance fees on managed Private Banking mandates and placement,
advanced advisory and investment banking commissions.

Net result from financial activities and dividends amounted to € 17.8 million, an increase of € 11.5 million
(+182.3%) compared fo € 6.3 milion as at 31 December 2018. The increase can be attributed fo the
effect of the higher returns recorded on the Bank's frading book, thanks fo the sfrategies implemented,
which positively exploited the more favourable financial market scenario compared to last year.

The balance of other operating income and expenses, amounting fo € 0.7 million, was down by € 0.1
million compared to € 0.8 million as at 31 December 2018.

Operating expenses amounted o € 46.0 million, an increase of € 4.4 milion compared with the figure as
at 31 December 2018 (+10.7%). Personnel expenses, amounting to € 26.1 million, increased by € 3.8
million (+17.0%) compared to € 22.3 million as at 31 December 2018. The increase is mainly due to higher
provisions relating to the variable pay component, following the results recorded during the year.

Other administrative expenses, amounfing tfo € 16.1 million, were down by € 1.8 milion (-10.2%)
compared with € 17.9 million as at 31 December 2018. The decrease is due o the imperfect comparison
deriving from the infroduction of the new IFRS 16 standard, which resulted in lower charges deriving
from the rental and lease of property, plant and equipment for an amount of € 2.4 million with a
consequent increase of € 2.5 million in the item "value adjustments on property, plant and equipment”
following the depreciation process of the "right of use" recorded in Assets under "Property, plant and
equipment”, as well as higher interest expenses relating to the related financial liability of € 0.2 million.
Net of this impact, other administrative expenses increased by € 0.6 million (+3.5%) compared with €
17.9 million as at 31 December 2018, mainly due to higher advertising expenses and higher fees for the
use of the fechnology platform.

Value adjustments on property, plant and equipment and intangible assets amounted to € 3.9 million,
net of the above-mentioned effect of the new IFRS 16 standard, and were in line with those of the
previous year of € 1.4 million.

Operating income came to € 10.8 million, an increase of € 7.7 million (+248.3%) compared to € 3.1
million as at 31 December 2018.

Net provisions for risks and charges were negative by € 539 thousand and referred to higher provisions
made by Banca Profilo following disputes in the last quarter of the year, together with the net effect of
the impairment of guarantees and commitments. The value as at 31 December 2018 amounted to a
positive € 113 thousand.
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Net value adjustments/reversals for credit risk relating to financial assets measured at amortised cost
amounted to € 205 thousand of net reversals. The result is due to the combined effect of the provisions
and reversals recorded during the year as a result of the impairment test on loans and positions in the
HTC securities portfolio. The figure as at 31 December 2018 amounted to € 405 thousand in costs.

Net value adjustments/reversals on financial assets measured at fair value through other
comprehensive income amounted to € 30 thousand of net reversals and referred to the combined
effect of provisions and reversals recorded during the year at the end of the process of determining
impairment on positions in the HTC&S portfolio. The figure as at 31 December 2018 was € 315 thousand in
costs.

The Bank's balance sheet as at 31 December 2019 showed Total assets of € 1,886.5 milion compared

with € 2,043.7 million as at 31 December 2018 (-7.7%). Shareholders' equity amounted to € 152.6 million
compared with € 141.5 million at the end of 2018 (+7.8%).

Commentary on the Balance Sheet Data

The following tables provide figures with comments on the main balance sheet items as at 31
December 2019 of Banca Profilo, compared with the figures for the year ended 31 December 2018. The
figures in the following tables are expressed in thousands of euro.

Main balance sheet figures

Changes
(€/thousand) 31/12/2019 31/12/2018
Absolute 3
252 Financial assets measured at fair value through profit and loss 531,946 504,411 27,535 5.5
Financial ossgfs r_ﬂeasured at fair value through other 264,311 399,708 135,397 339
comprehensive income
Egglr(wscml assets measured at amortised cost - Loans and advances to 178,789 321,580 142,791 444
Financial assets measured at amortised cost - Loans and advances to 807.528 728,929 78.599 10.8
customers
Hedging derivatives 1,271 2,985 -1,714 -57.4
Total Assets 1,886,543 2,043,706 -157,163 -7.7
Financial liabilities measured at amortised cost - Deposits from banks 447,927 482,800 -34,873 -7.2
Financial liabilities measured at amortised cost - Deposits from customers 1,093,984 1,208,152 -114,168 -9.4
Financial liabilities held for trading 128,915 160,827 -31,912 -19.8
Hedging derivatives 38,926 29,259 9,667 33.0

Shareholders’ equity 152,594 141,502 11,092 7.8
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Assets

Total assets amounted to € 1,886.5 million, down by € 157.2 million compared to 31 December 2018 (-
7.7%).

Financial assets decreased during the year by € 173.8 million (-8.9%).

?5;25:5: ) 3112/2019 31122008 Chung:
Financial assets measured at fair value through profit and loss 531,946 504,412 27,534 5.5
Financial assets held for frading 531,903 504,369 27,534 5.5
Financial assets designed at fair value - - - -
Other financial assets mandatorily measured at fair value 43 43 - n.s.
iFr:I;c:’r::;ql assets measured at fair value through other comprehensive 264311 399,708 -135,397 .33.9
Financial assets measured at amortised cost 986,317 1,050,509 -64,192 -6.1
Loans and advances to banks 178,789 321,580 -142,791 -44.4
Loans and advances to customers 807,528 728,929 78,599 10.8
Hedging derivatives 1,271 2,985 -1,714 -57.4
Total 1,783,844 1,957,614 -173,770 -8.9

Financial assets measured at fair value through profit and loss include: a) debt and equity securities
held for short-term trading; b) derivative financial instruments held for trading purposes. Their amount as
at 31 December 2019 was € 531.9 million. Compared to 31 December 2018, this item increased by € 27.5
million (+5.5%).

Financial assets measured at fair value through other comprehensive income decreased by € 135.4
million in the year (-33.9%), from € 399.7 milion as at 31 December 2018 to € 264.3 million as at 31
December 2019.

The portfolio of financial assets measured at amortised cost as at 31 December 2019 amounted to €
986.3 million and included both loans and advances to banks and loans and advances to customers.

The sub-item loans and advances to banks showed a decrease of € 142.8 million (-44.4%). Below is a
summary by type.

Loans and advances to banks

(€/thousand) 31/12/2019 31/12/2018 Sl

Absolute 3
Current accounts 53,067 201,089 -148,022 -73.6
Time Deposits 7,205 6,409 796 12.4
Reverse repurchase agreements 54,066 55,466 -1,400 -2.5
Other loans 45,536 49,364 -3.828 -7.8
HTC securities 18,915 9,251 9,664 104.5
Loans and advances to banks 178,789 321,580 -142,791 -44.4

Within the aggregate, the decrease is due to the decrease in the balance of current accounts from €
201.1 million as af 31 December 2018 to € 53.1 million as at 31 December 2019 (-73.6%). The balance of
HTC securities rose by € 9.7 million from € 9.3 million as at 31 December 2018 to € 18.9 million as at 31
December 2019 (+104.5%).
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Loans and advances to customers amounted to € 807.5 million as at 31 December 2019, up by € 78.6

million (+10.8%) compared with 31 December 2018.

Loans and advances to customers

(€/thousand) 31/12/2019 31/12/2018 Sl

Absolute %
Current accounts 248,218 244,867 3,351 1.4
Mortgages 35,569 34,332 1,237 3.6
Other receivables and loans 1,997 700 1,297 n.s.
Interest-bearing loans and advances to customers 285,784 279,899 5,885 2.1
Non-performing assets 922 1,059 -137 -12.9
Total loans and advances to customers 286,706 280,958 5,748 2.0
HTC securities 304,063 151,371 152,692 100.9
gggc:;:sggtgLéctur:i?ifoentsrg;sigrcgions in derivatives, repurchase 216,758 296,601 79843 6.9
Other loans and advances to customers 520,822 447,972 72,850 16.3
Loans and advances to customers 807,528 728,929 78,599 10.8

Interest-bearing loans and advances to customers increased by € 5.9 million (+2.1%). The balance of
current accounts rose by € 3.4 million (+1.4%) from € 244.9 million as at 31 December 2018 to € 248.2
million as at 31 December 2019; the amount of mortgages, equal to € 35.6 million, increased by € 1.2
million compared to € 34.3 million as at 31 December 2018 and "other receivables and loans" increased
by € 1.3 milion from € 0.7 million as at 31 December 2018 to € 2.0 million as at 31 December 2019. Net
non-performing assets decreased from € 1.1 million as at 31 December 2018 to € 0.9 milion as at 31

December 2019.
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The aggregate tax assets as at 31 December 2019 amounted to € 7.0 million, a decrease of 42.8%
compared to 31 December 2018, and consist mainly of deferred tax assets of € 5.7 million and are
represented by deferred tax assets on previous tax losses totalling € 2 million, as well as other deductible
temporary differences, such as the tax effects on the valuation of securities measured at fair value
through other comprehensive income. The probability of recovery of deferred tax assets on tax losses
has been assessed on the basis of the profit outlook, while for the portion of deferred tax assets arising
from the valuation of the securities portfolio measured at fair value through other comprehensive
income, it is considered reasonable to recover them by maintaining ownership of the securities. The
decrease of € 5.3 million is mainly due to temporary differences arising from the valuatfion of HTCS
securities recognised in shareholders' equity and the use of € 2.4 million in deferred fax assets on
previous tax losses on profits recorded in 2019.

Liabilities

Deposits from banks stood at € 447.9 million as at 31 December 2019, down by € 34.9 million from € 482.8
million as at 31 December 2018. The change is mainly due fo the combined effect of a reduction in
repurchase agreements for € 50.5 million, reciprocal current accounts for € 12.4 million and deposits to
guarantee derivative fransactions for € 21.8 million offset by the increase in a loan with the ECB for €
50.0 million.

Deposits from customers as af 31 December 2019 amounted to € 1,094.0 million, down by € 114.2 million
(-9.4%) compared with € 1,208.2 million as at 31 December 2018.

Customer funding

(€/thousand) 31/12/2019 31/12/2018 I

Absolute 3
Current accounts 680,395 776,859 -96,464 -12.4
Time deposits - - - n.s.
Repurchase agreements and other loans 394,914 428,401 -33,487 -7.8
Lease liabilities 13.765 - 13,765 n.s.
Other payables 4,911 2,891 2,020 n.s.
Deposits from customers 1,093,984 1,208,152 -114,166 -9.4
Customer funding 1,093,984 1,208,152 -114,166 -9.4

The decrease is mainly aftributable to the net effect of the decrease in the balance of current
accounts, which fell from € 776.9 milion as at 31 December 2018 to € 480.4 million (-12.4%) as at 31
December 2019 and repurchase agreements, which fell from € 428.4 million as at 31 December 2018 to
€ 394.9 million as at 31 December 2019 (-7.8%), as well as the increase in lease liabilities, not present as
at 31 December 2018 and equal fo € 13.8 million as at 31 December 2019, related fo the right of use
recognised under Property, plant and equipment following the entry into force of the new accounting
standard IFRS 16. The balance of other payables, amounting fo € 4.9 million, increased by € 4.0 million.

Financial liabilities held for frading decreased by € 31.9 million to € 128.9 milion as at 31 December 2019
from € 160.8 million as at 31 December 2018 (-19.8%).

Hedging derivatives had a negative valuation of € 38.9 million as at 31 December 2019, down by € 9.6
million from the € 29.3 million as at 31 December 2018, and are used fo hedge the interest rate risk on
securifies in the portfolio of financial assets at fair value through other comprehensive income and in the
Held to Collect portfolio.

Other liabilities as at 31 December 2019 amounted fo € 20.5 milion, up by € 1.7 milion (+9.4%)
compared to € 18.8 million as at 31 December 2018. The item includes other entries to be settled with
banks and customers that setftled after 31 December 2019.
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Shareholders' equity as at 31 December 2019, including the profit for the year of € 6.7 million, amounted
to € 152.6 million. The increase of € 11.1 milion compared to € 141.5 million as at 31 December 2018
(+7.8%) is mainly attributable to movements in valuation reserves linked to the portfolio of financial
assets measured at fair value through other comprehensive income and to the increase in the result for
the year of € 4.5 milion compared to 31 December 2018.

The share capital of Banca Profilo amounts to € 137.0 million, fully paid up and consists of 677,997,856
ordinary shares with no nominal value, of which 13,148,089 are held by Banca Profilo.

The composition of shareholders' equity is summarised in the following table:

Shareholders' equity

(€/thousand) 31/12/2019 31/12/2018 S
Absolute %o

Share capital 136,994 136,994

Share premium reserve 82 82

Reserves 14,605 14,682 -77 -0.5

Valuation reserves (2,210) (9.163) 6,953 -75.9

Treasury shares (3,603) (3,357) -246 7.3

Profit (loss) for the year 6,726 2,265 4,461 n.s.

Shareholders' equity 152,595 141,502 11,093 7.8

As at 31 December 2019, the CET 1 Capital Ratio of Banca Profilo is 23.63% and does not take into
account the profit for 2019.

Below are the tables of the Own Funds and the table relating to the capital adequacy of the Bank and
its subsidiaries as at 31 December 2019 defermined on the basis of the regulatory standards required for
banking supervision.

Own funds

On 1 January 2014, the new regulatory standards for banking supervision (Basel Ill), as defined by the
Basel Committee, came into force. These new standards are contained in Regulation (EU) no. 575/2013
(CRR) and in Directive 2013/36/EU (CRD IV) of 26 June 2013. In order to make these provisions
applicable, the Bank of Italy has infroduced two regulatory measures to adapt internal regulations to
the new international regulatory framework (Circular 285 and Circular 286 of December 2013).

In addition, from 1 January 2018 IFRS? "Financial Instruments" replaces the provisions of IAS 39 "Financial
Instruments: Recognition and Measurement”. In this regard, with reference to the impact on regulatory
own funds, the Banca Profilo Banking Group has opted to adhere to the tfransitional regime provided for
by Regulation (EU) no. 2017/2395 amending the CRR.

1. Common equity Tier 1 (CET1)

a) positive elements: equity instruments and related share premiums, retained earnings, other
components of the income statement and other reserves;

b) negative elements: losses for the current year, intangible assets with specific rules for deduction, core
fier 1 capital instruments held that the bank is required to purchase, deferred tax assets that are based
on future profitability and do noft result from temporary differences.
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2. Additional Tier 1 (AT1).

a) positive elements: equity instruments and related share premiums which do not represent elements of
CET1 and which comply with certain conditions set out in the Regulation (Art. 52 of the CRR);

b) negative elements: additional Tier 1 instruments held that the bank is required to purchase under an
existing contractual obligation, additional Tier 1 instruments issued by financial sector entities under
certain conditions as set out in Art. 56 of the CRR.

3. Common equity Tier 2 (CET2).

a) positive elements: equity instruments and subordinated loans with related share premiums under the
conditions set out in Art. 63 of the CRR, adjustments for general credit risk before tax up to 1.25% of risk-
weighted exposure amounts;

b) negative elements: own Tier 2 instruments held by the insfitution, the Tier 2 instruments of financial
sector entities as referred to in Art. 66 of the CRR.

Own funds

Total Total
EAEUEELE] 31/12/2019  31/12/2018

A. Common equity Tier 1 (CET1) before
the application of prudential filters 145,163 139,727

of which CET1 instruments subject to transitional provisions

B. CET1 prudential filters (+/-) (934) (1,088)
C. CET1 gross of items to be deducted and transitional regime effects (A+/-B) 144,229 138,638
D. ltems to be deducted from CET1 (5,545) (8,99¢)
E. Transitional regime - Impact on CET1 (+/-) 801 1,241
F. Total Common Equity Tier 1 (CET1) (C - D +/- E) 139,485 130,884

G. Additional Tier 1 (AT1) gross of the items
to be deducted and transitional regime effects

of which AT1 instruments subject to fransitional provisions
H. ltems to be deducted from AT1

I. Transitional regime - Impact on AT1 (+/-)

L. Total additional Tier 1 (AT1) - (G - H +/-1)

M. Tier 2 (T2) gross of items to be deducted and
transitional regime effects

of which T2 instruments subject to transitional provisions

N. ltems to be deducted from T2

O. Transitional regime - Impact on T2 (+/-)

P. Total Tier 2 (T2) (M - N +/- O)

Q. Total own funds (F + L + P) 139,485 130,884
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Categories / Values Non weighted amounts amounts /Reql‘fi’reeig\heisic:
(€/thousand) 31/12/2019  31/12/2018  31/12/2019  31/12/2018
A. RISK ASSETS
A.1 CREDIT AND COUNTERPARTY RISK 1,012,851 1,142,601 27,531 29,154
1. Standardised approach 1,012,851 1,142,601 27,531 29,154
2. IRB approach

2.1. Basic

2.2. Advanced
3. Securitisations
B. REGULATORY CAPITAL REQUIREMENTS
B.1 CREDIT AND COUNTERPARTY RISK 27,531 29,154
B.2 CREDIT VALUATION ADJUSTMENT RISK 619 628
B.3 REGULATION RISK
B.4 MARKET RISK 11,895 13,704
1. Standardised approach 11,895 13,704
2. IRB approach
3. Concentration risk - -
B.5 OPERATIONAL RISK 7173 6,407
1. Basic approach 7173 6,407
2. Standardised approach 259
3. Advanced approach
B.6 OTHER CALCULATION ELEMENTS
B.7 TOTAL CAPITAL REQUIREMENTS 47,218 49,892
C. RISK ASSETS AND CAPITAL RATIOS
C.1 Risk-weighted assets 590,231 623,654
C.2 Common Equity Tier 1 (CET1) capital/Risk-weighted
assets (CET1 capital ratio) 23.63% 20.99%
C.3 Tier 1 capital/Risk-weighted
assets (Tier 1 capital ratio) 23.63% 20.99%
C.4 Total own funds/Risk-weighted
assets (Total capital ratio) 23.63% 20.99%
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Commentary on Economic Results

I(i:rr::unfs in €/thousand) s Pl Absolute Ch‘"‘g:
Net interest income (1) 14,237 15,832 -1,595 -10.1
Net fee and commission income 24,101 21,754 2,347 10.8
Net result from financial activities and dividends (2) 17,776 6,298 11,478 182.3
Other operating income/expenses (3) 709 821 -112 -13.7
Total net revenues 56,824 44,706 12,118 271
Personnel expenses (26,081) (22,283) -3,798 17.0
Other administrative expenses (4) (16,091) (17,926) 1,835 -10.2
¥?$L:1e€3ict})?léu;tsr;rwe<isfs on property, plant and equipment and (3.877) (1,403) 0,474 176.3
Total operating expenses (46,048) (41,611) -4,437 10.7
Operating income 10,776 3,095 7,681 n.s.
Net provisions for risks and charges (5) (539) 113 -652 n.s.
geeTGvsilr:Z ?jotljgi;ngﬁir;;séri\égscls for credit risk relating to financial assets 205 (405) 610 s,
B e ©  @e s ns
Value adjustments to goodwiill (497) - -497 n.s.
Profit (loss) for the year before tax 9.974 2,487 7,487 n.s.
Tax on income for the year for continuing operations (3,248) (223) -3,025 n.s.
Profit (loss) for the year after tax 6,726 2,265 4,461 n.s.

(1) coincides with item 10. Interest Income and item 20. Interest Expense (Circ. 262 Bank of Italy) net of the economic effects deriving from the
redemption of inflation-linked securities included in "Net result from financial activities and dividends" for an amount of € 3.6 million.

(2) includes Items 70. Dividends and similar income, 80. Net profit (loss) from trading (Circ. 262 Bank of Italy) including the economic effects
deriving from the redemption of inflation-linked securities recorded under item 10. Interest Income (Circ. 262 Bank of Italy) for an amount of €
3.6 million, 90. Net profit (loss) from hedging, 100. Income (loss) from disposal/repurchase and 110. Net profit (loss) from other financial assets
and liabilities measured at fair value through profit and loss of the mandatory annual financial statements (Circ. 262 Bank of Italy).

(3) coincides with Item 200. Other operating income/expenses included among the operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy) net of the recovery of stamp duty payable by customers.

(4) other administrative expenses are shown net of the recovery of stamp duty payable by customers.

(5) coincides with Item 170. Net provisions for risks and charges included among the Operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy).

Net interest income

The Net interest income as at 31 December 2019, amounting to € 14.2 million, was down by € 1.6 million
compared to € 15.8 million as at 31 December 2018 (-10.1%). The decrease in the income is mainly
aftributable to the lower contribution of government securities to the trading and HTCS portfolios, only
partially offset by the increase in the HTC portfolio and the positive effect of hedging activity.

Net interest income

Changes

(€/thousand) 2019 2018
Absolute %
Interest income and similar revenues 17,293 19,650 -2,357 -12.0
Interest expenses and similar charges (3,056) (3.818) 762 -20.0
Net interest income 14,237 15,832 -1,595 -10.1

Interest income fell from € 19.7 million as at 31 December 2018 to € 17.3 million as at 31 December 2019,
a decrease of € 2.4 milion (-12.0%). The decrease is mainly attributable to the lower conftribution of
government securities to the trading and HTCS portfolios, only partially offset by the increase in the HTC
portfolio.
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Interest expenses, amounting fo € 3.1 million, decreased by € 0.7 milion (-20.0%) compared to € 3.8
million as at 31 December 2018. The decrease is due to the net positive effect of differentials relating to
hedging transactions.

Other net revenues

Other net revenues as at 31 December 2019 amounted to € 42.6 million, up by € 13.7 milion compared
to € 28.9 million as at 31 December 2018 (+47.5%). The main components of the aggregate are detailed
and commented on in the table below.

Other net revenues

(€/thousand) 2019 2018 el

Absolute %o
Fee and commission income 26,354 23,891 2,463 10.3
Fee and commission expenses (2,253) (2,137) -116 5.4
Net fee and commission income 24,101 21,754 2,347 10.8
Net result from financial activities and dividends 17.776 6,298 11,478 n.s.
Other operating income/expenses 709 821 -112 -13.7
Total Other Net Revenues 42,586 28,873 13,713 47.5

Net Fee and Commission Income amounted to € 24.1 million, an increase of € 2.3 million (+10.8%)
compared with € 21.8 million as at 31 December 2018. The increase is mainly aftributable to the
contribution of performance fees on managed Private Banking mandates and placement, advanced
advisory and investment banking commissions.

Net result from financial activities and dividends amounted to € 17.8 million, an increase of € 11.5 million
(+182.3%) compared to € 6.3 milion as at 31 December 2018. The increase can be attributed fo the
effect of the higher returns recorded on the Bank's frading book, thanks to the strategies implemented,
which positively exploited the more favourable financial market scenario compared to last year.

The balance of other operating income and expenses, amounting to € 0.7 million, was down by € 0.1
million compared to € 0.8 million as at 31 December 2018.
Operating expenses

Operating expenses amounted to € 46.0 million, an increase of € 4.4 milion compared with the figure as
at 31 December 2018 (+10.7%).

Operating expenses and operating income

Changes
(€/thousand) 2019 2018
Absolute %
Personnel expenses (26,081) (22,283) -3,798 17.0
Other administrative expenses (16,091) (17,926) 1,836 -10.2
Net vqlue adjustments on property, plant and equipment and (3,877) (1,403) 0,474 s,
intangible assets
Operating expenses (46,048) (41,611) -4,437 10.7
Operating income 10,776 3,094 7,682 248.3

Within the aggregate, personnel expenses, amounting to € 26.1 million, increased by € 3.8 million
(+17.0%) compared to € 22.3 milion as at 31 December 2018. The increase is mainly due to higher
provisions relating fo the variable pay component, following the results recorded during the year.
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Other administrative expenses, amounting to € 16.1 milion, were down (-10.2%) by € 1.8 million,
compared with € 17.9 million as at 31 December 2018. The decrease is due to the infroduction of the
new IFRS 16 standard, which resulted in lower charges deriving from the rental and lease of property,
plant and equipment for an amount of € 2.4 million with a consequent increase of € 2.4 million in the
item "value adjustments on property, plant and equipment” following the depreciation process of the
"right of use" recorded in Assets under "Property, plant and equipment”, as well as higher interest
expenses relating fo the related financial liability of € 0.2 million.

Net of this impact, other adminisirative expenses increased by € 0.6 million (+3.5%) compared with €
17.9 million as at 31 December 2018, mainly due to higher advertising expenses and higher fees for the
use of the fechnology platform.

Value adjustments on property, plant and equipment and intangible assets amounted to € 3.9 million,
net of the above-mentioned effect of the new IFRS 16 standard, and were in line with those of the
previous year of € 1.4 million.

Operating income came to € 10.8 million, an increase of € 7.7 million (+248.3%) compared fo € 3.1
million as at 31 December 2018.
Provisions and adjustments

Total provisions and adjustments amounted to € 0.8 million in costs as at 31 December 2019, up from €
0.6 million as at 31 December 2018.

Profit (loss) for the year before tax

Changes

(€/thousand) 2019 2018

Absolute %
Net provisions for risks and charges (539) 113 -652 n.s.
Nef volug adjustments/reversals for crgchf risk relating 205 (405) 610 ns.
to financial assets measured at amortised cost
Net v_olue adjustments/reversals on flnopmql assets measured 30 (315) 345 s,
at fair value through other comprehensive income
Value adjustments to goodwiill (497) - -497 n.s.
Total provisions and adjustments (802) (607) -195 32.1
Gains (losses) on disposals of investments
Current profit before tax 9,974 2,487 7,487 n.s.

Net provisions for risks and charges were negative by € 0.5 million and referred to provisions made by
Banca Profilo following disputes in the last quarter of the year, together with the net effect of the
impairment of guarantees and commitments. The value as at 31 December 2018 amounted to a
positive € 0.1 million.

Net value adjustments/reversals for credit risk relating to financial assets measured at amortised cost
were equal to € 0.2 million in reversals. The result is due to the combined effect of the provisions and
reversals recorded during the year as a result of the impairment test on loans and positions in the HTC
securities portfolio. The figure as at 31 December 2018 amounted to € 0.4 million in costs.

Net value adjustments/reversals on financial assets measured at fair value through other
comprehensive income amounted to € 0.3 thousand of net reversals and referred to the combined
effect of provisions and reversals recorded during the year at the end of the process of determining
impairment on positions in the HTC&S portfolio. The figure as at 31 December 2018 was a negative € 0.3
million.

Value adjustments to goodwill amounted to € 0.5 milion and related to the impairment of goodwill
allocated to HSBC's lending and custody business unit in 2003.
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Profit for the year
Income taxes for 2019 amounted to € 3.2 million, equal to a tax rate of 32%.

Profit for the year

Changes

(€/thousand) 2019 2018
Absolute %
Tax on income for the year for continuing operations (3,248) (223) -3,025 n.s.
Parent company's net profit for the year 6,726 2,265 4,461 n.s.

Banca Profilo closed the year 2019 with net profit of € 6.7 million compared with € 2.3 million as at 31
December 2018.

Other Relevant Information

The Bank qualifies as a Small and Medium-Sized Enterprise (SME) pursuant fo and for the purposes of
Consob Resolution no. 20621 of 10 October 2018 implementing Article 1, paragraph 1, lefter w-quater.1)
of Legislative Decree no. 58/98 (TUF).

This Report on the Financial Statements of Banca Profilo S.p.A. only contains comments on the Bank's
operating performance. For all other information required by current legal requirements, please refer to
the Consolidated Report on Operations, which is an integral part of this document, or to the Notes to
the Separate Financial Statements. For the figures of the parent company, please refer to the specific
section contained in the notes.

In particular, reference should be made fo the Consolidated Report on Operations with regard to the
management and coordination activities of Arepo BP S.p.A. pursuant to arficles 2497 et seq. of the
Italion Civil Code, to which Banca Profilo and ifs subsidiaries under Italian law are subject, for which
reference should be made o the "Other Relevant Information" section.

A number of transactions with related parties (RP) were carried out during the year. Part H provides a
summary statement of the Bank's economic and financial transactions as at 31 December 2019 with
investee companies and other related parties.

Finally, pursuant to Article 123-bis of the Consolidated Finance Act (TUF - Testo Unico della Finanza)
relating to the Corporate Governance system, please refer to the specific document "Report on
corporate governance and ownership structures' approved and published, together with these
financial statements, in the Corporate Governance section of the Bank's website at the following
address: www.bancaprofilo.it.

Equity investments held by Directors, Statutory Auditors and Key Management Personnel in Banca Profilo
and its subsidiaries

Equity investments held directly or indirectly in Banca Profilo S.p.A. and ifs subsidiaries, in compliance
with the provisions of Consob Regulation 11971, are reported in the Remuneration Report published on
the Bank's website within the time limits and in the manner prescribed by law. Part H of the Notes
provides information on the remuneration paid to members of the Board of Directors, the Board of
Statutory Auditors, the General Manager and Key Management Personnel.
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Other market information

Certification pursuant to Art. 2.6.2 of the Italian Stock Exchange Regulations, with regard to the
adjustment to the conditions set out in Art. 15 of the Market Regulations

Banca Profilo, in its capacity as listed company confroling a company based in a non-EU country -
Banque Profil de Gestion S.A. - which is of significant importance within the meaning of Article 36 of the
Consob Market Regulations, has established a specific procedure to ensure compliance with the
provisions of the aforementioned regulations on controls and information flows between the non-EU
subsidiary and the Italian listed company.

Certification pursuant to Article 2.6.2. of the Stock Exchange Regulations regarding the existence of the
conditions set out in Article 146 of the Consob Market Regulations

Banca Profilo S.p.A. is subject to the management and coordination of the parent company Arepo BP
S.p.A. pursuant to Art. 2497 et seq. of the Italian Civil Code.

With reference to the provisions of Article 16 of the Consob Market Regulation, the conditions set out in
paragraph 1, letters a), b), c) and d) for maintaining the listing have been met. With particular
reference to paragraph 1 lefter d) of the Consob Market Regulations, it should be noted that Banca
Profilo has set up internal board committees, composed exclusively of Independent Directors. In
particular, the Bank has set up the Control and Risk Committee, the Remuneration Committee and the
Appointments Committee.

Disclosure on the purchase/sale of treasury shares

During the year, the Bank carried out transactions to purchase and sell treasury shares as part of the
activity authorised by the Shareholders' Meeting of 18 April 2019 to support exchanges, using a third-
party infermediary (Equita SIM S.p.A.). As at 31 December 2019, 5,084,844 treasury shares, equal to 0.75%
of the share capital, had been purchased as part of this activity.

Further movements of freasury shares were made as part of the implementation of the shareholding
plans in favour of the Bank's employees.
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Proposal for allocation of profits

Dear Shareholders,

Having regard to the 2019 Annual Financial Report, the Board of Directors proposes that you:

l) approve the financial statements for the year ended 31 December 2019, as a whole and in the
individual items that it is comprised of, as well as the Report of the Board of Direcfors on
Operations for that year.

ll) allocate the net profit for the year, equal to € 6,726,350 as follows:

- €672,635 to the Legal Reserve;

- € 5,937,430 to the Shareholders as Dividends at the rate of € 0.009 per share, gross of
withholding faxes, if applicable. The dividend was calculated on a total of 677,997,856 shares
making up the company's share capital, net of the 18,283,450 freasury shares held as at 12
March 2020;

- the residual amount of € 116,285 to Other Reserves.

Should the number of treasury shares change by the date of call of Banca Profilo's Ordinary
Shareholders' Meeting, this proposal for the allocation of profits will be suitably reformulated.

lll) pay the dividend on 29 April 2020, with detachment of coupon no. 21 on 27 April 2020, according
fo the results of the accounts at the end of the accounting day of 28 April 2020 (record date for
the dividend).

265
Milan, 12 March 2020
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Separate Balance Sheet

(Amounts in €)

Assets 31/12/2019 31/12/2018
10. Cash and cash equivalents 7,529,397 4,340,902
20. Financial assets measured at fair value through profit and loss 531,945,880 504,411,297

a) financial assets held for trading 531,903,275 504,368,692

b) financial assets designated at fair value - -

c) other financial assets mandatorily measured at fair value 42,605 42,605

30. Financial assets measured at fair value through other comprehensive income 264,310,599 399,708,150

40. Financial assets measured at amortised cost 986,316,873 1,050,508,713

a) loans and advances to banks 178,789,259 321,579,638

b) loans and advances to customers 807,527,614 728,929,075

50. Hedging derivatives 1,270,958 2,984,696

70. Equity investments 51,448,035 51,448,035

80. Property, plant and equipment 14,473,459 904,310

90. Intangible assets 3,038,769 4,164,920
of which:

- goodwill 1,184,943 1,682,243

100. Tax assets 7,022,784 12,277,308

a) current 1,353,996 1,367,530

b) deferred 5,668,788 10,909,778

120. Other assets 19,186,680 12,957,766

Total Assets

1,886,543,434

2,043,706,097
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Liabilities and Shareholders' equity 31/12/2019 31/12/2018
10. Financial liabilities measured at amortised cost 1,541,911,025 1,690,951,867
a) deposits to banks 447,927,109 482,799,860

b) deposits to customers 1,093,983,916 1,208,152,007

c) debt securities issued - -

20. Financial liabilities held for trading 128,914,626 160,826,815
40. Hedging derivatives 38,925,496 29,258,576
60. Tax liabilities 1,066,323 350,326
a) current 383,887 61,333

b) deferred 682,436 288,993

80. Other liabilities 20,542,433 18,769,090
90. Employee severance indemnity 1,666,021 1,663,237
100. Provisions for risks and charges 923,162 384,112
a) commitments and guarantees issued 6,162 17,112

b) pension and similar obligations - -

c) other provisions for risks and charges 917,000 367,000

110. Valuation reserves (2,210,147) (9.162,674)
140. Reserves 14,605,118 14,681,833
150. Share premium 81,558 81,558
160. Share capital 136,994,028 136,994,028
170. Treasury shares (-) (3,602,559) (3,357,454)
180. Profit (Loss) for the year (+/-) 6,726,350 2,264,783

Total Liabilities and Shareholders’ Equity

1,886,543,434

2,043,706,097
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Separate Income Statement

(Amounts in €)

ltems 2019 2018
10. Interest income and similar revenues 20,907,265 19,650,181
of which: interest income calculated using the effective interest rate method 14,965,107 12,572,035
20. Interest expenses and similar charges (3,055,858) (3,817,858)
30. Net interestincome 17,851,407 15,832,323
40. Fee and commission income 26,354,169 23,891,361
50. Fee and commission expenses (2,252,823) (2,137.317)
60. Net fee and commission income 24,101,346 21,754,044
70. Dividends and similar income 20,299,497 15,057,477
80. Net profit (loss) from trading (12,113,107) (17,369,380)
90. Net profit (loss) from hedging (467,634) (310,791)
100. Income (loss) from disposal or repurchase of: 6,443,675 8,939,063
a) financial assets measured at amortised cost 495,006 -
b) financial assets measured at fair value through other comprehensive income 5,948,669 8,939,063
c) financial liabilities - -

110. Net profit (loss) from other financial assets and liabilities measured at fair value through
profit and loss - (18,259)
a) financial assets and liabilities designated at fair value - -
b) other financial assets mandatorily measured at fair value - (18,259)
120. Net interest and other banking income 56,115,184 43,884,477
130. Net value adjustments/reversals for credit risk on: 234,495 (719,924)
a) financial assets measured at amortised cost 204,576 (404,701)
b) financial assets measured at fair value through other comprehensive income 29,919 (315,223)
150. Net result from financial activities 56,349,679 43,164,553
160. Administrative expenses: (46,011,252) (44,002,648)
a) personnel expenses (26,080,793) (22,283,055)
b) other administrative expenses (19,930,459) (21,719,593)
170. Net provisions for risks and charges (539,050) 113,225
a) commitments and guarantees issued 10,950 69,382
b) other net provisions (550,000) 43,843
180. Net value adjustments/reversals on property, plant and equipment (2,754,469) (282,392)
190. Net value adjustments/reversals on infangible assets (1,122,062) (1,120,405)
200. Other operating income/expenses 4,548,588 4,615,150
210. Operating expenses (45,878,245) (40,677,070)
240. Value adjustments to goodwill (497,300) -
260. Profit (loss) before tax from continuing operations 9,974,134 2,487,483
270. Tax on income for the year for continuing operations (3,247,784) (222,700)
280. Profit (loss) after tax from continuing operations 6,726,350 2,264,783
300. Profit (loss) for the year 6,726,350 2,264,783
Basic earnings per share 0.010 0.003
Diluted earnings per share 0.010 0.003
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Separate Statement of Comprehensive Income

(Amounts in €)

ltems 2019 2018

10. Profit (loss) for the year 6,726,350 2,264,783

Other comprehensive income after tax without reversal to Income Statement 487,923 (29,089)

20. Equity securities measured at fair value through other comprehensive income 553,004 (28,746)

70. Defined benefit plans (65,081) (343)

Other comprehensive income after tax with reversal to Income Statement 6,464,605 (11,179,995)

140. Financial ossg’rs _(oTher than equity securities) measured at fair value through other 6,464,605  (11,179,995)
comprehensive income

170. Total other comprehensive income after tax 6,952,528  (11,209,083)

180. Comprehensive income (ltem 10+170) 13,678,878 (8,944,300)
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Separate Cash Flow Statement (indirect method)
(€/thousand)

2019 2018*
A. OPERATING ACTIVITIES
1. Cash flows from operations 30,869,324 4,851,802
- profit (loss) for the year (+/-) 6,726,350 2,264,783
- net result of the merged companies (+/-) - -
- capital gains/losses on financial assets held for frading and other
financial assets/liabilities measured at fair value through profit and loss (-/+) 10,974,735 3,866,318
- capital gains/losses on hedging operations (-/+) 11,639,370 (611,496)
- net value adjustments/reversals for credit risk (+/-) (234,495) 719,924
- net value adjustments/reversals on property, plant and equipment and intangible assets (+/-) 3,876,529 1,402,797
- net provisions for risks and charges and other costs/revenues (+/-) (5,360,950) (3,013,225)
- oufstanding taxes, duties and tax credit (+/-) 3,247,784 222,700
- net value adjustments/reversals on discontinued operations net of tax effect (+/-) - -
- other adjustments (+/-) = -
2. Cash flows from (used in) financial assets 156,615,823 (551,730,773)
- financial assets held for trading (38,509,318) (46,501,649)
- financial assets designated at fair value - -
- other financial assets mandatorily measured at fair value - -
- financial assets measured at fair value through other comprehensive income 142,350,078 95,690,121
- financial assets measured at amortised cost 64,426,335 (602,753,806)
- other assets (11,651,272) 1,834,560
3. Cash flows from (used in) financial liabilities (181,703,134) 553,463,997
- financial liabilities measured at amortised cost (165,196,180) 513,155,301
- financial liabilities held for tfrading (31,912,190) 44,747,050
- financial liabilities designated at fair value - -
- other liabilities 15,405,236 (4,438,354)
Cash flows from (used in) operating activities 5,188,037 6,585,025
B. INVESTMENT ACTIVITIES
1. Cash flows from 539 -
- sales of equity investments - -
- collected dividends on equity investments - -
- sales of property, plant and equipment 539 -
- sales of intangible assets - -
- sales of subsidiaries and business units - -
2. Cash flows used in 586,521 (1,495,443)
- purchases of equity investments - -
- purchases of property, plant and equipment 93,310 (398,584)
- purchases of intfangible assets 493,211 (1,095,674)
- purchases of subsidiaries and business units - (1,185)
Cash flows from (used in) investment activities 587,059 (1,495,443)
C. FUNDING ACTIVITIES (2,586,602) (3.674,871)
- issue/purchase of tfreasury shares (839,081) 365,418
- issue/purchase of equity instruments - -
- dividend distribution and other purposes (2,341,497) (4,040,289)
Net cash flows from (used in) funding activities (3,180,578) (3,674,871)
NET CASH FLOWS GENERATED (USED IN) IN THE YEAR 3,188,494 1,414,711

*The figures as at 31 December 2018 have been restated as reported in Part A - Accounting policies
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RECONCILIATION 31/12/2019  31/12/2018*
Cash and cash equivalents at the beginning of the year** 4,340,902 2,926,192
Net cash flows generated (used in) in the year 3,188,494 1,414,710
Cash and cash equivalents at the end of the year** 7,529,397 4,340,902

*The figures as at 31 December 2018 have been restated as reported in Part A - Accounting policies
**The item "Cash and cash equivalents" corresponds to item 10 of Assets in the Balance Sheet
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PART A — Accounting policies

A.1- GENERAL CRITERIA

Section 1 - Statement of compliance
with international accounting standards

The financial statements of Banca Profilo have
been prepared in accordance with IAS/IFRS ac-
counting standards! issued by the International
Accounting Standards Board (IASB) and the rela-
five interpretations of the International Financial
Reporting Committee (IFRIC), approved by the
European Commission and in force as at 31 De-
cember 2019, implemented in our system by Leg-
islative Decree no. 38 of 28 February 2005, which
exercised the option provided for by Regulation
(EC) no. 1606/2002 on international accounting
standards. The financial statements have also
been prepared in accordance with the provi-
sions of the Bank of Italy in circular no. 262 of 22
December 2005 and subsequent updates?.

Section 2 - General preparation
principles

The Financial Statements consist of the balance
sheet, income statement, statement of compre-
hensive income, statement of changes in equity,
cash flow statement and the notes, and is ac-
companied by the directors' report on opera-
fions, financial results achieved, and the Bank's
financial situation.

With reference to the Cash Flow Statement, it
should be noted that as at 31 December 2019 it
was prepared using the "indirect" method and,
for the purpose of comparison on a consistent
basis, the comparative format as at 31 Decem-
ber 2018, prepared using the "direct" method,
has been restated.

For both years, the cash flows from/used in fi-
nancial liabilities, which represents cash flows de-
riving from financing/funding activities in accor-
dance with IAS 7 para. 44, is classified, as re-
quired by Bank of Italy Circular no. 262/2005,
within cash flows from operating activities.

! These standards, as well as the related interpretations, are
applied according to the occurrence of events regulated
by them from the date of their mandatory application,
unless otherwise specified.

2 In particular, reference is made to the é6th update of 30
November 2018.

In compliance with the provisions of Art. 5(2) of
Legislative Decree no. 38 of 28 February 2005, the
financial statements have been prepared using
the euro as the accounting currency. In particu-
lar, in line with the instructions issued by the Bank
of Italy, all the figures shown in the financial
statements and in the notes are expressed in
thousands of euros.

The Report on Operations and the Notes provide
the information required by infernational ac-
counfing standards, the law, the Bank of Italy
and the Natfional Commission for Companies
and the Stock Exchange (Commissione Nazion-
ale per le Societa e la Borsa - Consob), as well as
other information that is not mandatory but con-
sidered equally necessary for a correct and fruth-
ful representation of the Bank's assets and liabili-
fies, financial position and results of operations.

In order to take account of the changes that
have occurred in the provisions of the Italian Civil
Code regarding financial statements following
the entry into force of the reform of company
low (Legislative Decree no. 6 of 17 January 2003
and delegated measures under Law no. 366 of 3
October 2001), the information in the Noftes,
unless otherwise provided for by the special regu-
lafions of the Bank of Italy, has been suitably and
consistently supplemented. With particular refer-
ence to the financial statements and the Notes,
pursuant to Art. 9 of Legislative Decree no. 38 of
28 February 2005, the Bank has applied the provi-
sions of Bank of Italy Circular no. 262 of 22 De-
cember 2005 and subsequent updates, integrat-
ing information where required by international
accounting standards or deemed appropriate in
terms of materiality or significance.

a) Going concern

The financial statements have been prepared on
a going concern basis; assets, liabilities and 'off-
balance sheet' transactions have been meas-
ured at operating values. In accordance with
the provisions of the joint Bank of Ii-
aly/Consob/Isvap Document no. 2 of 6 February
2009 concerning disclosure on a going concern
basis and in compliance with the requirements of
IAS 1 revised for the same subject, the Directors
did not identify any uncertainties that could give
rise fo doubts about the company's ability to
confinue as a going concern in the foreseeable
future.
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b) Accrual basis of accounting

Costs and revenues are recognised, irrespective
of the time of their monetary settlement, accord-
ing to the principles of economic accrual and
correlation.

c) Consistency of presentation

The presentation and classification of the items
are maintained constant over fime in order to
guarantee the comparability of the information,
unless their change is required by an interna-
fional accounting standard or an interpretation,
or it renders the presentation of their values more
appropriate, in terms of significance and reliabil-
ity. If the presentation or classification criteria are
changed, the new criterion, where possible, ap-
plies refroactively. In such an event, the natfure
and reason for the change are specified fo-
gether with the items affected. The presentation
and classification of items are based on the for-
mafts prepared by the Bank of Italy in Circular no.
262 of 22 December 2005 and subsequent up-
dates "Banking financial statements: formats and
rules for preparation”.

d) Materiality and aggregation

Each material class of similar items is disclosed
separately in the financial statements. ltems of a
dissimilar nature or purpose are presented sepa-
rately.

e) No offsetting

Financial assets and liabilities, and costs and
revenues are not offset against each ofther,
unless required or permitted by an international
accounting standard or an interpretation or by
the formats produced by the Bank of Italy for the
financial statements of banks.

With respect to the criteria used in the financial
statements as at 31 December 2018, we note the
entry into force, as from 1 January 2019, of IFRS
16, for which the following paragraph explains
the main new elements and impacts for the
Bank, as well as the amendment to IAS 39 pub-
lished on 26 September 2019 and subject to early
adoption by the Bank.

IFRS 16 - Leases

On 13 January 2016, the IASB published the stan-
dard "IFRS 16 - Leases" replacing IAS 17 - Leases,
as well as the interpretations IFRIC 4 Determining
whether an Arrangement contains a Lease, SIC-
15 Operatfing Leases—Incentives and SIC-27
Evaluating the Substance of Transactions Involv-
ing the Legal Form of a Lease. On 31 October
2017, the European Parliament approved the
standard, which will be applicable for reporting
periods after 1 January 2019. This Standard
amends the current scope of accounting stan-

dards and interpretations on leases and, in par-
ficular, IAS 17.

IFRS 16 in fact, while confirming the current dis-
tinction between the two types of leases (oper-
ating and finance) with reference to the ac-
counting model to be applied by the lessor, in-
froduces significant changes to the lessee's fi-
nancial statements. For the latter, the new
standard requires that, for each type of lease
contract (operating and finance), an asset rep-
resenting the right of use of the leased asset
must be recognised in the financial statements
and, at the same time, the liability for future
lease payments must be recognised as a liabil-
ity. The Standard therefore establishes a single
model for the recognition and evaluation of
lease confracts for the lessee, which provides
for the recognition of the leased asset, including
operating assefs, as assets with a counter-entry
to a financial liability.

At the time of initial recognition, this asset is then
valued on the basis of the cash flows associated
with the lease contract, while after initial recogni-
fion it will be valued in accordance with the pro-
visions for property, plant and equipment and
infangible assets in the standards applicable to
them (IAS38, IAS16 or IAS40).

In this contfext, the Parent Company of the
Banca Profilo Banking Group, Arepo BP, has
launched an internal project to ensure full com-
pliance with the new accounting standard for all
Group companies, particularly with regard to the
calculation and accounting for the right of use
and the associated lease liability, which repre-
sent the main discontinuity with respect to the
accounfing model envisaged by IAS17. At the
end of 2018, preparatory work on the definition
and development of the rules and standards o
ensure the correct determination of the right of
use and lease liabilities linked to contracts falling
within the scope of application of the new stan-
dard was substantially finalised. As regards the
subsequent measurement and determination of
the related effects on the income statement of
these balance sheet items, in early 2019, the ap-
propriate refinements with the CSE service centre
were completed in order to proceed with the
correct implementation of the new requirements
infroduced by IFRS 16.

The Group has decided, for the purposes of First-
Time Adoption (FTA) of the standard, to apply
the so-called modified full retrospective ap-
proach, which provides that the value of the
right of use is assumed to be equal to the lease
liability at the date of first adoption of the stan-
dard. In particular, the Group has accounted for,
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in relation to lease contracts previously classified
as operating:

a) A financial liability, equal to the present
value of future payments remaining at the
fransition date, discounted using the In-
cremental Borrowing Rate applicable at
the transition date for each contract;

b) A right of use equal to the value of the fi-
nancial liability referred to in the previous
point, net of any accrued income and
prepaid expenses or deferred income re-
lating fo the lease and recognised in the
balance sheet as at 31 December 2018.

The impact on the balance sheet balances re-
sulting from this standard, in terms of the recogni-
fion of rights of use and related lease liabilities, is
illustrated later in this section.

Given the perfect overlap between the financial
liabilities and the rights of use as at 1 January
2019, previously not recorded in the Bank's ac-
counts, no discontinuity effects were found with
respect to the balance sheet as at 31 December
2018, which would require the recognition of an
effect deriving from the application of the stan-
dard in shareholders' equity as at 1 January 2019.

The Group has also decided, in accordance with
the rules and simplifications provided for by the
stfandard, not to apply the rules of IFRS16 to the
lease of infangible assets, to short-term leases of
less than 12 months and to the lease of assefs
with a modest unit value (so-called low value, set
at € 5 thousand).

For the purposes of estimating the debft for lease
confracts outstanding at 1 January 2019 and the
associated 'right of use", the Group has dis-
counted future lease payments at an appropri-
ate interest rate. It should be noted that in this
context the future lease payments to be dis-
counted have been determined in light of the
provisions of the lease contfract and calculated
net of the VAT component by virtue of the fact
that the obligation to pay this tax will arise at the
time the lessor issues the invoice and not on the
effective date of the lease confract itself. These
flows are therefore discounted at a rate equal to
the interest rate implicit in the lease or, if the lat-
ter is not available, at the incremental borrowing
rate. The latter is determined on the basis of the
cost of funding for liabilities of duration and

guarantees similar to those implicit in the lease
contract.

For the purposes of determining the duration of
the lease, the non-cancellable period set out in
the contract during which the lessee has the
right to use the underlying asset shall be consid-
ered, taking info account any renewal opfions
where the lessee has reasonable certainty of re-
newal. In particular, with reference to confracts
that provide for the lessee's right to tacitly renew
the lease at the end of an initial period, the dura-
fion of the lease is determined considering ele-
ments such as the duration of the inifial period,
the existence of any business plans for the dis-
posal of the leased assets and any other circum-
stance indicative of the existence of reasonable
certainty of renewal.

Finally, it should be noted that, by applying the
modified retrospective approach, as required by
section C7 of the Standard, the Group is not re-
quired fo represent comparatives, but to recog-
nise the cumulative effect of the initial applica-
fion of the Standard as an adjustment to bal-
ance sheet balances at the date of inifial appli-
cation.

With reference to the accounting shareholders'
equity, in relafion to the fact that the Group has
adopted the modified full retrospective ap-
proach, for which at the date of first-fime adop-
fion the book value of the right of use is assumed
to be equal to that of the financial liability for the
lease, no impact on the accounting sharehold-
ers' equity has been recorded.

With reference to the structure of the balance
sheet assets and liabilities, it should be noted that
the first-time adoption of the standard has led to
an increase in property, plant and equipment in
relation to the rights of use of property, cars and
other capital goods that the Bank has recog-
nised, as well as an increase in financial liabilities
measured at amortised cost in relation to the so-
called "lease liabilities" arising from outstanding
confracts on 1 January 2019 and falling within
the scope of IFRS 16.

In relation to the impact of this standard on risk-
weighted assets (RWA) following the recognition
of rights of use, a slight decrease in the CET 1 Ra-
tio of Banca Profilo by 14 bps was determined.
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Reconciliation schedule - First-time adoption of IFRS 16

The following table shows the reconciliation between the Bank's balance sheet balances as at 31
December 2018 (where IAS 17 was applied) and the balance sheet balances as at 1 January 2019

following the first-time adoption of IFRS 16.

(amounts n €/thousand) N12/2018 o Tipa  01/01/2019
10 Cash and cash equivalents 4,341 4,341
20 Financial assets measured at fair value through profit and loss 504,411 504,411
30 Sgomr;;)crg;iiz mggrs:;ed at fair value through other 399,708 399,708
40 Financial assets measured at amortised cost 1,050,509 1,050,509
50 Hedging derivatives 2,985 2,985
70 Equity investments 51,448 51,448
80 Property, plant and equipment 904 16,420 17,324
90 Intangible assets 4,165 4,165

100 Tax assets 12,277 12,277
120 Other assets 12,958 -60 12,898
Total Assets 2,043,706 16,360 2,060,066

I(.::’r::llr:sisslif:gfhousand) PO IFRSIT::IT(: WAL
10 Financial liabilities measured at amortised cost 1,690,952 16,360 1,707,312
20 Financial liabilities held for frading 160,827 160,827
40 Hedging derivatives 29,259 29,259
60 Tax liabilities 350 350
80 Other liabilities 18,768 18,768
90 Employee severance indemnity 1,663 1,663

100 Provisions for risks and charges 384 384

Total liabilities 1,902,203 16,360 1,918,563
120 Valuation reserves -9.163 -9.163
150 Reserves 14,682 14,682
160 Share premium 82 82
170 Share capital 136,994 136,994
180 Treasury shares (-) -3,357 -3,357
200 Profit for the year 2,265 - 2,265

Total shareholders' equity 141,503 - 141,503

Total liabilities 2,043,706 16,360 2,060,066

The increase in item 90. Property, plant and
equipment is derived from the recognition of
rights of use relating fo:

— Property for € 15,962 thousand;

— Cars for € 313 thousand;

— Ofher capital goods for € 145 thousand.

As no significant improvements to third party as-
sets were recorded by the Bank in the past, no
appreciable effects were found on other assets,
which historically included such improvements.

For the sake of completeness, it should be noted
that, prior to the application of IFRS 16, no prop-
erty, plant and equipment deriving from finance
leases recognised in accordance with |AS 17
were present in the Bank's financial statements.

Disclosure on the incremental borrowing rate
used

The weighted average of the incremental bor-
rowing rate used to measure the lease liability at
the date of first-time adoptionis 1.113%.
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Amendments to IFRS 9, IAS 39 and IFRS 7: In-
terest Rate Benchmark Reform

On 26 September 2019, the IASB adopted an
amendment to IFRS 9 - Financial Instruments and
IAS 39 - Financial Instruments: Recognition and
Measurement, as well as IFRS 7 - Financial Instru-
ments:  Disclosures. More specifically, the
amendment modifies some of the requirements
for the application of hedge accounting, provid-
ing for temporary derogations, in order to mifi-
gate the impact of the uncertainty of the IBOR
reform (sfill in progress) on future cash flows in the
period prior to its completion. The amendment
also requires companies to provide additional
information in their financial statements on their
hedging relationships which are directly affected
by the uncertainties generated by the reform
and to which the above derogations apply.

The amendments shall enter into force on 1
January 2020, but companies are free to opt for
early adoption of the amendment. The changes
are significant for the Group considering that it
applies hedge accounting fo its exposures to
changes in benchmark interest rates. The Group
chose to apply the amendments to IAS 39 in ad-
vance for the financial statements as at 31 De-
cember 2019.

With reference fo the Group's existing hedging
strategies, the Group holds investments in fixed-
rate or inflation-linked debt securities, denomi-
nated in euros/pounds sterling/dollars: a) under
the "held to collect and sell" business model,
measured at fair value with changes in fair value
recognised under "other comprehensive in-
come"; b) under the "held to collect" business
model, measured at amortised cost.

The interest rate and inflation risk of debt securi-
fies is hedged using "Euribor", "USD LIBOR" and
"GBP LIBOR" interest rate swaps (IRS) and, as

mentioned above, the amendment allows hedg-
ing to continue even if the hedged benchmark
interest rate, Euribor/USD LIBOR/GBP LIBOR, can
no longer be separately identifiable in the future.
The adoption of these amendments allows the
Group to continue hedge accounting during the
period of uncertainty due to the interest rate re-
form.

Financial risks

The Group is exposed to the following bench-
mark interest rates within hedge accounting relo-
fionships subject to the interest rate reform: GBP
Libor, USD Libor, EURIBOR (together "IBORs"). The
following are hedged: fixed-rate or inflation-
linked debt instruments issued in euros, pounds
sterling or US dollars.

The Group is closely monitoring the market and
the results obtained by the various working
groups in the sector that are managing the tran-
sifion fo the new reference rates.

In response, the Group has defined an IBOR fran-
siion programme to understand which business
areas are exposed to IBOR and to prepare and
deliver an action plan that will allow a smooth
fransition to alternative interest rates. For the
Group's derivatives, ISDA (Infernational Swaps
and Derivatives Associatfions) fallback clauses
were made available at the end of 2019; the
Group will begin discussions with banks with the
aim of adopting this language in the ISDA
agreements in 2020.

Below, in detail, are the hedging and hedged
instruments in the scope of the IAS3? amend-
menfts following the reform on benchmark inter-
est rates, broken down by type of hedge. The
mafturities of the hedged instruments correspond
fo those of the related hedging instruments.
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e Type of instrument Porffolio Maturity Nominal Currency Hedged item
2023 12,000,000 EUR
2024 25,500,000 EUR
SPV% gxr(e;?eo: érg‘l;\f/igr;—'l\i/‘nked 2025 5,000,000 EUR Fixed-rate or inflation-linked
EURIBOR rate HTC 2026 18000.000 EUR gTeck:)f;sﬁfﬂlilej&irheﬁ:s;hrie
2028 25,000,000 EUR maturity and nominal value as
2041 3,000,000 EUR fhe hedging swaps
Pay fixed swap rate, receive 2024 2,500,000 USD
USD 3M LIBOR rate 2027 3,000,000 USD
2021 1,622,000 EUR
2022 1,622,000 EUR
2023 1,622,000 EUR
2024 14,622,000 EUR
2025 10,122,000 EUR
2026 1,622,000 EUR
2027 6,622,000 EUR
2028 15,622,000 EUR
2029 1,622,000 EUR
Fair value 2030 21,622,000 EUR
hedge 2031 1,622,000 EUR
Pay fixed or inflation-linked 20352 1,622,000 EUR
sEVngyg(r)og%;:ceive M 2033 690,000 EUR Fixed-rate or inflation-linked
2034 690,000 EUR debt securities, held in the
2036 690,000 EUR the hedging swaps
2037 690,000 EUR
2038 690,000 EUR
2039 690,000 EUR
2040 690,000 EUR
2041 690,000 EUR
2046 3,000,000 EUR
2047 2,500,000 EUR
2049 10,000,000 EUR
2066 2,500,000 EUR
Pay fixed swap rate, receive 2027 2,000,000 USD
USD 3M LIBOR rate 2028 7,000,000 USD
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Banca Profilo will continue to apply the amend-
ments relating to IAS39 until the uncertainties aris-
ing from the reform of the benchmark interest
rates to which Banca Profilo is exposed, with
specific reference to maturities and the amount
of the underlying cash flow, are resolved. The
Bank expects that the uncertainty will remain un-
fil the Bank's confracts, indexed to IBOR, are
modified to specify the date after which the
benchmark interest rate will be replaced and the
cash flows linked to the new rate and the related
spread adjustment. In part this will depend on
the introduction of fallback clauses that have not
yet been added to Group contracts and on ne-
gotiations with creditors and bond holders.

IAS/IFRS accounting standards and
SIC/IFRS interpretations entered into force as of 1
January 2019
The following entered info force on 1 January
2019:
¢ Amendment to IFRS 9 "Prepayment Fea-
tures with Negative Compensation” (issued
on 12 October 2017). This document speci-
fies that instruments providing for early re-
payment could comply with the Solely
Payments of Principal and Interest ("SPPI")
test even if the 'reasonable additional
compensation” to be paid in the event of
early repayment is a "negative compensa-
fion" for the lender.
¢ 'Uncertainty over Income Tax Treatments
(IFRIC Interpretation 23)" interpretation (is-
sued on 7 June 2017). The interpretation
addresses the uncertaintfies surrounding
the tax treatment to be adopted in the
area of income taxes. In particular, the In-
terpretation requires an entity to analyse
uncertain tax freatments (individually or as
a whole, depending on the characteris-
tics) assuming that the tax authority exam-
ines the tax position in question, having full
knowledge of all relevant information. If
the entity considers it unlikely that the tax
authority will accept the tax tfreatment fol-
lowed, the entity shall reflect the effect of
the uncertainty in measuring its current
and deferred income taxes. In addition,
the document does not contain any new
disclosure requirements but stresses that
the entity shall determine whether it will be
necessary to provide information about
management's considerations regarding
the uncertainty inherent in accounting for
tfaxes in accordance with IAS 1.
e "Annual Improvements to IFRSs 2015-2017
Cycle" document (issued on 12 December
2017) which incorporates the amend-
ments to certain standards as part of the
annual improvement process. The main

amendments concern IFRS 3 Business
Combinations and IFRS 11 Joint Arrange-
ments, IAS 12 Income Taxes and IAS 23 Bor-
rowing costs.

¢ "Plant Amendment, Curtailment or Settle-
ment (Amendments to IAS 19)" document
(issued on 7 February 2018). The document
clarifies how an entity should recognise an
amendment (e.g. a curtailment or seftle-
ment) to a defined benefit plan. The
amendments require the entity to update
its assumptions and remeasure the net li-
ability or net asset arising from the plan.
The amendments clarify that after the oc-
currence of such an event, an entity uses
updated assumptions to measure current
service cost and interest for the remainder
of the reporting period following the
event.

¢ 'Long-term Interests in Associates and
Joint Ventures (Amendments to IAS 28)"
document (issued on 12 October 2017).
This document clarifies the need to apply
IFRS 9, including impairment requirements,
fo other long-term interests in associates
and joint ventures for which the equity
method is not applied.

Given the Bank's operations, the entry into force
of the above documents has not had a signifi-
cant effect.

As required by IAS 8 - Accounting Policies,
Changes in Accounting Estimates and Errors, the
new standards and interpretations already issued
but not yet mandatory and not yet adopted in
advance by the Bank as at 31 December 2019
are indicated below.
o "Definition of Material (Amendments to IAS
1 and IAS 8)" document (issued on 31 Oc-
fober 2018). The document infroduced an
amendment to the definition of "material’
contained in IAS 1 - Presentation of Finan-
cial Statements and IAS 8 - Accounting
Policies, Changes in Accounting Estimates
and Errors. The purpose of this amendment
is fo make the definition of "'material" more
specific and to infroduce the concept of
"obscured information" alongside the con-
cepts of omitted or incorrect information
already present in the two standards be-
ing amended. The amendment clarifies
that information is "obscured" if it has been
described in such a way as to produce for
the primary readers of financial statements
an effect similar to that which would have
occurred if the information had been
omitted orincorrect.
The amendments infroduced were ap-
proved on 29 November 2019 and apply
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to all transactions after 1 January 2020.
The Directors do not expect a significant
effect on the financial statements of
Banca Profilo from the adoption of this
amendment.

Amendment fo the "References to the
Conceptual Framework in IFRS Standards"
(issued on 29 March 2018). The amend-
ment is effective for periods beginning on
or after 1 January 2020, but early adoption
is permitted.

The Conceptual Framework defines the
fundamental concepts for financial report-
ing and guides the Board in the develop-
ment of IFRS standards. The document
helps to ensure that the Standards are
conceptually consistent and that similar
fransactions are freated in the same way
so as to provide useful information to in-
vestors, lenders and other creditors.

The Conceptual Framework supports
companies in developing accounfing
standards when no IFRS standard is appli-
cable fo a parficular transaction and,
more generally, helps stakeholders to un-
derstand and interpret the Standards. The
Directors do not expect a significant effect
on the financial statements of Banca Pro-
filo from the adopftion of this amendment.

It should also be noted that at the date of these
financial statements, the competent bodies of
the European Union had not yet completed the
endorsement process necessary for the adoption
of the amendments and standards described
below.

IFRS 17 - Insurance Contracts (issued on 18
May 2017 by the IASB) which is infended to
replace IFRS 4 - Insurance Confracts. The
objective of the new standard is fo ensure
that an entity provides relevant informa-
tion that faithfully represents the rights and
obligations arising from insurance con-
fracts issued. The IASB developed the
standard fo eliminate inconsistencies and
weaknesses in existing accounting policies,
providing a single principle-based frame-
work to take account of all types of insur-
ance contracts, including reinsurance
contracts that an insurer holds. The new
standard also includes presentation and
disclosure requirements to improve com-
parability between entities in this segment.
The Directors do not expect the adoption
of this standard to have any impact on the
Bank's financial statements.

"Definition of a Business (Amendments to
IFRS 3)" document (issued on 22 October
2018). The document provides a number
of clarifications on the definition of busi-

ness for the correct application of IFRS 3. In
particular, the amendment clarifies that
while a business usually produces an out-
put, the presence of an output is not
strictly necessary to identify a business in
the presence of an integrated set of ac-
fivities/processes and assets. However, to
meet the business definition, an integrated
set of activities/processes and assets must
include, as a minimum, a substantial input
and process that together contribute sig-
nificantly to the ability to create output. To
this end, the IASB has replaced the term
"ability to create output" with "ability fo
contribute to the creation of output" to
make it clear that a business can exist
even without the presence of all the nec-
essary inputs and processes to create an
output. The amendment also infroduced a
test ("concentration test"), optional for the
entity, to determine whether a set of ac-
fivities/processes and assets purchased is
not a business. If the test provides a posi-
five result, the set of activities/processes
and assets purchased does not constitute
a business and the standard does noft re-
quire further testing. In the event that the
test provides a negative result, the entity
shall perform further analysis of the activi-
fies/processes and assefs purchased fo
identify the presence of a business. The
amendments apply to all business combi-
nafions and acquisitions of activities after 1
January 2020, but early adoption is permit-
ted. The Directors do not expect the
adoption of this amendment to have any
impact on the Bank's financial statements.
Amendment to IFRS 10 and IAS 28 Sales or
Contribution of Assets between an Investor
and its Associate or Joint Venture (issued
on 11 September 2014). The document
was published in order to resolve the cur-
rent conflict between IAS 28 and IFRS 10
concerning the measurement of profit or
loss resulting from the sale or confribution
of a non-monetary asset to a joint venture
or associate in exchange for a share in the
lafter's capital. The IASB has currently sus-
pended the application of this amend-
ment. The IASB has currently suspended
the application of this amendment. The Di-
rectors are currently assessing the possible
effects of the infroduction of these
amendments on the Bank's financial
statements.
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Section 3 - Significant events subse-
quent to the reporting period

On 12 March 2020, the Board of Directors of
Banca Profilo examined these draft financial
statements and authorised their publication.
Referring to the Report on Operations for a gen-
eral discussion on developments after the end of
the financial year, it should be noted that after
31 December 2019 and up to the date of ap-
proval of this report, no facts or events have oc-
curred that would lead to an adjustment fo the
results of the financial statements as at 31 De-
cember 2019.

On the other hand, it should be noted that, in
accordance with IAS 10, the declaration of the
international emergency due to the Coronavirus
epidemic, as such event and its consequences
occurred after the reporting date, does not re-
quire adjustments to be made to the financial
statements. In fact, on 30 January 2020 the World
Health Organization declared the Coronavirus
epidemic as an international public health
emergency. Given the absolute randomness of
the spread of the epidemic and the consequent
manoeuvres that will be put in place by Gov-
ernments to counter it, it is not possible fo ex-
clude significant effects on the Italian and infer-
national economy that could entail the need fo
make a new estimate of the financial statement
values in light of the information that will become
available. For further details on the related ele-
ments of uncertainty, please refer to Section 5
"Other aspects"in Part A of the Notes.

Section 4 - Other matters

Management and coordination activities

Banca Profilo is subject to the management and
coordination of the Parent Company Arepo BP
pursuant to Art. 2497 et seq. of the Italian Civil
Code.

Any relations between the Bank and Arepo BP
are indicated in "Part H - Related-party fransac-
tions" to which reference should be made.

As at the date of preparation of these financial
statements, the figures for the financial state-
ments as at 31 December 2019 of Arepo BP
S.p.A. are not available, as required by Article
2497-ter of the ltalian Civil Code, as they have
not yet been approved. The figures relating to
the financial statements as at 31 December 2018
are therefore attached.

Use of estimates and assumptions when prepar-
ing financial statements

The preparation of the financial statements also
requires the use of estimates and assumptions
that can have a significant impact on the bal-
ance sheet and income statement amounts, as
well as on disclosure of confingent assets and li-
abilities reported in the financial statements. The
preparation of these estimates involves the use of
available information and the adoption of sub-
jective evaluations, also based on historical ex-
perience, used for the formulation of reasonable
assumptions for the recognition of operafing
events. By their nature, the estimates and as-
sumptions 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 financial statements may differ,
even to a significant extent, as a result of
changes in subjective assessments made.

Among the main factors of uncertainty that
could affect the future scenarios in which the
bank will operate, there are the possible devel-
opments on the global and Italian economy di-
rectly or indirectly related to the Coronavirus
epidemic (COVID-19), whose impacts fo date
cannot be estimated. It is believed that the in-
formation and sensitivity analyses provided with
reference to the main items of the financial
statements subject to estimate are capable of
reflecting the impacts related to the elements of
uncertainty assumed at the date of preparation
of this Financial Report.

The main cases for which the use of subjective
assessments by management was necessary are
as follows:

e use of valuation models to measure the
fair value of financial instruments not listed
in active markets;

e the quantification of expected losses on
receivables, securities, guarantees issued
and commitments;

e the determination of the fair value of fi-
nancial instruments to be used for financial
statement reporting purposes;

e assessment of the fairness of the value of
goodwill and other intangible assets;

e the quantification of provisions for risks and
charges and the assessment of contingent
liabilities;

o the quantification of personnel funds;

e estimates and assumptions on the recov-
erability of deferred tax assefs;

It should be noted that the adjustment of an es-
fimate may occur as a result of changes in the
circumstances on which it was based or as a re-
sult of new information or more experience.
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The change in the estimate is applied prospec-
tively and therefore has an impact on the in-
come statement

for the year in which the change takes place
and, if necessary, for future years.

In this regard, it should be noted that 2019 was
not characterised by changes in the esfimate
criteria already applied for the preparation of
the Financial Statements as at 31 December
2018, except for the provisions of IFRS 9 with ref-
erence to the determination of the expected loss
on receivables, securities, guarantees issued and
commitments. It is also defermined by informa-
fion of a prospective nature such as, in particu-
lar, the development of the macroeconomic
scenarios used in the calculation of value ad-
justments. The development of these scenarios,
as well as their weighting, shall be periodically
assessed and updated if necessary.

The description of the accounting policies ap-
plied to the main aggregates of the financial
statements provides the information necessary to
identify the main assumptions and subjective as-
sessments used in the preparation of the financial
statements. For further detailed information re-
garding the composition and the relative book
value of the items affected by the estimates in
question, please refer to the specific sections of
the nofes.

Transparency requirements in reporting public
disbursements

In accordance with the provisions of the so-
called "Annual law for the market and competi-
fion" (Law no. 124/2017), which provides that as
from 2018, companies that receive grants, con-
fributions, remunerated assignments and in any
case economic advantages of any kind from
Public Administrations or parties connected to
the latter, are required to indicate these amounts
in the notes to the financial statements, it should
be noted that, also taking into account the indi-
cations provided by the in-depth document is-
sued by Assonime on 14 February 2018, Banca
Profilo has received aid of € 95 thousand and this
has been registered in the National Aid Register
(Registro Nazionale degli Aiuti - RNA).

Method of determining the fair value of se-
curities

A. Securities listed on active markets

Where a security is deemed to be listed on an
active market, considering as such a market
where quoted prices are readily and regularly
available and such prices represent actual mar-
ket transactions that occur regularly in normal
frading, the market price of the security at the

valuation date is certainly the best representa-
tion of its fair value. Consequently, in the case of
a listing on an active regulated market, the secu-
rity is valued on the basis of the last available
price recorded on the trading market.

Where a security is fraded on several regulated
markets, the price found on the most advanta-
geous market to which the Bank has immediate
access shall be used. In the case of listing on an
unregulated stock exchange, the security is val-
ued on the basis of the median of the relevant
contribution prices available at the valuation

date3.

The market price used is:

e the bid price, in the case of a net open
position to buy ("long net position”);

e the ask price, in the case of a net open
position to sell ("short net position”);

e the mid-price, in the case of a "book"
managed financial insfrument, consistently
with the valuation of all other derivative in-
struments that maoke up the so-called
"book" component, as the securities are
the instfruments for obtaining positions off-
set against market trends (so-called offset-
fing position).

In the case of securities fraded in active but un-
regulated markefts, prices are normally recorded
on Bloomberg, on the Historical Price ("HP")
page: the median is calculated among all the

relevant contributions available?.

B. Securities not listed on active markets

If, on the basis of the above criteria, a security
cannot be considered to be listed on an active
marketf, Risk Management proceeds to deter-
mine ifs fair value considering all relevant market
information that is in any fashion available and
favouring, where possible, the use of parameters
that can be directly observed on the market
over those that cannot be observed on the mar-
ket.

As part of the process of determining the fair
value of a security not tfraded in an active mar-
ket, the following criteria are taken info account:
a. prices of recent fransactions or market
confributions/listings  available at  the
valuation date, even if they relate to a
market considered inactive;
b. valuations provided by the issuer or by a
calculation agent or, in any case, by an

3 Where contributions are available that already represent
an average of the prices of several brokers (e.g. ICMA
contributions), these contributions are used

4 The definition of relevant contribution is that provided in
point e) of the previous paragraph
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external valuation service: since these are
not prices resulting from actual market
fransactions, these prices are considered
with particular caution and are in any
case subject to verification by the Bank;

c. mark to model evaluations, carried out by
discounting the expected future flows of
the security on the basis of rate curves in-
cluding a spread deemed appropriate in
relafion fo the issuer risk and the liquidity of
the security; for the defermination of the
spread, the spreads recorded on listed se-
curities of the same issuer with similar dura-
fion and liquidity characteristics or those
recorded on credit default swaps on the
same issuer and of the same maturity or
those recorded on issuers with similar risk
characteristics (by rating, sector, country)
are faken as reference; periodically (and
at the fime of initial purchase), Risk Man-
agement calibrates the valuation tech-
nigue and verifies ifs validity using prices of
current observable market fransactions or
based on any available observable mar-
ket data.

Risk Management verifies the significance of the
valuation sources used by comparing, for each
sale fransaction, the price realised with the price
relating to the last valuation carried out, stripped
of any price variation aftributable to the general
frend of relevant market factors.

Disclosure in relation to high-risk financial instru-
ments

In line with the recommendations of the Financial
Stability Forum in ifs report issued on 7 April 2008
and with the Bank of Italy's request in its commu-
nication no. 671618 of 18 June 2008 in relatfion o
market disclosure, it is hereby declared that, as
at 31 December 2019, the Bank had no out-
standing exposure in financial instruments con-
sidered to be high risk or involving greater risk
than previously commonly believed, including
Collateralised Debt Obligations (CDOs), Residen-
fial Mortgage-Backed Securities (RMBS), Com-
mercial Mortgage-Backed Securities (CMBS),
Special Purpose vehicles and other leveraged
finance instruments.

Option for tax consolidation

Banca Profilo, together with its subsidiaries Arepo
Fiduciaria Srl and Profilo Real Estate Srl, has joined
the so-called "national tax consolidation” scheme
provided for by articles 117-129 of the T.U.L.R. (Ital-
ian consolidated tax act), of which Arepo BP Spa
is the consolidating company as the parent
company. With the exercise of the option, the
total net income or tax loss of each company
participating in the tax consolidation, together

with withholdings, deductions and tax credits,
are fransferred to the parent company, produc-
ing a single taxable income or a single loss that
can be carried forward resulting from the alge-
braic sum of its own income or losses and those
of the participating subsidiaries and, conse-
quently, a single tax debit/credit.

Auditing

These financial statements as at 31 December
2019 have been audited by Deloitte & Touche
S.p.A.

A.2 - MAIN ITEMS OF THE FINANCIAL STATE-
MENTS

The accounting standards adopfed for the
preparation of Banca Profilo's financial state-
menfts are set out below.

1 - Financial assets measured at fair value
through profit and loss

(a) Classification criteria

This category includes financial assets held for
frading, financial insfruments that are held with
the intenfion of generating profits in the short
term from variatfions in the prices of said instru-
ments and derivative contracts not designated
as hedges (HTS business model), in particular:

e listed and unlisted debft securities;

e listed equity securities;

e unlisted equity securifies only when their
fair value can be reliably determined;

e derivative confracts, with the exception of
those designated as hedging instfruments,
which have a positive fair value at the
balance sheet date; if the fair value of a
derivative  confract subsequently be-
comes negative, it is recorded under fi-
nancial liabilities held for trading.

The item also includes financial assets that must
be measured at fair value, represented by finan-
cial assets that do not meet the requirements for
valuation at amortised cost or fair value through
other comprehensive income (so-called "SPPI
test" not passed) or that are not held under a HTS
business model and financial assets designated
aft fair value, i.e. financial assets so defined at ini-
fial recognition. In relation to such cases, an en-
fity may irrevocably designate a financial asset
as measured at fair value through profit and loss
if, and only if, this significantly reduces an incon-
sistency in measurement.

The derivative is a financial instrument or other
contract with all three of the following character-
istics:
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a) ifs value changes in response to changes
in a specific interest rate, the price of a fi-
nancial instrument, the price of a good,
the exchange rate of a foreign currency,
an index of prices or rates, a credit rating
or credit index or other variables;

b) it does not require an initial net investment
or requires an initial net investment lower
than would be required by other types of
confracts from which similar responses to
changing market factors can be ex-
pected;

c) it will be settled at a future date.

This category includes financial and credit de-
rivatives. The former includes forward confracts
for the purchase and sale of securities and cur-
rencies, derivative confracts with underlying se-
curities and those without underlying securities
linked to inferest rates, indexes or other assefs,
and derivative confracts on currencies. Deriva-
five contracts also include those that may be
embedded in other complex financial instru-
menfts, which have been recognised separately
from the host insfrument because:

e the economic characteristics and risks of
the embedded derivative are not closely
related to the economic characteristics
and risks of the primary contract;

e fthe embedded instruments, even if sepa-
rate, meet the definition of a derivative;

e fthe hybrid instruments to which they be-
long are not measured at fair value with
changes in value recognised in the in-
come statement.

This item also includes investments subject fo sig-
nificant influence or joint control which, 1AS 28
and IFRS 10 respectively allow for assignment to
this portfolio.

Reclassifications to other categories of financial
assets are only possible if the entity changes its
business model for the management of financial
assets. In these cases, which are expected to be
highly infrequent, financial assets may be reclas-
sified from the category 'measured at fair value
through profit and 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 compre-
hensive income). The transfer value is repre-
sented by the fair value at the time of reclassifi-
cation. The date of reclassification and its value
will be taken into account for the calculation of
the effective interest rate of the reclassified asset,
and for the stage assignment credit risk alloco-
fion activity.

(b) Recognition criteria

The initial recognition of debt and equity securi-
fies takes place on the "settlement date", while
derivative instruments are recognised on the
"subscription date".

The initial book value is equal to the cost (pur-
chase price) intended as the fair value of the in-
strument, without considering any transaction
costs or revenues directly attributable to the in-
sfrument which are recorded in the income
statement.

(c) Measurement criteria

Subsequent to initial recognition, financial assets
held for trading are measured at fair value, with
changes recognised in the income statement
under item 80 "Net profit (loss) from trading" and
itfem 110 "Net profit (loss) from other financial as-
sets and liabilities measured at fair value through
profit and loss" - a) financial assets and liabilities
designated at fair value and - b) other financial
assets mandatorily measured at fair value.
Market prices are used to determine the fair
value of financial instruments listed on active
markefts.

An active market is defined as one where listings,
reflecting normal market transactions, are readily
and regularly available through stock ex-
changes, brokers, intermediaries, companies in
the sector, listing services or authorised bodies
and express the price of actual and regular mar-
ket fransactions that occurred during a normal
reference period.

In relation fo securifies, the Bank has identified
two conditions for a security to be considered
listed on an active market, namely:

e the security must be fraded on a regu-
lated market or on an alternative stock
exchange: a listing on a regulated market,
therefore, is in itself neither a necessary nor
sufficient condition for an active market to
be considered as such;

e the price expressed by that market must
be "significant”, i.e. the result of regular
and effective fransactions between coun-
terparties who freely decide to buy and
sell and are not forced to do so by their
particular stress conditfions.

In the absence of an active market, for the pur-
poses of determining the fair value of securities,
all relevant market information that is in some
way available is considered, favouring, where
possible, the use of directly observable market
parameters such as:

e prices of recent transactions or market
confributions/listings  available at  the
valuation date, even if they relate to a
market considered inactive;
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e valuations provided by the issuer or by a
calculation agent or in any case by an ex-
ternal valuation service, even if, since
these are not prices resulting from actual
market transactions, they are considered
with particular caution and are subject to
verification by the Bank;

e mark to model type valuations, carried out
by discounting the expected future flows
of the security taking info account all
available information.

With regard to other financial instruments, i.e.
unlisted derivatives, the fair value corresponds to
the presumed replacement cost obtfained from
the price of listed derivative contracts with iden-
tical characteristics (by underlying, exercise price
and maturity) or by discounting future cash flows
(certain or estimated) at market rates recorded
by information circuits normally used internation-
ally and/or applying best practice valuation
models.

(d) Derecognition criteria

Financial assets held for trading are derecog-
nised when the confractual rights on the cash
flows arising from such assetfs expire or when the
financial assets are sold with the transfer of sub-
stantially all related risks and rewards.

Financial assets sold are derecognised even
when the bank retains the contractual right to
receive the cash flows deriving from them, but at
the same fime assumes the confractual obliga-
fion to pay the same flows to third parties.
Securities received as part of a transaction that
contractually envisages their subsequent sale
and securities delivered as part of a fransaction
that contractually envisages their repurchase are
not recorded in or written off the financial state-
menfs.

2 - Financial assets measured at fair value
through other comprehensive income

(a) Classification criteria
This category includes financial assets that simul-
taneously meet the following conditions:

e the financial asset is held according to a
business model whose objective s
achieved through the collection of con-
fractually envisaged cash flows and
through selling ("Hold to Collect and Sell"
business model);

e the contractual terms of the financial asset
envisage, on specific dates, cash flows
represented solely by payments of princi-
pal and interest on the amount of capital
to be repaid (so-called "SPPI test" passed).

This item also includes equity instruments, not
held for trading purposes, for which the option to
designate at fair value through other compre-
hensive income was exercised at the time of ini-
tial recognition.

Therefore, the following are included in this item

e debt securities that are part of a Hold to
Collect and Sell business model and that
have passed the SPPI test;

e equity stakes, which cannot be classified
as representing control, an affiliation, or
joint control and are not held for trading
purposes, for which the fair value through
other comprehensive income option was
chosen;

e |oans that are part of a Hold to Collect
and Sell business model and that have
passed the SPPI test.

Reclassifications to other categories of financial
assets are only possible if the entity changes its
business model for the management of financial
assefts. In these cases, which are expected to be
highly infrequent, financial assets may be reclas-
sified from the category 'measured at fair value
through profit and loss' to one of the other two
categories envisaged by IFRS ¢ (financial assets
measured af amortised cost or financial assets
measured at fair value through other compre-
hensive income). The transfer value is repre-
sented by the fair value at the time of reclassifi-
cation. If assets are reclassified from this category
to the amortised cost category, the cumulative
profit (loss) recorded in the valuation reserve is
adjusted to the fair value of the financial asset at
the reclassification date. In the case of reclassifi-
cation in the category of fair value through profit
and loss, the accrued profit (loss) previously re-
corded in the valuation reserve is reclassified
from shareholders' equity to profit (loss) for the
year.

(b) Recognition criteria

The initial recognition of debt and equity securi-
fies takes place on the "settlement date" and the
disbursement date for loans.

Financial instruments are recognised on inifial
recognition at fair value, which generally coin-
cides with their cost (purchase price) including
any fransaction costs or income directly attribut-
able to them.

(c) Measurement criteria

Subsequent to initial recognition, financial assets
are measured at fair value with the recognition in
the income statement of the remuneration of the
instrument calculated on the basis of the IRR
method, while changes in fair value are recog-
nised in a specific equity item (item 110 - Valuo-
tion reserve), contributing to comprehensive in-
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come (in item 140 - Financial assets other than
equity securities measured at fair value through
other comprehensive income), until the financial
asset is derecognised or an impairment loss is
recognised (in which case a loss is recognised in
item 130 - Net value adjustments/reversals for
credit risk); at the fime of disposal the cumulative
profit or loss is then reversed to the income
statement under item 100 b) - Income (loss) from
disposal or repurchase of financial assets meas-
ured at fair value through other comprehensive
income.

The equity instruments selected for classification
in this category are measured at fair value and
the amounts recognised as a confra-entry fo eg-
vity and contribute to comprehensive income
under item 20 - Equity securities measured at fair
value through other comprehensive income, and
must not be subsequently fransferred to the in-
come statement, even in the event of disposal
(in the event of disposal, cumulative profits and
losses are recognised under item 140 — Reserves).
The only component of these equity securities
that is recognised in the income statement is rep-
resented by the related dividends. Fair value is
determined on the basis of the criteria already
illustrated for Financial assets measured at fair
value through profit and loss.

Financial assefs measured at fair value through
other comprehensive income - both in the form
of debft securities and receivables - are subject
to verification of the significant increase in credit
risk (impairment) as required by IFRS 9, similar to
Financial assets measured at amortised cost, with
the consequent recognifion in the income
statement of a value adjustment to cover ex-
pected losses.

Allinstruments are classified into three classes:

e assefs with performance in line with ex-
pectatfions (stage 1 assigned on origino-
tion date);

e assets with performance significantly be-
low expectations (stage 2 - performing
which showed a deteriorafion in their
creditworthiness);

e non-performing assets (stage 3 or Non-
Performing).

The classification must be based on the credit-
worthiness of the counterparty. The creditworthi-
ness at the date the credit arises shall be com-
pared with the creditworthiness at the valuation
date. For assets in the first merit class, a valuation
process must be applied to expected losses over
a 12-month fime period. For assets in classes two
and three, the valuation process must be ap-
plied throughout the life of the instrument. The
process for stages 1 and 2 is generic while if is
analytical for NP positions (stage 3). Equity securi-
fies are not subject to the impairment test.

(d) Derecognition criteria

Financial assets are derecognised when the con-
fractual rights on the cash flows arising from such
assets expire or when the financial assets are sold
with the transfer of substantially all related risks
and rewards. The economic result of the sale of
financial assets is charged to the income state-
ment except for equity instruments.

3 - Financial assets measured at amortised
cost

(a) Classification criteria
This category includes financial assets that meet
both of the following conditions:

e the financial asset is held according to a
business model whose objective s
achieved through the collection of con-
fractually envisaged cash flows ("Hold to
Collect" business model);

e the contractual terms of the financial asset
envisage, on specific dates, cash flows
represented solely by payments of princi-
pal and interest on the amount of capital
to be repaid (so-called "SPPI test" passed).

The following are included in this item once the
two requirements set out above have been met:
e |oans and advances to banks in various
technical forms;
e |oans and advances to customers in vari-
ous technical forms;
e debft securifies.

This category also includes operating receivables
connected with the provision of financial services
and activifies.

Reclassifications to other categories of financial
assets are only possible if the entity changes its
business model for the management of financial
assefs. In these cases, which are expected to be
highly infrequent, financial assets may be reclas-
sified from the category 'measured at amortised
cost' to one of the other two categories envis-
aged by IFRS 9 (Financial assefts measured at fair
value through profit and loss or Financial assets
measured at fair value through other compre-
hensive income). The transfer value is repre-
senfed by the fair value at the time of reclassifi-
cation. In the event of reclassification from the
category in question to fair value through profit
and loss, the cumulative profit (loss) will be rec-
ognised in the income statement. If, instead, as-
sets are reclassified to the fair value through
other comprehensive income category, the cu-
mulative profit (loss) will be recognised in share-
holders' equity under the appropriate valuation
reserve.
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(b) Recognition criteria

Receivables are initially recognised at the dis-
bursement date or, in the case of a debt secu-
rity, at the settlement date, on the basis of the
fair value of the financial instrument, which is
equal to the amount disbursed, or subscription
price, including costfs or revenues directly aftrib-
utable fo the instrument and determinable from
inception, even if paid at a later date. All
charges that are reimbursed by the debtor coun-
terparty or that are attributable fo internal ad-
ministrative costs are excluded. In the case of
credit transactions concluded at conditions
other than market conditions, the fair value is de-
termined using specific valuation techniques; the
difference with respect to the amount disbursed
or the subscription price is charged directly to
the income statement.

(c) Measurement criteria

Subsequent to their inifial recognition, "Financial
assefs held to maturity" are measured at amor-
fised cost, using the effective interest rate
method. The result of the application of this
method is posted through profit and loss under
item 10. Inferest income and similar revenues.
Profits or losses relative to these assets are posted
to the income statement when the assets are de-
recognised or impaired.

When preparing the financial statements or in-
terim reports, positions in this category are sub-
ject to impairment, with the value adjustments
identified recorded in the income statement.
All'instruments are classified into three classes:

e assefs with performance in line with ex-
pectatfions (stage 1 assigned on origino-
tion date);

e assets with performance significantly be-
low expectations (stage 2 - performing
which showed a deterioration in their
creditworthiness);

e non-performing assets (stage 3 or Non-
Performing).

The classification must be based on the credit-
worthiness of the counterparty. The creditworthi-
ness at the date the credit arises shall be com-
pared with the creditworthiness at the valuation
date. For assefts in the first merit class, a valuation
process must be applied to expected losses over
a 12-month time period. For assets in classes two
and three, the valuation process must be ap-
plied throughout the life of the instrument. The
process for stages 1 and 2 is generic while if is
analyfical for NP positions (stage 3). If the finan-
cial assets in question are performing (stages 1
and 2), they are subjected fo an assessment,
aimed atf defining the value adjustments to be
recorded in the financial statements, at the level
of individual credit relationships (or "securities

franches"), on the basis of the risk parameters
represented by probability of default (PD), loss
given default (LGD) and exposure at default
(EAD). The valuation also takes into account the
guarantees received in place.

Loans and securities for which no objective evi-
dence of loss has been individually identified fall
within the so-called "performing loans" (perform-
ing positions) and are subject to collective valua-
fion.

The valuation model for the generic fund is es-

tablished on the basis of the following formula:

ECL =EAD x PD x LGD

where:

ECL = Expected Credit Loss EAD = Exposure at

Default PD = Probability of Default LGD = Loss

given Default

Collective write-downs of securities and loans are

therefore calculated according to the following

principles:

e at each reporting date, if the credit risk of
a financial instrument has not significantly
increased with respect to the date of dis-
bursement or purchase (stage 1), the ex-
pected loss for that financial instrument
should be measured as the amount of ex-
pected losses in the following 12 months;
e at each reporting date, if the credit risk of

a financial instrument has significantly in-
creased with respect to the date of dis-
bursement or purchase (stage 2), the ex-
pected loss for that financial instrument is
measured as the amount of expected
losses over the remaining life of the instru-
ment (lifefime).

For the purposes of staging financial assets, each
asset is classified at the origination date in "stage
1" and subsequently:

e with regard to securities, the deterioration
of three notches on the rating aftributed
to the instrument itself by external rating
agencies, together with a final speculative
grade rating, is considered evidence of a
significant increase in credit risk, and
therefore a move to "stage 2" for the secu-
rity;

e with regard to loans, the deterioration of
three notches on the internal rating as-
signed to the position is considered evi-
dence of a significant increase in credit
risk. In this regard, it is considered that, in
relation to loans, the credit risk of an in-
strument may not be considered signifi-
cantly increased if, at the measurement
date, the credit risk of the instrument itself
is considered low on the basis of the as-
sessments made by the Credit Committee.
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The PDs used are estimated starting from the
construction of Pit (Point in time) migration matri-
ces from historical databases on which future
PDs are built based on simulations of different
macroeconomic scenarios. Finally, PD averages
weighted by the probability of occurrence of the
scenarios are calculated.

The LGDs used are estimated by models that
make them Point in Time and forward looking
and can be adjusted based on the guarantees
received.

An exception is made for tfrade receivables, for
which the simplified approach provided for by
the standard is applied, according to which the
credit classification takes place directly in stage
2 (therefore no staging activities are envisaged
with reference to performing loans), and the
calculation of the Expected Credit Loss (ECL) life-
fime on the basis of a provision matrix mecha-
nism linked to each individual loan relationship,
depending on the status of the fiduciary man-
date (the ECL varies depending on whether the
customer relationship is sfill active or terminated)
and the seniority of the loan (the ECL is increased
on loans exceeding certain seniority thresholds).
For the classification of non-performing exposures
info the various risk categories (bad loans,
unlikely to pay, non-performing past-due and/or
overdrawn exposures), Banca Profilo refers to the
relevant regulations issued by the Bank of Italy.
Non-performing loans are subject to an analyti-
cal valuation process regardless of the amounts
involved. The amount of the value adjustment to
be made to each loan is equal to the difference
between its book value at the fime of measure-
ment (amorfised cost) and the present value of
expected future cash flows, calculated by apply-
ing the original effective interest rate. The envis-
aged cash flows take info account the expected
recovery, estimated recovery times and esti-
mated realisable value of any guarantees. Cash
flows relative to loans that are expected to be
repaid in the short term are not discounted. The
original effective rate of each loan is unvaried
over time, even if there has been a restructuring
of the agreement which has led to a change in
the contractual rate and even if the loan be-
comes, in practice, contfractually non-interest-
bearing. Impairment losses are posted to the in-
come statement under this item.

(d) Derecognition criteria

Financial assets measured at amortised cost are
derecognised when the contractual rights on the
cash flows arising from such assets expire or when
the financial assets are sold with the transfer of
substantially all related risks and rewards.

For all positions classified as bad loans, the Bank
assesses whether it is appropriate to continue to
maintain the bad loan as the out-of-court or le-

gal actions underway allow a reasonable expec-
tation of recovery, even partial, or whether it is
appropriate to proceed with a total or partial
write-off or derecognition, respectively, by virtue
of the conclusion of the recovery process or the
circumstance that there is no reasonable pros-
pect of recovery.

A write-off, in accordance with IFRS 9, is the re-
duction of the gross book value of the loan result-
ing from the acknowledgement that there are
no reasonable expectations of its recovery for
amounts exceeding those considered collect-
able or already collected.

It does not imply a waiver by the bank of its legal
right to recover the loan and must be effected if
all the information available indicates that the
debtor is unable to repay all or part of the
amount of the debt.

The criteria that the Bank has idenfified in order
to determine whether a position is among those
to be assessed for the purposes of a possible
write-off depend on the possible presence of
bankruptcy proceedings, the levels of coverage
and the seniority of the position in the bad loan
status.

4 - Hedging transactions

Banca Profilo avails itself of the possibility, pro-
vided for by IFRS 9, to continue fo fully apply the
provisions of IAS 39 on hedge accounting.
Hedging fransactions are defined as the desig-
nation of a financial instrument capable of neu-
fralising, in whole or in part, the profit or loss (re-
lated to market risks, such as interest rate risk, ex-
change rate risk or price risk, or the issuer's credit
risk) deriving from a change in the fair value or
cash flows of the hedged instrument. The hedg-
ing intent must be formally defined, not retroac-
five and be consistent with the risk hedging strat-
egy sef out by the Bank's Management. At each
balance sheet and mid-year reporting date, it is
required to verify that the hedge implemented
through the use of the derivative instrument is
highly effective in offsetting changes in fair value
or expected cash flows of the hedged item; this
verification must be prospective and retrospec-
five.
Initial recognition of hedging derivatives takes
place on the "trade date", based on their fair
value on that date.
The accounting of derivatives as hedging instru-
ments is permitted by IAS 39 only under specific
conditions, i.e. when the hedging relationship is:

e clearly defined and documented;

e measurable;

e currently effective.
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The coverage relationship ceases when
e the derivative expires, is sold, terminated
or exercised;
e the hedged item is sold, expires, or is re-
paid;
e it is no longer highly likely that the hedged
future transaction will occur.

The fair value of the derivative financial instru-
ments designated as hedging is recognised un-
der item 50 - Hedging derivatives under assets if
the fair value of the derivative is positive, while if
the fair value of the hedging instrument is nega-
five it is recognised under item 40 - Hedging de-
rivatives under liabilities.

IAS 39 recognises three types of hedging:

e hedging of the fair value of an asset or li-
ability already recorded in the financial
statements; in this case the profit or loss
deriving from changes in the fair value of
the hedging instrument is immediately re-
flected in the income statement, as are
the profits or losses from the valuation of
the hedged instrument;

e cash flow hedging; in this case the effec-
five porfion of the profit or loss on the
hedging instrument is initially recognised in
shareholders' equity (recognising it in the
income statement as the hedged instru-
ment reflects the related flows in the in-
come statement); the ineffective portion
of the profit or loss on the hedging instru-
ment is instead recognised directly in the
income statement;

e hedging of a net investment in a foreign
entity; the accounting is the same as for
cash flow hedging transactions.

5 - Equity investments

(a) Classification criteria

This item includes investments held in subsidiaries,
jointly controlled companies, associates or com-
panies subject to significant influence.

A subsidiary is defined as the company in which
the investor owns directly or indirectly, through its
subsidiaries, more than half of the voting rights
(51%). Control also exists when the investor owns
half, or a smaller portion, of the votes exercisable
at the shareholders' meeting if it has:

e control of more than half of the voting
rights by virtue of an agreement with other
investors;

e the power to determine the financial and
operating policies of the investee com-
pany by virtue of a statutory clause or a
contract;

e the power to appoint or remove the ma-
jority of the members of the Board of Di-

rectors or equivalent Corporate Govern-
ance Body, and control of the investee
company is held by that Board or Body.

A jointly controlled company is defined as a
company for which contractual, shareholder or
other agreements are in place for the joint man-
agement of the business and the appointment of
directors.

An associate is defined as a company in which
at least 20% of the voting rights are held or over
which the investor exercises significant influence,
also due to particular legal ties, such as partfici-
pation in shareholders' agreements; significant
influence is the power to participate in determin-
ing the financial and operating policies of the
investee without having control or joint conftrol.

(b) and (c) Recognition and measurement criteria
Investments in associates or joinfly controlled
companies are recorded at purchase cost plus
any additional charges.

If evidence emerges of a reduction in the value
of an equity investment, it is necessary to com-
pare the book value of the equity investment
with its recoverable value, determined by refer-
ence to ifs value in use. The value in use is in furn
determined by means of valuation models; if it is
not possible to collect sufficient information for
the definition of the value in use through the ap-
plication of appropriate valuation methodolo-
gies, the value in use is considered fo be the
value of the company's shareholders' equity.

If it emerges that the recoverable value is lower
than the book value, the related difference is
recognised in the income statement under item
"220. Gains (losses) on equity investments". If the
reasons for the value adjustment no longer ap-
ply, the related reversals are charged to the
same income statement item.

Equity investments considered as "strategic in-
vestments", which do not fall under the above
definitions and are different from those that may
be recorded under item "110. Non-current assefs
and disposal groups held for sale" are classified
as assets designated at fair value through other
comprehensive income and freated accord-

ingly.

(d) Derecognition criteria

Equity investments are derecognised when the
confractual rights on the cash flows arising from
them expire or when the investments are sold
with the substantial transfer of all risks and re-
wards of ownership.
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6 - Property, plant and equipment

(a) Classification criteria

These are property, plant and equipment (tech-
nical plant, furniture, furnishings and equipment
of all kinds) used in the business and which are
expected to be used for more than one period.
Property, plant and equipment include the costs
of leasehold improvements; when these costs
can be separated from the assets themselves
and if they do not have independent functional-
ity and usability but future benefits are expected
from them, they are recorded under "other as-
sets" and are depreciated over the shortest pe-
riod between the expected useful life of the im-
provement and the residual lease term.

As from 1 January 2019, the item also includes a)
rights of use acquired by the lessee through lease
confracts and relating to the use of a fangible
asset, b) assets granted under operating leases
by the lessor and c¢) improvements and incre-
mental expenses incurred on owned assefs or
rights to use property, plant and equipment relat-
ing fo lease contracts.

(b) Recognition criteria

Property, plant and equipment are recorded at
cost, including any additional charges directly
aftributable to the purchase and start-up of the
asset. Non-recurring expendifures for mainte-
nance which involve an increase in future eco-
nomic benefits are booked as an increase in the
value of the assets, while expenses for ordinary
maintenance are booked to the income state-
ment. Property, plant and equipment, including
rights of use acquired through lease confracts,
are recognised only when future economic
benefits associated with the asset acquired are
identified, as well as when the cost of the asset
acquired can be reliably determined.

The rights of use acquired through lease con-
fracts arise from the lessee's commitment to pay
a fee for a certain period of fime for the use of a
tangible asset. The right of use is recorded in the
Balance Sheet on the date on which the lease
confract commences, i.e. on the date on which
the lessee can exercise the right of use. The book
value of the right of use is determined consider-
ing the sum of the financial liability for the lease,
the initial direct costs as well as any costs that the
lessee will have to incur to restore the leased as-
set. At the same time, financial liabilities meas-
ured at amortised cost will include a financial li-
ability arising from the signing of the lease con-
fract, calculated as the present value of the
payments to which the lessee has committed,
discounted at the interest rate implicit in the con-
fract or at the lessee's incremental borrowing
rate.

For the purpose of recording the right of use de-
riving from a lease contract, components not di-
rectly related to the lease, such as, for example,
ancillary services provided by the lessor, must be
separated and recognised in the income state-
ment in the financial year in which they are ac-
crued. The lessee is exempt from the recognition
of the right of use deriving from a lease confract
if the confract is short-term (with a residual ferm
of 12 months or less) and does not provide for an
option to purchase the asset by the lessee, and if
the asset covered by the contract is of low value.
When registering the right of use, an assessment
is made of the expected duration of the con-
fract, also taking info account the presence of
extension options and termination options, as
well as the relative probability of their exercise.

(c) Measurement criteria and revenue recogni-
tion criteria

Property, plant and equipment are valued at
cost less accumulated depreciation and any
impairment losses in accordance with IAS 16. The
same criterion is also adopted for investment
property, having opted for the option of valua-
fion after cost.

Property, plant and equipment are systematically
depreciated over their useful life, understood as
the period of time over which the asset is ex-
pected to be usable by the company, using the
straight-line method. Works of art are not subject
to depreciation as their value is generally ex-
pected to increase with the passage of fime.

In view of the fact that property, plant and
equipment may include components with differ-
ent useful lives, land, whether separate or in-
cluded in the value of the building, is not subject
to depreciation as a fixed asset with an indefinite
useful life.

At the end of each financial year or interim pe-
riod, in the presence of situations that indicate
the existence of lasting impairment losses, the re-
coverable value of the assetf, which corresponds
to the greater of its value in use (current value of
the economic functions of the asset) and its ex-
change value (presumed disposal value net of
fransaction costs), is compared with its book
value net of depreciation. Any adjustments are
posted to the income statement under item 180
"Net value adjustments/reversals on property,
plant and equipment". Where the reasons for im-
pairment cease to exist, a reversal is made,
which may not exceed the value that the asset
would have had, net of depreciation in the ab-
sence of previous impairment losses.

With reference to the rights of use resulting from
the application of IFRS 16, during the term of the
contract from which the right of use originates, it
is necessary to restate the liability recorded on
the liabilities side of the balance sheet if there
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are changes in the payments due for the con-
fract; in return, the book value of the right of use
will be modified by the amount equal to the re-
statement of the liability.

(d) Derecognition criteria

Property, plant and equipment is derecognised
from the balance sheet upon disposal, or when
the asset is permanently removed from use, and
no future economic benefits are expected from
its disposal. Gains and losses deriving from the
disposal or sale of property, plant and equip-
ment are calculated as the difference between
the net sale price and the book value of the as-
set and are recorded in the income statement
on the same date in which they are eliminated
from the accounts.

As far as the right of use deriving from lease con-
fracts is concerned, it is derecognised from the
Balance Sheet at the end of the contract.

7 - Intangible assets

(a) Classification criteria
IAS 38 defines intangible assets as non-monetary
assefs, without physical substance but identifi-
able, used in the performance of the company's
business and with a long-term duration. The
characteristics necessary to meet the definition
of infangible assets are:

e identifiability

e confrol of the resource in question

e existence of future economic benefits.

In the absence of one of the aforementioned
characteristics, the expenditure to acquire or
generate the same internally is recognised as a
cost in the year in which it is incurred. Intangible
assets include software for long-ferm use and
goodwill.

Goodwill is classified under intangible assefs.
Goodwill represents the positive difference be-
tween the purchase cost and the fair value of
assets and liabilities acquired as part of business
combinations.

(b) Recognition criteria

Intangible assets are recorded at purchase cost
including any additional charges and increased
by subsequent expenses incurred to increase
their initial economic functionality.

(c) Measurement criteria

Intangible assets of limited duration are valued
at cost net of amortisation, recorded under item
190 "Net value adjustments/reversals on intangi-
ble assets", as governed by IAS 38.

At the end of each financial year or interim pe-
riod, in the presence of situations indicating the

existence of lasting impairment losses, the recov-
erable value of the asset is estimated, with the
difference between the book value of the asset
and its recoverable value recognised in the in-
come statement under item 190 "Net value ad-
justments/reversals on intangible assets".
Infangible assets with an indefinite useful life,
such as goodwill, are not amortfised but sub-
jected to an impairment test at least once a
year, even if no indication of significant impair-
ment has been found.

With the exception of goodwill, for which the im-
pairment losses found can no longer be rein-
stated in subsequent years, the other intangible
assets previously written down may be reversed,
but the new book value may not exceed the net
book value that would have been determined at
the same date in the absence of impairment in
previous years.

(d) Derecognition criteria

Infangible assets are derecognised following dis-
posals or when they have exhausted their full
economic functionality and no future economic
benefits are expected.

Intangible assets - Goodwill

(a) Classification criteria

Goodwill included in intangible assets, recog-
nised in accordance with the criteria established
by IFRS 3, represents the positive difference be-
tween the purchase cost and the fair value, at
the same date, of the assets and liabilities ac-
quired as part of business combinations.

(b) and (c) Recognition and measurement criteria
An intangible asset can be recorded as goodwill
when the positive difference between the fair
value of the assets acquired and the purchase
cost of the equity investment (including addi-
fional charges) is representative of the future in-
come generatfing capacity of the equity invest-
ment (goodwill). If the difference proves to be
negative (badwilll or in the event that the
goodwill is not justified by the equity investment's
future income capacity, said difference is rec-
ognised directly in the income statement.

Every year (or whenever there is evidence of im-
pairment) a test is carried out to verify the ade-
quacy of the value of goodwill (impairment test).
To this end, the cash generating unit to which
goodwill is allocated is identified, known as CGU,
which represents the minimum level at which
goodwill is monitored in accordance with the
business model adopted.

The amount of the impairment loss is determined
by the difference between the book value of
goodwill and its recoverable value, if lower. This
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recoverable value is equal to the higher of the
fair value of the cash generating unit, net of any
selling costs, and its value in use. The resulting
value adjustments are posted to the income
statement under item 240 "Value adjustments to
goodwill". These impairment losses can no longer
be reversed in subsequent years.

(d) Derecognition criteria

Infangible assetfs are derecognised from the bal-
ance sheet upon disposal or when no future
economic benefits are expected.

8 - Non-current assets and disposal groups
held for sale

Banca Profilo does not hold assets classified as
non-current assefs and disposal groups held for
sale or liabilities associated with assets held for
sale, nor does it hold equity interests classifiable
under this item, which meet the criteria set out in
IFRS 5.

9 - Current and deferred taxes

Current taxes are deftermined by applying the
tax rates and tax regulations in force and, to the
extent that they have not been paid, are recog-
nised as a liability. Income taxes are posted to
the income statement, excluding those relating
fo items directly credited or charged fo share-
holders' equity. Income tax provisions are deter-
mined on the basis of a prudential forecast of
current tfax expense, deferred tax assefs and li-
abilifies.

With regard to deferred faxation, the balance
sheet liability method was adopted. In particular,
prepaid and deferred taxes are calculated on
the basis of temporary differences — without time
limits — between the value attributed to an asset
or liability according to statutory criteria and the
corresponding value adopted for tax purposes.
Deferred tax assefs are recognised in the finan-
cial statements to the extent that there is a likeli-
hood of their recovery, assessed on the basis of
the Bank's ability to continuously generate posi-
five taxable income. They are recorded under
item 100 b) of the assets. Deferred tax liabilities
are recorded under item 60 b) of liabilities and
represent the fax charge corresponding to all
taxable temporary differences existing at the
end of the year.

Deferred tax assefs and deferred tax liabilities are
constantly monitored and are recognised at the
tax rates that are expected to apply in the year
in which the tax asset will be realised or the fax
liability settled, based on the tax rates and tax
regulations in force. The balancing entry for ac-

counting assets and liabilities, both current and
deferred, generally consists of the income state-
ment under item 270 "Tax on income for the year
from continuing operations".

In addition, the tax reserve is adjusted to cover
the charges which might result from any already
noftified tax assessments or litigation pending with
the tax authorities.

Banca Profilo has joined the so-called "national
tax consolidation" scheme provided for by arti-
cles 117-129 of the T.U.LR. (Italian consolidated
tax act), of which Arepo BP Spa is the consolidat-
ing company as the parent company. With the
exercise of the opftion, the total net income or
tax loss of each company participating in the tax
consolidation, together with withholdings, de-
ductions and tax credits, are fransferred to the
parent company, producing a single taxable in-
come or a single loss that can be carried forward
for IRES purposes, resulting from the algebraic
sum of ifs own income or losses and those of the
participating subsidiaries and, consequently, a
single tax debit/credit.

10 - Provisions for risks and charges

Commitments and guarantees issued

Sub-item a) commitments and guarantees issued
includes provisions for credit risk recognised
against commitments to disburse funds and
guarantees issued, which fall within the scope of
application of the rules on impairment pursuant
fo IFRS 9. For these cases, in principle, the same
allocation methods are adopted between the
three stages (credit risk stages) and calculation
of the expected loss shown with reference to fi-
nancial assets measured at amortised cost or
measured at fair value through other compre-
hensive income.

Pension and similar obligations

The provisions for risks and charges referred to in
liability item 100 b) include pensions funds, i.e.
provisions for employee benefits to be paid out
after the end of the employment relationship,
which are linked to company agreements and
qualify as defined benefit plans. A defined bene-
fit plan provides certain benefits linked to factors
such as the beneficiary's age, years of service
and the remuneration policies adopted by the
company. As a result, the company bears the
actuarial and investment risk. The obligations in-
cumbent on the company are determined by
discounting future payments in proportion to the
variables previously stated (age, years of service
rendered) in addition to other actuarial variables
such as life expectancy and seniority at the time
of termination of employment, and consequently
accounted for in accordance with IAS 19 Re-
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vised: actuarial gains and losses arising from the
measurement of defined benefit liabilities are re-
corded as a contfra-entry to shareholders' equity
under item "110. Valuation reserves" and shown in
the Statement of comprehensive income.

Other provisions

Sub-item c) other provisions for risks and charges
include provisions made for legal or employment
obligations or for disputes, including those fax-
related, arising from a past event for which it is
probable that economic resources will be re-
quired to fulfil the obligations, provided that a
reliable estimate can be made of the amount
involved. Provisions are determined in order to
represent the best estimate of the expenditure
required to meet obligations. In determining the
estimate, the risks and uncertainties relating to
the facts and circumstances under consideration
are taken info account.

11 - Financial liabilities measured at amor-
tised cost

(a) Classification criteria

The liabilities included here are Deposits from
banks and Deposits from customers; they consist
of the various financial instruments through which
the Bank realises inferbank and customer fund-
ing, net of any amounts repurchased.

Interest expenses are recorded in the income
statement under item 20 "Interest expenses and
similar charges".

(b) Recognition criteria

The liabilities in question are recorded upon re-
ceipt of the amounts collected or, in the case of
debt securifies, at the time of issue or at the time
of a new placement, or cancelled, even in the
case of repurchase, on the "settlement date"
principle and cannot be transferred to the port-
folio of liabilities held for frading. The initial rec-
ognifion is carried out on the basis of fair value,
normally equal to the amount collected or issue
price, adjusted for any costs and revenues di-
rectly atfributable to the various collection or is-
sue fransactions. Infernal administrative costs are
excluded. The fair value of any financial liabilities
issued aft less than market conditions is estimated
and the difference with respect to the market
value is booked directly to the income state-
ment. Structured securities are separated into
their constfituent elements, which are recorded
separately, when the derivative components im-
plicit in them have an economic nature and risks
different from those of the underlying securities
and can be configured as autonomous deriva-
tive instfruments.

(c) Measurement criteria

After initial recognition, the valuations of financial
liabilities are based on the principle of amortised
cost using the effective interest rate method,
with the exception of short-term liabilities where
the time factor is negligible, which remain rec-
ognised at the value collected and any cosfs
charged to the income statement on a straight-
line basis over the contractual duration of the li-
abilities.

(d) Derecognition criteria

Financial liabilities are derecognised upon matur-
ity or extinction. Derecognition also occurs when
previously issued securities are repurchased; the
difference between the book value of the liabili-
ties and the amount paid to purchase them is
recorded in the income statement. 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 frading derivatives with a
negative fair value, including implicit derivatives
present in structured financial instruments and
separated from them for accounting purposes.
Also included are any "technical overdrafts" aris-
ing from trading in securifies.

(b) Recognition criteria

Derivatives are recognised on the "trade date"
while fransactions in securities are recognised on
the "seftlement date".

Financial liabilities held for trading are inifially re-
corded af fair value, i.e. at purchase price.

(c) Measurement criteria

Subsequent fo inifial recognition, financial liabili-
fies held for tfrading are measured at fair value
determined in the manner described in the sec-
tion on "Financial assets measured at fair value
through profit and loss". Financial instruments for
which it is not possible to determine the fair value
reliably in accordance with the above, are kept
at cost. The results of measurement and frading
are recorded in the income statement under
item 80 "Net profit (loss) from trading".

(d) Derecognition criteria

Financial liabilities held for trading are derecog-
nised when the contfractual rights to the cash
flows deriving from the liabilities expire or when
the financial insfruments are sold.
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13 - Financial liabilities designated
at fair value

Banca Profilo currently has no liabilities classifi-
able under this item.

14 - Foreign currency transactions

(a) and (b) Classification and

initial recognition criteria

Foreign currency transactions are represented by
all assets and liabilities denominated in curren-
cies other than the euro, which is the functional
currency used by Banca Profilo corresponding to
that of the economic environment in which it
operates. They are initially recognised in the cur-
rency of account using the spot foreign-
exchange rates on the date of each transaction.

(c) Measurement criteria
At the end of each financial year or interim pe-
riod, financial statement items in foreign currency
are measured as follows:

e monetfary items are converted using the
exchange rate on the closing date;

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

e non-monetary items that are measured at
fair value are converted at the exchange
rate on the closing date.

The exchange rate differences resulting from set-
tflement of monetary items or from the conversion
of monetary items at rates other than the initial
conversion rates, or at the conversion rates of the
prior financial statements, are recorded in the
income statement under item 80 "Net profit (loss)
from trading".

Exchange rate differences relating to items for
which measurements are recognised in share-
holders' equity, for example Financial assets
measured at fair value through other compre-
hensive income, are recognised in the income
statement.

When a profit or a loss on a non-monetary ele-
ment is recognised in shareholders' equity, the
exchange rate difference in relation to said ele-
ment is also posted to shareholders' equity. Con-
versely, when a profit or loss is recognised in the
income statement, the relative exchange rate
difference is also recognised there.

15 - Other information
Employee severance indemnity

On the basis of the new rules governing em-
ployee severance indemnity, infroduced by the

Legislative Decree of 5 December 2005, the em-
ployee severance indemnity, referred to under
item 110 of liabilities as regards the amounts ac-
crued up to 31 December 2006, is configured as
a defined benefit plan and is therefore subject to
actuarial valuation using the Projected Unit
Credit Method (PUCM), which provides for the
projection of future disbursements on the basis of
historical, statistical and probabilistic analyses as
well as the adoption of appropriate demo-
graphic technical bases; the financial discount-
ing of flows is also based on a market interest
rate. This actuarial calculation is carried out by
independent actuaries.

The costs for the plan are recorded among per-
sonnel expenses item 160 "Administrative ex-
penses; a) personnel expenses' as the net
amount of contributions paid, confributions of
prior periods not yet recorded, accrued interest,
expected revenues from the assets of the plan.
Actuarial gains and losses, as required by IAS 19,
are recognised in a valuation reserve.

Treasury shares

Any freasury shares held by the company are re-
corded under item 170 "Treasury shares", de-
ducted from shareholders' equity.

Gains or losses resulting from the purchase, sale,
issue or cancellation of freasury shares are not
recorded in the income statement, but are re-
corded in shareholders' equity under item 140
"Reserves".

Costs and revenues

Costs are recorded in the accounts at the fime
they are incurred. Costs directly aftributable to
financial insfruments valued at amortised cost
and determinable from the outset, regardless of
when they are settled, are charged to the in-
come statement by applying the effective inter-
est rate, for a definition of which reference
should be made to "Financial assets measured at
amortised cost".

Revenues, in compliance with IFRS 15, derive
from contractual obligations with customers and
are recognised in the financial statements only if
all of the following criteria are met simultane-
ously:

e the parties to the contract have approved
the contract and are committed to fulfill-
ing the relative obligations;

e the entity can identfify the rights of each of
the parties as regards the goods or ser-
vices to be transferred;

e the enfity can idenftify the payment terms
of the goods or services to be fransferred;

e the confract has commercial substance
(risk, timescale or amount of future cash
flows of the entity are destined to change
after the contract);
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e the entity is likely to receive the considerao-
fion to which it is entitled in exchange for
the goods or services that will be trans-
ferred to the customer. In evaluating the
likelihood of receiving the amount of the
consideration, the entity must only take
account of the customer's intenfion and
capacity to pay the amount of the con-
sideration when due.

If the consideration is variable, the amount of the
consideration fo which the enfity will be enfitled
may be recognised if it can be reliably estimated
and it is highly probable that the consideration
will not be reversed in subsequent periods.

The consideration for the contract, the collection
of which as mentioned above must be probable,
is allocated to the individual obligations arising
from the same. If a contract with customers pro-
vides for the provision of a package of services
to the customer against a fotal annual fee, these
services constitute different "performance obliga-
fions" for the purposes of recording the consid-
eratfion in the financial statements, among which
the Bank allocates the price of the fransaction
on the basis of the relevant separate sale price.
Revenues are recognised over time, depending
on the fiming of fulfilment of the obligations, ei-
ther in a lump sum or alternatively over the dura-
fion of the period for fulfilment of the various ob-
ligations.

With reference to revenues from financial assefts,
the following should be noted:

e Interest is recognised according to a time
criterion that considers the actual yield of
the asset. Negative income components
accrued on financial assets are recorded
under ‘Interest expenses and similar
charges"; positive income components
accrued on financial liabilities are re-
corded under "Interest income and similar
revenues".

e Inferest on arrears is posted to item "10. In-
terest income and similar revenues"”, exclu-
sively at the moment it is actually col-
lected.

e Dividends are accounted for when the
right of shareholders to receive the pay-
ment arises.

e Costs or revenues deriving from the buy-
ing/selling of financial instruments, deter-
mined by the difference between the
consideratfion paid or collected of the
fransaction and the fair value of the in-
sfrument are booked to the income
statement at the fime of recognition of the
financial instrument solely where the fair
value is determined:

o by making reference to current and
observable market transactions regard-
ing the same instrument;

o through valuation techniques that use,
as variables, solely data deriving from
observable markets.

Employee stock option plans

The stock option plans are divided into two types,
with different accounting methods depending
on the characteristics of the plan:

e equity settled: these are plans in which the
beneficiary is granted the right to pur-
chase shares in the company at a fixed
price if specific conditions are mef. In such
cases, the fair value of the option, deter-
mined at the time it is granted, is recog-
nised as a cost in the income statement
over the life of the plan, with a contro-
entry increase in equity reserves;

e cash setftled: these are plans in which the
beneficiary directly receives the monetary
value of the benefit deriving from the
theoretical exercise of the stock opfion.
The fair value of the option, determined at
the fime it is granted, is recognised as a
cost in the income statement over the life
of the plan, with a contra-entry payable in
the balance sheet. The relative entitled
amounts of the total cost are recalculated
at each reporting date on the basis of the
fair value recognition adjustment which,
when due, is equivalent to the payment to
be made to the employee.

A.3 - DISCLOSURE ON TRANSFERS BETWEEN
PORTFOLIOS OF FINANCIAL ASSETS

A.3.1 Reclassified financial assets: change in
business model, book value and interest income
Banca Profilo has not changed its "business
model" relating to the management of financial
instruments, defined on first-time adoption of IFRS
9. No reclassifications were carried out among
financial assets during the year.

A.3.2 Reclassified financial assets: change in
business model, fair value and effects on com-
prehensive income

Banca Profilo has not changed its "business
model" relating to the management of financial
instruments, defined on first-time adoption of IFRS
9. No reclassifications were carried out among
financial assets during the year.

A.3.3 Reclassified financial assets: change in
business model and effective interest rate

Banca Profilo has not changed its "business
model" relating to the management of financial
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instruments, defined on first-time adoption of IFRS
9. No reclassifications were carried out among
financial assets during the year.

A.4 - Information on fair value

QUALITATIVE INFORMATION

A.4.1 - Fair value level 2 and 3: measurement
techniques and inputs used

If a financial insfrument cannot be listed on an
active market, Risk Management determines ifs
fair value by applying a measurement tech-
nique. For this purpose, all relevant market infor-
mation available in any way shall be taken info
account.

As part of the process of determining the fair
value of a security not traded in an active mar-
ket, the following measurement techniques are
commonly applied:

e prices of recent transactions or market
confributions/listings  available at  the
valuation date, even if they relate to a
market considered inactive;

e measurements provided by the issuer or by
a calculation agent or in any case by an
external evaluation service in the specific
manner described below;

e mark-fo-model measurements, i.e. ob-
fained using a pricing model appropriate
for the type of financial instrument to be
valued, fed by market data relevant to
the valuation.

When calculating the fair value of a financial in-
stfrument not listed on an active market, first of alll
the existence of recent fransactions on the same
or a similar financial insfrument (by issuer, dura-
fion and degree of subordination) shall be veri-
fied. Appropriate adjustments are made o the
price of these fransactions in order to determine
their fair value:

e fime differences between the observed
fransaction day and the measurement
day: adjustments shall take account of
movements in market factors that have
occurred in the meantime (e.g. move-
ments in interest rate curves) or changes in
factors specific to the financial instrument
being measured (e.g. downgrading of the
issuer of a security);

e differences between the instrument being
measured and the similar instrument on
which the fransaction was recorded: the
adjustments take into account the differ-
ent duration of the two instruments or the
greater complexity of one compared to
the other (which may lead market partici-

pants to request a higher liquidity premium
on one instrument compared to the other,
especidlly in particular market conditions).

The measurements provided by the issuer or by a
calculation agent or external valuation service,
since they are not prices resulting from actual
market transactions, are considered with particu-
lar caution and subject to consistency checks by
the Bank, based on available market informa-
fion.

The most commonly used measurement models
are the so-called discounted cash flow models.
There are two different methodologies in this re-
gard: a) calculation of confractual cash flows
and subsequent discount with a market return
consistent with the riskiness of the financial in-
strument; b) calculation of cash flows already
weighted for the probability of survival of the
counterparty (so-called non-default probability)
and subsequent discount on the basis of a free
risk rate of return. The factors that are taken into
account in determining the risk-adjusted rate of
return or the probability of survival of the coun-
terparty are as follows:
e the maturity date of the expected cash
flows;
e any uncertainty regarding the amount or
maturity of cash flows;
e the credit risk;
e fhe liquidity of the instrument;
e the reference currency in which payments
are to be made.

With particular reference to credit risk, the
spreads recorded on listed securities of the same
issuer with similar duration and liquidity charac-
teristics, those recorded on credit default swaps
on the same issuer with the same mafturity or
those recorded on issuers with similar risk charac-
teristics (by rating, sector, country) are alternately
taken into account.

In the case of the use of a measurement tech-
nique that includes a parameter not directly ob-
servable on a market (for example, the liquidity
spread of a security or the voldtility for some
unlisted opftions), this parameter will normally be
determined on the basis of the price of the initial
fransaction, so as to have a valuation on the day
of the transaction equal to the actual price of
the same (so-called day one profit equal to
zero). In such cases, the non-observable pa-
rameter shall be kept constant in subsequent
valuations unless other fransactions on the same
or a similar instrument give clear indications that
market conditions have changed since the initial
sifuation.
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A.4.2 Measurement processes and sensitivity

The financial instruments classified as level 3
amount to a total gross value of € 24.1 million in
the financial statements. Based on the criteria set
out in the paragraph below, the following were
classified as fair value level 3:

e inflation zc securities which, in the sensitiv-
ity tests carried out, following a spread
movement of 10 basis points, recorded a
price change determined at model level
of more than 1% (for a total value of the
portfolio ranging between € 6.8 and € 7.0
million);

e two model-rated index CDSs which, in the
sensitivity test carried out, following a
spread movement of 50 basis points, re-
corded a change in fair value of more
than 1% of the nominal value (for a valua-
fion of the derivative ranging between € -
13.5 and € -20.9 million).

A.4.3 Fair value hierarchy

Financial insfruments are classified in three hier-
archical levels, depending on how their fair value
is determined and the observability of the pa-
rameters used for their valuation.

In particular, the three classes of fair value are as
follows:

e Level 1: financial instruments listed on ac-
five markets and valued on the basis of
their market price, without adjustment. By
way of example, this category usually in-
cludes listed shares, government securities,
bonds listed on active markets (identified
on the basis of the parameters indicated
below) and regulated derivatives;

e Level 2: financial instruments valued on the
basis of techniques and models that use
observable input data on an active mar-
ket; instruments in this category are valued
using: a) market prices of similar instru-
ments or prices of the same instruments
found on markets considered inactive; b)
valuation techniques where all inputs that
have a significant impact on the valuation
are directly or indirectly based on observ-
able market data. By way of example, this
category includes some unlisted or de-
listed shares, bonds listed on markefs
deemed inactive for which there are in
any case recent market fransactions or
conftributions deemed sufficiently indica-
five, the majority of the over-the-counter
derivatives concluded by the Bank;

e Level 3: financial instruments valued using
fechniques and models using at least one
input parameter that is not based on ob-
servable market data and that has a sig-
nificant impact on their overall valuation.

The significance of the impact is judged
on the basis of predetermined thresholds
and a sensitivity analysis. By way of exam-
ple, this category may include some
unlisted or delisted shares, some structured
bonds not listed on active markets, struc-
fured or exotic over-the-counter deriva-
fives for the valuation of which an input
parameter that cannot be inferred from
market data is significant.

For the purpose of identifying Level 1 insfruments,
a financial instrument shall be considered to be
listed on an active market if prices are readily
and regularly available and represent actual
market transactions, which take place in normal
frading between two counterparties. In relation
to this definition, the Bank has identified two
conditions for a financial instrument to be con-
sidered listed on an active market:

1. the instrument must be fraded on a regu-
lated market or an alternative stock ex-
change;

2. the price expressed by that market must
be "significant", i.e. the result of regular
and effective tfransactions between coun-
terparties who freely decide to buy and
sell and are not forced to do so by their
particular stress conditions.

The listing on a regulated market, therefore, is in
itself neither a necessary nor sufficient condition
for an active market to be considered as such.
Verifying the significance of the price and the
degree of market activity is a complex process,
which requires the intervention of a subjective
valuation: it is not possible, in fact, to establish
rigid rules, to be applied automatically regardless
of market conditions and/or the specific charac-
teristics of the financial instrument to be valued.
The judgement, however, although subjective, is
not arbitrary and is expressed taking into ac-
count a series of objective reference parame-
ters, of a qualitative and quantitative nature, re-
lating to the size and depth of the market and
the price formation mechanisms. In particular,
the following parameters are taken info account:

e frading volumes and frequency of frading:
where available, these parameters consti-
fute a direct index of market depth and
the significance of the listing price;

e price variability: the measurement of price
variations over time must be compatible
with that of securities of the same cur-
rency, similar duration and creditworthi-
ness; in other words, the price must vary
according to a dynamic traceable to the
market variables that determine its return
and must not present discontinuities of
such a magnitude that they cannot be
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justified by the trend of the relevant mar-
ket factors;

e price availability and frequency of updat-
ing: the historical price series must be con-
finuously and frequently updated; in prin-
ciple, this condition is deemed to be met
if, over the last month, different prices
have been found in af least half of the
working days of the period;

e in the case of a security being fraded on
an alternative stock exchange, existence
of a sufficient number of market makers
and relevant listings: the security must be
fraded by a sufficient number of interme-
diaries to ensure the constancy of price
formation and its effective executability; in
principle, this condition is deemed fo be
met if: i) listings from aft least three different
brokers are available; i) the bid/ask
spreads of the brokers' listings are not more
than 1%; iii) the mid-prices of the different
brokers are within a range not exceeding
1%.

From an organisational point of view, the classifi-
cation according fo the fair value hierarchy of alll
financial instruments included in the Bank's port-
folio is carried out by the Risk Management Func-
fion.

With particular reference to several bond index
CDSs, which are part of an arbitrage strategy (in
which Banca Profilo simultaneously takes a CDS

position on an index and a CDS opposite sign
position on the single names that make up the
same index), the model valuation is based on
the following steps:

1. on the day of the fransaction, on the basis
of the upfront collected on the "package"
(index CDS + single names CDS) and
therefore of the difference between the
market value of the index CDS and the
sum of the market values of the single
names CDS, the amount of the skew ex-
pressed in basis points on the credit curve
is determined; this value, which cannot be
observed in the market prices and there-
fore not detectable except with a new
fransaction on the same "package", is
kept constant in subsequent valuations;

2. on the day of the valuation, based on the
sum of the current market values of the
single names CDS, the intrinsic spread is
determined, i.e. the credit curve that
would determine a CDS valuation on the
index equal to the sum of the single names
CDS valuations;

3. fo the infrinsic spread determined in point
2), the skew referred to in point 1) is then
added, calculated on the day of the
fransaction and kept constant; the credit
curve thus obtained (sum of the current in-
frinsic spread and the original skew) is that
used for the index CDS model valuation.
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A 4.4 Other information

Almost all transactions in OTC derivatives are backed by collateralisation contracts with daily margining
that substantially mitigate counterparty risk. The criteria for the valuation of the derivative portfolio take
account of these guarantees with particular reference to the determination of CVA and DVA. For
information on the so-called "highest and best use" required by IFRS 13, please refer to that described at

the end of table "A.4.5.4".

A.4.5.1 Assets and liabilities measured at fair value on a recurring basis: distribution by fair value levels

31/12/2019 31/12/2018
Financial assets/liabilities measured at fair value
L1 L2 L3 L1 L2 L3
1. Fmoncml assets measured at fair value through 390,074 141,829 43 417,786 86,582 43
profit and loss
- Financial assets held for trading 390,074 141,829 - 417,786 86,582 -
b) financial assets designated af fair value - - - - - -
c) other financial assets mandatorily measured at fair ) ) 43 ) ) 43
value
2. Financial assets meqsured at fair value through 214,063 40733 9515 370.895 22021 6792
other comprehensive income
3. Hedging derivatives - 1,271 - - 2,985 -
4. Property, plant and equipment - - - - - -
5. Intangible assets - - - - - -
Total 604,137 183,833 9.557 788,681 111,588 6,835
1. Financial liabilities held for trading 47,036 66,596 15,283 104,453 54,280 2,094
2. Financial liabilities measured at fair value - - - - - -
304 3. Hedging derivatives - 38,926 - - 29,259 -
Total 47,036 105,521 15,283 104,453 83,538 2,094

The impact of the "CVA" and "DVA" on the determination of the fair value of derivative financial
instruments at individual level amounts fo € 115.7 thousand and € 79.4 thousand respectively.
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A.4.5.3 Annual changes in liabilities measured at fair value on a recurring basis (level 3)

Financial Finarl'c'ial q
IRl I;eld.for desiglr::?::l:; de?isg'rgi\;r:egs
rading fair value

1. Opening balances 2,094 - -
2. Increases 15,283 - -
2.1.Issuance - - -
2.2. Losses recognised in: 15,283 - -
2.2.1. Income Statement 15,283 - -
- of which capital losses - - -
2.2.2. Shareholders' equity X - R
2.3. Transfers from other levels - - R
2.4. Other increases - - -
3. Decreases 2,094 - .
3.1. Redemptions - - -
3.2. Repurchases - - _
3.3. Profits recognised in: 2,094 - -
3.3.1. Income Statement 2,094 - -
- of which capital gains - - -
3.3.2. Shareholders' equity X - R
3.4. Transfers to other levels - - -
3.5. Other decreases - - -
4. Closing balances 15,283 - -

The table includes CDS derivatives that are part of the arbitrage structures described above.
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A.4.5.4 Assets and liabilities not measured at fair value or measured at fair value on a non-recurring ba-

sis: distribution by fair value level

Assets/liabilities not measured at fair

31/12/2019 31/12/2018
value or measured at fair value on
a non-recurring basis BV L1 L2 L3 BV L1 L2 L3
]C'O 'Z'T”O”C'G' assefs measured at amortised 9o, 317 390880 10,389 666,086 1,050,509 151,916 2,959 892,061
2. Property, plant and equipment held for
investment
3. Non-current assets and disposal groups
classified as held for sale
Total 986,317 322,880 10,389 666,086 1,050,509 151,916 2,959 892,061

1. Financial liabilities measured at

. 1,541,911 1,541,911 1,690,952 1,690,952
amortised cost
2. Liabilities associated with disposal
groups classified as held for sale
Total 1,541,911 - - 1,541,911 1,690,952 - - 1,690,952

With regard to the determination of the fair value of financial instruments, reference should be made o
Part A.1 section 4 of the Bank's accounting policies.

Financial assets measured at amortised cost include both securities held by the bank (broken down by
level) and loans and advances to banks and customers, all of which have been classified at level 3.
Since these are mainly non instalment transactions or transactions with a maturity of less than one year,
the book value is considered an adequate approximation of fair value, which entails classification in
level 3 of the hierarchy. Exposures in mortgages and Lombard loans and advances are also classified as

level 3in loans to customers.

A.5 Information on "Day one profit/loss"

As at 31 December 2019 there were no day one profit tfransactions in place.
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PART B — Information on the Balance Sheet

ASSETS

Section 1 - Cash and cash equivalents — ltem 10

1.1 Cash and cash equivalents: breakdown

Total Total

31/12/2019 31/12/2018

a) Cash 237 176
b) Demand deposits with Central Banks 7,292 4,165
Total 7,529 4,341

Section 2 - Financial assets measured at fair value through profit and loss - ltem 20

2.1 Financial assets held for trading: breakdown by product

Total 31/12/2019

Total 31/12/2018

ltems/Amounts
L1 L2 13 L1 L2 L3
A. On-balance sheet assets
1. Debt securities 272,472 61,876 - 304,544 35,558 -
1.1 Structured securities 9,249 12,142 - 10,770 5853 -
1.2 Other debt securities 263,223 49,734 - 293,774 29,705 -
2. Equity securities 86,490 - - 70,171 - -
3. Units of UCITS 133 1,141 - 84 1,053 -
4. Loans - - - - - -
4.1 Reverse repurchase . . . . . .
agreements
4.2 Other - - - - - -
Total (A) 359,095 63,017 - 374,798 36,611 -
B. Derivative Instruments
1. Financial derivatives 30,979 38,953 - 42,988 41,746 -
1.1 frading 30,979 38,953 - 42,988 41,746 -
1.2 connected with the fair value
option = = = - - -
1.3 other = = = - - -
2. Credit derivatives = 39.859 = - 8,226 -
2.1 tfrading - 39,859 - - 8,226 -
2.2 connected with the fair value
option = = = - - -
2.3 other - - - - - -
Total (B) 30,979 78,812 - 42,988 49,972 -
Total (A+B) 390,074 141,829 - 417,786 86,582 -
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2.2 Financial assets held for trading: breakdown by debtor/issuer/counterparty

Total Total

R 31/12/2019  31/12/2018

A. On-balance sheet assets

1. Debt securities 334,348 340,102
a) Central Banks - -
b) Public administration 233,276 264,289
c) Banks 91,345 42,776
d) Other financial companies 7.333 15,752

of which: insurance companies 17 2,108
e) Non-financial companies 2,393 17,285

2. Equity securities 86,490 70,171
a) Banks 51,773 21,924
b) Other financial companies 7,071 12,635

of which: insurance companies 38 8,406
c) Non-financial companies 27,646 35,613

d) Other issuers - -
3. Units of UCITS 1,275 1,136

4. Loans - -

a) Central Banks - -

b) Public administration - -
c) Banks - - 309

d) Other financial companies - -

of which: insurance companies = -

e) Non-financial companies - -

f) Households - -

Total (A) 422,112 411,409
B. Derivatives - -
a) Central Counterparties 30,997 42,967
b) Other 78,794 49,994
Total (B) 109,791 92,960

Total (A+B) 531,903 504,369
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2.5 Other financial assets mandatorily measured at fair value: breakdown

Items/Amounts

Total 31/12/2019

Total 31/12/2018

L2 L3

L1

L2 L3

1. Debt securities

1.1 Structured securities

1.2 Other debt securities

2. Equity securities

3. Units of UCITS

4. Loans

4.1 Repurchase agreements

4.2 Other

Total

. 43

The item "Equity securities” - level 3 - only includes the financial instruments subscribed as part of the
support to Banca Carige through the Voluntary Scheme.

2.6 Other financial assets mandatorily measured at fair value: breakdown by debtor/issuer

Total
31/12/2019

Total
31/12/2018

1. Equity securities

43

43

of which: banks

of which: other financial companies

of which: non-financial companies

43

43

2. Debt securities

a) Central Banks

b) Public administration

c) Banks

d) Other financial companies

of which: insurance companies

e) Non-financial companies

3. Units of UCITS

4. Loans

a) Central Banks

b) Public administration

c) Banks

d) Other financial companies

of which: insurance companies

e) Non-financial companies

f) Households

Total

43

43
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Section 3 - Financial assets measured at fair value through other comprehensive

income - Iltem 30

3.1 Financial assets measured at fair value through other comprehensive income: breakdown

Total 31/12/2019

Total 31/12/2018

ltems/Amounts
L1 12 L3 L1 L2 L3
1. Debt securities 213,154 40,380 7,271 370,001 21,669 4,709
1.1 Structured securities = = = - - -
1.2 Other debt securities 213,154 40,380 7.271 370,001 21,669 4,709
2. Equity securities 909 352 2,244 894 352 2,084
3. Loans - - - - - -
Total 214,063 40,733 9,515 370,895 22,021 6,792

Banca Profilo has classified in this category, in addition fo debt securities, certain equity securities
deriving from minority and strategic interests, in particular Tinaba, MdotM, First Capital and Profilo

Holding.

3.2 Financial assets measured at fair value through other comprehensive income: breakdown by

debtor/issuer

ltems/Amounts vl vl
31/12/2019 31/12/2018

1. Debt securities 260,806 396,379
a) Central Banks - -
b) Public administration 198,437 339,933
c) Banks 41,037 30,522
d) Other financial companies 1,483 11,872
of which: insurance companies - 2,085

e) Non-financial companies 19,849 14,051
2. Equity securities 3,505 3,330
a) Banks - -
b) Other issuers: 3,505 3,330

- other financial companies 914 898

of which: insurance companies - -

- non-financial companies 2,239 2,079

- other 352 352

3. Loans - -
a) Central Banks - -
b) Public administration - -
c) Banks - -
d) Other financial companies - -
of which: insurance companies - -

e) Non-financial companies - -

f) Households - -
Total 264,311 399,708
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3.3 Financial assets measured at fair value through other comprehensive income: gross value and
overall value adjustments

Gross value Overadll value adjustments
of which: Total partial
Stage 1 Izs\:i::‘li:: Stage2 Stage3 Stagel Stage2 Stage3  Write-offs
credit risk
Debt securities 260,806 252,670 - - 288 - - -
Loans - - - - - - - -
Total 31/12/2019 260,806 252,670 - - 288 - - -
Total 31/12/2018 397,083 388,204 - - 705 - - -
of which: impaired financial
assets, acquired or originated X X - - X - - -

A portion of the bonds in the portfolio of financial assets measured at fair value through other
comprehensive income (HTCS) is subject to micro hedge. The strategy for managing this portfolio is to
immunise its fair value from movements in interest rates and inflation rate, leaving it exposed only to
movements in the credit spreads of the issuers of the securities purchased. To this end, in the event of
the purchase of fixed-rate or inflation-linked securities, special hedging derivatives were entered info
which fransformed the overall payoff of the investment (security plus derivative) info that of a variable-
rate security. As at 31 December 2019, out of a notional amount of bonds in the HTCS portfolio of € 250.1
million, € 118.2 million is subject fo micro hedge.
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Loans and advances to customers increased by € 78.6 million from € 728.9 milion as at 31 December

2018 to € 807.5 million as at 31 December 2019.

This item contains securities of "customer" issuers classified as financial assets at amortised cost. As at 31
December 2019, € 176.0 million of bonds, not issued by banks, in the HTC portfolio of € 280.0 million were

subject to micro hedge.

Impaired assets have a gross exposure of € 6,555 thousand against which specific value adjustments of
€ 5,633 thousand have been made with a hedge of 85.9%. Impaired assets are attributable to bad
loans and past due loans to private and corporate customers.

4.3 Financial assets measured at amortised cost: breakdown by debtor/issuer of loans and advances to

customers

Total 31/12/2019

Total 31/12/2018

of which: of which:

Type of transactions/Amounts stage 1 . imz:lsi:: Slaaeyl Stage 3 imz;:sir;:
I acquired or EhEI2 acquired or

originated originated

1. Debt securities 304,063 - - 151,371 -
a) Public administration 290,937 - - 135,062 - -
b) Other financial companies 8,915 - - 6,862 - -
of which: insurance companies - - - - - -

c) Non-financial companies 4,212 = = 9,447 - -
2. Loans to: 502,542 922 - 576,500 1,059 -
a) Public administration 6 - - 1,224 - -
b) Other financial companies 240,096 3 - 320,067 3 -
of which: insurance companies - 1 - - 0 -

c) Non-financial companies 83,190 486 - 69,867 573 -
d) Households 179,250 434 - 185,341 482 -
Total 806,605 922 - 727,870 1,059 -
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4.4 Financial assets measured at amortised cost: gross value and overall value adjustments

Gross value Overall value adjustments
of which: Total partial
Stage 1 Instxmi\\tz Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 Write-offs
credit risk
Debt securities 323,172 323,172 - - 194 - - -
Loans 659,638 659,638 3,022 6,556 235 8 5,633 683
Total 31/12/2019 982,809 982,809 3,022 6,556 429 8 5,633 683
Total 31/12/2018 1,047,255 1,045,842 3,103 6,467 908 - 5,408 683
of which: impaired
financial assets,
acquired or originated X X - - X - - -
Section 5 Hedging derivatives — Item 50
5.1 Hedging derivatives: breakdown by type of hedge and levels
Fair Value 31/12/2019 NA Fair Value 31/12/2018 NA
L1 L2 L3 31/12/2019 L1 L2 L3 31/12/2018
A. Financial derivatives
1. Fair value = 1,271 = 37,698 - 2,985 - 61,470
2. Cash flows = = = = - - - -
3. Foreign investments = = = = - - - -
B. Credit derivatives
1. Fair value = = = = - - - -
2. Cash flows = = = = - - - -
Total - 1,271 - 37,698 - 2,985 - 61,470
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Section 7 - Equity investments - Item 70

7.1 Equity investments: information on shareholding

Company name Retg]ics:;ree;: Headquarters Holding % Voting rights %
A. Companies subject to exclusive control
1. Profilo Real Estate S.r.l. Milan Milan 100.00% 100.00%
2. Banque Profil de Gestion. S.A. Geneva Geneva 60.41% 60.84%
3. Arepo Fiduciaria S.r.l. Milan Milan 100.00% 100.00%
7.2 Significant equity investments: book value, fair value and dividends received
Company name sl Fair value Bkl
value earned
A. Companies subject to exclusive control
1. Profilo Real Estate S.r.l. 25,245 28,508
2. Banque Profil de Gestion. S.A. 26,053 36,749
3. Arepo Flduciaria S.r.l. 150 2,154
Total 51,448 67,411 -
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All figures are taken from the draft 2019 Financial Statements approved by the Boards of Directors of
each company.

Equity investments are recorded at acquisition cost net of any impairment losses that may be reversed if
the reasons for them no longer apply.

The equity investment in Banque Profil de Gestion S.A., in which Banca Profilo holds 60.41% of the share
capital, is by far the most significant shareholding. The equity investment was tested for impairment in
accordance with IAS 36 as set out in the procedure described below.

Banque Profil de Gestion S.a., a bank incorporated under Swiss law and listed on the Zurich Stock
Exchange and specialised in private banking, was considered an autonomous Cash Generating Unit
(CGU) in view of the substantial autonomy and independence of the cash inflows generated by the
entity with respect fo other groups of assets. In order to verify any impairment of the equity investment,
and therefore goodwill in the consolidated financial statements, given the lack of significant
fransactions on the markets in recent years, in the presence of stock exchange prices that are not
considered representative of the market value in view of the frading volumes of the security, in
confinuity with the method identified last year, the fair value of the equity investment was verified using
the method of market multiples linked to the profitability of Swiss banks' assets in addition to the tangible
book value applied to the bank's total assets as at 31 December 2019 divided into "private banking"
and "institutional" components (CHF 1.2 billion and CHF 1.7 billion respectively).

The value of the multiple applied to AUM was defined as the median of the Goodwill/Asset Under
Management (AUM) ratio and is 1.2% for the five Swiss banks operating in the private banking sector
and 0.7% for those operating in the asset management sector. The application of the two multiples to
the assefs outstanding at 31 December 2019 and taking info account the tangible shareholders' equity,
leads to an economic value of the subsidiary of € 71.5 milion. To the value thus obtained, in
consideration of the different liquidity of the investee company's security in relation to comparable
securities, a liquidity discount of 15% was applied, resulting in a fotal economic value of the investee
company of € 60.8 milion and a pro-rata value of € 36.7 million. Based on the results achieved and
considering that the book value of the investment in the individual financial statements of Banca Profilo
is € 26.1 million, no write-down was made either in the Bank's separate financial statements or in the
consolidated financial statements.

The verification carried out on the basis of the Dividend Discount Model method also confirmed the
retention of the book values.

Based on the above findings, as expressly provided for by IAS 36, since the fair value exceeds the book
value, the value in use of the equity investment and its goodwill was not determined.

In view of the results achieved in the impairment test and the methods used to determine fair value, the
sensitivity analysis is considered not significant.

For other equity investments, taking info account the nature and size of the companies as well as the full
percentage held by Banca Profilo, the procedure that determines the recoverable value as
Shareholders' equity of the companies as at 31 December 2019 is considered adequate.
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Total Total

31/12/2019 31/12/2018

A. Opening balances 51,448 51,448

B. Increases - -

B.1 Purchases - -

- of which business combinations = -

B.2 Reversals of impairment losses = -

B.3 Revaluations - -

B.4 Other changes - -

C. Decreases - -

C.1 Sales = -

- of which business combinations = -

C.2 Value adjustments - -

C.3 Write-downs - -

C.4 Other changes - R

D. Closing balances 51,448 51,448

E. Total revaluations - -

F. Total adjustments - -

Section 8 - Property, plant and equipment - ltem 80

8.1 Property, plant and equipment used in the business: breakdown of assets measured at cost

Assets/Amounts 311 2/;3'109I 311 2/;?)11‘:8'

1. Owned assets 738 904

a) land - -

b) buildings - -

c) furniture and furnishings S8 44

d) electronic equipment 27 118

e) other 678 742

2. Right-of-use of leased assets 13,735 -

a) land - -

b) buildings 13,387 -

c) furniture and furnishings - -

d) electronic equipment - -

e) other 348 -

Total 14,474 904

of which: obtained by enforcing guarantees received -

lfem 2. Right-of-use acquired through lease relates to the enfry into force of the new accounting
standard IFRS 16 and the consequent recognition of rights to use property, motor vehicles and capital
goods. For details on the application of the aforementioned accounting standard, reference should be
made to the section "Disclosure on first-time adoption of IFRS 16 - Leases", contained in Part A of these

Notes.
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8.6 Property, plant and equipment used in the business: annual changes

Furniture and Electronic

e A Other Total
furnishings  equipment

Land Buildings

A. Gross opening balances - - 2,749 8,509 1,252 12,548

A.1 Total net impairment - - 2,705 8,391 510 11,644

A.2 Net opening balances - - 44 118 742 904

B. Increases: - 15,781 - - 875 16,655

B.1 Purchases - - - - 93 93

- of which business
combinations

B.2 Capitalised expenditure on
improvements

B.3 Reversals of impairment losses - - - - - -

B.4 Positive changes in fair value
recognised in: - - - - - -

a) shareholders' equity - - - - - R

b) income statement - - - - - -

B.5 Positive exchange differences - - - - - R

B.6 Transfer from properties held

for investment - - X X X -

B.7 Other changes - 15,781 - - 781 16,562

C. Decreases: - 2,393 n 1 591 3,086

C.1 Sales - - - - - -

- of which business
combinations

C.2 Depreciation - 2,261 11 91 392 2,755

C.3 Impairment losses recognised in: - - - - - _

a) shareholders' equity - - - - - R

b) income statement - - - - - -

C.4 Negative changes in fair value
recognised in:

a) shareholders' equity - - - - - R

b) income statement - - - - - -

C.5 Negative exchange
differences

C.6 Transfers to: - - - - - -

a) property, plant and

equipment held for investment ) ) X X X )

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

C.7 Other changes - 133 - - 199 332

D. Net closing balances - 13,387 33 27 1,026 14,474

D.1 Total net impairment - 2,206 2,621 8,419 9211 14,156

D.2 Gross closing balances - 15,593 2,654 8,446 1,937 28,630

E. Measured at cost - - - - - -

Sub-item B.7 "Other changes" mainly includes the rights of use recorded on first-time adoption in
accordance with accounting standard IFRS 16.
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Total 31/12/2019

Total 31/12/2018

Assets/Amounts
Finite life Indefinite life Finite life Indefinite life
A.1 Goodwill X 1,185 X 1,682
A.2 Other intangible assets 1,854 - 2,483 -
A.2.1 Assets measured at cost: 1,854 - 2,483 -
a) intangible assets generated internally - - - -
b) other assets 1,854 - 2,483 -
A.2.2 Assets measured at fair value: = = - -
a) intangible assets generated internally - - - -
b) other assets - - - -
Total 1,854 1,185 2,483 1,682
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9.2 Intangible assets: annual changes

Other intangible
assets: generated

Other intangible
assets: other

Goodwill internally Total
FIN INDEF FIN INDEF

A. Opening balances 1,682 - - 11,941 - 11,941

A.1 Total net impairment - - - 9,458 - 9,458

A.2 Net opening balances 1,682 - - 2,483 - 4,165

B. Increases - - - 493 - 493

B.1 Purchases - - - 493 - 493

- of which business combinations - - - - - _

B.2 Increases of internally generated intangible X } ) ) i )
assets

B.3 Reversals of impairment losses X - - - - -

B.4 Positive changes in fair value - - - - - _

- shareholders' equity X - - - - -

- income statement X - - - - R

B.5 Positive exchange differences - - - - - R

B.6 Other changes - - - - - -

C. Decreases 497 - - 1.122 - 1,619

C.1 Sales - - - - - R

- of which business combinations - - - - - R

324 C.2 Value adjustments 497 - - 1,122 - 1,619

- Amortisatfion X - - 1,122 - 1,122

- Write-downs 497 - - - - 497

+ shareholders' equity X - - - - -

+ income statement 497 - - - - 497

C.3 Negative changes in fair value: - - - - - _

- shareholders' equity X - - - - -

- income statement X - - - - R

C.4 Transfers to non-current assets held for sale - - - - - R

C.5 Negative exchange differences - - - - - _

C.6 Other changes - - - - - -

D. Net closing balances 1,185 - - 1,854 - 3,039

D.1 Total net value adjustments - - - 10,580 - 10,580

E. Gross closing balances 1,185 - - 12,434 - 13,619

F. Measured at cost

The item "Goodwill' amounting fo € 1,185 thousand is made up of goodwill arising from the acquisition of
the lending and custody business unit and asset management in 2003 and 2004. The goodwill of the
lending and custody business unit mentioned above, already written down by € 3,143 thousand in the
2008 financial statements, in accordance with the provisions of IAS 36, was subjected to an impairment
test in order to identify any impairment losses according to the procedure illustrated below, indicating
the basic assumpftions, estimation method and parameters used.

Goodwill was aftributed to the Cash Generating Unit (CGU) to which it belongs, represented by the
business unit as a whole, given the substantial autonomy and independence of the cash inflows
generated by the aforementioned business unit with respect to other groups of assets. As at 31
December 2019, the business unit consisted of direct and indirect funding of € 182.7 million

(administered and managed).
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In order to identify any impairment losses attributable to the CGU, the recoverable value was
determined using the following methods:

The value in use was determined by applying the income method. The flows were determined on the
basis of the assets managed and administered as at 31 December 2019, taking info account the
reduction of the same expected during 2020 following the revocation of a management mandate
whose disposal will take place during the first quarter of 2020. The future cash flows on residual assets
were therefore determined considering the actual profitability of the same recorded in 2019 on the
individual positions, net of the related structural costs attributed to the business unit. For the purposes of
identifying the scope of customers assigned fo this business unit, customers fransferred at the date of
acquisition, as well as customers subsequently acquired by bankers operating in the business unit, were
considered.

In order to determine the value in use, the method of discounting expected income over a ten-year
period was used, in continuity with the past. In view of the strong customer loyalty aftributed fo the
business unit and their permanent tenure over the last few years, it has been assumed that assets will fall
from the sixth year to zero in the tenth year. The cost of equity (Ke) used to discount expected income,
equal to 7.02%, was determined on the basis of the Capital Asset Pricing Model, taking info account a
risk-free rate of 1.42% as at 31 December 2019 (10-year BTP rate), the Beta factor of 1.121 (obtained as
the average of the coefficients observed for a sample of 15 listed companies operating in the asset
management and administration sector) and a market risk premium of 5.0% in line with last year. The
expected income flows thus obtained, also considering the commissions for the first quarter of 2020 in
relation fo the outgoing customer, produce a value in use of € 1,185 thousand.

Based on sensitivity analyses carried out using different discount rates (+/- 1%) and profitability rates (+/-
0.05%), the value of the CGU to which goodwill is allocated ranges between € 1.038 and € 1.343 million.

The recoverable value was also estimated using the method of multiples applied to the assefs
outstanding at the end of the year. In this regard, multiples defined as Price/AUM were recorded as at
31 December 2019 on a sample of banks operating in private banking, with a median of 2.3%. Applying
this multiple fo the assets oufstanding as at 31 December 2019 provides a fair value of Euro 1,160
thousand.

Considering the above, and considering that the book value of goodwill amounts to € 1,682 thousand,
a write-down of € 497 thousand was recorded in the Income Statement. It should be notfed that, in
accordance with IAS 36, write-downs made in previous years cannot be reversed subsequently.

9.3 Other information
As at 31 December 2019, there was no property, plant and equipment as a guarantee of own debfs
and no commitments to purchase intangible assets.
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Section 10 - Tax Assets and Liabilities - ltem 100 (Assets) and ltem 60 (Liabilities)

10.1 Deferred tax assets: breakdown

IRES IRAP Total
Value adjustments on loans 1,593 41 1,634
Goodwill 137 28 165
Tax losses 1,952 - 1,952
Capital losses on se_curﬁles classified as Financial assets through 1,054 214 1268
other comprehensive income
Liabilities for pension funds determined at the time of ) ) )
Purchase Price Allocation
Provisions for risks and charges 151 - 151
Other 476 23 499
Total 5,363 306 5,669
10.2 Deferred tax liabilities: breakdown
IRES IRAP Total
Capital gains on securities classified as Financial assets through
S 159 32 191
other comprehensive income
Provision for employee severance indemnity 69 - 69

Intangible assets with a finite useful life determined at the time of
Purchase Price Allocation

Other 351 71 423

326 Total 579 103 682
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10.3 Deferred tax assets: annual changes (balancing entry in the income statement)

Total Total

31/12/2019 31/12/2018

1. Opening balance 6,165 6,526
2. Increases 547 166
2.1 Deferred tax assets recognised during the year 547 166
a) relating to previous years 1153 92

b) due to changes in accounting principles - -

c) reversals of impairment losses - -

d) other 394 74

2.2 New taxes or increases in tax rates - -
2.3 Other increases = -
- of which business combinations = -

3. Decreases 2,616 527
3.1 Deferred tax assets derecognised during the year 2,616 527
a) reversals of temporary differences 2,616 527

b) write-downs of non-recoverable items = -

c) due to changes in accounting principles - -

d) other - -

3.2 Decreases in tax rates - -
3.3 Other decreases: = -
a) fransformation into tax credits pursuant fo Law no. 214/2011 - -

b) other - -

- of which business combinations - -

4. Closing balance 4,095 6,165

The increases referred to in point 2.1 d) other, include deferred tax assets recorded on goodwill
impairment, on Directors' fees not paid in 2019 and on Provisions for risks and charges.

The decreases referred to in point 3.1 refer to the reversal of deferred tax assets pertaining to the year,
including € 2,542 thousand for the portion of current IRES (80% of taxable income) which, according to
current regulations, can be offset against tax losses carried forward and € 74 thousand for the payment
during the year of Directors' fees relating to previous years.

As at 31 December 2019, the remaining porfion of deferred tax assets related to tax loss carry forward
was significantly reduced as a result of the good results achieved during the year and, consequently,
the significant amount of 2019 taxable income; atf the end of the year, it amounted to € 2 million and its
likelihood of recovery was appreciated also taking info account the expected income outlook. As at 31
December 2019 the bank had no unrecognised deferred tax assets.
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10.3 bis Deferred tax assets: changes under Italian Law 214/2011

Total Total

31/12/2019 31/12/2018

1. Opening balance 1,634 1,634

2. Increases - -

- of which business combinations = -

3. Decreases - -

3.1 Reversals of temporary differences = -

3.2 Transformation info tax credits - -

a) arising from loss for the period - -

b) arising from tax losses - -

3.3 Other decreases - -

4. Closing balance 1,634 1,634
10.4 Deferred tax liabilities: annual changes (balancing entry in the income statement)

Total Total

31/12/2019 31/12/2018

1. Opening balance 284 284

2. Increases 208 -

2.1 Deferred tax liabilities recognised during the year 208 -

a) relating to previous years - -

b) due to changes in accounting principles - -

c) other 208 -

2.2 New taxes or increases in tax rates = -

2.3 Other increases - -

- of which business combinations = -

3. Decreases - -

3.1 Deferred tax liabilities derecognised during the year = -

a) reversals of temporary differences - -

b) due to changes in accounting principles - -

c) other - -

3.2 Decreases in tax rates - -

3.3 Other decreases = -

- of which business combinations = -

4. Closing balance 492 284
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Total Total

31/12/2019 31/12/2018

1. Opening balance 4,745 835

2. Increases 1,299 4,729

2.1 Deferred tax assets recognised during the year 1,299 4,729

a) relating to previous years 7 215

b) due to changes in accounting principles - -

c) other 1,293 4,515

2.2 New taxes or increases in tax rates - -

2.3 Other increases - -

- of which business combinations = -

3. Decreases 4,471 820

3.1 Deferred tax assets derecognised during the year 4,471 820

a) reversals of temporary differences 4,405 820

b) write-downs of non-recoverable items 65 -

c) due to changes in accounting principles - -

d) other - -

3.2 Decreases in tfax rates - -

3.3 Other decreases - -

- of which business combinations = -

4. Closing balance 1,574 4,745
10.6 Deferred tax liabilities: annual changes (balancing entry in equity)

Total Total

31/12/2019 31/12/2018

1. Opening balance 5 874

2. Increases 191 5

2.1 Deferred tax liabilities recognised during the year 191 5

a) relating to previous years - -

b) due to changes in accounting principles - -

c) other 191 5

2.2 New faxes or increases in tax rates = -

2.3 Otherincreases - -

- of which business combinations - -

3. Decreases 5 874

3.1 Deferred tax liabilities derecognised during the year 5 874

a) reversals of temporary differences 9 874

b) due to changes in accounting principles - -

c) other - -

3.2 Decreases in tax rates = -

3.3 Other decreases - -

- of which business combinations - -

4. Closing balance 191 5

The deferred fax assets and liabilities referred to above mainly relate to negative and positive fair value
valuations, recorded in shareholders' equity in accordance with IAS/IFRS and pertaining to the securities
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portfolio classified as financial assets measured at fair value through other comprehensive income. The
recovery of deferred tax assefs is considered to be reasonably likely to occur with the continued

ownership of the securities.

10.7 Other information

Current tax assets 31/12/2019 31/12/2018
IRES prepayments - 14
IRAP prepayments - 251
Other receivables and withholdings 1,354 1,103
Total 1,354 1,368
Current tax liabilities 31/12/2019 31/12/2018
IRES payables 78 11
IRAP payables 306 50
Other payables for current taxes - -
Total 384 61
Section 12 - Other assets - ltem 120
12.1 Other assets: breakdown

330 31/12/2019 31/12/2018
Receivables for security deposits 6 5
Correspondents for securities and coupons to be collected 8,461 2,192
Loans and advances to customers and subsidiaries for invoices to be collected 1,449 392
Customers for commissions to be collected 1,887 1,742
Items to be settled with Banks and Customers for different transactions 1,258 2,469
Sundry and residual items 6,126 6,157
Total 19,187 12,958

Sundry and residual items mainly consist of stamp duty accounfs and prepaid expenses for
administrative expenses.
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LIABILITIES

Section 1 - Financial liabilities measured at amortised cost - ltem 10

1.1 Financial liabilities measured at amortised cost: breakdown of deposits from banks

Total 31/12/2019 Total 31/12/2018
Type of transactions/Amounts . Fair Value . Fair Value
L1 L2 L3 L1 L2 L3
1. Deposits from central banks 84,570 X X X 34,712 X X X
2. Deposits from banks 363,357 X X X 448,088 X X X
2.1 Cu_rrenT accounts and demand 7 624 X X X 20,033 X X X
deposits
2.2 Time deposits - X X X 8,964 X X X
2.3 Loans 340,708 X X X 391,251 X X X
2.3.1 Repurchase agreements 340,708 X X X 391,251 X X X
2.3.2 Other - X X X - X X X
2.4 Payables for commhﬁmenfs to . X X N ) X M X
repurchase own equity insfruments
2.5 Lease liabilities - X X X - X X X
2.6 Other payables 15,025 X X X 27,840 X X X
Total 447,927 - - 447,927 482,800 - - 482,800
L1 =Level 1
L2 = Level 2
L3 =Level 3

Deposits from Central Banks refer to monetary policy fransactions aimed at long-term refinancing,
carried out with the European Central Bank through participation in the TLTRO Il auction for € 34.6 million
and to short-term transactions o optimise Banca Profilo's liquidity position for € 50.0 million. ltem "2.6
Other payables" includes the amounts deposited as collateral with the counterparties with which Banca
Profilo carries out fransactions in derivative contracts. The amount of these deposits relating fo the
previous year, amounting fo € 27.8 million, were previously classified under "Time deposits".

Since these are mainly short-term payables seftled at market conditions, and given the financial
characteristics of the TLTRO Il fransactions, the book value is considered to approximate their fair value.
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1.2 Financial liabilities measured at amortised cost: breakdown of deposits from customers

Total 31/12/2019 Total 31/12/2018
Type of transactions/Amounts Bv Fair Value B Fair Value
L1 L2 L3 L1 L2 L3
1. Current accounts and demand
deposits 680,395 X X X 776,860 X X X
2. Time deposits - X X X - X X X
3. Loans 394,914 X X X 428,401 X X X
3.1 Repurchase agreements 394,914 X X X 428,401 X X X
3.2 Other - X X X - X X X
4. Payables for commitments to
repurchase own equity instruments - X X X - X X X
5. Lease liabilities 13,765 X X X - X X X
6. Other payables 4,911 X X X 2,891 X X X
Total 1,093,984 - 1'093’93 1,208,152 - - 1,208,152
L1 =Level 1
L2 = Level 2
L3 =Level 3

Since these are short-term payables and are settled at market conditions, it is considered that the book
value approximates their fair value.

The amounts deposited as collateral with the counterparties with which the Bank carries out derivative
confracts have been classified under the sub-item "Other payables'. The amount of these deposits
relating to the previous year, amounting to € 1.95 million, previously classified under "Time deposits”, has
been reclassified for a correct comparison.

1.6 Lease liabilities

The lease liabilities included in the aforementioned table 1.2 are representative of the present value of
the residual future lease payments under contracts to which IFRS 16 applies. These contracts mainly
relate to the rental of property, while the remainder relates to the rental of motor vehicles and office
machinery. Among the existing property lease contracts, the one that mainly contributes to the lease
payable provides for the payment of € 1.9 million per year until 2025. The remaining property lease
contracts have an average maturity of more than five years, while for car and photocopier rental
contracts the payable will be paid off over an average of two years.
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Section 2 - Financial liabilities held for trading - Item 20

2.1 Financial liabilities held for trading: breakdown

Total 31/12/2019 Total 31/12/2018

Type of fransactions/Amounts NV Fair Value Fair NV Fair Value Fair
L1 12 L e L 12 L e

A. On-balance sheet liabilities
1. Deposits from banks 9 26 - - 26 270 393 - - 393
2. Deposits from customers 11,582 15,607 - - 15,607 75952 78,007 - - 78,007

3. Debt securities - - - -
3.1 Bonds - = - -
3.1.1 Structured - - - -
3.1.2 Other bonds - - - -

3.2 Other securities - = - -
3.2.1 Structured - - - -

3.2.2 Other - = - B
Total (A) 11,592 15,633 - - 15633 76222 78,399 - - 78,399

X | X | X | X | X | X | X
X | X | X | X | X | X |X

B. Derivative Instruments

>

31,403 39,778 = X
31,403 39,778 =

>

26,054 46,865 - X
26,054 46,865 - X

1. Financial derivatives

>
>
>

1.1 Trading
1.2 Related to the fair
value option

X

1.3 Other X - - -
X
X

- 26818 15283
- 26818 15283

- 7,415 2,094
- 7.415 2,094

2. Credit derivatives

X | X | X | X
X | X | X | X

2.1 Trading

2.2 Related to the fair
value option

X
2.3 Other X
Total (B) X 31,403 66,596 15,283
Total (A+B) X 47,036 66,596 15,283

X X
X X
X 26,054 54,280 2,094 X
X 104,453 54,280 2,094 X

X | X | X< |Xx

Key

Fv* = fair value calculated excluding value adjustments due to variations in the credit rating of the issuer since the date of issue.
NV = Nominal or Notional Value.

L1 =level 1

L2 =Level 2

L3 =Llevel 3

This item includes derivative financial instruments classified at level 3, consisting of Credit Default Swaps
(CDS), for € 15.3 million (notional value € 170.9 million) linked to an arbitrage strategy aimed at taking a
CDS position on an index and, at the same fime, a CDS opposite sign position on the individual issuers
that make up the same index (so-called "package").
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Section 4 - Hedging derivatives - ltem 40

4.1 Hedging derivatives: breakdown by type of hedge and levels

NA Fair value 31/12/2019 NA Fair value 31/12/2018
31/12/2019 L1 L2 13 31/12/2018 L1 L2 L3
A. Financial derivatives 265,760 - 38,925 - 251,078 - 29,259 -
1) Fair value 265,760 - 38,925 - 251,078 - 29,259 -
2) Cash flows - - - - - - - -
3) Foreign investments = - - - - - - -
B. Credit derivatives - - - o - - - .
1) Fair value = = = - - - - -
2) Cash flows - - - - - - - -
Total 265,760 - 38,925 - 251,078 - 29,259 -
Key
NA = Nominal or Notional Amount.
L1 =Level 1
L2 = Level 2
L3 =Level 3
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Section é - Tax liabilities — ltem 60

See Section 10 of the Assets.

Section 8 - Other liabilities — ltem 80

8.1 Other liabilities: breakdown

31/12/2019 31/12/2018

Amounts to be paid to the Treasury for third parties 4,506 1,316
Amounts to be paid to social security instfitutions 554 651
Payables for tax consolidation 537 299
Amounts to be settled for transactions in securities and funds 1,653 4,158
Various suppliers and invoices to be received 3,544 2,250
Amounts to be paid to Personnel and Directors 7,210 4,687
Non-interest bearing amounts available to customers 2 -
Items to be settled for different transactions 1,324 5,408
Total 20,542 18,769

The amounts to be settled for fransactions in securities and funds and the items to be settled with Banks
and Customers for different transactions consist of items in progress that were definitively seftled after 31
December 2019.

Section 9 - Employee severance indemnity - ltem 90

9.1 Employee severance indemnity: annual changes

Total Total

31/12/2019 31/12/2018

A. Opening balances 1,663 1,796
B. Increases 934 843
B.1 Provisions for the year 844 843
B.2 Other changes 90 -

- of which business combinations - -

C. Decreases 931 976
C.1 Severance payments 84 135
C.2 Other changes 847 841

- of which business combinations - -

D. Closing balances 1,666 1,663
Total 1,666 1,663

The amount of the provision represents the actuarial estimate of employee severance indemnity
charges as provided for by the new IAS 19 and the supplementary pension reform. Point C.2 shows the
amounts paid to the INPS tfreasury fund and the pension fund.
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9.2 Employee severance indemnity: other information

Total Total
31/12/2019 31/12/2018
A. Opening balances 1,663 1,832
B. Increases
1. Service cost related to performance 844 860
2. Financial charges - -
3. Contribution to the plan by participants - -
4. Actuarial losses 90 2
5. Exchange differences - -
6. Service cost related to performance - -
7. Other changes - -
C. Decreases
1. Paid benefits (84) (1471)
2. Service cost related to performance - -
3. Actuarial gains 0.0 0.0
4. Exchange differences 0.0 0.0
5. Reductions 0.0 0.0
6. Repayments 0.0 0.0
7. Other changes (847) (852)
D. Closing balances 1,666 1,701
Total 1,666 1,701

Since 1 January 2007, in accordance with the provisions of Law no. 296 of 27 December 2006, each
employee may choose to allocate their employee severance indemnity to accrue with a
supplementary pension scheme or to maintain it with their employer. In the lafter case, for companies
with more than 50 employees, the employee severance indemnity will be deposited by the employer in
a fund managed by INPS on behalf of the State.

In light of the new provisions, the bodies responsible for the fechnical analysis of the issue have
established that the employee severance indemnity accrued since 1 January 2007 for supplementary
pension schemes or the INPS freasury fund is to be considered as a "defined confribution plan" and
therefore no longer subject to actuarial valuation. The employee severance indemnity of employees
who, at the valuation date, do not allocate 100% of their severance indemnity to supplementary
pension schemes or who, if they do, have a provision for employee severance indemnity previously
accrued by the Company, are still subject to actuarial valuation. For companies with less than 50
employees (all of Banca Profilo's subsidiaries), the employee severance indemnity continues fo be
considered a "defined benefit plan" and is subject to the "Projected Unit Credit Method" actuarial
method (paragraphs 67-69 of IAS 19R).

The amount of employee severance indemnity sfill subject to actuarial valuation has been estimated by
an external professional firm using a model based on the projected unit credit method. The actuarial
valuation was carried out on the basis of the Company's personnel data. This data also takes info
account estimates of the length of time spent in the company and the expected increase in standing
for each employee. In particular, the estimated length of time has been adjusted by a series of
parameters such as the employee's sex, number of years in the bank, estimated future years, number of
working years in companies prior to the current. The revaluation of employee severance indemnity
takes info account, among other things, future increases in standing, confract improvements, if known,
as well as future seniority steps calculated on the basis of the employee's grade level and the rules for
the accrual of progressions differentiated according to the date of joining the company. The
methodology used for the calculations is the same as that used in previous years.
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As regards the actuarial estimate, the main basis for calculation used is provided below:

2019

Mortality ISTAT 2018 survival table by age and sex

Requirements for retirement Achievement of the minimum requirements of the Monti-Fornero reforms
Early exit frequency 8.0% p.a

Probability of early exit 1.0% p.a

Percentage of advance payment of

. . 70% of accrued employee severance indemnity
employee severance indemnity

Annual technical discount rate Euro Composite AA curves as at 31 December 2019

Annual inflation rate 1.5% constant

2.5% per annum for clerical staff

Annual salary growth rate 2.1% per annum for Middle Managers

2.4% per annum for Executives

The duration of the liability linked to Banca Profilo's provision for employee severance indemnity is 6.7.

As at 31 December 2019, the total value of the provision for employee severance indemnity was €
1,666.0 thousand. As required by the new IAS 19, a sensitivity analysis of the obligation relating to the

employee severance indemnity has been carried out with respect to the actuarial

assumptions

considered most significant, aimed at showing how much the liability in the financial statements would

vary in relafion to the reasonably possible fluctuations of each of these actuarial

assumptions.

Specifically, the table below shows the change in the provision for employee severance indemnity,
considering an increase or decrease in the discount rate, salary increases, the inflation rate, the
probability of tfermination of employment and the % of requests for advance payments in relation to the

provision for employee severance indemnity of 50 basis points.

Changing parameters +50 basis points -50 basis points
(figures in €) New amount Change New amount Change
Change in discount rate curve 1,612,336 (53,685) 1,722,866 56,846
Change in inflation rate 1,700,323 34,302 1,632,700 (33,321)
Change in the probability of termination 1,634,906 (31,114) 1,715,884 49,864
Change in the percentage of the advance payment of
employee severance indemnity 1,663,909 (2,111) 1,668,180 2,160
Section 10 - Provisions for risks and charges - ltem 100
10.1 Provisions for risks and charges: breakdown
Items/Amounts D0 e
1. Provisions for credit risk relating to commitments and financial guarantees issued 6 17
2. Provisions on other commitments and other guarantees issued = -
3. Corporate pension funds - -
4. Other provisions for risks and charges 9217 367
4.1 legal and tax disputes - -
4.2 personnel charges - -
4.3 other 917 367
Total 923 384
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10.2 Provisions for risks and charges: annual changes

Provisions on

other Other
comqmngn::;: Pension funds prov:issiz:sa:‘cz Total

guarantees charges

issued

A. Opening balances - - 367 367
B. Increases - - 550 550
B.1 Provision for the year - - 550 550
B.2 Changes due to the time value of money - - - -
B.3 Differences due to discount-rate changes - - - -
B.4 Other changes - - - -
- of which business combinations - - - -
C. Decreases - - - -
C.1 Use during the year - - - -
C.2 Differences due to discount-rate changes - - - -
C.3 Other changes - - - -
- of which business combinations - - - -
D. Closing balances - - 917 917

These provisions for risks and charges were established to cover probable future liabilities. Item B.1
Provision for the year amounting to € 550 thousand refers to provisions for a limited number of customer
complaints for which the risk of an outlay is considered probable. 339

10.3 Provisions for credit risk relative to commitments and financial guarantees issued

Provisions for credit risk relating
to commitments and financial guarantees issued

Stage 1 Stage 2 Stage 3 Total
1. Commitments to disburse funds - - - -
2. Financial guarantees issued 4 3 - 6
Total 4 3 R 3

Section 12 - Shareholders' equity - ltems 110, 130, 150, 160, 170 and 180

12.1 "Share capital” and "Treasury shares": Breakdown

31/12/2019 31/12/2018

1. Share capital 136,994 136,994
2. Share premium 82 82
3. Reserves 14,605 14,682
4. (Treasury shares) (3,603) (3,358)
5. Valuation reserves (2,210) (9.163)
6. Equity instruments

7. Profit (loss) for the year 6,726 2,265
Total 152,594 141,502

On 2 May 2019 Banca Profilo paid a unit dividend of € 0.003 per share, equal to € 2,009 thousand.
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12.2 Share capital - Number of shares: annual changes

Items/Types

(in units) Ordinary Other
A. Shares outstanding as at the beginning of the year 677,997,856 -
- fully paid 677,997,856 -

- not fully paid - -
A.1 Treasury shares (-) (9.855,731) -
A.2 Shares outstanding: opening balances 668,142,125 -
B. Increases 1,792,486 -
B.1 New issues - -
- against payment: - -

- business combinations - -

- bonds converted - -

- warrants exercised - -

- other - -

- without payment: - -

- to employees - _

- fo Directors - -

- other - -

B.2 Sale of freasury shares - -
B.3 Other changes 1,792,486 -
C. Decreases (5.084,844) -
C.1 Cancellation - -
C.2 Purchase of freasury shares (5,084,844) -
C.3 Business transferred - -
C.4 Other changes - -
D. Shares outstanding: closing balances 664,849,767 -
D.1 Treasury shares (+) 13,148,089 -
D.2 Shares outstanding as at the end of the year 677,997,856 -
- fully paid 677,997,856 -

- not fully paid - -

Ifem B.3 "other changes" refers to the allocations made in April and November 2019 in relation to stock
grant plans. For further details on these allocations, please refer to Part | - "Share-Based Payment
Agreements" of these Explanatory Notes.

ltfem C.2 "Purchase of freasury shares" refers to the purchase of freasury shares as part of the activity
authorised by the Shareholders' Meefing of 18 April 2019 to support exchanges, using a third-party
infermediary (Equita SIM S.p.A.). As af 31 December 2019, 5,084,844 tfreasury shares, equal to 0.75% of
the share capital, had been purchased as part of this activity.

12.3 Share capital: other information
The share capital of Banca Profilo amounts to € 136,994,028, fully paid up and consists of 677,997,856
ordinary shares.

12.4 Profit reserves: other information
The reserves include the allocation of profit for 2019 and changes in reserves related to the stock grant
plan.

In accordance with Art. 2427 of the Italian Civil Code, no. 7-bis, a detailed list of Shareholders' equity
items is also provided with an indication of their possible use, as well as their use in previous years.
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Summary of uses made in
previous years

Description Amount Possibility of Pf:rﬁon for other

(€/thousand) use available to ;:):\s’:; T
( distribution)

Share capital 136,994 B -

Capital reserves: 82

Share premium reserve 82 AB -

Valuation reserves: (2,210)

Valuation reserves - FVOCI on equity securities 524 (m

Valuation reserves - FVOCI on debt securities (2,180) (m

Valuation reserves - Actuarial gains and losses (554) m

Profit reserves: 14,606

Legal reserves 3,181 B 3,181

Stock Option Reserve 32 A 32

Reserve for purchase of treasury shares 3,603

Other reserves 0 -

First-Time Adoption (FTA) Reserve - IFRS 9 (696) AB,C (2) (696)

Retained earnings 8,486 AB,C 8,486

Treasury shares (3,603)

Total 145,868 11,003

Result for the year 6,726 341

Total shareholders' equity 152,594 11,003

Key:

A: for capital increase

B: fo cover losses

C: for distribution to shareholders

(1) Reserves are subject to unavailability restrictions pursuant to Article 6 of Legislative Decree no. 38/05
(2) the FTA reserves, if negative, decrease the distributable portion of other reserves.
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Other information

1. Financial commitments and guarantees issued (other than those measured at fair value)

Nominal value of commitments

and guarantees issued Total Total
31/12/2019 31/12/2018

Stage 1 Stage 2 Stage 3
1. Commitments to disburse funds 228,211 - - 228,211 150,248
a) Central Banks - - - - -
b) Public administration 1,800 - - 1,800 10,593
c) Banks 83,588 - - 83,588 8,507
d) Other financial companies 53,484 - - 53,484 41,399
e) Non-financial companies 17,870 - - 17,870 21,400
f) Households 71,470 - - 71,470 68,350
2. Financial guarantees issued 7,316 886 - 8,202 7,086
a) Central Banks - - - - -
b) Public administration - - - - -
c) Banks - - - - -
d) Other financial companies - - - - 1,455
e) Non-financial companies 2,154 840 - 2,994 4,383
f) Households 5,162 46 - 5,209 1,247

The guarantees issued consist of sureties issued by Banca Profilo against obligations undertaken by the
same towards third parties on behalf of its customers. Irrevocable commitments to disburse funds

include purchases of securities not yet settled.
2. Other commitments and other guarantees issued

Nominal value

Nominal value

Total Total

31/12/2019 31/12/2018

1. Other guarantees issued 68 68
of which: non-performing 68 68

a) Central Banks - -

b) Public administration - -

c) Banks - -

d) Other financial companies - -

e) Non-financial companies - -

f) Households 68 68

2. Other commitments

of which: non-performing -

a) Central Banks -

b) Public administration -

c) Banks -

d) Other financial companies -

e) Non-financial companies -

f) Households -
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3. Assets pledged as collateral for own liabilities and commitments

Portfolios Amount Amount

31/12/2019 31/12/2018
1. Financial assets measured at fair value through profit and loss 275173 236,940
2. Financial assets measured at fair value through other comprehensive income 123,978 222,978
3. Financial assets measured at amortised cost 204,255 170,952

4. Property, plant and equipment - -

of which: property, plant and equipment which constitutes inventory - -

Assets pledged as collateral are represented for € 87,808 thousand by securities pledged as collateral
for monetary policy operations (loans) with the European Cenfral Bank and the Bank of Italy; for €
485,223 thousand by securities pledged as collateral for repurchase agreements and for € 30,376
thousand by securities pledged as collateral for other transactions.

4. Asset management and frading on behalf of third parties

Type of services Amount
1. Execution of orders on behalf of customers 656,442
a) purchases 327,969
1. setfled 327,969
2. unsettled -
b) sales 328,473
1. setfled 328,473

2. unsettled
2. Individual porifolio management 780,300
3. Custody and administration of securities 4,324,481

a) third-party securities held on deposit: relating fo custodian bank activities
(excluding portfolio management) -

1. securities issued by the reporting bank -

2. other securities _

b) third-party securities held on deposit (excluding portfolio management): other 3,249,839
1. securities issued by the reporting bank 456,883
2. other securities 2,792,956
c) third-party securities deposited with third parties 2,805,670
d) own securities deposited with third parties 1,074,642

4. Other transactions 952,878
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PART C - Information on the Income Statement

Section 1 - Interest income/expenses and similar revenues/charges - ltems 10 and 20

1.1 Interest income and similar revenues: breakdown

Items/Technical forms Debt Loans Other Total Total
securities transactions 2019 2018

1. Financial assets measured at fair value through
profit and loss: 5,942 - 10 5,952 7,078
1.1 Financial assets held for frading 5,942 - - 5,942 7,078
1.2 Financial assets designated at fair value - - - = -

1.3 Other financial assets mandatorily measured
at fair value - - 10 10 -

2. Financial assets measured at fair value through
other comprehensive income 5,195 - X 5,195 5,726
3. Financial assets measured at amortised cost: 3,070 6,772 X 9,842 6,843
3.1 Loans and advances to banks 499 1,131 X 1,630 706
3.2 Loans and advances to customers 2,571 5,641 X 8,212 6,137
4. Hedging derivatives X X (86) (86) -
5. Other assets X X 4 4 3
6. Financial liabilities X X X - -
Total 14,208 6,772 (72) 20,907 19,650

of which: interest income from impaired financial
assets

of which: interest income on finance lease

1.2 Interest income and similar revenues: other information
Inferest income and similar revenues relating to transactions with Group

249.1 thousand.

1.2.1 Interest income from financial assets denominated in foreign currency

2019

companies amounted fo €

2018

Interest income from financial assets denominated in foreign currency

2,052

1,291




Banca Profilo | Annual Financial Report as at 31 December 2019

SEPARATE FINANCIAL STATEMENTS | NOTES TO THE SEPARATE FINANCIAL STATEMENTS

1.3 Interest expenses and similar charges: breakdown

Items/Technical forms Payables Securities iransagito::; ;‘:ﬁ’l ;%t]aal
1. Financial liabilities measured at amortised cost (3,018) - X (3,018) (2,348)
1.1 Deposits from central banks - X X - -
1.2 Deposits from banks (801) X X (801) (942)
1.3 Deposits from customers (2,218) X X (2,218) (1,406)
1.4 Debt securities issued X - X - -
2. Financial liabilities held for frading - - - - -
3. Financial liabilities designated at fair value - - - - -
4. Other liabilities and provisions X X (38) (38) (56)
5. Hedging derivatives X X - - (1,414)
6. Financial assets X X X - -
Total (3.018) - (38) (3.056) (3.818)
of which: interest expenses on lease payables (177) - - (177) -

1.4 Interest expenses and similar charges: other information

Interest expenses and similar charges relating to tfransactions with Group companies amount to € 111.6
thousand and mainly relate to the recognition in accordance with IFRS 16 of interest expenses on "Lease
liabilities" relating to the use of the Via Cerva property leased to the bank by Profilo Real Estate.

1.4.1 Interest expenses from liabilities denominated in foreign currency

2019 2018
Interest expenses from liabilities denominated in foreign currency (66) (290)
1.5 Differentials on hedging transactions
ltems Total Total
2019 2018
A. Positive differentials on hedging transactions 3,544 2,098
B. Negative differentials on hedging transactions (3,630) (3,513)

C. Balance (A-B) (88) (1.414)
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Section 2 - Fee and commission income/expenses - Iltems 40 and 50

2.1 Fee and commission income: breakdown

Type of services/Amounts ;%‘109' ;%‘ﬂ;
a) guarantees issued 68 87
b) credit derivatives - -
c) management, brokerage and advisory services: 25,775 22,742
1. trading in financial instruments 3,003 2,810

2. currency trading 111 190

3. portfolio management 7,995 5,848

4. custody and administration of securities 844 712

5. custodian bank - -

6. placement of securities 3,861 3,753

7. order receipt and transmission 4,043 4,322

8. advisory services 4,772 3,557

8.1 related fo investments 2,976 2,606

8.2 related fo financial structure 1.796 951

9. distribution of third-party services 1,146 1,551
9.1 portfolio management - -

9.1.1. individual - -

9.1.2. collective - -

9.2 insurance products 1,146 1,551

9.3 other products - -

d) collection and payment services 62 71
e) securitisation servicing - -
f) factoring services - -
g) tax collection services - -
h) management of multilateral trading facilities - -
i) management of current accounts 194 200
j) other services 256 791
Total 26,354 23,891
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2.2 Fee and commission income: distribution channels of products and services

Channels/Amounts ;%‘IQJ ;%‘&I
a) through branches: 13,003 11,152
1 portfolio management 7,995 5,848
2. placement of securities 3,861 3,753
3. third-party services and products 1,146 1,551

b) off-site distribution: - -

1 portfolio management - R

2. placement of securities - -

3. third-party services and products - -

c) other distribution channels: - .

1 portfolio management - R

2. placement of securities - -

3. third-party services and products - -

Fee and commission income includes that relating fo fransactions with Group companies amounting to
€ 1,108.2 thousand.

2.3 Fee and commission expenses: breakdown

Total Total

Services/Amounts 2019 2018
a) guarantees received (3) (3) 349

b) credit derivatives - -

c) management and brokerage services: (1,966) (1,909)

1. tfrading in financial instruments (1,702) (1,681)

2. currency trading - R

3. portfolio management: - R

3.1 own portfolio - -

3.2 third-party portfolio - -

4. custody and administration of securities (264) (227)

5. financial instruments placement - -

6. off-site distribution of financial instruments, products and services - -

d) collection and payment services (199) (161)

e) other services (85) (64)

Total (2,253) (2,137)
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Section 3 - Dividends and similar income - Item 70

3.1 Dividends and similar income: breakdown

Total 2019 Total 2018
tems/income Dividends i:g:::’er Dividends i:cir::::
A. Financial assets held for trading 20,233 43 14,157 -
B. Other financial assets mandatorily measured at fair value - - - -
C. Financial gssejs measured at fair value through other 23 ) ) )
comprehensive income
D. Equity investments - - 901 -
Total 20,256 43 15,057
Section 4 - Net profit (loss) from trading - ltem 80
4.1 Net profit (loss) from trading: breakdown
Transactions/Income components Capital ga(iR; prertizgi(nt) IOSE:;DEEI)I IosTsr::li(r;)g) N{a :;;f.i: g:;;}
1. Financial assets held for trading 10,910 25,147 (2,719) (26,337) 7,002

1.1 Debt securities 7,523 15,025 (1,945) (12,006) 8,597
1.2 Equity securities 3.317 10,075 (701) (12,415) 277
350 1.3 Units of UCITS 69 47 (74) (7) 36
1.4 Loans - - - - -

1.5 Other - - - (1,908) (1,908)

2. Financial liabilities held for trading - - - - -
2.1 Debt securities - - - - -
2.2 Payables - - - - -
2.3 Other - - - - -
g}f:;r:::z::sl assets and liabilities: exchange X X X X )
4. Derivatives 90,759 234,893 (108,900) (235,867) (19.115)
4.1 Financial derivatives: 59,126 223,788 (76,308) (224,109) (17,503)

- On debft securities and interest rates 13,323 96,661 (9.725) (103,280) (3,021)

- On equity securities and stock indices 45,803 125,912 (66,583) (119,505) (14,373)

- On currencies and gold X X X X -

- Other - 1215 - (1,324) (109)

4.2 Credit derivatives 31,633 11,105 (32,592) (11,758) (1,611)
gfp\a/grl\ch: natural hedges related to fair value X N X N )
Total 101,669 260,040 (111,619) (262,203) (12,113)
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Section 5 - Net profit (loss) from hedging - ltem 90

5.1 Net profit (loss) from hedging: breakdown

Income components/Amounts Uzl Uzl
2019 2018
A. Gains on:
A.1 Fair value hedging instruments 32,681 25,852
A.2 Hedged financial assets (fair value) 9.842 19
A.3 Hedged financial liabilities (fair value) - -
A.4 Cash-flow hedging derivatives - -
A.5 Assets and liabilities denominated in foreign currency - -
Total gains from hedging activities (A) 42,523 25,871
B. Losses on:
B.1 Fair value hedging instruments (42,991) (24,238)
B.2 Hedged financial assets (fair value) - (1,944)
B.3 Hedged financial liabilities (fair value) - -
B.4 Cash-flow hedging derivatives - -
B.5 Assets and liabilities denominated in foreign currency - -
Total losses from hedging activities (B) (42,991) (26,182)
C. Net profit (loss) from hedging (A - B) (468) (311)
of which: results of hedge accounting on net positions - -
Section 6 - Income (loss) from disposal or repurchase - ltem 100
6.1 Income (loss) from disposal or repurchase: breakdown
Total 2019 Total 2018
LSS ) Profits Losses AU g:fsl; Profits Losses Rt {I,:::g
A. Financial assets
1. Financial assets measured at amortised cost 495 - 495 - - -
1.1 Loans and advances to banks 21 - 21 - - -
1.2 Loans and advances to customers 405 - 405 - - -
2. Financial assets measured at fair value through
other comprehensive income 8,097 (2,148) 5,949 10,815 (1,876) 8,939
2.1 Debt securities 8,097 (2,148) 5,949 10,815 (1.876) 8,939
2.2 Loans = = = - - -
Total assets (A) 8,592 (2,148) 6,444 10,815 (1.876) 8,939

B. Financial liabilities measured at amortised cost

1. Deposits from banks = = S - - _

2. Deposits from customers = = S - - _

3. Debt securities issued = = S - - -
Total liabilities (B) = o 5 - - .
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Section 8 - Net value adjustments/reversals for credit risk — ltem 130

8.1 Net value adjustments/reversals on financial assets measured at amortised cost: breakdown

Value adjustments (1) Reversals (2)
Transactions/Income Stage 3 Total Total
components Stage 1 9 Stage 1 stage 3 2019 2018
and 2 \yjte-offs Other and 2

A. Loans and advances to banks - - - 161 - 161 (80)
- Loans - - - 156 - 156 (60)
- Debt securities - - - 5 - 5 (21)
of which: impaired loans, B B B ) ) ) )
acquired or originated

B. Loans and advances to - - (225) 269 - 44 (325)

customers
- Loans - - (225) 244 - 19 (81)
- Debft securities - - - 25 - 25 (244)
of which: impaired loans, B B B ) ) . )
acquired or originated

Total - - (225) 430 - 205 (405)

8.2 Net value adjustments/reversals on financial assets measured at fair value through other
comprehensive income: breakdown

Value adjustments (1) Reversals (2)
Transactions/Income stage 3 Total Total
352 components Stage 1 9 Stage 1 stage 3 2019 2018
—_— and 2 \yjte-offs Other and 2
A. Debt securities - - - 30 - 30 (315)

B. Loans - - - - - - -

- to customers - - - - _ _ ~

- o banks - - - - - - -

of which: impaired financial
assets, acquired or originated

Total . - - 30 - 30 (315)
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Section 10 - Adminisirative expenses - ltem 160

10.1 Personnel expenses: breakdown

Type of expenses/Amounts ;%‘109' ;%‘1‘:;
1) Employees (24,919) (21,322)
a) wages and salaries (18,251) (15,717)
b) social security charges (4,504) (3,791)
c) severance indemnity - -
d) social security expenses - -
e) provision for employee severance indemnity (2) (2)
f) provision for pension funds and similar obligations: - -
- defined contribution - -
- defined benefit - -
g) contributions to external pension funds: (843) (841)
- defined contribution (843) (841)
- defined benefit - -
h) costs related to share-based payment agreements - -
i) other employee benefits (1,320) (972)
2) Other staff (19) (26)
3) Directors and Statutory Auditors (1,264) (1,212)
4) Retired personnel - -
5) Recovery of expenses for employees seconded to other companies 390 461
6) Reimbursement of expenses for third-party employees seconded to the company (269) (183)
Total (26,081) (22,283)

10.2 Number of employees by category
Average Average
number number
2019 2018

Employees

a) executives 49 48
b) middle managers 75 74
c) remaining staff 45 45
Other staff - -
Total 169 167

353



354

Banca Profilo | Annual Financial Report as at 31 December 2019

SEPARATE FINANCIAL STATEMENTS | NOTES TO THE SEPARATE FINANCIAL STATEMENTS

10.5 Other administrative expenses: breakdown

2019 2018

Expenses for professional, legal and advisory services (1,357) (1,439)
Insurance premiums (72) (78)
Advertising (735) (332)
Postal, telegraph and telephone (312) (32¢)
Printed matter and stationery (44) (59)
Maintenance and repairs (270) (363)
Data processing and fransmission services (8,296) (7,682)
Electricity, heating and condominium expenses (244) (214)
Charges for various services provided by third parties (974) (962)
Cleanliness and hygiene (260) (248)
Transport and travel (193) (213)
Security and transport of valuables (29) (24)
Subscription fees (193) (154)
Certification fees (154) (150)
Subscriptions to newspapers, magazines and publications (32) (61)
Rents payable (976) (3,422)
Entertainment expenses (204) (270)
Indirect taxes and duties (4,886) (5,074)
of which stamp duty (3,867) (3,794)
Sundry and residual (702) (650)
Total (19,931) (21,720)

The item Indirect taxes and duties includes the conftribution to the National Resolution Fund of € 0.8
million, of which € 0.2 million requested during the year as an additional call for 2017.

The decrease is due to the infroduction of the new IFRS 16 standard which resulted in lower charges
deriving from the rental and lease of property, plant and equipment with a consequent increase in the
item "value adjustments on property, plant and equipment” following the depreciation process of the
"right of use" recorded in Assets under "Property, plant and equipment”, as well as higher interest
expenses relating to the related financial liability.

Section 11 - Net provisions for risks and charges - Item 170

11.1 Net provisions for credit risk relating fo commitments to disburse funds and financial guarantees
issued: breakdown
The item includes an amount of € 10 thousand relating to reversals of financial guarantees issued.

11.3 Other net provisions for risks and charges: breakdown

Provisions under "Provisions for risks and charges - other' amounting to € 550 thousand refer to provisions
for a limited number of customer complaints for which the risk of an outlay is considered probable. The
figure for the previous year, on the other hand, included net releases of provisions previously allocated
for € 265 thousand.
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Section 12 - Net value adjustments/reversals on property, plant and equipment -
Item 180

12.1. Net value adjustments on property, plant and equipment: breakdown

Value adjustments

Asset/Income component Depreciation for impairment Reversals Net profit (loss)
(a) (b) () (a+b-c)
A. Property, plant and equipment

1 Used in the business (2,755) - - (2,755)
- Owned (260) - - (260)
- Rights of use acquired through lease (2,495) - - (2,495)
2 Held for investment - - - -

- Owned -
- Rights of use acquired through lease - - - -
3 Inventory - - - -
Total (2,755) - - (2,755)

Depreciation of property, plant and equipment was determined in relation to both the degree of use of
the assets and their estimated useful life, applying the rates listed below for the calculation:

e property 2.5%
e office furniture and machines 12%
e furnishings 15%
e machinery, apparatus and miscellaneous equipment 15%
e electromechanical and electronic office machines 20%
e armoured counters and safes 20%
e motor vehicles and internal transport 20%
e computer systems 20%
e cCars 25%
e alarm systems 30%

The sub-item "Rights of use acquired through lease" relates to the entry into force of the new accounting
standard IFRS 16 and the consequent recognifion of rights o use property, motor vehicles and capital
goods. This item includes the depreciation of Rights of use on a straight-line basis calculated over the
duration of the confract. For details on the application of the aforementfioned accounting standard,
reference should be made to the sectfion "Disclosure on first-time adoption of IFRS 16 - Leases",
contained in Part A of these Explanatory Notes.
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Section 13 - Net value adjustments/reversals on intangible assets - Item 190

13.1 Net value adjustments/reversals on intangible assets: breakdown

Value adjustments

Reversals of

Amortisation N N . . Net profit (loss)
Asset/Income component for impairment impairment losses
(a) (b) (c) (a+b-c)
A. Intangible assets
A.1 Owned (1,122) - - (1,122)
- Generated internally by the
company - - - -
- Other (1,122) - - (1,122)
A.2 Rights of use acquired through lease - - - -
Total (1,122) - - (1.122)

This item includes amortisation related to software for long-term use and long-term costs incurred for the
development of procedures related to the "digital channels" project.

Section 14 - Other operating income/expenses - ltem 200

14.1 Other operating expenses: breakdown

2019 2018
356 Other operating expenses

Other expenses (171) (179)
Total operating expenses (171) (179)
14.2 Other operating income: breakdown

2019 2018
Recovery of expenses from customers 19 35
Indirect tax recoveries 3,908 3,948
Recovery of expenses on services to Group companies 166 164
Otherincome 627 647
Total operating income 4,719 4,794

Section 17 - Value adjustments to goodwill - Item 240

On the basis of the "impairment test" carried out on the goodwill recorded under item 100 "Intangible
assefs" of the Balance Sheet Assets, as reported in the comment to section 10 of Part B - Information on
the Balance Sheet, it was necessary to make a value adjustment of € 497 thousand on the Goodwill
relating to the lending and custody and individual asset management business unit in the financial
years 2003 and 2004. Please refer to the relevant section of the notes for further details.
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Section 19 - Tax on income for the year for continuing operations - ltem 270

19.1 Tax on income for the year for continuing operations: breakdown

Income components/Amounts ;%'1‘:9' ;%'&I
1. Current taxes (-) (871) (88)
2. Changes of current taxes of previous years (+/-) (929) 245
3. Decreases in current taxes for the year (+) - -
3.bis Decreases in current taxes for the year due tax credit

related to Law no. 214/2011 (+) - -
4. Change in deferred tax assets (+/-) (2,070) (379)
5. Change in deferred tax liabilities (+/-) (208) -
6. Tax expense for the year (-) (-1+/-2+3+3bis+/-4+/-5) (3,248) (223)

The current IRES charge corresponding to the taxable income for the year, offset against prior-year
losses of € 2,784 thousand, is included in point 4) change in deferred tax assets.

19.2 Reconciliation of theoretical to actual tax charge

Income components/Amounts 2019
Current taxes: (3.413)
IRES (3.158)
- of which a decrease in deferred tax assets for offsetting past tax losses (2,542)
IRAP (255)
Change in deferred tax assets: 473
IRES increases 519
IRES decreases (74)
IRAP increases 28

IRAP decreases -

Change in deferred tax liabilities: (208)

IRES increases (173)

IRES decreases -

IRAP increases (35)

IRAP decreases -

Changes of current taxes of previous years (99)

Taxes pertinent to the period (3.248)
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I(il::ounfs in €/thousand) 2019
Gross profit for the year 9.974
Theorefical rate 5.57%
Theoretical tax burden 556
Non-relevant IRAP costs/revenues 46,141
Increases 4,604
Decreases (56,133)
Total changes (5,388)
Tax charge on changes (301)
Taxable current taxes 4,586
Current tax burden 255
Increase in deferred tax assets for deductible temporary differences (28)
Decrease in deferred tax assets for deductible temporary differences -
Increase in deferred tax liabilities for taxable temporary differences 35
Decrease in deferred tax liabilities for taxable temporary differences

Actual tax charge for the year 263
Actual tax charge for the year % 2.63%
I(E\E:\ounfs in €/thousand) b/
Gross profit for the year 9,974
Theoretical rate 27.50%
Theoretical tax burden 2,743
Increases 2,408
Decreases (899)
Total changes 1,509
Tax charge on changes 415
Taxable current taxes 11,483
Current tax burden 3,158
Increase in deferred tax assets for deductible temporary differences (519)
Decrease in deferred tax assets for deductible temporary differences 74
Increase in deferred tax liabilities for taxable temporary differences 173
Decrease in deferred tax liabilities for taxable temporary differences

Actual tax charge for the year 2,886
Actual tax charge for the year % 28.93%

Section 22 - Earnings per Share (EPS)

22.1 Average number of diluted ordinary shares

The average number of Banca Profilo's shares outstanding in 2019 was 667,956,185 determined on a
monthly basis and taking into account the shares issued net of treasury shares in the portfolio. Basic
earnings per share in 2019 amounted fo € 0.010. The average number of diluted ordinary shares was
667,956,185. The diluted earnings per share for 2019 is therefore € 0.010.
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PART D - Statement of Comprehensive Income

Statement of Comprehensive Income

ltems Total Total
(€/thousand) 2019 2018
10. Profit (loss) for the year 6,726 2,265
Other income without reversal to income statement 488 (29)
20. Equity securities measured at fair value through other comprehensive income 558 (29)
a) changes in fair value 371 (32)
b) transfers to other components of shareholders' equity 182 4

70. Defined benefit plans (20)

100. Income taxes relating to other income without reversal to Income Statement 25
Other income with reversal to income statement 6,465 (11,180)
150. !;i\r:ggcik?l ?ﬁsefs (oTherPT]hon_eq.uiTy securities) measured at fair value 9,659 (16,704)

gh other comprehensive income
a) changes in value 6,145 (11,578)
b) reversal to income statement 3,514 (5,126)
- adjustments for credit risk (30) 315
- realised gains/losses 3,544 (5,441)
c) other changes

180. Income taxes relating to other income without reversal fo income statement (3,194) 5,524
190. Total other income 6,953 (11,209)
200. Comprehensive income (ltem 10+190) 13,679 (8.944)
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PART E - Information on Risks and Hedging Policies

Section 1 - credit Risk

QUALITATIVE INFORMATION

1 General information

Banca Profilo carries out traditional lending activities, in compliance with the Credit Policy guidelines
approved by the Parent Company's Board of Directors. Since the Bank's core business is Private Banking,
its credit policy favours loans to private customers, in the form of Lombard loans, i.e. loans secured by
pledges on financial instruments or asset management schemes held by customers with Banca Profilo or
by mortgage guarantees.

Delivery and counterparty risks are instrumental to the performance of operations typical of the Finance
Area. The Bank operates in such a way as to minimise these credit risk components: a) for delivery risk,
by using DVP (delivery versus payment) type guarantee mechanisms for the seftlement of tfransactions;
b) for counterparty risk, by using collateral agreements with daily margining with all financial
counterparties with which it operates in over-the-counter or repo derivatives.

With regard fo the spread of the Coronavirus and its consequences, it is not excluded that a general
slowdown in the economy may occur, with potential effects - as at 12 March 2020 - which cannot yet
be determined for Banca Profilo. These will be constantly monitored during the year 2020. Banca
Profilo's balance sheet and liquidity situation as at 12 March 2020 is, however, solid and capable of
coping with further worsening market scenarios compared to the current situation.

2 Credit risk management policies

2.1 Organisational aspects

In accordance with the Guidelines issued by the Parent Company and the Group Risk Appetite
Framework (RAF), for the performance of activities involving the assumption of credit risk, the Bank has
adopted specific Credit Regulations, which formalise the processes and criteria to be applied when
grantfing loans or a credif line: this document is approved by the Board of Directors and periodically
reviewed.

The Credit Regulations are based on the following guidelines:

e separation of tasks and responsibilities between the functions that manage the relationship and
instruct credit line practices, those that grant and administer credit lines and those that measure
and monitor risks;

e qaffribufion of the concession activity to collective bodies (Credit Committee or Board of
Directors), with different powers depending on the type of line requested, the amount, the
existence or otherwise of collateral based on well-defined limits of autonomy; the decision-
making autonomy of individual parties (Chief Executive Officer or other equivalent function) may
be provided for operations of reduced amount.

The Credit Regulations also provide for the following:

o the types of collateral deemed eligible and the criteria for determining the spread applied to
each type of collateral; the spread shall be determined prudently, taking into account the
degree of liquidity of the collateral and the possible variability of its value in relation to changes in
market factors;

e the technique of measuring counterparty risk according to a "mark to market + add on"
methodology;

the frequency of monitoring compliance with the lines or credit lines granted, the creditworthiness of
the customer or counterparty, the appropriateness of the value of the guarantees.
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2.2 Management, measurement and control systems

The Bank's Credit Function verifies at least monthly the amount of loans granted and disbursed, the
adequacy of guarantees or collateral received, compliance with credit lines for derivative transactions
and prepares the related reports at meetings of the Credit Committee and the Board of Directors. The
same function periodically reviews the creditworthiness of customers and counterparties.

The Risk Management Function verifies the correct operation of performance monitoring on individual
exposures, in particular non-performing exposures, and the consistency of classifications, the
appropriateness of provisions and the adequacy of the recovery process.

In accordance with supervisory regulations, counterparty risk is measured internally in terms of mark to
market + add on. An amount (add on) is added to the mark to market of the outstanding derivatives,
which represents the current exposure to a given counterparty, to take into account the potential
future exposure associated with the individual contracts. The add on is differentiated for each
derivative contract, depending on its residual duration and type.

2.3 Methods to measure expected losses

The expected loss model has been adopted to measure the impairment of financial assets held in the
portfolio, with two types of calculatfion: 12 months expected credit losses for loans classified as stage 1
and lifefime expected credit losses for those classified as stage 2 or 3.

Non-performing loans are subject to an analytical valuation process regardless of the amounts involved.
The quantification of impairment also takes info account existing guarantees. More specifically, the
policy on the criteria for the classification and valuation of company assets establishes the minimum
write-down percentages for the various stages of non-performing loans, set out below and which can
only be reduced in the presence of objective evidence: the actual write-down percentages are
decided by the Credit Committee. In partficular, past due/overdrawn positions are broken down
internally on the basis of:

e days of continuous past due (more than 90 days);

e« presence of collateral received;

¢ percentage coverage of the position by the guarantees.

On the basis of the three indicators, a consistent write-down percentage is applied.

Loans and securities for which no objective evidence of loss has been individually identified fall within
the so-called "performing loans" (performing positions) and are subject to collective valuation.

The valuation model for the Generic fund must be established on the basis of the following formula:
ECL=EAD x PD x LGD

where:

ECL = Expected Credit Loss

EAD = Exposure at Default

PD = Probability of Default

LGD = Loss given Default

Collective write-downs of securities and loans must therefore be calculated according to the following
principles:
e at each reporting date, if the credit risk of a financial instrument has not significantly increased

with respect to the date of disbursement or purchase (stage 1), the expected loss for that
financial instrument should be measured as the amount of expected losses in the following 12
months;

e at each reporting date, if the credit risk of a financial instrument has significantly increased with
respect to the date of disbursement or purchase (stage 2), the expected loss for that financial
insfrument should be measured as the amount of expected losses over the remaining life of the
instfrument (lifetime).

For the purposes of staging financial assets, each asset is classified at the origination date in "stage 1"
and subsequently:

e with regard to securifies, the deterioration of three notches on the rafing aftributed fo the

instrument itself by external rating agencies, together with a final speculative grade rating, will be
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considered evidence of a significant increase in credit risk, and therefore a move to "stage 2" for
the security;

e with regard to loans, the deterioration of three notches on the internal rating assigned to the
position will be considered evidence of a significant increase in credit risk. In this regard, the
credit risk of an asset may not be considered significantly increased if, at the measurement date,
the credit risk of the asset itself is considered low on the basis of the assessments made by the
Credit Committee.

With regard to the criteria for determining PDs and LGDs to be applied by counterparty and instrument
to positions, the approaches differ between securities and loans.

With regard to securities, issuer-specific PDs are exiracted from listed credit spreads (CDS and listed
bonds) or, in the absence of significant market data for an issuer, by proxy methodology. Market
spreads are stripped of the risk premium component to arrive at the estimate of real PDs according to a
"real world" approach.

LGDs are associated with the respective issues, differentiating according to the level of subordination
(senior and subordinated issues) and the country of the issuer (60% and 80% for a developed country
issuer, 75% and 100% for an emerging counfiry issuer, respectively); for covered issues, the LGD varies
(from 20% to 60%) depending on the rating assigned fo the security in question.

With reference to loans, the PDs used are estimated starting from the construction of Pit (Point in fime)
migration matrices from historical databases on which future PDs are built based on simulations of
different macroeconomic scenarios. Finally, PD averages weighted by the probability of occurrence of
the scenarios are calculated. For guaranteed loans, the LGDs obtained on the basis of the consortium
models are adjusted to 5% if the value of the guarantee (net of internally established prudential
spreads) is large in relation to the value of the loan disbursed.

With regard fo the historical series of default rates, the bank updated the data at the beginning of 2020,
using the data as at 31 December 2019, taking info account the changes in status recorded in 2019 on
its credit positions in order to have a more precise calibration of the historical series recorded in the
valuation model af the consortium level. In addition, the main macroeconomic variables were updated
fo determine the forward looking component.

Specifically, three macroeconomic scenarios have been selected at the consortium level: a baseline,
an up scenario and a down scenario.

The baseline scenario is the central reference scenario and is therefore considered to be the most likely
scenario. The "Down" and "Up" Scenarios represent alternative, respectively worse and better scenarios
than the "Baseline Scenario':

e The "Baseline Scenario reflects the expected macroeconomic evolution. It forecasts positive and
gradually accelerating growth for the Italion economy. Specifically, annual GDP growth is
expected to be 0.6% in 2020, 0.8% in 2021 and 1.2% in 2022. Among other macroeconomic
variables, the unemployment rate is estimated to gradually decline to 9.4% at the end of 2022.
The EUR/USD exchange rate is expected to increase slightly from 1.17 at the beginning of 2020 to
1.24 at the end of 2022. Brent oil prices are expected to gradually increase, but sfill within the USD
60/70 per barrel range. The 3-month Euribor rate is estimated to be almost constant in light of
expected unchanged monetary policies. The Italy-Germany Spread is expected to contfract
gradually due to the simultaneous effect of a rise in the Bund yield, but still at negative levels, and
a narrowing of the BTP yield.

e The "Down Scenario" outlines a context of recession for the Italian economy, with annual GDP
expected to contract by 0.8% in 2020, 2.3% in 2021 and 1.7% in 2022, and with the unemployment
rate gradually increasing to 14.9% at the end of 2022. The EUR/USD exchange rate is expected to
oscillate within the range 1.05-1.12. Qil prices are estimated to fall gradually below USD 60 per
barrel and then stabilise at around USD 56 per barrel during 2022. The 3-month Euribor rate is
expected to fall, stabilising at around -0.65% during 2022. The Italy-Germany Spread is estimated
to gradually increase, and above 200 basis points from the first quarter of 2022.

e The "Up Scenario" outlines a context of expansion for the Italian economy, with annual GDP
expected to grow strongly, by 2.3% in 2020, 3.8% in 2021 and 3.6% in 2022, and with the
unemployment rate gradually decreasing, to 6% at the end of 2022. The 3-month Euribor rate is
expected fo remain in negative ferritory in the three-year period 2020-2022, albeit gradually but
slowly rising. The EUR is expected to gradually appreciate against the USD, with the exchange
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rate rising from 1.20 in the first quarter of 2020 to 1.34 at the end of 2022. Oil prices are estimated
to rise gradually to USD 80 per barrel during 2022.

In order to estimate a possible impact on collective credit write-downs in relation to a general
economic slowdown and a worsening of the main macroeconomic indicators due to the spread of the
Coronavirus epidemic (COVID-19), a simulation of collective write-downs has been carried out with a
full realisation of the "Down Scenario" (100% weighting), which shows an increase in value adjustments
on performing loans of about 8% compared fo the weighting of scenarios illustrated in this section and
used for the calculation of collective write-downs for these financial statements.

2.4 Credit risk mitigation policies

In order to contain counterparty risk and in accordance with the provisions of the so-called EMIR
regulations, Banca Profilo has enfered into collateralisation agreements with all the financial
infermediaries with which it operates in the market. These agreements provide for the daily
quantification of the reciprocal exposure between two counterparties in terms of the mark-to-market of
the derivatives in position and the simultaneous payment of collateral (cash) to secure the exposure, if it
exceeds a confractually agreed amount.

The loans granted, on the other hand, are generally covered by collateral and personal guarantees.
The types of guarantees involved are:

pledges on securities deposited with the Bank by customers, managed or administered;
mortgages on property, against a small proportion of loans granted (mostly to employees);
sureties;

other guarantees (assignment of credit, etc.).

3 Non-performing credit exposures

As at 31 December 2019, with reference to fraditional financing activities and frade receivables, at
Banca Profilo non-performing loans amounted to a gross amount of € 6.6 million, written down by
approximately 86%.

3.1 Management strategies and policies

The Bank, in compliance with current supervisory regulations, ensures the correct classification of non-
performing loans.

Non-performing loans are subject to an analytical valuation process regardless of the amounts involved.
The quantification of impairment takes account of existing guarantees.

Loans past due and/or overdrawn by more than 90 days on an ongoing basis
The total exposure shall be recognised as past due and/or overdrawn if, at the reporfing date, the
higher of the following two values is equal o or above the 5% threshold:
e average of the past due and/or overdrawn portion on the entire exposure recorded on a daily
basis and in the last quarter of the previous year;
e past due and/or overdrawn portion of the entire exposure at the reporting date.

Past due/overdrawn positions are broken down internally on the basis of:
e days of continuous past due (more than 90 days);
e presence of collateral;
e percentage coverage of the position by the guarantees.

Based on these indicators, a minimum write-down percentage is applied.

The write-down percentages and the assumptions that led to their determination are decided by the
Credit Committee, on the proposal of the Credit Function and verified by the Risk Management
Function.
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Unlikely to pay

Classification in this category is linked to the Bank's opinion that, without recourse to actions such as
enforcement of guarantees, the debtor is unlikely to meet its credit obligations in full (principal and/or
interest). This assessment is independent of whether or not there are any overdue and unpaid amounts.
The classification as Unlikely to pay takes place by resolution of the Credit Committee, on the proposal
of the Credit Function.

The assessment process tfakes info account the guarantees received and the percentage coverage of
the position by these guarantees, applying minimum write-down percentages.

The percentages calculated in this way and the assumptions that led to their determination are
decided by the Credit Committee, on the proposal of the Credit Function and verified by the Risk
Management Function.

Bad loans

Exposures to parties in a state of insolvency, even if not judicially ascertained or in substantially
comparable situations.

The Board of Directors is responsible for deciding on the bad loan status and determining the write-
down to be applied.

The Credit Commiftee, having obtained the opinion of the Risk Management Function, prepares the
report fo the Board of Directors with a proposal for the attribution of the state of insolvency, the reasons
and the write-down percentage to be applied, applying minimum values.

The assessment process for non-performing loans must fake place at least once a year when the annual
financial statements are drawn up and whenever anomalies are found on individual non-performing
positions.
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Portfolios/quality

Assets with evident poor credit quality

Other assets

Accumulated
capital losses

Net exposure

Net exposure

1. Financial assets held for frading - - 444,138
2. Hedging derivatives - - 1.271
Total 31/12/2019 - - 445,409
Total 31/12/2018 - - 436,044
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A.1.5 Financial assets, commitments to pay funds and financial guarantees issued: transfers between
the different credit risk stages (gross and nominal amounts)

Gross exposure/nominal value

Transfers between

stage 1 Transfers between Transfers between
Porifolios/risk stages and stage 2 stage 2 and stage 3  stage 1 and stage 3
From From From From From From

stage 1to stage 2to stage 2to stage 3to stage 1to stage 3to
stage 2 stage 1 stage 3 stage 2 stage 3 stage 1

1. Financial assets measured at amortised cost 3,764 488 - - - -

2. Financial assets measured at fair value through
other comprehensive income - - - - - _

3. Financial assets held for sale - - - - - _

4. Commitments to disburse funds and financial
guarantees issued - - - - - -

Total 31/12/2019 3,764 488 - - - .
Total 31/12/2018 - - 1,124 - - .

A.1.6 On-balance sheet and off-balance sheet credit exposures to banks: gross and net amounts

Gross exposure
P Overall value

Types of exposure/amounts Non- . adjustments and Net Exposure
performing Performing  total provisions

Total partial
write-offs*

A. On-balance sheet credit exposures

a) Bad loans -

- of which: forborne exposures -

b) Unlikely to pay R

- of which: forborne exposures -

c) Non-performing past due exposures -

X | X | X | X | X | X

- of which: forborne exposures

d) Performing past due exposures

- of which: forborne exposures

e) Other performing exposures 311,323 152 311,171 -

X | X | X | X

- of which: forborne exposures

Total (A) - 311,323 152 311,171 -

B. Off-balance sheet credit exposures

a) Non-performing - X - - R

b) Performing X 93,771 - 93.771 -

Total (B) - 93,771 - 93,771 -

Total (A+B) - 405,094 152 404,942 -

"Off-balance sheef" exposures to banks include all financial fransactions other than balance sheet ones
(guarantees issued, commitments, derivatives, efc.) which entail the assumption of credit risk, regardless
of the purpose of said fransactions (frading, hedging efc.).
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A.1.7 On-balance sheet and off-balance sheet credit exposures to customers: gross and net amounts

Gross exposure

Overall value

Types of exposure/amounts Non- e Net exposure Toia! puriiql
© Performing and total write-offs
performing provisions

A. On balance sheet credit exposures
a) Bad loans 3.876 X 3,876 - 683
- of which: forborne exposures - X - - -
b) Unlikely fo pay 1,137 X 339 797 -
- of which: forborne exposures - X - - -
c) Non-performing past due exposures 1,544 X 1.419 125 -
- of which: forborne exposures - X - - -
d) Performing past due exposures X 376 4 372 -
- of which: forborne exposures X - - - -
e) Other performing exposures X 1,269,573 568 1,269,005 -
- of which: forborne exposures X - - - -

Total (A) 6,556 1,269,949 6,206 1,270,299 683

B. Off-balance sheet credit exposures
a) Non-performing 68 X - 68 -
b) Performing X 616,105 6 616,099 -

Total (B) 68 616,105 6 616,167 -

Total (A+B) 6,624 1,886,054 6,212 1,886,466 683

"Off-balance sheet" exposures to customers include all financial transactions other than balance sheet
ones (guarantees issued, commitments, derivatives, etc.) which entail the assumption of credit risk,

regardless of the purpose of said tfransactions (trading, hedging, etc.).
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A.1.9 On-balance sheet credit exposure to customers: changes in gross non-performing exposures

Non-performing

Types/Categories Bad loans Unlikely to pay past due
exposures
A. Gross exposure, opening balance 3,876 1,124 1,467

- of which: exposures transferred but not derecognised - - -

B. Increases - 12 108

B.1 transfers from performing exposures - - -

B.2 transfers from impaired financial assets, acquired or originated - - -

B.3 transfers from other categories of non-performing exposures - - -

B.4 confractual modifications without derecognitions - - -

B.5 other increases - 12 108

C. Decreases - - 32

C.1 transfers to performing exposures - - -

C.2 write-offs - - -

C.3 collections - - 32

C.4 amount realised upon disposal of positions - - -

C.5 losses on disposal - - _

C.6 transfers to other categories of non-performing exposures - - -

C.7 contractual modifications without derecognitions - - -

C.8 other decreases - - _

D. Gross exposure, closing balance 3,876 1137 1,544

- of which: exposures transferred but not derecognised - - -
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A.1.11 On-balance sheet non-performing credit exposures to customers: changes in overall value

adjustments

Types/Categories

Bad loans

Unlikely to pay

Non-performing past due

exposures

Total

of which:
forborne
exposures

Total

of which:
forborne
exposures

Total

of which:
forborne
exposures

A. Overall adjustments, opening
balance

3,876

243

1,290

- of which: exposures transferred
but not derecognised

B. Increases

97

129

B.1 value adjustments of impaired
financial assets, acquired or
originated

B.2 other value adjustments

97

129

B.3 losses on disposal

B.4 transfers from other categories of
non-performing exposures

B.5 confractual modifications without
derecognitions

B.6 otherincreases

C. Decreases

C.1 reversals from valuation

C.2reversals from collection

C.3 profit from disposal

C.4 write-offs

C.5 transfers to other categories of
non-performing exposures

C.6 contractual modifications
without derecognitions

C.7 other decreases

D. Overall adjustments, closing
balance

3,876

- of which: exposures transferred
but not derecognised

A.2 Classification of financial assets, commitments to pay funds and financial guarantees

issued on the basis of external and internal ratings.

The Bank does not classify exposures according to external or internal ratings.
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B.2 Breakdown of on-balance sheet and off-balance-sheet credit exposures to customers by

geographic area

Part 1

Exposures/Geographic areas

Italy

Other European countries

America

Net exposure

Overall value
adjustments

Net exposure

Overall value
adjustments

Net exposure

A. On-balance sheet credit
exposures

A.1 Bad loans - 3.875 - - -
A.2 Unlikely to pay 797 339 - - -
A.3 Non-performing past due exposures 124 1,418 1 - -
A.4 Performing exposures 1,120,688 542 137,145 29 6,663
Total (A) 1,121,609 6,175 137,146 29 6,663
B. Off-balance sheet credit exposures

B.1 Non-performing exposures 68 - - - -
B.2 Performing exposures 147,363 6 451,166 - 17,352
Total (B) 147,431 6 451,166 - 17,352
Total (A+B) 31/12/2019 1,269,040 6,181 588,312 29 24,014
Total (A+B) 31/12/2018 1,299,209 6,682 367,802 64 44,466

B.2 Breakdown of on-balance sheet and off-balance-sheet

geographic area

Part 2

Exposures/Geographic areas

America

credit exposures to customers by

Asia

Rest of the world

Overall value

Net exposure

Overall value

Net exposure

Overall value

adjustments adjustments adjustments
A. On-balance sheet credit
exposures
A.1 Bad loans - - - - -
A.2 Unlikely to pay - - - - -
A.3 Non-performing past due exposures - - - - -
A.4 Performing exposures 1 4,880 1 - -
Total (A) 1 4,880 1 - -
B. Off-balance sheet credit exposures
B.1 Non-performing exposures - - - - -
B.2 Performing exposures - 219 - - -
Total (B) - 219 - - -
Total (A+B) 31/12/2019 1 5,100 1 - -
Total (A+B) 31/12/2018 18 4,601 5 - -
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B.3 Breakdown of on-balance sheet and off-balance-sheet credit exposures to banks by geographic
area

Part 1
Italy Other European countries America
Exposures/Geographic areas Overall value Overall value
Net exposure A Net exposure A Net exposure
adjustments adjustments
A. On-balance sheet credit
exposures
A.1 Bad loans - - - - -
A.2 Unlikely to pay - - - - -
A.3 Non-performing past due exposures - - - - -
A.4 Performing exposures 218,722 133 92,449 19 -
Total (A) 218,722 133 92,449 19 -
B. Off-balance sheet credit exposures
B.1 Non-performing exposures - - - - -
B.2 Performing exposures 4,745 - 87,162 - -
Total (B) 4,745 - 87,162 - -
Total (A+B) 31/12/2019 223,467 133 179,611 19 -
Total (A+B) 31/12/2018 301,789 359 161,964 51 43

B.3 Breakdown of on-balance sheet and off-balance-sheet credit exposures to banks by geographic
area

377
Part 2 E—
America Asia Rest of the world
Exposures/Geographic areas Overall value Overall value Overall value
. Net exposure " Net exposure .
adjustments adjustments adjustments

A. On-balance sheet credit
exposures

A.1 Bad loans - - - - -

A.2 Unlikely to pay - - - - -

A.3 Non-performing past due exposures - - - - -

A.4 Performing exposures - - - _ R

Total (A) - - - - -

B. Off-balance sheet credit exposures

B.1 Non-performing exposures - - - - -

B.2 Performing exposures - - - - -
Total (B) - - - - -
Total (A+B) 31/12/2019 - - - - B
Total (A+B) 31/12/2018 - - - - B
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B.4 Large exposures

31/12/2019 31/12/2018

a) Amount - book value 1,986,603 2,275,415
b) Amount - weighted value 128,171 292,602

c) Number 18 20

Large exposures are any of the assets and off-balance sheet items referred to in Part Three, Title |l
Chapter 2 of Regulation (EU) no. 575/2013 (CRR) - without the application of risk weights or risk
categories - fo a customer or group of connected customers when its value is 10% or more of eligible
capital.

C. Securitisation transactions

Banca Profilo has not carried out any securitisation tfransactions.

D. Disclosure on structured entities not consolidated line-by-line in the accounts (other than

Special Purpose Vehicle for securitisation)

Banca Profilo has not carried out any fransactions on structured entities.

E. Transfers
A. Financial assets sold and not fully derecognised

QUALITATIVE INFORMATION

Financial assets sold and not derecognised mainly refer to repurchase agreements carried out during
the year on debt securifies.
The Bank did not sell any non-performing loans by exchanging fund units.
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Section 2 - Market risk
2.1. Interest rate and price risk — Regulatory trading book

QUALITATIVE INFORMATION

A. General information

Depending on the purpose of the investment and its time period, the financial instruments involved in
the activity have been included in different portfolios with different accounting treatment: Hold to
Collect (HTC), Hold to Collect & Sell (HTC&S), Hold to Sell (HTS).

With particular reference to interest rate risk, the activities that can generate the same within Banca
Profilo are:
e inferest rate trading, conducted through the assumption of short-term positions on government
securities and listed derivatives (interest rate or government bond futures);
e frading or stable investment activities involving bonds and the related derivatives portfolio - listed
or over the counter - with which the Bank manages the interest rate risk of the securities portfolio.

The most significant exposures are on the Euro curve.

B. Processes for the management and methods of measurement of interest rate risk and price
risk

For the performance of activities involving the assumption of market risks, the Bank has adopted specific
Regulations, in which the persons in charge of operational management are formalised for the different
types of risk as well as the system of proxies and operating limits within which they are required fo
operate: this document is approved by the Board of Directors and periodically revised.

The Market Risk Regulations are based on the following guidelines:

indicate which accounting portfolios are subject to operational delegation to the Finance Area and
which are reserved for decisions by the Board of Directors;

establish a system of operating limits consistent with the Group's RAF objectives and the Bank's capital
endowment, organised for each portfolio/desk on two levels: a) general Value at Risk (VaR) and stop
loss limits, valid for all types of market risk assumed by the various portfolios; b) specific limits for individual
relevant market risk factors, established in terms of Greeks and sensitivity;

provide for daily monitoring of all relevant risk indicators, profit & loss trends and compliance with
operating limits, carried out by a control function (Risk Management) functionally and hierarchically
independent from operational functions.

Trends in market and liquidity risks and the main operatfing positions are analysed by the Risk
Committee, which normally meets fortnightly. The Board of Directors is regularly informed about the
level of risks assumed by the various business units and compliance with the operating limits it has
approved.

Specifically, with regard fo interest rate risk, monitoring takes place in terms of interest rate sensitivity, i.e.
the sensitivity of the portfolio's P&L to movements of 1 basis point in the inferest curve. There is an overall
sensitivity limit and specific limits for the individual reference curves and for the individual fime segments
of each curve.

Interest rate risk, together with other risk factors, is included in the calculation of the VaR of trading
books. The VaR is only used for internal risk measurement purposes and not for the calculation of
regulatory capital requirements for market risk, for which the standardised approach is adopted.
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QUANTITATIVE INFORMATION

In 2019, the average exposure to interest rate risk of the securities and proprietary derivatives portfolios,
calculated in terms of interest rate sensitivity for a parallel shift of 1 basis point in the interest rate curve,
was approximately € 87,300 (compared to € 51,000 in 2018), for a year-end point value of € 105,083
(compared to € 42,108 at the end of 2018).

The following fable shows, for each reference curve, the main exposures to interest rate risk outstanding
as at 31 December 2019:

Proprietary portfolios: interest rate risk

IR Sensitivity (+1 bp) as at 31.12.2019

(figures in €) 0-1y 1-3y 3-5y 5-7y 7-10+y Total
Currency

EUR (18) (22) (59) (28) 30 (98)
usb (1) (5) (5) 4 (1) (7)
Other - - _

Total 19) (27) (64) (24) 29 (105)

The VaR of Banca Profilo's portfolio over the course of 2019 is also taken into account at this stage,
although such indicator refers to all the market risks of the proprietary portfolios and not just interest rate
risk: therefore, all other market risk factors (issuer, price and exchange rate) are also included in the VaR
calculation.

The graph below shows the tfrend in the VaR (1d, 99%) during 2019, relating to the total market risks of
the Finance Area (HTC, HTC&S, HTS portfolios): the average value for the year was € 6.2 million
(compared to € 4.1 million in 2018), with a peak of € 8.1 million reached in mid-August and a year-end
point figure of € 5.7 million (compared to € 5.4 million at the end of 2018).

The total daily VaR of the proprietary portfolios gradually increased during the first quarter in parallel
with the progressive increase in the HTC portfolio. After an inifial reduction at the beginning of the
second quarter due to reduced market volafility, the VaR rose sharply in August due to the sharp
increase in the spread on Italian government bonds during the period. In the last quarter, with the
reduction in the HTC&S portfolio, the overall VaR gradually refurned fo levels substantially in line with
those at the end of 2018.

The market VaR of Banca Profilo, as at 31 December 2019, is approximately 53% due to the HTC portfolio
and 38% due to the HTC&S portfolio: the two portfolios, taken as a whole, are made up of
approximately 86% government bonds.
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The VaR figure for the HTS portfolio alone averaged € 0.4 million in 2019 (in line with the average figure
for 2018), with a year-end point figure of € 0.5 million.

Banca Profilo VaR (99%, 1d, € '000)
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2.1. bis Issuer Risk - Regulatory trading book

QUALITATIVE INFORMATION

A. General information

The Finance Area of Banca Profilo manages a portfolio of bonds and credit default swaps on natfional
and international issuers, exposing to the risk of default of the same issuers and/or unfavourable
changes in the credit spread associated with them.

As at 31 December 2019, the Bank had outstanding credit default swaps for a nominal value of € 857
million, of which € 437 million in purchases and € 420 million in sales of protection, for a net purchase
position of € 17 million. Credit default swaps are used to hedge the issuer risk of specific positions in
securities of the proprietary portfolio or, in the case of index confracts (iTraxx), fo generically hedge the
portfolio. Protection sale contracts are mainly brokered with similar protection purchase contracts: in
particular, there are several pure arbitrage transactions (for a total notional amount of € 656 million), in

which the Bank purchased protection on an index and sold protection on the individual components of
the same index.

B. Issuer risk management processes and measurement methods

Issuer risk management processes and measurement methods are the same as those used in relation to

interest rate risk: please refer to the relevant section for a descriptfion of the bodies and offices involved
and the system of operating limits.

With regard to specific indicators for issuer risk, monitoring takes place in terms of spread sensitivity, i.e.

the sensitivity of the portfolio's P&L to movements of 1 basis point in the credit spread associated with
the issuers in position.



Banca Profilo | Annual Financial Report as at 31 December 2019

SEPARATE FINANCIAL STATEMENTS | NOTES TO THE SEPARATE FINANCIAL STATEMENTS

In addition to the overall level, the Market Risk Regulations provide for value and spread sensitivity limits
per rating class and concentration limits per individual issuer (depending on the rating).

The system of limits is structured in such a way as to favour exposure to issuers with investment grade

ratings, which have a lower risk in terms of both the probability of default and the variability of the
market spread.

QUANTITATIVE INFORMATION

In 2019, the average overall exposure of Banca Profilo's proprietary portfolios to issuer risk was
approximately € 346,000 in terms of spread sensitivity (compared to € 264,000 in 2018), calculated for a
movement of 1 basis point of the credit spread associated with the issuers in the portfolio (including
government issuers).

As at 31 December 2019, the total exposure was € 348,954 (compared with € 254,865 as at 31
December 2018), broken down by issuer type and rating class as shown in the table below:

Proprietary porifolios: issuer risk (Securities and CDS)

Spread Sensitivity (+1 bp) as at 31.12.2019

(figures in €) AAA / AA- A+ /A- BBB+/BBB- é;‘i Total
Type of issuer

Governments 21 - (311) - (291)
Corporate - (12) (37) (10) (58)
Total 21 (12) (348) (10) (349)

Consistent with the structure of the operating limifs, investments almost exclusively involved investment
grade issuers: in ferms of spread sensitivity, as at 31 December 2019, 97% of total exposure related to
issuers with a rating of BBB- or higher. In particular, 83% of the exposure involved government or
supranational securities.

2.1 ter Price risk — Regulatory trading book

QUALITATIVE INFORMATION

A. General information

In 2019, the equity segment's operations were characterised by trading operations with a short fime
period or relative value strategies: the latter, involving the assumption of opposite sign positions on
shares and derivatives (index or option futures), involve limited directional risks. The most significant
directional positions during the year were in the Small-Mid Cap and Spac segments.

The Bank also operates as a market maker of options on the Italian market with regard to approximately
twenty underlyings: the strategy involves the use of equities for detailed delta hedging of options; the
main risk factor is represented by the vega.

B. Price risk management processes and measurement methods

Price risk management processes and measurement methods are the same as those used in relation to
interest rate risk: please refer to the relevant section for a descriptfion of the bodies and offices involved
and the system of operating limits.

With regard to the specific indicators for equity risk, there are limits on the overall position and
concenfration limits on individual equity securities: the latter are diversified according to the securities'
listing market and their free float.
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QUANTITATIVE INFORMATION

In 2019, the "equivalent delta" value of the equity portfolio (i.e. including the options delta) was equal to
an average annual value of € 8.1 million (compared to an average figure of € 11.9 million for 2018) and
a year-end point value of € 8.3 million (compared to € 7.8 million as at 31 December 2018).

As at 31 December 2019, the exposure almost exclusively covered European markets:
Trading book: price risk

Equity price sensitivity (+1 bp) as at

31.12.2019 Italy France Germany Japan Eurostoxx GB Other Total
(figures in €)
Equity exposure 44 22 4 4 3 2 4 82

2.2. Interest rate and price risk - Banking book

QUALITATIVE INFORMATION

A. General information, management processes and measurement methods for interest rate
risk and price risk

The interest rate risk of the HTC and HTC&S portfolios and the related hedging derivatives have been
taken into account in the figures referred to in para. 2.1, together with trading positions, similarly to that
carried out at management level.

If the above securities portfolios are excluded, the interest rate risk relating to the banking book is
reduced: Banca Profilo's capital structure is characterised by assets and liabilities mainly on demand or
variable rate.

On the lending side, loans and advances to customer are almost entirely variable rate.

On the funding side, those from customers are typically on demand. The only forms of fixed-rate funding
are represented by repurchase agreements and interbank deposits to finance the securities portfolio,
which together have an average duration of between one and two weeks. Loans with the ECB, which
have a residual duration of five months, are instead indexed to the ECB reference rate and in any case
represent a minority share of Banca Profilo's total funding.

By virtue of the peculiar composition of its assets and liabilities, the Bank has no micro or macro hedge

fransactions in place on the interest rate risk of the banking book, with the exception of interest rate
swaps enfered info fo hedge fixed-rate securities in the HTC&S portfolio.

QUANTITATIVE INFORMATION

Applying the standard rate shock scenario (200 bp) provided for by the Bank of Italy's supervisory
regulations for quantifying the interest rate risk of the banking book, taking info account the constraint
of non-negative interest rates, the impact on the economic value is summarised in the table below:

Currency

(€/thousand) +200 bp - 200 bp
Euro -554 1.204
usD 356 -299
Other 111 0

Total (87) 905
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2.2 bis Price risk - Banking book

QUALITATIVE INFORMATION

The component of equity and UCITS securities in the banking book is extremely reduced. As a result of
the small number of positions, no transactions have ever been carried out to hedge the price risk of this
component.

2.3 Exchange rate risk

QUALITATIVE INFORMATION

A. Exchange rate risk: general information, management processes and measurement
methods

Within the Bank, foreign exchange trading activity is marginal.

With the exception of tfrading activities, the management of the Bank's overall exchange rate risk is the
responsibility of the Treasury Function, which operates within the Finance Area.

Organisational and IT flows ensure that information about foreign exchange frading on behalf of
customers and other trading desks reaches the Treasury on a daily basis, which consolidates these flows
into its daily foreign exchange position.

The Treasury operates in such a way as to always remain within the overall open position limit in
exchange rates and the position limits on individual currencies set out in the Risk Regulations.

Like the other risk factors, exchange rate risk is included in the daily VaR calculation, according to the
methodology illustrated with regard to interest rate risk.

B. Hedging of exchange rate risk

At the reference date of 31 December 2019, there were no exchange rate risk hedging transactions.

QUANTITATIVE INFORMATION

In 2019, Banca Profilo's open position in exchange rates averaged approximately € 2.3 million
(compared to an average of € 1.2 million in 2018).

As at 31 December 2019, Banca Profilo had a long net exchange position of € 4.3 million. The year-end
exposure for the main currencies against an exchange rate movement of 1% is detailed in the table
below:

Exchange rate risk
Exchange rate sensitivity against the euro (+1%)

as at 31.12.2019 (figures in €)
Exposure in exchange rates 37 2 3 43

usb GBP Other Total
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A.3 OTC financial derivatives held for trading: notional amounts, gross positive and negative fair values
by counterparty

Underlying assets Counierc;:::rrlt‘i:sl Banks o'hsgt'i:::;:‘sl Other entities
Contracts not covered by clearing agreements
1) Debt securities and interest rates
- notional amount X - - -
- positive fair value X - - -
- negative fair value X - - -
2) Equity securities and stock indices
- notional amount X - 1,000 -
- positive fair value X - 895 -
- negative fair value X - - -
3) Gold and currencies
- notional amount X - 426 4,697
- positive fair value X - - -
- negative fair value X - 4 41
4) Commodities
- notional amount X - - -
- positive fair value X - - -
- negative fair value X - - -
5) Other
- notional amount X - - -
- positive fair value X - - -
- negative fair value X - - -
Contracts covered by clearing agreements
1) Debt securities and interest rates
- notional amount - 776,922 227,000 -
- positive fair value - 26,633 4,580 -
- negative fair value - 28,539 4,972 -
2) Equity securities and stock indices -
- notional amount - 100,619 - 100,619
- positive fair value - 3,043 - 3,137
- negative fair value - 3,137 - 3,043
3) Gold and currencies -
- notional amount - 58,206 6,486 -
- positive fair value - 611 37 -
- negative fair value - 11 31 -

4) Commodities -

- notional amount - - - -

- positive fair value - - - _

- negative fair value - - - _
5) Other - - - _

- notional amount - - - -

- positive fair value - - - _

- negative fair value - - - _
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A.4 Residual maturity of OTC financial derivatives held for frading: notional amounts

Over 1 year up

Underlying/Residual life Up to 1 year B Ore s Over 5 years Total
A.1 Financial derivatives on debt securities and inferest rates 454,422 511,500 38,000 1,003,922
A.2 Financial derivatives on equity securities and

stock indices 131,335 70,904 - 202,238
A.3 Financial derivatives on currencies and gold 69,815 - - 69,815
A.4 Financial derivatives on commodities - - - -
A.5 Other financial derivatives - - - -
Total 31/12/2019 655,572 582,404 38,000 1,275,976
Total 31/12/2018 325,620 865,778 92,417 1,283,815

B. CREDIT DERIVATIVES

B1. Credit derivatives held for trading:

end of period notional amounts

Trading derivatives

Categories of transactions onan on multiple
individual parties
party (basket)

1. Purchases of protection
a) Credit default products 59,566 377,365
b) Credit spread products - -
c) Total rate of return swap - _
d) Other - -
Total 31/12/2019 59,566 377,365
Total 31/12/2018 95,277 180,836

2. Sales of protection

a) Credit default products 334,925 85,000
b) Credit spread products - -
c) Total rate of return swap - _
d) Other - -
Total 31/12/2019 334,925 85,000
Total 31/12/2018 125,747 93,500
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B.2 Credit derivatives held for frading: gross positive and negative fair values - by type of product

Types of derivatives sl UGl
31/12/2019 31/12/2018
1. Positive fair value
a) Credit default products 39,859 8,226
b) Credit spread products - -
c) Total rate of return swap - -
d) Other - -
Total 39,859 8,226
2. Negative fair value
a) Credit default products 42,101 9,509
b) Credit spread products - -
c) Total rate of return swap - -
d) Other - -
Total 42,101 9,509

B.3 OTC credit derivatives held for trading: notional amounts, gross positive and negative fair values by

counterparty
Central Ui
Counterparties Banks financ.ial Other entities
companies
Contracts not subject to netting agreements
390 1) Purchase of protection
- notional amount - - -
- positive fair value - - -
- negative fair value - - -
2) Sale of protection
- notional amount - - -
- positive fair value - - -
- negative fair value - - -
Contracts included in netting agreements
1) Purchase of protection
- notional amount 141,231 295,700 -
- positive fair value 0 84 -
- negative fair value 7,245 22,734 -
2) Sale of protection
- notional amount 143,225 276,700 -
- positive fair value 7,882 31,893 -
- negative fair value 1,210 10,912 -
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B.4 Residual maturity of OTC credit derivatives held for trading: notional amounts

Underlying/Residual life Up to 1 year ug}':?y:]?; Over 5 years Total
1. Sale of protection 84,000 335,925 - 419,925
2. Purchase of protection 72,231 364,700 436,931
Total 31/12/2019 156,231 700,625 856,856
Total 31/12/2018 190,500 303,860 1,000 495,360

3.2 Hedge accounting

QUALITATIVE INFORMATION

A. Fair value hedging

The risk management strategy is to immunise the fair value of the HTC and HTC&S portfolios from
movements in interest rates and inflation rate, leaving them exposed only to movements in the credit
spreads of the issuers of the securities purchased. To this end, in the event of the purchase of fixed-rate
securities or securities linked to medium/long-term inflation, special hedging derivatives will normally be
entered into fo transform the overall payoff of the investment (security plus derivative) intfo that of a

variable-rate security.

D. Hedging instruments

The hedging instruments used are inferest rate swaps and inflation swaps.

E. Hedged items

The hedged items are fixed-rate securities or securities linked to medium/long-term inflation held in
Banca Profilo's HTC and HTC&S portfolios. As already mentioned in Part A - Accounting policies, the
bank confinues fo use the hedging accounting rules of IAS 39, including the amendment issued by the

IASB on 26 September 2019.
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A.3 OTC financial derivatives held for hedging: notional amounts, gross positive and negative fair value
by counterparty

Underlying assets Counierc;:::rrlt‘i:sl Banks o'hsgt'i:::;:‘sl Other entities
Contracts not subject to netting agreements
1) Debt securities and interest rates
- notional amount X - - .
- positive fair value X - - _
- negative fair value X - - _
2) Equity securities and stock indices
- notional amount X - - .
- positive fair value X - - _
- negative fair value X - - _
3) Gold and currencies
- notional amount X - - .
- positive fair value X - - _
- negative fair value X - - _
4) Commodities
- notional amount X - - .
- positive fair value X - - _
- negative fair value X - - _
394 5) Other
- notional amount X - - .
- positive fair value X - - _
- negative fair value X - - _
Contracts included in netting agreements
1) Debt securities and interest rates
- notional amount - 212,081 91,377 -
- positive fair value - 1,151 121 -
- negative fair value - 26,967 11,958 -

2) Equity securities and stock indices

- notional amount - - - -

- positive fair value - - - _

- negative fair value - - - _

3) Gold and currencies

- notional amount - - - -

- positive fair value - - - _

- negative fair value - - - _

4) Commodities

- notional amount - - - -

- positive fair value - - - _

- negative fair value - - - _
5) Other

- notional amount - - - -

- positive fair value - - - _

- negative fair value - - - _
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A.4 Residual maturity of OTC financial derivatives held for hedging: notional amounts

Underlying/Residual life Up to 1 year

Over 1 year up
to 5 years

Over 5 years

Total

A.1 Financial derivatives on debt securities and interest rates 2,500

140,090

160,868

303,458

A.2 Financial derivatives on equity securities and
stock indices -

A.3 Financial derivatives on currencies and gold -

A.4 Financial derivatives on commodities -

A.5 Other financial derivatives -

Total 31/12/2019 2,500

140,090

160,868

303,458

Total 31/12/2018 -

122,866

189,681

312,547

3.3 Other information on derivative instruments for frading and hedging

A. Financial and credit derivatives

A.1 OTC financial and credit derivatives: net fair values by counterparty

Central
Counterparties

Banks

Other financial
companies

Other entities

A. Financial derivatives

1) Debt securities and interest rates

- notional amount -

989,003

318,377

- positive net fair value -

420

311

- negative net fair value -

38

2) Equity securities and stock indices

- notional amount -

100,619

1,000

100,619

- positive net fair value -

895

95

- negative net fair value -

521

3) Gold and currencies

- notional amount -

6,912

4,697

- positive net fair value -

- negative net fair value -

41

4) Commodities

- notional amount -

- positive net fair value -

- negative net fair value -

5) Other

- notional amount -

- positive net fair value -

14,482

408

- negative net fair value -

43,254

13,618

B. Credit derivatives

1) Purchase of protection

- notional amount -

141,231

295,700

- positive net fair value -

- negative net fair value -

2) Sale of protection

- notional amount -

143,225

276,700

- positive net fair value -

- negative net fair value -
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1.1 Other information on financial risks

Below is a table showing Banca Profilo's net exposure to sovereign credit risk, including the securities
and credit default swap component.

Sovereign risk

é‘/’;’h':g’san " HTC HTC&S HTS Total
Italy 296,174 193,934 221,329 711,436
Germany 12 12
The Netherlands 2 2
Spain 6,017 4,019 10,036
France 7 7
Indonesia 501 500
USA 4,495 11 4,507
Total 306,686 198,454 221,361 726,501
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Section 4 - Liquidity risk

QUALITATIVE INFORMATION

Liquidity risk: general aspects, processes for the management and methods for measurement of liquidity
risk

Liquidity risk is represented by the possibility that a bank may not be able to meet its payment
obligations when required, due to the inability to find new sources of funding or to sell assets on the
market.

In particular, at Banca Profilo, the value of the securities in its portfolio exceeds the available capital
and net direct funding from private and institutional customers: as a result, the Bank's securities portfolio
must be largely financed on the market through repurchase agreements or interbank deposits. The
liquidity risk, therefore, is provided by the possibility that, at their maturity, financing transactions cannot
be renewed and that, alternatively, securities cannot be sold on the market (except at particularly
penalising prices).

To monitor liquidity risk, the Board of Directors approved the Liquidity Policy and the Contfingency
Liquidity Plan. The first document, in accordance with the Group's RAF, sets out the principles that must
guide liquidity management and establishes a series of limits to mitigate liquidity risk. In particular, the
following have been established:
e |imits fo the net accumulated liquidity balance on different maturities, also commensurate with
the results of the stress tests carried out periodically;
e |imits for the LCR indicator, higher than the minimum limits provided for in the supervisory
regulations;
e leverage limits;
e concentration limits of funding from the top 5 counterparties, in order to improve the
diversification of funding sources;
e overall value limits for non-eligible securities.

The second document (Confingency) provides a series of warning indicafors for the prompt

identification of a specific and/or systemic liquidity crisis, listing the actions to be taken and the bodies
authorised to operate in a crisis situation.

QUANTITATIVE INFORMATION

As at 31 December 2019, the Bank had a net positive liquidity balance on all short-term maturities (up to
3 months), for amounts in excess of approximately € 230 million: the value of eligible securities owned
and not engaged in financing operations (and therefore available as a liquidity reserve), net of the
haircut applied by the ECB, exceeded the amount of total funding on the wholesale market maturing
over all the time periods considered.

At the same date, approximately 92% of the Bank's proprietary bond portfolio was represented by
eligible securities that could be used to access ECB financing.

At the end of the year, Banca Profilo had an individual Liquidity Coverage Ratio (LCR) of 280%.
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Section 5 - Operational risk

QUALITATIVE INFORMATION

General information, operational risk management processes and measurement methods
Operational risk is defined as the risk of financial loss due to inadequate internal processes or their
failures, human error, deficiencies in technological systems or caused by external events.

With reference to operational risk, within Banca Profilo:

e risk factors and loss events were mapped for all the most relevant commercial, production and
administrative processes, with documentation of company activities, risk assessment and related
mitigation controls;

e periodic tests of the effectiveness of the controls carried out are conducted;

e based on a self-assessment process of risk exposure by the organisational units, the most
significant risks were identified in terms of potential impact and frequency;

e operating losses are recorded in a special database, in order to substantiate the self-assessments
over fime with an objective accounting feedback.

QUANTITATIVE INFORMATION

For the quantification of operational risks for capital requirements purposes, the Group uses the base
method.

The operational risk events that occurred in 2019 are not significant overall and are mainly related to
provisions for possible disputes with customers.

The type of proceedings and disputes in which the Bank is a defendant can be summarised as follows:

Type of proceeding Presumed disbursement

Legal disputes -

Complaints and grievances 917
Total 917
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PART F - Information on Shareholders' Equity

Section 1 - Shareholders' equity

A. QUALITATIVE INFORMATION

The mandatory capital requirements to which the Bank adheres are those provided for by the
regulations on Own Funds and the prudential ratios issued by the Supervisory Body. Their respect is
guaranteed by a control and monitoring process constantly carried out by the responsible offices. In
particular, with reference fo the granting of credit to parties other than banks, insurance companies
and financial infermediaries, it should be noted that, precisely in order to guarantee and monitor the
capital requirements required by the Supervisory Body, this activity mainly concerns Private Banking
customers and is generally subject to the provision of suitable guarantees; this activity is in any case
insfrumental o managing relations with medium-high end customers.
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B. Quantitative information

B.1 Shareholders' equity: breakdown

e e Amount Amount
31/12/2019 31/12/2018
1. Share capital 136,994 136,994
2. Share premium 82 82
3. Reserves 14,605 14,682
- profit 14,605 14,682
a) legal 3,182 2,955
b) statutory - -
c) treasury shares 3,603 3,358
d) other 7,821 8,369
- other - -
4. Equity instruments - -
5. (Treasury shares) (3,603) (3,358)
6. Valuation reserves: (2,210) (9.163)
- Equity securities measured at fair value through other comprehensive income 524 (29)
- Hedges of equity securities measured at fair value through
other comprehensive income - -
- Financial assets (other than equity securities) measured at fair value
through other comprehensive income (2,180) (8,645)
- Property, plant and equipment - -
- Intangible assets - -
- Hedge of foreign investments - -
- Cash flow hedges - -
- Hedging instruments [elements not designated] - -
- Exchange differences - -
- Non-current assets held for sale and discontinued operations - -
- Financial liabilities measured at fair value through profit and
loss (changes in its creditworthiness) - -
- Actuarial gains (losses) on defined benefit pension plan (554) (489)
- Share of valuation reserves of equity investments valued at equity - -
- Special revaluation laws - -
7. Profit (loss) for the year 6,726 2,265
Total 152,594 141,502
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B.2 Revaluation reserves of financial assets measured at fair value through other comprehensive
income: breakdown

Total 31/12/2019 Total 31/12/2018

Assets/Amounts - Negative - Negative
Positive reserve Positive reserve

reserve reserve

1. Debt securities 386 2,566 - -

2. Equity securities 524 - - -

3. Loans - - - -
Total 910 2,566 -

B.3 Revaluation reserves of financial assets measured at fair value through othet comprehensive
income: changes in the year

seculr)it(?f:si seci?i:ig SRl
1. Opening balances (8,645) (29) -
2. Positive changes 6,923 613
2.1 Fair value increases 4,409 371 -
2.2 Value adjustments for credit risk 105 X -
2.3 Reversal to income statement of negative reserves from disposals 2,409 X -
2.4 Transfers to other components of shareholders' equity (equity securities) - 242 -
2.5 Other changes - - -
- of which business combinations - - -
3. Negative changes (458) (60)
3.1 Fair value decreases (296) - -
3.2 Reversals for credit risk (125) - -
3.3 Reversal fo income statement of positive reserves from disposals (37) X -
3.4 Transfers to other components of shareholders' equity (equity securities) - (60) -
3.5 Other changes - - -
- of which business combinations - - -
4. Closing balances (2,180) 524 -

B.4 Valuation reserves for defined benefit plans: annual changes
The valuation reserve relating to defined benefit plans decreased from a negative balance of € 489
thousand to a negative balance of € 554 thousand.

Section 2 - Own funds and regulatory ratios

The Parent Company of the Banca Profilo Banking Group is Arepo BP S.p.A. and is required to report to
the Supervisory Body on a consolidated basis on regulatory capital and prudential ratios in accordance
with current regulations. For the purposes of full disclosure on the Own Funds and capital adequacy,
reference should therefore be made, as required by the 5th update of Bank of Italy Circular 262/2005,
to the Pillar lll report prepared by the Parent Company Arepo BP, which is made public, according o
the terms of the law, on Banca Profilo's website at the following address: www.bancaprofilo.it/investor-
relations/Pillar lll informativa_al_pubblico.

It should also be noted that in the Report on Operations of this document, in the section "Reclassified
Balance Sheet Figures', information on Banca Profilo S.p.A.'s Own Funds and capital adequacy is
available.
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PART G — Business Combinations transactions
concerning companies or lines of business

Section 1 - Transactions carried out during the year

Banca Profilo did not carry out any business combinations during the year.
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PART H — Transactions with related parties

1) Information on the remuneration of key management personnel

This information refers to those who have the power and responsibility, directly or indirectly, for the
planning, management and confrol of the activities of Group companies.

With regard to fransactions of greater significance, it should be noted that during 2019 the bank
communicated to Consob, pursuant to Article 13, paragraph 3, letter ¢, point i) of Consob Regulation
no. 17221 of 13 March 2010 and subsequent updates, the framework resolutions passed in January 2019
concerning the following transactions:

e Repurchase agreements with Extrabanca S.p.A., (a company in which AREPO BP has a significant
joint control interest) where the individual transactions may not have a duration of more than 3
months and the fotal value of the outstanding fransactions may not exceed € 80 million.
Transactions are governed by the GMRA (Global Master Repurchase Agreement) framework
agreement concluded at normal market conditions. The balance of these transactions as at 31
December 2019 amounted to € 47.8 million in repo transactions;

e Treasury fransactions with Sator Immobiliare SGR S.p.A. and the real estate funds it manages (a
subsidiary of the Fondo Sator Private Equity "A" L.P. which holds an indirect conftrolling interest in
Banca Profilo) for a total maximum of € 30 million in deposits remunerated at market conditions.
The balance of outstanding deposits with Banca Profilo as at 31 December 2019 amounted to €
11.3 million.
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PART | - Share-Based Payment
Agreements

This section provides informatfion on share-based payment agreements that are recognised in the
balance sheet under "reserves” (liability item 150) as equity seftled plans. The related cost is recognised
under Personnel Expenses. Further information can be found in the Report on Operations.

A. QUALITATIVE INFORMATION

1. Description of share-based payment agreements

The April 2015 Shareholders' Meeting of Banca Profilo approved a Stock Grant Plan in favour of ifs
employees both to comply with the requirements of the regulatory bodies for the payment of the
variable component of the remuneration for "key employees", under the definition provided by the
Bank of Italy on the subject of remuneration (see Circular 285/2013) and to provide for motivational and
retenfion mechanisms for the remaining personnel, if certain conditions are met. The Plan was
subsequently extended by the 2017 Shareholders' Meeting.

The Plan provides for: (i) the assignment of shares, both for the upfront and deferred components, once
the malus conditions for each individual deferral period have been exceeded (detailed in the Bank's
Remuneration Policy in force at the time - see Remuneration Report available at the following web
address: www.bancaprofilo.it/CorporateGovernace/Documenti Societari/Remunerazioni) and in the
absence of individual malus situations and (i) the attribution of the same, after the retention periods, as
a result of the relationship and absence of individual malus situations.

The Beneficiaries of the Plan are the Chief Executive Officer, the General Manager and the other
employees of the Bank and its subsidiaries who have joined the Plan, or the executive directors of the
latter; the operating procedures of the Plan are differentiated according to whether or not the staff fall
under the category of "key employees".

In particular, for "key employees" the retention and deferral periods provided for by the Remuneration
Policy in force at the time apply.

Under the existing stock grant plan, 1,556,462 Banca Profilo's shares were allocated in April 2019 and

236,024 in November 2019; in both cases, the treasury shares held in the portfolio by Banca Profilo were
used as planned.

B. QUANTITATIVE INFORMATION

1 Annual changes
The stock option plan expired in 2017.
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PART L — Segment Reporfing

Representation by business segments was chosen as the primary reporting method, based on the
requirements of IFRS 8, as it reflects the responsibilities for making operational decisions, based on the
Group's organisational structure.

The defined sectors of activity are:

e Private Banking & Investment banking relating to the activities of the Private Banking Area with
administered and managed Italian private and institutional customers, as well as the Investment
Banking activities and the activities of the subsidiary Arepo Fiduciaria;

e Finance, relating fo the management and development of frading activities on own account
and on behalf of third parties in financial instruments and services related to their issue and
placement;

e Digital channels, relating to the activities carried out in partnership with Tinaba on a digital
platform;

e Corporate Centre, which oversees the guidance, coordination and conftrol functions of the entire
Group; this sector includes overheads, infra-group eliminations and the activifies of the subsidiary
Profilo Real Estate.

2019

Breakdown by operating segment: income statement figures

(€/thousand) P’iv"LZf“k'i’:l‘; Finance Digital Channels C°’2:':::: Total 12 2019
Net interest income 3,598 10,652 (16) 4 14,237
Other net revenues 22,828 18,790 (185) 1,153 42,586
Net fee and commission income 22,676 1,593 (183) 15 24,101
Profit (loss) from trading - 17,212 - 563 17,775
Other income and charges 152 (16) (2) 575 709
Total net revenues 26,426 29,442 (200) 1,156 56,824
Total operating expenses (18,569) (10,741) (2,939) (13,798) (46,048)
Operating income 7,857 18,700 (3.140) (12,642) 10,776
2018

Breakdown by operating segment: income statement figures

(€/thousand) Priva:z:kl;:‘ vg Finance Digital Channels Corg:n:;:: Total 12 2018
Net interest income 3,048 13,025 1 (247) 15,832
Other net revenues 20,664 7,683 (173) 699 28,873
Net fee and commission income 20,315 1,682 (173) (71) 21,753
Profit (loss) from trading - 5,994 - 304 6,298
Otherincome and charges 350 7 - 465 822
Total net revenues 23,712 20,708 (172) 457 44,706
Total operating expenses (16,657) (9.556) (2,395) (13,003) (41,611)
Operating income 7,055 11,152 (2,566) (12,54¢6) 3,094

Net fee and commission income relating fo Private & Investment banking mainly refers to portfolio
management, securifies placement and advisory fees. Net fee and commission income relafing to
Finance relates exclusively to commissions on trading in financial instruments.
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2019

Breakdown by operating segment: balance sheet figures

Private & Inv. . Digital Corporate
(€/thousand) Banking Finance Channels Centre Total 12 2019
Loans 286,468 521,060 - - 807,528
Direct funding 675,622 407,202 11,160 - 1,093,984
Indirect funding 3,693,338 47,618 5,648 - 3,746,604
2018
Breakdown by operating segment: balance sheet figures

Private & Inv. . Digital Corporate
(€/thousand) Banking Finance Channels Centre Total 12 2018
Loans 281,985 446,910 34 - 728,929
Direct funding 774,049 432,085 2,019 - 1,208,152
Indirect funding 3,369,226 84,072 3,421 - 3,456,719
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Part M — Information on leases

Section 1 - Lessee

QUALITATIVE INFORMATION

The Bank has entered into lease confracts within the scope of IFRS 16 for the purpose of carrying out its
business activities. In respect of these confracts, the right to use the leased assets and the related
liability arising from each confract are recorded in the financial statements.

These contracts are accounted for in accordance with the provisions of IFRS 16 as detailed in section
A.2 of Part A - Accounting Policies, fo which reference should be made.

The main types of property, plant and equipment that the Bank recognises relate to buildings and
others (cars and phofocopiers).

The rights of use recorded in relation to these lease contracts are mainly used for the provision of
services to customers, or for administrative purposes, and accounted for using the cost method. In the
case of sub-leases, the relevant lease contract (financial or operating, depending on the contractual
characteristics) is recognised in accordance with accounting standards. The Group has only one
sublease agreement with the Parent Company Arepo BP for premises located in Rome.

As already mentioned in Part A, rights of use and the corresponding payables for short term lease
contracts (12 months) or for assets with a limited unit value (equal to or less than € 5 thousand) are not
recorded in the accounts. The related lease payments arising from these types of assefs are recorded
under item "160. Administrafive expenses" on an accrual basis.

Please note that the Bank has not carried out any sale and leaseback fransactions.

QUANTITATIVE INFORMATION

As also explained in Section 8 - Property, plant and equipment of Part B - Information on the balance
sheet - Assets, Banca Profilo holds rights of use for lease contracts with a book value of € 13.7 million as
at 31.12.2019.
During the year, these rights of use implied the recording of depreciation of € 2.5 million, of which:

e € 2,261 thousand relating to buildings;

e € 234 thousand relating fo other (cars and photocopiers).

The book value of lease payables is shown in Part B - Information on the balance sheet - Liabilities -
Section 1 - Financial liabilities measured at amortised cost - Item 10, fo which reference should be
made.

During the year, these lease payables involved the recognifion of interest expenses for € 177 thousand,
as shown in Part C - Information on the income statement - Section 1 - Interest - Items 10 and 20 of the
income statement of these Explanatory Notes.

With reference to short-term leases and assets with a modest unit value, it should be noted that during
the year lease payments of € 126 thousand were recorded.

It should also be noted that, in order to determine the duration of lease contracts under the scope of
IFRS 16, Banca Profilo takes info account the non-cancellable period provided for in the contract, as
well as any renewal options, assessing the reasonable certainty of renewal by the Bank. With particular
reference to contracts that provide for the lessee's right to tacitly renew the lease at the end of an initial
period, the contractual duration for IFRS 16 purposes is determined by assessing the duration of the initial
period, the possible existence of business plans for the disposal of the leased business, as well as any
other circumstances that may indicate reasonable certainty about the renewal.
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Considering this, the amount of cash flows, not reflected in the calculation of lease payables, to which
Banca Profilo is potentially exposed, is to be attributed exclusively to the possible renewal of lease
contracts, not incorporated in the original calculation of lease liabilities in light of the information
available as at 1 January 2019 for contracts recognised on first-time adoption of the standard, or at the
date of commencement of the lease for contracts entered into during 2019.

Section 2 - Lessor

Banca Profilo does not lease its assets to third parties.
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Summary statements of the Parent Company Arepo BP

Below is the summary statement required by Article 2497-bis of the Italian Civil Code extracted from the
financial statements of Arepo BP S.p.A. for the year ended 31 December 2018. For an adequate and
complete understanding of the balance sheet and financial position of the entity indicated above as
at 31 December 2018, as well as the economic result achieved in the financial year ended on that
date, please refer to the financial statements which, together with the Independent Auditors' report, are
available in the forms and manner required by law.

Arepo BP S.p.A. Separate Statutory Balance Sheet

(TG anzame
10 Cash and cash equivalents 54 3
40 Financial assets measured at amortised cost 233,325 2,123,130

a) loans and advances fo banks 233,325 2,123,130

70 Equity investments 98,054,382 95,324,286

80 Property, plant and equipment 157 470

100 Tax assets 2,162,130 1,665,598

a) current 694,124 599,239

414 b) deferred 1,468,006 1,066,359
120 Other assets 353,240 859,425

Total Assets 100,803,288 99,972,912

Liabilities and Shareholders' equity 31/12/2018 31R/e' 242?;;
10 Financial liabilities measured at amortised cost 1,800,600 3,001,603

b. deposits from customers 1,800,600 3,001,603

60 Tax liabilities 10,702 -
a) current 10,702 -

80 Other liabilities 906,425 544,408
90 Employee severance indemnity 26,770 24,319
110 Valuation reserves (1,631) (1.47¢6)
140 Reserves (5.476,791) (5.769,784)
150 Share premium 69,855,099 69,855,099
160 Share capital 35,060,000 35,060,000
180 Profit (Loss) for the year (+/-) (1,377,887) (2,741,257)

Total Liabilities and Shareholders’ Equity 100,803,288 99,972,912
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Arepo BP S.p.A. Separate Income Statement

I(i:r::unts in €) S Re-sti?;;
10 Interest income and similar revenues 3,953 3,905
20 Interest expenses and similar charges (33,248) (1,603)
30 Net interest income (29,295) 2,302
50 Fee and commission expenses (429) (401)
60 Net fee and commission income (429) (401)
70 Dividends and similar income 2,115,443 423,089
80 Net profit (loss) from trading - (240,000)

120 Net interest and other banking income 2,085,719 184,990
150 Net result from financial activities 2,085,719 184,990
160 Administrative expenses: (1.227,081) (1.124,366)
a) personnel expenses (755,008) (780,912)
b) other administrative expenses (472,073) (343,454)
180 Net value adjustments/reversals on property, plant and equipment (313) (313)
200 Other operating income/expenses 7,860 10,004
210 Operating expenses (1.219,534) (1.114,676)
220 Gains (losses) on equity investments (2,619,767) (2,120,000)
260 Profit (loss) before tax from continving operations (1,753,583) (3.049,687)
270 Tax on income for the year for continuing operations 375,696 308,430
280 Profit (loss) after tax from continuing operations (1,377,887) (2,741,257) i

300 Profit (loss) for the year (1,377,887) (2,741,257)
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Reclassified separate balance sheet

Changes
?I:rs:;sunfs in €/thousand) 31/12/2019 L2200 Absolute : A
Cash and cash equivalents 7,529 4,341 3,189 73.5
Financial assets measured at fair value through
profit and loss 531,946 504,411 27,535 5.5
Financial assets measured at fair value through
other comprehensive income 264,311 399,708 -135,398 -33.9
Financial assets measured at amortised cost 986,317 1,050,509 -64,192 -6.1
Hedging derivatives 1,271 2,985 -1,714 -57.4
Equity investments 51,448 51,448 - 0.0
Property, plant and equipment 14,474 904 13,569 n.s.
Intangible assets 3,039 4,165 -1,126 -27.0
Tax assets 7,023 12,277 -5,255 -42.8
Other assets 19,187 12,958 6,229 48.1
Total Assets 1,886,543 2,043,706 -157,163 -7.7
Bl Changes
I(-frl:llcl;::ﬁ:s in €/thousand) Sl AVARTZ LI Absolute : %
Financial liabilities measured at amortised cost 1,541,911 1,690,952 -149,041 -8.8
Financial liabilities held for trading 128,915 160,827 -31,912 -19.8
Hedging derivatives 38,926 29,259 9,667 33.0
Tax liabilities 1,066 350 716 n.s.
Other liabilities 20,542 18,769 1,773 9.4
Employee severance indemnity 1,666 1,663 3 0.2
Provisions for risks and charges 923 384 539 n.s.
Total liabilities 1,733,949 1,902,204 -168,255 -8.8
Share capital 136,994 136,994 - 0.0
Share premium 82 82 - 0.0
Reserves 14,605 14,682 -77 -0.5
Valuation reserves (2,210) (2,163) 6,953 -75.9
Treasury shares (-) (3,603) (3,358) -245 7.3
Profit for the year 6,726 2,265 4,462 n.s.
Shareholders’ equity 152,594 141,502 11,092 7.8

Total liabilities 1,886,543 2,043,706 -157,163 -7.7
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Reclassified separate income statement

I(i:rr:cs:un'rs in €/thousand) A P Absolute Chang:
Net interest income (1) 14,237 15,832 -1,595 -10.1
Net fee and commission income 24,101 21,754 2,347 10.8
Net result from financial activities and dividends (2) 17,776 6,298 11,478 182.3
Other operating income/expenses (3) 709 821 -112 -13.7
Total net revenues 56,824 44,706 12,118 271
Personnel expenses (26,081) (22,283) -3,798 17.0
Other administrative expenses (4) (16,091) (17,926) 1,836 -10.2
;/gl;;gsﬁgﬂrgnetms on intangible assets and property, plant (3.877) (1,403) 0474 176.3
Total operating expenses (46,048) (41,611) -4,437 10.7
Operating income 10,776 3,095 7,681 n.s.
Net provisions for risks and charges (5) (539) 113 -652 n.s.
e e e o e s ws a0 ns
Net value adjustments/reversals on financial assets measured

at fair value through other comprehensive income (6) 30 (315) 345 n.s.
Value adjustments to goodwill (497) - -497 n.s.
Profit (loss) for the year before tax 9,974 2,487 7,487 n.s.
Tax on income for the year for continuing operations (3,248) (223) -3,025 n.s.
Profit (loss) for the year after tax 6,726 2,265 4,461 n.s.

(1) coincides with item 10. Interest Income and item 20. Interest Expense net of the economic effects deriving from the redemption of inflation-
linked securities included in "Net result from financial activities and dividends" for an amount of € 3.6 million.

(2) includes Items 70. Dividends and similar income, 80. Net profit (loss) from trading including the economic effects deriving from the
redemption of inflation-linked securities recorded under item 10. Interest Income for an amount of € 3.6 million, 90. Net profit (loss) from
hedging, 100. Income (loss) from disposal/repurchase of the mandatory annual financial statements (Circ. 262 Bank of Italy) and 110. Net profit
(loss) from other financial assets and liabilities measured at fair value through profit and loss

(3) coincides with Item 230. Other operating income/expenses included among the operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy) net of the recovery of stamp duty payable by customers.

(4) other administrative expenses are shown net of the recovery of stamp duty payable by customers.

(5) coincides with Item 200. Net provisions for risks and charges included among the Operating expenses of the mandatory annual financial
statements (Circ. 262 Bank of Italy).

(6) includes Item 130 b) Net value adjustments/reversals on financial assets measured at fair value through other comprehensive income:
breakdown and Item 250. Gains (losses) on equity investments in the mandatory annual financial statements (Circ. 262 Bank of Italy).
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Disclosure on audit fees and other non-audit services
Annex pursuant to Art. 149-duodecies of CONSOB regulation 11971/99

Banca Profilo 2019 Financial Statements

Type of service

(in €/thousand) Party providing the service Recipient Fees without VAT (**)

Auditing services Deloitte & Touche S.p.A. Banca Profilo S.p.A. 105
Release of attestations Deloitte & Touche S.p.A. Banca Profilo S.p.A. 2
Other services (*) Deloitte & Touche S.p.A. Banca Profilo S.p.A. 14
Other services (*) Deloitte Consulting S.r.l. Banca Profilo S.p.A. 53
Total 174

(*) Methodological support in relation to the "IFRS 16 - Leases" and "EMIR Regulation - OTC Derivatives” projects
(**) the fees shown, pertaining to the 2019 financial year, are those contracted, including any indexing but not out-of-pocket expenses and
value added taxes.
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CERTIFICATION OF THE SEPARATE FINANCIAL STATEMENTS PURSUANT TO ART. 81-TER OF
CONSOB REGULATION NO. 11971/99 AND SUBSEQUENT AMENDMENTS AND ADDITIONS

1. The signatories Fabio Candeli, as Chief Executive Officer and Giuseppe Penna, as Manager Responsible
for Preparing the Company’s Financial Reports of Banca Profilo S.p.A., hereby certify, also in
consideration of the provisions of art. 154-bis, paragraphs 3 and 4, of Italian Legislative Decree no. 58
dated 24 February 1998:

e the adequacy in relation to the characteristics of the company and

e the effective application of the administrative and accounting procedures for the formation of the
separate financial statements in 2019.

2. The assessment of the adequacy of the administrative and accounting procedures for the formation of
the separate financial statements were based on an internal model set in place by Banca Profilo S.p.A.
coherent with the Internal Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Tradeway Commission (CoSo), which represents the standard for the internal audit
system generally accepted at international level.

3. We also hereby certify that:

3.1 the separate financial statements as at 31 December 2019;

a) were drawn up in compliance with the applicable international accounting standards recognised in
European Community as per EC Regulation no. 1606/2002 of the European Parliament and Council, dated
19 July 2002;

b) comply with the results of the accounting records and journal entries;

c) are suitable for providing a true and fair view of the balance sheet, income statement and financial
situation of the issuer.

3.2 The report on operations includes a reliable analysis of operating performance and results, as well as
the situation of the issuer, together with a description of the main risks and uncertainties to which the

same are exposed.

Milan, 12 March 2020

Signed by Signed by

Chief Executive Officer Manager Responsible for Preparing the
Company’s Financial Reports

Fabio Candeli Giuseppe Penna
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REPORT OF THE BOARD OF STATUTORY AUDITORS
pursuant to Art. 153, Italian Legislative Decree
58/1998

Dear Shareholders,

This report, prepared pursuant to Art. 153 of Italian
Legislative Decree 58/1998 (“TUF”), refers to activities
carried out by the Board of Statutory Auditors (the “Board”)
of Banca Profilo S.p.A. (“Profilo” or the "“Bank”) in the year
ending 31 December 2019, in compliance with reference
regulations and also taking into account the code of conduct
of the Board of Statutory Auditors recommended by the Italian
accounting profession.

The Board met 16 times during the year. Through one of its
own representatives or, frequently, in joint meetings, the
Statutory Auditors attended 12 meetings of the Board of
Directors, 5 meetings of the Appointments Committee, 6
meetings of the Remuneration Committee and 14 meetings of the
Control and Risk Committee.

1. Supervision of compliance with the law and the Articles of
Association

Also through consistent attendance of Board of Directors
meetings, the Board periodically obtained reports from the
Directors on activities carried out and on transactions of
greater importance in economic, financial and capital terms
resolved and implemented during the year, carried out by the
Bank and Group companies, also pursuant to Art. 150, paragraph
1 of the TUF.

Based on the information obtained, the Board can reasonably
guarantee that such transactions comply with law and with the
Articles of Association, and are not manifestly imprudent,
risky, in conflict with Shareholders’ Meeting resolutions or
such as to compromise the integrity of company assets. In
addition, the transactions in potential conflict of interest
were decided in compliance with law, regulatory instructions
and the Articles of Association, after assessment by the
Control and Risk Committee where appropriate.

Among the significant events of the year, the Board deems
it appropriate to mention the following in consideration of



their significance in terms of assessment of the Bank’s
solidity:

- the review, compared to the previous year, of the Overall
Capital Ratio (OCR) of the Banca Profilo Banking Group, in
relation to the increase in the Capital Conservation Buffer
(CCB) as indicated below:

e CET1 Ratio: 7.950%
eTier 1 Ratio: 9.770%;
eTotal Capital Ratio: 12.190.

The capital values of the sub-consolidated Banca Profilo are
significantly higher than Supervisory Authority requirements.

2. Supervision of compliance with the principles of sound
administration and the adequacy of the organisational
structure

The Board gained knowledge of and constantly supervised the
adequacy of the organisational structure, compliance with the
principles of sound administration, adequacy of the
regulations imposed by the Company on its subsidiaries
pursuant to Art. 114, paragraph 2 of the TUF, by acquiring
information from managers of the competent departments and
meetings with the Independent Auditors in the framework of
mutual exchange of relevant data and information.

In this respect, based on direct discussion with the
Organisation Department and other corporate departments during
periodic meetings and on evidence emerging from audits
conducted by the Control Departments, the Board found the
organisation and regulatory structure of the Bank to be
substantially adequate.

During the year, the organisational action associated with
adaptation of the internal organisation to MIFID II
regulations were <close to completion. In particular, the
procedures for providing customers with ex post reports on
investment service costs were completed on time.

A major application is currently being implemented in the
finance area, suited to the Bank’s operations.

No critical issues were reported by the Boards of Statutory
Auditors and other control bodies of the subsidiaries.

Furthermore, the Board found no evidence of atypical and/or
unusual transactions with Group companies, third parties or
related parties.

Lastly, the Board audited the processes that 1led to



definition of the Company’s remuneration policies, with
particular reference to the remuneration criteria for the
Chief Executive Officer, managers of the business and control
departments and the Financial Reporting Officer.

3. Supervision of the internal control and risk management
system

The Board supervised the adequacy of the internal control
and risk management systems by maintaining continuous dialogue
with the second and third level control departments, promoting
and ascertaining their coordination in reference to activity
planning and, especially, to the reporting process to the
corporate bodies on issues emerging from the controls carried
out.

In relation to the line controls (or first level controls),
the Board monitored their adequacy by examining the audits
conducted by the second and third 1level corporate control
departments.

To summarise, the activities of the Board were carried out
through:

- meetings with the Bank’s Chief Executive Officer to examine
the internal control and risk management system;

- continuous meetings with managers of the Audit, Compliance
and Anti-Money Laundering and Risk Management departments
to assess the work planning, based on identification and
assessment of the main risks present in the processes and
organisational units, and its actual implementation during
the year;

- examination of all Internal Audit, Compliance and Anti-
Money Laundering and Risk Management reports.

- examination of the round tables held by the Control
Departments and information on the results of monitoring of
implementation of the remedial actions identified;

- examination of the annual reports and action plans of the
corporate control departments;

- periodic acquisition of reports from the business department
managers;

- discussion of the results of work of the Independent
Auditors;

- consistent attendance at Control and Risk Committee
meetings;

- attendance at Appointments Committee and Remuneration



Committee meetings.

In carrying out 1its activities, the Board maintained
continuous dialogue with all the control departments.

In particular, the Internal Audit Department operates on
the basis of three-year and annual plans. Over the three-year
period, the audit is guaranteed of all processes identified in
the risk assessment used to define the action priorities. The
annual plan defines which activities and processes will be
audited in line with the three-year plan and on a risk-based
approach. The plans are approved annually by the Board of
Directors, after consulting the Director assigned pursuant to
the Corporate Governance Code and the Control and Risk
Committee.

In 2019, the Internal Audit activities fully covered the
scope of audits that the department planned to carry out. No
significant critical issues emerged from the activities
conducted, though a need was frequently found for the
competent internal structures to implement improvement actions
to mitigate the risks intrinsic to certain processes and
operating practices. In this respect, the Board verified that
the department’s findings were quickly acted wupon or, if
complex action was necessary, suitable initiatives were
rapidly activated.

In any event, the reliability of the Internal Control
System as a whole was not compromised, and is therefore
confirmed adequate.

The Compliance and Anti-Money Laundering Department
directly monitors the regulatory areas concerning market
integrity, investor ©protection and Dbusiness transparency
(e.g., MIFID 1II, market abuse, banking transparency, new
product placement, private banker activities and anti-money
laundering) and, based on a “graduated” model, the regulatory
areas monitored by other specialist units.

As part of the activities carried out by the Anti-Money
Laundering Department, the Board monitored the internal
structures’ constant compliance with regulations on combating
money laundering and terrorist financing. With regard to ex
post controls carried out on compliance with anti-money
laundering procedures, there are no critical issues to report,
although a number of improvement areas were identified,
particularly in relation to adequate customer due diligence
processes.



Organisational and procedural changes were made during the
year as required by developments in external regulations on
the setup of a common group database on anti-money laundering.

The Risk Management Department ensures the management and
continuous monitoring of risks to which the Bank is exposed,
especially 1in reference to credit, financial, market and
operational risks. No critical aspects emerged from the audits
performed that are worthy of report.

As ICAAP contact, the Risk Manager coordinates the process
of preparing the ICAAP and ILAAP reports.

The recovery plan was approved during the year and the RAF
was updated in accordance with the plan. The ICAAP results
confirm that the Group’s capital complies with the prudential
requirements as it is well above the established minimum
thresholds and RAF 1limits, both 1in baseline and adverse
macroeconomic scenarios. The fact that the Bank operates with
a capitalisation level higher than the established minimum
thresholds constitutes a prudential element designed to
include a buffer against risks identified as unmeasurable.

In reference to liquidity risk, the ligquidity position and
composition of funding sources appear to be consistent with
the strategic objectives decided by the Board of Directors of
the Parent Company for 2019.

The Board confirms that the annual reports of the Control
Departments conclude with an overall opinion in favour of the
internal control structure. This opinion was agreed by the
Board of Directors which, in this respect, was also based on a
specific investigation conducted by the Control and Risk
Committee.

With regard to business continuity and IT risk, the Board
examined the “Summary report on the IT risk position” prepared
in accordance with Bank of Italy Circular no. 285/2013. 1In
terms of business continuity, the tests planned during the
yvear also for CSE - the outsourcer used for IT services - were
carried out with a positive outcome. As regards IT risk, the
annual audit did not bring to light any material issues.

Following assignment to the Board of Supervisory Board
duties relating to corporate administrative liability,
referred to in Art. 6, paragraph 4-bis, Italian Legislative
Decree 231/2001, the Board examined and obtained information
on the organisational and procedural control of Dbusiness
activities implemented in accordance with the aforementioned



Decree. The Supervisory Board, which met 10 times, reported on
activities carried out during the year ending 31 December 2019
without finding critical issues worthy of mention, confirming
an overall satisfactory situation essentially in line with
that envisaged in the Organisation, Management and Control
Model, the latest version of which was approved by the Board
of Directors on 12 December 2019.

Based on the activities undertaken, the information
obtained and contents of the reports of the Control
Departments, the Board considers there are no critical issues
such as to invalidate the structure of the internal control
and risk management system.

4. Supervision of the administrative accounting system and the
financial reporting process

In its capacity as Internal Control and Audit Committee,
also as a result of changes to the law introduced by Italian
Legislative Decree 135/2016, the Board monitored the process
and controlled the effectiveness of the internal control and
risk management systems as regards financial reporting.

Financial reporting is managed by the Financial Reporting
Officer, adopting models that refer to the best market
practices and provide reasonable certainty of the reliability
of financial reports, the effectiveness and efficiency of
operating activities and compliance with laws and internal
regulations. The processes and controls are periodically
reviewed and updated if necessary.

Control of the correct operation of the model governing
compliance with Italian Law 262/2005 is guaranteed by a series
of checks carried out by the Internal Audit and Administration
departments of the Bank.

The Board met periodically with the Financial Reporting
Officer to exchange information regarding the administrative
and accounting system and its reliability for the purpose of
correct representation of operating events. The Board also
examined the statements of the Chief Executive Officer and the
Financial Reporting Officer in compliance with the provisions
of Art. 154-bis of the TUF, and met with the Internal Audit
Department to verify the results of audits conducted in this
respect.



In the 1light of activities carried out, the Board of
Statutory Auditors found no shortcomings that could invalidate
the opinion of adequacy and effective application of the
administrative and accounting procedures.

During the vyear, the Independent Auditors reported no
critical issues to the Board that could invalidate the
adequacy of the internal control system with regard to
administrative and accounting procedures.

The Board ascertained that the information flows provided
by the non-EU subsidiary, Bangque Profil de Gestion, are
suitable for conducting annual account audits and interim
limited reviews as envisaged by Art. 15 of the Consob Market
Regulations.

5. Supervision of related party transactions

The Board supervised the compliance of the Related Parties

Procedure with current regulations and its correct
application. The Board attended meetings of the Control and
Risk Committee, appointed in compliance with  current

regulations on such matters and as envisaged in related
internal regulations to assess the Bank’s interest in
executing related party transactions of lesser and greater
importance, as well as the convenience and essential fairness
of the related conditions.

The Board periodically received information relating to
transactions executed. It also received a report summarising
the related party transactions carried out in 2019 that were
exempt from application of the procedures.

The Board found no intercompany transactions or related
party transactions in conflict with the interests of the
Company and/or not at arm’s length.

The Board wverified that, in the Directors' Report on
Operations and the Notes to the financial statements, the
Board of Directors had provided adequate disclosure of the
related party transactions, taking into account the provisions
of current regulations.

Also taking into consideration the results of activities of
the wvarious departments affected by the Related Parties
Procedure, the Board considers that the related party
transactions are adequately monitored.



6. Methods for actual implementation of the corporate
governance rules

The Board assessed the method wused to implement the
Corporate Governance Code promoted by Borsa Italiana and
adopted by Banca Profilo in the terms illustrated in the
“Report on Corporate Governance and Ownership Structure”.

In compliance with provisions of the Corporate Governance
Code, the Board audited the correct application of criteria
and verification procedures adopted by the Board of Directors
to assess the independence of its members in accordance with
the criteria envisaged in law and in the aforementioned
Corporate Governance Code.

The Board also self-assessed the independence of its own
members. The outcome confirmed that the requirements of law
and the Corporate Governance Code were met. Furthermore, no
Statutory Auditor had an interest, personal or on behalf of
third parties, in any Company transaction in 2019.

During 2019, the Board carried out the self-assessment
process to gather opinions of members of the control body in
relation to the Board’s operations and regarding its
composition.

The results, assessments carried out and conclusions
reached were discussed at board level, minuted and reported to
the Board of Directors.

The Board members have complied with the cumulative office
requirements of Art. 144-terdecies of the Consob Issuers'
Regulation.

7. Supervision of auditing activities

In accordance with the provisions of Art. 19 of Italian
Legislative Decree 39/2010, the Board carried out the
prescribed supervision of operations of the appointed

Independent Auditors.

The Board met periodically with the Independent Auditors,



Deloitte & Touche S.p.A., for the required exchanges of
information. At these meetings, the Independent Auditors never
indicated any events considered censurable or irregularities
that would call for a report pursuant to Art. 155, paragraph 2
of the TUF.

On 1 April 2020, the Independent Auditors released its
Audit Reports, pursuant to Art. 14 of Italian Legislative
Decree 39/2010 and Art. 10 of Regulation (EU) 537/2014, on the
separate and consolidated financial statements as at 31
December 2019.

With regard to opinions and certifications, in their audit
report and opinion on the financial statements the Independent
Auditors:

- dissued an opinion <confirming that the separate and
consolidated financial statements of Banca Profilo give a
truthful and fair view of the Bank’s financial position as
at 31 December 2019, of the economic result and cash flows
for the vyear ending on that date, in compliance with
International Financial Reporting Standards adopted by the
European Union and with measures issued in implementation
of Art. 9, Italian Legislative Decree 38/05 and Art. 43,
Italian Legislative Decree 136/15;

- issued a consistency opinion confirming that the Directors'
Report on Operations accompanying the separate and
financial statements as at 31 December 2019 and certain
specific disclosures in the “Report on Corporate Governance
and Ownership Structure” as indicated in Art. 123-bis,
paragraph 4 of the TUF, the responsibility for which 1lies
with the Bank’s directors, were prepared in compliance with
law;

- declared that, based on their knowledge and understanding
of the business and its related context acquired during the
audit activities, there were no significant errors in the
Directors’ Report on Operations to report.

With regard to financial statements formation, the Board:

- confirms that at the meeting of 12 March 2020 the Board of
Directors declared compliance of the impairment procedure
with the provisions of IAS 36;

- the financial statements provided information on the main
factors of uncertainty that could affect future scenarios
in which the Group might be required to operate as a result
of potential economic effects of the COVID-19 epidemic,
also disclosing that the nature and extent of the potential



impact cannot be estimated at present. It was reported that
the significant events and related consequences occurred
after the reporting date and were attributable to types of
events which, in accordance with IAS 10, do not require the
adjustment of financial statement wvalues. Lastly, 1t was
pointed out that it is believed that the information and
sensitivity analyses provided with reference to the main
items of the financial statements subject to estimate are
capable of reflecting the impacts related to the elements
of uncertainty assumed at the date of preparation of the
Financial Report.

On 1 April 2020, the Independent Auditors also submitted
the additional Report envisaged in Art. 11 of Regulation (EU)
537/2014 to the Board, in its capacity as “Internal Control
and Audit Committee”. The Report found no significant
shortcomings in the internal control system in relation to
the financial reporting process that would need to be brought
to the attention of the department managers responsible for

governance activities. The Board will arrange for the
Company'’s Board of Directors to be informed of the contents
of the additional report, accompanied by any remarks,

pursuant to Art. 19 of Italian Legislative Decree 39/2010.
With regard to the previous vyear, the Board of Statutory
Auditors informed the Board of Directors at the meeting held
on 30 April 2019.

The Independent Auditors also submitted a declaration to
the Board regarding its independence, as required by Art. 6
of Regulation (EU) 537/2014, from which no situations emerge
that could compromise independence. Lastly, the Board
confirmed the Transparency Report prepared by the Independent
Auditors and published on its website pursuant to Art. 18 of
Italian Legislative Decree 39/2010.

During 2019, the Independent Auditors was awarded the
following assignments, in addition to audit activities,
either directly or through other companies in its partner
network:

— methodological support to the Parent Company Arepo BP
S.p.A. in the examination phase regarding application of
the new standard IFRS 16 - Leases to the consolidated
financial statements of Arepo BP.

— methodological support to Banca Profilo in the examination
phase of the project relating to the EMIR Regulation with
reference to OTC derivatives.



Taking into account the absence of other assignments
awarded by Banca Profilo and its investees to the Independent
Auditors and to its network partners, the Board believes there
are no critical issues relating to the independence of
Deloitte.

8. Omissions or censurable events, opinions issued and
initiatives undertaken

The Board is not aware of any events, reports pursuant to
Art. 2408 of the Italian Civil Code or depositions to be
brought to the attention of the Shareholders’ Meeting.

The Board issues the opinions required Dby current
regulations.

During the activities wundertaken and on the Dbasis of
information obtained, no omissions, censurable events,
irregularities or in any event significant circumstances that
would need to be reported to the Supervisory Authority or
mentioned in this Report.

9. Conclusions

At the ordinary Shareholders’ Meeting of 23 and 24 April
2020, on first and second call respectively, note that the
agenda covered the following, as well as approval of the
financial statements as at 31 December 2019 and the allocation
of profit:

- the Remuneration Report, including the proposed review of
the remuneration and incentive policy for personnel and the
disclosure regarding its implementation in 2019;

- the proposal for authorisation of the purchase and sale of
treasury shares; related and contingent resolutions, in
relation to the potential purchase of treasury shares for a
maximum value of € 2 million.



Taking into consideration the specific duties of the
Independent Auditors in relation to accounting audit and
verification of the reliability of the financial statements,
the Board has no observations to put to the Shareholders’
Meeting, pursuant to Art. 153 of the TUF, 1in relation to
approval of the financial statements as at 31 December 2019
accompanied by the Directors’ Report on Operations as submitted
by the Board of Directors and to the allocation of profit for
the year according to the timing and methods again as proposed
by the Company’s Board of Directors.

Milan, 1 April 2020

Board of Statutory Auditors

Chairman
Nicola Stabile (signed)
Standing Auditors

Andrea Amaduzzi (signed)

Sonia Ferrero (signed)
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INDEPENDENT AUDITOR’S REPORT
PURSUANT TO ARTICLE 14 OF LEGISLATIVE DECREE No. 39 OF JANUARY 27, 2010
AND ARTICLE 10 OF THE EU REGULATION 537/2014

To the Shareholders of
Banca Profilo S.p.A.

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS
Opinion

We have audited the financial statements of Banca Profilo S.p.A. (the “Bank”), which comprise the
separate balance sheet statement and the separate income statement as at 31°* December 2019, and
the separate statement of comprehensive income, separate statement of changes in equity and separate
cash flow statement for the year then ended, and the related notes to the financial statements.

In our opinion, the accompanying financial statements give a true and fair view of the financial position
of the Bank as at 31 December 2019, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards as adopted by the European
Union and the requirements of national regulations issued pursuant to art. 9 of Italian Legislative Decree
no. 38/05 and to art. 43 of Italian Legislative Decree no. 136/15.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISA Italia). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Financial Statements section of our report. We are independent of Banca Profilo S.p.A. in
accordance with the ethical requirements applicable under Italian law to the audit of the financial
statements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Key Audit Matters
There are no key audit matters to report.
Responsibilities of the Directors and the Board of Statutory Auditors for the Financial Statements

The Directors are responsible for the preparation of financial statements that give a true and fair view in
accordance with International Financial Reporting Standards as adopted by the European Union and the
requirements of national regulations issued pursuant to art. 9 of Italian Legislative Decree no. 38/05 and
to art. 43 of Italian Legislative Decree no. 136/15 and, within the terms established by law, for such
internal control as the Directors determine is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.
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In preparing the financial statements, the Directors are responsible for assessing the Bank’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless they have identified the existence of the conditions for the
liquidation of the Bank or for the termination of the operations or have no realistic alternatives to such
choices.

The Board of Statutory Auditors is responsible for overseeing, within the terms established by law, the
Bank’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with International Standards on Auditing (ISA Italia) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing (ISA Italia), we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

o lIdentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

o Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Bank's internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Directors.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Bank’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report
to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the Bank to cease to continue as a going
concern.
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o Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.

We communicate with those charged with governance, identified at an appropriate level as required by
ISA Italia, regarding, among other matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence applicable in Italy, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence and,
where applicable, related safeguards.

Other information communicated pursuant to art. 10 of the EU Regulation 537/2014

The Shareholders' Meeting of Banca Profilo S.p.A. appointed us on 27" April 2017 as auditors of the Bank
for the years from 31° December 2017 to 31% December 2025.

We declare that we have not provided prohibited non-audit services referred to in art. 5 (1) of EU
Regulation 537/2014 and that we have remained independent of the Bank in conducting the audit.

We confirm that the opinion on the financial statements expressed in this report is consistent with the
additional report to the Board of Statutory Auditors, in its role of Audit Committee, referred to in art. 11
of the said Regulation.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

Opinion pursuant to art. 14, paragraph 2 (e), of Legislative Decree 39/10 and art. 123-bis, paragraph 4, of
Legislative Decree 58/98

The Directors of Banca Profilo S.p.A. are responsible for the preparation of the report on operations and
the report on corporate governance and the ownership structure of Banca Profilo S.p.A. as at 31
December 2019, including their consistency with the related financial statements and their compliance
with the law.

We have carried out the procedures set forth in the Auditing Standard (SA Italia) n. 720B in order to
express an opinion on the consistency of the report on operations and some specific information
contained in the report on corporate governance and ownership structure set forth in art. 123-bis, n. 4
of Legislative Decree 58/98 with the financial statements of Banca Profilo S.p.A. as at 31 December
2019 and on their compliance with the law, as well as to make a statement about any material
misstatement.

In our opinion, the above-mentioned report on operations and some specific information contained in
the report on corporate governance and the ownership structure are consistent with the financial
statements of Banca Profilo S.p.A. as at 31°* December 2019 and are prepared in accordance with the
law.
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With reference to the statement referred to in art. 14, paragraph 2 (e), of Legislative Decree 39/10,
made on the basis of the knowledge and understanding of the entity and of the related context acquired
during the audit, we have nothing to report.

DELOITTE & TOUCHE S.p.A.

Signed by
Antonio Zecca
Partner

Milan, Italy
April 1%, 2020

This report has been translated into the English language solely for the convenience of international readers.
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PRESS RELEASE

Disclosure of the distribution of 2019 dividends

e In compliance with Bank of Italy and ECB recommendations on the
distribution of dividends for 2019, Banca Profilo has also suspended the
proposed allocation of profit, postponing its approval to a later
Shareholders’ Meeting

¢ The new Shareholders’ Meeting will be called in the fourth quarter of
2020, after a new assessment by the Board of Directors

¢ The Bank in any event remains hopeful of arranging the proposed
distribution of dividends, as disclosed to the market on 12 March, once
the current pandemic-related scenario has been overcome

Milan, 1 April 2020 - In reference to the Bank of Italy and European Central Bank
recommendations of 27 March this year, issued in consideration of the current COVID-19
pandemic and aiming to strengthen banks’ own funds, Banca Profilo has decided to abide by
the Supervisory Authorities’ instructions and defer, at least until 1 October 2020, the
distribution of dividends from 2019 profits, initially planned following the resolution of ordinary
Shareholders’ Meeting to be held on 23-24 April.

With the aim of preserving the opportunity of distributing the expected dividends totalling €
5,937,430, as per the press release published on 12 March, the Board of Directors of Banca
Profilo today resolved to:

- comply with the recommendation of the Supervisory Authorities, adopting the option
indicated by the ECB that offers the possibility to confirm the proposed dividend
distribution, making its actual payment subject to a new assessment by the Board of
Directors, once the uncertainties associated with the COVID-19 pandemic have been
overcome and, in any event, no earlier than 1 October 2020;

- postpone, therefore, the proposed distribution of 2019 dividends, conferring mandate
upon the Chairman to not put the resolution proposal to the vote until the next
Shareholders’ Meeting, which the Board of Directors hereby commits to calling, in
compliance with the terms indicated by the Bank of Italy and the ECB, at a time
suitable to ensuring the distribution of dividends as soon as the current health
emergency has been overcome, after the Board’s reassessment and in line with the
Authorities’ indications.

Banca Profilo remains hopeful that the proposed dividend distribution can take place as soon
as circumstances permit, in accordance with Bank of Italy instructions.

In fact, the Bank considers that, also in the current economic and financial context, the
proposed dividend distribution could remain valid, taking into account the specific financial
position, among the strongest in the industry and able to absorb any additional stress
scenarios, the diversification of its business model which has proved its capacity to generate
income even in periods of crisis, and the limited exposure to credit risk.
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Given the above, note that the profit allocation proposal referred to in the Board of Directors’
resolution of 12 March, disclosed to the market and reflected in the financial reporting package
to be made available to the public tomorrow, will be subject to a future ordinary Shareholders’
Meeting to be held in the last quarter of 2020, unless further impediments arise from the
COVID-19 emergency that are as yet unforeseeable and without prejudice to any additional
instructions from the Bank of Italy and the European Central Bank.

The Banca Profilo Group, a specialist in Private Banking, Investment Banking and Capital Markets
is present in Milan, Rome, Genoa, Turin, Brescia and Reggio Emilia, and in Geneva through the
subsidiary Banque Profil de Gestion.

For information:

Banca Profilo

Investor relations
Andrea Baldanzi, +39 02 58408.558

Communications and Events
Leonardo Tesi, +39 02 58408.356

Community - Communications Advice
Marco Rubino di Musebbi, +39 335 6509552



