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LETTER TO SHAREHOLDERS

Dear Shareholders,

At the next Shareholders’ Meeting, you will be asked, among other things, to approve the draft financial statements
for 2019, which envisage the distribution of the first dividend, in addition to re-electing the corporate bodies of
Banco BPM for the next three years.

The approval of the new three-year sirategic plan further emphasises how the Bank is going through a particularly
significant fime, a recl milestone in ils history.

In the recent past, we conceived, desired and implemented the union of two cooperative banks that had occepted
the challenge to change. Now we must once again conceive and implement a balanced combination of olfd and
new, lacal and global, identity and innovation.

We are therefore experiencing a time where our legitimate pride in the results achieved is combined with efforts to
understand how to effectively face a future marked, ot the same time, by the everincreasing pace of evolution and
spread of digital technologies and by the emergence of factors and economic trends desfined to negatively influence
the performance of the economy.

Specifically, this is a time, more than any other, in which the Bank and its people need the ability to understand and
the courage to make decisions, also tackling those elements and situations that have existed for years, but no longer
have any valid reason for doing so and could even represent a present, and more importantly, a future obstacle to
Banco BPM's ability to compete.

It is precisely with this in mind, united by the spirit of service thal has always formed the basis of our work, that
several of us have decided not to resubmit our candidacy. This will enable the Bank, in addition to confirming the
Chief Executive Officer Giuseppe Caslagna, to substantially replace its board, which will see at least half of its future
members chosen from new candidates, as well as a new Chairman, which is hoped will be Massimo Toneni.

The planned and upcoming payment of a dividend should alse be seen in this perspective: our recagnition, which
was necessarily postponed in previous years, of the loyalty of many shareholders, and, specifically, small
shareholders - customers inherited from the founding cooperative banks, as well as being the foundation for future
results.

At the end of these three years, we are convinced, more than ever, that the bank that we imagined - that is, a bank
with deep roots in the economic heart of lialy, focused on the needs and aspirations of all companies, households,
all expressions of subsidiary and public powers, which could be perceived as a community of businesses among our
focal communities - has finally taken shape and gained speed.

In imogining our future trajectory as part of the upcoming strategic plan, we have not included extraordinary
transactions. Based on our specific experience, we understand that these fransactions cannct be planned, they are
opportunities that may emerge along the woy, events that involve our bank as a direct or indirect actor, which, in
order fo positively take shape, must be fuelled by confidentiality and determination.

As we possess both these qualities, it was not difficult to build our strategic plan on a stand-alone besis, and to
decisively move forward to close the gap as soon as possible with the leading domestic iniermediaries, also in terms
of stack market capitalisation.

To you shareholders, who have generously afforded us so much confidence, maintaining it over a long and complex
process, we once again ask for your irust at a time when, with a new board, Banco BPM may once again compete
with the best, expand further, 1o serve economies and social and local communities where it operates, and thus
complete its process of affirmation in the banking system and the couniry.

The Board of Direciors

Verona/Milan, ltaly, 18 February 2020
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BANCO BPM

NOTICETO CONVENE THE ORDINARY AND EXTRAORDINARY SHAREHOLDERS' MEETING

Fursuant to articles 13 and 43 of the Articles of Association, the Ordinary and Exiracrdinary
Shareholders’ Meeting of Banco BPM S.p.A. shall be convened on single call on Saturday, 4 April
2020, at ? o'clock, in Milan, at MiCo — Milano Congressi, Gaie 4, Viale Scarampao/Via B. Colleoni, to
discuss and resolve on the following

AGENDA

Crdinary meeting

i}  Approval of the Annual Report as at 31 December 2019 of Banco BPM Sp.A., inclusive of the

reports prepared by the Board of Directors, the Board of Statutory Auditors and the Auditing

firm. Presentation of the consolidated financial statements of Gruppo Banco BPM.

Resoluticns on profit allocation and distribution.

3] Decisions regarding the remuneration and incentive policies; appreval of the report in
compliance with current legal provisions. Relevant and consequent resolutions.

4} Approval of the criferia to calculate any amount to be recognized in case of early temnination
of employment or office, including the caps set to said amounts. Relevant and consequent
resolutions.

5] Banco BPM S.p.A share-based compensation plans: annual inceniive scheme (2020). Relevant
and consequent resolutions.

4}  Authorization request for the purchase and sale of own shares to implement the Banco BPM
S.p.A.share-based compensation plans. Relevant and consequent resolutions.

7} Appointmeni of the members of the Board of Directors for financial years 2020-2021-2022,
including the Chairman and Vice Chairman.

8) Appointment of the Auditors and Chairman of the Board of Statutory Auditers for financial
vears 2020-2021-2022.

9}  Compensation of the members of the Board of Directors.

i0) Compensation of Statutory auditors.

)

Extraordintry meeting

1) Proposed amendments to arficles 1.3, 5.2., 5.3, 54, 101,113, 114, 12.1,, 122, 17.1., 20.1.1.,
20.1.6.,203.6., 2042, 208, 20.8.1.,20.11.1., 20114, 23.1.2., 23.5.1.,242.1.,2422.,244.1.,25.1,,
26, 27., 28, 281, 291, 292, 30.1,, 30.2.,, 30.3., 30.4., 31.1., 31.2,, 31.3,, 32.1., 322, 32.3., 32.4.,
32.5., 33.1., 332, 33.3., 33.4., 335, 33.4., 33.7., 34.1., 351, 352, 353., 354, 355, 36.1., 362,
363., 36.4., 3845, 36.6.,36.7., 368, 369.,36.10., 3611, 37.1,,372.,373.,37.4.,37.5,374., 377,
378.,37.9.,37.10,37.11,,37.12.,37.13, 38.1., 38.2., 38.3,,38.4,, 38,5, 38.6., 38.7., 38.8.,38.9., 3%.1.,
40.1.,40.2.,41.1.,41.2.,42.1., 43.1., 44., 45,, 44, of Banco BPM's Articles of Association.

Please find below dll necessary infoemation in compliance with art. 125-bis of Lgs.D. no. 58/1998 and
following amendments (T.U.F.}.

ATTENDANCE AT SHAREHOLDERS' MEETINGS AND PROXY

All shareholders with voiing rights, who within the third frading day prior to the date of the Generadl
Meeting, ie., by 1 Aptil 2020, have duly sent to the Company the intermediary's notification
certifying that they are entitled fo participate in the Shareholders' Meeting and to exercise ther
voling rights, are eniitled fo participaie in the Shareholders' Meeting.

In compliance with art. 83-sexies of T.U.F. and art. 42 of the joint order on post-frading issued by
Consob and the Bank of Italy on 13/08/2018 ["Joint Order"), the intermediary's notification to the
Bank shall be based on the records atf the end of the accounting day of the seventh frading day
pricr to the date of the General Meefing (246 March 2020 - “record dafe"),

BANCO BPM S.p.A. Capilale Sociale al 4.4.201% Eure 7.100.000.000,00 int. vers. - ABI 05034
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Anyone whose shareholding has been recorded affer the above date will not be enfitled to attend
and vote af the General Meeting.

The right to attend and vote at the meeting shdll still be valid in the event that the notifications
have reached the Company after the above deadline of 1 April 2020, provided they are received
before the opening of the meeiing.

Shareholders - whose shares are already deposited in a custody and adminisiration account with
the Parent Company Banco BPM S.p.A. or with Banca Alefti & C. S.p.A., and as such have already
been dematerialized - must in any case, under art. 42 of the Joint Order, give specific instructions
by 1 April 2020 that the notification be issued, and obtain an immediate copy thereof, to be used
as admission ticket to the Shareholders’ meeting.

For Shareholders whose shares are deposited with other authorized intermediaries, note that,
pursuant to the above-mentioned ari. 42 of the Joint Order, the notification instructions must sfill be
submitted no later than 1 Aprit 2020, mcking sure fo obfain a copy of the nofification.

Shareholders in possession of shares that have not been dematerialized yet, must fum them in 1o
Banco BPM $.p.A. or to another Bark of the Group, or io another authorized intermediary for their
dematerialization, and give instructions for the issuance of the nofification to participate in the
Shareholders' meeting.

Shareholders with voting rights are entitled to be represented by proxy at the Meeting, under the
law, and for this purpose may use the proxy fom at the foot of the nofffication issued to the
Shareholder by one of the Group banks or by another authorized intermediary, or the facsimile of
the proxy form avaiable on the Company's website  (www.bancobpmit - “"Corporate
Governance — Shareholders' Meetings” section) or at the Head office of Banco BPM S.p.A. {Affari
Societari di Gruppo, Piazza Filippo Meda, 4 - 20121 Milan).
To this purpose, all Shareholders concemed may:
(i) deliver their hard-copy proxies to the branches of Banco BPM S.p.A or Banca Aletti & C.
S.p.A. by 1 April 2020;
or
(ii) send the proxiss by certified electronic mail, to soci@pec.bancobpmspait, by 2 April 2020.

In the event that a copy of the proxy fomm is delivered or presented te the Company by the proxy
holders, upon registering fo attend the Shareholders' meeting they will have to atiest under their
own responsioility the conformity of the copy to the original proxy fom and the identity of the
holder.

Proxies submitted after the above deadline or at the Shareholders’ meeting must in any case be
filled out clong the same moddlities described above.

The Chairman of the Board of Directors, in his capacity as Chaiman of the Shareholders” Meeting,
has full powers, also via staff appointed specifically for this task, to verify the validity of the proxies,
and in general the shareholders' actual entittement to atiend the Shareholders’ Meeting and to
cast their vote,

PROXY DESIGNATED BY THE COMPANY

The proxy may also be given free of charge - supplemented with voting instructions on all or some
of the proposals on the agenda - fo the company Computershare Sp.A. in its capacity as
“Designated Proxy" pursuant to art. 135-undecies of T.U.F., by the end of the second trading day
prior to the General Meeting date (2 April 2020). The proxy shall be valid exclusively for the
proposals for which voiing instructions have been given. The proxy and the voting instructions may
be revoked by the above deadline.

To give one's proxy to the Designated Proxy, please use the specific form avaiable on the website
{www.bancobpm it - "Corporate Governance — Shareholders’ Meeting” section). If necessary, a
paper proxy form will be sent, provided a request is submitted to Computershare S.p0.A. by calling
tel. no. 0110923200, or Banco BPM S.p.A. (Affari Societari di Gruppo - toll-free no. 800.013.090).
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The proxy form, complete with the voling instructions for the Designated Proxy, must be submitted

by the above deadline of 2 April 2020, 1o one of the following addresses:

(i} in electronic PDF format, sent fo bancobpm@pecserviziotitoliit provided that the sharehoiders,
even when legadl entities, send it through ther cerfified electronic mail, or othemwise, sign the
electronic document with an advanced, qualified or digital signature, or

(i} by faxto tel. no. 011 0923202, or

(i} by sending the original proxy form fo Computershare S.p.A., Via Nizza 262/73, 10124, Turin.

ADDITIONS TO THE AGENDA AND PRESENTATION OF NEW RESCLUTION PROPOSALS

Shareholders, who even joinily represent no less than 1/40 of the share capital, may ask, by 2 March
2020 (within ten days of the publication of this notice cdlling the shareholders' meeting), 1o make
additions io the list of tems on the Meeting's agenda {with the exception of maiters to be resolved
by the General Meeling, under the law, proposed by the Board of directors or based on a project
or report submitted by the latter, other than those specified in art, 125-ter, paragraph 1, T.UF),
specifying in the request the additional subject-matiers they propose, pursuant to art. 13.3 of the
Articles of Association, or proposing additional resclufions on items already on the agenda, in
compliance with art. 126-bis TU.F.. Shareholders with voting rights may individudlly present
proposed resoluiions in the Shareholders' meeting.

The written request must be sent fo the Company by registered mal [Affar Societari di Gruppo,
Piazza Filippo Meda, 4 - 20121 Mian] or by ceriffied e-mail to the certified e-mal address
soci@pec.bancobpmspa.i.

The entilement to exercise the right is attested by fling a copy of the notification or cerification
issued by the intermediary under art. 43 of the Joint Order.

Shareholders requesting the addition fo the agendo or proposing new resolutions on subject-
matters already on the agenda shall prepare a report explaining the reasons for the proposed
resolutions on new subject-matters they are submitting to the discussion or the reason for the
additional resolution proposals on matters already on the agenda. The report shall be sent to the
Beard of Directors within the deadline for the presentation of the request for additions, as described
above. The Board of Directors shall make the report avaiable o the public, fogether with cny
additional assessment, upon publshing the nofice of the additions to the agenda or the
presentation of new proposed resolutions, along the procedures prescribed by curent regulations,
Any additions to the agenda or the proposal of additional resolutions on items dlready on the
agenda are disclosed dong the same procedure prescribed for the publication of the nofice
cadlling the meeting, at least fifieen days prior to the date scheduled for the General Meeting (19
March 2017). Additional proposed resolutions on ifems already on the agenda are made avaiable
to the public along the procedures prescribed by current regulations, upon publishing the notice of
the presentation.

RIGHT TO ASK QUESTIONS ON ITEMS ON THE AGENDA

Shareholders with voting rights may ask questions on items on the agenda even before the Generdl
Meeting, by sending them no iater than the fifth day prior to the date of the General Meeting (30
March 2020) by certified e-mail to the address assembleasoci@pec.bancobpm.it or by delivering
them in a sedled envelope to Banco BPM S.p.A., Piczza Fillippo Meda, 4 - 20121 Milan, for the
attention of Affari Societari di Gruppo.

The applicants must deliver fo the Company - through their infermediaries — the notifications
certitying their enfiflement to exercise this right; in the event that they have instructed their
intermedicaries fo issue the noftification to attend the General Meeting, it will be sufficient to specify
the notification reference numbers or at least the name of the infemediary in the application.
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Questions that are relevant to the items on ihe agenda shall be answered under the law during the
General Meeting at the latest. The Company may provide a comprehensive answer to questions
covering the same conient,

APPOINTMENT OF MEMBERS OF THE BOARD OF DIRECTORS AND OF THE BOARD OF STATUTORY
AUDITORS

The resolutions regarding the appointment of members of the Board of Directors and of the Board
of Statutory Auditors under items 7 and 8 of the agenda of the ordinary general meeting shall be
passed in compliance with the current applicable laws and regulations and with the provisions of
the Articles of association of Banco BPM (article 20 for the appointment of directors and articles 35,
364, 37 for the appointment of the auditing board).

The election shall be based on a list of candidates to be submiited along the following procedures:
the shareholders are called to elect 15 (fifteen) Directors, even among non-shareholders, including
a Chairman and a Vice-Chairman, 5 (five) standing Auditors and 3 (three) alternate Auditors.

The term of office for the Board of Directors and the Board of Statutory Auditors is 3 financial years
and it shall expire at the date of the General meeting called to approve the annual report as af 31
December 2022.

Enfitlement to present lists

The election of the members of the Board of Directors for financial years 202C - 2022 shall be based
on lists - where candidates are assigned a progressive numbering — which can be submitted by (i)
the Board of Directors {the "List of the Board"); (i) by one or more shareholders jointly holding at
least a 1% {one per cent) stake in the share capital of Banco BPM and entitled to vote in the
ordinary General meeting (the "List of Shareholders"); (iii} by one or more shareholders who are
both employees woiking for Banco BPM or one of its subsidiaries, and jointly hold af least o 0.12%
{zero point twelve per cent) stake in the share capital of Banco BPM (the "List of Employee-
Shareholders").

The election of the members of the Board of Statutory Auditors for financial years 2020 - 2022 shall
be based on lists — where candidates are assigned a consecutive numbering - to be submitted by
one or more shareholders with voting rights who, either individually or jointly, hold a stake of at least
1% [one per cent) in the share capital of Banco BPM,

Shareholders who have been kssued the nofification pursuant to art. 43 of Consob's and the Bank of
ltaly's Joint order on post-frading of 13/08/2018 [the "Joint Order”) and to art. 83-sexies of Lgs.D. no.
58/1998 { "TUF") and related implementation rules, are entitled fo present lists for the appointment of
the members of the Board of Directors and of the Board of Statutory Auditors, in compliance with the
requirements described above.

List composition

The composition of the Board of Directors must ensure the gender baiance in accordance with

current applicable regulations. Pursuant to cument regulations, the less-represented gender shall hold

at least two fifths of the seats on the board of directors for six consecutive femms.

The List of the Board must comply with the following requirements:

- it mustlist 15 {fifteen) candidates;

- the first two names on the list shall indicate the candidate for the ofiice of Charman of the
Board of Directors, first on the list, and the candidate o be proposed o the Board of Directors for
the office of Chief Executive Officer, second on the list;

- the third name on the list will ndicate the candidate for the office of Vice-Charman of the
Board of Directors.
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The composition of the List of the Shareholders and the List of Employee-Shareholders dees not
need to comply with the requiremenis set forth for the List of the Board. It is therefore possible to
submit lists with less than 15 (fiffeen} candidates, provided that:

the [ists with 3 {three) or more candidates shall include candidates of different genders, in order
to ensure that the composition of the Board of Directors complies with the gender balance
provided for under the current applicable laws and regulations;

they shall also include candidates who meet the independence requirements under art. 20.1.4.
of the Articles of association: af least 7 {seven) caondidates when the list comprises 15 {fifteen}
candidates, or at least half of the iisted candidates {rounding it down if the first decimadl point is
equal or below 5, orup in dll other cases} If the list contains less than 15 {fifteen) candidates.

The composition of the Board of Statutory Auditors shall ensure the gender balance in compliance
with current applicable regulations. Pursuant to cument regulations, the less-represented gender shall
nold atleast two-fifths of the elected standing Auditors seats for six consecuiive terms.

Under the relevant by-law provisions, the list must meet the following requirements:

the Iist, divided into two seciions, ane for candidaies for the office of Standing cuditor and one
for candidates for the office of Alternate auditor, shall indicate a number of candidates not
exceeding the number of Statutory Auditers to be appointed, listed along a progressive
numberng;

a list which, considering both sections, has 3 (three) or more candidates, shall include dlso
candidates of different gender, so as to ensure that the composition of the Board of Staiutory
Auditors complies with the gender balance applicable laws.

List filing procedure and documents to be filed

Ecch shareholder may submit, either individually or jointly, only one list of candidates, even if
through o third party. Shareholders belonging to the same corporate group - Le., the parent
company, the subsidiaries and the affiiates — and shareholders party fo a shareholders' agreement
under arf. 122 del TUF regarding Banco BPM's stock cannot submit or vote more than one list, even
if through a third party or a fiduciary company.

Each candidate may only be included in one list, under penalty of ineligibility.

The ownership of the minimum shareholding required to present candidate lists shall be determined
based on the shares recorded in favor of the single shareholder, or of a group of joint shareholders,
on the date the lists are filed with Banco BPM.

The certification of the number of owned shares required to submit fists may be delivered to the
Bank even after the filing of the lists, provided that it is delivered by the list publication deadline, on
13 March 2020, when Banco BPM will proceed with the publication of the lists {21 days before the
date of the General meeting).

For the election of the Board of Directors, the following documents shall be filed clongside each [ist:

- exhaustive information on the personal and professional characteristics of the candidates
indicated in the [ist (for example including but not limited to: curiculum vitae, copy of an
identity document, certificate of residence or equivalent document);

- the statements by the candidates that they accept the candidacy, and attest, under their own
responsibility, that there are no grounds for ineligibility and incompatibiity {also pursuant to art.
34 of Law 214/2011, "interlocking prohibition™), and that they meet the requirements prescribed
by legal and regulatory provisions and by the Ariicles of Association for holding the office of
Director (professionalism, compeience, integrity, faimess, time commitment, accumulation of
offices and, if necessary, independence];

- gsigtement by the Shareholders submitting the list — and other than those who hold, even jointly,
a controlling or relative majority stake - certifying the absence (or presence) with the lafter of a
relationship of afffiation under art. 144 — quinquies, paragraph one, of Consob’s Regulation
11971/1999 and the regulations in force at the time:
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- the list of adminisiration and control offices held in other companies;

A - an indication of the identity of the shareholders who have submitted the list and their total
shareholding percentage;

- copy of the Noification or a declaration of commitment to deliver the Noftification by the list

- publication deadline, on 13 March 2020, when Banco BPM will proceed with the publication of

the lists (21 days before the date of the General meeting).

In addition io the above documentation, employee-shareholders who submit the List of Employee-
Shareholders must file the documentation cerlifying their status as employees working for Banco
BPM or one of iis subsidiaries.

Submitied lists that fail fo comply with the above procedures shall be deemed as never submitted.
- However, should the documentation related to single candidates of a iist be missing, this wil not
automatically lead to the exclusion of the entire list, but rather of the candidates involved in said
irregularities alone.

When presenting lists, the Shareholders are invited to take into due consideration the document
“Quali-quantitaiive composition of the Board of Directors” — prepared infer alia in compliance with
the corporaie govemnance instructions of the Bank of Italy set forth in Circular ho. 285/2013 — which
gives indications and suggestions to Shareholders to help them draw up proposals for the
composition of the Board of Directors of Banco BPM. The document is avaiable on Banco BPM's
website www.bancobpm.it {Corporate Governance > Assemblea Soci).

For the election of the Board of Statutory Auditors, the following documents shall be fled alongside

each list:

- information on the identity of the Shareholders who have presenied the lists, and the indication
of their total shareholding percentage:;

] - exhaustive information on the personal and professional characteristics of the candidates
indicated in the list {for example including but not limited to: cuniculum vitae, copy of an
identily document, cerificate of residence or equivalent document and possioly the
registration certificate in the Registry of Statutory auditors}, and an indication of fthe
directorshio _and audit _offices held in other companies (alse pursuant fo disclosure
requirements under art. 2400, paragraph 4, of the Civil code, and considering the Imit to the
accumulation of offices under the current regulations — Issuers Regulation issued with Consob
resolution no. 11971/1999 and following amendments);

- the statements by the candidates that they accepi the candidacy, and attest, under their
own responsibility, that there are no grounds for ineligibility and incompatibiity (also pursuant
to art. 34 of Law 214/2011, “interlocking prohibition"), and that they meet the requirements
prescribed by legal and regulatory provisions and by the Articles of Association for holding the

- office (professionalism, competence, time commitment, accumulation of offices integrity,
faimess, and independence);

- astatement by the Shareholders submitfing the list - and other than those who hold, even

N jointly, a controlling or relative majority stake — certifying the absence (or presence) with the
lotter of a relationship of afffiation under art. 144 — quinquies, paragraph one, of Consob's
Regulation 11971/1999 and the regulations in force af the time;

—  copy of the Noiification or o declaration of commitment to deliver the Nofification by the list
publicaticn deadline, on 13 March 2020, when Banco BPM will proceed with the publication of
the lists (21 days before the daie of the General meeting).

i Submitted lists that fail to comply with the above procedures shall be deemed as never submitied,
even in the eveni of any discrepancy or deficiency with respect to the documentation of single
candidates.

When presenting lists, the Shareholders are invited o take into due consideration the document
“Quali-quantitative composition of the Board of Statutory Auditors”, which gives indications and
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suggestions to Shareholders to help them draw up proposals for the composition of the Board of
Statutory  Auditers of Banco BPM. The document is available on Banco BPM's website
www.bancobpm. it (Corperate Governance > Assemblea Soci).

Terms and procedures for the filing and publicatfion of lists

The lists of candidaies and the related documentation required under the current regulations and

the Articles of Asseciation must be signed by the shareholders and filed, under penalty of forfeiture,

by 5 p.m. of 9 March 2020 (25 days before the date of the Generd Meeting), along one of the

following procedures:

- by fling them with the Registered office of Banco BPM [Affar Societari di Gruppo function),
Pinzza  Filippo Meda, 4, Milan during working days from 8:15 am. o 5 pm.; or

- by sending them by certified emai fo the following address soci@pec.bancohpmspalt, after
attaching the documents in pdf fommat,

With regard to the election of the Board of Statutory Auditors, in the event that at the
abovementioned deadline only one st has been filed, or only [ists submitted by shareholders who,
based on the current regulations, are afffiated with each other, Banco BPM will promptly disclose this
circumstance in accordance with the procedures required under the applicable laws, and shall
then proceed in compliance with the fems under the law.

Upon request, the Affar Societar di Gruppo function, being the dedicated structure, shall provide
shareholders with the documentation and the necessary instructions fo draw up lists.

The Iists of candidates that have been duly submitted shall be made avaitable to the public at least
21 (iwenty-cne)] days before the date of the General Meeting (i.e. by 13 March 2020) at the Head
office of Banco BPM, on Banco BPM's website www.bancobpmiit (Corporate Governance >
Assemblea Soci) as well as on the webssite of the cuthorized central storage mechanism, “eMarket
Sterage" www.emarketstorage.com.

Additional information on the procedures to appoint the members of the Board of Directors and of
the Board of Statutory Auditors are published on Banco BPM's website (Corporate Govemance >
Assemblea Soci).

SHARE CAPITAL INFORMATION

The share capital subscribed and paid in by the Company at the date of this notice totals Euro
7.100,000,000.00 subdivided into no. 1,515,182,126 shares with no par value, At the date of this
nofice, the Company holds no. 3,657,792 own snares.

DOCUMENTATION

The Directors' explanatory reports on each of the ifems on the agenda, together with all the other
documents, including the resolution proposdals, to be published before the General meeting, shall be
made available o the public af the Head office of Banco BPM S.p0.A. and at Borsa ltaliana S.p.A.,
and shall be published on the corporate website (www.bancobpm.it, "Corporate Governance -
Shareholders’ Meeting” section), as well as cn the wehsite of the authorized central storage
mechanism www.emarketstorage.com. in compliance with the terms and procedures under the
law,

Shareholders are entitled to receive a copy of the documents once they have been regulary filed,
upon request to be sent fo Banco BPM S.p.A. fo the cerfified emal address
soci@pec.bancobpmspalit.

The Bank has also prepared (i) the Corporate govemance and shareholding structure report
pursuant fo art. 123-bis Lgs.D. no. 58/1998 (i the consclidated non-financial stalement in
compliance with Lgs.D. no. 254/2016 and Consob's Resolution no. 20247 of 18 January 2018. The
documents shall be made available to the public af the head office of Banco BPM S.p.A. and at
Borsa Italiona Sp.A., and shall be published on the corporaie website {www.bancobopm.i,
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"Carporate Govemance" section), as well as on the website of the authorized central storage
mechanism www .emarkelstorage.com, in compliance with the femms and procedures under the
faw.

This notice to convene - prepared inter dia pursuant to art. 84 of Consob’s Regulation 11971/99
and following amendments (Issuers Regulation) ~ in addition o the modalities described above,
shall also be published on the daily newspapers “il Sole 24 Cre” and “MF”, in compliance with
articles 125-bis T.U.F. and 13.4 of the Articles of association.

To receive additional information on the procedure fo attend the Genreral Meeting, please contact
Banco BPM S.p.A. (Affari Societari di Gruppo, Piozza Fiippo Meda n. 4 — 20121 Mianoj, or cdll the
toll-free number 800.013.090 during werking days from 9 am. to 5 p.m., or, send a request to ihe
certified e-mail address soci@pec.boncobpmspa.i.

In compliance with Privacy regulations (EU Regulation 2016/679 of the European Parliament and of
the Council of 27 April 2014), the Data controller is Banco BPM S.p.A.. For full disclosure on data
handling with respect to the exercise of rights relaied to the General Meeting, please visit the
website www.bancobpm.it, “Corporate Governance — Shareholders' Meeting” section.

Milan-Veronaq, 18 February 2020
On behdadlf of the BOARD OF DIRECTORS
The Chairman
{Avv. Caro Fratta Pasing)



Reports on operations and consolidated
financial statements for the year
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GROUP STRUCTURE: MAIN COMPANIES
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GROUP STRUCTURE: BUSINESS LINES
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Presence abroad

The Group’s foreign operations include the subsidiary company Banca Aletti Suisse and Representotive Offices in
China {Hong Kong) and India (Mumbai). The procedure to close the Representative Office in Shanghai was
completed in June.
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Group financial highlights and economic ratios

Highlights

The highlights and main ratios of the Group, calculated based on the reclassified financial statements, are presented
below. The underlying calculations for these are illustrated in the “Results” section of this Report.

FELES e gt

Income statement figures

Fingncial margin 2,129.2 21452.0_ N 32‘-’21
Net fee and commission income (¥} 7944 18609 (3.6%)
Operating income T T 4930 47729 110.1%)
.‘Cm}_;:;a;'aﬁng expenses o o (2,604.0) o {2'792];}” (6.8"/:)”
Profit {loss) from operctions T 1,688  1,980.1 (14.7%)
E:é?nuiluc;s;)wbefore tox Fro;“conﬁnuing operations T T T :EH;?;M o {129.7)

Parent Company-‘-s_-l:l_ei income {loss) S 797.0 w ; {59.4] W N B

{*) The figure for the previous year has been restated for & like-for-like comparison,

Balance sheet figures

Tolal assets ) 167,038.2  160,464.8 £1%
Loans to customers [net] N 105,845.5 104,014.4 1.8%
Financial assets and hedging derivatives 37,069.1 36,852.9 0.6%
Group shareholders' equity o 11,861.6  10,259.5 15.6%
Customers’ financial assets . i o T
Bireel funding 109,506.3 105,219.7 £1%
Indirect funding 92,6722 88,212.7 5.1%
. Assef management h 58,324.9 55,68%2.6 4.7%
- Motuol funds and SICAVs - _ 39,049.8 35,992.0 8.5%
- Securities and fund management 3,904.4 T 4,804.7 t 8.7;;._).
- Insurance policies 7 15,370.7 14,8929 3.2%
- Administered assels 34,347 .4 32,523.1 5.6%
Information an the organisation
K\:;rage number of employees and other staff {*] o 21,013 21,846
Number of bank branches N 1,808 1,804

{*} Weighled average of fulltime equivalent personnel resources, colculaied on a monthly basis. This does nof include the Direclors ond Stotutory Auditers of

Group Companies,
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Financial and economic ratios and other Group figures

2 Sy R R B e R,

Alternative performance measures
Profitability ratios (%)

Return on equity (ROE} - n.s.
Return on assets [ROA) T T o ns.
T:;n-cz.ﬁ'::i“(;ﬁmr}lmbrgin / Operaiing income o o o 49.60% 51.37%
Nel fee and commission income )/ Operotingmi.ncome o o 41.80% ?8.99?/3
Operotiﬁg expenses / Operaling income “ o o 60.66% 58.51%
Bperatihnui productivity figures (1066.:;:?;;;;?*##“ e e .
Loans lo customers {net) per employee (**} o T _ 5,.(_)37.0 o :1,?31;3
Bpeigﬁng income perueapml—oyee [**} T T o k 204.3 2185
Bﬁera;ir;éz;;gnses per employee [* *.]mmm o 1239 T T 278
Credit risk ratios (%) T o - - ) - o o im B
Net bad loans / Loons to customers Inet] . . S 7.
Unlikely to pay / loans to customers [nef] o o o B 3.70% T A85%
WNet bad loans / Shoreholders’ equity R T 3a8% 15.51%
Othas o A et e e o — N
Financial asseis aur;awh;dging derivatives / Total assels o . T 22.19% T 22.97%
Derivative assets / Total assets _ o o U 1.24% 6%
" - troding derivatives / fotal assets o R T 1% 1.08%
o hedging derivalives / lotal ossets B T i 0.06% 0.08%
Net trading derivatives [***}/ Tolal assets T o 0.41%  0.62%
Net foans / Direct funding - o 96.66%  98.85%
Regulatory capitalisation and liquidity ratios o B
Comman equity Her 1 ratio {CET1 copital ruﬁo)” 14.43% 12.06%
Tier 1 capital ratic 15.08% 12.26%
Total capitol raffo o T 17.40% 14.68%
Liquidity Coverage Ratio {LCR) o 165.63% 154.13%
Leverage ratio ) 5.41% 4.57%
Banco BPM stock ) o
MNumber of outstanding shares o 1,515,182,126 1,515,182,126
Official closing prices of the slock
- Final 2.028 1.968
Meximom - 255 3.146
- Minimurm o o 1.620 1.556
"~ Average o o o S Tse7 2480
Basic EPS o S o 0.527 T 0.037)
Diluted EPS ' o " o057 {0.037)

{*] The figures relating fo the previous year have been restoled to provide a likeforlike comparison.
{**) Arithmetic avercge colculated on a monthly basis in terms of fulltime equivalenl resources, as shown in the previous table. This does not include the
Direciors and Statutory Avdilors of Group Companies.

[***] The aggregate of ne! lrading derivalives corresponds fo the mismalch, in absolule lerms, berween the derivatives included under Ihe Balance sheet item
20 a) of assefs, “Financial assels ot fair value through profit and loss - held for trading”, ond item 20 of liabilities, “Finoncic! liobilities held for trading”.

The alternative performance measures {APMs) shown in ihe table above have been identified by the directors to
facilitate the understanding of the economic and finoncial performance of Banco BPM Group's operations. The
APMs are not envisaged in IAS/IFRS and, although they are calculated based on finencial statement data, they are
not subject to audit.

The above-mentioned indicators are based on the guidelines of the European Securities and Markets Authority
(ESMA} of 5 Ociober 2015 [ESMA/2015/1415), applicable as of 3 July 2016, and incorporated in CONSOB
communicafion no. 0092543 of 3 December 2015.

In this regard, it should be specified that for each APM the calculation formula has been provided, and the figures
used in the calculations can be identified using the information contained in the table above or in the reclassified
financial statements provided in the “Results” section of this Report.
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ECONOMIC SCENARIO

The international scenario

During 2019 the globol economy continued its gredual slide dewnwards and consolidation of o slower pace of
expansion, though with temporary signs of recovery. This was impacted by common restraining factors ot
international level: primarily, increasing trade barriers, as well as specific factors linked to specific countries (Brexit)
or production sectors [automotive). The estimates of the annual global growth rate for 2019 by the International
Monetary Fund dropped from 3.5% in Jenuary to 3.0% in October, the lowest growth since the finoncial crisis of
2008, while estimates of international trade decreased in volume from +4.0% to +1.1%.

The retaliations between the USA and China on frade tariffs, and the fears of the exiension of rade barriers to other
countries, then hed a negative impact on the climale of confidence and on business of companies at global level,
also amplifying cyclical and structural sfowdowns already under way {several advanced economies and China). The
restructuring of global supply chains — also Iriggered by the US iariffs - resulted in o significant move of production
activities out of Chino, mainly to other countries in Asia {primarily Vietnam). In the automotive segment, changes in
regulaiions, new emissions siandards and, the likely change in governance of large groups weighed on sales in
numerous countries, with German manufacturers particularly hard hit. In Europe, pressures on growth olso included
the uncertainty on the timing and method for Brexit, which was only partially resolved at the end of the year when
the UK parlioment approved (by a majority) the EU Withdrawal Agreement by the end of Jonuary 2020. Additional
pressures derived from the specific weakness in large emerging econamies such as Brazil, [ndia, Mexico and Russia.
The worsening of the macroeconomic repercussions linked to more rigid financial conditions {Argentina), geopolitical
tensions {lron) and social upheavals {Venezuela, Libya and Yemen) complete an economic framework which has
become more complex and volatile.

In this context, at globcl level, companies have become more cautious in their longterm spending and purchases of
machinery and equipment have slowed. At the same time, the demand from households for durable goods has
weaokened, on averoge. In relation 1o this decreased demcnd for durable goods and lower investments, companies
have reduced their industricl production. Global trade ~ where end durable goods and the foctors used to
manufacture them have a significant weight — has slowed quite a bit, as mentioned above.

However, on the whole, the global economy has showed significant resilience. The slowdown meinly hit
manufacturing sectors af global level, whose coniributions to the formation of the GDP are relatively less significant
in advanced economies as compared to the services sectors, which provides most of the growth. Moreover, tensions
on trade, which gredually gained sirength at the end of 2018 and in initial months of the period, were graduclly
alloyed with the progress in the negotiations between the United States and Chine. Lastly, significant support was
obtained through the actions of the main central banks: the Fed once again cut official inferest rates, in several steps,
and expanded budget assets, especially in the last quarter, with significant femporary refinancing operations, while
the ECB started repurchasing securities again, ofter inferrupting this practice at the end of 2018.

In detail, during the year, the USA recorded a slowdown in GDP growth, mainly atiributable to the manufacturing
sector: the annualised increase of 3.1% in the first quorter was followed by +2.0% in the second and +2.1% in the
third and fourih, results that are in line with the preliminary estimate of an expansion of 2.3% in 2019 (+2.9% in
2018). From the second quarter onwards, growth was mainly driven by consumer spending {+3.0% and +2.1% in
the second and third quarter, respectively), benefiting from the increase in disposable income, of around +3% yoy
starting in April, and higher employment - those employed in the non-agricultural sector grew by 1.5% yoy (also in
November 2019) while unemployment hit 3.5% in November 2019 {3.7% one year before}. On the contrary,
investments declined: -1.2% and -0.2%, respeciively. Consumer prices remained under control: they increased by
2.1% in November, while the personal consumption expenditures price index, significant for the Fed’s decisicn
making, grew by 1.5%.

Nonetheless, the Trump administration’s trade policy did obtain some resulis: in November the trade balance
decreased to 43 billion, with a drop of 4.7% in the first 11 months compared to the same period of 2018.

In the first nine months of the year, Japan reporied a growth rate that gradually declined (+0.4% in the 3rd quarter].
The economy saw a sharp decline in exports, primarily reflected in a decreased demand from Ching, while internal
demand remained strong, due io private investments in non-residential property ond expenditures brought forward in
the expectation of the VAT increase, which then occurred in October. On the whole, the data is consistent with
estimates of growth at 0.9% for 2019 (+0.8% in 2018). In November, consumer prices increased by 0.5%
{however, the core component showed an increase of 0.8%) in relation to expectations of an interest rate of 1% for
all of 2019, marking weak progress in the fight against deflation.
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Economic growth in China slowed in the same manner, reflecting the impacis of the trade dispute with the United
States. In the third quarter the GDP growih rate reached 6.0% over the twelve months (+6.6% over the year in
2018), reflecting the curbing of exports, followed by the slowdown in investments, which were also impacted by the
measures to reduce leverage and decrease the range of shadow banking. In December, consumer prices reported
an increase of 4.5%, compared fo an estimate of 3.3% for all of 2019. These were also driven by the sharp
increase in pork prices, following the daomage produced by the swine fever. Conversely, production prices
decreased for the sixth consecutive month: -0.5% yoy.

Commodities prices continued to be impacted by the reduced dynamism of global growth. Prices of energy products,
falling yoy, were also moderated by the US" achievement of energy independence. The USA-China trade dispute
continued to weigh on meials and, indirectly, also affected the prices of agricultural products. Given the tariff policy,
Chinese demand for corn more sharply targeted Brazil, penalising the USA, which has long been the Asian country’s
supplier. As a result of these trends, international inflation remained at low levels on the whole.

The situation in Europe and ltaly

The phase of weakness in the EMU economy that began in 2018 substaniially confinued also in the year just ended.
The factors of uncerfainty in the international framework, mentioned above, that generated this weakness remained
strong during the year and significantly slowed the investment cycle. Only near the end of the year was there a
“breck in the clouds”, fovoured by several signs of stabilisation of the global economy and positive growth in world
trade, following three consecutive quariers of decline. There were also several signs of an inversion in the trend
during the year, but they failed to show lasting results. The slowdown in exports and the difficulties in the
manufaciuring sector confinued to weigh on economic activity, which spread contagion, to a certain extent, also to
the services sector. Therefore, in the second half of the year, the ECB launched a significant package of expansive
measures deemed appropriate to the growth and inflation prospects.

More specifically, the economy of the Eurozone showed a low growth rate during the year, with o modest
acceleration at the beginning, which then flattened out. In the first quarter of the year, the GDP grew by 0.4% on the
end of 2018 and 1.4% compared to the same period of the previous year, exceading ohservers’ expectafion. In the
two following quarters, however, the yoy growth rate decreased to 1.2%, and the gog rate stopped at 0.2%.
Economic activity in the Eurozone was mainly driven by internal demand, both for consumer spending and for
invesiments, while in the nonEU sector, with the exception of the first, the change in stocks provided a negative
contribution, In the third quarter, the annual yoy change in retfail consumer consumption came to 1.5%, exports to
+2.4%, but imports to +5.0%.

Among the leading economies, France and Spain were confirmed as the most vibrant. ltaly continves to bring up the
rear. Germany continues to be harshly impacted by the difficulties in infernafional trade: following an initial leap in
the fiest quarter {+0.5% compared to the previous period), the GDP actually decreased in the second [0.2%), to then
stagnate in the autumn months (+0.1%].

The preliminary estimate for the last quarter does not deviate from these values: +0.1% on the previous quarfer and
+1.0% yoy. Economic indicators for the orea in the autumn months confirmed the continuing weakness of the
manufacturing sector and stagnation in the services sectors, even though in November and December there were a
few timid signs of an inversion of the frend.

Over the year, thus, based on the recent estimates, EMU growth should amount to around 1.2%, significantly down
on 2018 [+1.9%).

The labour market in the Eurozone improved over the year, though slightly. Employment increased by 0.1% in the
third quarter of 2019, compared io +0.2% in the second quarter. The unemployment rate fell to 7.5% in November,
from 7.8% at the beginning of the year, and remains near pre<risis levels. The inflation rate rose to 1.3% in
December {1.5% al the end of 2018} after falling o a low of 0.7% in October: despile some tensions on the cost of
labour, the growth in prices remained significantly below the target level of the ECB, due to the phase of weakness
in the economy.

As regards lialy, 2019 started on a pasitive note: the leap in industrial production, boosted by domestic consumer
spending and net exports {exports in the first quarter +0.2% on the previous quarter, imports -1 .5%), along with an
acceleration in gross fixed capital formation, mainly attributable to the real estate sector, which provided a bit of a
boost to expectations of GDP growth [nil growth in the 1st quarter compared to -0.1% in the 4th quarter 2018). In
the second quarter the failure to start the investment cycle slowed this drive and growth remained weak {+0.1% yoy).
There was a certain improvement in the trend in the third quarter: according to the latest figures available, the GDP
grew by +0.3% yoy, driven by domestic end consumer spending (+0.8%) and gross fixed capital formation (+2.5%,
of which +2.8% in plant and machinery] while exporis decreased by -3.8%. Conversely, the fourth quarter saw a
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setback: -0.3% compared to the previous period and unchanged yoy. Therefore, the figures available to date are
compatible with estimated growth for all of 2019 at +0.2%, compared to +0.7% reported in 2018.

During the year, foreign trade and companies’ investment decisions and household expenditure were mainly
negatively impacted by several specific factors. Firstly, the toriff policy adopted by the Trump administration: this had
direct and indirect impacts on the tone of [talian exports, additionclly weighing on the uncertain outlook for
production and, thus, on investment decisions of exportoriented companies and their related industries. The
difficulties in the European automotive sector, dealing with structural changes and new emissions regulations, hit the
sectors of component manufacturers and, more generally, the mechanical engineering sector included in the supply
chain of the large manufacturers, those in Germany above dll.

As regards ltalian public finance, following the threat of initiation of an infringement procedure for excessive debt,
received from EU authorities, at the beginning of the summer the Government launched o package of procedures,
contained in the “salva conti” [account saving} decree, which entailed a correction of the accounts for 7.6 billion
euro, equal to 0.42% of the GDP. Despite the positive outcome, the proceedings contributed to limiting the drive of
the other moderately expansive measures adopted. Lastly, the beginning of o crisis in the Government in August and
the fear of early elections negatively impacted the prospects of the Budget Law for 2020 and the underlying climate.
The resolution of the crisis, achieved through o change in the parties in Government, did not ensure that the Budget
Low was approved without problems, following some uncertainties, also on the substance of the measures adopted
and their scope, only ot the very end of the year, while several unusual situctions became more critical, such as the
ILVA steelmill and the national carrier Alitalia.

In any event, several factors provided support o the Government, attenuating the potential impact of the above-
mentioned issues, especially those of public finance, on the real economy: the strong international demand for ltalian
government bonds, given the negative sovereign yields in many European countries, made it quite easy to reissue
the maturing public debt, which led to a decrease in interest expenses. This left room in the budget that could offset
the increase in primary expenditure {public investment in the first six months +6%). Also, as a result of this, the deficit
for 2019 is expected to be stable at 2.2% of the GDP.

It is important to note that the labour market maintained quite a positive tone: in November employment grew by
+1.2% {+285 thousand units| yoy, thus boosting income (gross disposable income of households increased by 1.5%

yoy in the third quarter). Lastly, the consumer price irend remained at low levels: on average, in 2019, consumer
prices recorded growth of +0.6%, half of that of 2018 {+1.2%).

Central Banks

During 2019 the hopes that monetary palicies would return to normal, which arose in the previous year, quickly
gave way, on the confrary, to the adoption of new sfimuli to combat the impact of the trade war. The new measures
infroduced tend to take up all of the effective room for monetary manceuvres, thus making it necessary to pass the
baton to fiscal policies.

The first signs of greater prudence by the central banks arose in the minutes of the Fed meeting of December 2018,
after an entire year where the monetary authorities had proised the arrival of a return normal, though in the presence
of a sharp economic slowdown in the third and fourth quarter, in relation to a visible reduction in the Fed's assets.
Even the hypothesis of an initial increase in rates by the ECB in 2019 soon became impractical given the drop in
inflation in the Eurozone and the USA, which dlso influenced the Fed in blocking the intentions of normalisation, as a
precaution in view of the lack of fiscal stimulus, though with a labour market that remained strong. In Europe as well,
the monetary authorities postpened restrictive monetary policy decisions that had been planned for some time: firstly
by moving the schedule date for raising interest rates to after the summer, then guaranteeing that interest rates would
be unchanged from March through the rest of the year and, lastly, in September, moving the date to an
undetermined time horizon.

The inversion of the trend in monetary policy thus marked the first half of the year, stariing with the forward
guidance, which created the expectation that measures would be implemented in the summer months. This calmed
the financial markets, even in the presence of the continuous dramatic developments in the USA-China trade dispute.
Thus, in July the Fed announced an initial cut of 0.25%, confirming market expectations. This was followed by an
additional two cuts. The Fed'’s three cuts in policy rates from the end of July to the end of October were presented as
o preventative adjustment that would not continue, ass a suitable level of economic expansion under way had been
reached.

Despite the fact that the deterioration of economic activity was even clearer in the Eurozone, la ECB took gradual
action, In addition to postponing the rise in interest rates, which we mentioned above, in March the Executive Board
announced o new series of targeted longerterm refinancing operations (TLTROAI), starting from September 2019 up
to March 2021, each with a maturity of two years. At the end of July the ECB announced it was considering a tiered
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system for the remuneration of reserves and possible new net purchases of assets, with size and composition to be
decided, postponing such definition to the September meeting. Lastly, at the September meeting, the ECB decreased
by ten basis points, to -0.50%, the deposit rate in the Eurosystem. It also decided to restart the Expanded Asset
Purchase Programme [APP) from the beginning of November, at a monthly pace of 20 billion euro, which will
confinue as long as it s necessary.

Financial market performance

As mentioned, the beginning of 2019 was marked by the inversion of the trend in moneiary policy by Western
Cenlral Banks, whose action soon became almost a function of the developmenis of the trade war between the USA
and China. This duel dominated the markets, leaving other political events of primary importance in the background:
from the evolution of Brexit to the EU elections, moving on to the cppointment of the new government of the ECB and
the difficulties of governments of several European countries to stay in power. The Fed’s openness to a less restrictive
monetary policy and the resulting rebolancing of portfolios in the initial part of the year were the main couses of the
market's rise following the disasirous fourth quarter of 2018; the same effect resulted in the changed approach of the
ECB.

Thus, the approach of the ceniral banks supported the bullish trend which continued in the initial months of the year
on both the stock markets and the bond markets, owing fo the gradual, steady improvement in the expeclations
regarding the USA-China trade tensions. Additional support came from the quarterly data of US companies, which
were positive on the whole, as well as from the particuiarly surprising US GDP recorded in the first quarter. On the
Eurobond segment, the prospect of new easing measures by the ECB contributed to the tightening of the spread on
the risk-free rate, with a greater benefit on the short/medium4erm segment of the curve, while the rate on the 10-year
Bund once again showed negative rates, a phenomenon that had not occurred since June 2016. The changed
expectations on the economic trend on the wait for the Fed io take action lead to a flattening of the Treasury bond
curve, to the point where it inverled in @ few sessions in March.

The first correction of this trend occurred in May, when corpaorate securities, contrary to government securities, were
impacted by the weakness of the global stock markets following the breakdown in USA-China trade negotiations.
The tensions led investors to liquidate riskier assets and the vsual flight to quality generated significant new rises in
US Treasury bonds and German Bund.

The correction in May was quickly overcome, also owing to the support provided by exiremely expansive monetary
policies. The expectations regarding the ECB’s measures, mentioned above, contributed to a furiher increase in
government bonds, specifically in peripheral countries, lead by ltalian BTP, which had remained behind Spain and
Portugal, and by emerging countries, The possible victory of “sovereignists” at the EU elections, which was then
disproven by the results, penalised the market of Itolian government bonds up o ot least the end of May. Nearing
the time of voting, the spread rose to around 290 basis points, and the 5-year BTP briefly reached yields higher than
Greek government bonds with the same duration. Following a highly dynamic start in the initial months of the year,
in April and May the ltalian stock market recorded the worst performance in the Eurozone, losing over 6%.

In August the renewed tensions in trade between the USA and China, resulting from Trump's threat of additional
customs duties on Chinese goods, resuited in a short sell-off on the global siock markeis and several losses in
corporate bond prices, specifically in the high yield segment.

However, near the end of the summer, the expansive monetary policies of the ECB and the Fed were completed and
the markets began to rise once again. The credit market saw an additional reduction in the credit spread, especiclly
on bank issues (senior and subordinate) and on high yield issues, and yields on government bonds reached the low
for the yeor, ltalian bonds in porticular, also due to the new government that is more pro-Europe, driving the BTP-
Bund spread downwards.

The positive developments in the trade war, resulting from the growing expectations of an imminent phase 1 deal
signing between the USA and China, resulted in a risk-on situation on the markels in the last part of the year, which
was accompanied by the sieepening of the curve both for core countries and peripheral countries in the Eurozone,
particularly penalising corporate investment grade bonds and Government bonds with longer maturities. This
situation benefited share prices in general and bonds in the high yield segment and subordinated bonds in the
banking sector.

Over the vear, the European stock market (Stoxx 600) showed positive performance of 23.2% (Eurostoxx 50
+24.8%), closing near highs following two significant corrections in May and August, linked to the events in the
trade war. Over the 12 months, the Dow Jones index reported on increase of +22.3% in local currency,
outperformed by the Standard & Poor's 500 {+28.9%) and by Nasdag {+35.2%). During this bullish movement,
after closing the gap created by the sell-off in December 2018, US stock prices repeatedly set new all time records.
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The FTSE MIB index of the ltalian stock exchange rose by 28.3%, oulperforming European exchanges and closing
slightly under its record highs.

During the year, banking sector stock indices recorded a small increase compared to the market of 8.2% in Europe
and 23.5% in ltaly, with performonce that reflected the decrecse in country risk following the government crisis in the
summer. Moving on to the bond markets, in Europe, the total return in 2019 wes on average 5.8% for the AAA
category (Iboxx all mat), close to 6.7% for European government securities and +9.5% for the liquid high yield
segment. The bond yield on the US marke? was just as positive (VBMFX +5.8%).

During the year, the yield on italian government bonds over the entire curve recorded a significent drop from the
levels at the end of 2018, impacted by the tensions that arocse on the balancing of public accounts between the
ltalian government and the European Commission. This movement translated into a decrease in the BTP-Bund spread,
which was particularly sharp following the announcement of new expansive monetary policies by the Fed and the
ECB in June and July, with @ drop of around 100 basis points, from 287 to 185 basis points. The decrease in the
spread then continued, except for the sharp rise to 240 basis poinis during the brief government crisis, on the back
of the formation of the new government, deemed by the press to be more pro-European, and the announcement of
the package of measures by the ECB in September, reaching a low of 128 basis points at the beginning of October.
The drastic reduction in the risk of redenomination, understood as the estimated component of market yield of the 10-
year BTP {decreased from 100 to 30 basis points from June to September] also favoured the recovery in premiums
on credit default swaps (CDS] relating to ltalien bank securities, which decreased by around 100 basis points during
the year, closing 2019 at lows of below 80 basis points. The subsequent rise that brought the BTP-Bund spread to
fluctuate around 160 basis points until the end of the year was due to new uncertainties regarding the strength of the
government coalition and the approval, after o lot of difficulties, of the budget package.

Domestic banking activity

During 2019, loans to the private sector {adjusted due to the effscts of securitisations) did not change significantly.
The weakness that characterised the year just ended was mainly due to the reduction in the demand for Joans from
businesses, as highlighted by the ECB in its Bank Lending Survey, despite the continuation of extremely
accommodating conditions on market rates. As a result, the porifolio of loans disbursed by intermediaries shifted in
favour of households, which absorb less capital and offer more remunerative unit margins than businesses, in a
scenario where the bank interest spread is shill in quite compressad.

The banking system is facing numerous challenges. The most urgent is fo return to satisfactory profitability levels in a
scenario marked by extreme weakness in traditional business, negative market rates and the need to further reduce
the stock of non-performing loans. In addition, there is the threat from Fintech and non-banking competitors and the
need to effectively invest in technological transformation processes.

Banks can still rely on favourable funding conditions guaranteed by the ECB and on low market rates to attenuate
the cost of funding. The new quarterly TLTRO Ill should provide valuable support fo intermedicries, allowing them to
refinance the maturities of a wide swatch of bond issues and of the TLTRO Il during 2020.

The ECB also introduced a twodier differentiated system of remuneration of banking reserves at the ECB, in which o
poriion of excess liquidity will be remunerated at a rate of 0%, thus exempting it from the negative level of interbank
market rates, in order to reduce the impact on intermediaries’ margins.

Moreover, despite the weakening of the economic framework, the domestic banking sector is now more sound
overall compared to its conditions at the start of the sovereign debt crisis, by virtue of the significant sales of bad
loans, a higher level of capitclisation and the gradual cutting of costs of the physical network.

In terms of credit quality in particular, 2019 was the third consecutive year of the process of reducing the amounts of
non-oans, affer 2018 recorded a peak in disposals. In 2019, for the ltalian banking system, disposals were
estimated cf oround o total of 40 billion eurs, compared to 60 billion euro at the end of 2018 and 80 billion euro
in 2017.

Investigating in delail the trends described above, in December 2019, according to data released by the ABI -
ltalian Banking Association, bank lending to the private sector [measured including loans not recorded in bank

balance sheets, since they are securitised, and net of changes in stocks not connected with transactions] was .

substantially unchanged on the same period of the previous year, while the amount regarding lending to households
and businesses alone increased by +0.3%. The latter aggregate was essentially boosted by the strong and steady
development of loans to households, which grew by +2.4% in one yecr, offsetting the decrease in loans to
businesses {-1.9% in the same time period, compared to +1.3% yoy recorded at the end of 2018).

The negative evolution of loans to businesses is due to the drop in the demand for loans, reflecting the weakness of
the economic cycle and investments. The demand for credit was essenticlly marked by lower needs for refinancing
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stocks or working capital and minimal need to finance fixed capital formation, despite credit access conditions that
were still widely favourable and continuing to ease. The average interest rate on new loans in Euro to nonfinancial
companies in December dropped to 1.27%, a level near the record low reached in August end September (1.26%).
The development of loans io households was driven both by the increose in home loans {+2.5% annually) and
consumer credit, due fo interest rates remaining at historical lows.

Going into detail regarding credit quality, during 2019 the credit insfitutes continued the process of cleaning their
assets. Nonetheless, there is still litle appetite for assuming new risks, as shown by the above-mentioned nil growth
in the stock of loans.

The rafio of non-performing exposures to loans improved further, though at a rate of decrease that is slowing. In June
2019, based on the most recent estimates published by the Bank of ltaly, dropped to 8.1% compared to 8.7% at the
end of 2018.

The flow of new non-performing loans on total loans, net of seasonal factors and on a year-by-year basis, recorded
an initial sign of inversion of the trend at mid-year, due to the worsening of the component of loans o businesses,
specifically those linked to services. Nonetheless, in the subsequent quarter, the ratio began to decline once again,
despile the worsening of the economic framework, thereby consolidafing at decisively low levels, far from the pre-
crisis levels.

These results are reflected in the reduction in the stock of net bad loans, which fell to 29.6 billion euro in November
2019 {latest available figure, according to the most recent ABI estimates), from 38.3 billion euro in November
2018, a decrease of a good -22.7% [-7.2% since the beginning of the year and -66% from the peak of 86.8 billion
euro at the end of 2016). This occurred in line with the confainment actions planned by intermediaries, along with
greater prudence ond selectivity in credit disbursement policies.

Total direct funding from customers |deposits and bonds) in December 2019 reached 1,815 billion euro, up by
4.8% on an annual basis and slightly down on the peak of 1,824 billion euro in November. The cggregate grew
steadily and regularly over the year, benefiting, on one hand, from the significant increase in the amounts of
deposils from resident customers and, on the other, from the stabilisation of the frend in bonds.

As mentioned just above, the amouni of deposits from resident customers (current accounts, certificates of deposit,
repurchase agreements net of transactions with central counterporties, deposits with agreed maturities connected
with transactions for the sale of loans) grew sharply ot the end of 2019: +5.6%, equal te an increase of 83.1 billion
euro on an annual basis, coniinuing to be favoured between sovings allocation choices due to low interest rates and
the flat yield curve. On the other hand, in the same time period, the trend in the stock of bonds stabilised [net of
those issued by banks) after a long declining phase, due to new issues recorded during the year.

The trend of bank interest income and expense rates for the period is the combined result of the factors described.
The bank interest spread, calculated as the difference between the average interest rate on loans and the average
interest rafe on total funding from households and non-financial corporate customers, decreased to 1.90% at the end
of 2019, 4 basis points lower than that of the end of 2018.

In December 2019, the mark-up {calculated s the difference between the average inferest rate on loans and the 3-
month Euribor rate) stood at 288 basis points {+2 basis points compared to the previous year}, while the mark-down
{caleulated as the difference between the 3-month Euribor rate and the inferest rate on fotal funding) worsened by &
basis points down, from -92 to -98 basis points in the same time period.

In November 2019, the assets of ltalian and foreign open-ended funds grew on an annual basis by 8.9%, reaching
1,055 billion euro from 969 billion in the previous year. 23.2% of this figure is represented by ltalian funds, while
the remaining 76.8% is represented by foreign funds.

Also, in November, net inflows from ltalian mutual funds increased by 3.7% on an annual basis. This trend reflects
the increase in bond funds and, to a lesser extent, in the equity, balanced and flexible sub-funds, to the defriment of

liquidity funds ond hedge funds.
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SIGNIFICANT EVENTS DURING THE YEAR

Operations in 2019 were focused on continuation of derisking activity and performance of capital management
operafions already announced to the market, as well as the continuation of restructuring projects regarding Group
business in line with the business plan.

The main events which occurred during the year thet closed on 31 December 2019 are described below.

Derisking activiiies

In the first quarter the "ACE” sale, launched during the previous financial year, was completed, obtaining the
"GACS" guarantee on Senior Notes and placing 25% of both Mezzanine and Junior Noies. In this way the transfer
of risks on receivables sold wos completed definitively. At the end of 2018 these were recognised among “assels
held for sole” for o net amount of 1,330 million euro. It was therefore possible 1o proceed with their accounting
derecognition.

Again in the context of the “ACE project”, in December 2018 the company First Servicing S.p.A. was set up, with
the aim of segregating the functions of servicer of non-performing loans also through the acquisition of the business
segment dedicated to recovering these receivables, contributed by Banco BPM.

On 23 May 2019 the extraordinary shareholders' meeting of First Servicing resolved a paid share capital increase,
reserved for the sole shareholder Banco BPM, from 50,000 euro up to & nominal 150,000 euro against the
contribution {made in continuity of book values) of the business segment made up of the set of assets, legal
relationships and resources organised to perform the activity of recovering credits classified as bad loans.

The value atfributed to the business segment by the independent expert appointed is 142.8 million suro.
Subsequently, on 31 May 2019, the extraordinary shareholders' meeting of the compeny was held. It resolved
number of changes to the arficles of association, including the change of name from First Servicing S.p.A. to CF
Liberty Servicing S.p.A., and the division of the share capital, consisting of 10,000 shares with no nominal value,
into 7,000 category A shares and 3,000 category B shares.

On the same date the deed was signed with which Banco BPM transferred 70% of the share capital of First
Servicing {now CF Liberty Servicing S.p.A.), equal to 7,000 category A shares fo Credito Fondiario S.p.A., for a
price of 100 million euro.

Therefore, with effect from 1 June 2019, the shareholding structure of CF Liberty Servicing is divided into 7,000
cotegory A shares, equal to 70% of the share capital, held by the shareholder Credito Fondiario and 3,000
category B shares, equal to 30% of the share capital, held by the shareholder Banco BPM,

As a result of these operafions, the income statement for the year benefited from a total impact of 142.7 million
euro, as a capital gain mode on the sale and recognition at fair value of the remaining shareholding. After taxes,
the impact came to 140.7 million euro.

During 2019, the Group's derisking activities continued also with the agreement for the sale of a portfolio of bad
lease receivables ("ACE Leasing” Project). Following completion of the due diligence process, Banco BPM identified
lllimity Bonk as counterparty for the sale of a porfolio of around 450 million euro in nominel value {measured at the
cutoff date of 30 June 2018}, made up primarily of receivables deriving from payable and receivable legal
relationships attributable fo bad lease contracts, together with the immovable or movable assets and the underlying
contracts. Completion of the operation will involve various phases and is expected to be concluded by mid-2020. In
particular, as at 31 December 2019 the nominal value of the receivables which - following the said agreement —
was recognised among “non-current cssets and esset disposal groups held for sale” was 313 million euro (94
million euro net of value adjustments). Following the sale agreement, no major impacts on the income statement were
recognised.

Process to define the corporate and organisational structure of Banco BPM Group

Restructuring of the consumer credit sector completed

At the end of June 2019 the Group completed, in execution of the agreements signed at the end of 2018 between
Banco BPM, Crédit Agricole S.A., Crédit Agricole Consumer Finance S.A. and Agos Ducato and following the issue
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of the authorisalions provided for by the competent Authorities, the reorganisation of the consumer credit sector,
through the following operations:

s The proportional partial demerger of ProFomily S.p.A. in favour of a newly-incorporated company fully
controlled by Banco BPM, involving the assignment of the business segment related to the consumer credit
activity performed through the “Non-captive network” [monomandatory agents and own branches} of
ProFamily S.p.A.;

« the incorporation, at the same time as the aforementioned demerger became effeciive, of the beneficiary
company that assumed the same name as the demerged company (ProFamily S.p.A.); the beneficiary
company was authorised by the Bank of ltaly to perform the activity of granting loans to the public. As o
result of the aforesaid demerger operation, the demerged company ProFamily S.p.A. changed its name to
ProAgos S.p.A and was incorporated into Agos Ducalo;

» subordinately fo the effectiveness of the demerger indicated in the previous points, Banco BPM sold to
Agos Ducato 100% of the share capital of ProAgos, for a price of 310 millien euro. On the same date,
Banco BPM, Crédit Agricole, Crédit Agricole Consumer Finance and Agos Ducato also formalised the
contractual documentaiion aimed at confirming, for the subsequent 15 years, the existing partnership in the
consumer credit sector.

The ProFamily (ProAgos) transfer resulted in a capital gain of around 186 million euro being recorded in the Income
Statemens of the Consolidated Financial Stolements, net of tax. The capital gain credited to the Consolidated income
statement corresponds to 61% of the difference between the price paid by Agos (310 million euro) and the book
value of the equity investment. In accordance with the reference accounting standard for these cases, 39% of the
aforementioned difference {equalling the portion of the shareholding held by Banco BPM) was recorded as a
reduction in the book value of the equity invesiment in Agos.

Centralisation of Private Banking activity in Banca Aletti

During the year, the Parent Company transferred to the subsidiary Banca Aletti, through twe separate contribution
transactions, the business segments “Non-Porifolio Private Customers” and “Financial Adviser Agents”.

The subject of the transfers was, in addifion to the assets, liabilities, rights and obligations regording the business
segments, also the financial assets underlying the contractual relationships of administration and custedy, managed
savings and insurance products.

The plan for restructuring the segment of Private Banking activities, launched in the previous years, was completed
through the transactions described.

Simplification of the Group's corporate structure

The initiafives of rationalisation of the Group structure include, in addition to the corporate transaclions mentioned
above relating to the derisking and reorganisation of the consumer credit segment, the mergers by incorporation of
the subsidiaries Holding di Partecipazioni Finanziarie Banco Popolare S.p.A., BP Property Management S.c.a r.l.
and Saciets Gestione Servizi BP S.c.p.a. into the Parent Company Banco BPM and the subsidiaries Sviluppo
Comparto 6 S.r.l., Sviluppo Comparto 8 S.r.l. and Manzoni 65 S.c.l. into Bipielle Real Estate. Those tronsactions,
which took accounting and tax effect on 1 January 2019, were carried out without an exchange ratio or @ cash
adjustment.

In November, the sale of the equity investment held in Arena Broker Sr.l., equal to 57.30% of the capital, to
Assiteca S.p.A., was finalised for a price of 3.7 million euro, earning a copital gain of around 2 million euro.

During the year in addition the subsidiaries in liquidation Liberty S.r.l. and BPM Securitisation 3 S.r.|.,, Beta S.r.1. and
Tiepolo Finance S.r.l. were cancelled from the competent Companies’ Register. The completion of the liquidation
procedure did not entail significent impacts on the Group's balabce sheet or income statement.

In March, it was clso resolved to put the associoted company Immohiliare Centro Milano into liquidation. That equity
investment was later sold to Algebris NPL Parinership, in the context of a wider and more significant operation for
the disposal of loans in favour of a securitisation vehicle managed by Algebris.
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Lastly, the SPEs Erice Finonce S.r.. ond BPM Securitisation 2 S.r.l. also leave the Group, due to closure of their
respective securitisation transactions, as well as Leviticus SPV S.rl., following completion of the transfer of loans
under the scope of the ACE project and the consequent derecognition of such from the accounts.

Other events during the year

Complaints about disputes and investigations relating to the reporting to the company
Intermarket Diamond Business S.p.A. of customers interested in the purchase of diamonds made
in previous years

In the years from 2003 to 2016 and, thus, prior to the merger that gave rise to Banco BPM, the reporting of
customers interested in purchasing diamonds from the specialised company Intermarket Diamond Business S.p.A.
(declared bankrupt in January 2019) was carried out, an activity whick was suspended in the initial months of 2017
and then definitively stopped.

In April 2017 the Antitrust Authority [AGCM) extended the proceedings initiated against IDB to the reporting banks,
including Banco BPM, and on 30 October 2017, by finding an allegedly incorrect commercial practice under the
Consumer Code, imposed an administrative fine on IDB and the reporting banks {amounting, in the case of Banco
BPM, to 3.35 million euro). The Bank paid the amount of the fine and challenged the AGCM’s decision before the
Regional Adminisirative Court. Following the rejection of the appeal by the Regioral Administrative Court in
November 2018, the Bank appealed its decision, which is currently pending before the Council of State.

In relation fo those operations, criminal proceedings are also pending before the Public Prosecutor’s Office of Milan.
As part of these, on 19 February 2019 the Public Prosecutor's Office of Milan served to the Bank (i} o prejudgement
atiachment order for a tofal of 84.6 million euro and {ii) o nofice of investigation to Banco BPM and Banca Aletii
under the terms of ltalian Legislative Decree 231/2001 for an administrative offence for the predicate crimes of self-
laundering and fo Banco BPM for the allegation of obstructing the performance of the functions of the public
supervisory authorities. In the nofice of closing of the preliminary investigations, the Public Prosecutor's Office also
charged several former mancgers of the Group with the crimes of aggravated fraud, selflaundering, obstructing the
performence of the functions of the public supervisory authorities and corruption between private parties.

That situation and the resuliing media storm resulted in the receipt of a high number of complaints from the Group
customers involved and the launch of disputes in civil court. In the runup to the approval of the 2017 draft financial
statements, cround 1,250 complainis were received for o total relief sought of less than 50 million euro. During
2018, the number of comploints gradually grew, reaching around 13,300 complaints, for o total relief scught of
around 430 million euro as af 31 January 2019, These flows also continued in 2019, until they reached o total
number of around 22,800 complainis, for o total relief sought of around 440 million euro as at 31 January 2020.
At the same date, around 500 civil proceedings were pending, in which the Group banks involved were defendants,
for @ total relief sought of around 43 millien euro.

In that regard, also with a view to being close to customers, the Bank implemented o large-scale customer care
initiative. This entails a cose-by<ase analysis of the aspecis reporied by customers in their complaints, for the
purpose, if necessary, of finalising setflements. [n most cases, the settlements take the form of the disbursement of
moneiary relief, in addition to maintaining the customer’s ownership of the gem.

In that context, on drawing up the financial statements as at 31 December 2019, the Group banks involved decided
to supplement the generic provisions covering said complaints and disputes, both pending and potential, with an
additional allocation of 65 million euro compared fo the amounts already allocuted in previous years. The total
financial resources made ovailable by the Group in the three years to provide relief to customers amounted to 383.3
million euro. For more details, refer to the Notes 1o the consolidated financial statements — Liabilities - Section 10.
Provisions for risks and charges.

Inspections of the Supervisory Authorities - European Central Bank, Bank of Italy and Censob

In the normal course of its business, the Group is subject fo inspections promoted by the Supervisory Authorities. In
particular, within the Single Supervisory Mechanism, the Group is subject to the supervision of the European Central
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Bank (“ECB”). With reference lo specific issues such as compliance with anti-money loundering regulations or
transparency, the supervisory activity is the direct responsibility of the Bank of ltaly.

The supervisary activity involves the performance of regular and recurrent inspections at the headquarters of the
Parent Company (on-site inspection], which are accompanied by activities of “remote” verification, conducted
through structured and continuous information exchanges rather than through specific requests for documentation
and in-depth analysis of the issues.

In the financial years 2017 and 2018, the Group underwent 10 on-site inspections in the following areas: NPL,
Credit Quality Review ~ Corporate, Asset Based or Project Finance Portfolios, Transparency, Operotional Risk and
Risk Management Models (in particular, credit risk and market risk). In addifion to these, in 2019, & inspections
were added relating to: {i} Liquidity, Funding Risk, IRRBB; (i) combating money laundering; (i) market risk; {iv}
praduct governance and adequacy of transactions ordered by customers; [v} Internal Governance Remuneration;
ond [vi] internal credit risk model.

Most of the inspection activities have olready been concluded with the release of the “Final follow up letters” or
"Decisions”, through which the ECB communicates the corrective actions required in relction to the areas for
improvement identified. Where the inspection acivities concerned aspects with a potential impact on capital
representation (e.g. credit file review}, the observations made were duly taken into account in the context of a new
voluation of the company's assets/liabilities. In cases where inspection activities have shown areas for improvement
in the context of the processes examined, the Group has put in place specific corrective aclion plans.

At the date of this report, the following inspections are still under way or are pending receipt of the Final Follow Up
Letter or the Final Decision from the ECB and/or the final results of the inspections by the other supervisory bodies
{Bank of lialy and Consob}:

- verification on the subject of Operational Risk. The on-site phase concluded at the end of January 2019,
and Banco BPM received the Final Decision on 21 November 2019, indicating the recommendations and
qualilative requirements. In December 2019 Banco BPM sent the corrective aclian plan, which is currently
under way;

- Credit Risk {PD, LGD, CCF} inspection, with regard to the “Corporate - Other” and “SME” portfolios. The
on-site phase of the inspection began on 17 September 2018 and concluded on 3 Ocfober 2018. Banco
BPM is waiting for the Final Decision;

- verification, in the context of credit risk, concerning the review of credit quality, with reference to the
corporate, assetbased and project finance portfolios {"Credit Quality Review - Corporate, Asset based or
Project Finance Portfolios”). The on-site phase concluded on 28 September 2018. On 21 Ociober 2019,
Banco BPM received the Final Decision and on 7 November 2019 it sent the corrective action plan, which
is currently under way;

- audit, in the context of liquidity risk and funding risk {Liquidity, Funding Risk and IRRBB). The on-site phase
of the inspection concluded on 17 May 2019. On 4 February 2020, Banco BPM received the Final
Decision, and the corrective action plan is being drawn up;

- audit aimed ot obiaining the validation of the Market Risk Internal Model {VaR, sVaR, IRC} for the risk
categories “debt instruments — specific risk; Forex Risk”. The on-site phase of the inspection was completed
on 19 July 2019, and the Bank is awaiting the decision.

- audit, performed by the Bank of Ialy, regarding observance of the legislation on the subject of combating
money laundering in performing online operations corried out through the digital channels. The on-site
phase of the inspection concluded on 2 August 2019. On 6 November 2019 the results of the Bank of
ltaly inspection were presented. On 17 December 2019, Banco BPM submitled its corrective action plen,
which is currenily being implemented;

- audit, performed by Consob, regarding the procedural arrangements defined on the subjeci of product
governance and the procedures for assessing the adequacy of the operations ordered by customers. The
audit was launched in April 2019 and was concluded on 3 December 2019, Banco BPM is awaiting the
final decision;
audii by the Bank of ltaly on the Transparency of operations and fairess in relations with cusiomers. The
on-site phase began on 15 October 2018 and concluded on 18 January 2019. On 11 April 2019 the
inspection report of the Bank of ltaly was presented, ond a penally procedure was initiated. On 17 July
2019 Banco BPM sent the corrective action plan, which is currently under way, On 7 January 2020,
Banco BPM received a communication from the Bank of ltaly regarding the phases and amounts proposed
for the penalty procedure of the inspection, on which Banco BPM sent ifs own comments;
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- audit by the European Central Bank of the internal models for credit risk {PD and LGDY}, with regard fo the
“Corporate” end "SME" portfolios. The onsite phase of the inspection, which began on 19 February
2018, concluded on 20 April 2018. Banco BPM received the Final Decision on 24 April 2019 and sent its
corrective action plan on 24 May 2019, a plan that is currently under way;

- audit by the European Central Bank on the credit quality of the Retail & SME portfolio. The onsite phase
began on 4 February 2020 and is currently under way;

- audit by the Evropean Central Bank in order to ossess the approval of the internal model for credit risk
(CCF/EAD, ELBE, LGD; LGD for non-performing loans, PD) for the following exposure classes: Corporate -
Other; Corporate - SME; Retail - Other SME; Retail - Retail - Secured by real estate non-SME; Retail -
Secured by real estate SME. The on-site phase began on 14 October 2019 and is currently under way;
audit by the European Central Bank to assess Internal Governance Remuneration. The on-site phase began
on 9 October and concluded on 13 December 2019, Banco BPM is waiting for the Final Decision.

Change in the accounting criterion for measuring real estate assets

As part of the praject of rationalising and promoting the real estate assets of the Group, the Board of Directors
resolved to change the measurement criterion for property and valuable works of art, adopting the fair value for real
estate invesiments and the revaluation value for property used in operations and valvable works of art. The total
effect on the income statement for the year of the writedowns and revaluations came to -158.5 million euro.
Considering that a part of the veluation is directly attributed to equity, in the amount of 367 million euro, the change
in the criterion generated a positive effect on the Group’s comprehensive income of 208.5 million euro.

Important funding operations completed

On 11 April Banco BPM completed the first issue of Additional Tier 1 instruments for a value of 300 million euro,
destined for institutional investors, This represented an important operation for increasing the efficiency of the
Group's capital structure. The securities issued are perpetual and may be recalled by the issuer from 18 June 2024,
The initial six-monthly coupon was set at 8.75%. The loon regulation provides for o number of mechanisms for
payment of the said coupon as well as temporary reduction of the nominal value.

The placing was made mainly with investment funds (approximately 88% of the total).

Meoreover, dt the beginning of October, a new 10-year subordinated Tier 2 issue was completed, also destined for
institutional investars, for 350 million euro, with @ fixed coupon of 4.25% for the first five years.

Additionally, during the year, the placements of three senior preferred unsecured bond loans reserved for
institutional investors were complefed successfully. The first occurred at the beginning of March, with 3-year maturity
and an amount of 750 million euro with 2% fixed coupon, the second was in June with 5-year maturity for a total of
500 million euro and a 2.50% fixed coupon, and the third in October, with 5-year and 3-month maturity, for 500
million euro, and o 1.75% fixed coupon. With this transaction, the fofal amount of public issues by Banco BPM in
2019 reached 2.4 billion euro.

At the beginning of January 2020, those issues were joined by an additional issuer of Additional Tier 1 instruments,
for an amount of 400 million eurc, destined for institutional investors. For this last transaction, refer to the section
dedicated to events occurring after the date of the financial statements, contained in Part A of the Notes to the
consolidated financial stalements.

ECB set capital requirements for the Group

On 17 December 2019, the European Cenfral Bank notified Banco BPM of its SREP decision, containing the up-to-
date results of the annual Supervisory Review and Evcluation Process {“SREP).
Based on the analyses and evaluations carried out by the Supervisory Authority in 2019, valid for the Bank for
2020, the total consolidated CET1 ratio requirement come to 9.385% based on the phasedin criteria effective for
2020 and 9.505% based on the fully-loaded criteria.
In terms of the CET1 ratio, these requirements include:

- the Pillar 1 minimum requirement at 4.5%;

- a Pillar 2 (P2R] capital requirement of 2.25%, unchanged compared 1o the one applied last year;

- a capital conservation buffer of 2.50%;
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- the O-Sll buffer at 0.13% based on the phase-in criteria effective for 2020 (0.06% for 2019), which will
be 0.25% based on the fully-loaded criteria in 2022;
- the countercyclical capital buffer at 0.005%.

The Total SREP Capital requirement, inclusive of the Pillar 1 minimum capial requirement of 8% {of which 4.5% in
terms of CET 1, 1.5% in terms of ATt and 2.0% in terms of Tier 2] and of the Pillar 2 capital requirement {to be
satisfied entirely using CET 1 capital) thus comes to 10.25%. The overall capital requirement in terms of own funds,
also considering all the buffer requirements indicated above, thus stonds at 12.885% for 2020 and 13.005% based
on the fully-loaded criteria.

Change in company officers

The Board of Directors of the Parent Company, af its meeting on 28 May, resolved 1o revise its organisational
structure which no longer involves the figure of the General Manager, whose employment relationship had come o
an end following the measure of precautionary suspension on 27 February 2019, and introduces the figures of the
Chief Lending Officer {CLO} and the Chief Financial Officer (CFO), assigned respectively to Carlo Bianchi and
Edoardo Ginevra.

The pasitions of the Joint General Managers were instead confirmed.

Moreover:
+ on 14 May 2019 Ms Marisa Golo resigned from the Board of Directors “in consideration of new and
urgent personal commitments”.
» on 23 July 2019 Pier Francesco Saviofti resigned for personal reasons from the position of Director and
Chairman of the Executive Commiitee.

Repiacement of the Board of Directors of Banco BPM

The information provided with regard to the above from the yearend to the date of approval of the Financial
Statements is provided below:

» on 8 Januvary 2020, Carlo Fratta Pasini communicated his decision not to resubmit his candidacy, ofter
carefully considering the length of his term of office and the important results achieved by the Bank.

» at its mesting of 21 January 2020, the Board of Direciors, having obtaining the opinion of the
Appointments Committee, and with the support of Egon Zehnder, approved the list of 15 candidates for the
position of director for the years 2020-2022, which will be submitted to the next Shareholders’ Meeting,
and which comprises:

1) Massimo Tononi (Chairman)

2) Giuseppe Castagna {Chief Executive Officer)
3) Mauro Pacloni {Deputy Cheirman)
4} Marina Maontelli

5) Maurizio Comoli

6) Luigia Tauro

7) Carlo Frascarolo

8] Costanza Torricelli

9) Eugenio Rosselti

10} Givlic Pedrello

11) Manuela Soffientini

12) Mario Anolli

13} Pacla Galbiati

14) Chiara laudanna

15) Claudio Rangoni Machiavelli,
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RESULTS

Introduction

The balance sheet and income statement schedules shown below have been reclassified, accerding to operating
criteria, in order to provide timely indications on the Group’s general performance based on the economic-financial
data that can be determined quickly and easily.

This report adopls the new accounting standard IFRS 16, os described in the specific section “Disclosure on the first
time adoption of the accounting standard IFRS 16 ~ Leases” contained in Part A - Accounting palicies of the Notes to
the consolidated financial statements. Considering the changes infroduced with the application of IFRS 16, in order
fo ensure adequate informction on the evolution of the Group's equity and financial situation, the reclassified
balance sheet has been prepared providing for comparative purposes and also includes the information as of 1
January 2019 with the adoption of the new accounting standard, in cddition to the information relating to 31
December 2018.

Moreaver, as o result of the change in the measurement approach for real estate, the reclossified income stotement
includes the new item “Profits {losses| from the fair value designation of property, plant and equipment “ which
includes the posifive or negative balance of the writedowns and revaluations of real estate, both for investment
purpeses and that used in operations (including veluable works of art), measured at fair value or at revelued velue,
recognised under item 260 “Profits {losses) from the fair volue designation of property, plant and equipment and
intangible assets” of the official income statement.

Infarmatian is provided below on the aggregations and main reclassifications systematically made with respect to the
financial statement formats provided for in Circular no. 262/05, in accordance with what is required by Consob in
Communication no. 6064293 of 28 July 2006:

+ the portion of the economic results pertaining to investee companies carried at equity {included in item
250) has been stated in a specific item which represents, together with the “Interest margin”, the
aggregate defined as the “Financicl margin”;

«+ dividends on shares classified as financial assets at fair value through profit and lass and through other
comprehensive income (included in item 70) were re-atiributed to “Net financial result”;

» the economic result related to the issue of liabilities held for trading represented by the Group’s certificates,
which in the income statement format prepared on the basis of Circular no. 262 is presented in item “80.
Profits {losses) on trading”, was partially re-chributed to the reclassified income statement item "Net fee and
commission income”. In more detail, net fee ond commission income includes, according to an operational
viewpoint, the porfion of profitability of the product that remunerates the placement activity carried out by
the Group. Moreover, fee and commission expense relating to placement services carried out by third
party networks are included in the profit {losses} on trading. In order to guarantee a uniferm comparison
with the aforementioned classification criterion, introduced starting from 30 lune 2019, the data of the
comparative periods were restated;

+ recoveries on iaoxes and other cosis lincluded in item 230) have been booked directly cgainst
administrafive expenses, where the relative cost hos been recognised, rather than being indicated in the
reclassified aggregate “Other net operating income”;

« amortisation relaied to intangible assets connected fo “client relationships” recognised in business
combinations {accounted for under item 220) is shown under the aggregate “Other net operating income”;

¢ gains and losses on disposal of loans, not represented by debt securifies (included in iflem 100) and
profit/loss from contractual changes without derecognition (booked to item 140), were added, together
with net losses/recoveries on impairment of receivables, fo the ifem “Net adjustments to loans to
customers”;

o the portion of rental income of leasing contracts subject fo refrocession in the context of the “ACE Leasing”
project, shown among other operating expenses/income [(item 230), was re-attributed to the item “Net
adjustments to loans to customers”;

+ the allocation made by the subsidiary Banca Aletii for several fax dispules, recorded under item 200 of the
income statement “Net provisions for risks and charges”, was shown under the item “Taxes on income from
continuing operations” of the reclassified income statement;

+ ordinary and extraordinary charges intreduced for banks due to the single and national resolution funds
{SRF and NRF) and the deposit guarantee scheme (DGS)} were recognised, net of relative tax effects, in a
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separate item “Charges related to the banking system, net of taxes”, rather than in “Other administrative
expenses” and “Taxes on income from continuing operations”.

In the annexes to the financial statements a statement is provided showing the reconciliation between the reclassified

income statement and that prepared on the basis of Circular no. 262 with comments explaining the reclassifications
mode.

Consolidated income statement figures

Reclassified consolidated income statement

Interest margin ] i 1,997,952 2,292,562 {12.9%
Profits {losses) on invesiments in associates and compcmles subject to joint
control carried at equity 131 255 159,457 {17.7%)

Nel fee and commission income 7{*) 7 - . _ 1 ;34 423 “ 1 860,941 [3.6%)
Ciher net o operal;ng income 37,245 38‘?122] {90.4%)

Met financicl resuh * ]

e o 4 X % & % o _ ]
fir_rionnel expensas ) i 696 53N (1 732 805] (2. 1.%]
Other administralive expenses {638,566 (836,478] o (21.8%)
Net value adjustments to property, plant and equipment and intangible
assefs [268 949} {243,498) 10.5%

2101 : S 4
Net adjustments to |ouns to customers 778, 530} (1,941,114} (5%. 9%}
Profits (losses) from the fair value designation of property, plant and

equipment (158,533) -

Met adjustments to securities and other financial assets 5,759 3,291 75.0%
Net provisions for risks and charges {71,025 (345,341} {79.4%)

Profiis [Losses] on disposal of invesiments in asseciates and companies

r |nvestmen25 333,151 173,358 92.2%
; o SRR i

Toxes on income fmm con!mvlng opemnons {145,417} 162 835

Charges related to the banking system, net of taxes (92,877} {100,218) (7.3%)

Profit {loss) from discontinued operations -

Encome (|oss) attributable o mmorlly interests

I55) batore 1
]mpcurment of client relctionships after taxes

{* } The figures relaling o the previous ycr have been rasiated to provide a like-for-like comparison.
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Reclassified consolidated income statement ~ QGuarterly changes

i - 4 - R R Gkt

SEAHY i A i

EHEalis £ k > x i
{nleresl margin 477,930 500,024 514,846 505,152 554,694 557,759 584,998 595,111

Profits Jlosses] on investments in associales and companies

ks i CRESRERS

sy wom 2 36758 791 38413

i B0
496!

462,187 444,045 453,673 434,518 A74,374 451,372 457 274 477,921

operaling income 6,339 7,994 2,292 14,620 21,061 214,531 130,029 24,150

207,270 41,668 10,697 72,345 (78,397) 46,768 73,501 27,907

e R e A SR RO T T B B e s S B e e P S Gty
Personnal expenses 437,057 [415,622) {417.984) 1425,873) 422,177 {431,479} {437,060 1442,089]
Clher cdministrative expenses {149,780) {158,632) {143,135) [167,019] {205,7035) [194,184) 203,102} {211,487}

Nel value adjustments lo property, plont ond equipment

ond inengible assets 169,289} {68,586 {67,745 163,329} {97,006) {49,456) {49,020} 147,926}

S

Nat adjustments to loans to customers {220,4%%) {208,387) {197,692) [151,952) {987,260} (247,405} (340,212} {326,239}
Profits (losses) fram the fair value designation of praperty, o )
plant and equipment {131,012) _{739) {19,306) |7,476) - .
Nel gdjustments fo sectrities and other finoncial ossets 1,506 4,138 3,996 {3,971} 3,968 {1,312} {1,593} 2,228
Net provisions for risks and chargas (62.633) {2,712) {10,102) 4,422 1227,805) (71,865) (20,707) [24,264)

Pralits {Losses} on disposal of Tnvestments in associales
and comparies subjec) fo joint conlrol and other
invesimants

rad SRR el SEEF R R = E o ..—\]:HN e o i & — 7»,)-_..&&. . 5_»_4
Taxes on incame fram conlinuing operations 24,394) 143,219) (25,229| {52,573} 322,430 {72,338) 61,320) {25,937)
Charges related 1a the banking system, net of taxes [4,495) 131,521} {15,240) {41,621} {648) {32,122 {18,391} 149,037}
Profit {loss) Fram discontinued operalions - - - - - 932 18 14}

income {loss) etiributable to minority interasts 1,844

*] The figues relaling o rew'ous periods have been restated to provide o likefor-like comparison.
P p

With Communication no. DEM/6064293 of 28 July 2006, Consob asked companies issuing financial instruments
listed on ltafian regulated markets to provide information on the impact of non-recurring events or operations.

Note that, based on the general criteria adopted by the Group, the following are classified as non-recurring:

- the results of the sale transactions of all the fixed assets (equity investments, property, plant and eguipmeni
excluding the financial assets in the Hold to Collect {“HIC") portfolio, which can be sold in compliance with
the materiality and frequency thresholds set out in IFRS 9},

- profits and losses on non-current assets held for sale;

- the income sictement items for a significant amount associoted with improvements, reorganisations, etc.
le.g. expenses for use of the redundancy fund, leaving incentives, merger/integration expenses);

- income statement jtems for a significant amount which are not destined to reoccur frequently (e.g. fines,
impairments of property, plant end equipment, goodwill and other intangible assets, effects associated with
legislative changes, exceptional results);

- income statement impacts deriving from the fair value measurement of real estate and other property, plant
and equipment {works of art);

- tax effects connected with the economic impacts in the above points.

Conversely, the following are usually considered recurring:
- the economic impacts deriving from the sale or measurement of all financial assets {other than loans),
including those in the HIC and financial liabilifies;
- save for exceptional cases, the economic impacts deriving from valuation aspects {value adjustments to
loans and other financial assets or provisions for risks and charges);
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the economic impacts deriving from changes in the reference valuation parameters considered by the
valuation models applied on a continuous basis;

the economic impacts of amounts that individually are insignificant or cannot be deiermined, which
constitute out-of-period income and/or expenses (e.g. costs and revenues and/or adjusiments to costs and
revenues pertaining fo other years);

tax effects connected with the economic impacts in the abaove points.

In light of the criteria set out above, the income statement for 2019 includes the following non-recurring components:

the “Interest margin” includes the amount of 4.7 million euro, which the Voluntary Scheme of the Interbank
Deposit Guarantee Fund paid to member banks in relation fo the interest collected on the Carige
subordinated loan subscribed by the Scheme as part of the “rescue” operation of Banca Carige;

"Net velue adjustments to properly, plant and equipment and intangible assets” include write-downs of
intangible assets for 4.4 million suro;

the new item “Profits (losses) from the foir volue designation of property, plant and equipment”, equal to
158.5 million euro, contains the net balance of write-downs and reveluations posted to the income
statement for the vear relating to real estate, both for investment purposes ond for use in operations
including valuable works of arl], respectively measured at fair value or redetermined value, deriving from
the adoplion of the new measurement criterion described above;

“Net provisions for risks and charges” include the following exiraardinary allocations: 12.5 million euro for
the estimate of the charges relafing fo contractual commitments assumed on disposal of assets or equity
investments, and 65.0 million euro for allocations for charges relating to present and future disputes and
complaints, connected with past reports of customers inferested in purchasing diamonds which give rise to
requests for compensation from customers worth fulfilling with a view fo customer care;

“Profits (losses) on disposal of investmenis in associates and companies subject to joint control and other
investments” totalling 333.2 million euro, include capital gains achieved through reorganisation of the
consumer loan segment, for 189.5 million euro, and the sale to Credito Fondiario of 70% of CF liberty
Servicing S.p.A., for 142.7 million euro;

"Taxes on income from continuing operations” includes positive tax impacts for 59.2 million euro relasing
to componentis illustroted above, in addition to other negative extraordinary components for o tofal of 2.1
million euro;

“Charges related to the banking system, net of taxes” include 15.2 million euro represented by the
additional contributions relating to paid National Resolution Fund {amounting to 22.6 million euro) net of
the related tax of 7.4 million euro.

The effects on minority interests came to +9.3 million euro.

When deemed significant, information about non-recurring events or operations or those which do not occur
frequently in the normal execution of the business ond the impacts they have on the Group's equity and financicl
situation, as well as its cash flows is provided in the context of specific sections in the nofes which illustrate trends in
equity items.

With regard to 2018, the non-recurring components determined using equivalent criteria to those indicated above
were the following:

"Other net operating income” included the 113.6 million goin generated by the sale to Anima SGR of the
sub-advisory mandates on insurance assets carried out on behalf of the insurance joint ventures linked 1o
the bancassurance network of ihe former Banco Popolare, as well as a 200.0 million capital gain
generated by the sole of the depositary bank and fund adminisiration business line to BNP Paribas
Securities Services;

The “Net financial result” included the write-down of 27.9 million euro to the invesimeni made in the
Voluntary Scheme of the Interbank Deposit Guarantee Fund in order to support the measures in favour of
Banca Carige;

*Other adminisirative expenses” included non-recurring components totalling 22.6 million euro, mainly
relating fo integration expenses for 15.5 million euro and branch closing expenses of 5.1 million euro;
“Net value adjustments to property, plant and equipment and intangible assets” included write-downs due
to impairment of fixed assets for a total of 52.7 million euro;

“Net provisions for risks and charges” included 351.6 million euro relating 1o: (i} prudent allocations to
guarantee full coverage of present and fulure disputes and complaints connected with past reports from
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customers inlterested in purchasing diamonds to the specialised company [ntermarket Diamond Business
S.p.A., which received requests for compensation worth fuffilling with a view to customer care; (ii)
extraordinary provisions deriving from the recalculation of conditions applied to customers in previous
years and re-estimated according to mefrics defined recently by more severe laws and interpretative notes
of supervisory authorities;

« “Profits on disposal of investments in associates and companies subject to joint conirol and other
invesiments”, equal 1o 173.4 million euro. The main component {170.7 million euro) was represenfed by
the gains deriving from the reorganisation of the Bancassurance sector which saw the disposal to Cattolica
of the two sharehaldings in the insurance companies Popolare Vita [now Vera Vita) and Avipop
Assicurazioni {now Vera Assicurazioni);

+ “Taxes on income from continuing operations” included the tox effects deriving from the components
indicated above, totalling 37.3 million euro, as well as the benefit of the recognition of IRAP deferred tax
assets of 64.0 million eure, relating to losses on loans recorded on firsttime adoption of IFRS 9;

« "Charges related to the banking system, net of taxes” included 18.4 million euro connected to the
additional contributions relating to the National Resolution Fund (amounting to 25.5 million euro) net of the
related tax of 7.1 million euro;

+ “Profit from discontinued operations” included 0.9 million euro relating fo the residucl assets held for sale
which were sold during the year.

Moreover, as regards the results of 2018, in order to mcke it possible to also measures the economic results
obtained from the Group's business as usual, adjusted income (loss) was also determined, which also took account
of the impacts of derisking operations, which reasonably cannot be repeated, connected with the achievement of
that sef out in the Business Plan.

Therefore, in order to defermine the adjusted income {loss) for 2018, the components included under “Net
adjustments to loans fo customers” were also considered, totalling 713.9 million euro, relating to the effects of the

ACE (for 659.9 million euro) ond Exodus {for 54.0 million euro) transactions. Taxes connected with those
adjustments amount to 196.3 million eure.

Operating income

Interest margin

i@ o Hhes u}ﬁg €
Financial assets [securities] 591,682 574,166 17,516 3.1%
Net interest due to customers 1,845,206 2,162,893 {317,687} (14.7%)
Net interest due fo banks o 118,388 152,957) 65,431] 123.6%
Securities issved and financial liabilifies of foir value (308,085) (381 ,226?7' 73,141 (19.2%]
Hedging derivatives (net balance) N (112,321} {70,746} 141,575) 58.8%
MNet interest on other o;.é,;f-;/wl)i::biliﬁes 99,855' 40,432 39,424

65.2%
iy

1292, {294;61 :

arantee a like-forlike comparison with the breakdown

%o}

{*] Keeping the tolal of the ilem unchanged, ihe figures reloting o the previous year were resloted to g
vsed for 2019,
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Interest margin

595.1 585.0

4600 1 557.8 554.7

500
400 1
300 -

200+

{miflions ef euro)

Q118 Q218 Q@318 Q418 Q119 Q219 Q@319 Q419

The interest margin amounted to 1,998.0 million euro and compares with the figure of 2,292.6 million euro from
the previous year. The performance of the margin was negatively impacted by fewer reversals in the accounts (equal
to -193.8 million euro yoy), including that connected with the PPA', primarily deriving from the sale of bad loans in
the previous year which, on the other hand, positively contributed to the decrease in the cost of risk.

Moreover, as at 31 December 2019, following the firstiime adoption of the rules of recognition set out in IFRS 16,
interest expenses on lease liabilities were recorded for 9.7 million euro.

Net of these effects, interest margin would be 1,986.8 million euro, compared to a figure calculated on a like-forlike
basis of 2,078.0 million eure in 2018 {4.4%).

P Ry
Retait 1,191,518 (127,181) {10.7%)
Cosporate ' o 401,404 448,467 (47,063 110.5%)
Instilutional TTTTTss 18 59,476 3763 (6.3%)
Private o N 3,483 (543 4,026 o
Investment Banking 83,409 92,653 19.244)  (10.0%)
Strategic partnerships B (8,915) - [10,557) ?:642 (15.6?{:]
Leases 35,506 50,359 {14,853} (29.5%)

Corporate Centre

441,189 {98,174} (21.3%}
i 997,952 2,292,5 /(294,610 12.9%)
[*] Keeping lhe tolal of the item unchanged, Ihe figures reloiing to the previous year were restaled to guarantee o likeforlike comparison with the
segmenlation criteria used for 2019,

Retail
Corporate
Investment Banking

Cther segments

d N\ 53.3%

e 0o

Corparate Centre

! This refers to the impacts of the Purchase Price Allocation recognised following the business combination between Banco Pepolare and
Banca Popalere di Milane.
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In porticular, the frend in the Commercial Network segments was marked by the downturns recorded in ihe Retail
segment (-127.2 million euro) and in the Corporate segment {-47.1 million euro), which wos impacied by the
decrease in profilability of loans, only partially offset by the decrease in the cost of funding, due to the reduction in
the stock of bond issues. Moreover, the dynamic described above was also influenced, as noted chove, by fewer
reversals deriving from the derisking operations in the previous year.

The profitability of Investment Banking wos also down (9.2 million eurc), mainly due to the decrease in the
confribution from the securities porifolio, both due to a drop in yields and a reduction in the infragroup component,
mainly relating to bonds underlying certificates, issued by the Parent Company and subscribed by Banca Akros {up
to 30 September 2018 these were subscribed by Banca Aletti].

The coniribution provided by leases olso decreased, due to the closure of certain contracts.

The Corporate Cenire also decreased {-98.2 million euro), despite an improvement in the cost of institutional funding
due to the drop in volumes issved. In parlicular, note the smaller contribution from the securities portfolio, due to the
drop in yields and the higher cost of funding of the component in foreign currency, only partially mitigated by
growih in ossets.

Profits (losses) on investments in ussociates and companies subject to joint control carried at
equity

The result of the investee companies carried at equity was positive for 131.3 million euro, down on the
figure of 159.5 million euro recorded in 2018, Within this aggregate, the main contribution was provided by
consumer credit, driven by the investment held in Agos Ducato, for 103.1 million.

In terms of economic sector, Strategic Parinerships contributed 131.4 million euro, mainly including Agos Ducato,
equal to 103.1 millien euro, and that of the insurance companies for a total of 22.4 million euro. The contribution of

Corporate Centre omounted to -0.2 million, and includes the contributions from minor associcied companies.

Net fee and commission income

Management, brokerage and advisory services 866,367 896,368 (30,001] (3.3%)

Distribution of savings products B 724,715 732,378 7,663) (1.0%)

- Placement of financial instruments 46,549 19,773 26,774 135.4%

- Porlfolic managemeant 540,784 606,800 {66,016) {10.9%)

- Bancassurance 137,382 105,805 31,577 29.8%

Consumer credit 35,476 28,366 7,110 25.1%

Credit cards ) 38,549 50,933 (12,364) {24.3%)

Custodian bank 1,428 14,367 (12,939] 90.1%]

) Trading securities, currencies and acceptance of orders B 46,51 0 N 45,899 611 0.9%
Other O E8)) 4,425 (4,756)

Current account management and loans 609,880 635,947 (26,067 (4.1%)

Collection and payment services T wmwléti,653 170,181 [5.528) (3.2%)_

Guarantees given and received 70,158 73,379 (3,221) (4.4%]

Other services 83,365
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Net fee and commission income
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Net fee and commission income' amounied to 1,794.4 million euro, down by 3.6% on the 1,860.9 million
euro of the previous year, essentially due to the lower contribution of fees and commissions on current account
management and the lack of fees and commissions for custodien bank activities, which were sold in the second half
of 2018 -12.9 million euro). During the year, net fee and commission income gradually improved from 434.5
million euro in the first quarter to 462.2 million euro in the fourth, an increase of 6.4%, due to the coniribuiion from
advisary activities and the placement of investment, insurance and censumer credit products.

(!

Retail V 1,464,256 1,491,668 [27.412] (1.8%)
Corporale ) 182,828 202,780 (19,9252) (9.8%)
Institutional o T 37,695 35,708 1,987 S 5.6%
Private o 89,857 90,434 1577} (0.6%)
lvesiment Banking T 38,821 41,795 (2,074) 7%
Leases T 4 7 (3} (42.9%)
Corporote Centre S .m7]9,038) (1,451] {17,587) not significant

T 2 ;3
{*} Keeping the lotal of the item unchanged, the figures relaling to the previous yecr were restaled lo guorontee o likeforlike comparison with the
segmenlation criterfo used for 2019.

@ Retail

@ Corporale

<3  Other segments

D  Privae

@  Investiment Banking

The decline seen in net fee and commission income compared fo the previous year was mainly due to the decrease
in fees and commissions on credit access and the placement of investment products. In particular, the latter was
significantly impacted by decreased placement of mutual funds, especially in the Retail secior :63.6 million euro],
offset only partially by the growth recorded in Life products [Retail segment +24.6 million euro) and the placement of

' As of 30 June 2019, upfront commissions relative to cerlificates placement were also reclassified into this aggregate {previously
classified in the net financial resulf]. The figures relating to the previous periods were restated in a consistent manner.
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certificates issued by Banca Akros (Refail segment +25.8 million euro). Finally, we note the lower contribution from
Corporate Centre, due to the sale of custodian bank business in 2018.

Other net operating income

i g |
Income on current acccunts and loans ) 16,156 36,096 {19,940}  (55.2%]
Rents receivable S A5314 51,381 {6,067) (11.8%]
Expenses on leased assets (15,968 (15,662 (306) 2.0%

Other income and charges B 360,068

pmsnca

Client relationship {PPA) (38,779) (42,112) 3,333 7.9%
- p

Other net operating income

250+ 214.5
200

T 50

2

S 100 -

o

8

g 50

E 8.3 8.0 6.3
O T T T —
o Q118 @218 QG318 Q418 Q19 Q219 Q319 Q419

Other net operating income lolalled 37.2 million euro compared to the figure of 389.8 million euro in 2018,
which included capital gains amounting to 313.6 million euro earned following the sale of custodian bank and fund
administration activities and delegated insurance asset management mandate. Excluding those components from the
previous year’s figure, the aggregate decreased, mainly due jo the gradual decline in income on current accounts
and loans, which dropped by 55.2% compared to 31 December 2018, primarily atiributable to ”commissioni di
istrutioria veloce” {fastrack fees), clso following the refunds carried out during the year.

Refail 114,353) (2,776} (11,577) 417.0%
Corporale W 205 692 (397 (57 4%)
Institutional 4,053 3,982 71 1.8%
Private T o (4,554) 4,886 332 (6.8%)
Investment Banking 787 879 (92) (10.5%]
Leases {1,837) 15,418 (17,255)

Corporate Centre S 52,854 376,462 1323,608) (86.0%)

89,771 (352,52 90.4%)
{*) Keeping the totul of the ilem unchanged, the figures relafing fo the previous yeor were restcled lo guorantee @ likeforlike comporison wilh the
segmentalion criteria used for 2019,

The decrease recorded in the income statement item in question was mainly concentrated in the Corporate Centre,
where capital gains were recognised in 2018 deriving from the sale of custodian bank activities {200 million euro)
and delegated insurance asset management mandate {113.6 million euro). Net of those components, the aggregate
for 2019 decreased by -38.9 million euro, mainly due to lower income deriving from “commissione di istrutioria
veloce” (fastirack fees} [-14.5 million euro relating to the Refail business ling} and the Lease business line {-17.3
milfion eure), following the reduction in rents receivables deriving from the real estate assets of Release.

prrs——

iy

e sy
LeTp—

Sonstarmcogiced

p—

[———

ey




GROUP'S REPORT ON OPERATIONS 47

Net financial result

it e o ange
Profils {losses) on kading (194,049) (82,104} {111,945) 136.3%
Geins/losses an disposal of financial assets T o 384,517 N 50,331 354,1 86 155.8%
Dividends and similar income on financial assets o 23:558 26,269 2,56‘3 9.8%
Gains/losses from repsrchcsmé; of financiol liobilities T 4,390 h {4,508} VA (2.6%)
Fair value cdiusimengin hedge accounting T 7,497 {2,657) 1‘0354

Other income/expense o 109,668 (17,152) 126,820

261,90

{*) The figures reloting to the previous year have been restaled to provide a like-fordike comparison with the reclassification of the fees and commissians on
Certificates described in the introduchion.

Net financial result

207.4

{millions of euro]

-100 - 78.4
Q118 Q218 Q318 Q418 Qlie Q219 @319 Q419

The net financial result was 332.1 million, compared to 70.2 million in the previous year, The capital gains from
both valuation and the transfer of the shareholding in Nexi, the recovery on Sorgenia bonds and the sales of {mainly
goverament) securities in ihe HTC {Hold to Collect] portfolio contributed to that result. The economic results should be
considered jointly with the change recarded in the valuation reserves on exposures classified under assets at fair
value through other comprehensive income [FYOCH, not managed in accordance with hedge accounting rules. As at
31 December 2019 the balance of reserves on debt securities at FVOCI, before taxes, was a positive 71 million
euro compared fo -197 million euro as at 31 December 2018.

T
e MWWMQ%%&

Refail 9,792 20,852 (11,060) (53.0%)
Corporate o (8,181) 28,982 137,163)
Institutional (42) 1,453 (1,495)
Private 18 20 2) (10.0%)
nvestment Banking 719,340 120,369) 39,709
Strategic partnerships B 8,948 8,354 594 7.1%
Leases - {16} o 16
Corporate Cenire o 302,205 30,903 271,302 877.9%

3.21 117 r ]
i*) Keeping the lotal of lhe ltem unchanged, the figures relaling lo the previous year were restated to guaraniee a likeforlike comparison with the
segmentation criteria used for 2019.
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Retail
Corporate

Other segments

Investment Banking

The sharp increase in the net financial result of the Corporate Centre is due 1o the income deriving from the sale of
securities {+117.4 million euro), as well as the capital gains from both the sale of the shareholding in Nexi (70.3
million euro} and the recoveries on Sorgenia bonds (44.6 million euro), The contribution from Investment Banking
{Banca Akros) was also positive, due to the growth recorded in the siructuring of products, which partially offset the
negative performance of the Network, down by 49.7 million euro, especiclly due to the effect of the measurement of
loans that did not pass the SPPI test, equal to -19.0 million euro for 2019 compared fo +24.9 million euro in the
previous year,

By virtue of the dynamics described, total operating income thus amounted to 4,293.0 million euro, down by
10.1% compared to 2018. Excluding the non-recurring components recorded as at 31 December 2018 from the
comparison, the reduction would be 4.4%, mainly due to the effects of the previously illustrated performance of the
interest margin - to also be read in light of the previously mentioned reduction of risk as a result of the derisking
carried out in 2018 - and fee and commission income.

Core Banking Business

4,500 - 4,153.5
3,792.4
3,750 A
g
3 3,000 A
s
2 2,250 1
2
E 1,500
750 A
0 - T
2018 2019
B Interest margin B Net fee and commission income

Taking only revenues from “core banking business” into account, represented by the sum of the aggregates relating
to interest margin and net fee and commission income, the 2019 figure reached 3,792.4 million, down 8.7%
compared to the figure for the previous year.
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Operating expenses

- Taxes and duties (311,841)  (330,799) 18,058 (5.7%)

- Services and consulting T o (299,584) {337,777 38,193 111.3%)

- Real estote o o (65,534)  [207,874) 142,340 (68.5%)

- Postal, telephone and sationery T [26787) (32,998 6211 {18.8%

" Maintenance and fees for furniture, mochme;mc;ﬁgsysiems (67,272} {59,467) {7‘805[»,”_@ 13.1%
- Advertising an)dm;r:tjeriommeni N T (] é 755] T 'ffgil 3 WWW“(S"—B—?] T 2.4%
.~ Other administraive expenses o 1 2 S48) 112 ,524) - 44 {0.0%)
- Recoveries on expanses S T T 261,700 §§]m§44 mw{% 9,644) _4(7.0%)

“Value ud|ustmems fo properly, plant and equipment ~— (197,653] {110,958) {86,695} 78.1%
- Value adjustments to mrangble assets o (66,811) (64,857) 46 {0.1%)
__f Va%ue adjustments to leasshold improvements {*] . \17.775) 17,775

[47,908] 43,423 (90.6%)

{*} As at 31 December 2019, with the application of IFRS 16, the amount o value o ;usfents to leasehe, lmpmvamenrs is included amongval'ue
adjustments to properly, plont ond equipment.

Operating expenses

00 1

7504 7015 6892 477 656.2 656.1

6489

642.8

4600 -

450 4

[millions of gurof

Q118 Q218 Q318 Q418 Q119 Q219 Q3 19 Q419

Personnel expenses of 1,696.5 million euro showed @ decrease of 2.1% compared to the 1,732.8 million euro
in the previous year. The fotal number of employees was 21,941 as ot 31 December 2019, compared fo 22,247 at
the end of 2018.

Other administrative expenses' cmounted 1o $38.6 million euro translaling into a 21.8% drop compared to
2018. This reduction is in part atiributable to the application of the IFRS 16 standard which, for contracts under this
standard, provides for the inclusion of the depreciation of the right of use under “net value adjustments to property,
plant and equipment cnd intangible assets” in place of registration of rents and rentals payable under “other
adminisirative expenses”. Even when taking this effect info account, other administrative expenses still saw a
significant reduction {around -9.0% compared to 2018). The drop was parficularly seen in the item regarding
charges on real estate, which was impacted by the aforementioned effect of IFRS 16, as well as the lower rents
payable due to the closing of branches implemented in the previous year.

Net value adjustments to property, plant and equipment and intangible assets omounted to 268.9
million euro, compared to 243.5 million evro as at 31 December 2018, and include amortisation of intangible
assets for 4.4 million euro. The figure for 31 December 2019 is not fully comparable with that of the previous year

t The cggregote does not include the “banking indusiry charges”, represented by the contributions 1o the Resolution Funds and to the
Interbank Deposit Guarantee Fund, reporied in o separate item of the reclassified income statement, net of tax effect,
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s, due fo the change in the accountfing criterion for measurement of real estate and art assets of the Group,
property held for investment purposes is no longer subject to depreciction. The item in question was also influenced
by the introduction of IFRS 16, mentioned above. Taking account of the effects mentioned above (infroduction of IFRS
16 and change in the accounting criterion) and net of write-downs, the aggregate decreased, in any event, by 4.3%
compared to 31 December 2018.

Total operating expenses therefore amounted to 2,604.0 million eurc, falling by 6.8% compared to 2018. Also
net of the aforementioned non-recurring components, the aggregate decreased {-4.3%), demonstrating the ongoing
cost cutting activities implemented since Banco BPM was created.

Relait 11,974,965]  [2,167,785) 192,820 (8.9%)
Corporate o o " 165,841 (159,803) (6,038) 3.8%
Institoional T 36,104 139,344 3,150 [8.0%
Private - (70,918]  (69747) (0071} 17%
Investmenl Bonking T (86,665 {93,162 6497  [7.0%)
Sirolegic partnerships T T T e (2,558 213 T ea%
Leases R (36,358 74811 38453 (51.4%)
Corporate Centre ” [230,334]  (185.571] 1 ) 24.1%

8%)

@ Refall
& Corporate
@ Ofher segments

Private

Invesiment Banking

e e

Corporate Centre

Operating expenses showed a significani decrease in personnel expenses [-36.3 million), above all in the Retail
segment {53.6 million) due to previous reductions in stoff. Other administrative expenses recorded the positive
impact of the application of IFRS 16, with the reclassification to nef volue adjustments to property, plant and
equipment and intangible assets of an amount of 104.4 million eurc. That change in reporfing was implemented by
the individua! business lines. Nonetheless, even net of that effect, the decrease at consolidated level and,
specifically, in the Retail segment, remained significant due to careful cost management. Conversely, adjustments to
property, plant and equipment and infangible assets increased, as they were negatively impacied by the application
of IFRS 16, only partially mitigated by the improvement due to the change in the accounting criterion for
measurement of real estate. In particular, this latter factor initially had o negative impact relating to real estate for
investment purposes, part of which was recorded in the Lease segment {impact due to Release for 78.2 million euro)
and the remainder in the Corporate Centre (80.3 million euro).

Profit {loss) from operations
Profit (loss) from operations therefore amounted to 1,688.9 million euro compared to the 1,980.1 million euro

recorded in 2018, a drop of 14.7%. Net of non-recurring compaonents, the aggregate amounted to 1,688.7 million
euro, showing a decrease of 4.6% with respect to the previous year's figure.
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Adjustments and provisions

Specifmﬁsﬁs}“\menﬁ derecogniiionsimwwﬁm WXWMW?S]M o (mﬁl )] 485,592 {61.1%}

Specific value adjusiments: other T (1,428,460) (2,747,946 1,319,486 148.0%)

3 Specific recoveries o 708,968 1,222,016 1513,048) 142.0%)
Nl portfelic ;diusrmems/recoveries 37,955 (17,723) 55,678

Profits/(| disposal of | {42,575)  (257,453) 214,878 (83.5%)

32,58

1,200 -

1 1,000
800

4600+

s00] 3262 360.2

{millions of euro]

2205

152.0 197.7 2084
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Net adjustments to loans to customers amounted to 778.5 million euro, o marked decline compared with the
figure of 1,941.1 million euro in 2018 {-59.9%), due o the substantial coniraction of the bad loans brought on by
the derisking actions completed in the previous year. The cost of credit, measured by the ratio of net adjustments to
loans fo net loans {including loans classified as held for disposal], was 73 b.p., sharply down from 184 b.p. last
year. Also net of the extraordinary adjustments made in 2018' (713.9 million euro), adjusted cost of risk for 2019
confirmed a sharp decrease of 43 b.p. yoy.

. The overall effect on the income statement for the year of the write-downs and revaluations of real estate ond
valuable works of art, included in the new item of the reclussified income statement Profits (losses) from the
fair value designation of property, plant and equipment came io -158.5 million euro.

The income statement for the year recorded net recoveries on securities and other financial assets of 5.8
million euro [net recoveries for 3.3 million euro as at 31 December 201 8}.

Net provisions for risks and charges amounted to 71.0 million euro compared fo 345.3 million euro in
2018, which included the allocations made to take account of the siricter regulations regarding the conditions
J applied to customers as well as to increase coverage of charges from disputes and complaints.

As at 31 December 2019, profits on disposal of investments in associates and companies subject to
joint control and other investments totalling 333.2 million euro were recorded, including gross capital gains
achieved through reorganisation of the consumer loon segment {189.5 million euro] and establishment of the
parinership with Credito Fondiario to manage recovery aciivities far non-performing loans {142.7 million euro). In
2018 the contribution came to 173.4 million euro, almost completely deriving from sales of equity interest as part of
the reorganisation of the bancassurance segment,

b As a result of the Exodus and ACE iransaclicns.
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As a result of trends described above, the profit (loss) before tax from continuing operations and
banking industry charges amounted to a profit of 1,019.7 million euro, compared to the 129.7 million euro
loss recorded the previous year.

Other revenue and cost items

Taxes on income from continuing operations as at 31 December 2019 amounted to -145.4 million euro
(+162.8 million euro as of 31 December 2018), benefiting from the lower tax burden on the capital gains realised
through the sale of equily investments.

?2.9 million of charges related to the banking system, net of taxes were recognised in the income
statement for the year (100.2 million euro in 2018}, which include contributions to the Single Resolution Fund (SRF)
amounting fo 61.7 million euro gross {68.1 million euro gross as at 31 December 2018}, and to the Interbank
Deposit Guarantee Fund for 53.4 million euro {45.2 million euro as at 31 December 2018}, as well as the
additional exiraordinary contributions to the Single Resolufion Fund amaunting o 22.6 miflion euro {25.5 million
euro as at 31 December 2018].

Considering the share of income atiributable to minority interests (+15.6 million eurol, 2019 closed with a Parent
Company’s net income (lass) amounting te 797.0 million eure, compared to a loss of 59.4 million euro in the
previous year.

Adjusted income for the year amounted to 648.6 million euro, compared to 342.8 million euro in 2018 (+89.2%).

g
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Consolidated balance sheet figures
Reclassified consolidated balance sheet

The following table compares the balance sheet as ot 31 December 2019 with the balances resulting from the
financial statements as at 31 December 2018. Also presented is a comparison with the balances as ot 1 January
2019 restated to take into account the firsttime adoption of the accounting standard IFRS 16.

Annexed fo the financial statements is a statement of reconciliation between the balances as at 31 December 2018
and those determined os at 1 January 2019, as well as a statement of reconciliation between the items of the
consolidated balance sheet and the format of the reclassified consolidated balance sheet.

s(f

*aﬁqndﬁzﬁsh equivatents @37’3?32 922,01&&;'&» 922 017 [9 275) (I 0%
Loans meosured ot Amortised Cost 115,889,891 108,207,732 108,207,732 7,682,159 7.1%
Loans lo banks o 10,044,427 4193119 4,193,119 5,851,308 139.5%
Jloonsfo customers {*] 105,845,464 '1"5“&6'1'2 613 104,014,613 1,830,851  1.8%
Other financial assets and hedging derivatives 37,069,089 36,852,942 36,852,942 216,147  0.6%
- At FV through Profit or Loss T 7285091 5,869,106 5,869,506 1,415,985 24.1%
ALY through OC T T T 12,526,772 15,351,561 15,351,561 (2,824,789)  (18.4)%
- At AC S 7257226 15,632,275 15,632,275 1,624,951 10.4%
Equity investments 1,386,079 1,434,163 1,434,163 [48,084) 13.41%
Properly, plant and equipment 3,624,312 3,649,776 2,775,885 848,427 30.6%
infongible assels ) 1,269,360 1,277,941 1,277 941 18,581) 0.7)%
Tox assels 4,619,636 5,012,477 5,012,477 (392,841)  [7.8)%
Non.current assets ond asset disposal groups
held for scle 131,082 1,592,782 1,592,782 (1,461,700]  (91.8)%

Other assets 2,136,010 2 3 1 6, 144 . {252,842)

{10.6)%

Direct funding 109,506,299 105219691 105,219,691 4,286,608 4.1%

“Due fo cuslomers 93,375,026 90,197,859 90,197,859 3,177,167 3.5%
- Securities and financial liobilities at FY 16,131,273 15,021,832 15,021,832 1,109,441 7.4%
Due 1o banks 28,515,685 31,633,541 31,633,541 (3,117,856) (?.9Y%
lease payables T 732,536 835,594 ' 732,536
Other financial liabilities at fair value 10,919,429 7,228,829 7,228,829 3,690,400 51.1%
Licbility provisions 1,486,683 1,670,455 1,704,864 (218,183) {12.8)%
Tax liabilities ) 419,269 505,402 505,402 113,867 22.5‘5‘5
lLiabilities ossociated with asset disposal groups
held for sale 5,096 3,043 3,043 2,053 67.5%
S s, 366 122 38643 345 3,864,345 N 12.91%

Oiher ||ob||||ées

b LI, 5 S 7 G S5 Kevabott Sy 1 byl Rttt by g AT
Mmo;ny interesis 26,076 45,599 45 599 (l Q 523] [42. 8}%
Group 5hareho]ders equny 11,861,006 10 259 1175 10, 259 475 1 60] 531 15 6%

*}Inc.'udes senior securrlles for which the procedure for rhelssueby the lialian governmenf of the guaranfeeon The securifisation of bad Joans pursucrm o
Decree law 18/2016 ["GACS"}.

The changes in the main balance sheet items as ot 31 December 2019 are described below.
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Loan brokering activities

Direct funding

POs st Aok bect] dicemiclliickds 2
« current occounts and dinflnd cfeposil.iui - 86,155,794 787% 78,71 3,896:_'W74.B% 7,441,898 9.5%_
- fixedterm deposits and other resiricted current 1,626,230 1.5% 2,410.243 2 3% (784,013) (32.5%)
e T 5 St » s s ey

i2EC! 021,83 3 /109;4
- bends and liabitities at fair value 7 MEE:OSSJ_}_?___ 1 4.7_"‘75 _!_4_,__8.’5_3, 1 70_ Id__, 1”/3_ wl,_?g%,Stwig o ABAL%A
- certificates of deposit ond other securities 75,554  0.1% 168,662  0.2%  {93,108) 155.2%)
Repurchase agreements .. . 3866166 3.5% 7,110,267 6.8% (3,244,101) (45.6%)
Laans and other payables 1,726,836 1.6% 1,963,453 1.9% (236,617} (12.1%)

Direct funding

120,000 - 105,219.7 109,319.5 110,185.2 1317 109,506.3
100,000 -
80,000
40,000 -

[miflions of euro)

40,000 4

31/12/18  31/03/19  30/06/19  30/09/19 31/12/19

As at 31 December 2019, direct funding fotalled 109.5 billion euro, showing an increase of 4.1% compared to
the 105.2 billion euro as at 31 December 2018,

In comparison with the figures at the end of 2018 there has been an increase of 7.4 hillion euro in the segment
represenied by the current accounts and demand deposits of the commercial network (+9.5%). The trend in bonds
issued also grew (+1.2 billion euro} following senior preferred unsecured and subordinated bond issues reserved to
institutional investors.

- ' mpact. e mpac ange Chan

Retail 71,458,273 65.3% 67,528,064 64.2% 3,930,209 5.8%
Corporale 8,796,052 8.0% 9,163,782 87% (367,730  (4.0%)
Instituional 8,271,719 8.2% 7,400,402 70% 1,571,317 21 .2%~
Private 2,751,218 2.5% 2,592,783 2.5% 158,435 61%
Investmant Banking 1,337,763 1.2% 826,764 0.8% 510,999 61.8%
lLeases 5,570 0.0% 5,349 0.0% 201 3.7%

Corporate Centre 16,185,704 17,702,527 16.8% (1,516,823)
Total direct funding 109,506, 00.0° 05,219,6! 0.0% 4,286,608 .
{*] Keeping the loial of lhe iem unchanged, the figures relaling to the previous year were resioted fo guaronlee a likefordike comparison with the
segmeniation crilerio used for 2619,

(8.6%)

R

o d
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Retail
Corporate
Institutional

Other segments

®0- e

Corporate Centre

Total direct funding relative to the commercial network (Retail, Corporate, Institutional and Private) grew significantly,
reaching 92.0 billion eurc (+6.1%). In relation to a decrease in the siock of bonds placed with the Network, there
was ¢ sharp increase, especially in the Retail sector, of the non-restricted component of deposits {+6.8 billion euro].
A significant confribution was also provided by the Institulional sector, rising from 7.4 billion euro to 9.0 billion
euro.

In Corporate Cenire there was an increase in balances, as a result of issues during the year. In particular, due fo the
favourable market conditions, Banco BPM Group issued 2.6 billion euro, of which: 1,750 million eure os part of the
EMTN programme, 500 million euro relcting to covered bond transaciions and 350 million euro in Tier 2
subordinate securities.

Indirect funding

9,049,762 ) " 3,057,753
securifies and fund management 3,904,398 4.2% 4,804,669 5.4% (900,271] {18.7%)
insurance policies 15,370,733 14.6% 14,892,928 16,9% 477,805 3.2%

Administered assets 34,347,351 37.1% 32,523,095 36.9% 1,824,256

Indirect funding

120,000
100,0009  ggoy2y 93,1073 92,319.2 $2,010.0 92,672.2

80,0001
60,000 -

40,000

{millions of euro)

31/12/18  31/03/19  30/06/1¢ 30/09/19% 31/12/1¢9

As ai 31 December 2019, indirect funding, including certificates, totalled 92.7 billion euro, up compared fo the
88.2 billion euro as at 31 December 2018,
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In greater detail, the component of managed assets amounted instead to 58.3 billion evro, an increase of 4.7%
compared with the figure of 55.7 billion euro as at 31 December 2018, seen mainly in the sector of funds and
SICAVs which shows growth of over 3 billion in the year.

The segment of administered assets, which recched 34.3 billion euro, also grew compared to the end of 2018
(+5.6%).

Loans to customers

34 change!
Morigage loans 65,341,934 &1.7% “3_1“5577,406 59.3% 3,664,528 5.9%

Current accounts 11,345996  107% 12,198,635  11.7% 852,639} (7.0%)

872458 5 6233074 60 (509018 _(8.2%]

Repurchase agreements

Finance leases 1715408 1.6% 2085657 2.0% (370249 (17.8%
Credit cards, personal loans and salary-backed
loans 2019994 1.9% 1943781 19% 76213 3.9%

17,195,762 16.2% 18,447,246  17.7% {1,251, 484} m(é_%?;c;j

Other transactions

Senior securifies relafive to Exodus and ACE

GACS 614 1.4% 1,073,498 75.1%

2.4% 1.4

2

Net loans to customers

104,014.6 106,469.5 105,099.9 105,662.5 105,845.5

{millions of euro]

31/12/18  31/03/19  30/06/19 30/09/19  31/12/19

Net loans to customers' totalled 105.8 billion euro as at 31 December 2019, up by 1.8 billion euro compared to
the figure of 31 December 2018. In particular, the aggregeote of performing loans was up by 3.0 billion euro
{+3.1%) compored to 31 December 2018, while non-performing loans were down by 1.2 billion euro {-17.6%).

Mareover, the item “non-current assets and asset disposal groups held for sale” includes a portfolio of bad loans,
mainly represented by lease contracts, in relation to which a framework sale agreement (-ACE) was signed on 28
June 2019, which, considering the first three tranches olready realised, is expected to be completed by 30 June
2020. As at 31 December 2019 the net book value amounted to 94 million eure [gross book value of 313 million
euro), in line with the expected sale price.

! The aggregate does not include loans to cusiomers which, following the cdoption of IFRS 9, are mandaterily at foir value. These foans,
amounting to 0.4 billion euro, are included in financial assets measured at fair value.

For
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TN
2.9%
5.4% e
@ Reiail
& Corporate
& Inshitutional :
@ Other segmenis N 53.2%
@ Corporate Cenire
27.0%

G

5
R S

Refail 56,335,048  53.2% T52.9% 1,317,948 2.4%
Cerporate 28,601,715 27.0% 28,150,052 27.1% 451663 1.6%
Institufional T 720739 54% 5,099,081 49% 621,658 12.2%
Privale ’ 245141 0.2% 7220935 0.2% 24,206 11.0%
Investmant Banking © 819,074 0.8% T 1,385,016 1.3%  (565,942)  (40.9%|
Leoses S 2,005,510  1.9% 2,577,597 2.5%  (572,087)  (22.2%|

12,118,237 11,564,832

g
segmentalion criterio used for 2019,

The trend of the network’s performing loans (gross loans excluding bad loans) with customers of the Commercial
Network, which rose from a total of 90.5 billion euro to 92.9 billion euro, had a positive impact on the growth of
Group loans. This trend, which showed a shift towards medium/long-erm loans and, in particular, pool loans, was
present both in the Corporate segment (+833 million euro}, and in the Retail (+551 million euro) and Institutional
(+961 million euro) segments.

Credit quality
Introduction

The methods used to recognise loans acquired as part of business combinations are described in detail in Part E,
section 1 “Risks of the consclidated book”, to which the reader is referred.

In the tables shown below, which show individually gross exposure and provisions for impairment, the loans
acquired as part of the business combinations are represented with “open balances”, that is indicating as the gross
exposure the nominal value of the loans acquired and including the difference between the book value and the value
attributed to the leans within the Purchase Price Allocation process relative to provisions for impairmeni, given that
this method of representation makes the effective level of coverage for non-performing loans immediately
understandable.



5 8 GROUP'S REPCRT OM CPERATIONS

Loans to customers at amortised cost

\ XposU _
Bad loans 1,559,597 1.5% 129 1,446 1.5% {31,849) {2.0%)}
Unlikely to poy 3,911,791 3.7% 5,047,921 49%  (1,136,130) (22.5%]
gg:p;%m:né;agidmt;e exposures T 72,996 0.1% 87,535 1% (14,539 6%)
INon-perform : : 726,902 182,51 i
Performing loans 97,798,968 92.4% 95,859,097 1,939,871 2.0%
Senior securifies relotive fo Exodus and T e T
2,502,112 2.4% 1 ,428,2]}4 1.4% 1,073,498

0 4.8% 28

s = & prerety e e peberthyel Phei Pt G 3

Bad loons 3,564,561 {2,004,944) 1,559,597 3,939,378 {2,347,932) 1,591,448 59.4%
Unlikely to pay 4,423,514 {2,.511,725) 3,911,791 39.0% 7,768,401 {2,720,480) 5,047 921 35.0%
Mon-performing pastdue exposures 98,492 {25,496} 72,996 25.9% 106,101 {18,564) 87,535 17.5%

RS e & et

2 2 peEir e
of which; forborne 4,701,537 (1,809,432}

e Z AT

505,846 [1,709,364) 3,196,482

S

2,892,105

g S S R

of which: first sloge 94,717,188 {123,5560) 94,593,628 0, 1% 90,439,344 1120,408) 90,318,836 0.7%
of which: secand slage 5,914,004 {206,552} 3,707,452 3.5% 7,219,562 [250,787] 6,968,775 3.5%
of which: forborne 1,982,039 (73,477} 1,908,562 2,059,326 68,621) 1,990,705

I (5,458 ) :
{*] Includes seriar securifies relaled to lhe Exodus Project ond the ACE Project for 2,502.1 million euro {2,503.8 millicn cura of gross exposure ond 1.7 million evre of value
adjusiments},

The figures in the table above correspond to the reclassified balance sheet item “loans to customers” and, as
indicated above, also include the senior securities subscribed by Banco BPM as part of the Exodus and ACE
projects.

Without considering this reclassification, the net amount indicated corresponds to the item “Loans” reported in table
4.2 of the Notes to the consolidated financial statements, Part B - Information on the Consolidated Balance sheet,
“Financicl assets af amortised cost: breakdown by product for loans fo customers”,

Net non-performing loans (bad loans, unlikely to pay and past due and/or non-performing overdue} amounted
to 5.5 billion euro as at 31 December 2019, a decrease of 1.2 billion euro {-17.6%) compared to 31 December
2018.
The examination of individual categories of non-performing loans shows the following trends:
* net bad loans of 1,560 million euro, down by 2.0% compared to the figure of 1,591 million euro as at 31
December 2018;
» net unlikely to pay of 3,912 million euro, down by 22.5% compared to 5,048 million euro as at 31
December 2018;
» net past due loans of 73 million euro, down by 16.6% compared to 88 million euro as at 31 December
2018.

The coverage ratio of the entire aggregate of non-performing loans came to 45.0% {48.1% including write-offs), up
compared to the 43.1% of 31 December 2018 and compared to the 42.8% of 30 September 2019.
More specifically, at 31 December 2019, the coverage ratio was as follows:
+ bad loans 56.2% (55.8% as at 30 September 2019; 59.6% as at 31 December 201 8). Including write-
offs, coverage reaches 42.5%;
o unlikely to pay 39.1% (37.0% as ot 30 September 2019 and 35.0% as at 31 December 2018);
+ past due 25.9% ({17.3% as at 30 September 2019 and 17.5% as at 31 December 2018).

The coverage ratic of performing loans came out at 0.33%, down slighily compared to 0.38% as at 31 December
2018.
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Financial assets

4 % : : s e NPa S pach. e inge
Debt securities [*] 31,238,603 84.3% 32,877,292 89.2% .(w] ,638,689) {5.0%)
Equity instruments ) 1,942,243 5.2% 1,320,031 3.6% 622,212 47. 1%

UCIT units 1 12 544 22. 9%

6% 3%

492,425

ﬁ%gﬁl&”@éu = 5 = N e R R e AR I R e P el H
Derivalive Irading and hedging instruments 2,063,323 5.6% 1,868,793 51% 194 530 10. 4%

3.3% 0.8% 925 550 314. 4%

Loans

294,401

{*) Excludes senior securilies for whic CS"), issued & guarantee for the securilisalion of Phe

NPLs.

Financial assets amounted to 37.1 billion euro, up slightly compared to 36.9 billion evro of 31 December 2018
{+0.6%). The breakdown as at 31 December 2019 is represented by debt securities for 31.2 billion euro {as at 31
December 2019, these showed positive reserves of 70.7 million euro, on the poriion classified at FYOCI, and
unrealised gains of around 520 million euro, on the poriion classified at amortised cost}) and by equity instruments
and UCIT units for 2.5 billion euro. Exposures in debt securities issued by sovereign states came to 26.4 billion euro,
of which 15.5 billion euro referring to ltalion government bonds. The impact of the latter on the segment of debt
securilies came lo 49.7% as at 31 December 2019 compared to 56.5% of 30 September 2019. Following the
introduction of IFRS 9, financial assets also include {for an amount of 0.4 billion eure} loans to customers
mandatorily at fair value. Moreover, as of 31 December 2019, financial assefs now also include repurchase
agreements classified in the trading book for 0.8 billion euro.

The tables below provide a breakdawn of financial assets by type and portfolio:

Financial assets at fair value through profit and loss and hedging derivatives

Deb securifies ‘ 2,086,204 28.6% 2,390,289 40 7% {304,085] 12.7%)
Equily instruments 1,310,644 18.0% 823,198  14.0% 487,446 59.2%
UCIT units 604,269 8.3% 492 425 8 4% 112,544 2 9%
aTofal}secur curitie fe . , . 539 ;7059 63.1% fvi‘&ﬁ295‘;90 i !
Flncmcm! and eredit denvuiwas 2, 063 323 28 3% 1, 868 793 31 8% 194,530 10 4%

Loans 1,219,951 16 7% 294,401 5.0% 925 550 314 4%

95.0% 14,854,728 96.8%  [2,959,555) (19.9%)
0% 496,833 3.2% 134,766 27.1%

Debt securilies 11,895,173
Equity instruments 631,599

Debi securities [*}

*cfde senior securities for which the falian governrnenl‘ pursuanl Jo Decree law 18/2016 ["GACS"), issved o guarantee for the securilisolion of the

NPLs,
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Exposure to sovereign risk

The Group's total exposure in sovereign debt securities as at 31 December 2019 was 26,437.2 million euro, and is
provided belaw, broken down by country {in thousands of euro):

s o S

licly 883,872 4,6 10,006,021 15,524,563 14,740,101
Spain 732977 1,915,599 T 1,253,510 3,902,087 3,899,899
Ireland B 2 T Teee 19931 19.929
Germony T 6,593 330,743 389,592 726,928 726,926
France - . 1,508,072 1,366,073 2,874,145 2,874,145
Awtic T : - 144218 144,218 144218

Other ELl countries 131,485 185,089
T . 1 OLI \
2,384,906
Argentinc - 5¢ B -

3

185,024

H

Exposure is mainly concentrated within the Parent Company Bance BPM, which as at 31 December held a fotal of
25,650.1 million euro, mostly relative fo ltalion goverament bonds.

Investmenis in sovereign debt securities are classified in the portfolio of financial assets ot fair value through profit
and loss for epproximately 6%, in the portiolio of financial assets at fair value through other comprehensive income
for 34%, and the remaining 60% is classified in the segment of financial assets at amortised cost.

The tables below provide more detailed information about the breakdown of debt securities with EU countries by
accounting pertfolio, residual life brackets and fair value hierarchy.
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Net Interbank Position

Due from banks

55

Due from central banks 6,556,632 65.3% 575,536 13.7% 5,981,096

EEb

Current accounts and demand deposi 908,865 2.0% 1,094,490 {185,425}
Fixedterm dep_osits T 134,493 1.3% 1 29,2‘,;";“““ g};}:w» 5,198
” Repurchase ogg‘;ments T 9m7“1m,;ialw m97‘%m 758,169 18.1% E]?BZEQWZMW
Other loans S 1,472,946 147% 1,635,629 39.0% {162,683  (9.9%

Due to banks

2 8 3%, } 2.4%),
Refinancing operations 20,735,884 72.7% 21,237,50Y  &7.1% (501,4617) (2.4%)
Other payables 48,080 0.2% 52,446  0.2% {4,366) {8.3%)

Pue )
Current accounts and demand deposits 636,642 2.2% 877,462  2.8% (240,820  [27.4%)
Fixedderm deposits 113,156 0.4% 158,955  0.5% (45799)  [28.8%)
Repurchase ogreements ’ 5,870,652 20.6% 8,194,818 259% (2,324,144} (28.4%)
Other payahb 1,011,271 3.9% 1,112,359 3.5% (1,088] (0.1%)|

abl.
ans/payables:(A)

9.9%)

13 58

Due to central banks: refinancing operations {20,735,884) (21,237,501} 501,617 {2.4%)
Interbank belance (excl. refinancing

operations) 2,264,626 (6,202,921) 8,467,547

Mismalch lowards central banks (excl. not
refinancing operations) 4,508,552 523,090 5,985,462  significant
Interbank bolance towords other bonks {4,243,928) 6,726,011} 2,482,085 [36.9%)

Net interbank exposure as at 31 December 2019 amounted fo -18,471.3 million euro, compared fo the balance of
-27,440.4 million euro at the end of last year.

Due to central banks emounted to 20.8 hillion euro and referred to longterm refinancing (TLTRO Il and ) and short-
term refinancing {MRO) with the European Ceniral Bank.

If net exposures fowards central banks are not considered {in reclity linked (o the mandatory reserve), the net
inferbank bolance towards other banks is negative, and amounts to -4,243.9 million euro -6,726.0 million euro as
at 31 December of last year}.

Investments in associates and companies subject to joint control

Investmenis in associates and companies subject to joint control as at 31 December 2019 amounted to 1,386.1
million euro, compared with 1,434.1 million euro as at 31 December 2018.

The changes recorded during the year also include the impact resulting from the valuation of investments in
associated companies using the equity method, relating to the share of the results recorded by the same during the
year {+131.2 million euro); the effects of the reductions of capital of Agos Ducato (106.5 millien eura), Vera
Assicurazioni [9.1 million euro), Bipiemme Vita {-3.8 million euro], and Etica SGR (0.6 million) euro following the
distribution of dividends, as well as changes attribuiable to the Group in the valuation reserves and other reserves
{+11.5 million euro).

[

.....
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Moreover, following the sole of the majority of the share capital of CF liberty Servicing S.p.A. {formerly First
Servicing S.p.A.), the fair value measurement of the residual shareholding resulted in the recognition of an amount of
42.9 million euro under equity investments.

Property, plant and equipment

08,541 182,9¢ . O a2
875,205 1,382,900 1507,695) (36.7%)
1,433,336

i

Property, plant and equipment held for sale
(item 120)

- land - . 1,043,095 1.04 451,847
- buildings o - 336,504 336,504 789,029

- other " - 113,66 53,737 167,399 141,770

_-_bﬂ;ﬂdings
- other 678 - 678

-
- 952,657 _ 252,657 614,287
343,114 778,698

sl
s

s

- buildings - - - B

As at 31 December 2019, the total property, plant and equipment held by the Group amounted fo 3,657.9 million
euro. The figure is not fully comparable to that of the previous year due to the firsttime adoption of IFRS 16, which
resulted in the recognition of more property, plant and equipment as a result of the recognition of the rights of use
acquired through leases, equal to 835.6 million euro, almost fully represented by real estate lease agreements.

Moreover, siarting from the financial siatements as at 31 December 2019, the Group changed the criterion for
measurement of real estale assets and valuable warks of art. The adoption of the new criterion entailed:

- for property and plant used in operations: positive net fair value changes of 367.0 million euro, resulting

from the alignment of the book value to the higher fair values as at 31 December 2019, recognised as

balancing enfries of a valuation reserve, and negative fair value changes of 49.0 million euro, resulting
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from the alignment of the book values to the lower fair values as ot 31 December 2019, charged to the
income statement under the item “Profits {losses) from the fair velue designation of property, plant end
equipment”;

- for property, plant and equipment held for investment purposes: negative fair value changes of 12.4
million euro, recognised as balancing entries to a change in the opening balances of shareholders' equity
reserves, based on the fair values measured on 1 January 2019, and negative fair value changes of
109.5 million euro, recognised under the income statement item “Profits {losses) from the fair value
designation of properly, plant and equipment”, mainly due to the revision of the methodology for
delermining the fair value as at 31 December 2019 compared to 31 December 2018, For that real estate
category, the depreciation recognised up to 31 December 2019 {for 27.2 million euro) was also reversed,
as the real estale is no longer subject to depreciation.

The segment of discontinued operations as at 31 December 2019 includes 33.6 million euro of property, plant and
equipment (9.4 million euro as at 31 December 2018), referring to real estate for which scles agreements were

defined.

Liability provisions

As at 31 December, liability provisions amounted to 1,484.7 million euro {1,704.9 million euro last 31 December)
ard included the provisions for employee termination indemnities of 384.9 million euro {377.5 million eurc at the
end of last year], pension funds of 150.9 million euro (150.7 million euro as at 31 December 2018}, allocations
against commitments and guerontees given of 116.0 million euro (123.8 million euro ot the end of the previous
year) and other provisions for risks and charges of 834.9 million euro {1,052.9 million euro at the end of 2018).
These latter included provisions for personnel expenses for 368.8 million euro (481.3 million euro as at 31
December 2018), mainly associated with the Sclidarity Funds relative to agreements for voluntary redundancy
activated in previous years, and provisions for legal and tax disputes of 156.9 million euro (157.4 million euro at
the end of last year).

In the Notes to the consolidated financial statements, Part B - Liabilities, section 10 - Provisions for risks and charges,
details are given with regards to the main pending legal proceedings, as well as the main disputes with the tax
authorities and the main disputes and complaints involving customers.

Shareholders’ equity and solvency ratios

Consolidated shareholders’ equity

15,000 -

12,500 - 11,861.0
- 10,259.5
3 10,000 -
b,
Q
2 7,500
S
T 5000 4

2,500 -

0 i

31/12/2018 31/12/2019

The Group’s consolidated shareholders’ equity as at 31 December 2019, including valuation reserves and net
income for the period, omounted to 11,861.0 million euro, compared to the figure at the end of 2018 of 10,259.5
million euro.
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Comprehensive income recorded as at 31 December 2019, in terms of the share periaining to the Group, was
posifive at 1,323.8 million euro, due to the net income of 797.0 million euro and the positive change of 526.8
million eura in valuation reserves.

The following table shows the breakdown of valuation reserves:

it . . 2/: 2/20]

Financial assets at fair value through other comprehensive income {2,715 [297,943)
?’“r_gp;rﬁljy, plent and equipment 249,658 217
Foreign invesimeni hedges S 206 1,051
Cash flow hedges uTé,?OS) T 7,034)
Exchange rate differences B T : 11,604 20,999
Financial liabilities o fair value through profit and Iossw(“él:bmrges in own creditworthiness) 3,292 9,875
Actuarial goins/{losses) on defined benefit p\t;rrs»i;;plons - 1165:-3.41.1]-—_—"—__—(;?,(555]*
Share of valuation reserves reloted fo investments in assaciates carried al equily T T 9726 (1,889
‘Specicl revaluaiion laws T N T34 2314

38)

Valuation reserves as at 31 December 2019 were positive and amounted to 164.8 million euro, compared with the
negative figure as at 31 December 2018 of 3446.4 million euro, mainly due to the effects of the aforementioned
change in the criterion for measurement of the Group's real estate assets.

The following table provides a reconciliation between the Parent Company’s shareholders’ equity and net income
{loss) with the corresponding conselidated balances.

. e S “m“m%““mm// = = Y

Balance as at 31/12/2019 as per the Parent Company’s finan 10,937,623 942,476
Impact of the cansolidation of subsidiories 877,109 o (39,216}
Impact of the valuation of equily of associated companies 44,779 131,255
Concellation of the dividends received duriﬁgthi\ﬁar from subsidiaries and assaciates - {218,554)

1,495

(18,960|
01

Solvency ratios - reference legislation and standards to follow

From 1 January 2014, the new harmonised regulations for banks end investment companies contained in {EU)
Regulation no. 575/2013 ("CRR") and in Directive no. 2013/36/EU {“CRD V") dated 26 June 2013 came into
force. These iranspose the standards defined by the Basel Committee for banking supervision (socalled Basel 3
fromework] to the European Union. The Regulation and the relative technical standards are directly applicble to
national legislation and constitute the “Single Rulebook”.

The minimum capital requirements for 2019 are as follows:
- a minimum Common Equity Tier 1 capital ratio {“CET1 ratio”): 4.5% + 2.5% Capital Conservation Buffer
(MCCB”];
a minimum Tier 1 capital ratic of: 6.0% + 2.5% of CCB;
- minimum total capital ratio: 8% + 2.5% of CCB.

In its communications on 21 December 2018, 22 March 2019, 21 June 2019 and 20 September 2019, the Bank
of ltaly confirmed, in relation to exposures to ltalion counterparties, the Countercyclical Capital Buffer ratio at zero
percent for the first, second, third and fourth quarters of 2019, respectively.

Through ifs communication on 30 November 2017, the Bank of lialy identified Banco BPM Banking Group as on
Other Systemically Important Institution (O-SII). The O-Slt reserve for 2019 is equal to 0.06%, and must be gradually
increased each year on a straightine basis fo reach 0.25% on 1 January 2022.
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On 11 December 2019, the European Central Bank (ECB} notified Banco BPM of its final decision on the minimum
capiial ratios to be complied with by Banco BPM on an engeing basis, starting from 2020,

The decision is based on the supervisory review and evaluction process (SREP) conducted in compliance with Art.
4{1){f) of Regulation (EU) no. 1024/2013.

In compliance with Art.16 (2) (o) of the Regulation no. 1024,/2013, which confers on the ECB the power to require
supervised banks to held own funds in excess of the minimum capitel requirements laid down by current regulations,
the requirement to be added to the requirements highlighted above was reduced to 2.25% {it was 2.50% in 2018},

Taking account of the aforementioned SREP requirements, the aforementioned requirement set out for systemically
important instituiiens (equal jo 0.13% for 2020) ond the countereyclicol copital buffer established by the competent
national authorities for exposures to countries in which the Group operates (equal to 0.005%), Banco BPM Group is
required to comply with the following capital ratios ot consolidated level for 2020, in accordance with the
transitional eriterics in force:

- CET1 ratio: 9.385%;

Tier 1 ratie: 10.885%;
- Total Capital rotio: 12.885%.

Banco BPM exercised the option for full application of the iransitional regulations sef out in the new art. 473-bis of
Regulation EU no. 575/2013, which spreads over time the impact deriving from the application of the new
impairment model introduced by IFRS 9. Those transitional regulations provide the option to include in Common
Equity Tier T copital o positive iransitional component in ¢ percentage of the increase recorded in provisions for
expected credit losses as a result the of cpplication of IFRS 9. This percentage will decrease over five years, as
shown below:
- period from 1 January to 31 December 2018: 95% of the increase in provisions for expected credit losses
due to the adoption of IFRS 9.
- period from 1 January 2019 to 31 December 2019: 85% of the increase in provisions for expected credit
losses;
- period from 1 January 2020 to 31 December 2020: 70% of the increase in provisions for expected credit
losses;
- period from 1 January 2021 to 31 December 2021: 50% of the increase in provisions for expected credit
losses;
- period from 1 January 2022 to 31 December 2022; 25% of the increase in provisions for expected credit
losses,

From 1 January 2023, the impact deriving from the firsttime adoption of IFRS 9 will be fully reflected in the
caleulation of own funds.

Applying the transitional regime in effect at 31 December 2019, the equity ratios are as follows:
- Commeon Equity Tier! {CET1) Rofio of 14.43%, compared to 12.06% at the end of the December 201 8;
Tier | Capital Ratio of 15.08%, with respect to the 12.26% at the end of December 2018;
- Total Capital Ratio of 17.40%, compared to 14.68% at the end of December 2018.

Own fund levels as af 31 December 2019 cllow Bance BPM to fuily comply with the Regulators’ requirements, both
with respect 1o the calculation rules currently applicable in the tronsition period, as well as when the new capital
requirements shall apply in full.
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Considering the profit recorded in the second half of 2019, resulting from the draft consolidated financial statements
of the Group as at 31 December 2019, net of the share for which the Boord of Directors decided to propose that the
Shareholders’ Meeling distribute as dividends and donations', the capital ratios would be as follows:

- Phased-in Common Equity Tier 1 ratic {CET1 ratie): 14.56%

- Phased-in Tier 1 ratio: 15.21%

- Phased-in Total Capital ratio: 17.53%
The fully phased CET 1 ratio would thus amount to 12.84%.

Liquidity position and leverage ratio

The Delegated Regulation (EU) no. 61/2015 came into force on 1 October 2015 and requires banks to maintain o
certain level of liquidily measured with reference to a shorkterm horizon (liquidity Coverage Ratio, LCR). The
regulation establishes a gradual phasein (7. At 31 December 2019, Banco BPM had a consolidated LCR higher
than 165%.

In the near future, the iniraduction of a further liquidity requirement is envisaged, measured on a longer time horizon
called the Net Stable Funding Ratio {NSFR). The above ratio, calculated in accordance with the most recent rules set

by the Quantitative Impact Study and including protected capital certificates, is higher than 100%.

Lastly, as regards the leverage ratio, the figure was 5.407% as at 31 December 2019.

' Note that, based on that set out in arl. 26, peragraph 2 of Regulation EU no. 575/2013 of 26 June 2013 [CRR|, of the end of Ihe year,
that share of income will formally bacome part of the Common Equity Tier 1 cepital from the moment that the Shareholders” Meeting

approves the finoncial stolements.
{3 60% fram 1 Oclober 2015; 70% from 1 January 2016; 80% from 1 January 2017; 100% from 1 Januery 2018,
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RESULTS BY BUSINESS SEGMENT

Introduction

According to IFRS 8, companies must provide infarmation enabling users of financial statements fo assess the nature
and the effects on the financial statements of their business activities and the economic contexts in which they
operate.

Therefore, it is necessary to highlight the contribution of the varicus operating segments to the formation of the
Group's income.

The identification of the “operating segmenis” of this Section is consistent with the procedures adopted by the
Company Management lo make operating decisions and is based on internal reporting, used for allocating
resources fo the various segments and the analysis of their performance.

For this reason, and in order to improve the representation of the Group's profitability, operating segments that are
below the quantitative thresholds put forward in paragraph 13 of IFRS 8 are also highlighted.

For 2019, the operaling segments taken os a reference to provide the disclosure in question are as follows:
» Refail;
« Corporate;
« Institutional;
¢ Private;
+ Invesiment Banking;
« Strategic Partnerships;
« legses;
» Corporate Centre.

Also note that the justification for identifying leases as an operaiing segment lies in the need to provide separate
evidence of a run-off activity, whose economic contribution indicated is, therefore, represented solely by the result
deriving from the management of the progressive reduction in assets and liabilities of the former Banca ltalease
(today incorporated into Banco BPM) and the subsidiary Release.

A brief illustration of the breakdown of the various segments is provided below:

+ the “Retail” segment includes the management and marketing of bonking ond financing services/producis
and loan brokering, which are mainly aimed ot private customers and small businesses. These activities are
for the most part carried out by the Parent Company's commercial network;

+ the “"Corporale” segment includes the management and marketing of banking and financing
services/products and loan brokering, which are mainly aimed at medium and large-sized companies.
These activities are for the most parl carried out by the Parent Company's Commercial Network;

» the “Institutional” segment includes the management and marketing of banking and financing
services/products and loan brokering, which cre mainly aimed at bodies and institutions {UCIT units,
SICAVs, insurance companies, pension funds and banking foundations). Those activities are conducted in
an equal amount by the Commercial Neiwork of the Parent Company, for “local institutional”
counterparties, and by specialised branches, for “systemically-important institutional” counterparties;

» the “Private” segment includes the management and marketing of banking and financing services/products
and loan brokering, which are mainly aimed ot private customers with asseis that, individually and/or
within their business, amount o at least 1 million euro. These activities are carried out by the subsidiary
Baneca Aletti;

» the “Investment Banking” segment includes activities to structure financial products, access to regulated
markets, support and development of specialised financial services. These activities are carried out by the
subsidiary Banca Akros.

« the “Strategic Partnerships” segment includes the contribution of shares held in Agos Ducato, Vera Vita,
Vera Assicurazioni, Bipiemme Vita, Factorit, Alba Leasing, SelmaBipiemme leasing, CF Liberty Servicing
and Anima Holding;

¢ the "leases” segmenl includes data relating to octlivities connected to the Group's leasing business, the
scope of which encompasses:

ey
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- activities relating to the contracts of the former Banca lkalease;
- Release;

» the “Corporate Centre” segment, in addition to governance and support functions, includes the portfolio of
owned securities, the treasury and the Group's Asset and Liability Management, the stock of bond issues
placed on institutional morkets, equity investments not ollocated between Strategic Partnerships and
companies operating in the real estate sector. Lastly, all the consolidation entries are included in this
residual segment.

Lastly, note that from 1 January 2019, the Group applied the new accounting standard IFRS 16, which modified the
methods of accounting recognition of all contracts that contain the right of use of an asset {ROU, Right Of Use) for a
certain period of fime in exchange for a certain price. The impacts of this accounting standard were implemented in
the individuai business lines.

The table below provides the key income statement and balance sheet figures, broken down by segment, referring to
2019 compared with those as at 31 December 2018.

It must be specified that the figures of the previous year used in the comparison were restated as compared to those
published in the 2018 Annual Report, as a result of both the reallocation of customers among the various business
lines and the reclassification of income deriving from the placement of Certificates from the itern "Net financial
result” to the item “Net fee and commission income” made starting from 2019,

Operating income

2019 5,202,955 2524032 576346 97419 88,804 142,357 131,472 33,673 498,852
Ris ) azrasto 2701262 680921 100619 85025 114,958 155637 65768 868,720
e S __ 190,616 114,95 65768 BEB,720
2019 T (2,608,086) (1,974965)  (165,841]  (36,194] (70.918) (86,665 (2771} (36358] {230,334)
08 (2,792,781) (2,167,785 {159,803)  {39.344) (69,747}  (93,162) (2,558) (74,811) (185,571)
Profit {loss) from

operations o . o e .

2019 1,688,909 549,067 410,505 61,225 17,886 55,692 128,701 (2,685 468,518
2018 (% 1,980,129 333,477 521,118 61,275 15278 21796 153,079 (9,043 683,149

‘Net income (loss)_—
forthe year

2019 797,001 71,296 18,647 31105 8,002 38,049 131,403 (125,319] 623,818
2018 {*) 159.433) (636,737} (120,847) 21,155 (5,445 14,838 335735 (72,256 404,125
Net [oans - T T "

2019 ' 05,845,464 56335048 28,601,715 5720739 245,141 819,074 T 2,005,510 12,118,237
20187 ' 104,014,613 55,017,100 28,150,052 5,099,081 220,935 1,385,016 . 2,577,597 11,564,832
o S 7,100 28,130,052 5,099.081 2 - 2 4 2
2019 109,506,299 71458273 8796052 8971719 2,751,218 1,337,763 - 5,570 16,185,704
20081 105,219,691 67,528,064 9,163,782 7,400,402 2,592,783  B26,764 T 5389 17,702,527

{*] Keeping the Tolal of the ilam unchanged. the figures relating lo the previous yeor ware resialed to guoranice o likefordike comporison with the
segmentation crileria used for 2019.

A description of the individual segments is given below, focusing first on the performance of the income statement
and then providing a more detailed analysis of the main activities conducted, both commercial and otherwise,
divided in @ manner that is in line with the internal organisation of the segment in question.
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Retail

dange:
{127,181}

(10.7%)
1,491,668 (27,412 {1.8%)
12,778] (11,577)  417.0%
20,852 (11,060} (53.0%
et

Net financial rasult
|7

{Operating income

Operating incom S 7);
Personnel expenses {4.8%)

(25.5%)

(1,069.663) (1,123,217)
o M(]M?g,os 1) _[LQ}A,S()S)

Other adminisirative expenses

Net value adjustments fo property, plant and equipment
gnd intangibl ts (127,251)

, T1055) m ope! 0 £
Net adjusiments t.omlqcms to customars (306,009)
(61,355

o yell 200
_A1,104,710)
[280,707)

Net provisions for risks and charges

; efo . 70: 240
Taxes an income from continuing operotions (49,968) 273,300
Charges related fo the banking system, net of taxes {60,439] {58,097)

segmentalion crileria used for 2019,
Economic performance of the segment

Total operating income of the Retail segment amounted to 2,524.0 million euro, down on the previous year {-6.6%).
This result derives partly from the drop in the interest margin (-10.7%), and partly from the reduction in net fee and
commission income (-27.4 million euro). In particular, the interest margin was affected by both the negative impact
of lower accounting effects (“reversals”), including those connected with PPA, deriving mainly from the sale of bad
loans in the previous year, and the reduction in market rates, especially in the second half of the year.

Other operating income highlights a decrease of 3.3% compared io the previous year, which was primarily due to
the lower contribution of invesiment products placed with customers. The amount of “commissioni di istrutforic
veloce” {fast track fees] paid by customers decreased sharply, also due to an additional revision of fist prices. The
amount of commissions on investment products also fell, which led to lower revenue streams compared to 2018
(276.8 million euro compared fo the 288.1 million eurc in the previous year}.

Commission income linked to the loans segment incressed slightly (+3.4%), while the profitability on current
accounts and deposits fell (-4.3%), in line with the trends on the market.

The specialist segment of corporate finance increased by 58.8%, reaching 5.0 million euro. Foreign commission
income was in line with 2018, amounting io 35.0 million euro. Transaction fees fell slightly (-1.3%), amounting to
278.0 million euro. Insurance protection brought 2019 margins to 44.2 million eurc with growth of 17.2%.

Total operating expenses amounted to 1,975.0 million euro, decreasing significantly compared to the 2,167.8
million euro in 2018, due jo careful management of administrative expenses and the decrease in personnel
expenses deriving from the continuing policy of reducing the workforce.

As a result of the trend described above, the profit {loss) from operations grew by 15.6 million euro, reaching 549.1
million euro.

Net adjustments to loans to customers, which amounted to 306.0 million euro, decreased by 72.3% on the previous
year {1,104.7 million euro), as a result of the significant decline in bad loans, deriving from the derisking actions
completed during 2018. The cost of credit, measured by the ratio of net adjustments to loans to net loans {including
loans classified as held for sale], was 54 b.p., sharply down from 198 b.p. last year. Also net of the extroordinary
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adjustments made in 2018 (553.4 million euro), the adjusted cost of credit for 2019 confirmed a sharp decrease of
44 b.p. yoy.

Net provisions for risks and charges amounted to 61.4 million euro, compared to the 280.7 million euro in 2018.
The sharply declining trend sfill includes supplementary exiraordinary provisions recognised for charges that could
result from the seftlement of present and future disputes and complaints.

Charges related to the banking system, net of taxes, of 60.4 million euro {58.1 million euro in the previous year]
were charged to the income statement for the year, with a total increase of 4.0%. These charges include ordinary

coniributions 1o the Single Resolution Fund (SRF) and the Interbank Deposit Guarantee Scheme (DGS).

Considering the above, the Retail operating segment closed with income for the year of 71.3 million euro compared
to -636.7 million euro in the pravious year,

As illustrated in the introduction, the “Retail” segment includes the management and marketing of banking and
financing services/producits and loan brokering, which are mainly aimed oi private customers ond small businesses.

More information on the activities managed by the business segment in question are provided below.

Private Customers

“Private” customers of Banco BPM include all private parties, with the exception of Private Banking customers,
natural persons that are divided info “Personal” and “Universal” customers.

In December 2019, Private customers were distributed as follows:

2,766,825 81.54%
Personal 575,875 1 6.97%_
50,347

Other Retkail segments

Products, services und loans for private Retail customers

Curreni accounts

In 2019 Banco BPM reached carried out an update to its commercial range of preducts and services, through o
restyling of the current accounts offered. The catalogue is distinguished by the competitiveness of its terms and meets
the needs of different target customer segments. Specifically, the new offer You Welcome New, which features
competitive economic terms, allowed us fo ccquire o significant share of new customers by consolidating our
customer base.

The commercial updaie led to a rationclisation of the offer through a reduction in the number of offers in the
 catalogue, streamlining the sales process of network advisors and customers’ choices, as well as the cffersales
management of products. The rationalisation was also implemented with regard to current accounts that can be
purchased online, targeted to customers with a greater propensity for selFbanking, through the closing of sales of the
YouBanking Account and the related site dedicated solely to onboarding.

The WeBank Account, an online only account, which reaches consumers resident also in geographical areas that
are not covered by the network, remained in the catalogue.

Significant training and support were provided to the network, with the aim of raising awareness and disseminating
the commercial culture of the product directly. Monitoring of competition was constant and ongoing.
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New Public Websites

In December, the new websites of Banco BPM Group were launched. The commercial website www bancobpm.it
and the institutional website http://gruppo.bancobpm.it. Both of these have been designed to facilitate the user
experience. The commercial website has a product catalogue that it easy to consult and highly intuitive, while the
institutional website mainly targets institutional investors and journalists. A Magazine, periodically updated,
proposes banking and financial content with an informative approach, to promote the activities that the Bank carried
out in the areas where it is located. The commercial website, suitably connecled with CRM and designed using the
most culting edge digital marketing technologies, will be able to personal the browsing experience of single users
and design purchasing processes thot best match the characteristics and needs of customers.

Loyalfy

The ThankYou Premium programme, now in its seventh edition, also supported loyalty activities for customers who
are at risk of leaving the bank and resforing relationships in 2019,

In the last part of the year, projects were begun to identify new methods for increasing customer loyally with the
ambition of creating o new Loyalty programme. These projects will continue throughout 2020.

Multi-channel services

During 2019, activities continued regarding the development of the digital offer from a multichannel viewpoint, with
steady, gradual improvement of the customer experience, both in terms of services dedicated to customers of the
Commercial Network, named YouWeb, and for those via Webank, the brand that comprises an offer of services for
purely digital customers. In 2019, through the digital channel Webank, around 34,000 new current account holders
opened an account with the bank, increasing the acquisition of new customers by 20% on the previous year.

During the year, there was an everincreasing focus on mobile development, fo the point where this is now the real
hub for the strategy of the bank’s digital development and transformation.

Lastly, alignment with the rules introduced by the PSD2 in terms of access to and security of transactions via digital
channels was completed in September.

The table below outlines the trend for customers with multi-channel services:

No. of Customers with the Home Barking service _ - ],Q‘jl ,830 1,943,694 +2.7%
No. of Customers with Telephone Banking 1,806,422 1,859,514 +2.9%

No. of Purely digitol Customers [Webank) 190,498 217,014 +13.9%

Contact Centre

During 2019, the Contact Cenire structure increased its focus on commercial support and assistance, changing its
name to Customer Suppart and Development.

In the area of support, customers were actively managed both through traditional telephone channels (Interactive
Voice Response - [VR] and written channels {email messages and fext chats) as well as through a virtual assistant end
social media channels. The main areas of operotions were as follows:
« assistance and functional support to customers using home banking services, both for private cusiomers
and Webcank digital customers and companies using remote banking services {YouBusiness Web);
» the management of telephone banking services (direct banking and trading operations) both for private
customers and Webank digital customers;
« customer support during the before- and aftersales steps of the Webank online service, for all the products
and services offered, in pariership with the virtual branch [representing the single communication channel
between the bank and the customer);

» before- and after- sales support to customers provided through the www.youBanking.it portal;

In the area of development, customers were the target of actions to support cross-selling, both for Webank customers
and customers of the Commercial Network, also using a Reactive Inbound approach:
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Payment cards

Banco BPM customers that hold Nexi credit cards were offered the option to use the innavative payment method
Apple Pay, in addition to the previously activated Samsung Pay and Google Pay.

The Bank also aclively participotes in the launch of the new services envisaged by Bancomat, having set up for some
fime a partnership to acfivate cless, Bancomat Digit and Bancomat Pay services.

A new 'prepaid’ payment product for Webank customers joined the previously existing range.

The significant POS fleet confinued to be upgraded for the purpose of acceptance and monogement of the best
iniernational networks. Specific attention was paid jo improving processes, monitoring services and cooperating in
commercial initiatives.

Alongside the most advanced payment and collection systems, investments were made to ensure the most modern
security systems, also in compliance with regulatory provisions.

Collection and payment services

The new “Instant Bank Transfer” service, launched during the year on the business and private web platforms and
related Apps was greaily appreciated by customers. This innovative payment function guorantees that the funds will
be immediately available to the recipient (within 10 seconds] and offers 24-7 operations, every day of the yeor
(including Saiurdays and Sundays) for transactions of up 15 thousand euro.

During the year, development of "Youlnvoice’, the electronic invoicing platform of BancoBpm, continved, for the
purpose of accurately implementing the regulatory instructions from the Tax Autharity, while offering integrated value
added services {e.g. digital invoices advances, synergy with collections and payments).

This area also includes the partnership with leading national companies in the sale of business software, for the
purpose of providing an integrated solution capable of opfimising and facilifating the management of the financial
value chain.

Private mortgage loans

In 2019, the trend of disbursements of morigage loans to households grew significantly, marking o percentage
increase of +34% on an annual basis.

Morlgage lending to Banco BPM group’s private customers amounted to 3.9 billion euro. Banco BPM’s operations
continued with the rationalisation of the products available to the Network and commercial partners and the
accurate alignment of the offer to the conditions of the economic scenario, which enabled the Bank to keep its
positions as a leading player omong the main national competitors.

In the last year, customers confirmed their preference for fixed rate operations and, in particular, for the “Last Minute
Mortgage” promational offer, which features diversified, competitive spreads for the duration of the loan and for the
Loan to value percentage.

As in previous years, efforis conlinued to provide support fo customers that have suffered from the current economic
crisis or that have been affected by natural disasters, by renegotiating loans or suspending instalments.

Consumer credit

In 2019, the extraordinary transaction between Agos and ProFamily, the two consumer credit companies, whose
products were exclusively distributed by BancoBpm, was carried out. The disbursements of personal loons to
consumer households during the year increased compared to the previous year: Banco BPM group granted over 70
thousand personal loans to the total amount of approximately 1 billion euvro.

Advances on severance pay for employees of the Public Administration

During 2019, the loan for advances on severance pay for employees of the Public Administration was extended fo
the entire Banco BPM Commercial Network.

Subscriptions of new agreements for advances on severance pay continued, moving forward with the fruitful
cooperation of Banco BPM with the leading ltalian institutions and professional associations, confirming the
significant attention that the bank focuses on professionals and the bodies and military corps of the Italian state.
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Investment products

The funding volumes for asset management products recorded during the year confirm our customers’ preference for
flexible forms of investment and the will fo delegate their investment choices and the diversification of the financial
assets in their portfolios fo experienced professionals.

The Anima ENG 2025 Fund highlighted the significant importance of a very urgent issue linked to environmental
sustainability and the wellbeing of future generations, demonstrating the Bank’s attention in selecting financial
instruments that invest in companies that focus on developing production cycles that respect the environment,
capable of generating value over the long term, routing copital to businesses thal, in addition to generating
economic value, are also useful to society and are environmentally sustainable.

In order to ensure the most exiensive range of asset management products, Banco BPM Group continued its
partnership with the most important and prestigious international investment firms, as well as the range of funds in
Anima SGR's catalogue.

In 2019 certificates also were highly appreciated by retail customers.
During the year, numerous issues of Equity Proteciion products were placed, whose main features is the full
guarantee of capital on maturity.

In 2019 the Group continved distributing it insurance offer, through the jointventures established with the Cattolica
Assicurazioni group as well as with Bipiemme Vita in certain specific geographical areas.

In 2019, the placement of traditional Field | policies was preferred by customers. These products provided an
answer to the customer’s need for security, as well as the opportunity fo increase the capital invested in the medium
ferm.

Bancassurance Protection

During 2019, Bance BPM Group consolidated insurance agreements with its two leading insurance partners (the
Bipiemme Vita Group and the insurance companies Vera Assicurazioni and Vera Protezione, created as part of the
joint venture with Cattolica), on the one hand, and made a significant investment in the sector, on the other, hiring
135 Product Specialists to additionally improve the customer approach.

The significant development of the product cotalogue started specifically with enrichment and with precise
identification of customer needs, 1o achieve o modular offer of guarantees to customers, a solution in which
customers can see themselves.

Listening to customers

In 2019, listening to customers and surveying their satisfoction were of primary importance, for the purpose of
improving the service provided.

In 2019, the Cusiomer Satisfaction survey was conducted by involving around 218 retail, Private and SME
customers, through telephone interviews (67%) and through email (33%).

Satisfaction is measured using TRI*M, a numeric score ranging from 0 to 100 provided by the assessments that
customer provide regarding overall satisfaction, level of recommendation, likelihood of repurchase and economic
convenience of Banco BPM,

The Customer Satisfaction surveys also investigate sctisfaction with the products, reputation, branch services, web
channels and any problems encountered.

This year's results demonstrate an increase in satisfaction compared fo 2018.

2019 was a year of consolidation for monitoring the Customer Experience, which made it possible to investigate
numerous company processes, testing the satisfaction and perception of the simplicity of specific experiences just
performed by customers.

In addition to the previously mentioned Customer Satisfaction and Customer Experience surveys, in 2019 various
customised research projects were conducted for the Group, aimed at verifying cusiomers’ approaches and
collecting feedback on existing products and services.

The engine for listening to customers gained power due fo the use of new methodologies. Specifically, Banco BPM
activated a Community Panel composed of 2,500 private customers {in the initial months of 2020 the panel will be
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expanded due to the addition of 1,000 SME customers and around 400 employees who are Brand Ambassadors},
operaling online for research with a view to cocreating new products ond services. This initiative was named
"INSQUADRA” {On a Team] to highlight the intenfion to reach common goals with our customers. INSQUADRA
joins and supplements the existing research activities.

Business Customers

There were approximately 480 thousand Business customers with a current account as at 31 December 2019, of

which:

Small Business Operators 176,671 36.96%
Businesses T - T 139,253 29.13%
Condominium Associations o - o 76,179 T 15.94%
Other companies T T 46158 9.66%

The distribution of customers (unique customers with current accounts) by turnover level confirms the significant
concentration in the class of up to 25 million euro {approximaiely 99%) already recorded in previous years, atfesting
to the vocation of Banco BPM Group in its relations with small and medium-sized companies.

0.14% 0.01%

0.48%A /; 0.01%

@ Upto25Min
& 2550 Mln

& 50-100 Min
& 100-150 Min
& Over 150 Min

Figure 1 - Breakdown of Business customers in 2019 by lurnover bracket
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Regarding the breakdown of customers by production sector, commercial activities, ore extraction and
manufacturing activities continued to represent the most significant area, followed by those related to construction
and properly, catering and the agriculiural sphere.

‘Wholesale and retall commerce, motor vehicle repairs

Mining and quartying exlroclion

Marutechring octivities

Construction

17.93%

HEDea

Accommedalion and catering se rvices
Ciher services
Raal sstale

Agriculture, forest ry and fishing

il ]

Professionsl, scientilic and technicol activilies

7
e

Transport and slorage

e
%

Renicl, Iravel agents, business suppart services .

) _ o N 16.42%
Arl, sporis, enferloinment and igisure aclivifies
Informalion and communicalion services

Activity of extraterritorial ergantsations aad bodies
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Figure 2 - Breakdown of Business Customers in 2019 by business secior

As mentioned above, the distribution of Business customers includes a significant proportion of small and medium
enterprises, for which the Group further strengthened its activities in 2019, thereby confirming its role as the bank of
reference and support for the entrepreneurial fabric in the main areas served.

More specifically, this entailed the offer of dedicated products and services, illustrated below.

Current accounts

During 2019 Banco BPM revamped its range of current accounts offered, with the goal of updcting the content of
the offer to adjust it to the changed needs of target customers Small Business Operctors and Businesses. The new
offer allows customers to personalise their current accounis with the services they deem most useful for conducting
their business, due to the reduction in the services included.

The updating of the range was accompanied by a rationdlisation of the offer through a reduction in the number of
products, replacing the current ones with new ones, moving from 5 to 3 current accounts, streamlining the sales
process of network advisors and customers’ choices, as well as the after-sales management of products, The products
in the catalogue have allowed a significant share of new customers to be acquired.

Support to the network alse continued. Monitoring of compeiition was constant and ongoing.

Upgrading of Web Platforms

In 2019 YouBusiness Web, the remote banking platform of Banco BPM, benefited from significant development. In
addition fo a completely redesigned layout, in line with the corporate identity, the main changes made are those
relating to a significant overhaul of navigation, to make the platform more user friendly for customers and easier and
quicker access to content.

The new interface of YouBusiness Web was released o all customers, managing planning in lots, occurring in the
4th quarter 2019. The release plan was accompanied by a communications plan to customers which announced all
the changes made in advance.

The impact on the Contact Centre was carefully monitored and the releases on customers were carried out without
encountering specific problems,

With a view of continuous improvement, optimisation of the graphics and functions will also continue in the 1st
quarter 2020.
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Activities relating to PSD2 {mobile certification)

The entry into force of the European Payment Services Directive (PSD2} required the sirengthening of customer
authentication methods in the phase of ordering o payment online. Banca BPM has defined a PSD2-compliant
standard that combines, where necessary, the joint use of an OTP via a token and the sending of an OTP via text
message.

Loans and lending

The fending products that comprise the various Catalogues, unique fo Banco BPM Group, seek to meet their main
and most frequent requirements: investment, working capital, liquidity, expansion, advances, cash flexibility.

In 2019, work continued to refine all types of financing, with the aim of achieving an offer that increasingly meets
customer needs. These activifies include the expansion to Business and SBO of the "Unsecured Loan with commercial
covenant” product, which promotes the commercial relationship between the bank and customers in terms of
workFlows channelled.

The landed mortgage product “Companies’ Green Building Morlgage” obtained official recognition in 2019 as an
“innovative product”. Note that Companies’ Green Building Morigage is intended to finance - with specific
innovative metheds - the purchase, renovation, expansion and construction of buildings that are instrumental to
business activities, built to “lurnkey” green building standards by construction companies certified by the Cerfified
Quality Protocols, issued through FederlegnoArredo, known as S.A.LE. {Sistema Affidabilita Legno Edilizia - Timber
Construction Reliability System) or S.A.L.E.

During 2019, the option fo access “creditor subrogation for micro-enterprises” continued: the financing solutions
dedicated to this purpose, both unsecured loans and landed mortgages, are distinguished by their Hexibility of use,
a feature that is already present in the products of the “Flexible Financing” range. This innovative - and, currently,
unique to the ltalian banking scene - product offers a medium/longterm solution that is exiremely customised, so as
to foster the maximum likelihood of repayment by the customer due fo factors such as: the type of activity carried out,
any seasonality, the frequency of invoicing, etc.

Additionally, the customer can also make further adjustments during the period so as to maintain the best possible
financial belance at all times.

Support for loans was compleied via the confirmation of the two specific structured solutions that support women's
entrepreneurship and the tourism/hotel sector:

- the commitment to the sphere of women entrepreneurs and accessibility to credit through the “Orizzonte
Donna” catalogue was confirmed. This catalogue aims to financially support women's businesses and self-
employed women, regardless of which sector they are in. “Orizzonte Donna” was established as part of
the Memorandum of Understanding promoted by ABI, called “Memorandum of Inient for the growth of
businesses with a majority shareholding by women and selfemployed women”, in agreement with the
Ministry for Economic Development, the Department of Equal Opportunities of the Council of Ministers and
the main associations in the business world, and reached its natural expiry on 31 December 2019.

- the catalogue of “Tourism” loans dedicated fo the hotel sector was updated and was also launched due to
Bank’s presence in areas with a high level of fourism, as well os to encourage redevelopment and
investment measures.

As part of the numerous measures and actions implemented by the Bank in pursuit of ‘ESG -

Environment, Social & Governance' targets, it was decided o develop the offer for Condominium Association
customers, expanding the range by adding the new product “Condominium Efficiency Credit - laly”, dedicoted
exclusively to renovation works for energy efficiency on condominium buildings throughout lialy.

The issue of this new loan joins but does not replace the existing product for only Condaminiums located in the
municipality of Milan which are eligible for municipal support under the “Call for the concession of grants for works
to improve the energy efficiency of buildings” {“Call BE2 2018} approved in 2018 by the Municipality of Milan.
The “Condominium Energy Efficiency Credit” provides a complete response to financial requirements for those types
of works, due to the distinctive characteristics of the products, specifically, the duration of up to 120 months, in line
with the inceniive measures in force and pricing lower than standard, and allow the bank to promote measures for
sustainable growth in the geographical areas where it is located;

During 2019 projects were launched to pursue simple, accessible financial solutions to support SMEs in their energy
transitions. The works relating to those projects are part of the larger context of the guidelines and strategies on
lending policies adopted by the bank.
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Smart Lending

During 2019, Banco BPM created a new functionality in order jo disburse loans o cusiomers that are small and very
small businesses {sole proprietors, small businesses) in the retail segment, with the goal of digitising the process of
applying for credit, significantly shortening the time to cash and simplifying the correlated processes. Based on this
functionality, developed on the YouBusiness Web platform, customers receive a loan offer targeted to their
characteristics, meaning adjusted in terms of amount, pricing, type and duration of the loan.

The projects covered by the first campaign were shortterm unsecured loans of small to medium amounts.

The upcoming developments will aim for the full digitisation of the process, using digital signatures, to further
improve the user experience of the funciionality and complete efficiency.

Support following disastrous events

Banco BPM has activated specific measures to support natural persons or businesses damaged by disasirous events,
In that areaq, the following measures are nated:
in favour of people struck by natural disasters and earthquakes that have hit various areas of ltaly. The
measures consist of cllowing residents of the affected areas to suspend the instalments of morfgages and
foons. The measures regarded both residential ond commercial and industrial properties that suffered even
parfial damages;
in Liguria, in favour of the SMEs that suffered direct or indirect damages following the disastrous event on
14 August 2018 regarding the collapse of the “Morandi Bridge”. The measure consists of the granting of
mortgages at subsidised rates, supporling the financial needs of domaged SMEs, guarantee by the
guarantee fund nomed “Morandi Bridge Emergency Guarantee Fund”, specifically established by the
Liguria Region and managed by “Finanziaria Ligure per lo Sviluppo Economico - FLL.S.E. Spa” (in-house
financial company of the Liguric Region);
in favour of the communities hit in 2016 by the earthquake in central ltaly, specifically in the Abruzzo,
Lazio, Marche and Umbria Regions. The measure consists of the disbursement of loans to damaged parties
using funds specifically allocated the Government through Cassa Depositi e Presfiti, destined for the
rebuilding/restoration of the damaged properties/assets ("Central Italy Earthquake Credit Line”} or for the
payment of faxes {"Ceniral ltaly Earthquake Moratorium Credit Line®).

Other activities to support and increase business loans

It is also noted that in 2019, the new Credit Agreement was implemented, promoted in November 2018 by the
ltalian Banking Association and the trade associations and which reflects the 2015 agreement, in order to continue
to support companies that still have not fully “locked on” to the recovery of the economic cycle and, os a result, offer
customers the possibility of requesting payment suspensions and the extension of maturities on both short and
medium/long-term trensactions,

Agriculture

The agriculiural industry continues to hold an important position in the commercial strategies of Banco BPM Group.
As regards Rural Development Programmes {RDP), in 2019, our Bank continued to pursue the important business
opporfunities resulting from the implementation of Rural Development Programmes (RDP} envisaged for 2014-2020,
confirming the important commercial scheme called “RDP - We are with you 100%” with o view to providing
financial support for the investments that businesses intend to make using the RDP contributions.

The RDP and related state contributions envisaged for agricultural and agrifood companies represent an exclusive
and powerful engine for investments in the agriculture sector and, consequently, an important opportunity for Banco
BPM, which has decided to provide financial support through both shortterm products (dedicated to different options
of anticipating the state contribution) and medium-long term products (dedicated to supporting investment].

For this reason, Banco BPM Group also promptly adhered to the proposed agreement promoted by the kalian
Banking Association, MIPAAF (Ministry for Agricultural and Foresiry Policies) and AGEA {Agenzia per le Erogazioni
in Agricoltura - Agency for Agriculiural Disbursements) and approved by the Regions of Valle d'Aosta, Campania,
Sicily, Piedmont and Puglia. The agreement aims to facilitate access to credit by the company intending to make
investment, as it provides for the irrevocable channelling of the RDP subsidy to the lending bank and the traceability
of the credit/debit transactions relating to the investment on a current account that has been especially opened and
is dedicated for this purpose, known as “RDP Restricted Green Account — ABl-Regions Agreement”.
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In 2019, the credit assessment procedure for agricultural enferprises continued to be adopied and maintained; this is
an innovafive assessment system that tokes the specific nature of businesses in this industry into account. This
procedure, together with the presence of specialised professionals in the Network and the range of “Semina”
lending products, makes Banco BPM one of the ltalian banks with the most focus on the development of the
Agricultural sector.

Subsidised Financing and Guarantee Bodies
In 2019, Banco BPM continued ifs collaboration with “suppliers” of subsidised funds/financing.

Within ltaly, Banco BPM has grented loans using funds obtained from the Cassa Depositi e Prestiti [CDP - state
contralled fund and deposit institution) under the Fifta ABI/CDP Agreement (known as the “Enterprise Plaiform”) for
investment programmes of SMEs, Mid Cap companies and companies belonging to Networks and/or Production
Chains.

Also, within ltaly, Banco BPM has granted subsidised financing, backed by the “Nuova Sabatini” plant and
equipment grant, to SMEs investing in brand-new machinery, systems, capital goods and equipment for production
use, as well as in hardware, software and digital technologies.

At regional level, Banco BPM works with the financial companies of the Regions, specifically Veneto Sviluppo
(Veneto), Finlombarda {Lombardy] and Finpiemonte (Piedmont], to grant facilitated cofinancing to local SMEs by
using funds made available by the Regions themselves through the aforementioned financial companies, os part of
the main subsidising measures.

In 2019 Banco BPM granted loans using funds obtained from the European Invesiment Bank (EIB) to extend loans fo
SMEs and Mid Cap companies.

In that regard, during 2019 the most significant initiatives were as follows:

- a "synthelic securitisation” with the EIB Group, whose benefits transloted inio the possibility for the Bank to
support new projects of ltalian small and medium-sized enterprises with up to 330 million euro in new
loans;

- new EIB funding for a total of 500 million euro, to be used to grant medium/long-term loans to support
investment programmes of ltalian SMEs and Mid Cap companies and, for a share of 100 million euro, to
companies in the agricultural sector with specific focus on young farmers and on actions to combat climate
change.

Guaraniee instruments for enterprises

Considering the imporiance of guarantees in facilitating access to credit, especially by SMEs, Banco 8PM has given
the utmost impetus io guarantee operations, which are ancillary fo the disbursement of credit, by
subscribing/odhering to specific agreements and contracts with the managers and providers of guarantees.

In that view, Banco BPM renewed the EIF Innovin guarantee facility with the European Investment Fund, which allows
the Bank to benefit from a new guaraniee line to cover loans granted to lalian SMEs and Small Cops strongly
focused on research and development and/or technological innovation.

Banco BPM is also active in the main national subsidised guarantee insiruments, including:
- Guarantee Fund for Small and Medium Enterprises, specialised in protecting bank loans granted to support
business financial needs;
- ISMEA (the ltalien Instituie for Services for the Agricultural Food Market), formerly the SGFA (the ltalian
Agricuftural and Food Management Fund], dedicated to issuing direct or subsidiary guarantees, co-
guaraniees and counter-guarantees to agriculiural companies.

The above-mentioned Funds benefit from the uliimate guarantee of the Stote, which cllows the Bank to lower the
production costs of lending and ta apply special terms to loans guaranteed by the same.

Much work has also been concentrated on operations with Private Guarantee Institutions specialising in granting
guarantees {Confidi and financial intermedicries), mutualistic enfities creaied fo facilitate access to credit for SMEs,
especially in light of the aforementioned Operational Provisions {02/2019) of the Guarantee Fund for Small and
Medium Enferprises.
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Specific agreements entered into with foundations also govern operations in the area of measures to combat the
phenomenon of usury, in relation to the funds allocated by Law 108/96, the “Anfi-Usury Low”, which grant a
guarantee to Banco BPM fo support the liquidity needs of natural persons with clear financial difficulties.

Other State subsidies for businesses

As part of the measures aimed ot SMEs, Banco BPM also directs tax relief initiatives to SMEs [interest rate subsidies
or non-repaycble grants/plant and equipment grants} provided for by national and regional regulations, such as, for
example, the interest rate subsidies cllocated by the Lombardy Region for agriculivral, industrial, commercial and
tourism businesses within the “Operating Credit”, “Credit Now” and “Get Started” initiatives, and the plent and
equipment granis provided by the Puglia Region to SMEs in the various sectors of economic activity which engage in
productive investments,

Corporate

nang
Inferest margin 401,404 448,467 [47,063) (10.5%)
)

Li

Nef fee ond commission income 182,82 828 202 780 (19,952 19.8%)

Cther net operating income o 692 (397) (57.4%)
Nel financicl result (8 18 ]] 28,982 (37,163}

Personnel | expenses ) o (77,924) (60 105] (]7,819) 29.6%
Other adminisirative expenses - e {84,921) (99,698 14,707 (14.8%)
Net verlue adjustments to property, plant and equipment and intangible

z7c1m§seis (2,926) - (2,926)

Net cdiusim;nis fo loans to customers - - ’ - (382,0_5}“‘7] (6980,5 1.7] ) 314, 450 (3:5.3%)
Nel provisions for risks and charges 6,205 {1,260 7,465

Taxes on income from cenlinuing opemhons o ( (9.527) 64, 006 {73 533)

Charges related fo the banking system, net of taxes [6,469) {6,194) [275) 4.4%

{*] Keeping the fotal of the ilem unchanged, the figures relaling to the previous year were restaled to guarantee a like- fordike comparison with the
segmenlalion criteria used for 2019.

Economic performance of the segment

The Corporate segment recorded total operating income of 576.3 million euro, down by 15.4% (680.9 million euro
as of 31 December 2018). Interest margin and other operating income both partly contributed to this result, which
ideally represent net income from services.

For the interest margin {-10.5%), the decrease is substantially due to the lower positive contribution of the reversal of
Purchase Price Allocation (PPA) on loans fo customers. Net fee and commission income showed a generalised
decrease, while the downturn in the net financial result was primarily due to the effect of the fair value measurement
of loans that did not pass the SPPI test {-15.7 million euro in the current year, +17.5 million euro as at 31 December
2018,

The decrease in net fee and commission income came to 9.8% {182.8 million euro during the current year, 202.8
million euro as at 31 December 2018).

In that context, net income from services linked to the commissions on credit access decreased by 17.8%, amounting
to 44.0 million euro. [n parficular, interest rate and exchonge raote hedging products recorded o decrease of 34.5%,
while net income from services for the specialist corporate finance segment showed o decrease of 11.3%.
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Profitability on fee and commission income from loans was also up {+10.6%)} as well as foreign commission income
(+9.0%).

Total operating expenses amounted to 165.8 million euro, compared to the 159.8 million euro recorded in 2018,
up by 3.8%. Personnel expenses, which amounted to 77.9 million euro {+29.6%) contributed to that increase,
partially offset by the decrease in other administrative expenses.

By virlue of the irends described, profii from operations came to 410.5 million euro, down by 110.6 million euro
compared to 2018, corresponding recording a reduction of 21.2%.

Net adjustments to foans to customers, which amounted to 382.1 million euro, decreased by 45.3% on the previous
year {698.5 million euro), os a result of the significant decline in bad loans, deriving from the derisking actions
completed during 2018.

Charges related to the banking system, net of taxes, of 6.5 million eurs (6.2 million euro in the previous year) were
charged to the income statement, with a total increase of 4.4%, due to ordinary coniributions to the Single Resolution
Fund {SRF) and fo the Deposit Guarantee Scheme (DGS).

The Corporate operating segment closed the year with income of 18.6 million euro (-120.8 million euro es at 31
December 2018).

As illustrated in the introduction, the “Corporate” segment includes the management and marketing of banking ond
financing services/products and loan brokering, which are mainly aimed ot medium and large-sized companies.

More information on the aclivities managed by the business segment in question are provided below.

Introduction

During 2019 Banco BPM Corporate division consolidated ifs positioning as a leading financial partner for ltalian
Mid Caps.

The specific needs of the segment {represented by companies with turnover exceeding 75 million euro) have been
svitably met due 1o a full service commercial approach, in which the wide range of products and services is
combined with top level advisory services, for the purpose of maximising the quality of the relationship and
promoting the company's potential over fime,

The commercial objectives pursued can be summarised as follows: support companies using advanced insiruments
(Structured Finance, Hedging Risks); provide specialised consulting to take on the challenges of international markets
(Foreign Operations and Trade Finance}; and maximise the value of relationships with customer companies, by
offering and providing high added value services {Consulting by Industry — Origination).

The approach conlinues to be customer-centred: starting with the identification of the complex needs of the
customers, the most suitable financial and commercial offer is configured on a case-by-case basis.

The structure of the Corporate network is significantly consolidated and recorded an increase in the workforce.

The current siructure guarantees strong commercial and geographical coverage, through a cenirat structure designed
to “directly handle governance of the business, 5 Corporate Markets of regional reference [Milan, North - West,
North - East, Cenire North, Centre South), in addition to a Large Corporate structure with several lacal offices {Milan,
Turin, Verona, Bologna and Roma) dedicated to serving companies with urnover exceeding 1 billion euro, in
addition to 18 Corporate Centres, with over 150 managers and analysts that assist the companies in their
operations, with a sharp impetus on business development.
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Corporate customers

Corporates represent approximately 3% of total companies {the segment includes Mid and Large Corporate and the
former Efibancal.

%
Mid Corporate -
Large Corporate and former Efibanca

Other companies

{*) cemmerciol current accounls, excluding technical accounts.

The breakdown of Corporates, considering customers and groups, is as follows:

{*] CR figure in Oclober 2019

Offer supporting corporate enterprises - specific products and services

Also, in 2019 Banco BPM Group confirmed its leading position, at national level, for the specific needs of
companies in the Corporate segment. lts consolidated vocation to supporting the world of business and its deep
roots in local areos coniribute to the constant sirengthening of the bank-business partnership, with continuously
significant markef shares the specific business segment.

Loans and lending

In 2019, work continued on refining and developing the range of financing products available to companies in the
Corporate segments, with the aim of generating an offer that increasingly meets the needs of the specific segment of
customers. Specifically, the development of interventions aimed increasing the fexibility of loan products continued,
in order to meet customer needs in the most personalised way possible. The aim is to make the most comprehensive
and structured financing solutions - which cre already utilised by larger companies - widely available to all
Corporate customers, in a more standardised manner. The increased standardisation of this type of praduct will
ensure additional optimisation of timing and costs in favour of customers.

Main commercial initiatives
With a view to additionally strengthening the role of reference bank for Italion Mid-Caps, the Corporate structure
focused its activities on further increasing its market share/share of husiness and further strengthening its positioning.
These growth objectives do not ignore the constant monitoring of aspects of creditworthiness, along with activities
targeted to monitoring the risk-refurn ratio.
The strengthening of synergies between the Commercial Network and the Speciolised Structures continued, by
invelving the following professionals:

« specialists per specific business segments {primary, secondary, services|;

+ specialists per structured finance activity {in the Project Financing, Corporate Lending, Real Estate,

Acquisition and Leveraged Finance segments);
+ foreign specialists {fo support exporter/importer customers).

A significant confribution was also provided by Banca Akros, the Group’s Corporate and Investment Bank
specialising in Capital Markets (hedging}, Corporate Finance {in the Equity Capital Markets, Debt Capital Markets,
M&A, Securitisation and Advisory segments).

Purchase of trade receivables in the form of discounts without recourse

In 2019, Banco BPM confirmed and consalidated the development of services in the sector of corporate lending
assisted by the assignment of trade and tax receivables without recourse. The aclivity carried out here aims to
simplifying the process for our best customers, both when transferring their trade and tax receivables, and drawing
up personalised agreements with leading companies that intend to make the most of existing opportunities in supply
debt management and, at the same time, offer financial services to their suppliers.
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With the aim of greater peneiration of the specific market sector, an initial phase of innovation of internal
procedures was concluded, and, as a result of the release of a digital platform planned for March 2020, these
procedures will be capable of focilitating our customers’ operational aspects.

Corporate agreements and sponsorships

The partnership with Confimprese continued in 2019, The three-year partnership links Banco BPM with the lialian
Modern Retail Association [e.g.: franchising companies), which brings together the leading operators in the Reiail
field, up to 2020.
The initiative envisages:

s offering loans for infernationalisation;

« incentives for developing sales networks in lialy and abroad, by opening new poinis of sale fincreasing the

number of franchisees);

« support to the franchisor’s commercial development;

» promotion of networking between member customers with a view to expanding business;

» disseminating greater knowledge of the trade dynamics of the domestic and foreign markets.

The Following initiatives are also noted:

ANCE LOMBARDIA: as part of diglogue with local stakeholders, in the second half of 2019 the foundation was laid
for a parinership with ANCE Lombardia {lombardy Association of Consiruction Companies). The objective is to
support, in the role of financial pariner, urban redevelopment projects in the Lombardy region.

ELITE: the two-year training and commercial project in partnership with Borsa ltaliana and Banca Akros continued in
2019,

Focusing on relationships, ihe initiative aims ot strengthening the loyalty of customer companies, which are
supported through a high volue process of grow. The more commercial objective is to identify a potential base of
companies that can be involved in structured finance and M&A operations, issues of bond loans, IPOs, etc.

The parties involved are 47 companies that are customers of the Group [Corporate and Retail), with significant
prospects and development projects.

The partnership will have a follow up also in 2020, with the launch of a new “Elite Class”, dedicated to companies
operating in the sector, atiributable to European taxonomy.

In 2019 @ project was launched for partnership with an important, prestigious ltalian university, with the objective of
supporling companies that invest in projects to increase the sustainability of their business models. That project will
see the light by the end of the first quarter 2020.

Hedging financial risk

In 2019, Banco BPM Group reaffirmed its activity of providing specialised support to corporate customers in
managing interest rate, exchange rate and commodity risks, through the Investment Banking structure of Banca
Akros. This activity is directed towards companies that feature the aforementioned risk hedging needs in relation to
their operational management or the structure of their financial statements.

Customers are assisted by a group of sales cdvisors and specialists equipped with superior technical and
commercial skills, located in different geographical areas.

Structured finance

In the Corporate area, in 2019 structured finance confirmed its fundamental role in developing relations with both
institutional ond industrial counterparties with more complicated financial needs, which require o specialised
approach.

During the year, it is imporfant fo note the excellent performance of the activities carried out with Corporate
customers in extraordinary operations, relating 1o both the requalification of balance sheet assets, and the financing
of acquisitions [or, more generally, of investments). Excellent performance was also achieved in Real Estate
Financing, which showed significant growth during the yecr, favoured by the strong interest of many qualified
institutional investors in areas where Banco BPM has long been located, in addifion to a renewed interest in this type
of activity.

The excellent performance of 2018 was also confirmed for Financial Sponsor and Project Financing activities, the
latter for both the energy and infrastructure sectors.
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In 2019, Structured Finance maintained the high levels of fees and commissions already achieved in 2018,
confirming its role as an important driver in the development of more dynamic and complex customer relations, with
the service model adopted allowing for systematic specialised support to be given to the commercial networks during
their development, negetiation and consolidation of operating relationships with customers. In this sense, note that
from 2020, the Structured Finance team for Business cusiomers will also be operational, established to capture the
potential for development previously seen in the area of Retail customers.

Origination

Through Senior Bankers, specialised by Industry, and the support from Business Analysts, the quality of relationships
with business owners and the top mancgement of companies was improved, achieved with the benefits of increased
salisfaction perceived, crossselling and overall profitabilily of the relationship.

At the end of 2019, the Origination Unit implemented an additional expansion of its team. The purpose is to further
improve sirategic coverage on the most important customers, to dedicate a team of specialists o the segment of small
and medium-sized enterprises and implement capital struciure analysis & advisory acfivities also targeted to business
cusfomers.

Foreign operations and trade finance
Dedicoled network and foreign goods unit

Banco BPM Group assists its customers via a dedicated commercial network, made up of more than 60 reference
specialists across Italy who have superior fechnical and commercial skills and ore, therefore, able to best support
companies in their internationalisation activities.

In addition, the Group uses ihe following foreign - goods units located throughout Italy for its operations, specifically
in Milan, Legnano, Rome, Verona, Modena, Bergamo, Lucca and Lodi.

Overall, the Operations structure currently has about 130 members of staff and manages foreign documentary
transactions, with the exclusion of electronic receipts and direct remittances (i.e. the open account ared).

In particular, it handles documentary credit, documented remittances and international guarantees, in accordance
with the relafive process rules in force, seeking to provide customers with a high value-added service that guarantees
consistent returns in terms of commission income.

Financial Institutions

During 2019 the Financial Institutions Group {F.1.G.) oversaw the main foreign markets with the primary purpose of
guaranteeing adequate credit lines to support customers’ imports and exports.

As regards exports, the Group implemented and renewed adequate irade credit lines, both ongoing and temporary,
for foreign banks. As regards imports, through iargeted international missions in the main countries of interest for
customers, it obtained adequate credit lines from the local foreign correspondent banks.

The international missions also aimed at stimulating cross-border business with the foreign correspondent bonks and
acquiring commercial information an opportunities and problems in the various markets.

For the purpose of providing suitable coverage for frade finance operations with countries/banks considered risky or
problematic, the Financial Insfitutions Group renewed its participation in the respective trade facilitation programmes
of the main supranational banks: EBRD, IFC and ADB,

By managing the foreign Representative Offices in Mumbai and Hong Kong, it has helped customers who operate,
or intend to operate, in the areas of responsibility of these offices.

To support the new activity of asset acquisition, the F.[.G. has joined B.A.F.T. (Bankers’ Association for Foreign
Trade} and the |.T.F.A. {International Trade and Forfaiting Association). It also promoted the event “Doing Business
with India”, held in Veronc in parinership with the Indodltalian Chamber of Commerce, which included the
participation of around 50 customers of Banco BPM,

Lastly, the F.1.G. conhributed to the Group's foreign trade operations and the dissemination of its image by
participating in international banking events.
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Foreign Products and Services

In 2019 Banco BPM Group expanded the team dedicated to “foreign products”, adding highly qualified
professionals with proven experience in the area of structured export finonce.

During the year, the team guaranteed the consolidation of fraditional trade finance activities with the support of
SACE {Institute for Insurance Services for Foreign Trade, COP Group}, in which it has been highly active for several
years, offering products such as:

s discounts for SACE insurance policy transfers;

» confractual/bond guarantees and confirmation of documentary credits with SACE coverage. The latter
were also carried out by entering into a Master Risk Pariicipation Agreement {MRPA) with SACE, whereby
the bank and SACE share the non-repayment risk associated with payment instruments and/or obligations
for the expori of goods and services |confirmation of documentary credits) and the execution of work

abroad {bonds).

Banco BPM signed the extension of the financial guarantees agreement with SACE, which provides for the possibility
of providing loans with SACE guarantees. Of the products designed, it is worth noting the IT.EX loan (funding
working capital), the JET loan {to support business internationalisation projects).
For Banco BPM Group, new initiatives in foreign operations for 2019 were entry into the “Advanced Foreign”
market, concluding pool transactions (both on the primary and the secondary markets), of the following types:

» buyer's credit with SACE coverage [also based on project financing and assetbased financing);

+ syndicated loans in favour of foreign debtors;

s Structured commodities and trade finance {pre-export finance).

In 2019, Banco BPM continued its integration of new culting edge channels, with both information and order
functions, addressed to companies that work with or intend to wark with firms abroad. In particular, it commissioned
the redaunch of the YouWorld portal through an improved user experience aligned with the B2B platform
Youlounge. In the initial months of 2020, both the YouWorld and Youlounge platforms will be included in the same
hub, with o redesigned, more captivating graphic layout, which will enable users to browse the two worlds using the
same interface.

In that regard, it is noted that YouWorld is on information platform that enables businesses to access an exhaustive
and continuously updated amount of information on fareign trade {e.g. politicalinstitutional overview of a country,
customs and fiscal regulations, contractual obligations, tenders, lists of professionals] and provides references for
potential foreign suppliers or buyers (organised by country, type of goods or services]. In December 2019, there
were ¢ total of 1,172 companies using the service, of which 1,090 were Retail and 82 Corporate.

Instead, Youlounge is a virtual B2B platform that allows company customers to promote their producis/services
through a virtual shop window (the business card). All companies engaged in expanding their international foreign
markets, both in terms of imports and exports, will be able to use the platform, which can be accessed via Banco
BPM e-banking portal. Thanks to an agreement signed with Banco Sontander in 2017, Youlounge currently
participates in the Trade Club Alliance, together with 13 other leading infernational portner banks. Through a
Community Manager, common to the entire Trade Club Alliance, and an internal Local Community Manager, the
companies using the service will be engaged by a sophisticated algorithm through targeted messaging, focused on
the reference product sector, for the purpose of connecling the needs for purchase/sale of all members of the various
communities pertaining to the International Partner Banks. Companies can also autonomously search for selected
customer counterparties of the other partner banks. Currently, the Trade Club Alliance’s geagraphical coverage
totals 60 countries throughout the world with a population of over 21,000 selected companies.

In December 2019, Youlounge comprised 1,267 companies, of which 1,120 Retail and 147 Corporate.

With regard to Foreign operations, the digital offer is completed by @ third portal, YouTrade Finance, which enables
goods operations to be managed online (international guarantees - already operational, documentary credits,
operational for the import phase), simplifying and optimising the bank-customer relationship. YouTrade Finance that
allows digital documents to be exchanged between the bank and the customer, through guided procedures that are
constanily tracked, able to ensure moximum security (ex. the use of a digitel signature), guaranteeing a reduction in
timeframes and allowing the customer fo monitor the processing status of the document.

Within the DOT programme, the acquisition of artificial intelligence in the goods area has been inserted. During
2020 the tender for the creation of this ambitious project will be initiated. This project will position the Group at the
cutting-edge of the sector, in this area and regarding digifisation.
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Agreements with leading institutions

In order to expand the support fo customers that operate in the complex field of internationalisation, Banco BPM has
signed up with its speciclised foreign operations and trade finance manogers in numerous associations, or has
agreements in place with leading institutions (including ICC lfalia International Chamber of Commerce, Credimpex
ltclia, German-talian Chamber of Commerce, De International Ifalia and the previously mentioned SACE]. All of this
has been done to offer its customers professional support based on in-depth knowledge of regulatory techniques and
methods, instruments and rules relating to the world of intarnational trade.

Regarding relations with the Chambers of Commerce, in 2019 Banco BPM maintcined its colloboration with the
Germandtalian Chamber of Commerce (CCIG), as well as with DE International ltalia. This company, which belongs
to the CCIG, offers a wide range of services for the internationalisation and promotion of forms of cooperation
(business days, B2B meetings between Bank cusiomers and foreign operators) with a particular focus on the German
area, a region of Europe of particular interest for exporting ltalian companies.

Institutional

£

Interest margin

Net fee and commission income

Other net opercilng income

Net financial result

188 8%
(14.6%)

Personnei expenses o . le258)
Other cdministrative expenses B [28 262] (33,084}
Net volue adjustments to property, plant end equipment end intangible

l:ler cd|usrmenrs to loans to customers (8,917) (22,954) 14 037 61 2"/;)
Met provisions for risks and charges o 209 1,187 (978] (82.4%)
Peatit (loss) betorara: ‘ 5351 : 30097 73

Tuxes on income from continuing operations {1 4,442) (10,672) (3, 770) 35.3%
"Ei;(;r;;es related 1o the banking system, net of taxes N h (6,970 {7.681) 711 (JEZA:}“

,f*} Keeping the fotal of the item vnchanged, the figures reiating te the previous year were restaled fo guorantee o fikeforlike comparison with the
segmenlation criteria used for 2019.

Economic performance of the segment

Total operating income of the Insfitutional segment came to 97.4 million euro, a decrease of 3.2% on the previous
year, due to a reduction in the interest morgin [55.7 million euro in the current year, 59.5 million eurs as af 31
December 2018). The contribution of net fee and commission income was up (+5.6% compared to 2018).

Other operating income showed an increase of 1.4% on the previous year, due to higher income from services.
Commissions related to the loan segment grew, showing an increase in disbursement volumes, as well as the
profitability on current accounts and deposits {+2.6%) and other services to companies {2.9 million euro in the
current year, 1.9 million euro as at 31 December 2018}

In 2019, income on corporate finance transactions also grew {9.2 million eure in the current year, 0.9 million euro
os at 31 December 2018). Foreign commission income decreased on 2018 {-39.3%).

Total operating expenses amounted to 36.2 million euro, compared to the 39.3 million euro recorded in 2018,
down by 8.0%. The decrease in adminisirative expenses was offset by personnel expenses, which increased by 1.1
million auro {+16.8%).
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Profit {loss) from operations, equal to 61.2 million euro, was substantially in line with 2018.

Net value adjustments to loans to customers, which came to 8.9 million euro, decreased by 14.0 million compared
to the previous year,

Charges related to the banking system, net of taxes, of 7.0 million euro {7.7 million euro in the previous year} were
charged to the income statement for the year, with o decrease of 9.3%. These charges include ordinary contributions
to the Single Resolution Fund {SRF) and the Deposit Guarantee Scheme (DGS).

The Institutional operating segment closed with 31.1 million euro in income for the year {21.2 million eurc as at 31
December 2018), up by 47.0%.

More informalion on the activities managed by the business segment in question are provided below.

The coordination and commercial support relating fo Institutional customers, the Public Adminisiration, Religious
Entities, the Third Sector and Centralised Alliances, has been entrusted to the Instifutional Customers, Entities and
Third Sector Function, which manages the product range offered, developing suitable distributing channels and
evolving the service model.
The “business” offices that the Institutional Customers, Entities and Third Sector Function is comprised by, are as
follays:

 [nstitutional:

« Entities and the Public Administration

s Third Sector and Religious Entities.

Institutional

Institutional Counterparties are the main “supervised” parties such as Insurance companies and Non-banking finance
companies, SGRs, SIMs, open and closed-end Mutual Funds, Bank Foundations, Social Security and National
Insurance entities and Pension Funds, Furthermore, Instituional Counterparfies also encompass the State,
Consfitutional Bodies, Central state entities and several companies partowned by the Central P.A., in addition to
Regional authorities, healthcare organisations and haspitals and large municipalities.

Relations with the Institulional Counterparties are monitored by the Structure of the same name through a complete
service model, which includes managers and specialised employees and o dedicated branch.

Institutional Customers are broken down by type of SAE (Sector of Economic Activity} as follows {figures as at 31
December 2019):

T

v b

i
ity By, 3

Mutual [nvestment Funds, Pension Funds and UCITs ) 27%

SIM, SGR end trust companies ; %
Non-banking (Le;sming, Facloring) and Consumer Cradit companies &%
Regions, Healtheare Componies, Large Municipalities and Companies Co-owned by the Public Adminisiration %
Insuronce companies ) . 5%
Bank foundations o 2%
Central Government and Consfitutioncl Bodies o 2%

Social Security and Social Welfare Enlities

Other companies and financial intermediaries

*) Group companies are not included
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The office which handles Institutional Counterparties also manages the operations performed for Banco BPM Group
Companies.

With a view to achieving greater efficiency in the management of relationships, the services offered have been
harmonised and commercial partinerships have been developed with Banca Akros and Banca Aleti to make the
range of services offered fo this particular type of customer more complete and specialised.

Intragroup synergies include the start of a new service exclusively dedicated fo Institutional: Mediation of Alternative
Investment Funds. This service, designed and created together with the Private Equity and Funds Function, began on
31 December 2019 and will effectively startup in 2020.

2019 olso saw the owarding of two important treasury management assignments, reloting to an imporiant national
public entity and o significant European supranational entity, respectively, which together comprise more than 3
billion euro in direct funding.

Commercial partnership with allies external to the Group

The Insfitutional, Entity and Third-Sector Function is also tasked with supervising and coordinating the structure
dedicated to centrally managing commercial alliances with pariners external to Banco BPM Group.

These alliences are regulated by specific commercial portnership agreements, which envisage a range of products
addressed exclusively to the customers of the external alliance, through a duct distribution channel:

» "off-site” offer, through external financial advisors;

» branch sales, through dedicated branches, in the financial shaps of the commercial ally.

Centralised commercial management consists in the presence of o dedicated structure, included within the
Institufional, Entity and Third-Sector Function, which has 18 branches spread across ltaly, to which the opening of
five new branches will be added by the end of the first half of 2020.

Direct supervision through a wholly dedicated structure enables commercial agreements to be constantly developed
in view of legislative changes as well as belter economic returns and better supervision of operational risks
especially as regard Anti-Maney Laundering Legishation,

In collaboration with the “allies”, we serve around 36,000 customers.

The market for the offsite offer of banking products and services through the nefworks of financial advisors
belonging to groups that do not have banks within their perimeter represents an area with strong potenticl and the
organisational model specifically adopted and the know-how acquired to dote by Bonco BPM have lain the
groundwaork far the strong possibility of the further development of consiantly growing business on the market.

Entities and the Public Administration

Pursuant fo EU Regulation 549/2013 on the European System of National and Regicnal Accounts, Entity or “Public
Sector” Customers consist of:

s Public Administrations, which ir furn include the Central Administrations {State and Constitutional Bodies,
Mirisiries and relative Depariments, eic.), Local Administrations {Regions, Provinces ond Municipalities)
and Social Securily and National Insurance entities;

s Public Companies, namely pariies that produce goods and/or services for sale, or which is o public
corporation or which are controlled directly or indirectly by the Public Administrations, under specific laws,
decrees or regulations.

In 2019, commercial activities were conducted in full respect of the Group’s guidelines, with special attention paid
not just to economic results, but also the economic{inancial situation of counterparties, to mitigate credit risk, and to
the minimisation of location-based service commitments.

The Public Sector function is responsible for managing the segment from a commercial, regulatory and administrative
perspective. The activity, in relation to the acquisition of relationships and the management of the Public
Administration, is conducted with particular focus on the commitments and critical issues that arise, on the limitctions
of operational risks, of image, of credit and from a commercial perspective.
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The activity is quality certified in accordance with UNIEN 1SO 9001:2015. In 2019, the UNJ EN ISO 9001 quality
certification for the design and management of Treasury and Cash Services and the provision of loans fo the Public
Administration was also successfully renewed for an additional three years, confirming the full validity of the
orocesses implemented and the significant chility to anclyse and manage risks.

In 2019:
1.the “tender procedure with the PA” process and application was cerfified pursuant to law 231
{Administrative Liability] to confirm — through an external certification body - the validity and adequacy of
Banco BPM in the delicate management of tender procedures called by the Public Administration;
2. specific database records were acivated for the correct identification of the perimeter of the P.A. based on
the official lists of public entities on the website of the MEF {Minisiry for the Economy and Finance), in
order to more correcily oversee the related risks.

Entities and P.A Customers are broken down by type of SAE (Sector of Economic Activity) as follows {figures as at
31 December 2019):

Municipalities - Unions of municipalilies 39%
Schocls and Universilies - i 22%
Componies Co-Owned and Preduction Companies of Public Services 19%

Other endities

Third Sector and Religious Entities

The customers belonging to the Third Sector and Religious Entisies are represented by Associations, Foundotions,
Socially Useful NPOs, Cooperatives and Social Enterprises and other “non-profit” Organisations envisaged by the
Law Reforming the Third Sector (Legislative Decree 117/17), in addition to dioceses, parishes, congregations and
religious orders.

Third-Sector customers and Religious Entities are broken down by type of SAE (Sector of economic activity)/Legal
nature as follows (figures as at 31 December 2019):

Associations .
Foundations T o 2%
Religious Enfities {parishes) o T . 12%
Social Cooperotives . o 5%
Other enities with or without legal status o o o 3%

Given the growing imporiance of the Third Sector, which offers significant prospects for development, Banco BPM
has decided lo strengthen its sales efforts through o dedicated structure, which now includes specialists in each
geographical area of action of Banco BPM.

Among the distinctive commercial initiatives of 2019, it is specifically worth noting the strengthening of the solidarity
partnership with AIRC (Foundation for Cancer Research), of which Banco BPM is an official partner, through
exclusive dedicated fund raising service, reproposed also through the first “telethon” broadcast nationally on the RAI
networks.
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Private
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{*} Keeping the Iotel of the item unchanged, the figures relating to Ihe previous year were restated lo guarcnlee o likeforlike comparison with the
segmentafion criterio vsed for 2019,

Economic performance of the segment
Total operating income for the Private sector came fo 88.8 million euro, up by 4.4% compared to the pravious year.

In particular, the interest margin on direct funding on demand {+13.7%} was positively impacted by the performance
of market rates compared io 2018, while net fee and commission income remained in line with the previous year.

Operating expenses recorded total growth of 1.2 million euro (+1.7%), despite the decrease in administrative
expenses.

The profit {loss) from operations was 17.9 million euro, up by 2.6 million euro compared to 2018,

Net provisions for risks and charges amounted to 2.8 million euro compared to 20.7 million eure in 2018, and still
include extraordinary supplementary provisions recognised for charges that could arise from the settlement of present
and future disputes and complaints,

Charges related to the banking system, net of taxes, of 3.0 million euro (1.3 million euro in the previous year) were
charged to the income statement for the year. These include ordinary contributions to the Single Resolution Fund
{SRF) and the Deposit Guarantee Scheme {DGS).

The Private operating segment closed with income for the year of 8.0 million euro compared to -5.4 million euro in
the previous year.

As illustrated in the introduction, the “Private” segment includes the management and markefing of banking and
financing services/products and loan brokering, which are mainly aimed at private customers with assets that,
individually and/or within their business, amount to ot least 1 million euro. These activities are carried out by the
subsidiary Banea Aletti. More information on the activities managed by the business segment in question are
provided below.

At the end of 2019, the Private Banking Network of Banca Aletti recorded a global amount of “assets under
management” {administered and managed) of 19.9 billion evro. The figure includes the liquidity positions of private
customers of Banca Alelfi with accounts at Bonco BPM.,

JEST—
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The year was characterised by a sharp increase decrease in net interest and other banking income for the Private
segment compared to the average figure for the previous year, arising from significant growth in net income from
services, in addition to an improvement in the financial margin.

This evidence should be included in a context of strong recovery of consulting operations of the Privale Network
which, also benefiting from the positive trends in the global financial and currency markets since the beginning of
the year, managed to develop significant activities for optimising portfolios, with clear benefits of diversification for
customers in terms of risk-weighted returns.

The continued negative structural yields of interbank monetary rates which, during the year, were joined by the
changes in the yield curves of many bond markets, increased the downward trend towards very shortterm
invesiments, represented by direct funding on demand.

The many actions and sirategies aimed at increcsing volumes in the medium ferm and expanding the scope to
customers provided comforting results in terms of new net funding. This figure was eroded by the negotive effect
associated by the volumes related to outgoing private bankers in the second half of 2018 and in 2019,

To support development activities, in line with the strategy of previous years, efforts were made, in concert with the
Parent Company, to create opportunities to meet potential custorers through e series of local events {around 60 over
the year).

In line with BPM’s commercial development plan, which envisages increasing use of cross-selling drivers, during the
vear, together with the Corporate Department, a synergic plan was set out for the development of family-owned
businesses, which tock shape through the engagement of all corporate managers. This activily was joined by
significant opportunities for cooperation with Banca Akros and with the Origination structure of Banco BPM.

As a way of implementing the Group's integration plan, during the year the transfer of the “Non Portfolio Private
[NPP) Customers” business segment and the “BBPM Financial Advisors” business segments was carried out: if the
former was already included in the scope of management of the Private Network, the latter had an impact on the
private network, with the hiring of 12 financial advisor agents.

As at 31 December 2019, Banca Aletti's network was comprised of 11 Areas, 45 Units, 10 remote branches, 270
Private Bankers and 15 Financial Advisors.
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Invesiment Banking
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{*} Keaping Jhe lotal of the itam unchonged, the figures relating lo Ihe previcus year were resicled fo guorontes a likeforlike comparison with the
segmentation criteria used for 2019.

Economic performance of the segment

The segment in question is composed of the legal entity Banca Akros, which incorporated the investment banking
business segment of Banca Aletti on 1 October 2018,

The trend in the main income statement items marks o decrease in the interest margin, due to the decrease
specifically recorded in the contribution from the securities portfolio, especially within the intragroup component, The
latter is mainly related to the bond leans, underlying the certificates, issued by the Parent Company and subscribed
by Banca Akros. Other operaling income reported growth, especially due to product structuring.

Operating expenses decreased overall, despite the growth in personnel expenses, due to careful mancgement of
administrative expenses.

As illustrated in the introduction, the “Investment Banking” segment includes the structuring of financial products,
access to regulated markets, and the support and development of specialised financial services, carried out by the
subsidiary Banca Akros. More information on the activities managed by the business segment in question are
provided below.

Trading and market making activities on own account

Throughout 2019, trading on own account of securities, derivatives and exchange rates benefited from a return of
risk appetite of investors and financial operators at global level. This was made possible, above all, by the changed
approach of the central banks, which became expansive once again at the beginning of the year, in relation to signs
of economic slowdown in Europe and Asia and, in the US, due to fears of possible effects of the trade policies
enacted by the US administrafion.

The return to a risk-on situation, particularly visible on the stock markets since the beginning of the year, made it
possible to more confidently identify the shortterm market trend on which to calibrate frading strategies, on the one

Jr—
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hand, while it led institutional and professional customers to increase their operations, favouring the generation of
positive resulis alse from market maoking, on the other.

Trading in interesi rate derivatives was marked by sharp growth in volumes with professional customers compared to
2018 in the corporate and business segments, with, instead, operctions with institutional customers generally below
expectations, despite numerous transactions in options on government bonds, up in the second half of the year, As a
result of the volatility of the interest rate curve remaining at historically very low levels, it was difficult to overcome the
expectations regarding profit on proprietary trading octivities in this asset class.

Fixed income trading and the volumes of securities lending saw good levels of operations with customers, especially
in the segment of ltclian government bonds, where volumes grew significantly on 2018 and, in any event, were up
in the second half compared to the first. The tightening of the BTP-Bund spread, which was even clearer in the
second half, had a particular influence on this positive trend. In the financial and corporate sectors, following @ low-
key start, volumes traded grew starting in the second quarter. Proprietary trading in the fixed income segment
featured higherthan-expected revenues, also due fo the possibility of identifying shortterm market trends, specifically
with regard to lalian securities in which the Bank is highly specialised. As stated, the gradual decrease in yields of
BTP and bonds in general, also compared to Bund, ecceleroled starting in June.

Operations on the exchonge rate market had ¢ relatively tight trading range, for the entire duration of the year,
specifically for the EURUSD exchange rate {1.09 ~ 1.1530) end, in any event, with extremely low daily volatility.
This reduced operations with customers and made it difficult fo gain significant profits from the Bank'’s risk positions.
However, the operations provided a positive contribution to the income statement for the year.

Market making on derivatives on share indices and instruments showed good recovery in volumes with both
institutional and professional customers, in the listed segment {ldem and Eurex markets) and OTC, especially starting
from the second quorter of the year, when the positive trend in the markets had been confirmed. Also on the equity
market, propriefary trading benefited from the bullish trend, in line with the Bank’s positions, despite the fact that the
positive trend depressed the level of volatility and, as a result, made it more difficult to exploit the presence of market
making in the markets on the optians traded by the Bank.

The structuring of investment products based on requests from retail customers of the Group and third party
distribution networks, recorded positive performance in the investment cerlificates segment, while volumes of
structured asset management products {SICAVs and insurance policies) performed below expectations, but recovered
during the second half. Due to the operations and innovations developed in the financial engineering segment, the
distribution networks inside and outside the Group were equipped with produce that satisfied customers’ requests.
Near the end of the year, a significant hedging transaction was also carried out fo cover the need to structure the
financial liabilities of a leading ltalian financial insfitution, Management of the “hook”, i.e. the portfolio of financial
instruments hedging those assets and products, wos positive, and demonsirated rigorous control of risk and
compliance with the RAF and operational limits,

Brokerage activities

The year 2019 closed with share indices recovering sharply: the FTSE MIB and FTSE kialia Star gained +28% on the
end of the previous year.

Despite this, the volumes of share trading on the stock market showed negative performance if compared with the
volumes fraded during 2018, recording a decrease in value of around 13% (Source: Borsa ltaliana), while the bond
segment showed growth in volumes iraded of 12.4%.

In that context, we note the positive results achieved in share brokerage on behclf of third parties on domestic
markefs, where Banca Akros is in third place (up from fourth] ameong lialian and foreign infermediaries active on the
Borsa ltaliana’s stock markets, with a growing market share of 9.82% {7.45% in 2018, Source: Assosim), also due
to the integration of Banca Aletti’s brokerage activities.

On the Certificates and ETF markets the Bank is in second place, with @ market share of 25.47% {26.24% in 2018)
on SEDEX and 10.37% {10.97% in 2018) on ETFPLUS.

On the AlMtalia Market, the SME market, which has grown significantly in the last few years, Bance Akros is in fifth
place, with a market share of almost 11%.

Business also continued positively on the Equiduct market, managed by the Bderse Berlin, where Banca Akros is the
leading ltalian operator,
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Operations on the stock markets, developed with the suppori of a high quality equily research service, also through
ESN - European Securities Network LLP (the partnership in equity research and trading set up with other European
investment banks, independent from each other and operating on their respective national stock markets] and thanks
to the organisation of numerous road shows (almast 100 in 2019, compared to 61 in 2018) which involved ltalian
and foreign companies and institutional investors, also successfully aided placements made by the Brokerage
division on the primary market of IPOs originated by the Investment Banking area. The synergies between Brokerage
and [nvestment Banking, also evident in the primary bond market, are the foundation of the success of numerous
initictives in 2019,

In specialist and corporate broker activities for issuers listed on the Barsa ltaliana, at the end of the year, the total
number of mandates in place grew shorply compared 1o the end of 2018 {12 new mandates), up to 44, in line with
the legislative changes introduced by MiFID It

In brokerage on behalf of third parties on the regulated derivatives markets of the Borsa ltaliana, Banca Akros ranks
first in the FTSE MIB Index Oplions, with ¢ market share of 23.65% [12.93% in 2018} and third place in the Futures
market on the index with o market share of 3.56% (seventh place with @ share of 2.72% in 2018).

Banca Akros is a direct member of the German EUREX morket of regulated derivatives on equities and bonds and
confirms ifs position as one of the main domestic operators.

For the first time, in 2019 the Bank reached the absolute number one its position in the brokerage on the lalian
bond market, also due fo the contribution of SABE, the proprietary system for the automatic search for the best
execution, which complies with the dictates of MiFID 11, ot the service of the Group's customers and over 100 other
intermediaries, including those active in enline trading. In this regard, the acquisition of foreign institutional
customers confinued positively.

In terms of volumes brokered on behalf of third parties, during 2019 the classification drawn up by Assosim ranks
Banea Akros in first place on the following bond markets: DomesticMOT (third place in 2018), EuroMOT, ExiraMOT
and Hi-MTF, with market shares of 19.26%, 26.70%, 29.13% and 26.11% respectively. It was in second place on
the EuroTLX market, with 17.95%. The shares on the bond market grew compared to 2018: if we look at oll bond
markets, Banca Akros holds, as stated, the absolute first place, with a market share of around 20%.

Operations in commodities grew to meet the needs of customers.

Thus, operations on the German market for EEX energy derivatives continued positively, as did operations on the
French Powernext market for gas derivatives, with sharp development in volumes traded on behalf of custamers
active in frading and risk hedging operations in the relative sectors.

Investment Banking

In the Debt Capital Market, the Bank parficipated in the placement of numerous Carporate bond issues with
instifutional invesfors.

In particular, with the role of Joint Lead Manager, it placed the following issues: Abertis, Senior Multi Tranches and
Multi Currencies Bond for a total of 3,100 million euro and Telecom ltalia SpA Senior Bond maturing 2023, for a
total of 1 billion euro.

With the role of Joint Bookrunner, the following are noted: Terna SpA, fixed-rate Senior Bond maturing in 2025, for
o total of 500 millien eurs; IGD SpA, Senior Bond maturing in 2024 for a total of 400 million euro and Brebemi
SpA, Senior Bond Multi Tranches.

Lastly, as Bookrunner, the Bank assisted IGT for o Senior Bond maturing in 2024, for a total of 750 million euro.

In the Financial Institutions segment, Banca Akros participated, as lointlead Manager, in the placement of bond
issues by the Parent Company, Banco BPM, fargeted to insfitutioncl customers: the fixed rate Senior Preferred Bond
maturing in 2022, for a tofal of 750 million eura and the Senior Preferred Bond, maturing in 2025 for 500 million
euro. Also for Parent Company issues targeted to institutional customers, the Bank acted as Joint Bookrunner for the
fixed-rate Subordinated AT1 bond for a total of 300 million euro, the fixed-rate Senior Preferred Bond maturing in
2025, for o total of 500 million eure and the fixed-rate Subordinated T2 band maturing in 2029, for o total of 350
million euro.
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In this segment, it is also noted that, as Joint Lead Manager and Bookrunner, the Bank handled for Anima SpA the
issue of the fixedrate Senior Bond maturing in 2026, for a total of 300 million euro and the issue Quarzo 2019, «a
floating-rate ABS Senior Bond maturing in 2036, for a total of 600 million euro.

Banca Akros pariicipated, as Joint Lead Manager, in the issue of Agas SpA Sunrise 2019 | and I, floating-rate ABS
Senior Bonds maturing in 2044, for a total of 756 million euro.

Lastly, as Joint Bookrunner, it participated in the issue of Nexi SpA, ¢ fixed-rate rate Senior Bond maturing in 2024,
for a total of 825 million euro.

In the Green ond Social segmenis, the Bank acled os Jointlead Manager and/or Bookrunner for the following
placements: Enel Spa, fixed-rate Senior Green Bond maturing in 2025, for a total of 1 billion euro; Cassa Depositi e
Prestiii, fixed-rate Social bond issue maturing in 2026, for a total of 750 million euro; IREN SpA, fixed-rate Senior
Green Bond issue maturing in 2029, for a total of 500 million euro; MCC Banca del Mezzogiorno SpA, fixed-rate
Senior Social Bond maturing in 2024, for a total of 300 million euro.

The Bank has also been involved in over twenty issues by feading Italian and foreign issuers, including the European
Investmeni Bank [EIB) and the German bank, Kreditanstalt Fir Wiederaufbau {(KFW).

Among operations on the capital markets in the equity segment, in the first half of 2019, Banca Akros acted as
Sponsor and Joint Book Runner for the placement and listing of Nexi which, with an amount of over 2 billion euro
offered on the market, represented the largest IPO in Europe at thot time of the year. In the second half of 2019 the
Bank acied as Joint Global Coordinator for the placement and listing of Shedir Pharma on AIM ltalia.

The Bank also coordinated the voluntary public purchase offer on Damiani SPA shares and on BIO DUE shares,
supported Industrial Stars of ltaly 3 in finalising its business combination with Salcef Group and, as Sponsor, assisted
Orsero in its move from AIM ltalia to the STAR segment,

In the non-performing loan disposal segment, Bunca Akros acted as Advisor and Joint Arranger in the sale and
resulting securitisation of a portfolio of bad loans amounting to 7.4 billion euro carried out by the Parent Company
Banco BPM, obtaining a GACS guarantee [ACE Project), and as Advisor in the sale of a lease porifolio of around
650 million euro, carried out by the Parent Company Banco BPM {L-ACE Project]. As Arranger, the Bank also
carried out the sale of bad loans, mainly mortgages, by a pool of kalion banks {part of the Multiseller NPL 2018
Project], as well as three sales of Single Name bad morigage loans the same number of ltalian banks, ene operation
as part of the Single Name ltaly 2018 Project and two as part of the Single Name laly 2019 Project.

In the segment of performing securitisations, ihe Bank managed, as Joint Arranger and Joint Llead Manager, two
“STS" securifisations of consumer loans originated by Agos Ducato, for 1,100 million euro and 1,146 million euro
respectively. The Bank also managed, as Arranger, the securitisation of residual morigages originated by Banca
Cambiano and Bance di Pise e Fornacetie for a total of 448 million and, as Jeint Arranger, a securitisation
warehouse of a lease portfolio originated by Alba Leasing for a total of 1,515 million euro.

In the Advisory area, Banca Akros assisted Banca Popolare di Puglia e Basilicata in closing two Risk Sharing
Agreements with the European Investment Fund (EIF} as part of the InnovFin SME Guarantee and AGRHtaly
guarantee schemes, to provide 40 million euro and 14 million euro, respectively, in loans to small and medium-sized
enterprises. The Bank also assisted Banca Popolare Pugliese in closing o Risk Sharing Agreement with the EIF, as
part of the AGRHialy scheme, to provide 80 million euro in loans to small and medium enterprises. The AGRHtaly
Agreement will enable banks to disburse loans to companies using o guarcntee ceiling offered by the EIF, for the
purpose of improving access fo credit of ogricultural and agro-industry SMEs. AGRHtaly involves the EIF, CDP, EIB
and eight ltalian Regions [Piedmont, Veneto, Emilia Romagna, Tuscany, Umbria, Campania, Calabria and Puglia} in
the multi-regional guarantee platform AGRI.

In the segment of synthetic securifisations, as Financial Advisor, Banca Akros assisted Banca Popolare di Puglia e
Basilicata in closing a synthetic securitisation with the European Investment Fund (EIF) and the European Investment
Bank, as part of the SME Initiative Italy, regarding o portfolio of loans to SMEs previously disbursed by the Bank, for
arcund 120 million euro.

Banca Akros further developed its M&A/Corporate Finance activities, acquiring numerous buy side and sell side
assignments, especially with private equity funds and family-owned businesses. Specifically, as Exclusive Financial
Advisor, the Bank assisted: the shareholders of Salcef S.p.A. in the business combination with SPAC Indstars3; the
Chequers Capital fund in its acquisition of MTA S.p.A; the Alpha fund in the acquisitions of both taminam S.p.A.
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and Luceplan S.p.A by its subsidiary Calligaris S.p.A.; the Equinox fund in its acquisition of Manifatture Valcismon
S.p.A. The Bank also acted as Advisor for the holding company of the Damiani family in the takeover bid on
Damiani S.p.A. for the purpose of delisting, which was successfully concluded. It also continued cross-selling with the
other structures of Banca Akros and with the Parent Company Banco BPM, specifically with Structured Finance,
lending Corporate Origination, Corporate Cenlres, Territoricl Departments, Third Sector Department and with Banca
Aleiti.

Corporate & Institutional Banking

During the year, coverage of customers by the Corporate & Institufional Banking Division continued with positive
results, with specialisation in the Corporate, Banks and Financial Institutions segments.

Following the centralisation of all sales of hedging products for corporate and business customers of the specific
Group this within Banca Akros in the fourth quarter of the previous yecr, ociivities on hedging and financial risk
management insiruments were significantly developed, provided as part of cross-selling with the Parent Company,
with a particular focus on the specific target represented by the Mid Corporate segment, In 2019, flows from
customers on inferest rate, exchange rate and commodities risk derivative products amounted to a total, in notional
value of around 3.5 billion euro for exchange rate risk hedging transactions and around 3.2 billion euro for interest
rate risk hedging transactions.

The structuring and issuing of Certificates by Banca Akros successfully continued, On the basis of customer needs
and in compliance with the relevant legislation, the cerfificates are placed with retail investors by the distribution
networks, both inside and outside of the Group. During the year, total issues topped 1,600 million euro, with a
significant increase in placements with third party distribution networks, equal to around 280 million euro.

Banca Akros also intervened in the structuring of asset management investment products, with quanlitative
components, intended for management and insurance company customers, for a total of around 940 million euro,
750 mitlion euro of which in unitlinked insurance products.

As part of ordinary trading operations on the secondary bond market, flows from customers in the government bond,
SSA {"Sovereign, Supranational and Agency” Issuers) and credit segments exceeded 13.5 billion euro during the
year. The positive contributions from operations in the equity segment, previously described, and the FX segment
were confirmed.

Distribution on the primary bond market fo support DCM operations was significant, including participation in the
placement of numerous issues from leading issuers and a focus also on green and social issues.

In the area of diversifying sources of funding for businesses, the Bank has consolidated its significant presence in the
private debt market, also due to the development of a non-exclusive commercial partnership with a leading domestic
operator in the sector. To date, Banca Akros has placed two closed-end credit funds with institutional investors, for a
total value of aver 400 million euro, which invest in Italian SMEs fo finance their specific projects for international
growth and development.
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Strategic partnerships
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segmenlation criteria used for 2019.

The contributions fo the consolidated financial stotements of the equity invesiments held in Vera Vita, Vera
Assicurazioni, Bipiemme Vita, Agos Ducato, Alba Leasing, Selmabipiemme Leasing, Factorit, CF Liberty Servicing
and Anima Holding are included within the Strategic Partnerships segment.

Economic performance of the segment

The main income statement ifems show a decrease in operating income mainly due to the decrease in the profits
fram equity investments in associates and companies subject to joint control carried at equily. In particular, o lower
confribution was provided by Agos {103.1 million euro in 2019, compared to 126 million euro in 2018). Decreases
were also recorded by Vera Viia (8.6 million euro in 2019, compared to 9.6 million euro in 2018} and Vera
Assicurazioni (6.6 million euro in 2019, compared to 9.1 million euro in 2018). It is noted that, during 2018, as a
result of the extraordinary transaction concerning relating to the bancassurance business, with a decrease in the
percentage shareholding held in the companies {from 50% in 2017 to 35% in 2018], a significant capital gain was
realised, recognised under profits on disposal of investments in associales and companies subject to joint control and
other investments [170.7 million euro).
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Leases

prassizttng Sl
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Taxas on income from conlinuing operations 41 690 33 673 8,017 23.8%

Income {loss) attributable to minority inferests 13, 376 9,622 5,754 59.8%

{*} Keeping the lofe! of the item unchanged, the figures reloiing o the previcus year were restoled to guarantes a likeforlike comparison with he
segmeniation criteric used for 2019,

The leases segment includes finance lease operations of the former Banca ltalease incorporated in the parent
Company, as well as the operations of Release.

Qutstanding lease contracts are managed with a view fo run-off, as neither the contracting of new operations nor the
disbursement of new financing on those running off is envisaged.

Therefore, the leases segment mainly handles administrative activities or those connected with after-sales
management, both relating to the loans and relating to the assets under finance lease.

With regard to lease contracis with unpaid rentals, operations in the leases segment, specifically of Release, is,
instead, focused on ensuring that payments return to normal status and, where this is nat possible, to pursue the
recovery of the loans, minimising the risks and costs of outstanding disputes, also by repossessing the assets. In those
cases, operations in the segment aim for the best exploitation of the value of the repossessed assets, specifically
properties, through their sale or use for income generation.

Economic performance of the segment

The leases segment recorded total operating income of 33.7 million euro {down by 32.1 million euro compared to
65.8 nillion euro in the previous year). That reduction is atiributable to both the decrease in the interest margin of
14.9 million euro, resulting from the reduction in interestbearing assets and market indices, and the downtura in
other net operating income of 17.3 millien euro {-1.8 million euro as at 31 December 2019 compared to +15.4
million euro in the previous year], meinly referring to Release and due fo fower rental income for 6.2 million euro,
lower exiraordinary income and out-of-period income for 6.9 million euro, higher operating expenses on real estate
assets and provisions for unpaid rent for 3.4 million euro.

Other administrative expenses decreased by 6.2 million euro, down from 35.8 million euro in 2018 to 29.6 million
euro in the current year, due to a careful policy of cost contral.

Operating expenses {36.4 million euro compared to 74.8 million euro in the previous year) decreased by 38.5
million euro, mainly as a result of lower value adjusiments on property, plant and equipment and intangible assets of
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Release which, due to the change in the measurement criterion of real estate assets and valuable works of art
starting from the 2019 financial statements, recorded a decrease on the previous year of 31.3 million euro.

The impacis illusirated above resulted in an improvement of 6.4 million euro in profit {loss| from operations, which
rose from -2 million euro in the previous year to -2.7 million euro in the current year.

The cost of credit increased slightly by 2.9 million euro, up from 92.7 million euro to 5.6 million euro.

The new item Profits {lasses) from the fair volue designation of property, plant and equipment records the impact of
the adoption of the new measurement criterion for property for investment purposes {all of the owned properties of
Release), which was o negative 78.2 million euro.

Net provisions for risks and charges decreased by 11.7 millien euro, from -12.4 millien euro to -0.7 million euro,
due fo the lack of the provision of 10.1 million euro recognised in the previous yeor on a specific position of

Release.

As a result of the above, the Lease segment reporied a loss for the year of -125.3 million euro, compared to -72.3
million euro in the previous year.

Corporate Centre

Interest morgin 363, 015‘ 461, 189 {98174]

Profits (losses) on investments in associotes and companies subject to joint
control ca;ned al equity

__1,801)
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*J Keepmg the lotol of fhe item unchanged the figures relaling fo the previous year were restated I guarentee o l'ike-frhke companson with the
segmentation criteria used for 2019.
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Contributions to the consolidated financial statements that are not represented in the other lines of business are
included within the Corporate Centre business line. Specifically, the Corporate Centre includes the financial
coniributions of the Finance of the Parent Company Banco BPM, of the subsidiary ProFamily, of the Group's recl
estote companies, as well as the cenfralised manogement of funclions for the entire Group (such as cost
management, personnel, efc.}.

Economic performance of the segment

The downturn in the interest margin recorded in 2019 is mainly due to higher costs of funding with institutional
counterparties {including Cassa Compensazione e Garanzia), which was also reflected in the fower contribution of
the securities porifolio, due fo the higher cost of funding in currency other than euro, incurred to finance it. That trend
was particlly offset by the lower cost of wholesale issues, the gradual reduction of stock and the result of the ALM
centre, which was positively impacted by the trend in interest rates.

The fee and commission component was down, impacted by the sale of Custodian Bank activities in the 3rd quarter
of 2018. In perticular, that specific sale, together with that of the insurance management contracts of Banca Aletti
(2nd quarter of 2018}, explain the significant decrease recorded in other net operating income, which in 2018 had
benefited from significant capital gains {200 million euro for the sale of the Custodian Bank and 113.6 million euro
for the sale of insurance management contracts).

The net financial result was up, especially due to transactions in the securities portfolio (+248.3 million euro, which
benefitted from the sale of a share of the HTC portfolio), capital gains from valuation and from the sale of the
shareholding in Nexi (70.3 million euro), the recoveries on Sorgenia bonds (+44.6 million eura), as well as the
improvement in valuation components, specifically of forex swaps, relating to exchange rate risk hedging on the
component of the securities portfolio in foreign currency.

In relation to a slight improvement in personnel expenses (which decreased by 9.1 million euro), operating expenses
recorded an increase in other adminisiralive expenses, following a reduction in infragroup recoveries. The cost of
credit improved, due to recoveries on several credit pasitions.

The trend in the item Profits {losses) on disposal of investments in associates and companies subject to joint control
and other investments was due to the capital gains on the disposal of the captive portion of the business of ProFamily
(189.5 million suro) and the controlling stake of First Servicing {142.7 million euro).

Mare information on the activities managed by the business segment in question are provided below.

Group Finance

The Parent Company coordinates and oversees the management policies of its structural asset and liability items, as
well as those of the other Group companies, to optimize availeble capital, identify adequate funding strategies ond
transactions for the Group, through action on domestic and internctional markets, as well as to monitor liquidity
requirements and dynamics, and the management of portfolios of securities and of other financial instruments held
by the Group.

Group Finance activities are performed by the following orgonisational units: [nvesiments and ALM, Group Treasury,
Funding and Capital Management and Manitoring, and Reporting and Coverage.

Funding and Capital Management

The Group's liquidity position remained exiremely strong throughout 2019, with an LCR that remained well above
the Group's Risk Appetite Framework objectives during the year.

The overall medium/longterm funding position from the ECB was decreased by 4.5 billion euro. Specifically, in
December 2019, 6 billion euro of TLTRO Il was repaid early and 1.5 billion euro was drawn down from the first
tranche of the TLTRO Il

In regard to the issue of bonds for the wholesale market, the EMTN programme and the Covered Bond programmes
that can be used for covered bond issues were adapted and updated.
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Regarding public issues, note the following placements: in March, a three-year senior bond for 750 million euro and
a coupon of 2%; in April, an AT1 for 300 million euro ond a coupon of B.75%; in June, a five-year senior bond for
500 million euro and a coupon of 2.5%; in October a ten-year Tier |l for 350 million euro and a coupon of 4.25%
and a five-year, three month senior bond of 500 million euro and a coupon of 1.75%. In addition, in December, an
issue was carried out through private placement of a six-year covered bond for 500 million euro and a coupon of
0.5%.

Liquidity buffers were further reinforced via the finalisation of medium/longterm bilateral financing transactions with
various market counterparties, using both senior securities issued as part of the non-performing credit securitisation
transaction originated by the Group {Leviticus GACS) and the retained covered bonds. The total nominal amount of
these transaclions was approximately 1.6 bilfion euro.

Lastly, regarding the optimisation of RWA, in june o synthefic securitisation with the EIF (European Investment Fund)
was concluded, acquiring a guarantee on the mezzanine tranche of a portfalio of around 1.7 billion euro in
performing loans disbursed to SMEs,

This is the first operation of the Group in this type of instrument,

ALM and Investments
AlLM

The management of interest rate risk in the Banking Book is carried out centrally by the Porent Group within a
specific delegated depariment, and the primary objective of management decisions is to mitigate the rebalancing of
the dynamics of economic value volatility with the volatifity of interest margin as the rate curve changes of monetary
and financial market in general, in accordance with the provisions of specific regulations (BCBS, EBA and the Bank
of liely).

The Group utilises an integrated Asset Liability Management {ALM) system with the aim of caleulating the risk
measurements that also include the use of behavioural models and measures, and management is primarily based
around a “natural hedge” model, which fends to pursue a natural compensation of the risks generated by the gaps
in liabilities and assets. The items for which hedges cre present are above all on-demand items, bond issues,
mortgage loans and the securities portfolio.

Management of Proprietary Porifolios

Regarding the management of financial instruments under assets, in 2019 the stralegies briefly described below
were followed.

Positions in the HFT category

As regards trading, it is noted thet the strategies implemented in 2019 resulted in a substantial break from that
carried out in previous years in trading activities. Specifically, investments in bonds attributable to the financial
sector, on which specific risk was concentrated, were progressively decreased, while intensifying operations on the
government component. As regards government bonds, operations were focused on flattening and on country
spread, implemented with particular intensity through Spanish government bonds. Instead, the positioning on the
German curve was carried out mainly through listed derivatives, primarily options. The risk budget assigned to
operations in the equity segment was an order of magnitude lower than that assigned to the bond segment: this
resulted, however, in a positive contribution to the income statement, though marginal compared to that produced by
operations carried out through bond instruments and related derivatives.

Positions in the HTC accouniing category
In 2019 the HTC segment of parent Company Banking Book portfolio increased from 15.3 billion euro to 16.7

billion euro {+9.6%}, driven by a net increase of 561 million euro in the government bond and a net increase of
912 million euro in the nongovernment bond segment. During the year, given the intention to rebalance the
exposure fo ltaly risk, 1.4 billion euro in ltalian government bonds was sold; during the same period, foreign
government bonds were purchased for o higher amouni, which led to an overall increase in the segment.
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Positions in the HTCS aecounting category
In line with that implemented in the HTC porifolio, in the MTCS accounting category, in relation to the government

bonds segmeni, the exposure fo liely risk was also rebalanced, together with a general reduction in the portfolio,
which decreased from 10.9 billion euro to nominal 8.3 billion euro.

The portfolio of the non-government bond segment reached a nominal amount of 2.7 hillion euro, recording a
decrease of 443 nillion euro over the year. The decrease was mainly due to the intention to reduce the porifolio in
USD. In terms of geogrephical distribution, llaly's weight on the porifolio remained substantially unchanged, while
Europe’s weight increased. Distribution by sector increased in favour of the ufilities sector.

Indirect exposure in mutual funds (FYTPLM] increased slightly during the year, also based on the expected evolution
of the markets,

Private Equity and Funds

During 2019, investment activities in Alternative Investment Funds continued, with an expension of asset classes and
diversification of markets.

The objective remains that of investing in the real economy.

At the end of the year, Due Diligence and Mediation services were [aunched, targeted to institutional customers that
invest in Alternative Investment Funds.

Group Treasury

During 2019 the oullook of particularly weck economic growth drove the European Central Bank toward an even
more accommodating monetary policy, with the introduction, infer alfia, of the tiering of deposits which, in the
specific case of Banco BPM, makes it possible to keep a cash balance with the Central Bank of over 6 billion euro
remunerated at zero.

The Bank's excellent liquidity position made possible the early repayment of the TLTRO Il for & billion euro and the
participation in the new TLTRO Il cuction for 1.5 billion euro, thereby reducing the stable financing from the ECB by
from 21.4 billion euro to around 17 billion euro.

Activities of the Money Market Desk saw a significant increase in forex swap operations, both to fulfil treasury
coverage needs in foreign currencies and to capture market opportunities, expressing an average monthly turnover
of over 15 billion euro in nominal amount {value in Euro).

Signiticant synergies were realised for the achievement of company targets in terms of streamlining the liquidity
Coverage Ratlio, working with the other Finance Offices and with the Liquidity Risk team.

The optimisation of available collateral for funding on the money mcrket made it possible to further reduce the cost
of financing and capture the best conditions and increase diversification of sources of funding both in Euro and in
foreign currencies.

The contribution of secured funding on propriefary assets reported avercge funding around approximately 8.3
billion euro, of which & billion euro through CC&G, while average lending amounted to opproximately 6.8 billion
evro, of which around 5.6 billion euro through CC&G [excluding longterm bilateral operations).

In 2019, the USD interest rate curve was highly volatile due to a global economic scenario marked by numerous
uncertainties. For that reason, in the area of USD it was decided to adopt a strategy of diversifying maturities (up to
a maximum of 1 year] in order to capture the expected downwards mavements of interest rates, while gucranteeing
the possibility of a quick adjustment of the loan in the portfolio in the event of possible changes in monetary policy
by the Fed.

Non-collateralised securities lending fransactions with leading market counterparties were sustained by a strong
liguidity position that made it possible to optimise the economic return on High Quality Liquid Assets. The maximum
outstanding amount of transactions concluded reached approximately 1.9 billion euro, to then stand at around 1.3
billion euro at the end of the 4th quarter.

Trading in medivm+term repos issues of retained Covered bonds and ABS, with underlying senior tranches of the
securitisation of bad loans guaranteed by GACS, developed over the year. I was decided to proceed, taking
advantage of the favourable market conditions, with maturities of 2 and 3 years. The total amount financed, for all
the above types, at the end of 2019, increased by approximately 1.4 billion euro, reaching o total amount
outstanding of approximately 3.5 billion eurc.

The actions to improve the liquidity ratio continued, also through switching our retained covered bonds with market
coverad bonds issued by leading counterparties.
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On the currency market, volatility dropped during 2019 compared to the previous yeer. In relation to this, the
operations of the Forex Desk saw a decrease in volumes traded on the market compared fo the previous year.
Instead, economic returns exceeded expectations, both due to operations of support to the commercial networks and
the banknote purchase and sale service.

The desk solicited and collaborated with the competent structures of Human Resources for updales to iraining courses

- (course topics and documentation) to be provided to colleagues in the network structures in charge of Foreign

operations, in order to provide adequate training on the forex products offered to customers.

Portfolio Management
The Corporate Centre also comprises the activities relating to porifolio management by Banca Aletti.

2019 was characterise by the continued presence of the main ceniral banks on the markets, which supported
economies and financial markets with exceptionally expansive policies, impacting the approach to invesiments,
which privileged technical/tactical positioning to the defriment of more strategic approaches, linked to economic
fundamentals. In the portfolios managed, exposure to the equity asset class was generally kept moderately
overweight, as a result of the significont performance achieved. The average financial duration of the portfolios
increased significantly, in relative terms, on that of yearend 2018, and was maintained moderately underweight in
relation to the benchmarks. Currency diversification in the portfolios, also based on the risk spread was also
managed using a more tactical approach, positively contributing to the overall results.

The results for the year were thus all highly positive, with positive results also in relation to the benchmarks and/or
different contractual paramefers, recording significant generalised overperformance, specifically with reference to
the management mandates with higher exposure to the equity asset class.

As at 31 December 2019, assels under management totalled 3.2 billion euro, slightly down on assets of the end of
2018. The assets of Group Pension Funds hod a parficularly negative impact, as the Funds decided to modify the
management mandates in favour of “third parly” asset managers, and which had an impact of around 750 million
euro on assets under management.

Real Estate Sector

Operations in the real estate sector involve the management of the Group’s instrumental assets and the enhancement
and possible disposal of non-instrumental assefs.

The process of streamlining and rotiondlising the offices that handle the real estate sector is at the stage of
conclusion.

As a result of the incorporation of BP Property Management into the Pareni Company, all the service aclivities
regarding the management and maintenance (both technical ond adminisirative] of Group property used in
operations were concentrated in a new office named Property Management.

With @ view fo increasing the efficiency and reducing the management costs of the spaces occupied, a plan for
rationalising locations was launched, which entails leaving owned properties and those of third parties: as a result,
the third parfy properties will be returned fo their owners, saving on lease rentals end the owned properties will
become available for sale or lease to third parties, also obtaining savings on fixed management costs. To date, the
moves from Via Carucci, Rome fo Parco dei Medici, Rome and in Bologna from Via Bovi Compeggi to Via Don
Minzoni have been completed, generating a total annual savings of approximately 3.6 million euro.

The renegotiation of rental payments of branches rented from third parfies continued, with an annual savings
achieved of over 3 million euro.

With regard 1o the Eracle Fund, analyses into the compasition of the portfolio are in progress, following the closure
of some owned branches, which allows the Group tfo increase the efficiency of the costs related to the lease,
replacing the closed branches with other, operational ones.

Efforts clso continued on the equally important energy efficiency project, focused at present on remote adjustment
systems for technological plant. The IT plaiform has been purchased and the first remote tesis have been conducted.
in 2020, the controlled systems will be implemenied.

With regard to non-operating assets, two structures have been identified:
- Advisory Secured NPE, which manages the activities relating to the marketing of real estate resulting from
the collection of receivables;
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« Property Enhancemeni and Valvable Works of Art: which is in charge of the monagement and
enhancement of the value of owned properties, with o specific focus on big ticket items.

The fechnical and legal management of all non-operating asseis of the Group continues to be assigned to the
subsidiary Bipielle Real Estate. The activity, which also includes properties deriving from defaulted lease contracts,
continues from yeor fo year, albeil with a slowdown compared to the previous year.

The company, which already incorporated a number of real estate companies in the previous years, continued the
reorganisation process by incorporating a further three subsidiaries, achieving management and operational
synergies between their respective organisational structures.

In 2019, the liclion real estate morket recorded excelleni performance, with @ rising frend in almost all asset classes.
Excellent results were clso achieved by the hotel sector, end Milan as the preferred destination.

In this context, deeds of scle were entered intc for arcund 131 million suro, commitmenis 1o sell have been
undertaken or the assessment phase is under way for other operations for approximately 87 million euro.

Suppori to the sales of small ticket items was also provided by several leading advisors, which were assigned to
promote sales of real estate assets throughout the country.

The most important operotions include: the sale of a property in Piazza del Parlemento, Rome for 57 million euro
and the sale of 48 properties, several of them underlying NPL positions, s port of the sale of a portfolio of bad
loans to lllimity Bank for the “L- ACE" project, which is expected to be concluded in the next year.

Work also continued for the purpose of generating income from free spaces, including those deriving from recent
branch closures. Approximately 35 new leases or renegotictions of existing leases were signed, for a total of new
annual rentals of approximately 8 million euro.

The most significant income-earning properties included the signing of the agreement with the Lazio Region for the
lease of the property of the Rome-based subsidiary Release, in Via Anagnina, with a full rent that will make the entire
property complex, already partially leased fo Ericsson, easier to market in relotion to its good profitability.

The real estate development sector also showed signs of recovery, especially in the logistics and hotel tourism
seciors.

In relation to the buildable land in Cologno Monzese owned by Bipielle Recl Estate, the new Territorial Zoning Plan is
pending, which resulted in the receipt of several offers (though subject to due diligence) for the purchase of several lots.
An interesting offer was also received for the land in Chivasso, also owned by Bipielle Real Estate, to develop a
logistics hub. A good proposal laccepted} was also made for the sale of lots of land in Lodi (former ABB} to construct
residential buildings.

One of the most complex cases from the real estate development perspective periains to the area of Collegno {TO},
also owned by Bipielle Real Estate, which the Municipclity fully allocated to public services. Consequently, a dispute
is in progress before the Court of Appeal, following on from the negaiive ruling issued by the Court of Turin, in
relation to the expropriation allowance requested fram the Municipality due o the land-use change imposed.
Regarding the subsidiary BRF Property, which owns a former industrial area in Parma, the redevelopment process is
under way via the design of buildings for commercial use and the recovery of the buildings with construction
restrictions, which have already been partially carried out. During the next year, significant urban development
works should be carried out as part of the commitments made under the Agreement.

The subsidiary Lido dei Coralli placed its assets for sale through a competitive bidding procedure, whose resulis will be
known in the next year. In the meantime, the business lease agreement continues with the current lessee, who holds a
pre-emption right on the sale, and the urban planning process is continuing for the renewal of the Agreement.

Instead, the subsidiary PMG sold the property in Genova Nervi for 2.2 million euro. Negotiations are under way for
the property in Imperia.

The tourism season was excellent for income-generating structures of Terme loniche in Calabria, while an interesting
offer was received for the purchase of the agricultural land of Terme loniche soc. agricola.

The season was also highly satisfactary for the subsidiary Sagim, which holds a real estate comgplex and land in the
province of Siena. Additional apartments have been recovered in the agritourism structure and the number of beds
and fables. Significant returns were obtained from the sponsorship of Ercica [old-fashioned cycling race on dirt
roads] and the inclusion of the structure in the bikefriendly network. The excellent managemeni both on the tourism
side and the agriculture side, which covers an area of around 1,000 heciares, is creafing interest in several
operotors in purchasing even parts of the business.
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RISK MANAGEMENT

Capital adequacy and main risks

The current level of own funds and of risk-weighted assets means that Banco BPM Group is easily able to comply
with both the regulatory thresholds and the specific threshold required by the Regulator on conclusion of the
Supervisory Review and Evaluation Process {SREP).

In order to provide its Management team, stakeholders and the Supervisory Authority with a complete and informed
disclosure, which confirms the adequacy of its own funds, the first defence against the risks assumed, Banco BPM
Group assesses its capital situation from a current ond future perspective, both as regards Pillar | and Pillar [I, based
on Basel 3 rules and the specific guidelines that the banks receive from the Supervisory Authority. The Group's
capital adequacy is substantiated in the continuous monitoring and management of capital rafios, so as to verify
compliance with regulatory limits and ensure the maintenance of the minimum levels of capitalisation required by the
Supervisory Authority. These ratios are also estimated during the Budget or Strategic Plon preparalion process, as
well as their consisiency with the thresholds established in the Risk Appelite Framework (RAF). The RAF is the
instrument which makes it possible to establish, formalise, communicate and monitor in a unitary and synergistic
manner the consistency of the risk profile of the Group with the risk appetite approved by the Board of Directors and
constitutes a policy for the development of the main company processes. The Risk Function develops the RAF to
support the Body with Management Functions, in collaboration with the Planning and Control Function and the other
competent Funclions, revising the framework at least annually based on changes in the internal and external
conditions in which the Group operates. Preventing exposure to risks that are inconsistent with the risk cppetite is
also carried out in fthe process of managing ST - Significant Transactions (relating fo credit and finance transactions,
sales of impaired receivables, purchases or sales of owned assets or other significant fransactions), and in leveraged
transaciions, which involve in the first place the Risk Function, which is required by law to express a prior, non-
binding opinion on all fransoctions categorised as significant.

One of the ways in which risk exposure is managed is an effective integroted risk reporting system, which enables
all risk measurements and the main risk factors to which the group is exposed to be closely monitored. This reporting
system is also regularly accompanied by a benchmarking analysis, prepared jointly with the Investor Relations
Function, aimed at providing indepth information on profitability, asset quality, capital adequacy and liquidity,
providing o performance comparison with the Group's main competitors.

In 2019 the regular monitoring of capital adequacy of the Group {ICAAP) was started, with a long-term view, based
on the most updo-date baseline and adverse scenarios share in the Scenario Council. This consists of o team
responsible for defining and updating or confirming the macroeconomic scenarios adapted in the Group’s strategic
processes in light of external events or specific vulnerabilities of the Bank. It is also responsible for identifying the
specific processes impacted and their potential updating. That team is composed of the Chief Financial Officer and
the heads of the Planning and Contral, Risk and Administration ond Budget Funcfions, with the pariicipation of the
head of the Audit Function as auditor.

In order fo promptly and meticulously oversee the risks jo which it is exposed, Banco BPM Group adopts a complex
group of policies, processes, methods and insituments, which will be described briefly below, while reference should
be made to the Notes to the financial statements (Part E) for more information.

Credit risk is managed by means of a portfolio risk estimation model, VaR, which is a defauli model, applied on o
monthly basis mainly to credit exposures of Banco Popolare Group banks. This model enables operating capital
absorption to be estimated, taking into occount the portfolic conceniration and the assumption of a joint non-
fulfilment of counterparties, in a predefined context of significant macroeconomic variables. The confidence interval
used is 99.9% and the time horizon of reference is one year. At the end of the model’s simulation process, the
maximum potential loss of the loans parifolic is broken down into the expected loss component and the unexpected
loss component. For other residual exposures that are not part of the porifolic model, economic capital is calculated
for the purpose of management control of risk through the use of supervisory regulatory metrics (Standardised
approach).

As regards the processes and the tools used to manage and control the quality of the loans portfolio pertaining fo
Corporate and Retail cusiomers, a key element is represenied by internal ratings calculated by models that are
differentiaied and estimated specifically for each customer segment. The rating represents a valuation, referring to a
time horizon of 12 months, made on the basis of all reasonably accessible information, both quantitative and
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qualitative, expressed by means of a classification on a ranking scale, of the ability of a porty to whom a loan has
been granted or is to be granted to honour its contractual obligations.

Rating plays a key role in loan granting, credit product disbursement, monitoring and performance management
processes. In particular, it plays a role in deciding which bodies are competent to approve loans, as well as on the
mechanism for the automatic renewal of uncommitied credit facilities, and it contributes to determining automatic
interception in the monitoring and management process (Watchlist).

It is noted that the internal rating is not applied for regulatory purposes to the perimeter of Banca Akros, to which
standardised regulatory approach is applied. Therefore, in operational applications, including the quantification of
economic capital and the calculation of the Expected Credit Loss under IFRS 9, proxies with average values are
used. Instead, the internal rating is used for Banca Akros as part of the loan granting process for customers in
common with the Parent Company.

The classification of non-performing exposures is conducted in line with the criteria established by the EBA.

The management of non-performing loans in Banco BPM Group is based, to a great extent, on a model thot assigns
the management of & specific set of loans {portfolio) to specialist resources. The use of management models that are
not based on specialist resources is limited fo positions classified as Past Due and Unlikely to Pay, for amounts under
the established materiality threshold.

The monitoring, management and assessment of non-performing loans is supported by structured processes and by a
specific management procedure.

More specifically, value adjustments are quantified by cpplying the LGD grids estimated by the Risk Function on a
flatrate basis to Past Due posifions regardless of their amount and to those classified as Unlikely to Pay or Bad Loans
for amounts below o materiality threshold, while for amounis over said threshold, they are quantified analytically by
the manager. Volue adjustments valued analytically by the managers are periodically reviewed.

Note that, with regard to the cost of credit for the purposes of the financial siatements, analytical valuation is used
for defaulted positions attributable to the perimeter of Banca Akros, given the very small number of positions in this
cdtegory.

With regard fo counterparty risk, defined as the risk that the counterperty in o transaction defaults before the final
sefflement of the cash flows of said trensaction {EU Regulation no. 575/2013), for operaiing purposes and to
provide suppori for capital adequacy assessment processes (ICAAP process), the Parent Company and Banca Akros
use internal methods to estimate exposures to the risk of possible defoult of counterparties in OTC derivative
transactions.

These methods are mostly based on stafistical-quantitative approaches, partially linked to the techniques used for VaR
(Value at Risk) estimates, which assess the impact that market risk factors may have on the positive future market
value of the overall derivafives porffolio.

For the Parent Company and Banca Akros, the estimate of exposure fo counterparly risk in derivatives, with regard
to existing positions with counterparties who have a signed “collateral agreement” {Credit Support Annex — CSA), is
carried out using the “Shortcul Method”. The expected exposure is assessed on the basis of possible changes of the
Mark to Market for the individual coniracts underlying the same reference CSA on a time horizon given by the “risk
margin period” that characterises each contract.

The measurement is also implemented in the Parent Company and Banca Akros lending process chain, with a daily
moniloring and reporling system.

For the remainder of the positions in OTC derivatives, the amount of exposure is calculated using EPE (expacted
positive exposure] methodology with an analytical or simplified formulo.

In caleulating exposure 1o counterparty risk, for Supervisory Reporting, the Group uses the standardised approach on
the entire scope of reference {derivatives, repurchase agreements, securities lending and medium and long-term
loans).

Regarding the control of financial risk management, the identification, measurement and operating conirol of the risk
positions of the Banks of the Group are conducted using o sophisticated position-keeping and risk confrol system that
provides constant monitoring of exposure levels and of the accurate verification of compliance with the operating
fimits defined by the Board of Directors of the Parent Company and by the Board of Directors of Group banks.

Financial risks are monitored on a duaily basis, both through the use of deterministic indicators (sensitivity to market
risk factors and referred to the issuer] and probabilistic indicators {Value at Risk - VaR). The VaR, which indicates the
maximum potential loss associated with market movements in unexceptional conditions, over a certain time horizon
and with a certain confidence interval, represents a synthetic risk measurement. The approach used to calculate the
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VaR is based on historical simulation, The values calculated are provided with a confidence interval of 99% and a
time horizon of one day. The correlations used are those implicit in historical scenarios applied to estimate the
empirical distribution of values in the trading book.

With reference to the Infernal Model Approach capital requirement, the Supervisory Authorities the extension of the
internal “Target” model for the Parent Company’s market risks to Banca Akros, starling from the Final Decision {lefter
dated 20/08/18, following the TRIM inspection). During 2019, the request was submitted to the Supervisory
Authorities to extend the internal model for market risk to the specific risk of debt securities and fo the exchange rate
risk of the banking book.

Daily VaR and VAR by risk factor
BANCO BPM GROUP: TRADING Book
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The relevani risk component is that relating to specific risk on debt securities and the generic and specific component
on equily securities, due to ihe presence of the positions on ltalian financial securities and government bonds and
positions in equity securities. Changes in these securities can be aftributed to the Group's overall risk frend. More
specifically, in the second half of the year, the portfolio indicated @ lower level of risk, 1o be attributed both to
exposures and to the volatility of the lialian government securities market.

In terms of operational risk, Banco BPM Group was authorised by the European Supervisory Authority to use the
combined Advanced Mecsurement Approach {AMA), relating to the validated perimeter of the former Banco
Popolare Group {former Banco Popolare segments of the Parent Group, Banca Aletti, SGS BP and BP Property
Management), the Traditional Standardised Approach {TSA} on the perimeter of the former Banca Popolare di
Milano Group {segments of the former BPM Scarl Parent Group, former BPM SpA, ProFamily and Banca Akros) and
the Basic Indicator Approach (BIA] for the other residual companies that comprise Bance BPM Group. Since the date
of the report of 30 June 2018, in line with the decision adopted by the ECB on the matier, the private banking
segments of the former BPM SpA and Banca Akros, which merged with Banca Aletti, have adopted the advanced
methods. Since the reporting date of 31 December 2018, in line with the decision adopted by the ECB on the
matter, Banca Aletti's Corporate & Investment banking segments, which have been merged into Banca Akros, have
been subject to the traditional standardised approach {TSA]. :

When granfing authorisation for the merger of BPM S.p.A. into Banco BPM in November 2018, the ECB prudently
defined the adoption of a floor on the business segments ta be merged, equal to the individual capital requirement of
BPM S.p.A. as ai 31 December 2017, multiplied by a corrective factor of 1.05.

To ensure a more accurate measurement of exposure to these risks, the improvement of monagement practices and
risk measurement techniques, the achievement in the medium term of reduction in the frequency and the severity of
operationa! loss events and the adoption of solutions in line with industry best practices, Bonco BPM Group
developed a measurement ond management system {standards and processes, aclors, roles and responsibilities and
IT models and applications) in fine with the regulatory requirements for advanced AMA models. This model is used
for the regulatory First Pillar measurement on the component authorised for the use of advanced methods, while at
overall Group level, the model in question is used continuously at management level and for Second Pillar purposes.
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Risk measured using AMA methods is conducted by means of an internal method based on a quantifative and
qualitative analysis along VaR logic. The quantitative assessment is based on internal loss data, gathered through a
loss collection process and combined with external loss data pertaining to the ltalian banking scenario {inbound
flows of the DIPO consorlium, set up by the major ltalian Banking Groups within the ABI - ltalian Banking
Associafion), and on data deriving from the Risk Self Assessment, in which alsa quelitative information resulting from
the ongoing assessment of the internal and external operctional context are used.

In line with mission of Banco BPM Group, the main risk impacts regard the “Commercial praciices” category,
followed by “Processes”, which together represent the predominant portion of total risk and which, for the most part,
arise in the Group's sales networks.

With reference to the category of “External Fraud”, given the tendency for criminals to adopt increasingly
sophisticated techniques {e.g. identity theft, IT fraud etc.), the Group is constantly reinforcing physical and logical
security, therefore containing these phenomena bofh in terms of frequency and the average impact on loss events of
this kind.

The Group takes the measures established in the mitigation plan {e.g. fraining, implementation of applications
processes/procedures etc.] as protection against the main risk factors that arise.

Regarding liquidity risk, in 2019 Banco BPM Group effectively carried out its infernal liquidity adequacy assessment
process (ILAAP), which the corporate bodies use to ensure that the Group operates with liquidity levels that meet both
the minimum regulatory requirements and the risk appetite approved within the RAF.

As part of this process, liquidity risk is monitored regularly, on an intraday, daily (shortterm liquidity} and monthly
{structural liquidity) basis, for both regulatory metrics (LCR, NSFR, ALMM) and metrics developed internally.

In 2019, all regulatory liquidity reports required at the level of the BPM Group were prepared.

For further information on credit, financial and operational risk, please refer to Part E in the Notes to the financial
statements, which is dedicated to risk management. The same chapter also coniains detailed information on
structured credit products, on exposures towards Special Purpose Entities, on securitisation transactions and
operations in derivatives.

The models developed internally by Banco BPM Group are subject to periodic tests by the Internal Validation
function, which is independent from the functions in charge of developing the models. The results of the fests cre
illustrated in specific reports shared with the Corporate Bodies.

Outlook for Group risks and objectives

The macroeconomic scenario currently forecast for 2020 sees slight growth in the GDP, along with underlying
conditions of uncertainty in the lialian political and economic context. For that reason, it is not easy to classify the
outlook for risks, Thus, the Group's objectives are fo take a prudent approach and to continuously monitor activities
with o view to limiting the impact of potential adverse changes that are difficult to expect in the national economic
scenario. The capital ratios of Banco BPM Group are aciually much higher than the minimum levels set by the
Supervisory Authorities, and this gucrantees adequate coverage of risks also in worsening macroeconomic
conditions.

This being said, with regard to credit risk, the Group injends to confinue with the process begun in the previous
years of reducing the weight of nonperforming loans, combined with the objectives pursued in terms of loan
composition by sector. For this reason, it is licit to suggest that the risk profile should prudenily improve in regards to
both performing exposures, due to the provisioning policies, and to the porifolio of non-performing loans.

With regard to both operational and structural liquidity risk, it is possible fo forecast a situation of substantial stability
and security.

The interest rate risk of the Group's own portfolio still shows a bullish frend, which, in the event of an increase in
market rates, which are currently ot very negative levels, would allow for an improvement in the interest margin to be
achieved. During the year the Group's overall risk profile appeared to be adequate and consistent with the
approved risk thresholds, just as the liquidity profile appeared to be adequate in the short and longer term,
complying with the internal risk limits and, where present, with regulatory ones.

Banco BPM has launched an assessment of the new framework for minimum capital requirements for market risk, in
light of the recent regulatory developments regarding the FRTB and their application in European regulations, with
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the objeclive of defining the actiens necessary to adjust the current organisational, methodelogical and 1T structures.
In that context, the first step was to conduct a gop analysis of the new requirements, to assess the Bank’s current
positioning in relation to full adequacy and compliance with the FRTB framework.

In January 2019 the Basel Committee finalised the second revision of the FRTB framework, amending the first version
dated January 2016. The EU has adopted an approach in numerous steps for the application and implementation of
the FRTB into regulations on banks’ capital requirements.

The plan for implementing FRTB in the European Union entails an initial phase of reporting, starting from 2021 for
the new standardised approach and from 2023 for the new IRB cpproach, and the adaption for the purposes of
capital requirements in a subsequent phase, expected in 2025.

The Risk Function coordinaied the renewal of insurance coverage relating to the protection of both assets used in
operations of the Group, both property, plant and equipment ond intangible assets, and assets used o guarantee
business iransactions, with o view to appropriately managing the transfer of operational risk.

In that context, following the Group’s decision to sell the internal broker, Arena Broker, the Risk Function coordinated
the rationclisation of the insurance brokerage companies operating in support of the Group, resulting in the
concentration of cll insurance operations for the Group with a single broker.

As port of that operation, a project was starled which will be developed over the longterm and, storting with the
operational loss data accurately recorded by the Risk Function, will make it possible to appropriately balance
retention and the transfer of operational risks.
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SUPERVISORY, CONTROL AND SUPPORT ACTIVITIES

Human resources

Following the canclusion of significant Group infegration and reorganisation projects, management activities focused
on the growth and development of resources, promoting the ceniral focus on people.

In this view, and in order to favour the growth in skills, during 2019, the Interfunctional Internship project, targeted
to resources of the Head Office, was started. The project involved structured working alongside personnel in the
Departments of the Parent Company, the Territorial Departments or the Group companies, for the purpose of
feaching colleagues about the single activities performed, favouring greater transversal integration among the
offices. The identification of the interns and the host structures was based on the existing relationships of day-to-day
cooperation. Patticularly important actions were implemented through the “Evolution Project” which, combined with
specific, dedicated training, was targeted to high potential resources in the Cperations area.

The training initiatives aimed at facilitating the success of flexible working clso continued, promoting conduct
focused on fargetbased work, autonomy and responsibility and enhancing smart communication in the new
organisation of work. Implementing the trade union agreement signed, flexible working was extended to an
additione] 500 resources.

During 2019, the hiring of people for their first job was allocated to expanding the commercial network, in the most
dynamic geographical areas of interest for the Group, and o targeted structures of the head office, specifically
Customer Support. The hiring plan was implemenied in compliance with the trade union agreements, also in order to
fovour generational turnover. It resulted in the creation of new opportunities for development, also meeting the
professional expeciations of the resources already working for the Group. The hirings also regarded high-level
professionals for the qudlitative and quantitative oversight of head office structures.

The reorganisation of the Group structure and operations was completed with the plans for merger by incorporation
info Banco BPM of the subsidiaries Societd Gestione Servizi BP S.C.p.A. and BP Property Management S.C.a r.l.,
which invelved over 2,100 resources.

Management activities also focused on supporting the significant reorganisation measures that involved the Parent
Company structures.

In particular, the role of Chief Lending Officer {CLO) was created in the credit area, which fulfilled the need to better
focus certain activities of defining budget and credit management strategies, in line with legislative changes, and the
role of the Chief Financial Officer {CFO), who was assigned full oversight in terms of planning, finonce,
management conirol and equity investments. Both directly report to the Chief Executive Officer,

Management choices are based on the infention of guaranteeing equal opportunities and avoiding all types of
diserimination,

The breakdown of personnel by category and gender as at 31 December 2019 is shown in the table below:

ey

Executives ' T e - T292 a2 . 32 324

Middle Managers 5,811 a5 5,846 2,198 412 2,610 8,456
Professional Areas/Other Personnel 5,794 155 5949 4,326 2,848 7,194 13,143
Companies cbroad 11 - - 7 18

of which:

Apprentices 17 - 117 12 i 113 230
Permanent confracts 11,789 190 11,979 6,451 3,279 @730 21,709
Supply contracts 2 . 2 - - - 2
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Development and Training

The function oversaw development, selection and iraining, consolidating the underlying processes to guarantee
continuity in prafessional growth pathways, innovatively and consistent with the main reference trends.

Planning and Development

In terms of development, the 2019 performance assessment cycle ended at the beginning of the year with the
feedback phase. The sysiem, opplied to all Group companies, promoies the empowerment of managers and
collaborators and encourages the diffusion of quality conduct, via the recognition of individual performance and the
application of assessment criteria based on the principles of fairness and merit.

In the first hatlf, the know-how of the Control Functions was mapped, in order to identify knowledge gaps and define
training actions to consolidate professional expertise of individuals ond their skills. The project is part of the
managemeni and development measures that contribute to guoranteeing the company business and customer
satisfaction by developing sound, distinctive expertise of Group employees. The mapping was carried out involving
all the resources of the Control Functions, due to the strategic role they hold in the company. This made it possible to
identify the levels of oversight and dissemination of the various types of know-how analysed in the specific functions
and, more generally, in the company. The personnel involved in the mapping can benefit from dediccted training on
the technical know-how that needs to be improved, end, therefore, an increase in their professional expertise, which
can be used inside and outside the company.

The new development model that will guide the professional progression of people within the company and
promotes integration and cross-sectoral movement between the business chains is under way, with a view to
enhancing individual skills acquired,

Selection and Assessment

During 2019, Bance BPM fook part in some employer branding initiatives promoted by Universities with the goal of
making students more aware of the company and offering them support as they approached the world of work. The
Bank took part in several career days and recruifing days, meeting students in classrooms, at dedicated corporate
presentations or at information stonds set up at the universities, in order to illustrate the possibility of working for the
Bank and the profiles sought, and to collect CVs, consolidating the collaboration with the Placement offices of
Universities with the local training bodies. Internships have praven to be a useful tool for young students and recent
graduates, as they allow them to experience the work environment. In 2019, Banco BPM Group launched 34
infernships from a variety of acodemic sources representative of their local areas. The office supported the search for
junior and senior profiles 1o be hired at Group companies. More specifically as regards junior profiles, in line with
the businass plan, around 500 recent graduates participated in entry tests in the classroom. The selection process
concluded with the hiring of 159 new employees, 120 of which signed a professional apprenticeship contract. For
the senior profiles, the search was conducted both directly and working with headhunters. Internal assessments were
also carried out with the aim of creating professional development pathways.
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Training

The table below shows the hours of training provided in 2019, broken down by the various types of training course
and the level of aftendees.

T
Troining days 174,554
“Training hours T 1,309,154
of which in % by fraining area: h o ) I
Z'_Q:;hwf;rng technical - professional * I h 38.7%
Technicol - professional R ) 33,5%
RAD;&;';{_;“ bt SO e T
MDHGSEFiUI o - T o I Wﬁﬁgjaé/é
Soft skills and skills de\.'elopme;;iww T ) 4%
Transversal technical - professional o ) T T T T 0 3%
Commercial services T - B - 7“{.‘5%

{*] The “Qualifying technical - professional” training area erﬂzdudesfrcmrngma‘ays provided on IVASS and MiFID I ESMA.

In 2019, the office tasked with training was asked to provide support to the finalisation of the 2016-2019 Business
Plan and to develop the synergies necessary to support the company’s growth and objectives.

The main training initiatives implemented in 2019 were focused on:

s increasing “flexible” organisational conduct, for the purpose of a “smart” approach to work - Smart
Organizaiion;

+ centralising the development of personnel - Banco BPM Mancgerial Style;

+ consolidating o leadership style and common approach; identifying and promoting o standard modus
operandi within the Territorial Departments - Baveno Residential Workshaops;

» spreading a culture of inclusion and to stimulate its expression in tangible managerial and operational
actions — Inclusion;

» strengthening the governance skills over the results from an approach that is customer-oriented and focused
on risk prevention and control - Business Sustainability;

» disseminating the Digital Business strategy and Banco BPM Multi-Channel distribution model - DOT
Programme;

+ developing job-specific skills - training courses to support hiring ot the company and professional
development paths;

+ developing skills in the area of Bankassurance - Development Commercial services;

+ improving technical and advisory skills - MIFID Il disclosure of ex-post costs and charges for investment
services of Banco BPM Group;

+ overseeing credit risk in business crisis - Assessment of credit, loan quality and management of business
crises;

+ overseeing and developing skills of Cantrol Functions;

« overseeing and developing the areas of mandatory and qualifying training;

+ developing the specialist skills of the Central Offices;

» developing the specialist skills of Group Banks - Banca Aletti Academy and Banca Akros Training.

Lastly, in 2019, the office launched a series of activities to upgrade the training system towards a digital system
{Smart Learning and Learning Evolution Projects).

Remuneration Policies

In 2019, the Human Resources department coordinated activities relating to the remuneration policies for Group
personnel. When implementing the remuneration policies, the annucl incentive system teok on particular importance
as an additional way of sharing and involving staff in achieving company objectives, not to mention those of the
Group as a whole. As such, it was defined by accounting for the characteristics and peculiarities of each Group
company, and the overall consistency in terms of rules and application methods at Group level.
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The annual incentive system, together with the three-year incenfive system launched in 2017, is a useful management
tool for the company to enhance the contribution of personnel and recognise individual merit.

Detailed information concerning the Group’s remuneration and incentive policies can be found in the “Banco BPM
Banking Group's Remuneraiion Report”, which was drafted in accordance with the applicable provisions of the
ltalion and European supervisory authorities and approved by the Bank’s Governing Bodies.

The Report is presented at the annual Ordinary Shareholders’ Meefing and is published on the Group's website
www.bancobpm.it {section Corporate Governance - Remuneration Policy).

Industrial Relations - Agreements relating to employees

During 2019, the ongoing dialogue with the social partners was particularly active regarding the implementation in
the company of the corporate iniegration process triggered by Banco BPM Group 2016-2019 Sirategic Plan. This
implementation, continuing the process of simplification, already underway, of the arganisational and corporate
structures and the enhancement of the core business, confirmed cdditional significant remodulations of the corporate
governance structure.

The diglogue with the trade union organisations was mainly focused on the ogreements concerning the
reorganisation of the Group, professional development and refraining, secondlevel bargaining and corporate
bonuses,

Concerning the Group's reorganisation measures, the following agreements were implemented:

« the transfer of the business segment relating to the management of NPLs of Banco BPM, composed of 153
resources, fo a specialised company of Credito Fondiario, with the objective of completing the related
Group derisking plan;

+ as part of the restructuring of consumer credit operations, the demerger of ProFamily with the establishment
of the newco ProFamily, with 65 employees, dedicated to carrying out activities with non-captive
customers, and the contextual renaming of the demerged company, sold to Agos Ducato, as ProAgos, with
12 employees, dedicated to carrying out activities with captive customers.

Moreover, through specific disclosure to the trade unions envisaged by law and the national labour agreement
regulations, with a view to simplifying the arganisational and corporate aspects and enhancing the company’s care
business, the sale of the controlling share package of Arena Broker was sold to Assiteca,

Regarding training, access to financing from the Joint Interprofessional Training Fund (Fondo Paritetico
Interprofessionale) was completed, with the aim of carrying out two fraining projects concerning the skill
development of the new professionals and professional re-training, commercial policies, work organisation, flexible
working, equal opportunities and diversity management.

As a result of the confinuation of second level negotiations, in the first half of 2019, o standard regulation for the
Group was also created concerning subsidised financiol conditions for employees, lunch vouchers and other welfare
benefits,

During the second half of 2019, ¢ smart learning agreement wos defined to carry out training activities outside the
Bank’s premises in a more flexible manner, and the smart working agreement was extended by two years,
expanding the base of possible beneficiaries up to around 1,000 people. The validity of the Framework Agreement
of 23 December 2016 was also extended up fo the date of clasure of the procedure for discussions following the
presentation of the upcoming new Business Plan of the Group.

Finally, as part of seconddevel bargaining and the regulatory framework of art. 48 of the National Collective Labour
Agreement, it was agreed that the company bonus would be paid to the employees in the Professional Areas and
Management categories, which may allow - during the current year and when the regulatory conditions in force with
regard to variable disbursements are met - for an amount that can be used through the usual methods, as welfare or
cash to be paid, in addition to a notional economic amount that can only be used for welfare.
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Internal audit

Cn the one hand, the Audit Function of Banco BPM, the Parent Company, is responsible for monitoring the regular
performance of operations and the evolution of risks, with a view to third-level controls, including on-site and off-site
checks, and, on the other hand, it strives to assess the completeness, adequacy, functionality and reliability of the
organisafional structure and other components of the internal control system, presenting possible improvements in the
risk management, measurement and conirol process to the corporate bodies and taking an active part in their
implementation.

The Audit Function is responsible for the internal audit activities of all the central and peripheral structures of the
ltalian companies of the banking Group. It also provides guidance, coordination and control to the struciures
assigned the audit activities for the only foreign enfity belonging to the Group (Banca Aletti Suisse].

When performing its duties, the Audit function takes the provisions of the widely accepted professional standards
into account.

The audits conducted in 2019 regarded the following areas:
» Governance Processes;
« Risk Control and Management Processes;
+ Finance;
o Commercial;
« loans;
« Support processes;
+ Banking networks;

with regard fo the organisational processes adopted, compliance with internal regulations as well as the conduct of
employees,

The most significant activities involving the Audit Function in 2019 included, in addition to obligatory audits
{deriving from fulfilments required by external regulations or Internal Regulations), cudits on processes regarding the
management of irregular or non-performing loans, projects for the application of the new definition of default and on
the measures for development of the risk measurement processes {with specific regard to infernal models validated
for regulatory and Second Pillar purposes), as well as support to Supervision {provided both as part of the on-site
inspections and as part of the manitoring carried out by the JST.

In addition to typical internal audit activity, the Audit Function has dlso provided advisory services, offering its
expetience by predominately pertficipating in projects and working groups, such as:

» adapting to MiFID |l legislation;

* the reorganisation project for the Group's Wealth Management department;

« the project to extend the specific risk of the rading book and the FX risk of the banking book, as part of the

internal model on market risks;
» the project to define a new Internal Model Inventory & Model Risk Management;
» the revision of the outsourcing process for the Important Operating Functions {I.O.F.].

Lastly, the Functior also fook part in projecis outside the Group {ltalian Internat Auditors Association {AlA) fables)
with reference fo:

+ SREP -~ evolution of Internal Audits according to SREP guidelines;

s internal and external fraud in the banking industry;

s Skills (Rlevolution;

« gutsourcing.

Compliance

The Group’s Compliance Funciion carries out its activities, reporting directly to the Chief Executive Officer, both for
the Parent Company and for the Group companies that have outsourced the service.

The compliance function oversees the management of compliance risk with regard to all Group activities, according
to a risk based approach, verifying that internal procedures are adequate to mitigate that risk.
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The regulatory areas overseen by the Compliance Function ore classified in: (i} highly important banking and
financial rules directly overseen by the Compliance Function; {ii) rules with speciclised control centres, which
implement, in compliance with the required methodologies and processes, the compliance risk monagement model
for specific areas with responsibilities in terms of executing compliance activities; {iii) rules overseen by other Control
functions, which have directly responsibility in those areas and with which coordination mechanisms and periodic
sending of information flows have been envisaged.

The Compliance Manager has also been given the role of Data Protection Officer (DPO} in accordance with
European Regulation 2016/679 (GDPR} concerning personal daia protection.

The current organisational structure of the compliance function is divided into five specific units, two of which are an
the stoff of the Compliance Manager lone tasked with providing methodological guidelines and coordination,
preparing Management Reporling and defining the requirements for developing supporting applications, and the
other which oversees the area of privacy regulations) and three dedicated to the regulatory issues which apply to
Banco BPM Group. Specifically, these are the following Organisafional Units:

+ Methadology Coordination and Reporting;

« DPO Support;

» Compliance of Banking Services, Governance and ICT;

» Markets and Invesiments Services Compliance;

» Anti-Money Laundering.

In the specific year, the development projects for processes, methods and IT instruments continued, aiming fo
strengthen the compliance risk management model and to bring about more incisive infegration and coordination
with the other control functions.

During 2019, pursuant to internal regulations, the Compliance Function carried out the operational activities and
controls to oversee compliance risk.

The function continuously identified the applicable rules and assessed their impacts on company processes, models
and procedures, provided consuliing on compliance [mainly for the regulatory areas of Transparency, Remuneration
Systems, MIFID, Corporate Governance, Payment Services, conflicts of interest, distribution of nonBIPS insurance
products), and assessed compliance with internal regulafions as part of the issuing process.

In application of the annual or specific plan required by the Corporate Bodies or the Supervisory Authorities, the
function conducted compliance checks {mainly on the areas of [nvestment Services, markels, related activities and
Banking, Payment and Financial services and personal data protection) in order to evaluate the existence and
adequacy of governance, organisation, control and IT measures of the Group, their strength and effectiveness in
mitigating compliance risks, and the compliance of the operational practices and conduct of employees or workers,
reporting any situations of noncompliance and identifying possible remediation actions {monitoring  their
implementation).

The Compliance Function also provided its cooperation to perscnnel training, in order to disseminote suitable
knowledge of the regulations and the related responsibilities and ensure full awareness of the supporting instruments
and procedures in the fulfilment of obligations.

The most important activities involving the Compliance Function in 2019 included:

« several internal changes to the function (in parficular, we note the enrichment of the set of remote
indicators; increased complexily of compliance opinions; inclusion of the activities of the specialised
control centres in the function’s reporting; adoption of a new internal management model for critical issues
and replanning of mitigation actions; and the strengthening of the control over Pillar 1 and 1l risk
management processes);

s the activities regarding the requests from the Supervisory Authorities formulated during the onsite
inspections, as well as the monagement of the remediation actions for the findings of such inspections;

+ the confinuation of support activities to the updating and adjustment of the governance model on privacy
and data processes, and the promotion and application of the culture of privacy by design and by default,

The Compliance Function also supported the implementation of important projects. These include the DOT project
pertaining to the multi-channel digitol transformation process begun by the Bank and the project activities relating to
MIFID i and Systematic Infernaliser, as well as the Product Governance project.
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The Anti-Money launderirig Function of the Parent Compeny, which is part of the Compliance Function, is fully
independent and oversees the risk of money laundering and terrorism financing, as well as reports of suspicious
transaciions, The Function performs the activities envisaged by the regulation through the head of the Anti-Money
Laundering Function and the porty Delegated to manage Reports of Suspicious Transactions [RST).

Research and development

Given the banking nature of the Group, research and development mainly regards studying the possible application
of new technology fo customer accounts, to improve and/cr extend the range of products/services offered, as well
as in internal company services, to simplify them or make them more efficient. In addition, important regulatory
projects, relating to the issue of new legislation at industry level have been completed or are in progress.

These activities are managed centrally by the Parent Company Banco BPM, following the incorparation during the
year of the subsidiary SGS BP, a company in which all IT functions, security management and the supervision of
middle and back office administrative activities were concentrated.

The main initiatives for each area are outlined below.

Technological projects and investments
Legal compliance

halian legisiative Decree 231/01 - Administrative liobilily of companies

In 2019, Banco BPM updated its Organisational Management and Control Model pursuant to ltalian legislative
Decree 231/01 and those of numerous subsidiaries in order to implement the introduction of new predicate offences
in the Decree. At the same time, the activities were implemented to update the mapping of “231/01 risks” within the
compeany's corporate functions,

European Regulation 2016/679 - GDPR [General Data Protection Regulaiion)

In relation to the obligations set out in Regulation EU 2016/679 on the protection of natural persons with regard to
the processing of personal data (GDPR], the updating and adjustment of the organisational model, processes and
internal regulations coniinued in 2019. Specific training was olso provided to all employees.

halian legislative Decree 231/07 and subsequent amendments. — Anti-money laundering and the prevention of
terrarist financing activities

During 2019 Banco BPM updated its operational and regulatory structure to implement the main changes introduced
by the measure of the Bank of ltaly on due diligence of customers to combat money laundering and terrorist
financing.

During the year, numerous measures were carried out to adjust procedures and processes to the new regulations
infroduced by numerous Regulators. In this area the following are noted:
+ the adjustment of the Group database to the new DoD {Definition of Defaull] regulations and the related
caleulation logics for the new management of default;
s the implementation of all banking products in compliance with the PSD2 regulations in order to increase
the security of transactions, through strong outhentication;
+ the conclusion of an important process of revision of the method for calculating the Value-aiRisk {VaR],
introducing a model for caleulating specific risk, called the IRC model;
+ the evolulion of the money laundering, terrorist financing and market abuse risk monitoring procedures.

Technolegical projects and investiments
The development of the new Digital model, based on the infegration of channels (multi-channel digital services}.

The .DOT, Digital Omnichannel Transformation Programme of Banco BPM guides the evolution of services to
customers, the [T platform and the operational model, as well as the company culture and ways of working.
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This sefs out an integrated action plan, aimed at:

enriching the service model for various cusiomer profiles with new high value elements;

introducing significant digital developments for Individual customers, with specific focus on the time to
market;

developing new highJevel digital services dedicated to Mid Cap SME customers;

seffing up cutting-edge digital CRM instruments capable of ensuring greater understanding of customers’
characteristics and enhancing the commercial and service-based interactions with customers.

In particular, in 2019, the following were created:

-

for private customers, simpler, paperless, mulfi-channel products. A new prepaid card, online Vera motor
and femily policies, a section dedicated to filling out the IDD Self questionnaire are available to customers
and, in generally, greater enhancement of the loans section;

for business customers, the new Smart Lending functionalities, which ensure that managers can optimise the
timeframes and cllow customers to apply for loans also outside branch opening hours and to reduce the
raditional time required to fill out the application, as well as the use of the Digital Supply Chain for non-
banking products, with the resulting simplification of financial, administrative and accounting management
of companies due fo an agreement with a leading partner;

measures fo improve the digital experience: a new ATM frontend capable of reducing response fimes
{withdrawals in less than 30 seconds), whose graphic interface simplifies usage and improves the usability
of the service: a new commercial site with search function based an customers” needs; activation of PSD2
services; the new Webank App and an upgrading of YouAPP, as well as enhancement of the trading
engine. For Businesses, o new YouBusiness Web user experience is available, which is more simple and
personalised, capable of offering new services such as electronic invoicing, advanced payment on invoices
and management of company cards;

measures in preparation of future developments, such as the convergence of applications aimed at
optimising development activities and improving the Internet Banking platform, as well as functional to the
digitisation of processes from a multi<hannel viewpoint.

Support activities

Support to the network — multi-channel customers

An important new service wos iniroduced in June 2019, with the activation of the instant bank transfer (Instant
Payment] service, i.e. the possibility of making funds available to the beneficiary within no more than 10 seconds
from the order, in all of ltaly and the Eurozone. Operations are guaranteed 24-7, 365, for a maximum limit set at
15 thousand euro. This function can also be accessed via YouBusiness Web.

In the area of mobile payment, the following new services are noted:

-

Pagobancomat Digit: @ new payment service that can make your ATM (Bancomat) card virtual and make
POS poyments using mobile devices;

BancomatPay: a new payment network operating at nofionel level, which allows P2P [persondo-person
paymenis), P2C |persondo-charity payments), P2B (persondo-business poyments) and P2G (personto-
government payments). It is exclusively based on your current account IBAN and is seftled vio a standard
or instant bank transfer;

YouPos Mobile: a new mobile method for collecting payments, which enables merchants to make mobile
POS transactions.

Technological Developments

During 2019, developments of infrastructural components were introduced which resulted in:

»

increasing the power of the Group’s pre-exiting hardware components to increose connectivity {up to 40
Ghb/s);

guaranteeing greater efficiency and security in data traffic flows;

adding newly designed hardware which expand connectivity bandwidth and fully support the new
technological features available on the market.
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Other projects in progress: organisational model

Actlivation of the Chief Lending Officer {CLO} role
Following the results achieved in 2018, with a significent decrease in the overall level of NPEs due to the
accelerated pace of sales, and in execution of the partership agreement with Credito Fondiario, it was necessary to
conduct a complete overhaul of the processes relating to the management of the entire lifecycle of loans and the
related organisafional structure. The initiative was conducted taking account of the following guidelines:
"« adopting a view of portfolios that covers clf credit segments and statuses and is capable of translating the
Group's risk appetite info consistent lending policies;
» increasing the effectiveness of default prevention measures, implementing new advanced analysis and
business intelligence capabilities;
s introducing an integrated, coordinated approach to mancging non-performing exposures, completely
separate from disbursement, working to implement and extend best practices.

The new role of Chief lending Officer was assigned the mission of guiding strategic aspects and supervising the
results of the entire credit chain and the lease operations of the Group. The following Functions directly report to the
CLO:

s Granting;

e NPE Manogement;

e Credit Governance;

+ Moniforing and Prevention;

and the subsidiary Release. In particular:
Granting oversees the process of approving and granling loans, guaranteeing the continuous compliance with the
Group's lending policies as well as the quality of credit disbursed, ensuring coordination of granting aciivities within
the Commercial Network and the Companies of the Group;
NPE Management oversees the processes of managing and restructuring irregular credit positions, with the goal of
safeguarding the continuity of relations with customers, and bad loans, with the objective of maximising recovery,
managing partnerships and workout activities;
Credit Governance supports the CLO in defining the lending policies, strategies and parameters for managing credit
and the operational plans. It establishes the rules for classifying loans and carries out oversight of the loan data tape
and the rating desk. It ensures the monitoring of and strategic reporting on the portfolio and oversight of credit data
analysis for the entire Group;
Monitoring and Prevention guarantses the performance monitoring of single watch list positions, and supports the
commercial structures in managing high risk loans. It monitors default prevention activities and the handling of
positions for their return to performing status. The Function is also responsible for classifying loans, in compliance
with the rules defined in the area of Credit Governance,
During the second half, said Functions were fully activated, organised in the following main areas of action:

s defining the entire organisational structure and organisational units;

+ defining the mission and functioncl chart in detail;

» updating the company regulatory structure (e.g. Regulation on Limits of Powers and Rights for Granting and

Managing Credit, Governance Regulations);
+ assigning delegated powers;
» defining needs.

Activation of the Chief Financial Officer {CFO} role
The new role of Chief Lending Officer was assigned overall oversight regarding finance, planning and management
control, administration and budget and equity investments, as well as the responsibility to define sirategies for
managing key finoncial stalement items that may influence income and equity balances of the Group.
The initiative was conducied taking account of the following guidelines:
* improving coordination between the various functions in the CFO area, taking advantage of the related
synergies deriving from a holistic approach consistent with the common issues and problems;
» infroducing a new Function focused on financial statement strategies, to translate the objectives of the
strotegic plan in terms of level and composition of balance sheet aggregates and to identify the actions
and drivers most suitable to translate these objectives info economic and financial results.
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Through o dedicated structure that reports to the CFO, the CFO ensures stralegic oversight of leverage on the main
asset classes {loans, securities portfolios, recl estate and other assets), on the capite! allocation processes and on the
correct determination of the value of risk-weighted assets RWA accuracy),

The Administration and Budget, Finance, Equity Investments and Planning and Control Functions report to the CFO.

ProFamily organisational restructuring

The sale of ProFamily to Agos Ducato was subject to the finalisation of a partial demerger of ProFamily's non-captive
operafions in favour of a newly established company, 100%-owned by Banco BPM. In the first half of the year, the
Organisation Function was involved in preparatory activities for the start up of that new business {NewCo] through
the detailed identification of the areas being sold, the redefinition of the structures and the new organisational
structure, the funcfional chart and communications and authorisation profiles in relation to the Supervisory
Authorities.

Data Governance and IT Security

Security evolution plan

During 2019 a Security Assessment was conducied, availing of a leading independent auditing firm, in order to
detect any existing gaps and adijust the security structure to NIST standards (The National Institute of Standards and
Technology is a US government agency in charge of technology management).

During 2020 the resulis of the assessment will be used to guide the project plan to improve the level of security of
processes.

During 2019 the review of security regulations continued, prioritising the aspects focused on the new European
regulations and the findings raised by the ECB in its inspection at the beginning of the year.

Strengthening of security controls and creation of the Security Operation Center (SOC]
During the initial months of 2019, the following objectives of strengthening IT security controls were achieved:
» strengthening the lifecycle of users with privileged access and managing the moin IT infrastructures:
servers, dalabases and network of the Group IT system;
« increasing the robusiess of the access credentials for company devices and improving the process of
verifying any vulnerability of the IT siructures and applying the related mitigation actions;
s activating and subsequently developing over the year the SOC (Security Operation Centre), which
operates 24-7, 365 days a year, to implement and manage cyber security alarms protecting the Group.

The losses deriving from IT fraud were coniained in line with the system, in a scenario of new payment services
offered to customers such as, for example, instant payment, urgent bank transfers and open banking payments
through third parties.

Business Continuity Tests
During the year the following scenarios were tested:

» “Unavailability of site”: a surprise test that involved all significant organisational units of the Group in order
lo verify the restart of activities from secondary sites. The tests involved moving resources, who verified the
operctional functionality of the workstations set up;

» “Unavailability of resources”: o surprise test that involved the entry of backup resources in the
organisational uniis, suitably trained in advance, fo take over the significant activities of the organisation
units.

From 4 to & June, Banco BPM also participated in the CBCE-G7 exercise promoted by the ECB, which simulated a
cyber attack on the global financial system. The simulation made it possible fo test the effectiveness of the business
confinuity plans and the company incident management process.

Disaster Recovery Tests

The Group tested the restart of the IT system from the disaster recovery sites, also verifying the functionality of key
applications for the purpose of business continuity, by involving end users at the head office and at the branches.
Tests of key suppliers were conducted, and the Group also pariicipated in the fests organised by market
counterparties such as Borsa ltaliana, SIA, EBA, Hi-MTF and RN,
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Data Governance and Daia Quality

In 2019 the Data Governance framework was defined, including the regulatory structure, composed of the Data
Governance Regulations, the Standard Methodological Date Governance Manual, the Data Management Process
Rules and the Data Quality Process Rules.

The main responsibilities of the framework {Data Officer, Data Owner, Risk Function and [T Applications Staff] were
defined and the responsibility of Data Owner was assigned in all risk areas, activating targeted training sessions.

The activities were carried out in full compliance with the BCBS 239 praject.

Evolution of applications architecture

In 2019 projects in the APl Management area {process of crecting and managing interfaces for web applications)
were finalised, which enable the evolution of architecture with a view to open banking. The APl Management
platform supports the provision of the services necessary for PSD2 complionce and the integration of Internet Banking
with the insurance company Cattolica.

Other Risk Management projects

Bance BPM Group aims to guaraniee the development and the contfinuous improvement of the models and of risk
measurement metrics, also through projects addressed ot implementing advanced models, ot aligning with standards
that are, over time, introduced at international level and at implementing Supervisory regulations and directives, as
well as at developing increasing effective oversight.

Over the year, the Group conducted several activities which are summarised below.

2nd level controls

A series of activities were lounched to revise the framework of 2nd level controls enacted in the credit area. The
main actions involved: i} the updating the regulations on Significant Transactions {ST), launching the issue by the Risk
Function of additional types of non-binding "ex-ante” opinions in the credit arec; ii} implementing a set of Key Risk
Indicators {KRI) fo assign each counterparty a risk level, while intercepting potentially high risk areos to subject to
analyfical testing; and iii) revising the reporting system.

Investment Services Conirol Fromework

With regard to checks implemented on Investment Services — MiFID, during 2019 the implementation of the contrals
attributable to macro-processes of Advisory, Product Governance, Pricing, KID management and Best Execution
confinued.

Data Quality Aggregation

As regards Data Quality and Data Governance, as the assessment concluded, in March the Group launched the
project for alignment with the BCBS 239 Standord (Basel Committee on Banking Supervision's standard number
239). The BCBS 239 project was implemenied, on one side, in the crea of data quality, where the st level, 2nd
instance controls were addifionally developed on all risk areas, and on the issue of data governance, on the other
side, the methodology was finetuned to develop the business lineage, and was cpplied as o priority on the metrics
of risk integration and interest rafe risk,

The main steps in the development of data quality controls activated during the year were as follows:

o IFRS 9: in March the creation of controls regarding all the phases of processing {input, rules for complefion,
caleulation of staging...);

» Liquidity Risk: in March and July all the priority controls that regard both input data and output data of the
process of calculating the main liquidity indicators (LCR, ALMM and NSFR) were created;

» Credit Risk: the set of ongoing controls on the credit risk caleulation processor was expanded to cover all
the main information that affect the RWA calculation. New controls were developed relating to guarantees.
Data quality checks were conducted to support the application to change the AIRB model;

o Markel Risk: after conducting severcl data quality analyses to suppart the application for review of the IMA
(internal Model Approach) model in April, in the second half of the year, there was a significant
commitment to expand 2nd level controls. In particular, controls were developed on market parameters
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{bond curve, ASW, CDS, indices, bond option volatility) and on specific risk positions {appropriate use of
the curves on associating credit to issuers) and equivalent conirols are being created for generic risk;

« IRRBB: in Ociober, all controls relating to the main input data for interest rate risk were released,
specifically those required for the models, and on output data of the main metrics;

« Operafional Risk: in December new controls were released, to complement the pre-existing framework,
which, also in this case, regard all phases of the process {Loss Data Collection, caleulation of capital
requirements...}.

These activities will continue in 2020, with specific focus on issues of data governance, with the goal of developing
the alignment of the main business areas with the main metrics of all risk areas, by the end of the year.

Maoreover, parlicipation in all the development projects is envisaged in 2020, which will result in significant changes
to risk processes and models [e.g. Definition Of Default, single step Loss Given Defauli].

Lostly, siaring with an assessment carried out in December 2019, data quality measures will be identified to
strengthen the controls on Supervisory Reporling on risk.

Credit risk

« Activities linked fo the A-IRB application of 2019, containing new Corporate and Retail LGD/PD/EAD
models;

« Activities linked 1o updating the time series of the LGD model in production;

« Change 1o the software for calculating capital rafios relating fo exposures to securifisations, useful to
implementing the updates to the CRR (Regulation 575/2013) as per Regulations 2401 and 2402 of
2017,

« Updating of the satellite models for the LGD parameter across the entire Banco BPM perimeter;

+ Updating of the forecast PD curves and the caleulation model for forecast LGD for provisioning purposes
for Banco BPM Group perimeter, with a view to IFRS 9;

+ Completion of the activities connected io implementing the new definition of default in a shadow
environment;

» Activities linked to building the dciabases necessary for the revaluation of the PD, LGD and EAD models
that was requested by the Supervisory Authorities in view of the production of the new DoD (Definition of.
Default) (1 January 2021) for both regulatory and management purposes. Filling in the Monitoring
Template from September 2019;

s Preparation of the Group Credit Risk report on a quarterly basis.

Market risk
+ Request to extend the internal model for market risk fo ihe specific risk of debt securifies and to the
exchange rate risk of the banking book.

Starting from 2 October 2019, the Eonia interest rate was joined by a new interest rate called the European Short
Term Rate (€str). The phase of transition from the Eonia to €sir will take place from 2 October 2019 to 31 December
2021, the date on which the Eonia interest rate will no longer be published. As requested by the ECB, on 6 August
2019, the Bank sent a document indicating the plan of activities and measures fo be implemented, as well as the
critical aspects that it is expected may emerge. In order to be able fo manage the problems and activities relating to
the issue in question, a specific team has been set up.

Interest rate risk
+ Implementation of the EBA Guidelines on interest rate risk (EBA/GL/2018/02), which entered into force
on 30 June 2019, with the resuling adjusiment of the measurement and reporting framework;
s Extension of the imternal model on drawdowns of free credit lines to interest rate risk;
« Development of the 1st level, 2nd insiance controls.

Reputational risk
« Realisation of a specific project to develop and implement a Machine Learning & Arfificial Intelligence

engine, for the purpose of also considering the web reputation component, thereby guaranteeing greater
reactivity and strengthening the predictive capacity of that methodology;

« Re-estimate of the nodes of the experiential function, used to quantify the amount of capital allocated to
cover potenfial losses related to reputation;
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+ Verification of the adequacy of all Key Reputational Risk Indicators selected and introduction of a new
income indicator, for the purpose of specifically monitoring the evolution, volatility and profitability of the
fee and commission components relating to investment services offered to customers.

Business Risk
« Completion of the conceptual review of the estimaie approach as part of the ICAAP, and verification of the
robusiness of the model, also in relalion to the new Group perimeter.

Real Esiate Risk
s Refining of the correlation matrix and enrichment of the data quality process underlying the classification of
real estate assets by type and geographical area.

Strategic Risk
« Definition of the new approach to risk assessment in adverse scenarios, specifically regarding the main

macroeconomic variables.

Equity Risk
» Updating of the mapping process of the equity portfalio with the reference sector indices. Verification of
the robustness relating to the infra-segment correlation matrix used to estimate economic capital.

Integration of Risks
» Recalibration of the estimate parameters used in the methodology for integrating the various types of risk.

These activities required the updating of the time series relating to expected/actual loss analysed and the
verification of the statistical assumptions of the single marginal distributions.

EBA 2020 FU-Wide Stress Testing

In the last quarter of 2019, activities were begun io prepare for the EU-Wide Stress Test 2020 exercise, coordinated
by EBA/ECB, which will be carried out in the first half of 2020 and will conclude on 31 July 2020 with the
presentation of the results to the market. The exercise will consist of the assessment of the impacts of the application
of @ common macroeconomic scenario, both baseline and adverse, as at 31 December 2019 (starting point),
projected aver a time horizon of 3 years, based on the assumption, inter alia, of static financial statements, using the
methods indicated by the Supervisory Authorities.

Risk-based incentive system

The 2019 Incentive System of the Group and the individucl companies was defined on the basis of the new
Supervisory provisions concerning “Remuneration and incentive policies and practices” issued by the Bank of Italy
{Circular 285/2013 and subsequent updates). In this regord, the conditions for activating the 2019 incentive system
were aligned with the Group’s RAF framework and, more generally, with the risk appetite approved by the Parent
Company's Board of Directors.

Internal Model Inveniory & Model Risk Management

In 2019 the internal model inventary was populated with all the internal models, with full mepping of the models in
the risk area, the uploading of the reloted methodologies and the creation of the projeci Hows, launching a risk
management model pathway applied to the entire portfolio of models via the identification of a few risk indicators.

Communication

In 2019 the function in charge of Brand Identity continued fo oversee communications activities that impact the Bank,
both and central and local level.

Over the year, the first testing phase of the Digital Signage project of Banco BPM was concluded. This involved the
positioning of monitor display stands in the display windows on the sireet in 6 branches of the Bank, in Milan,
Verona, Novara and Bergamo.

The project entails the installation of a total of 30 “Flagship” branches in the main areas where Banco BPM
operates. A plafform will be introduced that is capable of speaking to the various targets in a personalised manner,
eliminating the disiribution of brochures and leaflets to support the initiative and significantly reducing the use of
paper, also with a view jo protecting the environment.
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The Brand Naming project on the Naming Strategy waos also concluded. That project was implemented lo create @
Commercial Naming Strategy for Banco BPM by involving the fop management with a view to steering the
producing naming choices over the next 5-10 yeors.

A project was also launched which aims to revise bank-customer communications with a view to greater
transparency, simplicity and effectiveness [R-Evolution).

In the area of transparency lowards customers, the eniry into force of the first Evropean MIFID directive in 2007
allowed the banking system to implement actions to know their customers. In this coniext, Banco BPM promoted the
advisory service. Following this approach of greater transparency, Banco BPM provided customers with a written
statement using simple language, designed to highlight the elements of value of the advisory service of the bank,
understanding the results both in the interncl context and that of the reference markets.

Therefore, an external and infernal information process was created, aimed at all Bank commercial structures.

Bance BPM places the signing of a fiveyear partnership with the AIRC Foundation {Foundation for Cancer Research)
in a wider view of social responsibility, Through this partnership Banco BPM assists the Foundation as an institutional
fund raising pariner supporting the scientific research and dissemination of the correction information on the
prevention, diagnosis and treatment of cancer.

Over the year, a Community Report was olso drawn up. This is a communication and information instrument that
collects, documents and testifies 1o the aspect of the bank as a “Community Bank”. A map for orientation in a
virtuous, detailed process, guided by the 17 Sustainable Development Goals set by the UN in the Agenda 2030.

In the area of instituional communication, in December, the first “Stra-ordinario” (Extra-ordinary) campoign was
presented in December. With the claim “Siamo una banca che fa cose normali. Ma insieme facciomo cose
straordinorie.” {We're a Bank that does normal things. But together we can do extraordinary things.), Banco BPM
speaks up for a traditional approach fthat of o local bank, the bank around the corner) through an unexpected,
contemporary model, focused on the issues of a continuously changing society.

Due to the new parinership with Cattolica, ihe line of products dedicated to the world of insurance was updated
and, along with this, the language and communications style. "BoncapitAssicurazione” (Bank and Insurance) is used
to characterise Banco BPM entire range of products and services. Two new products were launched:
CasapitFamiglia (Home ond Family), insurance that can be modulated based on the customer’s insurance needs,
and AutopidSicura {Car and Safety), motor insurance and an additional connect guarantee which includes SOS
services, breakdown services, geclocation, etc.].

During 2019, Media Relations mainly concentrated on consolidating and disseminating messages and
communications regarding the new Group perimeter. This involves informing the media regarding significant
operations executed in line with the 2016-2019 Business Plan: from the process of rationalising the produce
companies 1o the continuation of derisking, from the reporting on ECB communications on capital requirements to the
resolutions of the Board of Directors, up to operations regarding the issue of financial instruments.

In 2019, around 90 press releases were issued. Banco BPM also organised and/or hosted, based on partnerships
or sponsorship agreements, many press conferences and events involving the media, with around 40 meetings in
various local offices.

As regards events, a customised office was set up to ensure the best Group management of all initiatives of a more
institutional nature.

During the year, 70 events were held in 27 lalion towns, meetings on specific issues, cultural and sports events, for
a total of 4,000 guests. As part of the parinership with AIRC, the Events Office coniributed to creating and
participated in around fifteen charity and prevention awareness events.

Also in 2019, the social media activity of Banco BPM was conducted via Facebook, Twitter, Linkedin and Instagram:
the purpose of the institutional presence on social media is io strengthen the brand positioning and improve its
reputation.

During the year, social media activities concentrated on befter siructuring work in terms of planning, internal
reporiing tools, mapping projects and initiatives promoted by the Bank and listening to the web audience.

For this purpose, interviews were conducied to record and catalogue all activities bearing positive values {local
initiatives, CSR, human resources, corporate activities, third sector, efe.).

A Social Network Analysis was also conducted to find out about issues of interest for those on the web, privileged
discussion channels and leading influencers.
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In 2019 more than 600 posts were published, obtaining on increase in followers of 50% on Facebook, 109% on
Linkedin, 131% on Instagram and 36% on Twitter,

In December, the Group’s new websites were published: the commercial website www.bancobpm.it and the
institutional website bitp://gruppo.bancobpm.it. Both of these have been designed to facilifate the user experience.
The former has a product catalogue that it easy to consult and highly infuitive, while the latter mainly targets
institutional investors and journalists.

A magazine, periodically updated, is clso proposed as an informational tool both in terms of education and to
promote the activities that the Bank carried out in the areas where it is located.

Also 2019 Banco BPM worked on numerous measures and activities that allowed the bank to operate in synergy
with its local areas. The “School Project” was particularly important for the CSR and Corporate Relafions offices: it
was achieved in collaboration with regional partners and institutions, involving 19 Italian municipalities in need of
support to upgrade the teaching eguipment of almost 50 in public schools of ali kinds and levels.

The “Financial Awareness” initiatives were also significant, providing workshops ot branches and at schools, with
different ways to interact {live and through socicl networks) on economic and financial topics, through 39 meetings
in 19 towns, involving almost 4,000 people.

In 2019, the unit also organised local sponserships and suppert io initiatives aimed and the social sphere and
inclusion, intercepting, while in line with the cost reduction objectives, around 150 projects worthy of atteniion.

The commitment to be present in all areas and within the reference communities increased even more over the last
year. A particularly successful event was the “Meet the Author” festival, which saw the bank host 58 book
presentations by leading ltalian authors at its offices, with over 11,000 people participating.

The office clso drew up the Nan-Financial Statement for 2018, which was published as a separate report to the
Financial Statements. This Statement was infroduced by [ialian Legislative Decree 254/2016 on non-financial
information, according to which large-scale entities of public interest are obliged to report specific information of o
non-financial nature to the extent necessary to enable an understanding of the company’s business, its performance,
its results and the impact generated by the same, in terms of environmental, social and staffrelated spheres, with
regard to human rights and the prevention of active and passive corruption.

The office also coordinated the organisation and management of over 330 events and conventions promoted at the
representative offices of Banco BPM,

In regard to the company iniranet, internal events and other specific initiatives, Internal Communication took action
to spread and share company objectives and strategies, which contributed to consolidating the identity culiure of
Banco BPM and making all information promptly accessible to employees.

Engagement, involvement and awarenessraising concerning the company's objeciives and issues were also pursued
via meetings that made collecgues active participants in the process of building the new identity: in 2019 around 20
meetings were organised internally, from Management events to small face-to-face meetings with the Chief Executive
Officer, 1o opportunities for engagement.

In 2019 Corporate TV was also [aunched. This is a multimedia platform that provides colleagues with instant access
to the most important video contributions launched on the intranet, through carousels, news items or dedicated
sections.

Lastly, amongst the activities of the Identity Project headed up by Internal Communication, the Brand Ambassador
project was particularly important in 2019 following a dedicated training period that began at the end of 2017,
300 colleagues decided to represent the Bank, to be active in local areas, promoting Banco BPM brand and the
values it represents.

During 2019, the Brand Ambassadors participated in numerous aclivities: supporting events and branches,
parficipating in surveys and/or focus groups and supporting commercia] initictives.

During 2019 a taskforce of around 50 “geolocalised” Brand Ambassadors was created, with informational
responsibilities and skills on economicfinancial issues, which may cover the roles of external instructors and teachers
for education and financial awareness sessions promoted by Banco BPM at the branches and at schools (primary
schoals, middle and high schools).

As regards the companies in Banco BPM Group, after the division of operations between Banca Aleti (Privote} and
Banca Akros {Investment), it was necessary fo revise the line of institutional communication to provide both banks
with a distinctive image which contributes to highlighting the specific characteristics of each.
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Investor Relations

In 2019, the Investor Relations team managed 116 events overall, typically with the involvement of the Group's top
management, which entailed meeting 454 invesiment companies {both on the equily and fixed income markets},
financial analyst firms and raiing agencies. These events were supplemented by 4 telephone conferences held with
audio webcasts over the year to present the Group’s financiol performance to the market (resulis as at 31 December
2018, 31 March 2019, 30 June 2019 and 30 September 2019).

Indusiry confer ) 5

Industry conferences [fixed income market] (*) S T2 17% 10 2.2%
Roadshows {s.k)ck market} o B 4 3.4% 48 10.6%
Roadshows [bond markel) T 8 69% w:w 99 21.8%

Other individual and/or group meelings, telephone conferences
‘and video conferences {stock market) o &7 57.8% 161 35.5%
Other individual and/or group meelings, felephone conferences

and video conferences {bond morksl)

Meetings/calls wilk raling ogencies

Other assets

Presentation io the financiol market with conference calls/webcasts 4

{*] Exeluding inveslors from the calculotion of the companies, who attended any “Flaor presenlations” of the indusiry conferences.

On the stock market front, parlicipation in the 5 industry conferences and the 4 Road Shows organised in various
Europeon cities by leading research and brokerage companies, was significant. Together, these resulted in meeting
138 counterparties, equal fo 30.4% of the total reached overall during the year.

Similarly, in the fixed income market, we participated in 2 industry conferences and 8 roadshows, meeting 109
counterparties {24.0% of the fotal) in various European cities.

The remaining 45.6% of the institutional parties involved had the chance fo interact with the Group on 97 occasions
(direct individual and/or group meetings, telephone conferences and/er video conferences), including 11
meetings/calls with rating agencies.
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OTHER INFORMATION

Members and Shareholders

The share capital of Banco BPM, amounting to 7,100,000,000.00 euro, is represented by 1,515,182,124 ordinary
shares, with no nominal value.

Banco BPM shares are listed on the Electronic Equity Market (MTA) organised and managed by Borsa ltaliana
S.p.A.

As at 31 December 2019, the shareholders of the Bank broke down as follows:
+ approximately 250,000 depositors at Banco BPM Group;
+ around 125,000 depositors with other brokers. This figure represents the situation on the share exchange
date (2 january 2017) after the merger between Bance Popolare Soc. Coop. and BPM S.c.a r.l., as no
accounting transactions on share capital were subsequently recorded.

Pursuant to art. 120 of the Consolidated Law en Finance, any investor with shares representing over 3% of the share
capital of a listed company, must make a disclosure to the investee company and to Consob.
On 31 December 2019, according to the information published on the CONSOB website, parties which have
declared shares of over 3% in the share copital of Banco BPM are the following:

» Capital Research and Management Company with a 4.98% equify investment;

+ [Invesco LTD with a 4.7 15% equity investment.

Banco BPM stock

In 2019, the value of Banco BPM shares fluctuated between a minimum closing price of 1.620 euro on 14 August
2019 and a maximum clesing price of 2,155 euro on 16 October 2019,

From the beginning of the year, Banco BPM shares recorded a positive performance of +3.05%. During 2019,
average daily volumes were approximately 27 million shares.

Lastly, at the end of 2019, Banco BPM share was “covered” by 17 equity research companies {of which: 7 with
positive recommendations, 9 neutral and O negative, fo which 1 suspension of the “not rated” temporary rating
should be added}, with which continvous dialogue was maintained during the year.

Group ratings

Summary table of Banco BPM Group ratings

o

Bao3/Stable Outlack Bal /Stable Quitook
Ba2/Negative Qutlook Ba2/Negalive Outlook

Long Term on Deposits

Long Term on Senior Unsecured Debt

Moody’s Investors
Service

Issuer Rating

Ba2 /Negative Outiook

BGQ/Nfgfiive Outlock

Short term o P-3 NP
Baseline Credit Assessment ba3 bl
Counierparty Risk Assessment Baa3{er) /P-3(cr) Bal (er]/NP(er]

DBRS

lLong-Term lssuer Reting

BBB (low)/Stable Trend

BBB [fow}/Steble Trend

Long Term on Senior Debt

BBB {low}/Stable Trend

BBB {low]/Stable Trend

Long Term on Deposits

BBB/Stcble Trend

BBB/Stable Trend

Short.Term Issuer Rafing

R-2 middle)/Stable Trend

R-2 [middle/Stcble Trend

Short Term on Debt

R-2 {middte]/Stable Trend

R-2 {middle]/Stable Trend

Short Term on Deposits

R-2 (high)/Stable Trend

R-2 (high)/Steble Trend

intrinsic Assessment

BBB {low}

BBB {low]

Support Assessment

SA3

SA3

A

R
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Summary table of Banco Akros ratings

Lcng.-Term Issuer Rating BEB {low)/Stable Trend BBR {low)/Stable Trend

leng Term on Senior Debt T BBB (low]/Stoble Trend BBB {low)/Stable Trend
Long Terr;‘c“r'lmbﬂc;posits o ”MBBB/SrobIe Trend RBB/Stable Trend o
DBRS Morningstar ShortTerm Issuer Rating R-2 (miédle]/Siubie Trend R-2 {middle}/Stable Trend
Short Term on Debt R-2Z [middle)/Stable Trend R-2 (middle)/Stablem:f_;;\g
Short Term on Deposits . R2 (high}/Stable Trend R-2 {high)/Stable Trend
Support Assessment o SAl SA1 ) .

Changes in the ratings of Banco BPM Group during 2019, broken down by rating agency, are described below.

Moody’s Investors Service [Moody's)

On 28 May 2019, Moody’s Investors Service [} improved the longterm rating on the deposits of Banco BPM,
raising if from Ba1{Stable} to Baa3 {Stable), thus within the Investment Grade category; (i) improved the Baseline
Credit Assessment (BCA), a rating which analyses the Bank’s financial profile in its operating context, raising it from
b1 to ba3; (iii) confirmed the long-term rcting on the senior unsecured debt at Ba2 {Negative].

At the same time, the shortderm rating on deposits was also raised from NP to P-3, and the Counterparty Risk
Assessment (CR Assessment] weni from Bal{cr)/Not Prime{cr} to Baa3{er}/P-3{cr).

DBRS Morningstar

On 21 November 2019, DBRS Morningstar confirmed all of Banco BPM's ratings, including: (i) the long and short
term Issuer Ratings and the long and short term ratings on senior securities at BBB {low)/R-2 {middle); {ii) the long
and short ferm rating on deposits at BBB/R-2 (high); and {iii} the Support Assessment at SA3. The trend on all ratings
was confirmed at Stable.

|dentical actions on ratings were also carried out for Banca Akros, which has the same long and short term ratings
and trend as the Parent Company, with the exceplion of the Support Assessment, which was confirmed at SAT.
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PERFORMANCE OF THE MAIN GROUP COMPANIES

A summary of the main equity investments in Group companies is presented below, with an indication of the most
significant balance sheet, income statement and operating balances as at 31 December 2019,

Banca Aletti

i

Income stafement figures {in millions of euro)

Interest margin {79.3%) 63.0
MNet fee and commissionf{r;gc;rr;: o ) _MWW;A‘,S‘%:. o ‘;iu(:)‘
_Opermﬁng income o _(53“0%) 262.5
Operoting expenses B (75.5) 80.1)  (5.7%  (111.9]
Profil {Joss} from operations 208 1249 (83.3% 150.6
Profit {loss} before tax from confinuing operotions 4.2 T102.5 195.9% 1289
Profit (loss) afier tax from c::niinuing operations o (3t.4) 65.1 Il 48.2%Tmmm 7 Tsao
Net income (loss) o @4 6l2 (151.3%) 80.2

(*) The figures for 2018 have been reclassified to provide a like-forlike comparison, considering as Income skalement igures fhe combined figures defermined
by aggregating the contributions of the Private segmenls of Bonca Aletti and Banca Akros. The column 31/12/2018 shows the figures from ihe published
separale financial stafements.

B ik

Bolance sheet figures (in millions of euro)

Total assets 2,734.9 73,0103 [9.1%)
Loans to customers {net] S 155.6 120.9 28.7%
Finarciol assets and hedging derivotives T 9.4 8.5 (]7;/;5
Shareholders’ equity 345.4 453.6 {23.9%]
Customers’ financial assets {in millions of euro)
Direct funding ) T 21707 1,672.5 29.8%
Indirect funding - 21,863.2 21,081.8 3.7%
- Asset management 10,302.0 10,171.C 1.3%
- Mutucl funds and SICAVs 5,198.2 4,463.0 16.5%
- Securities and fund menagement o 3,240.5 4,046.2 {19.9%)
T nsurance policies 1,863.3 1,641.8 12.1%
- Administered assets o 11,561.2 10,910.8 6.0%
Information on the organisation ) h T
Average number of employees (*} 473.7 4833
Number of bank branches T 55 ) 55 -

{*) The overage number of emplayess in 2018, on ¢ likeforlike bosis with Ihe combined income stalemenl figures, wos recalculated, sstimating if based on
the number of employees of the Privale struclures of Banca Alelti and Bunca Akros.
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Profitability ratios {%)

Financial morgin/Operoling income T 2%) (2.8%) (57.14%) 24.0%
Net fee and commission income/QOperaling income 99.9% 45.2% 121.02% 34.7%
Bgzercting expenses/Ope}‘aﬁEﬁﬁg income . o 78.4% 39.1% 100.51% 42.6%
ROA h T 0.2% 3.4%  194.12%) A%
ROE (9.1%) T 13.5% (167.35%) 11.5%
Operational productivity figures '

Gross loans to customers per employee {thousands of euro) 329 251 31.20% 223
Operaling income per employee {thousands of eura) 203 424 [52.06%) 485
bﬁf_agrc%ing exp;f;ses per‘employee (1housand;§méﬁrolymm 150 166 MWE,%"E)%} T 207
Capitalisation ratios o o - )
Common Eq;Jily Tier 1 ratio B 73.5% : o 80.6%
Tier 1 copitel ratic73.5% T T 80.6%
Total copital refio B 73.5% . 80.6%
Leverage ratio h o 85.6% ' 106.9%
Other ratios S - - R
Gross loans/Direct funding I A

[*] The figurss for 2018 hove been reclassified 1o provide o likeforlike comparison, considering as income sialemen! figures the combined figures esfimated
based an the Private struciures of Banca Alei ond Banca Akros. The 2018 column was mainiained based on the figures from the seporote financiol
statements,

For a more detailed analysis of the main events that affected Banca Aletti, please refer to the section in this Reporf on
Operations dedicated to describing the business segments and, specifically, the Private segment.

Banca Akros

Income statement figures

Interast margin 83.4 82.6 [2.9%) 239
Net fee and commission income 38.8 41.3 (6.1%) o 34.2
Operaling income 142.4 114.2 24.7% 55.8
Operaling expenses o 186.7) T 0.2) (3.9% 157.4)
Profit {loss) from operations 557 24.0 132.0% 11.6)
Profit {loss) befare tax from continuing operations {**] 55.8 TV 76.0% 53
Met income {loss) 38.0 215 76.8% 2.6

T the Fgures for 2018 have bean reclassified to provide o likeforlike comparisan, cansidering combined income statement figures determined by
agaregating the confributions of the CIB segments of Banca Akros ond Banca Aletii. The column 31/12/2018 shows the figures from the published separate
financial statements.

{**) gross of caniributions to guarantae schemes.

Balance sheet figures

Total assets 2,803.9 11,1584 {12.1%)
of which: Loans to cusiomers {gross) 819.1 1,385.4 {40.9%)
of which; Financial assets 8,234.3 8,113.0 1.5%
Shareholders’ equity 748.1 707.1 5.8%
Customers’ fingncial assets

Direct funding 1,337.8 826.8 61.8%
Information on the Organisation

Average number of employees {*) . 208 215

Number of bank branches 1 1

[*] The average number of employaes in 2018, on o likedorlike basis wilh the combined Income statement figures, wes recalculated based on the number of
employees of lhe CIB struciures of Banca Akros ond Banca Aleiti,
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Profitability ratios (%)

ROE 5.36% 3.05%
RORAC e T2133%  11.68%
Profit ﬁgsgnggfvo;evGX from ccnﬁnuir:tmg—_c'hpercfions/Operaﬁng income T O 3907% 27.74%
Refurn On Assels (ROA} 0.39% 0.19%
Interest margin/Operating income o ' T 58.59% 81.12%
Net fee and commission income/Operctingiggg%e W27% 36.21%
BEJS?ing e)z;)én;:faperoling income N _ o T 60.88% 78.97%
B}Qeru!ional productivity figures {thousunds Zﬁﬁfcﬁw" '

Loans to cus!omer??éross] per employee o - 3,900.4 6,443.7
a.ggﬁ:lﬁ.r;'g.income per employee ) T 677.9 531.0
QOperdiing exper;;;smper employee I S T 27T 493
Annual average operational VAR (99%,] day) 2200 {**} 1,400
Other ratios - B
hlgi";;;c:"igim;zssetsﬁofcl assels ) I 83.99% T 7271%
Derivative assets/Total assets o B C O 1654%  14.73%
_-—rr;:ding derivalives/total assefs . N VYT T 1473%
m-mhedging derivalive assefs/tofal assets e
Né;lrading derivutive;/tolc[ assels o o 7.89% 9.68%
Gross loans/Direct funding a 61.23% 167 .57%
Regulatory capitalisation ratios N - o

Common Equily Tier 1 ratio (CET1 copital ratio) - 28.57% 32.84%
Tier 1 capital ratio - 28.57% 32.84%
Total capital ratio a o 28.57% 32.84%
Leverage rafio 13.53% 16.88%

[*1 The figures far 2018 have been reclassified o provide a like-forlike comparison, cénr;s::gering the combined income stalement figures processed os
specified above,
{**) averoge for the lost quorter 2018.

For a more detailed analysis of the main events that affected Banca Akros, please refer to the section in this Report
on Operaiions dedicated to describing the business segments and, specifically, the Investment Banking segment.

Other equity investments

Banks

Bence Aleiti & C. [Suisse] o 133.3 28.5 103.6 486.2 13.1 (1.4)
Bipielle Bank {Suisse] 27.3 21.4 472 - - (1.6}
Financial companies o

Aleti Fidciaria 10,1 75 01 9430 1.0 (0.4)
Releasa 1,615.8 170.8 5.6 - 7327 (105.2)
ProFamily B 1,390.9 84.9 3.8 - 1,340.9 57
OCther companies

Bipielle Reat Estate 1,319.0 12226 375 } 7.1 30.2
Tecmarket Servizi 43.4 25.1 - - - 8.5
Ge.Se.So. 1.5 0.3 - . . 0.0

{*] amount inclusive of the income floss} for the year.

e
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Relations with subsidiaries and associates

The disclosure on related party transactions and the description of the significant transactions concluded with related
parties during the financial year, as provided for by the Regulation adapted by CONSOB through resolution no.
17221 dated 12 March 2010 and subsequently amended with resolution no. 17389 dated 23 June 2010, are
included in the Notes to the Consolidated Financial Statements, Part H, to which reference should be made.

Treasury shares of the Parent Company and of subsidiaries

Please refer to section 13 - Group Shareholders’ Equity in Part B of the Notes to the Consolidated Financial
Statements.

Consolidated non-financial statement

Banco BPM Group prepares the Caonsalidated Non-Financial Statement pursuant to ltalian Legislative Decree no.

254/2016 and CONSOB Resolution no. 20267 of 18 January 2018 in o separcte document, published on the
website www.bancobpm.it, in the “Corporate Governance” section.

Report on corporate governance and ownership structure

Banco BPM Group prepares the Report on corporate governance and ownership structure pursuant to Art, 123-bis of
ltalian Legislative Decree no 58/1998 in a separate document published on the website www.bancobpm.it, in the
“Corporate Governance” section,
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OUTLOOK FOR BUSINESS OPERATIONS

A slight growth rate expected for the GDP, though accelerating on that recorded in 2019, will maintain the outlook
for expansion of the domestic production system ond liclian household consumer spending quite low. Though
reporting a moderate reduction, the (negative] differential of growth compared to the averoge growth of the
Furozone is estimated to remain high.

The domestic scenario is impacied by numerous interncl end international feciors (risks deriving from the spread of
the viral pneumonia named coronavirus, effects of the trade war on the investment cycle and the automotive indusiry,
difficulfies in global supply chains, implications of Brexit recently decided by the UK parliament and lower demand
from EM],

With specific regard to the effects of the coronavirus, it is noted that in January, o new type of viral pneumonia
begon to spread in China, which was then identified as a previously unknown strain of coronavirus, transmitted from
animals to humans. The epicentre of the first outbreak wos identified as the fish merket in Wuhon, a city of around
11 million inhobitants, focated in the Hubei province. The Chinese authorities reported the gradual spread of
contagion due to the transmissibility of the virus from person to person: the number of infected people grew rapidly
and the first deaths cccurred.

At the end of January, the World Health Organisation declared that the global risk deriving from the coronavirus
originating in China was “high”, “very high in China and high at regional as well os global level”. In the last few
days, the first cases of contagion in ltaly have been reparted. The most recent bulletins from the Chinese cuthorities
{updated to midnight of 4 February) and the WHO {updated to 10 a.m. of 3 February] reported 24,304 confirmed
cases in China, with 490 deaths and 159 cases in the rest of the world. In the EU the totals at 1 p.m. on 5 February
came fo 26 cases.

The possibility that the contagion could accelerate in China and spread in a virulent manner also outside that country
cannot be ruled out a priori, given what has occurred in the past with other unknown diseases at the time of their
initial appearance. Nonetheless, the health authorities are still assessing those possibilities in light of the
development occurring. Likewise, as things stand, an assessment of the potential negative consequences of the
spread of that virus on international and domestic economic activities and, thus, the reflections on the performance of
Banco BPM Group is extremely uncertain. To date, the International Monetary Fund has not produced revisions to
their estimate of global growth in light of the effects of the coronavirus.

Nonetheless, the decision by the Chinese government to postpone in most of the country the reopening of productive
activities following the Chinese New Year will certainly have negative effects on growth in the first quarter of 2020,
despite the launch of economic support measures. As a result, therefore, some unfavourable repercussions are also
to be expecied on the international economic trend. However, should the spread of the virus significantly grow at
international level, the general economic consequences and specific consequences for our Group could be
significantly more severe, but of a scope that it is not possible to estimate at this point.

Those elements of uncertainty are cdded to the non-continuous actions of the government, which could have «
sironger negoiive impact on the BTP/Bund spread. However, significant support will once again be provided by
monetary policy, characterised by an extremely exponsive approach, especially affer the ECB started to purchase
securities from the system again in 2019,

Thus, in that framework, the growth of loan volumes will be fuelled in o relatively low amount by the demand for
loans from households, especially over the medium and Jong term, and from businesses, which will show positive net
demand once again, also due to the extension of super-amortisation. At the same time, the improvement in the
quality of bank assets should continue, lengthening the derisking process already under way, while disposals of non-
performing loans will be fovoured by the renewal of the GACS. Overall, a moderate increase in the stock of loans,
net of bad loons is expected, in o context of greater competition among intermediaries.

As regards funding, the aforementioned expansive measures in monetary policies, especially the TLTRO il
operations, will keep the level of liquidity in the system high, providing banks with an easy rollover of TLTRO || loans
and quite flexible, gradual use of funding through medium/long-term instruments to be ploced with the public. It is
estimated that the combined provisions will trigger a modest increase in funding, with a marginal shift to instruments
with longerterm maturities. The combination of careful assessment of creditworthiness, a rigorous filter for
disbursement activities, and the afarementioned measures that will facilitate funding, will tend to reduce the cost of
funding, focilitafing a stobilisation of the cost of debt for hauseholds and businesses,

Concurrent with ¢ small decrease in average interest rates on loans, the mark-up should close slightly in relation to
the bank interest spread, which should tighten marginclly. Despite the reduction in the costs of funding linked to the

LS—
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action by the ECB and the moderate increase in volumes, that change is expected to be reflected in an erosion of
margins from customers, and, due to a reduction in government yields, also a moderate decrease in the inferest
margin. Trading gains and measurement at fair value will make a positive contribution to other revenue. In payment
services, the increased competitiveness and the expansion of the digital offer will continue to create downward
pressures on prices. A support for the fee and commission component will come from managed savings, growing
further following the recovery in 2019. The combination of the factors described above is expected to lead to a
slight decrease in net interest ond other banking income.

Given that scenario, the Group’s operations will be focused on the key inifiatives of the new Strategic Plan, which
will be presented ar the beginning of March and will be focused on organic development of the core business.
During the year, the pressure on the interesi margin, mainly atiributcble to the market conditions and the elimination
of the contribution of the PPA {Purchase Price Allocation}, is expected to be offset by growth in fee and commission
income. The limitation of operating expenses by improving efficiency will continue to be one of the factors receiving
the greatest attention, contributing io the mitigation of the impacts of the renewal of the national labour agreement
for the category, and the increase in structural investments, specifically concentrated in IT. Following the significant
reduction in non-performing exposures and the current trend for new non-performing loans, the cost of credit is
expected io decrease in relation to a high level of coverage. The Group's solid equily base, along with its capacity
to organically generate capital, will allow for sustainable remuneration to shareholders and the management of
future potenticl impacts of regulatory headwinds.

SIGNIFICANT EVENTS OCCURRING AFTER THE END OF THE
FINANCIAL YEAR

In compliance with special instructions issued by the Bank of ltaly, significant events occurring after the end of the
financial year are illustrated in the Notes to the financial statements, part A, Section 4.

Milan, & February 2020

The Board of Directors
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CONSOLIDATED BALANCE SHEET

AL
10. Cash and cash equivalents

912,742 922,017
20. Financicl assets at fair value through profit and loss 7,181,477 5,738,595
S a} financial assels held for trading o 5726814 4,522,529
m;] other financial assets mandatorily of fair velve 1,454,663 1,214,066
30, Financial ossets of fair volve through other comprehensive income B 12,526,772 15,351,561
40. Financicl essets o qmorﬁsed cost 133,147,117 ]23,&6,007
a} due from bonks - o . 10,834,518 - 4,377,526
b} doans o cusiomers I o R 122,312,599 119,442,481
50. Hedging derivatives - o 103,614 130,511
40. Fair value change of financial assets in macro foir value hedge ;g;ffélios {(+/1 29,161 o 42,173
" 70. Equity investments o ST 1,386,076 1,434.163
90. Praperly, plant and equipment T 3,624,312 2,775,885
100. Intangible assets T 1,269366w wlu,277,‘?‘¢1]
e e - e e il
- goodwill ) o 76,200 76,389
110. Tax assets T 4,619,636 5,012,477
T o current 159,845 230,436
b} deferred 4,459,791IWMN’Z;313":?761—4‘T
120. Non-current assets and Gssei.disposd groups held for sale 131,082 1,592,782
130. Other assels ) 2,106,849 2,346,679

P —
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s 5
10, Financial fiabilities at amorlised cosi 138,333,959 136,160,342

a) due fo banks o T 28,523,335 31,633,541

7 TR due to customers o 94,099,912 90,197,859
¢} debi securities issued ) 15,710,712 14,328,942

'20. Financial liabilifies held for trading S 10,366,668 6,502,522

™ 30. Financial liabilities at fair value 420,561 692,890
40. Hedging derivatives 552,761 726,307

50. Fair value change of financial liabilities in macro feir velue hedge portfolios {+/] 62,299 49,756

- 60. Tax lichilities 619,269 505,402
a) current 9,235 11,181

) deferred o S 610,034 494,221

- ~ 70. Liabilities ossociated with csset disposol groups held for scle ) T 5?035—"w~__§,6}§
* 80. Other liabilities T T - 3,303,823 3,814,589

50, Employee lerminafion indemnities T o 384,886 477,498
; 100. Pravisions for risks and charges o ST ﬁﬁ:}m}m o w]wj.'~2—7,—-3“<—5“é_
) a) ccmmi%meais and guaraniees given - B 115,990 ]23,87‘;1"

T b relirement benefits and similar commitments T T T k0910 150,676

:} &Fé?&évisions for risks and charges T . N BS&ES? ],052,87é

120. Voluation reserves 164,836 (346,438
140. Equity instruments - 298,112 o

150. Reserves o o 3,512,575 3,577,955

170. Share capilal 7,100,000 7,100,000

180, Treasury shares [ {t1,518) {12,610}
190, Minority interests [+/-] 26,076 13365

200. Nef income (lass) for the yeor {+/ o 767,001

Total i id shi




] 3 8 CONSCLIDATED FINANCIAL STATEMENTS,

CONSOLIDATED INCOME STATEMENT

10. Interest and similar income _ 2,513,924 2,841,587
“of which: inferest income caleutated with the effective interest method 2,468,870 2,780,914

515,972)

20. Interest and similar expense

bbb

40, Fee and commission income

Mf,s70,979

50. Fee and commission expense

s

Fdi
70. Dividends and similar income

80. Profits -(j;sses] on frading 95,610}
90. Fair value adjusiments in hed}gé accounting T [2,657)
100, P;E'r;uilz);s";;]wc;n disposal or repurchase of: T - - 337 55 T w“{l 11 63(5}
Wmm'zm)mfwlwgc.ncwi assels o amortised cost S . o 76,51 0 {238, 062}
mwm#b) financiet assets of fair value fhrough c1he;mc;?n_;-:—r;:n;;_e-_lgc_ouhgq- T 265,432 130,940
¢} financial liobililes (4,391) o [4,508)

116, Prafits [losses] on olher financial assefs and lfabilifies measured at fair valve through profit T
and loss L 109,668 ALy ]

a} financial assets and liabilities designated at fuir value _' 2,965 {29,630

b} other financial assets mandatorily at fair value " 106,703 12,478

]32) Net losses/recoveries ogrj credit risk relating to: {721 ,95;3) {1, 678, 529]
o} financial asseis at amortised cost N - B ) 7724,741} (1,674,775)

T b} financial asseis at fair v:I:lrl;;‘ggc;ﬁé};:);P:eno;}:;rc;hen;;rei|Vr?c:3.n;h T T 2,788 {3,75?}
MO Profit/loss from contractual chonges without derscognition ) ' {1,997} (T,BAZ’:T

190. Administrative expenses: [2,739,685) 2,974,742
a} personnel expenses (1,692,122) (1,728,610)
" b} other administrative expenses - (1,047,563 1,246,132)
200. Nel pravisians for risks cnﬁarges (107,038) (345,341}
a) commitments and guorantees given 7,832 12,160
mmmmmmmm b ] other net provisions o o (114,870) (357,501}
_210. Net adjusiments to/recoveries on proparty, plant and equipment {197,689) o {155,093)
220, Net adjusiments to/recoveries on intangible assets {110,039 {117,118)
230. Oihar operaling expenses,/income 337,674 700,803
[240 Operating expenses el 816,777). ©(2.:891.491)]
250. Profits {losses} on invesiments in ossocrutes ond compames subject to joint control 130,441 330,1 &0

260. Profzts (Icsses) from the fair value designation of praperty, plant and equipment and
(158,533)
333 965

Basxc EPS {euro} 0.525 (O 039)

Diluted EPS [eura) 0.525 (0.039}

-
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STATEMENT OF CONSOLIDATED COMPREHENSIVE INCOME

10 Net income (Ioss) for the year 781 437 (69, 055)
Other comprehensive income after tax without ‘reclassification
to the income statement 334,319 {219,348)
20. Equily instruments designated at fair value through other comprehensive income 119,809 {230,124)
30. Financial liobilities ot foir value through profn ond loss [changes to its own credit risk! T (3355) 5,204
60, Properly, plant and equipment 249,658 N
_70. Defined benefit plans (28,296) 5,432
790, Share of valuation reserves related to investments in associates carried ot equily o (52‘5]“ R V7Y
Other comprehensive income after tax with reclassification to i o
the income statement L _ 192,440 _{299,351)
100. Foreign investment hedgas {845] 754)
“110. Exchunge rate dlfferences 2,7197 2,721
120. Cash flow hedges T 129 1,148
"140. Financial assets [other than equity instruments) ot fair value through other B
___comprehensive income o 178,775 (296,117]
160. Shcre of vcluchon reserves reloied o :nves?menis in cssocmtes curﬂecl ar e uny 11,884 [6 349)
5»%49
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CONSOLIDATED CASH FLOW STATEMENT

Indirect method

- net income (loss) for the yecr (+£ o o ‘ - h V 797 OOI o [59,432)
gams/losses on financial assels held for irading and on other financial assets/liabilities

" measured at fair value through prafit end loss [/+) e (215,314] 25978

- capltcﬁ gcun/loss on hedging activities -/+) (7,497 2,657

et losses/recoveries on credit risk {-/+) T ___mﬁﬁg(fw o { 6663;5

.—_?nw;wcﬂélusiments to/recoveries on proparly,mp;l;;im;:md equipment and lnlong;l;aguc;ssels A o 307 728 272,211

. allocations to provisions for nsEs and chcrges ond gfhe;?;hc;;tgwf;;venues (+/]_ 99,274 362,52

- - net premiums not collected (] -

- other insurance mcome/expenses nol collected [/+] R

AAAAAA duhes taxes and tax credits not seitled [+/+) e - . . .'52,501 (220,8931
- net adjustments to/recovenes on dxsconiznuecl operchons net of faxes A - .
- other ad|usimenis {(+/4) {131 255) (159,457
DG St A0 SS— : ' —— e

- financiol assets held for trading - o ‘ i 046 ,801) S 339,364
" financiol assefs designated at fair volue - -
- other financial assets mandc!orlly at fair velye ) 7 {182,604) 6575?5

- financial assets at fair value through other comprehensive income R 2,827,577 1,394,757
" financial assefs at amorlised cost (10,033,848] (2,754,235}
- other assels o 2,006,853 725,111}
e N i ; e e 8

- financial Imblhiles at cmorilseé cost o 1,7;7,37E§M 8,318, 166

- financial lichilities held for trading 3,899,777 {1,622 027)
" financial liabilities o fair value (278,969 (2,560,266)
- other lihilities o (788,513) (4,162,035

- sales of investments ir: associates and companies subject to joint control I 809, 739

- dividends collected on investments in associates and companies subject to |omt control
- sales of preperty, plant and equipment 75,347 77,659
- sales of intangible assets -

- sales of subsidiaries and business segments

purchcses of investments in ussocuoles and componies sub|ecr to joint contral ‘ - (803 409)
- purchases of property, plent and equipment N {70,263) (237,543)
- purchases of intangible assets (102,122) (102,562)

purchcses of subsldlarles and busmess segments

C. anncmg ucﬁviﬁes

- issues/purchases of ireasury shares -

- issues/purchases of equily instruments 280,588 -
- dividend distribution and other allocations (64) (192)

- 2hsrd-pqr%y sales/purchases

fromersos

o

iy

i
{1
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- Cash and cash equivalents at the beginning of the period

- Net cash flow from/used during the period

ivalents: foreign exchange effect o -

Cash and cash eg

i i ¢

- o
Livhilities deriving from loan activilies {items
10, 20 ond 30 in the Jicbilifies) 144,191,348 5,398,186 [28,206]  [33,615)]  (406,435) 149,121,188
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Declaration for the purposes of exemption from the requirement to file the
Consolidated Financial Statements in electronic format svitable for processing
{XBRL language)

We hereto declere explicitly and without reservation that Bance BPM S.p.A. is exempied from the requirement to
submit its consolidated financial statements in elecironic format suitable for processing pursuant o the provisions of
art. 3 of ltalian Prime Ministerial Decree of 10 December 2008, being a corporation listed on a regulated market
{Mercato Telematico Azionario, managed by Borsa ltaliana 5.p.A ).

Llegal Representative
Corlo Fratta Pasini, Esq.

PART A — ACCOUNTING POLICIES

A.1 - General Part

Section 1- Statement of compliance with international accounting standards

These consolidated financial statements have been prepared according to the international accounting standards
IAS/IFRS issued by the International Accounting Standards Board {IASB] and the related interpretations of the
International Financial Reporting Interpretations Committee {IFRIC) endorsed by the European Commission, as
established by EU Regulation no. 1606 of 19 July 2002, in implementation of ltalian tegislative Decree no. 38 of
28 February 2005.

For the interpretation and application of inlernational accounting standards, the following documents, although not
endorsed by the European Commission, have been referenced:
« Conceptual Framework;
» Implementation Guidance, Basis for Conclusions and any other documents prepared by the IASB or IFRIC
to complete the accounting standards issued.

The accounting standords applied in the preparation of these financial statements are those in force on 31 December
2019 {including the SIC and IFRIC inferpretation documents).

For on overview of the accounting standards and the related interpretations endorsed by the European Commission,
whose application is planned for 2019 or future years, refer to “Section 5 - Other aspects”, below, which also
illustrates the main impacts on the Group.

The communications of the Supervisory Authorities (Bank of Italy, CONSOB and ESMA) issuing recommendations on
the information 1o be included in the Annual Report on aspects of greater importance or on the accounting treatment
of particular transactions have also been considered as applicable.

Section 2- General preparation principles

The consolidated financial stotements consist of the balance sheet, the income statement, the statement of
comprehensive income, the statement of changes in shareholders' equity, the cash flow statement and the Notes fo
the consolidated financial statements and are accompanied by the Directors' report on operations and on the
situation of all the companies included within the scope of consalidation.

The financial statements and the contents of the nofes to the financial statements have been prepared in keeping with
Circular no. 262 of 22 December 2005 “Bank financial statements: layouts and rules for preparation” and the
subsequent updates (most recently, the 6th update published on 30 November 2018). Specifically, this was a
Circular issued by the Bank of ltaly in exercising its powers established by the above-mentioned Legislafive Decree
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38/2005 (hereinafter also referred to as “Circular no. 262”). The additional requests transmitted by said
Supervisory Authority, through communication dated 23 December 2019, were clsc considered. These specifically
related to the disclosure on multioriginator transfers of loans to a mutual fund, assigning shares to the originator
intermediaries, for which reference is made to the specific section of Part E of these Notes {Sub-section “D. Sale
Transactions”, point “D.3 Prudential Consolidation - Financial assets sold and fully derecognised”}.

The finaneial statements provide, in addition to the accounting data as at 31 December 2019, comparalive
information relating to the last financial statements approved as at 31 December 2018. In this regard, nofe that the
balance sheet and income statement halances relating ta 2018 are not fully comparable with thase of 2019, for the
fallowing reasans:

= starting from 1 January 2019 the firsttime adoption of the new accounting standard IFRS 16 “leases”
became mandatory, in relation to which Banco BPM Group applied the option, set out in the transitional
provisions of that standard, not to restate the comporative figures. As a resuli, the balances for 2018,
drawn up in compliance with the previous accounting standard 1AS 17, are not fully comparable with
those of 2019, with specific reference to the valuation of rights of use, lease payables and the related
aconomic effects;

+ starting on 31 December 2019, as part of the usual options permitied by the accounting standards IAS 16
and IAS 40, Banco BPM Group decided to voluntarily modify the measurement criferion for owned
properly and valuable works of arf, chenging from the cost criterion 1o the revaluation /fair value model. As
a result, the balances for 2018 are not fully comparable with those of 2019 with regard to the balance
sheet amounts and the correlated economic effects of property used in operations, properly for investment
purposes and works of art,

For details on the transition to the accounting standard IFRS 16 and the change to the measurement criterion of real
estole assets, refer to that set out in the paragraph “Changes in 2019 in the accounting standards applied by the
Group”, below.

These financial statements have been prepared using the euro as the reference currency.

The amounts of the financial statements and the data shown in the tables of the Notes are expressed in thousands of
euro, unless otherwise indicated.

The consolidated financial statements are drawn up clearly and provide a true and fair view of the balance sheet
and income statement result for the financial year of Banco BPM and its subsidiaries, as detailed in Section 3 “Scope
of consolidation and methods”. The financial statements used to prepare the consolidated financial statements are
those prepared by the subsidiaries with reference to 31 December 2019, adjusted, where necessary, to adapt them
to IAS/IFRS used by the Group.

Wherever the information required by international accounting standards and the provisions confained in the
cforementioned Circular are considered insufficient to give o faithful representation, additional information required
for such purpase is provided in the Notes.

Wherever, in exceptional cases, the application of a provision of international accounting standards is incompatible
with a faithful representation of the equity and financial situation and economic result, it is not applied. In such case,
the reasons for such possible derogation and its influence on the representation of the balance sheet and income
statement result are explained in the Notes to the financial statements.

The financial statements have been prepared in accordance with the following general principles:

s going concern: the financial statements are drawn up with a view to the continuity of the Group's business
activities: on the basis of the main economic and financial indicators, the directors can reasonably expect
the Group to coafinue to operate for the foreseeable future;

» aceryal accounting: the finencial statements have been drawn up on on accruals basis with the exception
of the information on cash flows;

» consistency. of presenfation: the presentation and classification of items in the financial statements is kept
constant from one financial year to the next unless a standard or interpretotion requires a change in
presentation or another presenfation or classification is no longer appropriate, taking info account the
provisions of IAS 8. In the latter case, the Notes to the financial statements provide information on the
changes made compared to the previous year;
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« maieriolity_and agaregation: the balance sheet and income stoiement schedules are made up of items
lidentified by Arabic numerals), sub-tems (identified by letters) ond by additional delailed disclosure {the
“of which” captions of the items and sub-dtems). The items, sub-items and related information details
constitute the financial statement occounts. The layouts comply with those defined by the Bank of Italy in
Circular no. 262 of 22 December 2005 and subsequent updates. New items may be added to these
layouts where the content of such is not atiributable to any of the items already provided in the layouts and
only if they are significant amounts. The sub-items provided in the layouts may be grouped together when
either of the following conditions is met:

a) the amount of the sub-items is irrelevant;

b) the grouping adds to the clarity of the financial statements; in this case, the Notes fo the financial
statements contain the grouped sub-items shown separately.

The balance sheet, the income statement and the statement of comprehensive income do not include

accounts with no amounts for either the financial year to which the financial statements relate or the

previous financial yeor;

« predominance of substance over form: the transactions and other events are recognised and stated in
compliance with their substance and economic entity and not just their legal form;

o offseiting: ossets and liabilities, income and costs are not offset, unless permitted or required by an
international accounting standard or its interprefation or by the provisions of the Bank of ltaly Circular;

» comparative information: comparative information relating to the previous year is provided for each
balance sheet and income statement account, unless an accounting standard or interpretation does not
allow for this or provides otherwise. As siated above, the 2019 balances are not comparable as a result of
the firsktime adoption of IFRS 16 and the change in the measurement criterion for property and valuable
works of art. The figures for the previous financial year may be adjusted, where necessary, fo ensure the
comparability of information for the current financial year. Any noncomparability, adaptation or
impossibility of the latfer is indicated and commented on in the notes o the financial statements,

The notes to the financial statements are divided into parts: A - Accounting policies, B - Information on the
consolidated balance sheet, C - Information on the consolidated income statement, D - Statement of consclidated
comprehensive income, E - Information on risks and related hedging policies, F - Information on consclidated
shareholders' equity, G - Business combinations regarding companies or divisions, H - Transactions with related
parties, | - Share-based payment agreements, L - Segment reporting and M - Disclosure on leases.

Each part of the Notes is divided into sections, each of which explains a single operational aspect.

Significant accounting policies and uncertainties regarding the use of estimates in the
preparation of consolidated financial statements (pursuant to the provisions of 1AS 1 and the
recommendations contained in the Bank of Italy/CONSOB/ISVAP Documents no. 2 of 6 February
2009 and no. 4 of 3 March 2010)

The application of certain accounting standards necessarily involves the use of estimates and assumptions which
affect the values of the assets and liabilities recorded in the financial statements and the disclosures made on
conlingent assets and liabilities.

The assumptions underlying the estimates mode take into account all the information available as of the date of
preparation of this annual report, as well as the assumptions considered reasonable in the light of past experience.
Due to their nature, it thus cannot be excluded that the assumptions adopted, however reasonable, might not be
confirmed by future scenarios in which the Group finds itself operating. The results which will be achieved in the
future could therefore differ from the estimates made for the purpose of drawing up this annual report and could
consequently make adjustments necessary which ot present cannot be foreseen or estimated with respect to the book
value of the assets and liabilities recorded in the financial statements. in that regard, note that it may be necessary to
adjust the estimates as a result of changes in the underlying circumstances, following new information or increased
experience.

Among the main factors of uncertainty that could impact the future scenarios in which the Group finds itself
operating, the negative effects of the contegion of the global and ltalion economy directly or indirectly connected
with the Coronavirus [COVID-19) outbreak cannot be underestimated. This outbreak, which began in China in
January 2020, could also extend beyond that country, s illustrated in greater detail in the section "Outlook for
business operations” in the Group's report on operations. At the date of preparation of this Annual Report, it cannot
be ruled out thai, should the virus spread significantly at international level, the general economic consequences and
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specific consequences for the Group could be more severe than that hypothesised at the current time, but to an
extent that is difficult to estimate.

Specifically, it is deemed that the information and sensitivity analyses provided with regord to the main financial
statement items subject fo estimate (recoverability of intangible assets with indefinite usefu! life, recoverability of
deferred tax assets, fair value of financial instruments, expected losses on performing loans, liabilities for defined
benefits to employess) ore capable of reflecting the impacts related to the elements of uncerfainty that moy be
hypothesised af the date of preparation of this Annual Report.

Nonetheless, with specific reference to the random nature of the spread of the Coronavirus outbreak, as also
indicated in "Section 4 - Events subsequent to the reporting date”, below, it cannot be ruled out that a new - worse -
eslimate may need fo be made, both with regard to the back values of the main items subject to estimate and with
regard fo the scenarios considered for the sensitivity analyses as af 31 December 2019.

The accounting policies considered most critical for giving a faithful representation of the Group's equity, economic
and financial situation, both in terms of the materiality of the values recognised in the financial statements aoffected
by such policies and the high level of judgement required for assessments entailing the use of estimates and
assumptions by the management, are illustrated below with reference to the specific sections of the Notes to the
financial staiements for detailed information on the assessment processes conducted as at 31 December 2019,

Determining the impairmenf on loans disbursed recognised in balance sheet assets

Loans represent one of the items subject fo estimates most exposed to choices made by the Group in terms of
disbursement and risk management and manitoring.
More specifically, the Group manages the risk of default of borrowers by continuously monitering customer accounts
in order to assess their ability to repay the amount borrowed, based on their economicfinancial situation. This
moniforing acfivity is designed to detect signs of impairment of loans, also with a view to a timely classification
within the perimeter of non-performing loans and o precise estimate of the relative total value adjustments. This
estimate can be made, depending on the materiality threshold for the exposure being measured, on an analytical
basis based on recoverable cash flows, or on a lump-sum basis, considering the losses histarically recorded on loans
with equivalent characteristics.
With regard to loans for which no objective evidence of impairment has been individually identified, i.e. for
performing loans, the impairmeni model, based on expected losses, requires the implementation of adequate
monitoring systems aimed at identifying whether or not there has been a significant deterioration since the date of
intic| recognition of the exposure. The IFRS 9 impairment model requires that losses be determined with reference to
the time horizen of one year for financial assets that have not suffered o significant deterioration in their
creditworthiness with respect to initial recognition [Stage 1) rather than with reference to the entire life of the
financial asset if a significant deterioration is found (Stage 2).
On the basis of the above, it follows that losses on receivobles must be recorded with reference not only fo the
objective evidence of impairment already seen of the reporting date, but also on the basis of expectations of future
impairment losses noi yet evident, which must be reflected:

- the likelihood of different scenarios oceurring;

- the effect of discounting using the effective interest rate;

- historical experience and current and future valuations.

It follows thot the determination of expected losses is a complex exercise that requires significant judgements and
estimates. More specifically:

+ the calculation of the significant deterioration in creditworthiness with respect o the date of initial
recognition of the exposure {"SICR”) is based on the identification of adequate qualitative and quantitative
criteria, which also consider forward-looking information. Thus, it cannct be ruled out that the use of
different criteria may result in the definition of a different scope of exposures to be clossified under Stage
2, with the resulting impact on expecied losses to be recognised in the financial statements;

» the result of the impairment model must reflect on objective estimate of the expected loss, obtained by
evalualing a range of possible results. This implies the need to identify possible scenarios, based on
assumptions about future economic conditions, fo which the relative probabilily of occurrence must be
associated. The selection of different scenarios and probability of occurrence, as well as changes in the set
of macroeconomic variables to be considered in the forecast time horizon could have significant effects on
the calculation of expected losses; In order to appreciate the impact on the expected losses resulting from
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the selection of different macroeconomic scenarios, in the section on credit risk in Part E of these Notes, a
sensitivity analysis is provided of the expected losses relating to performing loans to customers;
» the defermination of expected losses requires the use of estimation models:

o the cash flows that individual debtors {or porifolios of debtors that are similar in terms of risk) are
expected fo be able to generate in order to satisfy, in whole or’in part, the obligations undertaken with
regard to the Group. With regard to non-performing loans, where a disposal plan exists, it is also
necessary fo use a multiscenario approach, estimating the cash flows recoverable from disposal, to be
considered as an alternative scenario to those deemed recoverable through work out;

o recovery time;

o the estimated reclisable value of property and collatercl.

Within the range of possible approaches relating to estimation models permitted by the reference international
accounting standards, the use of a method or the selection of certain estimation parameters may have a significant
influence on the valuation of loans. These methods and parameters are necessarily updated through o continuous
process in order fo best represent the estimated realisable value of the credit exposure. Specifically, during 2019 the
following improvemenis were made:

« 1o defermine expected losses on performing loans, in addition to updating the fime series of risk parometers
and macroeconomic factors based on the latest available forecasts, the models were upgraded, in order to
improve the estimate of the expected loss both “point in time” and “forward looking”, in line with that
required by accounting standard IFRS 9. In addition, the improvements introduced include the use of three
forward-locking macroeconomic scenarios, regarding recession, stability and improvement, respectively, in
the stead of the previous five, as well as @ review of the process of selecting said scenarios and assigning
the related probabilities;

» for “lump-sum” assessments relating to non-performing exposures, starting on 31 December 2019, a new
valuation mode! is now used, with the objective of searching for the utmost consistency in valuation in
relation to operational approaches that guide the determination of the analytical forecasis carried out by
the Manager. The cbove model is applied to non-performing exposures classified as unlikely fo pay and
bad loans exceeding a specific materiality threshold, which was raised from 300 thousand euro to 1
million euro, in addition to all the past due non-performing exposures.

Those revisions did not result in significant impacts, overall, on the Group's income statement or balance sheet,

Given the above, it cannot be excluded that alternative monitoring criteria or different methodologies, parameters or
assumptions in delermining the recoverable value of the Group's credit exposures - influenced, however, also by
possible alternative strategies for their recovery approved by the competent corporate bodies as well as by the
evolution of the economic and financial context and reference regulations - may result in valuations different from
those conducted for the purposes of the preparation of the consolidated financial statements as at 31 December
2019,

Estimated impairment losses in relation to intangible assets with an indefinite useful life and invesiments in associates

On an annual basis, when the financial statements are drawn up, it is verified thei there are no indicators of lasting
losses in value in relation fo intangible assets with an indefinite useful life {goodwill and trademarks} and equity
investments recorded in the balance sheet. This impairment test is usually carried out by defermining the value in use
or fair value of the assets and verilying that the value of which the intangible asset or investment is recorded in the
financicl siatements is lower than the higher of its value in use or fair value net of costs to self.

At 31 December 2019, the Group's intangible assets with an indefinite useful life amounted to 580.5 million euro,
aligned with the figures os at 31 December 2018, and were represented by 76.2 million euro of goodwill
atiributable to the “Bancassurance Protection” cash generating unit {CGU) and the “Bancassurance life” CGU and
504.3 million euro of trademarks recognised following the business combination with the former Banca Popolare di
Lodi Group {222.2 million euro} and the former BPM Group {282.1 million euro). The impairment test of the above
assets did not reveal the need to make any write-down of the book values.

In Part B of these Notes, Section 10 - “Intangible assets” illustrates the main assumptions underlying the verification
of the recoverability of goodwill, the related results and a sensitivity analysis of the results based on reasonable
changes in the main assumptions.

Considering that the impairment test requires significant elements of judgement, with particular reference to the
definition of the scope of the individual cash generating units to which the values subject to verification are
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aftributed, the related cash flows and the discount rate, it cannot be excluded that the assumptions and parameters
used may show different developments from what was assumed, also in view of o different evolution of the
mocroeconomic and market context, which is currently unforeseecble.

As regards equity invesimenis, note that the unavailability, as at the date of preparation of the draft consclidated
financial statements, of the draft financial statements of the invesiee companies and of their updated forecast
business plans, introduces further elements of uncertainty in the process of assessing the value of equity investments.
in these circumstances, we can therefore not rule out the possibility that the value aftributed fo the equity invesiments
based on the information available may possibly differ from subsequent assessments made in light of different
available information.

Determination of the foir value of financial assets and liabilities

In the eveni of financial instruments thal are not listed on active markets or illiquid and complex instruments,
adequate valuation processes need to be set in place, characterised by significant elements of judgement as regards
the choice of the valuation model and of the relative input parameters, which sometimes cannot be observed in the
market.

There are margins of subjectivity in the valuation with regard to whether cerloin parameters are observable or not,
and in the consequent classification in correspondence with the fair value hierarchy levels.

For qualitciive and quantitative information on the method adopted to meosure the foir value of instruments
recognised af fair value through profit ond loss in the financial statements and for those values at amortised cost,
please refer jo the Notes, “Part A.4 - Fair value disclosure”.

Estimating the recoverability of deferred tax assets

The Group has significant deferred tax assets among its assets, mainly deriving from temporary differences between
the income statement recognition dale of given business costs and the date when said costs may be deducted, and
also resulting from tax losses carried forward. The recognition of these assets and the subsequent maintenance in the
balonce sheet entails o judgement as to their polential recoverahility, which must also consider the fax regulations in
force at the date of preparation of the financial stoiemens.

In particular, deferred fax assets that meet the requirements established by Law no. 214 of 22 December 2011 can
be transformed into a tax credit in the event that a “staiutory loss”, a “tax loss” for IRES purposes or a “net negative
value of production” for IRAP purposes is recorded. The recovery of the DTAs is therefore certain, since it does not
depend on their ability to generate future profis.

For the remaining tax assets that connot be transformed into tax credits, the judgement of their probability of
recovery must be based on reasonable income forecast token from approved strategic plans and projections, also
considering that, for IRES purposes, tax regulations permit tax losses to be carried forward without eny time limit,
That judgment is a complex exercise, specifically when regarding the DTAs on tax losses carried forward, whose
existence may be an indicator of the foct that sufficient future taxable income for their recovery will not be earned.
Based on that set out in accounting standard 1AS 12 end the considerations formulated by ESMA in its document
dated 15 July 2019, said judgment of recoverability requires a careful survey of all the evidence supporting the
probability that sufficient future taxable income will be generated, also considering the circumstances that generated
the tax losses, which must be aftributed to specifically identified causes, which are deemed will be recurring in the
future. To that end, the estimate of the income forecasts to be used as the basis of the judgment of recoverchility must
be based on reasonable and realistic hypotheses and assumptions, also considering o weight on the related degree
of uncertainty, which increases the longer the time horizon of the estimate.

Lastly, i must be noted that the recoverability of all the DTAs may be negatively influenced by changes in the tax
regulations in force, which cannet be forecast at present.

Section 11 - “Tax assets and fiabilities” contained in Part B - “Assets” of these Motes provides information on the
nature and checks carried out with regard to the recognition of deferred tax assets and the results of the sensitivity
analyses relating to the time horizon of recoverability of the DTAs, based on reasonable changes in the forecost
income streams.
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Estimating provisions for risks and charges

The companies belonging to the Group are defendants in o wide range of lawsuits and tax disputes and are also
exposed to a number of fypes of contingent liabilities. The complexity of the situations and corporate deals that
underlie the outstanding disputes, clong with the difficulties in the interpretation of applicable law, require significont
elements of judgement to estimate the liabilities that may result when pending lawsuits are setiled. The difficulties lie
in assessing if and what may be due and how much time will elapse before liabilities materialise and are particularly
evideni when the proceedings are at the initiol stage and/or the relative preliminary analysis is underway. The
specific nature of the matter disputed and the consequent absence of case low relating to similar disputes, not to
mention the differing opinions expressed by judgement bodies both ot the various levels of the proceedings and by
bodies af the same level over time, make a valuation of contingent liabilities difficult even when the provisional
rulings relating to the courts of first instance are availcble. Previous experience demonstrates that in a number of
cases, the rulings made by the judges in the courts of first instance were then completely overturned on appeal or in
the supreme court, which may be in favour or not in favour of Group companies. On the basis of the above, the
classification of contingent liabilities and the consequent valuation of the provisions needed is based on subjective
elements of judgement which require recourse to estimotion processes which can be highly complex. It cannot
therefore be ruled out that following the issue of the final ruling, allocations made to provisions for risks and charges
on the basis of the contingeni liabilities of lawsuits and tax disputes may turn out to be locking or surplus o
requiremenis,

For information on the Group's main risk positions in relation io legal disputes {actions 1o void and pending lawsuits)
and tax disputes with the tax authorities, reference should be made to Section 10 - “Provisions for risks and charges”
contained in Part B - “Liabilities” of these Notes, which also provides an illustration of the risks and uncertainties
associated with the reporting activity fo the specialised company Intermarket Diamond Business S.p.A. of customers
interested in purchasing diamonds.

Determination of the fair value of property and valuable works of art

The fair volue of property and valuable works of art is determined by using specific appraisols drawn up by
qualified, independent experts. As part of o range of possible measurement approaches permitied by the IAS/IFRSs
for the purpose of determining fair value, the use of a measurement method or the selection of certain estimation
parameters may significantly influence the determination of the fair value of those assets, considering the specifics
and distinctive characteristics of the object to be appraised.

For qualitative and quantitative information on the specific method of determining fair value, please refer to the
contenls of the Notes, Part A4 — “Fair value disclosure”.

Estimating obligations relating to employee benefits

The caleulation of the liabilities associated to employee benefits, with specific reference to defined benefit plans and
fo long-term benefits, implies o certain degree of complexity. The ouicome of assessments depends, to a large extent,
on the actuarial assumptions used in both demographic ferms {such as moriality rates and employee turnover} and
financial terms (such as discounting rates and rates of inflation). The judgement expressed by management is
therefore fundamental when selecting the most suitable technical bases for the assessment in question, which is
influenced by the socio-economic climate in which the Group operates, as well as the performance of the financial
markets. An illustroiion of the main actuarial assumptions, together with a sensitivity analysis of the licbilities with
respect fo the most significent actuarial assumptions, are provided in sections 9 and 10 of the liabilities, contained in
Part B of these Notes, respeciively for the provision for employee termination indemnities and for defined-benefit
company pension funds.

The list of valuation processes shown above is included simply to provide readers with a beiter understanding of the
main areas of uncertainty, and it should in no way be considered as implying thet, to date, alternative assumptions
can prove more appropriate. In addition, valuations are based on the going concern assumption: the directors, in
fact, have a reasonable expectation that the Group will confinue its current aciivity in the foreseeable future and
have prepared the financicl siatements on the assumption of going concern. The directors also believe that the risks
and uncertainties that the Group may face in carrying out its operations are not significant and are therefore not
such as to cost doubt on its ability to continue as a going concern.
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Information on risks and related controls can be found in “Part E —information on risks and related hedging policies”
of these Notes, as well as in the Group’s report on operations.

Section 3 - Scope of consolidation and methods
{A) Subsidiaries

The consolidated financial statements include the balance sheet and income statement results of the Parent Company
Banco BPM S.p.A. and its direct and indirect subsidiaries, including structured enfities, in accordance with that
envisaged by accounting standard [FRS 10, Based on the cited standard, the requirement of contral is the basis for
the consolidation of all types of entity, including struciured entities, and is met when an investor simultaneously:

+ has the power fo direct the relevant activities of the enfity;

+ is exposed to or benefits from variable refurns resulting from its involvement with the entity;

» has the ability to use its power to affect the amount of said returns (link between power and returns).

IFRS 10 establishes therefore that, in order to possess cantrol, the investor must have the ability to direct the relevant
activities of the entity, by virtue of a legal right or of a mere state of fact, and must also be exposed to changes in
the results that result from said power.

The Group therefore consolidates all types of entity when all three control elements are present.

Generally, when an entity is considered direct by virtue of voting rights, control results from holding over half of
those rights.

in the other cases, establishing the scope of consolidation requires all factors and circumstances that give the investor
the practical ability to unilaterally conduct the relevent activities of the entity {actual contral]. To this end, o set of
factors has o be considered, such as, merely by woy of example:

» the purpose and the design of the entity;

» the identification of the relevant activities and how they are managed;

» any right held by means of contractual arrangements which awards the power to direct the relevant
activities, such as the power o establish the firancial and operating policies of the entity, the power to
exercise majority voling rights in the decision-making body or the power to appoint or remove the majority
of the body with decision-making functions;

» any voting rights that may potentically be exercised and that are considered substantial;

» involvement with the entity in the role of agent or principal;

s the nature and dispersion of any rights held by other invesiors.

The following paragraphs provide further details on the scope of entities controlled exclusively as at 31 December
2019, broken down into companies controlled through vofing rights ond siructured entities,

Companies conirolled through voting rights

With reference to the Group's situation as at 31 December 2019, companies in which a majority of voting rights in
the ordinary shareholders’ meeiing is held cre considered 1o be exclusively controlled, insofar as there is no
evidence that other investors have the practical ability to direct the relevant activities.

As regards companies in which half or a lower amount of voting rights are held, as at 31 December 2019, there
are no arrangements, statutory clauses, or situations able to estoblish that the Group has the practical dbility to
unilaterally direct the relevant activities.

Consolidoted structured entities

The control of structured entities, namely entities for which voting rights are not considered relevant to establish
control, is refained fo exist where the Group has contractual rights to manage the relevant activities of the entity and
is exposed fo the variable returns of the same. On this basis, the consolidated structured entities recognised by the
Group for the purpose of consolidation are represented by the several SPEs for securitisation transactions originated
by the Group. For those SPEs, the elements deemed significant for identifying control and the resulting consolidation
are:

» the purpose of said SPEs;

* exposure to the outcome of the fransaction;
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o the ability to structure fransactions and to direct the relevant activities and take criticol decisions through
servicing contracts;
s the ability fo arrange for their liquidation.

Line-by-line consolidation method

Controlied entities are consolidated from the date on which the Group acguires control, according to the purchase
method, and cease to be consolidated from the moment a situation of control no longer exists, as described in
paragraph “16 - Other information, Business combinations, goedwill and changes in interest holdings” below, in
section "A.2 - Key financial statement items”, which should be referenced.

Full consolidation consists of the “line-byline” acquisition of the balance sheet and income statement aggregates of
subsidiary entities. For consclidation purposes, the book value of the equity investments held by the Parent Company
or by the other Group companies is eliminated ogainst the acquisition of the assels and liabilities of the investees, as
o balancing entry to the corresponding portion of shareholders’ equity attributable to the Group and the portion held
by minority interests, also taking info account the purchase price allocation upon acquisition of control.

For subsidiary entities, the portion of shareholders’ equily, income (loss) for the year and comprehensive income
pertaining to minority interests is indicated as a separaie item in the respective schedules of the consolidated
financial stalements (respectively in items: 190 Minority interests”, “340. Income (loss) attributable to minority
interests”, “190. Consolidated comprehensive income attributable to minority interests™).

In this regard, please notfe that there is no effect on the balance sheel, the income {loss} or comprehensive income
perfaining fo minority interests resulting from the consolidation of the separale equities held by the SPEs for
securitisations originated by the Group, not subject to derecognition in the separate financial statements of the
assigning Group banks. For a description of the effects of the consolidation of these equities, please refer fo the
information confained in pari “A.2. Key financial statement items” below, paragraph “16 - Other information,
Securitisations - derecognition from financial statements of financial assets transferred”.

The costs and revenues of the subsidiary entity are consolidated from the date on which control was acquired. The
costs and revenues of a subsidiary sold are included in the income statement up unfil the date of the disposal; the
difference between the sale price and the book value of the net assets of the same is recognised under the income
statement item “280. Profits (losses) on disposal of investments”. In the event of the partial disposal of a subsidiary
entily, which does not result in a loss of control, the difference between the sale price and the relative book value is
recognised as a balancing entry of shareholders’ equity.
The assets, liabilities, offbalance sheet transactions, income and expenses reloting fo fransactions between
consolidated companies are eliminated in full.
The balance sheet and income statement results of the consolidated companies whose operating currency is different
from the euro are translated based on the following rules:

o the balance sheet assels and liabilities are converted af the exchange rate in effect af the end of the

period;
o the revenues and costs on the income statement are converted at the average exchange rate for the period.

All exchenge rate differences originated by the conversion are recognised in a specific valuafion reserve under
shareholders’ equity. Said reserve is eliminated through o concurrent debiting/crediting of the income statement
when the investment is disposed of. Changes in value of the valuation reserve due to exchange rate differences are
included in the Statement of comprehensive income. '

In order 1o prepare the consolidated financial siatements as at 31 December 2019, all of the exclusively controlled
companies have prepared a balance sheet and income statemeni in accordance with the Group’s cecounting
principles.

Invesiments in associates and companies subject to joint control held for sale are recorded in compliance with the
reference international accounting standard FRS 5, which regulates the recording of non-current asseis held for sale.
In this case, the assets and liabilities held for sale are included in the balance sheet items “120. Non-<current assets
and asset disposal groups held for sale” and “70. Lichilities associated with asset disposal groups held for sale”. As
regards the income statement, expenses and income associated with assets and liabilities classified as held for sale,
net of taxes, have been recognised in the separate item “320. Profit {loss] from discontinued operations, nef of
taxes”. |F the fair value of the assets and liabilities held for sole, net of cosis to sell, urns out to be lower than the
book value, a value adjustment is recagnised in the income statement. '
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{B) Investments in companies subject to joint control and subject to significant influence
Associaled companies, i.e. companies not controlled in which a notehle influence is exercised, are considered to be
companies subject to significant influence. The company exercises a significant influence in all cases where it holds
20% or more of voting rights in the investee, and, irrespective of the shareholding percentage, whenever it has the
power to parlicipate in business and financial decisions of the investees, by virtue of specific legal relatians, such as
shareholders’” agreements, the purpose of which is to ensure that the members of the agreement are represented in
the management bodies and fo safeguard a consistent management approach, without, hawever, controlling the
same,

Investments in companies subject to joint control and subiject to significant influence are recognised according to the
equity methed. For a description of the classification, recognition, measurement and derecognition criteria, refer to
part “A.2 - Key financial statement items” in section “5. Equity investments” below.

1. Investments in exclusively controlled companies

The table below [ists the equity investments in exclusively controlled companies. For information on investments in
companies subject fo joint control and sigrificant influence by Banco BPM Group please refer to “Part B- Information
on the consolidated balance sheet” in Section “7. Equity invesiments” in these Notes.

% B W e e e A G R S = e e b s Exe

Banco BPM 5.p.A. Verona Milan Parent Company

1. Agriurbe Sur.. i liquidation Milan Milon 1 Banco BPM 100.000% 100.000%
Share capital £ 10,000.00

2. Aleli & C. Banca di Invesimento Mobifiare 5.p.A. Milan Mitan 1 Banco BPM 100.000%  100.000%
Share capitel € 121,163,538.94

3. Alehi Fiduciatio S.p.A. Mion Mion H Banca Alefii & C. 100.000% 100-000%
Sheve copitel € 1,040,000.00

4. Boneca Akres S.p.A, ) Milan Milan i Banco BPM 100.000% 100.000%
Share capilal € 39,433,803.00

5. Banca Alet & C. {Suisse] S.A. CH -lugane CH - lugano 1 Banca Aletti & C. 100.000%  100.000%
Share Capilel CHF 35,000,000

4. Bipielle Bank (Suisse) S.A. in liquidation CH -lugane CH -lugene i Baneo BPM 100.000% 100.000%
Share Capitel CHF 25,000,000

7. Bipielle Real Estcfe S.p.A. todi Lodi H Banco BPM 100.000% 100.000%
Share copital € 298,418,385.78

8, BPM Covered fiond S.rl. o Rome Rome I Banco BPM 80.000%  80.000%
Shore capitel € 10,000.00

9. BPM Covered Bond 2 5.rl. N Rome Rome 1 Banco BPM 80.000% 80.000%

Shate copitel € 10,000.00

10. BRF Properly S.p.A. Parma Parme i Bonee BPM 65,428%  65.428%
Shore copital € 2,000,000.00

1}, BP Covered Bond S.r.l. Milan Misn 1 BoncoBPM 60.000%  60.000%
Shore copitel € 10,000,00

12. BP Trading Reel Esfate S.r.. todi Lodi | Bipielle Real Estate 100.000% 100.000%
Share capitel € 4,070,000.00

13. Consorzic ATO1 todi Leodi 1 Bipielle Real Estate ©5.000% 95.000%
Shore capital € 100,000.00

14, FINERT. 5.p.A. in liquidation Rome Rome 1 Banco BPM 80.000%  80.000%
Share capital € 103,280.00

15. Ge.Se.S0. Srl. Milan Milan 1 Banco BPM 100.000% 100.000%
Share capital € 10,329.00

14. Immobiliare Moringi d'ltalia 5.1, Lodi Lodi 1 Banco BPM 100.000%  100.000%

Shore copital € 258,024.00
17. Lido dei Coralli S.r.l. Sassari Sassari 1 Bipielle Recl Estate 100.000% 100.000%

ey
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Share capital € 10,000,060

100.000%  100.000%

18. Meleli 5.2, Lodi Lodi 1 Perco
Share copital € 20,000.00

19. Milano Leasing S.p.A. in liquidation Mitan Milan 1 Bonco BPM 99.999% 99.999%
Shore capital € 1,541,808.00

20. Partecipozioni lialione S.p.A. in liquidalion Mifan Milan 1 Boneo BPM 99.966% 100.000%
Shere capilal € 350,000.00

21, Perca Sirl. Lodi Lodi ] '{;’,‘ﬁg;:mm Marinai 100,000% 100.000%
Share capilal € 50,000.00

22. P.M.G. 5.l in liquidation Milan Milan i Banco BPM 84.000%  84.000%
Share capltal € 52,000.00

23. ProFamily S.p.A. Milon Milan 1 Bonco BPM 100.000% 100.000%
Share Capile! € 43,000,000.00

24, Release Sp.A. Milon Milon 1 Banco BPM 85.387% B85.387%
Shore copilel € 430,488,261.00

25. Sogim S.r.l. Socield Agrcolo Asciano {3l} Asciano {Sl) 1 Agriurbe 100.000%  100.000%
Share copircl € 7,746,853.00

26. Sirio Immobilicre S.r.l. Ladi Ledi 1 Bipielle Real Esiate 100.000% 100.000%
Shore eopitol € 10,000.00

27, Teemarket Servizi S.p.A, Verono Verona 1 Benco BPM 100.000% 100.000%
Share copital € 983,880.00

28, Terme loniche Sl Cosenza Lodi 1 Bipielle Real Eslale 100.000% 100.000%
Share capital € 1,157,190,00

29. Terme loniche Societd Agricola S.r.l. Cosenzo Cosenza 1 Bipielle Reol Estole 100.000% 100.000%
Share copital € 100,000.00

30. BP Morlgages S.cl. {*) Milan Milan 4 - 0.000%
Share cagital € 10,000,00

31. BPL Morigages S.r.l. {*) Coneglianc V. [TV) Cone?rl\l;no V. 4 0.000%
Share capital € 12,000.00

32. ltolfinance Securitisotion Vehicle S.r.l. [*) Conegliano V. (TV) Cone(g_;r!\l;;no V. 4 Banco BPM 9.900% 2.900%
Share capital € 10,000.00

33, %alfinence Securitsalion Vehicle 2 S.ri. (%) Canegliono V. {TV) Coneg\izno V. 4 - 0.000%
Shore copital € 10,000.00

34, leasimpresa Finance S.rl. in liquidetion Coneglicao V. {TV) Ceneg\/‘mno v 1 Banco BPM 100.000% 100,000%
Share capital € 10,600.00

35. PrcFomily Securitisation S.r.l. (*} Conegliaro V. [TV) Coneg(;TI\aEno V. 4 - 0.000%

Share capilal € 10,000.00

{1} Type of relationship:

! = majority of voting rights in the ordinary shareholders” meeting

4 = other forms of coniral

{2} Availability of vates in the ordinary shareholders’ meeting, dislinguishing between actual and potential
{*]  Special Purpose Entity for securitisation fransactions originated by the Group.
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Changes in the scope of consalidation

Changes in the scope of consalidation compared to the siluation as of 31 December 2018 are shown in the tables
below:

Newly-incorporated company for demerger operation

“new” ProFamily S.p.A. o N 100.00%
Qutgoing company due to sale e )
ProFamily S.p.A, 100.00%

Areng Broker S.r.l. 57.300%

Quigeing companies due to merger operurions“
Name of company incorporated B B " 'Name of incorporating company
a Banco BPM $.p.A.
Societd Gestione Servizi BP S.c.p.a. o V Bur;;;né;fzﬂ_S“};wA“

Name of company incorporated

BP Properly Management S.c.a r.l.

miéiwp}eﬂe Real Estate S.p.A.

Bipielle Reol Estate S.p.A.

gvi]uppo Comparto 6 S.r.l,

Sviluppo Comporio 8 S.r.

Manzoni 65 S..b. Bipielle Real Estate S.p.A.
Holding di Partecipazioni Finanziarie Bance PopolcrewS.p.A. o Banco BPM S.p.A.
Ouig;“i;gmcompanies due to corporate Eiquiduﬁons_ S o

Liberly S.r.1. {in liquidation] i 100.00%
BPM Securitisation 3 S.r.l. {in liquidstion) T 100.00%
Beta S.r.l. {in liquidation] 100.00%
Tiepclo Finance S.r.l. in liguidetion T ©100.00%
Outgoing company due to change in sho;;'eholding o T %
First Servicing S.p.A. {now CF liberly Servicing 5.p.A.) o 100.00%

Outgoing SPE due to completion of
securitisation transactions/sale of receivables

Erice Finance S.r.l.
Leviticus SPY S.r.l.
BPM Securitisation 2 S.r.l.

o
2

Incoming company due to change in shareholding %
First Servicing S.p.A. [now CF Liberly Servicing 5.p.A.) 30.00%

Qutgoing company due to corporate liquidation

Motia Compagnio di Navigazione S.p.A. in liquidolion

Outgoing company due fo sale

Immobiliore Ceniro Milano S.p.A. {in liquidation)

During 2019, we can note, as a change in the consclidation scope, the exclusion of the subsidiories Liberty S.r.l.,
BPM Securitisation 3 S.r.l., Beta S.r.l., Tiepolo Finance S.r.l. and the associate Motia Compagnia di Navigazione
8.p.A. following cancellation from the competent Companies Registers upon completion of the respective liquidation
procedures. During the year, the subsidiary Arena Broker S.r.l. and the associate Immobiliare Centro Milano S.p.A.
were also sold.

The SPEs Erice Finance S.r.l. and BPM Securitisation 2 S.r.l. also leave the scope of consclidation on a lineby-line
basis, due to closure of their respective securifisation transactions, as well as Leviticus SPY S.r.l., following
completion of the transfer of receivables under the scope of the ACE project and the consequent derecognition of
such from the accounts.

In addition the SPE First Servicing S.p.A., a company wholly owned by the Parent Company with the purpose of
performing the functions of servicer in the context of the "ACE” project, was moved into the segment of associates
measured with the equity method as a result of the sale of 70% of the capital of the same to Credito Fondiario S.p.A.
completed in May.

e

k)
i i
[ —

1

‘ ﬁ_..,
RO f—

.




MNOTES TO THE COMNSOUDATED FINANCIAL STATEMENTS .i 59

As part of the process of restructuring the consumer credit segment we can note also ihat in June Baonco BPM
completed a demerger operation that entailed:

- the entry among fully consolidated companies of the “new” ProFamily S.p.A., a newlyincorporated
company fully controlled by Banco BPM, involving the assignment of the business segment related to the
consumer credit activity performed through the “Non-captive network”;

- the exclusion owing to sale to Agos Ducato of the “old” ProFamily S.p.A. which, at the same time, had
assumed the nome ProAgos.

Lastly, during the yecr the mergers by incorporation of the subsidiaries BP Property Management S.c. a r.l., Societd
Gestione Servizi BP S.c.p.oz. and Holding di Partecipozioni Finanziarie Banco Popolare S.p.A. into the Parent
Company Banco BPM and of the subsidiaries Sviluppo Compario 6 S.r.l., Sviluppo Comparte 8 S.r.l. and Manzoni
65 S.r.l. info Bipielle Real Estate were findlised. These operations, which took effect for accounting and tax purposes
as of 1 January 2019, occurred in the simplified form established for wholly owned companies.

For further details, please refer to the section that explains the significant events that occurred during the period in
the Report on Operaiiens.

2. Significant assessments and assumptions used to determine the scope of
consolidation

Within the scope of fully-controlled Companies, inclusion in the scope of the Group is related to the concept of
maijority voting rights at the shareholders’ meeting without exclusion in the case of legal control.

The only exceplions are those of Special Purpose Entities for securifisation transactions. As previously explained,
even in the absence of direct equity investments, the Group has contractual rights to manage the relevant activities of
the entity and is exposed to the variable returns of the same.

As at 31 December 2019, there were no minority inferests in subsidiaries deemed significont for the Group, either
individually or as a whole, as shown in the table in “Section 14 - Minority inferests” in part B of the liabilities of
these Notes. The same is true for the financial statemenis as at 31 December 2018.

3. Investments in exclusively controlled companies with significant minority
interests

3.1 Minority interests, availability of minority votes and dividends distributed to minority
interests

No information is given for the reasons explained above.
3.2 Investments with significant minority interests, accounting information

No information is given for the reasons explained above.

4. Significant restrictions

As at 31 December 2019, there were no legal or substantial consiraints or restrictions capable of obstructing the
rapid transfer of capital resources within the Group. The only canstraints are those afiributable to the regulatory
legislation, which may require the maintenance of a minimum amount of own funds, or to the provisions of the Italian
Civil Code on disiributable profits and reserves.

It should also be pointed out that there are no protfective rights held by minorities able to limit the Group’s ability to
access or transfer assets between Group companies or to sefile Group liabilities, in part due to the fact that there are
no subsidiaries with significant minority interess, as explained in the previous paragraph.
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5. Other information

All the subsidiaries prepare financial statements os at 31 December 2019, the date of closure of the consolidated
financial statements {and separate financial statements of the Parent Company).

Section 4 - Events subsequent to the reporting date

Htustrated below are the most significant events occurred from the reporting date {31 December 2019) to the date of
approval of the draft financial statements by the Board of Directors {6 February 2020, fully attributable to the
category of non-adjusting events pursuant to accounting standard 1AS 10, i.e. events that do not entail any
adjustments to the financial statement balances, as they express situations arising subsequent fo the reporting date.

Issue of Additional Tier 1 financial instruments

On 14 Janvary, Banco BPM launched a second issue of Additional Tier 1 instruments for an amount of 400 million
euro, intended for institutional investors. This transaction is part of the plan to optimise the Bank's capital structure.
The securities are perpetual and may be called by the issuer, based on the applicable regulations, starting in 2025
and, if not called, the call may be exercised every six months thereafter, at the coupon detachment date.

The initial sixmonthly coupon was set at 6.125%. The loan setilement provides for a number of mechanisms for
payment of the scid coupon as well as temporary reduction of the nominal value.

The security, placed mainly with funds, banks and hedge funds, is listed on the Luxembourg Stock Exchange.

Closing liquidation of assaciate

In January the associate Leasimpresa Finance in liquidation was struck off the related Companies Register following
completion of the liquidation procedure, which did not entail significant impacts on the balance sheet or income
statement of the Group.

Declaration of the international emergency due to the Coronavirus outbreak

On 30 January 2020 the World Health Organisation declared the coronavirus outbreak a Public Health Emergency
of International Concern, with a very high risk in China and high risk ot global level. As illustrated above, based on
the accounting standard [AS 10, this is an event that should nof entail any adjustments to the financial statement
balances, as the event and ifs consequences arose subsequent to the reporting date.

Taking account of the absolute uncertainty regarding the spread of the outbreak and the resulting measures that will
be implemented by governmenis to combat it, parficularly harsh effects on the international and ltalian economies
cannot be ruled out, which could result in the need to make a new estimate of the financial statement values, in light
of the information that will become available. For more details on the related elements of uncertainty, refer to that
illustrated in the paragraph “Significant accounfing policies and uncertainties regarding the use of estimates in the
preparation of consolidated financial stotements” above, and in the Group Report on Operations.

Section 5 - Other aspects
Terms for approval and publicatien of the financial statements

Art. 154-er of ltalian Legislative Decree 58/98 (Consolidated Finance Act or CFA) states that, within one hundred
and twenty days from the end of the financial year, the separafe financial statements must be opproved and the
annual financial report must be published, The latter must contain the draft separate financial statements, the
consolidated financial statements, the report on operations and the declaration of the Manager responsible for
preparing the company'’s financial reports pursuant to art. 154-bis, paragraph 5.

The draft financial statements of Banco BPM S.p.A. were approved by the Board of Directors at its meeting on 6
February 2020 and will be submitted for approval by the Shareholders' Meeting convened for 4 April 2020,
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Independent audit

The separate financial statements and the consolidated financial statements ot 31 December 2019 are subject to
independent auditing by the auditing firm PricewaterhouseCoopers S.p.A., in application of the appointment
conferred on this firm with resolutions of the sharehalders’ meefings of Banco Popolare Soc. Coop. and Banca
Popolare di Milano S.c.a r.l. of 15 October 2016, This appointment has the legal duration (9 financial years} and
runs from the date of effectiveness of the merger {1 January 2017). The full auditors’ repor, together with the annual
financial report, is made available to the public, pursuant o art. 154-ter of liclian Legislative Decree 58/98.

New accounting standards/interpretations or amendments or changes fo existing standards
approved by IASB/IFRIC

An illustration of the new accounting standards or the amendments to exisiing standards approved by the IASB is
provided below, as well as new inferprefations or amendments to existing ones, published by the IFRIC, with
separate disclosure of those applicable in 2019 from those applicable in subsequent years.

JAS/IFRS accounting standards and related SIC/IFRIC interpretations endorsed that must be applied when preparing
the 2019 financial siatements

Regulation ne, 1986 of 31 Ociober 2017 - IFRS 16 "leoses”.

The standard IFRS 16, published by the 1ASB on 13 January 2016, defines, fram the point of view of both the lessor
and the lessee, the principles on the subject of recognition, measurement, presentafion and disclosure of lease
contracis, replacing the previous standards/interpretations (IAS 17, IFRIC 4, SIC 15 and SIC 27).

For an illustration of the impacts of the transition to the new accounting standard IFRS 16, refer to paragraph
“Changes in 2019 in the accounting standards applied by the Group” below.

Requlation no. 498 of 22 March 2018 — “Amendments to IFRS @ Financial Instruments — Prepayment Features with
MNegative Compensation”
These amendments aim to clarify the classification of certain financial assets that are redesmable in advance when
applying IFRS 9. In particular:
» for financial assets: there is the option of also measuring at amortised cost loans which, in the event of
prepayment, require payment by the lender;
» for financial Tiabilities: in the event of a change in the contractual terms of a liability that does not entail
derecognition, it is expected that the effect of the change on amortised cost will be recognised in the
income statement at the date of the change.

For the 2019 financial statements, the amendments in question had no impacts on the Group.

Regulation no. 1595 of 23 Qclober 2018 — IFRIC 23 “Uncertainly over Income Tax Treatments.

The purpose of the interpretation is to provide clorification on how to apply the recognition and measurement criteria
for income taxes set out in 1AS 12, where there is unceriainty over specific tax freatment. The interpretation
specifically considers the situation where it is not known whether a particular tax treatment will be accepted until the
competent tax authority or a judge makes a decision, requiring that such uncertainty be reflected in defermining the
tex values. In carrying out that assessment, the entity has to assess the effects of a change in facts and circumstances
or new information in the context of the applicable tax regulations, such as, for example: the acceptance or rejection
by the tax autherity of the tax treatment or of a similar tax treatment applied by the entity or by another entity; the
infarmation relating to the amount received or paid to bring a similar tax treatment into compliance.

The clarifications set out in the interpretation in question were considered by the Group in defining the accounting
treatment correlated with situations of uncertainty in applying the applicable tax regulations right from the 2019
financial statements.

Requlation no. 237 of 8 February 2019 — “Amendments to IAS 28 [nvestments in Associates and Joint Yentures -
Long-term Interests in Associates and Joint Ventures”

These amendments aim to clarify that the provisions on the subject of impairment pursuani to IFRS ¢ “Financial
Instruments” apply to long-term interests in associates and joint ventures.

For the 2019 financial statements, the amendments in question had no impacis on the Group.
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Regulation no, 402 of 13 March 2019 — “Amendments to IAS 19 Employee Benefits — Plan Amendment, Curtailment
or Seitlement”.

The purpose of the Regulation in question is to clarify the accounting treatment for amendments, curtailments or
seftlemenis of defined benefit plans, with regard to the method for determining the past service cost, gains and losses
on settlement, current service costs and net interest on net defined benefit liabilities {assets).

For the 2019 financial statements, the amendments in question had no impacis on the Group.,

Regulation no. 412 of 14 March 2019 — “Annual Improvements to [FRS Standards 2015.2017 Cycle — Amendments
to IFRS 3, IFRS 11, [AS 12 and IAS 23"

The objective of the annual improvements is to provide certain clarifications aimed at resolving some inconsistencies
in the standards in question or specifications of a terminological nature.

For the 2019 financial statements, the amendments in question had no impacts on the Group.

IAS/IFRS accounting standords and SIC/IFRIC interpretations approved for which the Group availed of eorly
application for the 2019 financial statements

Regulation no. 34 of 15 Jonuary 2020 — “Interest Rate Benchmark Reform”

The Regulation in question approved the amendments to the accounting standards IFRS 9, IAS 39 and IFRS 7 issued
by the IASB on 26 September 2019 as part of the “Interest Rate Benchmark Reform” project.

The amendment in guestion completed the first phase of the IASB project, aimed at searching for solutions fo reduce
the effects of the interest rate reform on financial statements, specifically regarding the potential impacts prior to the
replacement of existing benchmarks. In particular, the IASB set out several exemptions from accounting for hedging
relationships, for the purpose of avoiding discontinuing effects affributable to the mere situation of uncertainty
regarding interest rate reform. In particular, fo assess the ecanomic relationship, the amendments introduced require
that the entity assume that the interest rate benchmark for the hedged instrument and the hedging instrument is not
altered as a result of the interest rate reform.

The amendments in question, in force as of 5 February 2020, are mandatorily applicable as of 1 January 2020,
save for early application, which the Group implemented from drawing up the financial statements as at 31
December 2019, with the objective of ruling out any elements of uncertainty in measuring the effectiveness of the
hedging relationships linked to the replacement of the benchmark interest rates (Eonia, IBOR).

In that regard, the notional value of the derivative instruments designated as hedges and indexlinked to underlyings
that will be replaced by the interest rate reform amount to 6,513.9 million euro, entirely referring to the Parent
Company. More specifically:
s the notional valve of hedging derivatives indexlinked to the “3-month USD LIBOR [London Interbank
Offered Rate}” amounts to USD 1,455 million {equal to 1,321.9 million euro);
* the notional value of hedging derivatives indexdinked fo the Eonia rate [Euro OverNight Index Average)
amount fo 5,192 million euro.

Specifically, these are interest rate swaps designated as specific fair value hedges of government bonds classified in
the portfolio “Financial assets at amortised cost” for a nominal value of 4,617.5 million euro and in the portfolio
“Financial assets at fair value through other comprehensive income” for a nominal value of 1,896.4 million evro.
The remaining interest rate risk hedging derivatives are indexlinked to the Euribor interest rate.

IAS/IFRS accounting standards and SIC/IFRIC interpretations approved, the application of which iakes effect after
31 December 2019

Regulation no.. 2075 of 29 November 2019 — “IFRS Conceptual Framework - Amendments”

The revised version of the Framework incorporates several amendments to the existing references of the previous
framework in several standards and interpretations, to updaie them to the new Conceptual Framework.
Those amendments shell be applicable as of 1 January 2020.

Regulation no. 2104 of 29 November 2019 — “Definition of Material - Amendments fo IAS 1 and JAS 8”

The Regulation clarifies the definition of “Material” in order to assist companies in expressing judgements on that
concept and improve the significance of the disclosure set out in the notes to the financial statements. The
amendments will apply as of 1 lanuary 2020.
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Accounting standards IAS/IFRS and SIC/IFRIC interpreiations issued by the IASB/IFRIC, awaiting endorsement

For the purpose of completeness, it is noted that on 22 October 2018 the IASB published several amendments fo
IFRS 3 “Definition of a business”, with the goal of clarifying whether a transaction represents an acquisition of a
business, based on the definitions set out in IFRS 3. The application of those amendments, insignificant for the
balance sheet and the income statement of Banco BPM Group, will be subordinate to their endorsement by the
European Commission.

Lastly, it is noted that on 18 Moy 2017 the IASB issued the new accounting standard IFRS 17 goveming policies
issued by insurance companies, which was expecied to be applied from 1 January 2021, On 15 November 2018
the |ASB itself proposed deferment of the entry inio force of the standard to 1 January 2022, proposing ot the same
fime fo extend until 2022 the temporary exemption from the application of IFRS 9 granted to insurance companies,
so that IFRS 9 and IFRS 17 could be applied at the some moment. Direct impacts on the Group's operations are not
expected, os it does not carry out insurance acfivities,

Changes in 2019 in the accounting standards applied by the Group

This section illustrates the impacts of the transition to the new accounting standard IFRS 16, as well as the impacis of
the change in the measurement criterion for real estate assets and works of art of the Group.

Disclosure on the first-time adoption of the accounting standard IFRS 16 ~ “Leases”

Regulation no. 1986 of 31 October 2017 approved the new infernational accounting standard IFRS 16 “leases”,
which defines, from the point of view of both the lessor and the lessee, the principles on recording, assessment,
submission and disclosure of lease contracts, replacing the previous standards/interpretations {IAS 17, IFRIC 4, SIC
15 and SIC 27).

For Banco BPM Group, the application of IFRS 16 (hereinafter, also “FirskTime Adoption” or FTA} mandatorily stort
from 1 January 2019.

Significant aspects of the new accounting standard IFRS 16

The accounting standard IFRS 16 defines a lease as a contract, or part of a contract, under which the lessor grants
to the lessee the right to use an identified asset [ROU, Right Of Use) for o certain period of time in exchange for a
fixed fee. The key elements for defining whether a contract, or pari of it, comes under the definition of a lease are
the fact that the asset is identified, and that the lessee has the right to control the use of the same and o receive
substantially oll its economic benefits.
On the basis of this definition, the scope of application of IFRS 16 includes all contracts envisaging a right of use of
an assel, regardless of its legal qualification, and therefore including rental, hire, lease or commedatum contracts
that were previously not classified as leases. Considering the requirements loid down by IFRS 16 and the
clorifications provided by IFRIC in September 2018, the intangible assets represented by softwore, acquired through
user’s licences or on the basis of cloud computing agreements, are excluded from the scope of application of IFRS
16, as they must be subject to the regulations of standard IAS 38 where conditions are met.
The main change regards the preseniation of lease contracts, as defined above, from the point of view of the lessee,
because the standard eliminates the distinclion between opercting leases and finance leases of 1AS 17, infroducing
a single accounting model on the basis of which the lessee must recognise in its balance sheet a liability on the basis
of the present value of future instalments to be paid for the coniractual term as a balancing entfry to recognising,
among assets, the right to use the asset covered by the lease contract. After initial recognition:

o the right-of-use asset will be measured at cost on the basis of IAS 16 and subject to depreciation along the

term of the contract or the usefu! life of the asset;
o the liability will be gradually reduced as a result of the payment of the instalments and the interest due to
be charged o the income statement will be recognised on it.

The lessee may however choose not fo apply the new requirements if the contracts are shortterm, that is they have o
term of not mare than twelve months, or if the assets underlying the lease contract have a unit value when new of a
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modest amount {value identified by the IASB as around 5,000 dollars per contract, as indicated in the Basis for
Conclusion of IFRS 16, paragraph BC100).

As regards the lessor the rules on accounting for lease contracts of IAS 17 remain instead substantially unchanged.,
For finance leases, therefore, the lessor will continue to recogrise in the balance sheet a credit for the present value
of future lease rentals,

Project for the transition to IFRS 16 for Banco BPM Group

During 2019 the project dedicated to the transition to IFRS 16, started in the second half of 2018, was completed.
In detail, the project pursued the following objectives:

» recognition of the scope of material lease contracts, considering that the Group did not avail itself of the
practical expedient, permiited by IFRS 16 on first application, of limiting the application only to contracts
identified as leases under the terms of the previous standard IAS 17 (the so-called “grandfather
assessment”);

+ definition of and obtaining the information set needed to calculate the right of use and lease liabilities;

» formalisation of the operating methods for managing the expenditure process (purchasing cycle}, capable
of guaranieeing, from the contracting date, the complete identification of lease coniracts and correct
management of material information for calculating the right of use and liabilities;

» implementation of the IT procedure for recording leases in the accounts, represented by an engine for
caleulating the right of use and licbilities for fuiure rentals.

The impacts of the application of the new standard IFRS 16 were definitively quantified for the purposes of the
Consolidated interim report as at 30 fune 2019, also following the completion of the related checks.

Scope and choices of application of IFRS 16 for Banco BPM Group

The IFRS 16 scope of Banco BPM Group includes the lease contracts on the property units mainly intended for
commercial activities (branches), which account for more than 99% of impacts consequent to the application of the
new standard. The impacts relating to the rest of the scope, comprising the company car hire contracts and a limited
number of contracts confaining a right of use of identified technological appliances.

On firsttime adoption of IFRS 16, the Group decided to avail of the Modified Retrospective Approach, permitted by
the transitory provisions coniained in paragraphs C5(b], C8{bj{ii} of the aforementioned standard. In accordance
with this approach, the right of use is set as equal 1o the lease liability and the comparative information need not be
redetermined for the 2018 financial statements. [t follows that:
» as al the transition date, no impacts have been recorded on the shareholders' equity booked for Banco
BPM Group;
o the data relating to 2019 is not comparable with that of 2018 with reference to the right of use, lease
liabilities or related economic impacts.

From the economic point of view, starting from 1 January 2019, rental instalments of contracts under IFRS 16 are no
longer recognised as they accrue among administrative expenses as provided for when the previous accounting
standard |AS 17 was in force. This recognition is replaced, in fact, on the one hand, by recognition of ihe
depreciation of the right of use and, on the other, by recognition of the interest that has accrued on the lease
liability. Even though at the end of the lease contract the total economic effect recorded will be equal to the amount
of the lease instalments effectively paid to the lessor, the new cccounting method entails a different division of the
aforesaid impact along the ferm of the contract.

In more defail, the negative economic impact charged to the income statement is reasonably higher at the start of the
confract and decreases gradually from yeor to year as a result of the gradual reduction of the lease liability
following payment of the instalments.

Please also note that the Group has availed of the practical expedient, both during FTA and definitively, not to apply
the regulations of IFRS 16 to contracts with a term of less than 12 months (i.e. due before 31 December 2019 for the
FTA] or with underlying assets of modest new value {threshold value being identified ot 5,000 euro}.

Additionally, in order to determine the impairment of the right of use, the Group relied on assessments performed for
the 2018 financial statements relative to the exisience of onerous contracts that entailed the need to record o
provision for risks and charges in accordance with IAS 37, In particular, these are provisions established against
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lease contracts for closed branches, for which the costs necessory to fulfil the contract exceeded the expected
benefits.

In order to calculate the lease liability and related right of use, Banco BPM Group has discounted the future charges
attributable to the lease component, net of VAT, to be paid for the expected contract term.

With reference to the lease duration, in addition to the period that cannot be cancelled, during which the Group
cannot avoid paying charges, extension options were considered if their exercise by the Group was held to be
reasonably certain, considering all facts and circumstances. More specifically, with reference to contracts envisaging
the faculty of the lessor to renew the lease at the end of the first period, during FTA and definitively, the Group
considers the initial term of the rental contract (e.g. 12 years for é + & year rental contracts) and, once this term has
ended, the following first renewal period (e.g. next 6 years), where there is no reasonable evidence that may lead to
another renewal period or, vice versa, the end of the contract.

In regard to the discounting of future charges, the discounting rate used is equal to the incremental borrowing rate as
at the date on which the coniract is stipulated. This rate was identified as the rate used for managerial purposes
which expresses the average cost of Group funding, both secured and unsecured, considering in the time bracket in
which the contract expires. For the purpose of the transition and in fine with the transitional provisions of the
standard, this rate corresponds to the |TR {internal transfer rate} of deposits on a Group level, used for managericl
purposes on 1 Januory 2019,

Accounting impacts following the application of IFRS 16 for Banco BPM Group

The 1ables below show:

« the quontitative impacts reloted to firsttime adoption of IFRS 16 {table 1);

o the statements of reconciliation between the formats of the balance sheet assets and liabilities os at 31
December 2018 on the basis of the previous standard IAS 17 and those redetermined fo take into account
IFRS 16 (table 2 and table 3);

« the statement of reconciliation between the commitments for operating lease instalments under IAS 17 of
31 December 2018, to be paid in relation to the non-cancellable period of the contract, and the lease
liability determined on the basis of the provisions of IFRS 16 at 1 January 2019 (table 4},

Table 1: Summary of the financial impacts of firsttime adoption of IFRS 16 for balance sheet items

On the basis of what is explained above, the firsttime adoption of IFRS 16 entailed the recording of higher property,
plant and equipment amounts following the booking of rights of use acquired through leases, of 835.6 million euro,
almost entirely represented by properly rental confracts, and corresponding liabilities mainly in regard fo non-
banking counterparties. Considering the reclassification of provisions for risks and charges for anerous conlracts of
closed branches, of 34.4 million euro, the impact on the assets was 801.2 million euro, as shown in summary form
in the fable below.
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For the purpose of measuring the lease liability at the date of first time adoplion the average inferest rate of marginal
financing, weighted on the basis of the lease liability, is 1.27%.

fion:

Rights of use of property, plant and equipment joefore T T .

90. Property,  impairmen] 835,594 - 835,594
l t d P . . . N T N

plant an Impairment (provisions for risks and charges for enerous i (34,411) (34,411)

equipment

T —

e

of righ.i“:

for risics and
charges

Recogniiion: B o
’.0' F!rfanC|a| Lease payables {customers) 827,689
liabilities at S— s e
amorfised cost rl.weczse payables (banks] 7,905

bk

150, Reserves [mpaé? on consolidated sharsholders' equity (A)-{B) T - T .

Table 2: Statement of reconciliation belween lofal assets as at 31 December 2018 [IAS 17) and total assets as at 1
Janvary 2019 (IFRS 16)

10. Cash and cash equivalents 922,017 7 922,017

20. Finonciat assels ot fair volue lhrough profit and foss 5,738,595 - 5,738,595

a} financial essets held for treding 4,522,529 4,522,529

<] ofher financial assets mandatorily at fair value 1,216,066 1,216,066

30. Finoncial assets at fair volue through other comprehensive income 15,351,561 15,351,561

40. Financial assets at amortised cost 123,840,007 123,840,007

a) due from banks 4,377,526 4,377,526

b] foans lo cuslomers " 119,462,481 119,462,481

50. Hedging derivatives 130,511 130,511
60. Fair value change of financial assets in macro foir value hedge

portfolios [+/4 42,173 42,173

70. Equily invesiments T 1,434,163 o 1,434,163

90. Property, plant end equipment 2,775,885 835,594 38,297 3,649,776

100. Intangible assets 1,277,941 1,277,941

of which: goodwill 74,389 76,389

110. Tox cssets 5,012,477 5,012,477

a) current 330,434 330,436

b) deferred 4,682,041 4,682,041

120. Non<urrent asseis and asset disposal greups held for sale 1,592,782 1,592,782

130. Other assels 2,344,679 {72,708} ) _____2_,_2‘7_3_,9?_1_4
——— —_— N “ 34'4.1__” 16?,265,974

As at 1 January 2019 item 90 “Property, plant and equipment” increased by 873.9 million euro as a result of:
» the recognition of rights of use, as illustrated in table 1 above;
+ reclassificatians:
o provisions for risks and charges (34.4 million euro) as illustrated in table 1 above;

™




-
- NOTES TG THE CONSOLIDATED FINANCIAL STATEMENTS | OF
B o expenses for improvement incurred on rented third-party assets (72.7 million euro), allocated together
with rights of use. These are, in fact, expenses incurred for extraordinary work on rented third-party
properiies which generated the right of use. In the financial statements as at 31 December 2018 these
- expenses were included in the item “130. Other assets”.
Table 3: Statement of reconciliation between iotal liabilities and shareholders' equity as at 31 December 2018 {IAS
- 17) and total liabilities and shareholders’ equity as at T Januvary 2019 (IFRS 16)
- S e o _[ERS-1 o G
10. Financial liabilities ot amertised cost 136,160,342 835,594 136,995,236
o) due to bonks ) 31,633,541 7905 31,641,446
_ b} due to customers T 90,197,859 827,689 T 9 025,548
¢} debt securities issued e 14,328,942 o H?lil328,942
20. Financial liabilties held for Irading T T s 522 T 502,522
" 30. Financial liabilifies af fair value . T 692,890 T T Teease0
) 40, Hedging derivatives 726,307 S 726,307
50, Fair value change of financial fiabilities in mocro fair volue hedge
_ portfolios (+/1 49,756 ) 49,756
60, Tox liobilities 505,402 505,402
a] current 11,181 11,181
b] deferred 494,221 494,221
70. Liabilities associated with asset dis-posul groups held for scle 3,043 o 3,043
80. Other liabilifies o 3,814,589 o 3,814,589
20. Emp|oye{;m;e.rminalion_ indemnities ) 377,498 o B 377,498
100, Pravisions for risks and charges 1,327,348 {34,411) 1,292,957
c) commitmenis and guarantees given 123,814 o 123,814
b) retirement benefits and similar commitments 150,676 150,674
c) other pravisians for risks and charges 1,052,878 (34,411} 1,018,467
120, Valuation reserves (346,438) [346,438)
150. Reserves T 3,577,955 3,577,955
170. Shore capital 7,100,000 7,100,000
180. Treasury shores (7 {12,610 {12,610)
190, Minority interests (+/ 45,599 T 45,599
200. Income/Loss for the year T (59,432) T 159,432)

il 64,7
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Table 4: Reconciliation between commiiments for IAS 17 operating leases as at 31 December 2018 and IFRS 16
lease liabilifies as at 1 Janvary 2019

The table of reconciliation between the instalment payment commitments referred to the noncancellable period of the
rental contract of properties as at 31 December 2018, on the basis of the rules of IAS 17, and the lease liabilities as
at 1 January 2019, on the basis of IFRS 16 is presented below:

(a) Lease commitments far property rental contracis under the

terms of IAS 17 as at 31 December 2018 {in relation to the

non-cancellable periad) 453,776 453,776 -
{b} Instalment payment commitments beyand the non-cancellable periad

under the terms of IFRS 16 457,741 453,949 3,792

7 T(c) Excepfion o the recognition of IRRS 16: 16265  {14,028] 2,239)
, - shorterm leases - (16,249 [14,026) (2,223]
 lowvalveleases T (18] e
{d)={a}+(b)+(c) Non-discounted lease paycbles as at 1 January 2019 895252 893,699 1553
o (e) Effecf Of diSCOUﬂﬁng Comm"mef{!smm e (59,658] (55;544) (] Al
o (fi=({d}+(e) Ope;mc;fing lease payables as at 1 Jonuary 2019 835,594 834,055 1,52;5

(g) Finance lease payables pursuant to IAS 17 as at 1 January

impacts on own funds following application of IFRS 16 for Banco BPM Group

With reference to the impact on own funds, the application of IFRS 16 entailed a reduction of approximately 15 bps
with respect to the IFRS @ phase-in CET1 rafic as ot 1 Jenvary 2019. In line with that explained by the Bosel
Committee on & April 2017 “FAQs on the treatment of the ROU Asset”, this effect derives from the inclusion of the
right of use on property, plant and equipment in calculating the risk-weighted assets {RWAs) subject to 100%
weighting in line with the treatment applied fo owned tangible asseis. The impact on the IFRS 9 fully phased CET1
ratio was 12 bps.

Impacts on financial statement disclosure

With regard to the disclosure on IFRS 16 lease contracts, in line with the provisions introduced in the éth update to
the Bank of ltaly Circular of 30 November 2018, it is required that:
» evidence of the “rights of use” be provided in the tobles of the breakdown of and changes to "Property,
plant and equipment” included in Part B — Assets of these Notes;
« evidence of “lease paycbles” be provided in the tebles regarding “Financial licbilifies at amortised cost”
included in Part B - Liabilities of these Notes;
+ avidence of “interest income on leases” and “inferest expense relating to lease payables” be provided in
the table on “Interest and similar income” and the table on “Interest and similar expense”, respectively, in
Part C of these Noles;
» evidence of the disclosure on shortterm lease rentals and leases on low value assets be provided os
comments to the item "Other administrative expenses” in Part C of these Notes;
» evidence of the net losses/recoveries on rights of use be provided in the table “Net adjustments
to/recoveries on properly, plant and equipment” included in Part C of these Notes.

A specific Part M is also provided for, divided into two sections, which comprises the disclosure on leases required
by the international accounting standards that is not included in other parts of the Notes.

The first section, regarding the lessee, includes the qualitative information requested by IFRS 16, as well as
quantitative information not included in Pari B “Information on the balance sheet” or Part C “Information on the
income statement” of the Notes.

In the second section, regarding the lessor, in addition to the qualitative information, the classification of payments to
be received by time band is requested. Moreover, only for finance leases, the statement of reconciliation of
payments to be received with loans for leases has been introduced.
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Change in the measurement criterion for property and valuable works of art

In December 2019 Banco BPM Group decided to change the accounting eriterion for measuring real estate assets
and valuable works of art. In detail, this change resulted in:
+ for property, plant and equipment used in operations, represented by property and valuable works of art:
the change from the cost model to the revaluation model, based on the provisions of accounting standard
[AS 16 "Property, plant and equipment”;
« for property held for investment purposes: the change from the cost model o the fair value model, based
on the provisions of accounting standard IAS 40 “Investment Property”.

More specifically, the Group’s real estate assets are represented by:

s property used in operations, i.e. properly used to carry out business operations. This is comprised of
several top level buildings in the cenires of the main ltalian cities, inherited from the banks that contributed
to forming the current Banco BPM Group through the various business combinations, as well as a
significant number of buildings used as fraditional branches;

« property held for investment purposes, mainly comprised of property ccquired through datfio in solutum
[acceptance in lieu] in relation to loans that have become non-performing, and, to o lesser extent, of
several units that are no longer used for business operations.

It must be noted that in 2019 the Group began a process of rotienalisation and promotion of those assets, focused,
on one hand, on optimising the spaces used for commercial activities and for headquarters, also following the
process of rationalisation of the sales network and, on the other hand, on disposing of the real estate assets not used
for administrative purposes of the Group. These latter properiies are not the result of a deliberate investment strategy,
but the result of the aforementioned optimisation as well as initiatives aimed at maximising the possibility of recavery
of credit exposures that have become non-performing through the acquisition of the underlying collaterdl,
represented by properties.

With regard to works of art, inherited from the banks involved in the numerous mergers that resulted in the current
company structure, since its creation, Banco BPM has emphasised that it intends to pursue o strategy of conservation
and promotion thereof. In paricular, during 2019 Banco BPM conlinued the development and expansion activities
that it begun in previous years, also implementing ambitious new projects such as the search for permanent
exhibition spaces. In that view, Banco BPM launched o project aimed at the compleie survey of its works of art,
comprising a total of around 20,000 assets in various categories (painfings, sculptures, drawings, collages,
tapestries, coral art, ceramic, books, carpets, furniture, prints, photegraphs, archaeological finds and other minor
categories), in which 1,281 oncient and modern works have been identified that are considered of the highest
value, also due 1o the importance of the regional or local figurative schools of a specific era.

In that context, with the objective of availing of clearer, more reliable information regarding the effects of the above
actions, starting from the 2019 financicl statements, the Group adopted a measurement model based on the fair
value in place of the model based on cost, voluntarily changing the measurement criterion for owned property and
valuable works of ari, in line with the provisions of the accounting standard 1AS 8. That standard states that a
voluntary change in an accounting policy may occur where such change is able to provide reliable, more significant
information on the equily, financial and economic situation of the entity. In light of that illustrated to this point, the
Group deems that the adoption of the fair value model/revalusiion model is more significant than the cost model, as
it provides a better representation of the actual amount of real estate assets and works of art, updated based on the
market conditions existing at the valuation date, and more in line with the management information considered in
selecting the future initictives to promote said assets.

It is also important fo note that the adoption of the new measurement criterion will provide a better comparison with
the financial statements of our main ltalian competitors, which have adopted the fair value/revaluation criterion for
the valuation of real estate asssts and/or works of art.

Lastly, in relation fo said change in accounting standard, it must be noted that:

» the Group decided to continue to measure rights of use of properly used in operations, recognised under
property, plani and equipment based on IFRS 16 {paragraphs 30 and 35}, using the cost method, not
availing of the option to use the revaluation madel, an option which is permitted where the lessor applies
this criterian fo owned property;
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» for rights of use that sofisty the definifion of real estate investment, the application of the 1AS 40 fair value
criterion for the measurement of owned property held for investment purposes implies the use of the same
criterion also for the rights of use {IFRS 16, paragroph 34). Nonetheless, in that regard, it must be noted
that this case is not applicable to the Group, as there are no rights of use acquired with the leases
classified under property, plant and equipment held for investment purposes, as shown in the table
breaking down property, plant and equipment shown in “Section 9 - Property, plant and equipment” of
Part B of these Notes.

With regard to the cases of changes in the accounting standard, to which the change of the measurement basis in
question is affributable, as a general rule, 1AS 8 provides for retrospective representation, restating the comparative
disclosure as if the accounting standard hod always been applied, or restating the comparative balances starting
from the year in which it would be feasible. However, that general rule does provide for an exception: for the assets
governed by IAS 16, the change from the cost criterion fo the revaluation criterion must be applied on a forward
basis, as if it were a new restatement of the previous book values, in line with the treatment requested, once fully
operalional, for the subsequent revaluations. As a result, for the latter assets, the change to the revaluation model
does not give rise to any adjustments to the opening balances for the year or the previous years, or to the balances
recognised up fo the date of said change, based on the previcus cost criterion.

In light of that illustrated above, for properiy used in operations and valuable works of art the change from the cost
to the revaluation model by Banco BPM Group was applied on a forward basis sterting from 31 December 2019,
For those assets, the negative effects resulting from o lower fair value than the book value were recognised in the
income statement. The positive effects resulting from a higher fair value than book value were, instead, recorded in @
specific positive valuation reserve in shareholders' equity, unless these were recoveries of previous write-downs to be
booked to the income statement. In that regard, it is noted that the unit of measure used to determine the above
impacts is the individual property, considering the component of land and that of the building as they cannot be sold
separately. The breakdown of the value of the property into its two components - land and building - is, instead,
important for disclosure purposes and to calculate depreciation, based on the different useful life of the two
components.

In line with the application on a forward basis, starting in 2020, the restated value of the assets in question will
represent the new deprecioble value, to be divided on a straightline basis over the expected economic life. For
2019, instead, it was not necessary fo recalculate the depreciation calculated based on the previcus cost criterion.
In that regard, it is specified that neither the component of the property represented by land nor works or art are
subject to any depreciation, either for 2019 or for future years, due to the reasons illustrated in “Part A.2 — Key
financial statement items” below.

For properly held for invesiment purposes, the refrospective application, instead, resulted in a restatement of the
opening balances as at 1 Januvary 2019, i.e., starting from the first date on which the Group deemed it could
reliably determine a fair value, considering not only the market conditions, but also the information on the actual
state of the single properfy, whose reliability decreases the longer the time horizon referred to for the related
measurement.

At that dote, the positive or negative sffects were recognised as o change to the opening balances of shareholders'
equity reserves. Those effects were determined ot the level of individual property by comparing the fair volue with
the related book value, where the Group deemed that the bases existed to change the measurement {fair value
instead of cost), also in relction to the assessments made in the 2018 financial statements for the purpose of
determining the recoverable value. Where a previous write-down has been made, any positive difference was
recognised in the income statement, up to the amount of the write-down charged to the income statement.

The changes occurred during 2019 following the update of the fair value as ot 31 December 2019 compared to the
restated initial value, as described chove, were recognised in the income statement, as they are attributable to the
change in the accounting estimate.

Considering that the fair value measurement does not require any depreciation or impairment processes, as at 31
December 2019 it was necessary fo reverse the depreciation charges accrued as well as the write-downs recorded
up to 31 December 2019, based on the previous cost criterion.

The fair value of property and valuable works of art was determined using specific appraisals issued by qudlified,
independent companies. For more information in this regard, refer to that set out in Part A.4 “Fair value disclosure”
below.
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Accounting effects related to the new measurement criterion for property and valuable works of
ark

As at 31 December 2019 the market value of the real estate assets - measured based on a specific appraisal by the
leading certified company RICS, also considering the negative effects of the sale negofiations under way - amounted

to a total of 2,729 million euro. More specifically, those properties were recognised:
« under the Balance sheet item “90. Property, plant and equipment” for 2,695.4 million euro {of which
1,379.6 million euro referring to properly used in operations and 1,315.8 millien euro for property for

investment purposes);
« under the Balance sheet item “120. Non-current assets and asset disposal groups held for sale” for 33.6
million euro, in relation to the plans launched for their disposal.

The applicafion of the new measurement criteria resulted in an overall positive impact on shareholders” equity of
95.2 million euro, after taxes (154.9 million euro before toxes). In detail, the income statement showed an overcll
decrease of 113.7 million euro, while shareholders' equity reserves showed an overall increase of 208.9 million
euro, cfter taxes.

As at 31 December 2019, the market value of works of art, measured based on the appraisal drawn up by a
leading expert, amounted to 52.1 million euro. The application of the new measurement criterio resulted in an
overall positive impact on shareholders’ equity of 27.6 million euro, after taxes {+41.2 million euro before taxes). In
detail, taking account of the related taxes, the income statement showed a decrease of 1.3 million euro, while
shareholders' equity reserves shawed an increase of 28.9 million euro.

The table below shows a breakdown of said impacts by type of asset (properly used in operations, investment
properfy and works of arl} and by financial statement item.

: i
s i

A [47.1} 3239  276.8 (32.4) 220.8 188.4
Property for investment purpases - IAS 40 B ©109.5) 2.4 (1219 181.3) (11.9] 193.2]
Real Estate Assets - IAS 16 and IAS 40 C=A+B  (156.6) 311.5 1549 (113.7)  208.9 95.2
Works of art - 1AS 16 D (1.9) 43.1 41.2 {1.3) 28.9 27.6

olidated impacts
Impacts represented in the following income
statement and shareholders’ equity items:
Jtem “260. Profits {losses) from the fair value
designalion of properly, plont and equipment and
intangible ossets” {158.5]
Itern *300. Taxes on income fram continuing
operations”
llem “120. Voluclion reserves”

(158.5]

ltem #150. Reserves”

ftem “190. Minarity interests”

With regard to property used in aperations, the impact of the restatement of values was positive overcall for 188.4
million euro (276.8 million euro before taxes}. Said impact was recognised:
e in a specific valuation reserve “120. Valuation reserves” for 220.8 million euro, net of taxes;
« in a balancing entry of the income statement item “260. Profits (losses} from the fair value designation of
property, plant and equipment and intangible assets” for 47.1 million euro. Considering the related taxes,
fhe net impact on the income statement was negative overall for 32.4 million euro.

As illustrated above, the change in the measurement criterion did not have any impact on the depreciation charges
for 2019, which amounted to 31.2 million euro.
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As regards property for investment purposes, the impack of the fair valse measurement was negative overall for 93.2
million euro, after taxes (-121.9 million euro, before taxes). Said impact is the result of:
s changes in fair value in relation to cost, recognised as a balancing entry to a change in the opening
balances of shareholders' equity as at 1 January 2019, which were negative overall for 11.9 million euro
{12.4 millien euro before taxes). That impact is represented under item “150. Reserves” for the impacis
pertaining to the Group [9.4 million euro] and under item “190. Minority interests” for the share
atiributable ta minarity interests (-2.5 million euro);
« changes in fair value, negative overall for 109.5 million euro, recognised under income statement item
"260. Profits {losses) from the fair value designation of property, plant and equipment and intangible
assets” as they are atiribotable fo o type of change in accounting estimates. Cansidering the related taxes,
the impact of said chonges on the income statement was negative for 81.3 million euro.

In addition to the impacts illustrated above, note that the application of the fair value criterion resulted in the non-
recognition of depreciation which, for 2019, would have amounted to 27.2 million euro {20 million euro after
taxes).

Lastly, it must be specified that the move to the new measurement criteria for properiies, differenticted based on their
use, was preceded by a defciled survey of the recl esiate assels used in operations and held for invesiment, bosed
on the actual purpose. In greofer detail, in the presence of both properties used in operations and for investment
purposes, the units used for adminisirative purposes were separated from those used for different purposes {rent or
appreciation of invested capital), with the resulting classification under property used in operations and property for
investment purposes, respectively. That survey resulted in the need to carry out, as of 1 Jenuary 2019, several
transfers from the operations segment to the invesiment segment and vice versa, as illustrated in greater detail in the
table of changes in property, plont and equipment, contained in “Section 9 — Property, plant and equipment” of Part
B in these Notes, to which reference is made for further details.

Other significant aspects relating to Group accounting policies

Below is an illusiration of several transactions or events occurring during 2019, deemed significant for defining the
related accounting treatment and/or impacts on the balance sheet or income statement.

ACE Project - sale of a portfolio of bad loans to a securitisation SPE pursuant to Law 130/99

As indicated in the section “Significant events during the year” of the Group Report on Operations, in the first
quarter of 2019, the ACE project was completed, for the purpose of derisking a portfolio of bed loans, achieved
through the disposal of the loans to a securitisation SPE established pursuant to Law 130/99, by obtaining a state
guarantee for senior securities (the Guarantee for Securitisation of Bad Loans, pursuant to Decree Law no. 18 of 14
February 2016, hereinafter, “GACS").
In that regard, it must be specified that on 10 December 2018 the Parent Company approved the binding offer
received from the funds managed by Eiliott Management (“Elliott”} and Credito Fondiario, which provided for, infer
alia:
» the sale to the SPE Leviticus SPV S.r.L. of « portfolio of bad exposures originating from the Group with the
aim of carrying out a securitisation transaction, illustrated in greater detail below;
» establishment of a platform for the recovery of non-performing loans, in partnership with Credito Fondiario,
through an SPE, controlled by the latter company, following the transfer by Banco BPM of the business unit
devoted to the activity of recovering bad loans.

Thus, on 28 December 2018, Banco BPM carried out, pursuant to art. 58 of Legislative Decree 385/1993 and
articles 1 and 4 of Law 130/1999 on Securitisation, the sale without recourse, against payment, en bloc to Leviticus
SPV S.r.L. of a portfolic of bad loans with a gross beok value of 6.2 billion euro. In the financial statements as at 31
December 2018, these loans were included among assets held for scle {item 120 of the balance sheet assets} and
measured on the basis of the flows considered recoverable at the end of the derisking process {1,330 million euro).

The state guarantee on senior securities, pursuant to Decree Law 18/2016, was issued by the Ministry for the
Economy and Finance en 5 March 2019. The guarantee took effect on 26 March 2019, as per the communication

from CONSAP of 15 May 2019.
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The payment of the purchase price by the SPE was financed on 6 February 2019, through the issue of three classes
of notes, which were initially fully subscribed by Banco BPM for a total nominal value of 1,9210.4 million euro,
broken down as follows:
« Senior {Class A) notes for 1,440.0 million euro. Those securities hold an investment grade rating (DBRS:
BBB; Scope: BBB (SF)) and their yield is equal to the é-month Euribor plus an annual spread of 0.6%;
Those securities are backed by « siate guarcntee, as stated above;
» Mezzonine (Class B} notes for 221.5 million euro. These unrated securities provide for a yield equal to 6-
month Euribar plus an annual spread of 8%;
« Junior [Class J} noles amounting to 248.8 million euro. These unrated securities provide for a possible
remuneration of 10% plus any extra yield of the transactien.

On 26 March 2019, as pari of the agreements entered into with Elliot, the sale 1o third parties of 95% of the
Mezzanine tranches and 95% of the Junior tranches was completed. Specifically, these were shares that support the
first loss and benelfit from the excess spread of the transaction, if any. In compliance with the retention rule set out in
the supervisory regulations, Banco BPM retained ownership of 5% of those securities. Banco BPM also refained
ownership of 100% of the senior securities.

Following this sale, on 26 March 2019, in accordance with the provisions of the accounting stondcrd [FRS @, the
conditions were fulfilled for derecognition of the bad loan portfolic sold, because the risks and benefits of the
aforementioned portfolio hove substantially been transferred.

Regarding the receivables transferred, it is noted that the Group has no power — either de facto or in law — to
manage the relevant activities of the SPE, i.e. the activities aimed af recovering the loans, Also in this case, the
recovery of the bad loans sold was assigned to an external servicer (Credito Fondiario S.p.A.], and the Group is no
longer involved in any way.

In the light of the above, as at 31 December 2019 the Group held:

« all senior notes classified in the portfolic of “Financial assets at amortised cost: b) Loans to customers”.
Taking into account the repayments received during the second half of 2019, of 193.2 million euro, and
the expected losses recognised on the basis of the IFRS 9 impairment model, the book value, gross of
accrucls, amounted to 1,247.1 million evro;

+ 5% of mezzanine notes and 5% of junior notes classified in the portfolio of “Financial assets at fair valve
fhrough profit and loss” at the book value of 4.5 million euro, The measurement at fair valve {level 3 in the
hierarchy) took inte account the price of the recent sale transaction.

For the sake of full disclosure, “Financial assets at amortised cost” include a limited recourse loan granted to the SPE
amounting to 66.8 million euro, in order to establish a cash reserve equal to 4% of the nominal value of the senior
and mezzanine notes. In this regard, it should be noted that this loan does not represent any farm of credit support
to the securitisation; in the waterfall payments, the repayment of the loan in question is different from the payment of
the principal of the senior securities and the payment of the principal and interest of the mezzanine securities.

For more details on sales of portfolios of bad loans to a securitisation SPE pursuani to Law 130/99, refer to “Part E,
Section 2, point C, Securitisations” of these Nofes.

ACE project ~ sale of the platform for the recovery of NPLs

As also indicated in the “Significant evenis during the year” section of the Group Report on Operations, the
agreements with the funds managed by Elliott Management and Credito Fondiario, mentioned in the previous
paragraph, provided for the establishment of a platform for the recovery of non-performing receivables, in
parinership with Credito Fondiario, through an SPE controlled by the lafier company. To this end, in December
2018, the company First Servicing S.p.A. was set up by Banco BPM, with the purpose of segregating the functions
of servicer of Banco BPM's bad loans and of the portfolio sold in the context of the securitisation transaction
ilustrated above.

The oparation was completed with the coniribution on 23 May 2019 by Banco BPM to First Servicing S.p.A. of the
business segment made up of the credit recovery activities and with the subsequent sale to Credito Fondiario, on 1
June 2019, of a 70% equity interest in the compeny First Servicing S.p.A. [renamed CF Liberty Servicing S.p.A.
following the extraordinary shareholders’ meeting of 31 May 2019).

Overdll the operation described above entailed a positive economic effect of 142.7 million euro, before taxes,
recognised in the income statement item “280. Profits {losses) on disposal of investments”. In more detail, this capital
gain comprises:
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- 99.9 million euro from the gain mode following the sale to Credito Fondiario of a 70% stcke in the capital
of CF Liberty Servicing S.p.A., for a price of 100 million euro;

- 42.8 million euro from the remeasurement at fair volue of the remaining interest of 30% held in CF Liberty
Servicing S.p.A., on the basis of the rules provided for in IFRS 10 in the event of loss of conirol.

Lasily, we can note that the remaining interest in CF Liberty Servicing S.p.A. was classified, on the basis of the
accounting standard |AS 28, among associates carried af equily.

ACE Leasing Project - sale of a portfolio of bad loans

As indicated in the section “Significant events during the year” in the Group Report on Operations, following the
approval by Banco BPM of the binding offer received from Illimity Bank S.p.A. for the sale of a lease portfolio of
bad loans, on 28 June 2019 the scle ogreements were signed for the loans ond the related assels and legal
relationships. In particular, the sale refers to o portfolic of loans equal to around 650 million euro in nominal value
at the measurement date established by the conract (the cutoff date is contractually established as at 30 June
2018). That portfolio is primarily composed of loans deriving from receivable ond payable legal relationships
attributable to lease contracts classified as bad loans, along with the underlying immoveadble or moveable assets and
contracts.

The closing of the operation is subject to the conditions precedent typical of this kind of transaction, including
notarial certification for the transferability of the assets and, subordinctely to the fulfilment of the said conditions
precedent, will be divided info several stages, starting from 1 July 2019 (date of kansfer of the first tranche of
receivables, assets and legal refationships) up to 30 june 2020.

Starting on 30 June 2019 the portfolio of loans in question was not represented in the financial statement item
relating o loans fo customers (item 40 b] under balance sheet assets, but, pursuant fo the accounting standard IFRS
5, was represented under non-current asseis and asset disposal groups held for sale {item 120 of balance sheet
asseis). Taking account of the sales finalised in the second half of 2019, the residual book value as at 31 December
2019 of loans held for sale amounted to 93.7 million euro (gross book value of 313 million euro}, as illusirated in
Part B ~ Information on the consolidated balance sheet in these Notes.

As these are not discontinued operations, under the terms of IFRS 5, the reclassification ameng assets held for scle
regards only the balance sheet balances and not those of the income statement,

Taking into account that the aforementioned derisking strategy was included in the sales fargets considered for the
2018 financial statements for the purpose of quantifying the expected losses on the basis of the IFRS 9 multi-scenario
sale model, the alignment o the selling prices of the portfolio in question did not entail averall significant impacts on
the cost of credit for 2019.

Sales of multi-originator loans with assignment of mutual fund units

For the accounting treatment of these transactions, refer to the disclosure in “Part E — Section 2 - D. Sale transactions
- Financial assets sold and fully derecognised”.

Reorganisation of the consumer credit segment related to the subsidiary ProFamily

As indicated in the section “Significant events during the year * in the Group Report on Operations, in the context of
the agreements signed ot the end of 2018 by Banco BPM, Crédit Agricole, Crédit Agricole Consumer Finance and
Agos Ducato on the reorganisation of consumer credit, on 28 June 2019 the transaction for the sale of the
subsidiory ProFamily S.p.A. to Agos Ducato S.p.A. {hereinafter clso “Agos”), of which Banco BPM holds 39% of the
share capital and Crédit Agricole Consumer Finance 61%, was completed.

In detail, Banco BPM sold to Agos Ducato, for o price of 310 million euro, 100% of the share capital of ProFamily
S.p.A., from which the non-captive assets were separated in advance through a demerger operation to the benefit of
a newly-incorporated company 100% controlled by Banco BPM. The company involved in the sale, which will
manage the captive assets, was renamed ProAgos S.p.A. and was incorporated into Agos; the beneficiary company
of the demerger of the non<captive unit, that is of the assets attributable to the disbursement of loans through
channels other than bank branches, will continue to operate with the name ProFamily S.p.A.

The economic impact of the sale, recognised in the consolidated income statement ifem “280. Profits {losses} on
disposal of investments”, amounted to 189.5 million euro, before taxes.

For the purpose of determining the aforesaid impact, the total capital gain of the sale to Agos was reversed for a
portion of 39%, corresponding to the interest held in Agos, that is in the assaciate in relafion to which the sdle
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transaction was completed. For the case in question the Group applied that set out in the accounting standard IAS
28 with reference to transactions with associates ["downstream iransactions”).

With regard to the newly-incorporated company, 100%-owned by Banco BPM and involving the assignment of the
business segment related fo consumer credit activity performed through the “non<captive network” {monomandatory
agents and own branches), it is noted that as at 30 June 2019 the shareholding was classified as assets held for
sale, pursuant fo IFRS 5, as a result of the start of a program aimed at recovering the investment through sole.

In December 2019 the Board of Directors of Banco BPM decided not to move forward with the plan fo sell
ProFomily. For the consolidated financial statements as at 31 December 2019, the nei assets of equity invesiments
are represented on a “line-byline” baosis, as the conditions for applying accouniing standard IFRS 5 no longer apply.
As regards the income siatement, the exit from the scope of IFRS 5 did not result in changes compored fo the
representation in the first half, which was “line-by-fine”, as the conditions to consider the equity investment as o
discontinued operation were not fulfilled.

Issue of Additional Tier 1 instruments

As indicaled in the "Significant events during the year” section of the Group Report on Operations, on 11 April
2019, Banco BPM issued Additional Tier 1 instruments for an amount of 300 million euro. These were, in particular,
subordinated instruments clossified in Additional Tier 1 capitcl, under the terms of Regulation no. 575 of 2013
{CRR}.

The securities are perpeiual and may be called by the issuer from 18 June 2024, subject to authorisation by the
competent Authority. If they are not called, the call may be exercised every 5 years.

The six-monthly coupon, noncumulative, was set ot 8.75%. If the option of early redemption envisaged, for 18 June
2024, is not exercised, a new fixed-rate coupon will be determined adding the original spread to the mid-swap rate
in euro at 5 years to be recorded at the moment of the recalculation date. This new coupon will remain fixed for 5
years {until the next recalculation date).

In line with the provisions of the CRR for AT1 instruments the issuer has full discretion in not paying the coupons, for
any reason and for an unlimited period of time. Cancellation is instead obligatory if certain conditions occur,
including the occurrence of the trigger event illustrated in the next paragraph. Note that the interest is not cumulative:
any amount that the issuer decides not o pay {or would be obliged not to pay) will not be accumulated or payable
at @ later date,

In addition, the regulation of the loan in question states that on the occurrence of a Irigger event, that is if Banco
BPM’s Common Equity Tier 1 (CET1) {or the consolidated CET1) should be lawer than the level of 5.125%, there
would be — irrevocably and cbligaterily - a cancellation of the capital (a write-down] of an amount necessary fo
bring the CET1 [of Banco BPM or of the Group) back to 5.125%. On fulfilment of certain conditions, and at the
issuer's complete discretion, the capital previously written down could be reinstated {“write-up”). In this regard we
can note that the reinstatement of the capital previously writien down would be voluntary also in the case of early
redemption by the issuer.

For accounting purposes, the issue in question was considered as an “equity insirument”, pursuant fo the regulations
set out in accounting slandard IAS 32, In the Financiol stolements as at 31 December 2019, the price received from
the issue - afler deducting the directly attributable transaction costs net of taxes, which amounted to 1.9 million euro -
is presented in the shareholders’ equity item “140. Equity instruments”, for an amount of 298.1 million euro.

In keeping with the nature of the instrument, the coupons are recognised as a reduction of shareholders’ equity
[shareholders' equity item “150. Reserves”), if and for the amount at which they were paid. As at 31 December
2019 the shareholders' equity decreased by 12.7 million euro, as a result of the payment of coupons in 2019 {17.5
million eura), net of the reloated taxes.

Investments in the Voluntary Scheme of the Interbank Deposit Guarantee Fund

As the Banks of Banco BPM Group parlicipate in the Voluntary Scheme of the laterbank Deposit Guarantee Fund, in
2018 they approved the proposed measures to support Bonca Carige, which took the form of the Voluntary Scheme
subscribing Tier 2 subordinated bonds issued by Banca Carige for a tofal of 318.2 million euro. In detail, those
subordinated bonds were subscribed by requesting that the participating banks pay into the Scheme, in proportion
to their respective stakes, a total amount of 313.2 million eurc and using resources still available for the remaining
damount.

Considering that the total stake of the Group in the Voluntary Scheme was 8.9%, the indirect exposure held by the
Group in those subordinated bonds amounted to 28.3 million euro. That exposure, classified under accounting



] 76 NOTES TO THE CONSOLIDATED FIMANCIAL STATEMENTS

adjustments to “Financial assets at fair value through profit and loss: ofher financial assets mandatorily at fair value”,
was almost fully written down in the 2018 financial stotements.

On 20 December 2019 the share capital increase of Banca Carige was finalised, as part of which the Voluntary
Scheme subscribed ordinary shares for a total value of 313.2 million euro, by converting at par the subordinaied
bonds previously held. Following the assignment of 10 million euro in new shares o retail shareholders that
participated in the Shareholders’ Meeting of Banca Carige that resolved the shore capital increase, as at 31
December 2019 the Voluntary Scheme held ordinary shares of Banca Carige in a total amount of 303.2 million
eure, in addition to Tier 2 subordinated bonds, not converted into shares, for an amount of 5 millien euro.

Through the Voluntary Scheme, in addition to the exposure indirectly held in Banca Carige, as illustrated above,
Bance BPM Group indirectly holds mezzanine and junior securities of the SPE Berenice relating to the securitisation
of loans of Cassa di Risparmio di Cesena, Cassa di Risparmio di fmole and Cassa di Risparmio di San Miniato, On
14 January 2020 the Voluntary Scheme of the Interbank Deposit Guarantee Fund provided an update to the estimate
of the fair value of those securities.

As a result of the update to the measurement of the total exposure held in the Voluntary Scheme, write-downs were
recorded in the income statement for 1.1 million euro. As at 31 December 2019 the remaining bock value of the
exposure in question came to 1 million euro, fully aftributable to the mezzanine securities of the Berenice
securitisation. In that regard, it is specified that the nil mecsurement of the indirect investment in Banca Carige is
justified by the uncertainties existing ai the date of preparation of this annual report on the outcome of the process of
recovery of Banca Carige.

Hold to Collect Business Model ~ sales

During 2019, sales regarding performing exposures classified in the portfolio of “Financial assets at amortised cost”
amounted to a total of 1,369 million euro in nominal value, clmost fully attributable to the Parent Company.

In greater defail, in March and Novemher 2019 Banco BPM finalised o limited number of sale transactions of
securities issued by the ltalian government for a nominal value of 1,360 million euro, equal fo around 8% of the
nominal value of the portfolio of securities classified at amortised cost at the beginning of the vear.

As these are exposures classified under “Financial assets ot amortised cost”, i.e. in the porffolio held for the purpose
of collecting the contractual cash flows (known as the “Hold to Collect” Business Model), based on the accounting
standard IFRS 9, their sale must take place in compliance with specific materiality or frequency thresholds, near
maturity, in the presence of an increase in credit risk or the occurrence of exceptional circumstances. In that regard,
it is noted that the sales carried out by the Group during 2019 occurred in compliance with the materiality and
frequency thresholds, outlined in the Group’s accounting policies. For the illustration of said thresholds, along with
the other indicators/limits of eligibility of the sales, refer to Part “A.2. Key financial statement items”, paragroph “3-
Financial assets at amortised cost”, below, specifying that during 2019 and up fo the date of preparation of this
report, there were no changes in the criteria for eligibility of HTC sales.

The economic result of the sales in question was positive overall for 117.4 million euro and was recognised in the
“Profits {losses) on disposal or repurchase of: a financial assets at amortised cost”.

A.2 - Key financial statement items

The cecounting standords adopted fo prepare the consclidated financial statements as at 31 December 2019 are
described below by financial staiement item, with reference to the phases of classification, recognition, measurement
and derecognition of the various asset and liability items, as well as the methods for recognising revenue and costs.
1 - Financial assets at fair value through profit and loss

Classification criteria

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

ey
3

3

et

i

b
iy
L4

g
fO—:




é
%

%o

MNOTES TO THE COMNSOUDATED FIMANCIAL STATEMENTS ] 77

o the debt securities or loans to which an “Other” Business Model is associated, i.e. a method of managing
financial asseis not aimed ot collecting the contractual cash flows {Hold to Collect Business Model} or at
collecting the confractual cash flows and selling the financial assets {Hold to Collect and Sell Business
Model);

« debt securities, loans and UCIT units whose contractual terms do not solely provide for repayment of
principal and payments of interest on the amount of principal to be repaid [i.e., thaf'do not pass the “SPPI
test"};

« equity instruments that cannot be classified as invesiments in subsidiaries, associotes or entities under joint
conirol or held for trading, or for which, on initial recognition, the option jo classify them among “Financial
assets af fair value through other comprehensive income” was not used.

More detailed information is provided below on the three subitems that comprise the category in question,
ELa 1]

represented by: “a) Financial assets held for trading”, “b) Financial assets designated at fair value” and “c|] Other
financial assets mandatorily at fair value”.

a)  Financial assets held for trading
A financial asset {debt securities, equity instruments, loans, UCIT units} is classified as held for trading if it is
managed with @ view 1o collecting cash flaws through sale, i.e. if it is associated with the "Other” business model,
as:
e it is acquired for the purpose of being sold in the near future;
e it is part of o porifolio of financial instruments that are jointly monaged and for which there is a proven
strategy for shortHerm profit.

This also includes derivative coniracts with o positive fair value, not designated as part of a hedging relationship.
Derivative confracts include those embedded in structured financial instruments, in which the host contract is a
financial liability, that have been recognised separately because:
o their economic characteristics and risks are not closely related to those of the host contract;
e a separate instrument with the same terms os the embedded derivative would meet the definition of
derivative;
e the hybrid instruments to which they belong are not designated at fair value with the relcied changes
recorded in the income statement.

A derivative is considered to be a financial instrument or other contract that has the following characteristics:

e its value changes in response to changes in an interest rate, in the price of o financial instrument, in a
commodity price, in the exchange rate in foreign currency, in a price or inferest rate index, in a credit
raling or in a credit index or in another pre-established variable the underlying) provided that, in the case
of a non-financial variable, the underlying is not specific to o party to the contract;

« it does not require an initial net investment or requires a lower initial net investment than would be required
for other types of contracis that would be expected to respond similarly to changes in market factors;

o itis seffled at o future date.

b) Financial assets designated at fair value

A finoncial asset {debt securities and loans) may be designated af fair value on initial recognition, with the
measurement results recognised in the income statement, only when such designation makes it possible to provide
better disclosure, as it eliminates or considerably reduces ihe inconsistency in valuation, that would otherwise be
caused by measuring assets or liabiliies or recognising the associated gains and losses on different bases
{accounting mismatch)

c) Other financial assets mandatorily af fair value
Other financial ossets mandaiorily ot fair valve represent o residucl category and are made up of financial
instruments that do not meet the business model or cash flow requirements to be classified as financial assets at
amertised cost or at fair value through other comprehensive income. More specifically, these include:
o debt securities or loans whose contractual terms do not solely provide for repayment of principal and
payments of interest on the amount of principal to be repaid {i.e., that do not pass the “SPPI test);

o UCIT units;
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* equily instruments not held for trading, for which the option of classifying them among the financial assets
at fair value through other comprehensive income was not used.

Recognition criteria

Financial assets are initially recognised on the sefflement date in case of debt securities, equity instruments and UCIT
units, on the disbursement date for loans and on the subscription date for derivative contracis.

Upon their iifial recognition, financial assets at fair value through profit and lass are designated at fair value, which
generclly corresponds to the price paid, excluding transaction costs or revenues that are directly atfributable to the
financial instruments, that are recognised in the income statement.

Income item measurement and recognition criteria

Subsequent to initial recagnition, financial assets at fair value through profit and loss are designated at Fair value,
with recognition of changes as a balancing eniry to the income statement. For derivative instruments, if the fair value
of a financial osset becomes negative, that item is cccounted for as o finencial liability held for trading.

To determine the fair value of financial instruments listed on an active market, market lisfings of the reporting date
are used. In the absence of an active market, estimate methods and voluation models are used that take into account
all the risk factors associated with the instruments and thaf are based on market inputs, such as: methods based on
the valuation of other Hsted instruments that are substantially the same, discounted cash flow analysis, option pricing
models, and values recognised in recent comparable transactions. In the event that no reliable estimate of the fair
value is possible for equily instruments and related derivatives, the cost criterion is used as an estimate of the fair
value only on a residual basis and limited to a few cases (non-applicability of the above methods or in the presence
of a range of possible fair value veluations, of which cost represents the most significant estimate).

Please refer to “Part A.4 - Fair value disclosure” for details on how fair value is determined,

Trading profits or losses and gains or losses as a result of the valuation of the frading book, including derivatives
connected with financial assets/liabilities at fair value, ore recognised in the income stafement in the item “80.
Profits {losses) on trading”. The some economic effects related to financial assets designated at fair value and to
those mandatorily at fair value are recognised in item “110. Profits {losses) on other financial assets and liabilities
measured af fair value through profit and loss.”

Derecognition criteria

Financicl assets are derecognised when the coniractual rights to receive the cash flows generated by the assets have
expired, or when the financial assets are disposed of, and all risks and rewards of ownership of the assets have
been substantially transferred. In the presence of renegotiations, the above requirements exist if the changes to the
contractual conditions are considered substantial, as illustroted in paragroph “16 ~ Other information —
Renegetialions” below, to which reference is therefore made.

In the event that the substantial transfer of risks and rewards cannof be verified, the financial assets are derecognised
from the financicl statements if control of the loans has been relinquished.

Lastly, assets sold are derecognised if the coriroctual right to receive the cash flows of the assets is maintained, but
at the same time a contractual obligation is assumed to pay these flows to o third party without deloy and only up 1o
the amount of those received.

Reclassification criteria

Financial assets at fair value through profit and loss, other than equity instruments, can be reclassified into the
accounting categories of “Financial assets at fair value through other comprehensive income” and “Finencial assets
at amoriised cost”. This reclassification can oceur in the very rare circumstance that an entity decides to modify its
business model for managing financial assets. The transfer value is represented by the fair value on the date of its
reclassification and prospectively from that date. In this instance, the effective interest rate of the reclassified financial
asset is defermined on the basis of its fair value on the date of reclassification, which is the date of initial recognition
for the allocation of the various stages of credit risk {stage assignment) for the purpose of impairment.
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2 - Financial assets at fair value through other comprehensive income
Classification criteria

This category includes financial assets (debt securities and loans) when both of the following conditions are met:
» the purpose of holding them is represented by both the collection of contractual cash flows and their sale
[“Hold to Collect and Sell” Business Model);
o the related contraciual flows consist solely of payments of principal and interest on the capital to be repaid
(i.e. they are expected to pass the SPPI test - Solely Payment of Principal and Interest test}.

This category also includes equity instruments not held for trading end not qualifying as investments in subsidiaries,
associates or eniilies under joint control, for which the option of classifying them among financial assets at fair value
through other comprehensive income is applied. This option may be exercised on initial recognition of the individual
financial instrument and is irrevocable.

Recognition criteria

Finoncial assets are initially recognised on the sefflement date in case of debt securities and equity instruments, and
on the disbursement date for loans.

Upon their initial recognition, assets are designated af fair value, which generally corresponds to the price paid,
including transaction costs or revenues that are direcily attributable to the instruments.

Income item measurement and recognition criteria

Subsequent to initial recognition, financial assets at fair volue through other comprehensive income, consisting of
debt securities and loans, continue to be measured at fair value, with recognition of the portion of interest in the
income siatement on the basis of the effective interest rate criterion, exchange rate revaluation effects and expected
losses (impairment] Gains and losses deriving from the measurement at fair value are insiead recorded in a specific
shareholders' equity reserve, which will be recycled to the income statement when the financial asset is
derecognised.

Specifically, at each annual or interim reporting date, the aforementioned assets are subject to impairment in order
to estimate the expected losses in value reloting to credit risk {Expected Credit losses}, based on the impairment
model also established for “Financial assets at amortised cost”. Said adjustments are recognised in the income
statement in item “130. Net losses/recoveries on credit risk”, as a balancing eniry to a specific shareholders' equity
valuation reserve (120. Valuafion reserves”). The same applies to recoveries of part or all of the write-downs from
previous financial years. For more information on the impairment model, please see the information set forth in the
following paragraph "16 - Other information, Methods for determining impairment losses on financial assets”.

Equity instruments that have been classified in this category are designated at fair value; profits and losses from
measurement at fair value are recognised with a baloncing entry in a specific equity reserve {“120. Yaluation
reserves”]. These reserves will never be recycled to the income statement, even if reclised through the sale of the
assel. In this instance, it will be necessary to reclassify them under another shareholders' equity item (“150,
Reserves”). Additionally, no write-down is recognised in the income slatement for these assets, cs they are not
subject to any impairment process. Dividends collected are actually the only component recognised in the income
statement.

For information on how fair value is determined, please refer to the criteria previously illustrated for “Financial assets
at fair value through profit and loss” and “Part A.4 — Fair value disclosure”, below.

Derecognition criteria

Financial assets are derecognised when the contractual rights to receive the cash flows generated by the assets have
expired, or when the financial assets are disposed of, and all risks and rewards of ownership of the assets have
been substantially transferred. In the presence of renegotiations, the above requirements exist if the changes to the
contractual conditions are considered substantial, as illustrated in paragraph “16 - Other information —
Renegotiations” below, to which reference is therefore made.
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In the event that the substontial transfer of risks and rewards cannot be verified, the financial assets are derecognised
from the financial statements if control of the loans has been relinquished.

Lastly, assets sold are derecognised if the contractual right to receive the cash flows of the assefs is maintained, but
at the same fime a contractual obligation is assumed to pay these flows to a third parly without delay and only up to
the omount of those received.

Reclassification criteria

Financial assets of fair value through other comprehensive income, other than equity instruments, can be reclassified
into the accounting categories of “Financial assets at fair value through profit and loss” and “Financial assets at
amertised cost”, This reclassification can occur in the very rare circumstance that an entity decides o modify its
business model for managing financial assets. The transfer value is represented by the fair value on the date of its
reclassification and prospectively from that dote.

In the event of a reclassification fo “Financial assefs at amortised cost”, the cumulative gain or loss in the valuation
reserve is eliminated as a bolancing entry to en adjustment to the foir value of the financiol asset at the
reclassification date.

In the eveni of reclassification under “Financial assets ot fair value through profit and loss”, the cumulative gain or
loss in the valuation reserve is reclassified from shareholders' equity to the income statement.

3 - Financial assets at amortised cost
Classification criteria

This category includes financiol assels {loons and debt securities) when both of the following conditions are met:
e the purpose of holding them is represented by the collection of contractual cash flows {“Hold io Collect”
Business Model);
* the related contractual flows consist solely of payments of principal and interest on the capital to be repaid
i.e. they are expected to pass the SPP| test].

Specifically, this includes loans granted to customers and banks—in any form—and debt securities that meet the
requirements described above.

Loans originated through finance leases are also included in this item and, in line with IFRS 16, they are recognised
as receivable as they fransfer the risks and rewards to the lessee, including assets waiting to be granted under
finance lease, including real estate under construction.

Also included are “repurchase agreements” with the obligafion to sell securities ot a future date and “securities
lending” transactions with a cash guarantee deposit which is fully ovailable to the lender, for the spot amount paid,
if the characieristics of these fransactions do not entail recognition in the proprietary portfolio of the security being
carried over or lent, since no risk or reward has been acquired from them.

Lastly, the category in question includes operating receivables connected with the provision of financial services as
defined in the Consolidated Benking Low and in the Consolidated Finance Law.

Recognition criteria

Finoncial assets are initially recognised on the setlement date in case of debt securities and on the disbursement
date for loans. Upon their initial recognition, financial assets classified in this category are designated at fair value,
which generally corresponds to the price paid, including any transaction costs or revenuves that are direcily
attributable to the instrument.

Specifically, loans are initially recognised on the disbursement date based on the fair value of the financial
instrument. The recognition is usually equal to the amount disbursed, or the subscription price, including
costs/income directly associated to the individual loan and that can be determined from the start of the transaction,
although settled later on. Costs are excluded, that, although carrying the above characteristics, are repaid by the
borrowing counterparty or fall under normal internal administrative costs.

If the date on which the credit coniract is signed and the date on which the funds agreed are disbursed are not the
same, a commitment fo disburse funds is recagnised, which will be closed out when the loan is effectively disbursed.
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Income item measurement and recognition criteria

Following initial recognition, the financial cssefs in question are designated at amortised cost, equal fo the initial
recognition value decreased by repayments of principal, decreased/increased by the amortisation - calculated
according to the effective inferest rate method - of the difference between the amount disbursed and the amount
repayable at maturity, typically comparable to the costs/income directly associated with the individual loan.

The effective interest rate is determined by calculating the rate that is equivalent fo the asset's present value of future
principal and interest cash flows, o the amount disbursed including costs/income associated with the asset. The
estimate of cash flows must take into account all the caniractual provisions which could influence the amounts and
maturities, without considering the expected loss on the asset. This accounting method, based on financial logic,
spreads the economic effect of all transaction costs, commissions, bonuses or discounts considered an integral part
of the effective interest rate method throughout the residual life of the asset, The amorfised cost method is not used for
shortterm assets, whose limited life span makes the application of discounting immaterial. Said assets are measured
at historical cost and their costs/income, if any, are recognised in the income statement on a straightline basis
throughout the loan contract life. The same measurement criterion is used for assets without a defined maturity or
demand loans.

The book volue of financial assets at emortised cost is adjusted to account for any provisions on expected losses. At
each annual or interim reporting date, the aforementioned assets are subject to impairment for the purpose of
estimating the expected losses in value relating to credit risk {ECL - Expected Credit losses} Said losses are
recognised in the income statement in item "130. Net losses/recoveries on credit risk”. IF it is found that no
reasonable expeciations of recovery exist, the gross exposure is written off: in this case, the gross exposure is
reduced by the amount considered not recoverable, as a balencing entry to the reversal of provisions covering the
expected losses and the impairment in the income statement, for the part not covered by the provisions. For more
information on the accounfing freatment of write-offs please refer to the content of the paragraph on “derecognition
criteria” below.

More specifically, the impairment model provides for the classification of assets into three distinct “Stages” {Stages
1, 2, and 3}, based on changes to the debior's creditworthiness, corresponding to different criteria for measuring
expected losses:

- Stage 1: includes performing financial assets for which no significant impairment of credit risk has been
observed with respect to the date of initial recognition or for which the credit risk is considered low.
Impairment is based on an estimate of the expected loss over one year [expected loss resulting from
possible default on the financial asset within one yeor from the reference date};

- Stage 2: includes performing financial assets that have undergone significant impairment of credit risk with
respect to inilial recognition. Impairment is proporfional to the esiimate of expected loss over the entire
residual life of the financial asset;

. Stage_3: includes non-performing financial assels {100% probability of defauli), to be measured by
estimating ihe expected loss over the entire life of the instrument.

For performing assefs, expected losses are determined using a collective process based on ceriain risk parameers,
namely the Probability of Default (PD), the Loss Given Defoult (LGD) and the Exposure at Default (EAD), deriving from
internal models for calculating regulatory credit risk that are suitably adjusted o account for the specific requirements
set out in accounting regulotions.

Non-performing assets, i.e. assets for which, in addition to a significant increase in credit risk, there is objective
evidence of impairment, are measured with an analytical or lump-sum measurement process based on uniform risk
categories, designed fo establish the present value of expected future recoverable cash flows, discounted on the
basis of the original effective interest rate or o reasonable approximation if the original rate is not directly available.

Nan-performing assets include exposures to which the staius of bad loan, unlikely to pay or pastdue for more than
ninety days has been attributed in accordance with the definifions established by the supervisory provisions in force
(Bank of ltaly Circular no. 272 “Matrix of accounts”} and referred to by Bank of lialy Circular no. 262, as they are
considered to be consistent with the accounting regulations set out in IFRS 9 for objective evidence of impairment

In the presence of sales scenarios, the determination of the cash flows is based on the forecast of flows recoverable
through the internal management activity as well as on the basis of the flows obtainable from any sale on the market,
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according to the multi-scenorio approach described in paragraph “16 - Other information, Methods for determining
impairment lasses on financial assets” below.

Expected cash flows also consider expected recovery times and the estimated net realisable value of any guarantees.

For fixed rate positions, the original effective rate used to discount the expected recovery flows, determined as
illusirated above, remains unchanged over time, even if there is a change in the confractual rate due to financial
difficulfies of the debtor.

For positions with flocting interest rates, the rate used for the discounting of cash flows is updated in relation to the
indexation parameters (i.e. Euriber}, while keeping the originally established spread constant.

The original value of financicl assets is reinstated in subsequent years, due to an improvement in the credit quality of
the exposure compared to that which had led to the previous write-down. Recoveries are recognised in the income
statement under the some item and, in any case cannot exceed the asset's amortised cost had no adjustments been
carried out in the past.

For more information on the impairment model, please see the information set forth in the following poragraph “16 -
Other information, Methods for determining impairment losses on financicl assets”.

For non-performing loans clessified in stage 3, accrued interest is calculated on the basis of amortised cost, that is on
the basis of the exposure - determined using the effective inferest rate - adjusted for expected losses. For non-
performing loans that do not accrue contraciual interest, such as bad loans, this interest corresponds to the reversals
of the impairment losses related to discounting the recovery forecasts due to the simple passing of time.

Derecognition criteria

Financial assets are derecognised when the contractual rights fo receive the cash flows generated by the assets have
expired, or when the financial assets are disposed of, and all risks and rewards of ownership of the assets have
been substantially fransferred. In the presence of renegoticiions, the cbove requirements exist if the changes to the
confraciual conditions are considered substantial, as illustrated in paragroph “16 ~ Other information -
Renegoliations” below, to which reference is therefore made.

In the event that the substantial transfer of risks and rewards cannot be verified, the financial assets are derecognised
from the financic! statements if control of the loans has been refinquished.

Lastly, assets sold are derecognised if the cantractual right to receive the cash flows of the assets is maintained, but
at the same fime a contractual obligalion is assumed to pay these flows to a third party without delay and only up to
the amount of those received.

The derecognition of non-performing financial assets may occur upon recognising that the exposure is irrecoverable
and the consequently concluding the recovery process {final derecognition) and invelves a reduction in the nominal
and gross book values of the loan. This is the case where setflement agreements with the debtor result in a reduced
loan amount (in full and final setfement) or in specific situations, for example:
- the final judgement declaring that part or all of the loan has been exiinguished;
- the conclusion of insolvency or enforcement proceedings against the main debtor and the guarantors;
- the conclusion of all possible in- and out-of-court actions for recovering the debt;
- the completion of a mortgage foreclosure on an asset as collateral, with the consequent derecognition of
the credit guaranteed by the foreclosed morigage, in the absence of additional specific guarantees or
other actions that may be faken to recover the exposure.

These specific situations may lead to the total or partial derecognition of the exposure, yet do not necessarily entail
woiving the legal right to recover the debt.

In addition, non-performing financial assets may be derecognised by writing them off after acknowledging that no
reasonable expectations of their recovery exist, even while continuing with actions aimed at their recovery. That
write-off is made during the financial year in which the debt or part of it is deemed irrecoverable—even while legal
proceedings are underway—and may occur before the legel debt recovery proceedings against the debtor and the
guarantors have come to a close. This does not imply @ waiver of the legal right to recover the loan and is carried
out when the credit documentation contains reasoncble financial information indicating that the debtor is unable to
repay the debt. In that case, the nominal gross value of the loan remains unchanged, but the gross book volue is
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reduced by an amount equal fo the amount written off, which may be related to the entire exposure or to a portion
thereof. The amount writien off cannot be subject to subsequent recoveries in impairment losses, following an
improvement in the recovery forecasts, but only after the amount is actually collected.

Derecognition may occur following sale of the financial assets. In line with the “Hold to Collect” Business Model that
characterises financial assets at omortised cost, based on the accounting standard IFRS 9, the sale is permiited
where specific circumstances occur. An illustration of the circumstances on whose occurrence the Group deems it
permissible to corry out the sale of the assets in question is provided below.

Increqse in credit risk
The Group deems that an increase in credit risk occurs where events that result in the following occur:
» the classification of financial assets that were previously classified in Stage 1 in Stage 2;
» the classification of financial assets which were previously classified in Siage 1 or 2 among non-performing
assels {i.e. in Slage 3).

Where these cases arise, sales are permitted, irrespective of any threshold of frequency or materiality. This occurs,
for example, for the sale of non-performing loans.

Instrument nearing maturity
The Group deems that, irrespective of any frequency or materiality thresholds, sales are compatible with the “HTC”
Business Model where:
» the time remaining to maturity is less than 3 months; and
» the difference between the amount received from sale and the residual coniractual cash flows does not
exceed the threshold of 5% in absolute value.

Frequency and materiality below specific fhresholds

Sales with the following characteristics are permitted:

» o frequency threshold of less than 12 sale transactions per year. An individual sale transaction must be
understood as the set of sale transactions relating fo one or more securities, which are finalised in o fime
frame of 10 working days starting from the day on which the firsi sale fransaction was carried out;

or

» o materiality threshold of less than 10%, defermined based on the ratio of the nominal value of sales
during the year to the nominal value of the instruments in the porticlio of financial assets at amortised cost
af the beginning of the year.

The two thresholds must be considered separately. As a result, sales made for an emount exceeding 10% of the
opening balances are not permitted, even if infrequent.

Said thresholds are applied at the level of individual legal entity belonging to the Group, and separately for the
portfolio of debt securiies with respect to the porifolio of loans, as those portfolios are held with different
management objectives and managed by autonomous business functions.

Exceptional circumstances
Examples of exceptional circumstances in which sales are considered permissible may be:

» significant business combinations/restruciurings whose pursuit requires a reorganisation of Group assets
and lichilities;

+ sales made to handle liquidity crises, where the event could not have been reasonably foreseen (stress
scenarios).

Reciassification criteria

Financial assets of amortised cost can be reclassified into the accounting categeries of “Financial assets at fair value
through other comprehensive income” and “Financial assets at fair value through profit and loss”. This
reclassification can oceur in the very rare circumstance that an entity decides to modify its business model for
managing finoncial assets. The transfer value is represented by the fair value on the date of its reclassification and
prospectively from that date. Gains or losses resulting from the difference between the amortised cost of the financial
asset and its fair value are recognised:
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* in the income statement, in the event of reclassification under “Financial assets at fair value through profit
and loss”:

+ in shareholders' equity to a specific voluaiion reserve, in the event of reclassification to “Financial assets of
feir value through other comprehensive income”;

4- Hedging transactions
It should be noted that Banco BPM Group avails of the IFRS ¢ option to continue to fully apply the hedge accounting
rules set forth by IAS 39, in the version endorsed by the European Commission {the carved out version).

Ciassification criteria

Asset and liability items include financial hedging derivatives, which ot the date of the financial statements or interim
report showed o positive and negetive fuir value, respectively.

Hedges seek io neutralise potential losses recognisable on o given financial instrument or a group of financial
instruments, aftributable to a specific risk, by offsefting them with the gains recognisable on a different financial
insirument or group of financial instruments in the event that said risk should actually materialise.

The following types of hedges are provided for:

« fair value hedges, which seek to hedge exposure to changes in the fair value of a financial statfement asset
or liability, attributable to a specific risk. It is also possible to activate macro fair value hedging, with the
goal of reducing fair value fluctuations attributable to the interest rate risk, of monetary amounts deriving
from a portfelio of financial assets and liabilities (including “core deposits”). Net amounts deriving from the
mismatch of assets and liabilities cannot be subject fo macro hedging;

» cash flow hedges, which seek to hedge the exposure to changes in future cash flows attributable to specific
particular risks associated with financial statement items or a highly likely expected transaction;

+ hedges of foreign currency transactions, which seek to hedge the risks of investment in a foreign company
expressed in foreign currency other than the Group's reference currency {euro).

At the level of the consolidated financial statements, only derivatives entered into with an external counterparty to the
Group may be designated as hedging instruments. The results associated with internal transactions carried out
between various Group entities are eliminated.

Derivatives can be designated as hedges provided that the hedging relationship befween the hedged instrument and
the hedging inskrumenis is formally documented, and it is effective at the time of origination of the hedge and
praspectively throughout its entire life. The hedge effectiveness depends on the extent to which the changes in the fair
value or in the expected cash flows of the hedged insirument are actually offset by those of the hedging instrument.
Therefore, effectiveness is measured by comparing said changes, while considering the cim pursued by the entity
when the hedge was established.
A hedge is effective {within the limits established as o range of 80% to 125%) when changes in the fair value {or in
the cosh flows) of the hedging instrument neulralise almost completely the changes in the hedged instrument
atiributable to the hedged risk. Hedging effectiveness is assessed at each balance sheet date or interim reporting
date, using:
+ prospeciive tests, that justify the application of hedging accounting in that they demonstrate its expected
effectiveness;
s refrospective tests, demonstrating the hedge's actual effectiveness achieved over the period being
examined. In other words, these tests measure how far the actual results deviate from perfect hedging.

Recognition criteria

Hedging derivative financial instruments are recognised at fair volue, ot the date on which the relative contracts are
entered info.
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Income item measurement and recognition criteria

Subsequent to initial recognition, hedging derivatives continue to be designated at fair value. In particular:

o for fair value hedges, the changes in fair value of the hedged element are offset by the changes in fair
value of the hedging instrument. Said offset is recognised by charging the changes in value to the income
statement, in item “90. Fair value adjusiments in hedge accounting”, referring both to the hedged element
referring to the changes generaied by the underlying risk factor], as well as to the hedging instrument. Any
resulting difference, which represents the particl ineffectiveness of the hedge, represents the net effect on
the income statement. If the hedging relationship ends, the hedged instrument reacquires the measurement
approach of the class o which it originally belonged; for instruments designated ot amortised cost, the
cumulative revaluations/write-downs recognised as a result of changes in fair value of the hedged risk are
recognised in the income statement under interest income and expense throughout the residual life of the
hedged item, on the basis of the effective inferest rate. If the hedged item is sold or repaid, the share of fair
value not yet amertised is recognised immediately in the income statement;

+ for cash flow hedges, the portion of changes in the fair value of the derivative that are determined to be an
effective hedge is recognised direcily at equity (item “120. Valuation reserves”), while it is recognised in
the income statement only when changes in cash flows to be offset arise in the hedged item. The portion of
gains or losses of the hedging instrument that is considered ineffective is charged to the income statement
{item “90. Fair value adjustments in hedge accounting”). Said portion is equal to any difference between
the cumulative fair value of the hedging instrument and the cumulative fair value of the hedged instrument.
In any event, the fluciuations in fair value of the hedged item and the related hedge must lie within the
80%-125% range. If the cash flow hedge is no longer considered effective or the hedging relationship is
lerminated, the total amount of profits or losses on the hedging insirument, previously recognised in
“Valuation reserves”, is recognised in the income statement only when the hedged iransaction will take
place or when it is no longer deemed possible that the transaction will take place. In this last circumstance,
the profits or losses are iransferred from the shareholders' equily item to the income statement item “90.
Fair value adjustments in hedge accounting”;

+ hedges of investments in foreign currency are accounted for using the same method as for cash flow
hedges.

Derecognition criteria

Should the above tests fail to confirm the effectiveness of the hedging, both retrospectively and prospectively, hedge
accounting, as described above, is discontinued. In that situation, the hedging derivative contract is reclassified
under “Financial assets at fair value through profit and loss” and, specifically, under Financial assets held for
trading.
In addition, the hedging relationship stops when:

« the derivative expires, is discharged or exercised;

« the hedged item is sold, expires or is repaid;

» it is no longer highly likely thot the future hedged iransaction will be corried out.

5 - Equity investments
Classification criteria

This item includes investments in associates or companies subject to joint control, which are carried ot equity.
Associates are companies which are not subsidiaries, on which the Group has a significant influence. The company
exercises a significant influence in all cases where it holds 20% or more of voting rights in the invesiee, and,
irrespective of the shareholding percentage, whenever it has the power to participate in business and financial
decisions of the investees, by virtue of specific legal relations, such as shareholders’ egreements, the purpase of
which is fo ensure that the members of the agreement are represented in the management bodies and to safeguard a
consistent management approach, without, however, controlling the same.

Companies subject to joint control are enterprises where the joint control is based on a contract or other agreement
whereby it is necessary fo obtain the unanimous consensus of all the parties sharing the control to make strategic
financial and operating decisions. This takes place when the voting rights and conirol over the economic aclivity of
the investee are shared jointly by Banco BPM and another party. Furthermore, an equity investment is qualified as
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under ioint control when, even though voling rights are not shared jointly, the unanimous consent of all pariies
sharing control is required to toke decisions regarding significant activities.

Recognition criteria

Financial assets are initially recognised on the settlement date. Upon their initial recognition, financial assets
classified in this category cre carried at cost, including any goodwill paid for at the time of acquisition, which,
therefore, is not independently, separately recorded.

Income item measurement and recognition criteria

The book velue is subseguently increosed or decreased to reflect the share of profii or loss of the investees
attributable to the Group generated after the acquisition date, as a balancing entry to the consolidated income
sfatement item “250. Profits {losses] on investments in associates and companies subject to joint cantrol”. Dividends
received from investees are deducted from the book value of the investees.

Should it be necessary to carry out adjusiments due fo changes in shareholders’ equity of the investee that have not
been recognised in the investee’s income stafement {for ex. as a result of the designation at fair value of “Financial
assets of fair value through other comprehensive income”, as o result of the valuation of actuarial gsins/losses on
defined benefit plans), the share of the cbove changes aftributable to the Group is recognised directly in the
shareholders’ equity item “120. Valuation reserves”.

When applying the equity method, the most recent available financial statements of the associated company or
company subject to joint control are used, suitably cdjusted to take into cccount any significant events or
transoctions that have taken place between the last available financiel statements of the investee company ond the
reference date of the consolidated financial statements. If the investee company adopts accounting standards that
are different to those of the Group, changes are made to the financial statements of the investee.

After cpplying the equity method, investments in associates or joinily conirolled entities are tested for impairment
when there is objective evidence of impairment that could have an impoct on the investee's cash flows ond
consequently on the recoverability of the book value of the investment.

The process of recognising any impairment, therefore, involves checking for possible indicators that ore considered
to show objective evidence of impairment, such os:

s significant financial difficulties of the investee company (for example, significant negative changes in the
book value of shareholders' equity, reduction or interruption of the distribution of dividends, achievement
of operating results below a physiological threshold, compared to the objeciives of the budget or the long-
term plan or down compared io previous years or compared to the situation that existed on the acquisition
date of the investment];

¢ breach of contraci, for example o default or failure fo make payment by the investee;

o the extension of allowances for economic or legal reasons relating to the financial difficulties of the
investee, which otherwise would not have been taken into consideration:

e the announcement or notice of a financial restructuring plan or the existence of a high probability that the
investee may announce restructuring operations or may be declared bankrupt;

¢ the disappecrance of an active market relating to the investment held due to the financial difficulties of the
investee;

s significant changes that adversely affect the investment in the technological, market, economic or legal
environment in which the investee operates;

* a significant or prolonged decrease in fair value below its cost. The Group considers o decrease in fair
value of more than 30% below the purchase cost to be a significant decrease. The Group considers o
continuous decrease in fair value for an uninterrupted periad of more than 24 months fo be a prolonged
dacrease,

[f there is evidence that the value of an investment may be impcired, the recoverable value of the investment is
estimoted, which is the higher of the fair volue, net of costs to sell, and the value in use. The value in use is
calculated by discounting the future cash flows that the investment could generate, including the final disposal value
of the investment. An impairment loss is recognised fo the income statement if the book value, including goodwill, is
lower than the recoverable value. If the reasons for an impairment loss are no longer valid due to an event occurring
after the impairment was recognised, write-backs are recognised in the income statement, up to the amount of the
impairment previously recognised.
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Derecognition criteria

Equity invesiments are derecognised when there is a disposal in which all of the associated risks and rewards have
been substantially transferred.

If there is a situation resulting in the loss of significant influence or joint control, any remaining equity investment is
reclassified to the porifolios of financial assets set out in IFRS 9, normally that of “Financial assets at fair value
through ofher comprehensive income”, on the basis of the relative fair value. Derecognition from the item “Equity
investments” may also take place if there are circumstances causing control to be obtained (“step acquisitions”]. For
more information please refer to paragraph 16 below entifled “Other information, Business combinations, goodwill
and changes in interest holdings”.

6- Property, plant and equipment
Classification criteria

Properly, plant and equipment items include land, operating property, real estaie investments, works of art, technical
plants, furniture, fitings and equipment of any type that is planned to be used for a timeframe of more than one
year. More specifically:
o assets held for use in the production or supply of goods and services are classified as “property, plant and
equipment used in operations” and recognised in accordance with IAS 16;
o property held for rental fo third parties or for capital appreciation through sale is classified as “property,
plant and equipment held for investment” and follows the rules set out in IAS 40;
o property held fo enhance the value of the investment through renovation or requalification for its
subsequent sale is classified as inventories and follows the rules of IAS 2.

Also recognised in this item are rights of use [ROU] of property, plant and equipment acquired with lease contracts,
as lessee, irrespective of the legal classification of the same.

The item includes finally the improvement and incremental costs on third party assets; these are costs to renovate
rented property, incurred fo render them suitable for their intended use. In detail, improvement expenses which:
» represent identifiable and separable property, plant and equipment items, are clossified in the specific
category to which they refer {e.g. fechnical plant, equipment);
« are not identifiable and separable from the property {for example walls) are booked as an increase in
righis of use, recognised on the basis of the provisions of IFRS 16,

Recoghition criteria

Properly, plant and equipment items are inifially corried at cosl, which includes the purchase price and all accessory
charges directly attributable fo the acquisition of the assel and bringing it to working conditions. Extraordinary
maintenance costs which entail an increase in future economic benefits are included in the assel’s book value, while
other ordinary maintencnce costs are charged fo the income statement,

For property posted under property, plant and equipment held for investment purposes, following the closure of the
original credit position (known as “datio in solutum” - transfer in lieu of payment] the initial recognition value is equal
to the fair value, taken from a specific appraisal.

The difference between the initial recognition value of the property and the book value of the previous credit
exposure, subject fo derecognition, is recognised under “Net losses/recoveries on credit risk” up to the amount of
the gross receivable existing at the date of recognition. Taking account of the criterion of fair value measurement of
real estate investments, as described below, in the situation where the fair value on initial recognition exceeds the
value of the gross receivable, the excess value is recognised to the income statement under “Profits {losses] from the
fair value designation of property, plant and equipment and intangible assets”.

Where, at the time of finalising the transacfion, the competent corporate bodies have made the decision to sell the
property within a short time, the boak value of the property shall be equal to its “immediate sale value”, also
deriving from a specific appraisal, unless negotiations are under way that give rise to the assumption of a higher
recoverable amount.
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In any event, if, on the date of recognition of the property, concrete negotiations for sale are under way,
demonstrated by commitments undertaken by the interested parties and resolved by the competent corporate bodies,
the initicl recognition value must take account of the exit price resolved, net of any costs to sell, where it is lower
than the “fair value” deriving from the appraisal.

For property, plent and equipment represented by rights of use, the initial recognition value is equal to the sum of the
lease liability {present volue of the future instalments to be paid for the contractual term), the lease payments made
before or at the date from which the lease runs, the initial direct costs and any costs estimated for dismantling or
reinstatement of the asset underlying the lease.

income item measurement and recognition criteria

Subsequent to initial recognifion, property, plant and equipment in ownership or acquired through rights of use is
carried at cost, less any depreciation and impairment, excluding:
* property used in operations and voluable works of art, for which the Group has adopted the option
permifted by 1AS 16, jo measure them using the revaluation mode;
+ real estote investments, for which the Group has adopted the option permitted by IAS 40, fo measure them
based on their fair value;
 property, plant and equipment thet falls within the regulation of IAS 2, which are designated at the fower
of the cost and net realisable value, which is the estimated sale price less estimated completion costs and
other costs necessary to make the sale.

Property, plant and equipment used in operations: subsequent measurement

Depreciotion

Property, plant and equipment used in operations is systematically depreciated throughout their estimated useful life,
using the siraight-line method, with the exception of:
¢ land, whether purchased separately or as part of the value of the buildings stending on if, as it has an
unlimited life;
» works of art, considering that the useful life of a masterpiece cannot be estimated and its velue normally is
destined to increase with time,

The depreciation charge must be able to reflect the wear and tear on the assets over time as a result of their use,
considering extraordinary maintenance costs which could result in an increase in the value of the assets.

The depreciable value is represented by the cost of the asset - for assets measured at cost - or the revalued amount -
for assets measured based on the revaluation method - net of the residual value at the end of the depreciation
process, where deemed significant.

“leasehold improvements” are depreciated:
» if identificble and separable property, plant and equipment items according to the useful life, as described
above;
» if not identificble and seporable from the leased property, according to the shorfest period between that in
which the improvements and the additional expenses can be used and the residual duration of the lease
contract, including the renewal period, if there is evidence in this regard.

Write-downs due to impairment

For assefs measured af cost, ot each balance sheet or interim reporting date, if there is any indication that an asset
may be impaired, the asset’s book value is compared with its recoverable amount, that is, equal to the higher of ihe
asset’s fair value, net of costs to sell, and its value in use, understood as the present value of future cash flows
originated by the asset. Any adjustments are charged fo the income statement. Whenever the reasons for the
impairment loss are no longer valid, recoveries are recognised, which must not exceed the asset’s valve had no
impairment taken place in the past, net of accrued depreciation.
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Owned properly used in operations and valuable works of art: revaluation model

For owned real estate assets used in operations and valuable works of art, the Group has adopted the revaluation
method as the criterion for measurement.

Based on said method the ossets shall be recognised at o revalued amount, equal to their fair value at the
revaluation date, net of depreciation and any cumulative impairment losses. Based on that method:

« if the book value of the asset increases following revaluation (i.e. there is a positive difference between the
revalued amount and the book value of the asset prior to revaluation), the increase must be recognised in a
specific “valuation reserve” [subject o recognition in the stalement of other components of comprehensive
income without reclassification to the income statement}, unless this is o recovery of a write-down previously
recorded to the income statement. In this latter case, the recoveries must be recognised as income to the
income statement up fo the amount of the previous write-downs, and only any remaining amount is
included in a valuation reserve;

» if the book value of an asset has decreased following the revoluation [i.e. there is a negative difference
between the revalued amount and the book value of the asset prior to revaluation), the decrease in value
must be recorded as ¢ balancing entry:

o fo the income statement as a cost, lacking pre-existing veluation reserves on the asset {"Profits {losses)
from the fair value designation of property, plant and equipment and intangible assets”);

o to shareholders’ equity up fo the amount of the credit balance of the revaluation reserve for those assets,
and the excess to the income statement, as the revaluaiion of negative valuation reserves is not
permitied.

Real estale invesiments: fair value method

For real estate investments, falling within the scope of application of IAS 40, the Group has adopted fair value
measurement. Based on this method, following initial recognition, all real estate investments are measured at fair
value.

Based on the fair value method:
- increases in fair value must be recognlsed in the income statement, as income {“Profits {losses) from the foir
value designation of property, plant and equipment and intangible assets”};
decreases in fair value must be recognised in the income stalement, as charges ({“Profits {losses) from the
fair value designation of property, plant and equipment and intangible assets”).

In the event of sale, the difference between the consideration for the sale and the book value must be recognised in
the income statement, as “Profits {losses) on disposal of investments”.

For the methods of determining the fair value and the frequency of revaluation of real estate assets and valuable
works of art, please refer 1o ihe criteria illustrated in the subsequent “Part A.4 — Fair value disclosure”.

Derecognition criteria

Property, plant and equipment is derecognised from the balance sheet at the time of disposal or when the asset is
permanently withdrawn from use and no future economic benefits are expected from its disposal.

Capital gains and losses deriving from the liquidation or disposal of properiy, plant and equipment are calculated as
the difference between the net sale consideration and the book value of the asset and are recognised as a balancing
enfry fo:

o the income staiement: for assets used in operations designated at cost and for recl estate investments {item
“Profits {losses) on disposal of investments”);

s shareholders’ equity: for assets used in operations measured based on the revaluation method. The
revaluations of real estate credited to the valuation reserves of shareholders' equity may be iransferred to
other shareholders’ equity reserves {Other profit reserves), where the property is derecognised. Therefore,
in the event of sale of the property, the valuation reserves are transferred to another item of shareholders’
equity {from "valuation reserves” to “other reserves”), without, however, the possibility of transiting through
the income statement,
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The rights of use acquired through leases are eliminated from the balance sheat at the end of the lease contract.

7- Intangible assets
Classification criteria

Intangible assets are non-monetary, identifiable and non-physical assets originating from legal or contractual rights,
owned fo be used on a longterm basis and which are likely to generate future economic benefits. Intangible assets
also include goodwill, which is the difference between the price paid for a business combination and the fair value
of the net identifiable assets purchased, as illustrated in grecter detcil in paragraph “16 — Other information,
Business combinations, goodwill and changes in interest holdings.”

Recognition criteria

Intangible assets are carried at cost, adjusted io account for accessory charges, only if it is likely that the Future
economic benefits attributable to the asset will be realised, and if the cost of the asset can be reliably determined.
Otherwise, the cost of the intongible asset is recognised in the income statement during the year it was incurred.

Income item measurement and recognition criteria

The cost of intangible assets, with definite useful life, is amortised on a straightline basis over their useful life. If the
useful life is undefined, as for goodwill and trademarks, no amortisation is carried out, only periodic assessments of
the adequacy of the book value. At each balance sheet date or interim reporting date, if there is evidence of
impairment, the asset's recoverable amount is estimated. The omount of the loss, recognised in the income statement,
is equal fo the difference between the asset’s book value and recoverable value,

Intangible assets include software, intangible assets linked to the valuation of client relationships or the valuation of
the trademarks recagnised during business combinations, and goodwill.

Goodwill is not amortised, but must be regularly tested for impairment fo verify the adequacy of its baok value.
Specifically, goodwill must be tested any time there is evidence of impairment, and in any case at least once a year.
To this end, the cash-generating unit to which the goodwill is allocated is identified. This unit represents the lowest
level at which goodwill is monitored for internal management purposes and should not be larger than the operating
segment determined in compliance with IFRS 8.

The emount of any impairment is determined based on the difference between the book value of the goodwill and its
recoverable amount, if lower. Said recoverable amount is equal to the higher of the fair value of the cash-generating
unit, net of costs to sell, and its value in use. The value in use is the present value of future cash flows expecied from
cash-generaling units to which goodwill was allocated. The resulting adjustments are charged to the income
statement.

Mo subsequent recoveries can be recognised.

Derecognition criteria

Intangible assefs are derecognised from the balance sheet at the time of disposal or when no fulure economic
benefits are expected from it

8 - Non-current assets and asset disposal groups held for sale

Classification criteria

Non-current assets and liabilities and asset/licbilities disposal groups are classified under the asset item “Non-
current assels and asset disposal groups held for sale” - and under the liability item “Liobilities associated with asset

disposal groups held for sale” whose bock value will presumably be recovered through sale rather than continuous
use.
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In order to be classified under the above items, the assets or liabilities (or disposal group) must be immediately
available far sale, and there must be active and concrete programmes which show that their disposal within one
year with respect to the date of clossificaiion as assets held for sole is highly probable.

Income item measurement and recognition criteria

After they are classified in the above-mentioned category, these assets are designated at the lower of the book value
and their fair value, nef of costs to sell, with the exception of certain types of assets - such as all financial instruments
falling within the scope of IFRS @ - for which the standard IFRS 5 states that valuation criteria of the reference
eccounting standard must continue to be applied.

If the nan-current assets held for sale can be amortised/depreciated, the amortisation/depreciation process ceases
from the year the assets are classified under non<urrent assets held for sale and discontinued operations.

Expenses and income alfributable to groups of assets and lichilifies held for sale, if they are altribuicble to
discontinued operations under the terms of IFRS 5, are recognised in the income statement, net of faxes, under item
"320. Profit {loss) from discontinued operations, net of foxes” while those relating to individual non-current assets
held for sale are recorded under the mest appropriafe income statement item.

Disconlinued operations shall mean a significant, autonomous unit or geagraphical area of business, including one
that is part of a single coordinated disposal programme, rather than a subsidiary acquired exclusively with a view to
its re-sale.

Derecognition criteria

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

O- Current and deferred taxation

These items include current end deferred tax assets, and current and deferred tox liabilities relating to income taxes.
Income taxes, calculated in compliance with current tax regulafions, are accounted for based on the accrual
principle, consisient with the recognition of the costs and revenues that generated the taxes in the financial
statements. Therefore, this represents the tax charge, equal to the balance of current taxes and deferred tax assets
and liabilities, relating to the income for the year. Income taxes are charged to the income statement, with the
exception of those relating fo items charged or credited directly to shareholders” equity, as they as well are
consistently recognised directly through shareholders’ equity.

In particular, current tax liabilities {assets) for the current and previous years reflect the amount of income taxes that
are expected to be paid {recovered) to/from the tax authorities, based on a prudent estimate, applying the tax rates
and fax regulations in force at the reporting date {interim reporting). Current tax assets and liabilities are shown os a
net balance in the balance sheet, in case the settlement is executed based on the net balance, owing to the existence
of a legal right to offsetting.

Deferred tax assets and liabilities are calculaied based on temporary differences crising between the tax values of
the individual assets and liabilities and their book values, without any time limits.

Deferred tox assets are recognised in the financial statements or the interim reporis when it is probable that they can
be recovered, which is assessed based on the chility of the company concerned and of the Group, as a result of the
“tax consolidation” scheme, 1o continue o generate positive taxable income in future financial years, also taking
account of the tax provisions in force at all times, such as law no. 214/2011, which permits the transfarmation of
certain deferred tax assets that meet specific conditions, into credits. Deferred tax liabilities are recognised in the
financial statements or interim reports, with the sole exceptions of assets recognised in the financial statements at an
amount higher than the value recognised for tax purposes and of reserves subject to tax on diskribution, where it is
reasonable to believe that no operations will be performed deliberately that would trigger taxation.

Recognised deferred tax assets and liabilities are systematically measured to account for any changes in regulations
or tax rates, as well as for any changes in the subjective positions of the Group companies.
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10- Provisions for risks and charges

Provisions for risks and charges: commitments and guarantees given

The sub-item in question includes provisions for credit risk for commitments to disburse the funds and guarantees
given, which are subject fo impairment rules pursuant to IFRS 9, as is the cose for “Financial assets af amortised
cost” and “Financiol assets ot fair value through other comprehensive income”. For more information on the
impairment model, please see the information set forth in the following paragraph “16 - Other information, Methods
for determining impairment losses on financial assets”.

In addition, this sub-item also includes provisions for risks and charges established for other types of commitments
and guarantees given that, because of their specific characteristics, do not fall within the scope of impairment
pursuani to IFRS 9.

Provisions for risks and charges: retirement benefits and similar commiiments
As explained in the paragraph below “16 - Other information, Employee termination indemnities and other

employee benefits”, the sub-item "Relirement benefits and similer commitments” includes defined-benefit plans,
namely pension funds backed by a capital repayment and/or return guarantee in favour of beneficiaries. Benefits to
be paid in the future are measured by an external actucry, using the “projected unit credit method”, as required by
AS 19.

Actuarial gains and losses, defined as the difference between the book value of the liability and the present value of
the commitments at the end of the period, are accounted for in full direcily ic shareholders' equity under the item
“Valuation reserves”.

Provisions for risks and charges: other provisions for risks and charges

The sub-tem “Other provisions for risks and charges” includes cllocations recognised for estimated outlays for legal
or implicit obligations deriving from past evenis. These outlays may be contractual in nature, such as allocations to
the personnel incentive system and for early retirement incentives, indemnity required under contractual clauses when
specific events take place, or for compensation and/or restitution, such as those against possible losses on lawsuits,
including clawback actions, estimated outlays for customer comploints regarding securities brokerage and tax
disputes.

Provisions for risks and charges consist of licbilities whose amount or expiry are uncertain, and are recognised in the
financial statements only if:
« there is a current obligation {legal or implicit} as a result of o past event;
« it is likely that an outflow of resources will be required io produce economic benefits to seftle the
obligation;
» the amount of the probable future ouflow can be reliably estimated,

The amount of the provision recognised represents the best estimate of the financial outlay required to meet the
obligation existing at the reporting date and reflects the risks ond uncertainties inherent in the facts and
circumstances under examination. Whenever the time factor is significant, provisions are discounted using current
market rates. The provision and the effect of discounting are recognised in the income statement in item “200. Net
provisions for risks and charges”, as is the increase in provisions as a result of the passing of time.

The provisions allocated are re-examined at each date of the financial statements and adjusted to reflect the best
current estimate, When the outflow of resources to produce economic benefits to settle the obligation is unlikely, the
allocation is reversed.

In addition, each provision must be used to pay for outlays for which the provision itself had been originally set
aside.

11 - Financial liabilities at amortised cost
Classification criteria
"Financial liabilities of ameortised cost” include the sub-items “Due to banks”, “Due to customers” and “Debt securities

issued” and consist of various forms of interbank and customer loans and funding carried out through certificates of
deposit and bonds outstanding.




I3

|
]

NOTES TO THE COMSOUDATED FNANCIAL STATEMENTS ] 93

These also include loans recorded by lessees as part of leases, as well as funding repurchase agreements and
securities lent against collateral in cash, to which the lender has full access. Also included are opercting payables
connecied with the provision of financial services as defined in the Consolidated Banking law and in the
Consolidated Finance Law.

Recognition criteria

These liabilities are initially recognised when the amounts collected are received or the debt securities are issued and
are carried out on the basis of their fair value, which is generclly equol to the emount received or the issue price,
increased by any additional costs/income directly attributeble to the individual funding or issue transaction and not
paid back by the lending counterparty. Internal administrative costs are excluded.

Repurchase agreements with the obligation to repurchase are recognised as funding transactions for the spot amount
paid.

lease paycbles are recognised on the basis of the present value of future instalments still to be paid for the
contractual term.

Income item measurement and recognition criteria

Subsequent to initial recognition, the financial liabilities that emerged, net of any redemptions and/or repurchase,
are designated ot amortised cost, using the effective interest rate method. Shortserm liabilities are an exception, if
the time factor is immaterial. These are stated at their received value, and any incurred cosfs are charged to the
income statement on @ straightline basis over the contractual life of the liability. Moreover, funding instruments under
an effective hedge are measured based on the standords established for hedging transactions.

For siructured instruments that incorporate an embedded derivative—in accordance with IFRS 9 and illustrated in the
previous item “Finoncial assets held for trading” —the embedded derivative is separated out from the host contract. In
that instance:
e the embedded derivative is classified as an asset or liakility held for trading and is measured at fair value;
e the host coniract is classified under financial liabilities at amortised cost.

lease payables must be redefermined in the event of modification of the payments due (lease medification); the
impact of the redetermination will be recorded as a balancing eniry to the right-ofuse asset.

Derecognition criteria

Financial liabilities are derecognised from the financial statements or interim reports when expired or cancelled.
Derecognition also takes place in the event of repurchases of securities issued. The difference between the book
value of liabilities and the purchase price paid is recorded in the income statement. The subsequent placement of
own securities following their repurchase is accounted for as a new issue, recognised ot the new placement price,
with no effects on the income statement.

12- Financial liabilities held for trading
Classification criteria

The item in question includes:

e financial liabilities issued with the intention of repurchasing them in the short term;

e financial liabilities that are part of a portfolio of financial instruments that are jointly managed and for
which there is a proven sirategy for shoriterm profii;
derivative contracts with a negative fair value and not designated as hedging instruments, including those
linked to assets or liabilifies at fair value through profit and loss and embedded derivatives separated out
from financial liabilities at amortised cost.

These clso include liabilities arising from technical overdrafts generated by trading in securities and own certificate
issues.
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Recognition criteria

Financial liabilities held for troding are initially recognised on the seftlement date in case of cash liabilities and on
the subscription date for derivative contracts,

Initia] recognition is based on the fair value of liabilities, that generally corresponds to the collected amount,
excluding fransaction costs or income directly associated with the instruments, which are directly charged to the
income statement.

Please refer fo “Part A.4 ~ Fair value disclosure” for details on how fair value is determined.

Income item measurement and recognition criteria

Financial liabilities held for trading ore measured ot current fair value, with recognition of the result in the income
statement.

Gains and losses from changes in fair value and/or from the sale of trading instruments are recognised in the
income statement. For derivative instruments, if the fair volue of a financial liability becomes positive, that item is
accounted for in item * Financial assets of fair value through profit and loss: a} financial assets held for trading”.
Trading profits or losses and gains or losses as a result of the valuation of the trading book are recognised in the
income statement in the item “80. Profits {losses) on trading”.

Derecognition criteria

Financial liabilities held for trading are derecognised when the contractual rights to the relative cash flows expire or
when the financial liabilities are sold, with the substantial transfer of all risks and rewards arising from their
ownership.

13 - Financial liabilities at fair value
Classification criteria

On initial recognition, financial liabilities are designated at fair value through profit and loss only if the following
circumstances exist:

e this valuation eliminates ar considerably reduces the inconsistency in voluation, that would otherwise be
caused by measuring assets or liabilities or recognising the associated gains and losses on different bases
(accounting mismalch);

* a group of financial assets, financial liabilities, or both is managed and its performance designated at fair
value according to a documented risk management or investment strategy, documented internally by
executives with strategic responsibilities;

¢ these are hybrid conltracts containing one or more embedded derivatives, and the embedded derivative
significantly changes the cash flows that would otherwise be expected from the contract.

The option to designate o liability at fair value is irrevocable, is made for the individual financial instrument and
does not require the same application to oll instruments with similar characteristics. However, it is not possible to
designate at fair value only one part of a financiol instrument ofiributable to a single risk component to which the
instrument is subject.

For more details on the scope of Group liabilities under the fair value opiion ond the method used to determine fair
value and quantify its ereditworthiness, please refer to paragraph “16 — Other information, Financial liabilities at fair
value”, and the subsequent “Pari A.4 - Fair value disclosure”.

Recognition criteria

The financial liabilities in question are designated at fair value from initial recognition. Initial income and expenses
are immediately charged to the income statement.

e
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Income item measurement and recognition criteria

Subsequent to initial recognition, financial liabilifies are measured ot their current fair value. The change in fair value
is recognised in the income statement, with the exception of the effects resulting from changes in own credit risk,
which are recognised in o specific valuation reserve {item “120. Valuation reserves”), unless this treatment creates or
amplifies a mismatch in the income {loss). An accounting mismatch is created or amplified when the recognition of
the effecis of own credit risk in an equity reserve is such so as to entail a more significant disharmony in the income
statement than that which would arise from recognising the entire change in fair value of the liability in the income
statement. In this last case, the entire change in fair value of the liability, including the effect of the change in own
credit risk, must be recognised in the income statement.

The effects correlated with the change in own credit risk are presented in the statement of comprehensive income, net

_of the related faxes, under oiher comprehensive income without reclassification to the income statement.

The amount recognised in the specific shareholders' equity reserve (ifem ”120. Valuation reserves”} will never be
reversed in the income statement, even if the liability should have expired or been extinguished. In this instance, it
will be necessary to reclassify the cumulative gain {loss) in the specific valuation reserve to another item of
shareholders' equity ["150. Reserves”).

Derecognition criteria

Financial liabilities are derecognised from the financial statements or interim reporis when expired or concelled. For
financial liabilities represented by securities issued, derecognition is carried out also in case of repurchase: the
difference between the back value of the liability and the purchase price is recorded in the income statement, with
the exception of profits/losses connected to the change in own credit risk, which are recorded in a sharehalders'
equily reserve, as described above. The subsequent placement of own securities following their repurchase is
considered, for accounfing purposes, as @ new issue, recognised at the new placement price, with no effects on the
income statement.

14 - Foreign currency transactions
Classification criteria

Asseis and liabilities in foreign currency include those denominated explicitly in a currency other than the euro as
well as those which envisage financial indexing clauses linked to the exchange rate between the euro and a specific
currency or a specific basket of currencies.

To deiermine the conversion procedures to be used, assets and liabilities in foreign currency are broken down
between monetary and non-monefary items.

Monetary elements consist of sums in cash and assets and liabilities expressing the right to receive or the obligation
to pay fixed or determinable amounts in cash [receivables, debt securities, financial liabiliies). Non-monetary
elements (such as equity instruments) are assets or liabilifies that do not contemplate the right to receive or the
obligation to pay fixed or determinable amounts in cash.

Recognition criteria

Upon inifial recognition, foreign currency transactions are recorded in the functional currency, and the exchange
rate applied 1o the amount expressed in foreign currency is the ane in effect at the date of the transaction.

Income item measurement and recognition criteria

At each balance shest date or interim reporting date, items expressed in foreign currencies are measured as follows:
+ cash items are translated at the exchange rate in effect at the closing date;
« non<ash items carried at their historical cost are translated at the exchange rate in effect at the transaction
date;
» non-cash items designated at foir value are translated ct the exchange rate in effect at the closing date.
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Exchange raie differences originated by the setilement of cash items, or by the translation of cash items af rates other
than the initial ones, or by the conversion of the previous financial statements, are charged to the income statement
at the time they arise.

When a gain or loss from a non-cash item is carried at equity, the relevant exchange rate difference is alse carried
at equity. Conversely, when a gain or loss on o non-monetary element is recognised in the income statement, the
associaled exchange rate difference is also recognised in the income stalement.

For information about the conversion of the financial statements of foreign subsidiaries that use o currency other than
the reference currency of the Parent Company {eurc), please refer to section “Scope of consolidation and methods”,
confained in “A.1 - General part”,

15 - Insurance assets and liahilities

No insurance companies are included in the scope of consolidation.

16- Other information
a) Contents of other financial statement items
Cash and cash equivalents

This item includes legal tender, including foreign banknotes and coins and demond deposits with the Central Bank of
the country or countries where the Group operates through its companies or branches, with the exception of the
minimum reserve.

The item is recognised at face value. The face value of foreign currencies is translated into Euro at the closing
exchange rate at the period-end date.

Fair value change of financial assets and financial liabilities in macro fair value hedge portfalios

These items include, respectively, changes in financial assets or liabilities subject to macro hedging of interest rate
risk, based on the respective balance, whether positive or negative.

Other assets

This item includes assets not atiributable to the other balance sheet asset items. For example, this item may contain:
s gold, silver end precious metals;
+ accrued income other than that capilalised on the reloted financial assets, including those deriving from
contracts with customers pursuant to the IFRS 15 standard;
« receivables associated with providing non-financial goods or services;
» payable tax items other than those recognised in “110. Tax assets”.

These may also include any remainders (of the "debtor’s balance”) of items in transit or suspended not atiributed to
the specific accounts, because they are of immaterial amounts,

Other liabilities

This item records liabilities not attributable to the other balance sheet liability items.
For example, this item contains:
* payment agreements that under IFRS 2 must be classified s payables;
* paoyables associated with the payment of noninancial goods or services received;
¢ accrued liabilities other than those to be capitalised on the related financial liabilities, including those
deriving from coniracts with customers pursuant to the IFRS 15 standard;
» sundry receivable tax items other than those recognised in “40. Tax lichilities” connected, for example, to
withholding agent activities.




NOTES TO THE CONSOLIDATED RNANGIAL STATEMENTS | @7

Employee termination indemnities and other employee benefits

Pursuant to IAS 19, employee benefits include cll types of remuneration envisaged in exchange for the work
performed by employees or by virtue of the termination of the employment relafionship. Specifically, these are
divided into:

o Shortterm benefits (other than those for termination of the employment relationship) which are expected to
be seftfed within 12 months from the end of the financial year in which the employees rendered their
services;

« Postemployment benefits such as, for example, employee termination indemnities and pension funds;

« Benefits for the termination of employment due to employees following the company’s decision to end the
employment prior to the date of retirement;

+ longterm benefits {other than those for termination of the employment relationship] which are expected to
be seilled over a time frame of more than 12 months from the end of the financial year in which the
employees rendered their services.

The treatment of “Benefits for the termination of employment” are shown below, as they are the mast significant type
for the Group.

According to 1AS 19, employee termination indemnities represent a “postemployment benefit”.

Following the supplementary pension reform, under lialian Legislative Decree no. 252 of 5 December 2005, new
regulations were introduced for employee termination indemnities accrued beginning from 1 January 2007,
recognised for accounting purposes,

In particular, for companies which had at least 50 employees in 2006, from an cecounting perspective, employee
termination indemnities accrued from 1 January 2007 are considered a “defined contribution plan”; the charge is
limited to the benefits established under the Italian Civil Code, without applying any actuarial methodelogy.
Otherwise, the provisions for employee termination indemnities accrued up to 31 December 2006 will continue to
be accounted for as a “defined benefit plan”.

In general terms, the “postemployment plans” - which include, beyond the Provisions for employee severance
indemnities, Pension funds - are classified into two categories, “defined benefits” and “defined contributions” on the
basis of the relative characteristics.

More specifically, in defined contribution plans, the cost is represented by contributions accrued during the year,
since the company only has the obligation to pay the contributions defined by contract fo a fund, and has therefore
no legal or implicit obligation to pay other amounts in addition to said contributions in the event that the fund does
not have sufficient assets to pay all the benefits to employees.

In defined benefit plans, the actuarial and investment risk, namely the risk that contributions are insufficient or that
the assefs in which confributions are invested do not generate a sufficient return, is borne by the company. The
liability is calculoted by an externcl actuary using the “Projected Unit Credit Method”. On the basis of the cited
method, all future disbursements have to be estimated on the basis of demographic and financial assumptions, and
are then discounted to take into account the time that will pass before the actual payment, and to be re-proportioned
on the basis of the ratio of the years of service accrued and the theoretical seniority estimated at the time the benefit
is disbursed. The actuarial value of the liability colculated in this way must then be adjusted by the fair value of any
assels underlying the plan (net liabilities/assets).

The actuarial gains and losses that originate from changes in the previous acluarial assumptions, os a result of the
actual experience or as a result of changes to the actuarial assumptions themselves, lead 1o the re-measurement of
the net liability and are recognised as a balancing entry to a shareholders” equity reserve. Scid gains and losses are
recorded in the “Statement of comprehensive income”.

The change in the liability resulting from an amendment or o reduction in the plen is recognised in the income
statement os @ gain or loss. In detail, an amendment is made when a new plan is introduced, rather than if an
existing plan is withdrawn or amended. On the other hand, there is @ reduction when there is a significant decrease
in the number of employees included in the plan, such as in the case of plans for reduction of redundant personnel
{access to the Solidarity Fund).

The “Projected Unit Credit Method” described above, is also used to measure longterm benefits, such as “seniority
bonuses” awarded to employees. Unlike that described for “defined benefit plans”, actuariol goins and losses
relating to the measurement of longterm benefits are recognised immediately in the income statement.
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Valuation reserves

This item includes valuation reserves associated with equity instruments designoted at fair value through other
comprehensive income, financial assets (other than equily instruments) af fair value through other comprehensive
income, foreign investment hedges, cash flow hedges and exchange rate differences, as well as individual assets
held for sale and discontinued operations, the share of valuation reserves related to equity investments carried at
equily, actuarial gains {losses} on defined benefit plans and profit/loss connected 1o the chenge in own credit risk
relating to fair value option liabilities. It also includes the revaluation reserves recognised in compliance with special
revaluation regulations, olso if subject fo “tax exemption”.

Equity instruments

Equity instruments are instruments representing a residual equity investment in the assets of the Group, net of its
liabilities. The classification of en instrument that can be classified as an equity instrument requires that there be no
contractual obligations to make payments in the form of reimbursement of principal, interest or other types of returns.
Those instruments, different from ordinary shares or savings shares, are classified under item “140. Equity
instruments” for an amount equal to the price collected for their issue, less the transaction costs that are directly
attributable to the transaction, after taxes.

Any coupons paid, after faxes, are posted as a reduction of item “150. Reserves”, if and for the amount at which
they were puaid.

If such instrumenis are extinguished or repurchased, the difference beiween the price paid and the book value of
such equity inskruments is recognised in shareholders' equity under item “150. Reserves”.

Share capital and treasury shares

Share capitdl includes shares issued by the bank net of any capital already subscribed but not yet paid up at the
balance sheet or interim reporiing date. This item includes any freasury shores held by the bank. The lafter are
recognised in the financial statements in their own item as a negative component of shareholders' equity.

The original cost of repurchased treasury shares and the gains or losses originated by their subsequent sale are
recognised as changes to shareholders’ equity.

Transaction costs relating to operations on share capital, such as share capital increases, are recorded as a
decrease in shareholders’ equity, net of any related iax benefits.

Dividends on ordinary shares are recognised as a reduction in shareholders' equity in the yecr in which the
Shareholders' meeting approves their distribution. Any advances on dividends disbursed to shareholders are
recognised in the balance sheet liability item “Advances on dividends” with a negative sign.

Minority interests

This item shows the portion of consolidated shareholders’ equity attributoble to shares owned by minority
shareholders, calculated based on “equity ratios”. The emount is calculated net of any treasury shares repurchased
by consolidated companies.

b) llustration of other significant accounting freatments
Dividends and revenue and cost recognition
Revenue from confracts with customers {IFRS 15}

Revenue is the gross inflow of economic benefits that flow 1o the entity as payment for its obligation to transfer to the
customer a wide range of goods and services that are part of ordinary activities.
Pursuant to IFRS 15, the entity must recognise revenues on the basis of the fee that it expects io receive for the assets
or the services provided in the ordinary course of business. In detail, the recognition of revenues must take place on
the basis of the following five steps:

= identify the contract, defined as on agreement with commercial substance between two or more parties

able to generate rights and obligations;
* identify the performance obligations in the contract;
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» defermine the transaction price, namely the amount to which an entity expects to be enfitled in exchange
for the transfer of goads and services;

« allocate the transaction price to each performance obligation on the basis of the stand-alone selling price;

+ recognise the revenues allocated to the single performance obligation when the same is satisfied, namely
when the customer obtains control of the goods or the services. This recognition takes into account the fact
thai some services may be rendered at a specific point in time or over a period of fime.

Revenues from contractual obligations with customers are recognised in profit or loss when it is probable that the
entity will receive the payment to which it is entilled in exchange for the goods or services transferred to the
customer. This payment must be allocated to the single obligations covered by the contract and must be recognised
as revenue in the income statement based on the timing of fulfilment of the obligation. Specifically, revenue moy be
recognised in the income statement:
e at ¢ particular point in time, when the entity sefiles its performance obligation by transferring the promised
good or service fo the customer, or
o over lime, as the entify settles its performance obligation by transferring the promised good or service to
the customer.

The performance obligation is considered fulfilled when the customer acquires conirol of the transferred good or
service,

The consideration promised in the contract with the customer may include fixed amounts, variable amounts or both,
Specifically, the consideration for the contract may vary as a result of redemptions, discounts, refunds, incentives,
performance bonuses or similar items. The variability of the consideration may also depend on whether or not o
future event eccurs. In the presence of variable considerction, the revenue is recorded in the income statement when
it is possible to estimate the revenue reliably and only if it is highly probable that this amount will not subsequently
have to be reversed in the income statement, in whole or in a significant part.

If the entity receives a payment from the customer that it expects to reimburse the customer, in whole or in part, for
the revenue received, a liability should be recognised for the expected future redemptions. The estimate of this
liability is updated at each balance sheet date or interim reporting date and is earried out based on the portion of
the amount that the entity expects not to be entifled to.

Costs

Costs associated with obiaining and fulfilling contracts with customers are recognised in the income statement in the
periods in which the corresponding revenues are accounted for, Costs that are not directly associated with revenues
are immediately charged to the income statement.

Revenues and costs related to financial instruments

With reference to income and charges relating to financial assets/liabilities, it should be noted that:

o interest is recognised pro-rata temporis on the basis of the contractual interest rate or the effective inferest
rate if the amortised cost method is used. In the latter case, any marginal costs and incomes, considered an
integral part of the return of the financial instrument, are caolculated in the effective interest rate and
recognised as interest. The item interest income {or interest expense] also includes the positive (or negative)
spreads or margins accrued until the reporting date, relating to financial derivative contracts:

- hedging financial assets and liabilities that generate interest;

- classified in the balance sheet in the trading book, but operationally connected with financial assets
and/or liabilities designated ot fair value {Fair Value Option);

- operationally connected with assets and liabilities classified in the trading book and which envisage the
settlement of spreads or margins at mulfiple maturities;

o default interest, if provided for by contract, is recorded in the income statement only when actually
collected;

s dividends are recognised in the income statemeni when the legal right to collect them ensues, and,
therefore, when their disiribution is resolved;

e profits and losses from initial recognition of the fair value of financial instruments ore recognised in the
income statement at the time of recognition of the transaction, based on the difference between the price
paid or collected and the fair value of the instrument, only when the fair value can be determined by
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referring to current observable market transactions or using valuation techniques the inputs of which are
observable market parameters. Otherwise, these profits and losses are distributed over time, taking the
nature and the term of the instrument into account;

» gains and losses deriving from the sole of financial instruments are recognised in the income statement
when the sale is completed, with the relative transfer of the risks and rewards, based on the difference
betwaen the amount received and the book valve of the instruments.

Share-Based Payments

Share-based payments are payments made to employees, as a consideration for work performed, settled with equity-
linked instruments, which may, for example, consist of the assignment of:

+ stock options;

+ rights to receive shares wher specific targets are reached.

For accounting purposes, in accordance with IFRS 2, payments based on treasury shares are configured as equity-
sefiled plans, to be recorded on the basis of the feir value of the services received.

Considering how difficult it is to directly estimate the fair value of work received in exchange for the assignment of
shares, it is possible to indirectly measure the volue of services received, by referring to the fair volue of the equity-
linked instruments at their assignment dale.

Employee incentive plons based on treasury shares are therefore recorded in the income statement (item “190. a)
Personnel expenses”) as o balancing entry fo a corresponding increase in shareholders' equity (item “150.
Reserves”), on the basis of the fair value of the financial instruments assigned at the assignment date and on the
basis of the accrual basis of the service provided.

In detail, when assigned shares cannot be immediately “used” by the employee but can be used when the employee
has completed a given term of service, the company shall pay the cost as o consideration for the service provided
thraughout the vesting period.

For subsidiaries, incentive plans based on the Parent Company's shares, and not on treasury shares, are cash setiled
plans. In accordance with IFRS 2, in the respective company financicl statements, the cost pertaining to the period is
therefore recorded among personnel expenses, as a balencing entry to an increase in the liability item “Provisions
for risks and charges”. In the context of the consolidated financial statements, these plans, as they are settled through
shares of the Parent Company, are instead represented as equity-sefiled plans on the basis of the treatment described
above.

Repurchase agreements, securities lending and forward agreements

Repurchase or forward agreements whereby the Group sells securities to third parties with the obligation to
repurchase them upon maturity of the transactions at a predetermined price are recognised in payables to banks or
to customers, depending on the counterparly. likewise, repurchase or forward agreements whereby the Group
acquires securities from third parties with the obligation to resell them upon maturity of the transactions at o
predetermined price are recognised in receivables from banks or customers {accounting categories of the “Financial
assets at amortised cost”), depending on the counterperty. The difference between the spot and forward price of the
above-mentioned transactions is recognised as inferest (expense or income depending on the caose) on an accrual
basis throughout the life of the transaction. Securities lending transactions in which the guarantee is represented by
cash which is fully available to the lender are recognised in the financial stotements like the above-mentioned
repurchase agreements.

In the case of securities lending transactions with a guarantee consisting of other securities, or with no guarantee, the
lender and the borrower continue to recognise the security subject to the loan and any security provided as a
guarantee, respectively, in the balance sheet assets. The remuneration of this transaction is recognised by the lender
in item “40. Fee and commission income” and by the borrower in item “50. Fee and commission expense”.

Offsetting financial instruments
In accordance with [AS 32, paragraph 42, financial assets ond financial liobilites may be offset and the net
balance may be reported in the financial statements if the entity:
+ has a legally enforceable right to make said offsets, currently exercisable in all circumstances, where they
refer to regular business operations or to situations of default, insolvency or bankruptey of the parties;
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» intends either to sefile the transactions on a net basis, or to settle the same on a gross basis, the substantial
effects of which are equivalent to a seftlement on a net basis.

For derivative instruments covered by nefting arrangements, which meet the requirements illustrated above, Circular
no. 262 envisages that all trading derivatives and all hedging derivatives may be offset. [f the imbalance of trading
derivatives is the opposite sign of that of the imbalance of all hedging derivatives, said imbalances are to be
reported on a net basis: usually, the net balance is allocated to the irading book rather than as hedging derivatives,
depending on the prevailing absolute value of the imbalance of trading derivatives compared to that of hedging
derivatives.
In occordence with the requirements of accounting stondard IFRS 7, further information is provided in the tables
coniained in Pori B - Other information in these notes to the financial statements. In particular, these tables set out:
+ the book values of assets and liabilities that meet the requirements sef out by 1AS 32, paragraph 42,
before and after netting in the accounts;
+ exposures subject to master netfing arrangements that did not give rise to netting, but could activate it os a
result of specitic circumstances;
» the collateral guarantees connected thereto.

Securitisations - derecognition from financial statements of financial assets transferred

In securitisalion transactions put in place by the Group, the transfer of financial assets to an SPE (special purpose
entity}, even if with recourse enlails the derecognition of these assets from the financial statements, only if there is a
substantial transfer of the risks and rewards. In the event that the substantial transfer of risks and rewards cannot be
verified, the transferred assels are derecognised if the Group relinquishes all control over them. In the event of such
circumstances, the difference between the book value of the assets sold and the amount received, including the new
ossets acquired, is recognised as a gain or loss in the income statement.

Otherwise, there is no derecognition from the financial statements if the Group has maintained the risks and rewards
associated with the securitised portfolio, even though it has been sold without recourse, for example via the
comprehensive subscription of a tranche of junior securities or securities that bear the risk of the initial losses or
through the assumption of similar exposures. Consequently, the transferred receivables must continue to be
recognised in the separate financial statements of the originator bank as “Assets sold and not derecognised”, while
the consideration collected for the kansfer is recognised as a balancing entry to the payable owed to the SPE, net of
the securities subscribed by the bank in question. In the consolidated financial statements, the main impact of the
consolidation of the SPE and of the related assets of the securitisation, if the requirements of control established by
IFRS 10 are fulfilled, is that the securities issued by the SPE and subscribed by entities not belonging to the Group
are recorded in the consolidated balance sheet.

For further details, see ihe information reported in these Notes to the financial siatements “Part E - Section 1 - C,
Securitisation Iransactions”.

Leases

IFRS 16 defines a lease as a contract, or part of @ contract, on the basis of which the lessor grants to the lessee the
right to use an identified asset (ROU, Right Of Use) for a cerlain period of time in exchange for a cerfain
consideration. The key elements for defining whether a coniract, or part of it, comes under the definition of a lease
are the fact that the asset is identified, and that the lessee has the right to control the use of the same and to receive
substantially ol its economic benefits.

Accounting in the lessee’s financial stofements

For the lessee, the accounting model provides for recognition in the balance sheet of a liability on the basis of the
present value of the future instalments to be paid for the coniractual term as a balancing entry to the recognition,
among the assets, of the right of use of the asset covered by the lease contract.

In detail, the date of initial recognition of the asset and the liability in the company’s balance sheet corresponds to
the start date of the contract, that is the date on which the asset is made available to the lessee.
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At this date the lessee recognises:

« among “Property, plant and equipment”, the rightofuse asset, determined by the sum of the following

amounts:

- present value of the future payments {amount of the liability recognised);

- initial direct costs {such as costs for agents);

- prepaid lecse instalments {maxi-instalment);

- eslimate of any costs for removal and reinstatement, recognised in accordance with 1AS 37;
- net of any lease incentives received from the lessor;

« among "Financial fabilities at amortised cost”, the financial liobility, equal to the present value of the
payments due for the lesse. The discounting rate used is equal to the incremental borrowing rate as at the
date on which the coniract is signed. This rate was identified as that used for managerial purposes which
expresses the average cost of Group funding, both secured and unsecured, considering in the time brocket
in which the contract expires.

In identifying o lease contract, Banco BPM Group avails itself of the option given by IFRS 16 to not consider “short-
term” contracts, that is those expiring at less than 12 months, and “low-value” ones, that is those with a value of the
assets when new of less than 5,000 euro. For contracts in the above cotegories, the costs of the instalments are
recognised directly in the income statement at the moment that they fall due.

With reference to the lease duration, in addition to the period that cannot be cancelled, during which the Group
cannot avoid paying charges, extension options were considered if their exercise by the Group wos held to be
reasonably certain, considering all facts and circumstances. More specifically, with reference to contracts envisaging
the faculty of the lessor to renew the lease at the end of the first period, the Group considers the initial term of the
rental contract (e.g. 12 years for 6 + & year rental confracts) and, once this term has ended, the following first
renewal period {e.g. next 6 years|, where there is no reasonable evidence that may lead to another renewal period
or, vice versa, the end of the contract. In addition, it is assumed that the lease contract is renewed in the subsequent
period if in the 18 months before expiry of the first period or of the subsequent renewal the lessee has not given
notice to the lessor.

After recognition:

» the right-ofuse asset must be measured at cost on the basis of IAS 16 and subject to depraciation and any
impairment along the term of the contract or the useful life of the asset;

« the liability is designated ot amortised cost, that is it is increased following the accrucl of the interest
payable and graduclly reduced as a result of payment of the instalments.
In the event of changes in the payments due for the lease, the lichility must be redetermined, as a
balancing entry to the rightofuse asset. The change may result in the recognition of a separate lease {if the
subject of the contract in force increases) or a chonge to the existing contract, with the resulting change in
the lease liabilities at the effeciive date of the change. The changes are recognised as balancing entries to
the right of use, with the exception of gains and losses deriving from [partial or total) derecognition of the
lease, which are included in the income statement.

Accounting in the lessor's financial statements
The lessor must distinguish in its financial statements, the accounting for the assets gronted in finance leases from
those of assets granted in operating leases.

A lease is classified as finance lease if it ransfers substantially all the risks and rewards to the lessee. Finance leases,
in practice, are loan controcts with which the lease company purchases an asset, on behalf of the lessee, granting it
the right of use.

The accounting in the lessor’s financial statements is done with the financial method, through recognition of a loan of
an amount equal to the principal of the instalments to be received {plus “upfront” external transaction costs not
recovered and minus “upfront” fransaction revenues that contribute to the remuneration of the receivable), as if it
were a loan operation.

Subsequently, the receivable is designated at amortised cost, equal to the initial recognition value decreased by
repayments of principal, decreased/increased by the amortisation - calculated according to the effective interest rate
method - of the difference between the amount disbursed and the amount repayable ot maturity, typically
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comparable to the costs/income direcily associated with the individual receivable. The receivables are subject to the
rules on impairment. For more details of the rules on accounting for receivables designated at amortised cost please
see the conlents of point “3. Financial assets at amortised cost” of this Part A.2.

Operating leases in the lessor's financial statements are represented in the balance sheet, leaving the leased assets
among “Property, plant and equipment for investment purposes” which are measured at fair valve, just as the
remaining assets recognised in that category. In the income statement, income deriving from leases is included in
“other operating income”.

Off-balance sheet credit exposures - guarantees given and commitments

General oftbalance sheet credit exposures are represented by the guaraniess issued ond by the irevocable
commitments lo issue funds at predetermined terms and conditions entailing the assumption of a credit risk and fall
within the scope of the impairment provisions of IFRS 9.

The initial recognition value of guarantees given equals the fair value, which normally carresponds to the amount
received on issuing the guarantee.

Subsequently, the guarantees given are measured at the higher of the amount recognised on initial recognition, net
of any emortisation charge, and the amount estimated to fulfil the obligation.

For the purposes of calculating expected losses, the same allocation methods in the three stages of credit risk
described in IFRS 9 and already described in part “3 - Financial assets at amortised cost” and "2 - Financial assets
at fair value through other comprehensive income”, as well as in part “16 - Other information, Methods for
determining impairment losses on financial assets”, are used.

As indicated in part “10 - Provisions for risks and charges”, the provisions relating to the write-down of guarantees
given and commitments to disburse funds are recognised under balance sheet item “100. Provisions for risks and
charges: a) commitments and guarantees given”. In accordance with the provisions contained in Circular no. 262 of
the Bank of faly, the balancing entry is the income statement item “200. Nei provisions for risks and charges: q}
commitments and guarantees given”,

Mg
Business combinations, goodwill and changes in interest holdings

A business combination involves the union of businesses or separate business activities in a single entity obliged to
draw up financial statements.

A combination may give rise to an investment relationshio between the purchasing Parent Company and the
subsidiary acquired. In such circumstances, the purchaser applies standard IFRS 3 in the consolidated financial
statements while in the separate financial statements the shareholding acquired as an investment in the subsidiary is
recorded, applying accounting standard 1AS 27 “Separate Financial Statements”.

A combination may also envisage the purchase of the net assets of another entity, including any eventual goodwill,
or the acquisition of the capiial of another entity {mergers, conferrals, business segment acquisifions]. A combination
of this type does not translote into an investment relationship similar to that between the parent and subsidiary
company and therefore in these cases accounting standard IFRS 3 applies also in the separate finencial statements
of the purchaser.

Business combinations are recognised using the purchase method, which requires: {i} the identification of the
acquirer; (i the caleulation of the cost of the business combination; (i) the allocation of the purchase price
{"Purchase Price Allocation"].

Identification of the acquirer

For all business combinations, IFRS 3 requires the identification of an acquirer, identified as the party that obtains
control over another enlity, meaning the power to establish the financial and operational policies of that entity in
order to obtain benefits from its business activities. For business combinations that result in the exchange of
shareholdings, the identification of the acquirer must consider factors such as: (i) the number of new ordinary shares
with voting rights issued with respect to the fotal number of ordinary shares with vofing rights which will constitute the
share capital of the company existing affer the combination; {ii) the fair value of the entities that participate in the
combination; {iii] the composition of the new corporate bodies; {iv) the entity that issues the new shares.
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Calevlafion of the cost of the business combination

The price iransferred in a business combinstion equates to the fair value, as of the acquisition date, of the assets
transferred, the liahilities incurred and the equity instruments issued by the purchaser in exchange for obtaining
conirol over the entity acquired. The price which the purchaser transfers in exchange for the entity acguired includes
any asset or liability emerging from an agreement on the potential price, to be recorded as of the acquisition date
on the basis of the fair value. Changes to the fransferred price are possible if they derive from additional information
on events or circumstances which existed as of the acquisition date and are recognisable within the business
combination measuring period (or rather within twelve months of the date of acquisition, as will be specified further
on). Any other change which derives from events or circumstances subsequent fo the acquisition, such as for example
that acknowledged to the seller linked to achievement of specific income-related performances, must be recognised
in the income sfatement.

The costs relating to the acquisition, which include brokerage commission, advisory, legal, accounting and
professional costs, general adminisirative expenses, are recorded in the income statement at the time they are
incurred, with the excepfion of the costs for issuing shares and debt securities which are recorded on the basis of the
matters laid down by I1AS 32,

Purchase Price Allocation [PPA)

On the basis of the acquisition method, at the acquisition date, the ocquirer must allocate the cost of the business
combination [the “purchase price ollocation” or PPA) to the identifiable asseis acquired and the liabilities assumed
measured at the relative fair values af that date, also recognising the value of the minority interests of the acquired
entity. Exceptions to the application of this principle include the recognition:

s of income taxes;

= of liahilities relating fo employee benefits;

» of assets deriving from indemnities;

o of rights reacquired;

+ of transactions with share-based payments;

« of assets held for sale

to which the respective reference principles shall apply.
Therefore, it is necessary fo draw up o balance sheet of the acquired company at the acquisiion date, calculating at
fair value the identifiable assets acquired {including any intangible assets not previously recognised by the acquired
entity) and the identifiable liabilities assumed (including contingenty.
With regard to each business combination, the minority interests can be recorded at fair value or in proportion to the
portion held in the identifiable net assets of the company acquired.
In addition, if control is achieved by means of subsequent acquisitions (business combinations carried out in several
phases], the shareholding previously held is measured at fair value as of the acquisition date and the difference with
respect fo the previous book value must be recorded in the income statement.
At the acquisition date, the acquirer therefore must determine the difference between:
+ the sum of:
- the cost of the business combination;
- the amount of any minority interests as described above;
- the fair value of any interest holdings previously held by the acquirer;
» the fair value of the net identifiable assets acquired, including contingent licbilities.

Any positive difference must be recognised as goodwill; otherwise, any negative difference must be recognised in
the income statement of the entity resulting from the business combination as profit deriving from a bargain purchase
(negative goodwill or badwilll, after making o new measurement to ascertain the proper process for identifying all
assets acquired and liabilities assumed.

Identification of the fair value of the assets and liabilities must be finalised definitively within a maximum period of
twelve months as from the acquisition date {measuring period).

Once control has been obiained and the acquisition method previously described applied, any further increase or
decrease in the shareholding in o subsidiaiy company which continues fo be controlling is recorded as a fransaction
between shareholders. Therefore, the book value of the group and minority shareholders’ equity must be adjusted to
reflect the changes in the holding in the subsidiary. Any difference between the value for which the minority interests
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are adjusted and the fair volue of the price received or paid must be recorded directly in the group shareholders’
equity.

In the presence of an event that results in a Joss of control, the effect to be recognised in the income statement is
equal to the difference between {i] the sum of the fair value of the price received and of the fair value of the residual
shareholding held and (if) the prior bock value of the assets {including goodwill], of the liabilities of the subsidiary,
and any minority shareholder’s equity. The amounts previously recognised in the statement of comprehensive income
(such as the valuation reserves of financial assets ot fair value through other comprehensive income} must be
recorded in the same way as required in the event that the parent company has directly disposed of the assets and
the related lichilities (by means of reclassification in the income statement or shareholders' equity).

The fair volue of any shareholding held in the former controlling investment must be considered equal to the fair
value at the time of initial recognition of a financial esset on the basis of IFRS ¢ or, if appropriate, equal to the cost
at the time of initial recognition in an associated company or a jeinily-contralled entity.

Transactions achieved for reorganisction purposes, between ftwo or more businesses or corporate assets farming port
of the Group, are not considered to be business combinations. These fransactions (business combinations under
common control] are excluded from the scope of application of IFRS 3 and, in the absence of a reference standard,
are accounted for with reference to Assirevi’s preliminary interpretative documents/guidelines, or in continuity of the
values of the entity acquired in the financial statements of the purchaser, if they do nat have a significant influence
on future cash flows. In particular, the values adopted are those resulting from the Group’s consolidated financial
stotements af the date of transfer of the assets. This is in complionce with the matters established by 1AS 8 paragraph
10, which requires, in the absence of a specific siandard, the use of one’s own judgement when applying an
accounting standard for the purpose of providing relevant, reliable, prudent disclosure which reflects the economic
essence of the fransaction.

Methods for determining impairment losses on IFRS 9 Financial Instruments

At each balance sheet or interim reporting date, loans and debt securifies classified under “Financial assets at
amortised cost” and “Financial assets at fair value through other comprehensive income” - as well as off-balance
sheet exposures represented by commitments to disburse funds and the guarantees given - must be subject fo

impairment in order 1o estimate expected losses in value due to credit risk (ECL. - Expected Credit losses).

General features of the impairment model

According to the Expected Credit Losses calculation model, losses must be recorded noi only with reference to
objective evidence of impairment losses that had already occurred at the valuation date, but alse on the basis of
expectations of future impairment that has not yet occurred.

In particular, the ECL model states that the aforementioned instruments must be classified into three distinct stages,
according to their absolute or relative credit quality or compared o the initial disbursement, to which different
criteria correspond for measuring the expected losses. More specifically:

+ Stage 1 includes both originated ond acquired performing financial assets that display no significant
deterioration in credit risk {SICR - Significant Increase in Credit Risk) with respect to the initial recognition
doie;

s+ Stage 2 includes performing financial assets with significant deterioration in credit risk on the valuation
date compared to the initial recognition, albeit not impaired;

+ Stage 3 includes all exposures for which one or mare events copable of negatively impacting cash flows
are found {evidence of impairment], namely exposures that are considered non-performing.

For Stage 1 exposures, the expected loss is accounted for, on the date of initial recognition and on each subsequent
reporfing date, for up to one year; for Stage 2 and 3 exposures, expected losses are recognised over the entire
residual lifetime of the instrument.

An exception fo the foregoing is represented by financial assets that are considered non-performing from the time of
their acquisition or origin (POCI - Purchased or Originated Credit Impaired}. Please refer to the paragraph
" Acquired or originated impaired financial assets” for mare information on this.

For Banco BPM Group, the scope of the exposures classified in Stage 3 corresponds to that of non-performing loans,
identified in accordance with the definitions established by the supervisory provisions in force {Bank of ltaly Circular
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no. 272 "Matrix of accounts”) and referred to by Bank of ltaly Circulor no. 262 “Bank financicl statemenis: layouts
and rules for preparation”, insofar as retained consistent with IAS/IFRS standards in terms of objective evidence of
impairment. Based on the above-mentioned circulars, the scope of non-performing loans corresponds to the “Non-
Performing Exposure” aggregate defined by Regulation (EU) 2015/227, which incorporated the EBA's
“Implementing Technical Standards {ITS] on Supervisory reporting on Forbearance and Non-Performing exposure”
(EBA/ITS/2013/03/rev] 24/7/2014). Specifically, the circulars identify the following categories of non-
performing assets:

» Bad Loans: these represent the set of cash and “off-balance sheet” exposures with respect to a party in a
state of insolvency {even if not ascertoined in court) or in substantially equivalent situations, irrespective of
any loss forecasts developed by the bark;

» Unlikely 1o Pay: these represent cash ond offbalance sheet exposures for which the conditions are not met
for the classification of the borrower under bad locns and for which it is deemed unlikely that the borrower
will meet its credit obligations {for principal and/or interest) in full without recourse to actions such as the
enforcement of guarantees. This assessment is carried out irrespective of the presence of any amounts {or
instalments) past due and unpaid. Classification as unlikely to pay is not necessarily linked to the explicit
presence of anomalies, such as nonrepayment, but it is linked to the existence of elements indicative of a
situation of risk of default by the borrower (for example, a crisis in the industrial sector in which the
borrower operates);

+ Past due and/or nen-performing overdue exposures: cash exposures, other than those classified as bad or
unlikely to pay loans which, at the reference date, have a past due and/or overdue position for more than
90 days, in accordance with the thresholds of significance provided for by law. For Banco BPM Group,
past due and/or non-performing overdue exposures are determined by making reference to the position of
the individual borrawer.

In addition, in line with EBA standards, Bank of ltaly regulations have introduced the definition of “forborne
exposures”. [n parficulor, these are exposures benefiting from forbearance measures, which consist of concessions,
in terms of changes to and/or the refinancing of an existing loan, granted only to customers in financial difficulty, or
to prevent the financial difficulty of the same, which could have a negative effect on his ability to fulfil his original
contractual obligations. They are not granted to a borrower with the same risk profile but who is not in financial
difficulty. These tolerance measures must be identified in terms of individucl credit lines and may regard the
exposures of debtors classified both as performing and non-performing.

For exposures with forbearance measures classified as unlikely to pay, the return to performing exposures, and in
particular in Stage 2 exposures, can occur only after one year has elapsed since it was granted {the probation
period} and all the other conditions laid out in paragraph 157 of the EBA’s ITS are mel.

In any event, renegotiated exposures must not be considered forborne when the debtor is not in a situation of
financial difficulty: these are renegotiations granted for commercial reasons,

Impairment losses on performing financial instruments

Regarding performing financial assets, i.e. those assets not considered nonperforming, as defined cbove, it is
necessary to assess, at each reporting date and at the individual relationship level, the existence of a significant
increase in credit risk {SICR - “Significant Increase in Credit Risk”) by comparing the credit risk associated with the
financial instrument at the time of valuation and at the time of initial disbursement or acquisition. This comparison is
made on the basis of quantitative and qualitative criteric. More specifically, in order to identify the existence of
significant deterioration in credit quality and the subsequent transfer of the financial instrument from Stage 1 to Stage
2, Banco BPM Group has identified the following criteria {Stage Assignment):
» relative quonlitative criteria, based on statistical observations, considered an indication of a significant
increase of credit risk over time;
+ absolufe qualitative criteria, represented by the identification of trigger events or by the surpassing of
absolute thresholds as part of the credit monitoring process;
+ backstop indicators, namely credit delinquency factors, the emergence of which leads to the assumption
that there has been a significant increase of credit risk, unless there is evidence to the contrary.

Once the allocation to the various stages of credit risk has been defined, the expected losses (ECL) are determined
by assigning the following risk parameters to each individual transaction or tranche:

i

e san et

aaaaa




e

NOTES TO THE CONSOUIDATED FINANCIAL STATEMENTS 207

e PD [Probability of Defaull): represents the probability that a performing exposure can move to impaired
status over the course of one year. This factor is quantified using internal exposure rating models or on the
bosis of average segment/portfolic data;

o LGD [Loss Given Default): the percentage of loss in the event of default, quantified on the basis of historical
experience of recoveries discounted on the basis of impaired accounts;

o EAD {Exposure at Default): the exposure af the moment of default.

Volue adjustments for expected losses are then quantified as a product of PD, LGD and EAD.

The models used to estimate these parameters employ the same parameters used for regulatory purposes, making
specific adjustments to account for the different requirements and purposes between accounting and prudential
regulations. In keeping with the impairment madel of IFRS @, the main adjustments aim to:

o remove the margins of conservatism required solely for prudential purposes;

e account for the conditions of the current economic cycle {PiT - Pointin-Time) instead of the measurement of
the porameters through the economic cycle (TTC - Through the cycle], which is required for regulatory
purposes;

e introduce forecast information regarding future trends in macroeconomic factors {forward-looking).
considered pofenticlly capable of influencing the debtor's situation;

s extend risk parameters to a long-term perspective, accounting for the lifetime of the credit exposure to be
assessed.

Specifically, the PDs calculated aver the lifetime of the instrument are obidined on the basis of the regulatory PDs,
which account for the entire TTC economic cycle, appropriately calibrated, by means of satellite models to reflect the
default rates based on current (PiT) and prospective {forward-looking) conditions.

LGD values are assumed to be equal to the regulatory recovery rates calculated through the economic cycle (TTC)
and suitably adjusted in order to remove some of the conservativism margins present in the regulotory models, which
are represented by indirect costs and the component associated with the adverse economic cycle {the down turn
component), as well as to reffect the most current recovery rates {PiT] and expectations concerning future {forward-
looking) trends.

To calculate the EAD lifetime, the exposure at each future poyment date is represented by the residual debt, based
on the amoriisation plan, increased by any instalments due/past due. For offbalance-sheet exposures {commitments
to disburse funds and guarantees given), the EAD is equal to the nominal value weighted by a specific Credit
Conversion Factor {CCF).

Forecasts for forwarddooking macroeconomic indicators are quantified based on three possible future scenarios
which are assigned the respective probability of occurrence determined internclly by the Group. In greater detail,
alongside the baseline scenario, which is deemed more likely, a scenario of improvement and a scenario of
worsening have been prepared.

Lastly, for the esftimate of expected losses over the lifetime of the instrument, the reference time period is represented
by the contractual maturity date. For instruments without maturity, the estimate of expected losses refers to ¢ time
frame of one year from the reporting date.

For more details on the model for determining expected losses on performing exposures, with specific reference to
the criteria of stage assignment, the methods for determining forecast mocroeconomic scenarios and the related

probabilities of occurrence, refer to that illusirated in Part E of these Notes, in the section dedicated to credit risk.

Impairment losses on non-performing. finoncial instruments

As illustrated above, for non-performing financial assets, to which a 100% probability of default is associated, the
omount of adjustments for expected losses relating to each loan is equal to the difference between its book value
(interim situation) at the time of valuation (amortised cost] and the present value of expected future cash flows,
calculated by using the original effective interest rafe or a reasonable approximation if the original rate is not
directly available]. Cash flows are estimated on the basis of expected recovery over ihe entire lifetime of the asset,
taking into account the estimated net realisable value of any guarantees.

To estimate the expected cash flows collected and the related time frames, the receivables in question undergo an
analytical evaluation process. For some similar categories of non-performing loans, the assessment processes
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establish that the loss forecasts are based on a “lump-sum” calculation method”, to be applied anclytically to each
individual position. The scope of exposures subject to lump-sum valuation is represented by:
¢ bad loans and unlikely to pay with exposures below or equal to an established threshold of 1 million euro;
s the total number of non-performing past due exposures, regardless of the relevant exposure threshold. In
particular, these are loans which show uninterrupted overdrafts or fate payments, aulomatically identified
by the Group's IT procedures, based on the cited rules of the Supervisory Authority.

The “lump-sum” coleulation method entails valuation approaches that are differenticted based on the counterparty’s
stage of risk at the time of quantification ({Bad Loans, Unlikely fo Pay, Past Due], the type of exposure {secured or
unsecured), and the presence of guarantees other than mortgages (sureties, pledges, confidi - consortium
guarantees}. In detail, for secured expositions the measurement is based on the valuation of the underlying assets
(collateral), while for unsecured exposures, the expected loss is defined as a complement of the recovery curves
based on the observation of internal time series, considering any mitigating elements deriving from the presence of
other guarantees. In addition, for the purposes of estimating losses, the time value is considered, i.e. the estimated
time required to recover the receivable, as well as the probability of exposures classified as Unlikely to Pay changing
to bad loan staius {danger rate).

Depending on the non-performing status and type of exposure, the recovery value is determined using a going
concern approcch rather than a gone concern opproach.

The going concern approach is implemented if it is considered that the debtor's operating activity may coniinue to
generate, in the foreseeable future, cash flows to be used for the payment of financial debts to olf creditors, based
on expecled repayment schedules. The approach in question establishes, as a source of repayment, the profitability
available deriving from the customer's operating activity or from other financial sources, as well as the estimated
amount deriving from the enforcement of any collateral or personal guarantees {for the portion not cavered by the
available profitability]. The available profitability assessment must be carried out prudentially using different
analyses, depending on the type of customer and the data acquired by it.

The gone concern approach is used when the cusiomer's operating activity is found or is expected ta cease and the
main source of repayment is the amount deriving from the enforcement of collateral {pledge or morlgage), os is the
case for all exposures classified as non-perfarming. In addition, possible repayment flows from seizable assets
owned by the debtor or any guarantor must be evaluated.

In line with the sale targets established in each case by the Board of Directors, only for Group exposures classified
as bad loans, the quantification of expected losses includes forward-lacking elements, via the introduction of specific
sales scenarios, where the Group's NPL siralegy esfablishes that the aforementioned loans may be recovered
through sale on the market, with a view to pursuing o de-isking strotegy aimed ot reducing the NPL ratio, i.e. the
percentage of non-performing loans compared to total loans.
Consequently, the estimate of the expected losses of these positions reflects not only the recovery through ordinary
operations {work out], but also the presence, appropriately calibrated, of the sales scenario and therefore, of the
relevant cash flows.
As expressly provided for by the ITG' of the IASB, it is possible to cansider the flows recoverable through sale when
defermining the expected losses, to the extent that it is possible to develop expectations and assumptions inferred on
the basis of reasonable and demonsirable information {please see the following document: “Meeting Summary — 11
December 2015 - Inclusion of cash flows expected from the sale on default of a loan in the measurement of expecfed
credit losses").
In line with the target iransfers as defined from time fo time by the Board of Directors, the Group's non-performing
exposures are designated by configuring two different estimates of expected cash flows:
¢ the first is determined assuming recovery from the debior based on internal activity, according fo the
ordinary valuation guidelines followed by the Group as illustrated above (work out scenario);
o the second is determined assuming recovery by assigning the receivable {sale scenario), whose estimate is
taken from the amount defined for internal recovery.

The estimate of recoverable flows is therefare equal to the weighted average of the probabilities assigned to the two
scenarios of the estimated cash flows that the Group expects to receive in exchange for them. Expected losses are

' This is the IFRS Transition Resource Group for impairment of financial instruments, a working group established to suppart the
implementation of certain issues relating to the new IFRS 9 impairment model.
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therefore determined on the basis of the difference between the gross value of the credit exposure and the estimated
lower recoverable fiows.
The method of estimating expected losses therefore involves ihe following steps:

o the segmentation of the portfolio info different clusters considered relevant for the analysis of the non-
performing portfolic {e.g.: vintage, amount of exposures, type of product, presence of collateral and type,
customer segment);

o the assignment of a different probability of transfer to each cluster, consistent with the achievement of the
level of target transfers resolved by the relevant corporate bedies;

e the defermination of the recovery flows through sale, based on an infernal model of discounting the
recoverable cash flows, on the basis of the Discounied Cash Flow technique ond some parameters
considered representative from the point of view of the potential buyer, with the aim of reaching a price for
the hypothetical sale of each cluster, suitably calibrated in order to take info account the comparable
transactions observed on the market.

Taking infe account that loans likely to be sold cannct be individually identified on the reporting date, the model
provides that each loan is associated with a probebility of sale.

The expected loss for the loans in question is therefore equal to the weighted average of the probabilities assigned to
the two scenarios of the estimated cash flows recoverable in the two scenarios {workout and sale).

Probability is assigned fo the various scencrios assuming the segmentation of the Group's total portfolio of bad
loans, in accordance with the main characteristics that influence the value attributed by the market to loans of this
type {for example: vinlage, amount of exposures, type of product, presence of collateral and type, customer
segment}.

The assignment of the probabilities to the various clusters is guided by the amount of the target transfers approved
from time to time by the Board of Directors. In other words, the probabilities have been assigned to the various
clusters in such a way that the sum of the total nominal values of each cluster mulliplied by the relative probability of
transfer (hereinafter also “expected transfer value”) amounts to the aforementioned amount of target disposals
approved by the Board of Directors. The probabilities assigned to the various clusters vary over time and can range
from a minimum value of 2%, ossigned to the cluster that is deemed less economically valuable and therefore less
likely to sell, up to o maximum value of 85%, which is assigned to the cluster that includes the loans deemed more
likely to sell. The composition of the clusters also varies over time depending on the trend of market appetite for the
various types of exposures [e.g. secured vs unsecured) and the consequent assessments of economic value made by
the competent bank bodies.

The valuation methodology used to calculate the recovery flows through sale is based on a discounting process for
the recoverable cash flows [discounted cash flows), which takes into account the main parameters that are normally
considered by potential buyers when defining the purchase price, suitably calibrated in order to fake into account
the comparable transactions observed on the market. In more detail, the factors considered in the estimation process
are: the estimate of the recoverable value in line with the value estimated in the work out scenario; the expenses that
the purchaser must incur to recover the loan; the estimate of recovery time, based on market information (e.g.
average court time); the rates of return expected by the purchasers and the specific market factors defined also
based on the type of sale implemented {sale of portfolios or sales of individual loans).

It is important 1o specify that the methodology illustrated above is not applicable o any loans which, ot the date of
preparation of the financial statements, are already identified in detail as held for sale, which satisfy the conditions
set out by IFRS 5 to be classified in the portfolio of assets held for sale. Those loans are measured considering only
the sale scenarios (probability=100%) and using as reference the sale prices or information contained in the
agreements finalised with the counterparties {binding offers).

Acquired or originated impaired financial assets

If at the time of initial recognition, a credit exposure classified under the item “Financial assets at fair value through
other comprehensive income” or “Finoncial assets at amortised cost” is deemed non-performing, it qualifies as
“Acquired or originated impaired financial assets” (POCI - Purchased or Originated Credit Impaired).

An asset is deemed non-performing at the time of initial recognition when the credit risk is exfremely high and, in the
case of acquisition, the price has been paid with significant discounts compared to the residual contractual debt.
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Regarding the criteria for initial recognition, measurement and derecognition, please refer o the information given
for the asset items under which they can be classified, except as specified below, concerning the methods adopted
to measure the amortised cost and impairment.

Specifically, the amoriised cost and, consequently, interest income are colculated considering the credit-adjusted
effective interest rate, With regard to calculating the creditadjusted effective interest rate, the credit adjustment
consists of considering the estimate of future cash flows, including the credit losses expected over the entire residual
lifetime of the asset.

Additionally, the assets in question also entail special treatment with regard to the impairment process, as they are
always subject to the caleulation of the loss expected over the lifetime of the financial instrument. Therefore,
subsequent to initial recognition, the loss or gain deriving from any change in the losses expected throughout the
entire lifetime of the credit, compared to initial losses must be recorded in the income staiement. Thus, it is not
possible for the expected losses to be calculated on the basis of one year.

Given that Banco BPM Group has not acquired or originated impaired exposures, the only case attributable to the
POCI is that arising from business combinations, in line with the provisions of Bank of ltaly Circular no. 262.

With reference fo the non-performing loans acquired as part of the business combination with the former Bipiemme
Group, it should be noted that compliance with the accounting treatment described above was achieved
substantially through the recognition in interest income, pro rata temporis, of the reversal effect of the lower values
attributed to the impaired loans at the time of Purchase Price Allocation. This approach is considered a reascnable
approximation of the creditadjusted effective interest rate, since the contractual interest rate is, in fact, supplemented
by the higher yield deriving from the lower value attributed to the acquired receivables.

Renegotiations

If o financial asset is renegotiated (i.e. when the original contractual conditions are amended by the parties), it must
be verified whether the financial asset should continue fo be recorded in the financial statements, or if this is not the
case, the original financial asset should be derecegnised and a new financial instrument recognised.

To this end, it is necessary to evaluate whether the amendments made to the contraciual terms of the renegotiation
are substantial,

If the changes are substantial, the entity must derecognise the financial instrument that is subject to change and
proceed fo recognise a new financial asset on the basis of the new contractual provisions, either where the
renegotiation is formalised through the signing of o new contract or where the renegotiation entails amendment o an
existing contract. In particular, substantial renegotiations are those which;

» infroducing specific objective elemenis which affect the characteristics and/or cash flows of the financial
instrument {such as a change in the currency of denomination, a change in the counterparty not belonging
to the same group as the original debtor, the introduction of indexing fo equity or commodily parameters,
the introduction of the opiion to convert the receivable into equity insiruments/participating financial
instruments/other non-financial assets, the provision of “pay if you can” clouses, which allow the debior the
utmost freedom in repaying the loan in terms of fiming and amount} cansidering the significant impact
expecled on the original cash flows; or

s are carried out for customers that are not in finencial difficulty, with the objective of adjusting the cost of
the contract o the current market conditions.

In the lalter case, it should be noted that if the bank does not agree to the renegotiation of the contractual conditions,
the customer would be able to borrow from another intermediary with the consequent loss of the revenue flows
provided by the renegotiated contract for the bank. In other words, it is deemed that there is no loss for the bank that
must be recognised in the income statement as a result of realigning to the best current market conditions for its
customers for commercial renegotiations.

Otherwise, i.e. in the presence of non-substantial changes, the renegotiated exposures will not be derecognised.
Non-substantial renegotiations include modifications granted to counterparties with financial difficulties (concessions
of forbearance measures) relating to the bank’s attempt to maximise the recovery of the original exposure, the risks
and rewards of which, however, continue to be retained by the bank. This does not apply to modifications that
iniroduce substantial objective elements into the contract that could result in the derecognition of the financiol asset,
as described above,

As far as financial assets at amortised cost and classified as unlikely to pay, in the event of non-substantiol
renegotiations, the gross value is restated by calculating the present value of the cash flows resulting from the
renegotiation, based on the original rate of exposure existing before the renegotiation. The difference between this

»»»»»»
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gross value, as determined above, and the greatest gross book value prior to the change is recognised in the income
statement as a (lkem 140 “Profit/loss from contractual changes without derecognition”, known as modification
accounting). Any renegotiation measures represented by writeoffs of the gross exposure are recognised in the
income statement item “130. Net losses/recoveries on credit risk”.

Financial liabilities at fair value

To obtain funding, the Group issves different types of bonds, both at a fixed rate and structured iypes {indexdinked
to share componenis, to exchange rates, to interest rate structures, inflation rates or similar indices). The risks
resulting from said issues are hedged by the Group, as pars of its overall market risk management, also by means of
entering into derivative contracts.

From an accounting perspective, some of these contracts are designated as hedges according to the rules of Hedge
Accounting, and in particular of the “fair value hedge”, as illustrated in paragraph “4. Hedging transactions”.
Conversely, for other contracts, whose hedging is not qualified according to hedge accounting rules, asymmetric
accounting would be crected, between the financial liability and the hedging transaction, resulting from the different
measurement criteria applied to the bond issue - valued at amortised cost - and to the operational hedge derivative
instrument, measured at fair value. The Group overcomes this asymmetry by designating bond issues subject to
operational hedging at fair value (“Fair Value Option“}. In addition to simplifying the administrative and accounting
management of hedges, with specific reference to structured issues, the adoption of the Fair Value Option instead of
Hedge Accounting is closely linked to the actual methods the Group uses to carry out ifs hedging policies, by
managing its market exposure globally and not through a discrete relation with the issued bond.

Unlike hedge accounting, whose accounting rules require that only fair value changes attributable to the hedged risk
be recognised on hedged instruments, the fair value option requires the recognition of all fair value changes,
irrespective of the hedged risk factor.

For the issues in question, fair value is measured first by making recourse to prices observable in markets cansidered
active, such as regulated markets, electronic trading networks (like Bloomberg) or organised trading systems or
equivalent,

Lacking prices observable in active markets, the measurement is based on the prices of recent transactions on the
same instrument in non-active markets rather than on valuation techniques based on a cash flow discounting model,
which must consider all factors considered significant by market participants in determining a hypothetical trade. In
parficular, to determine creditworthiness, the spreads implicit in the comparable issues of the same issuer obtained
on aciive markets are used rather than the curve of the credit default swaps in the name of Banco BPM with an equal
degree of subordination as the security subject to the assessment. The impact resulting from the change in the Bank’s
creditworthiness, between the issue date and the valuation date, is quantified by calculating the difference behween
the fair value obtained, considering all risk factors to which the bond is exposed, including credit risk, and the fair
value obtained considering the same factors, with the exclusion of the change in credit risk arising during the period.
For further details on how fair value is determined, please refer to that described in detail in the specific section in
“Part A.4 - Fair value disclosure”.

With regard to recognition criteria for balonce sheet and income statement components, note that:

+ derivatives that are associated operationally with financial liabilities at fair value are classified as
“Financial assets at fair value through profit and loss: o) Financial assets held for irading” or “Financial
livbilities held for trading”;

+ the spreads and the margins accrued on the derivatives up unfil the valuction date are recorded,
depending on the balance, under “interest income” or “interest expense”, consistent with the accrual
recorded for the bond issues subject to operational hedges;

o the profits and losses resulting from the disposal or valuation of bonds issued under the fair value option
are recognised under the income statement item "110. Profits {losses) on other financial assets and
fiabilities measured at fair value through profit and loss”, with the exception of valuation and realisation
effects correlated with the change in own credit risk, which are recognised as a balancing entry to a
specific equity reserve [item "120. Valuation reserves”), unless this treatment creates or amplifies a
mismatch in the income {loss), as described in more detail in paragraph “13. Financial liabilities ot fair
value”;

o the resulls of the valuation of derivatives connected with the fair value option loans are recognised in the
income statement under the item “80. Profits {losses) on trading”.
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A.3 - Information on transfers between porHfolios of financial assets
At the reporting date, there were no transfers between portfolios of financial assets that required the disclosure set
out by IFRS 7.

In this regard, it should be noted that, during the 2019 finoncial year, as in the previous ones, there was no change
in Banco BPM Group's business model, i.e. the way in which the Group manages financial instruments.

A.4 - Fair value disclosure

QUALTATIVE INFORMATION

Foir value is defined as the price that would be received fo sell an asset or paid to transfer a liability in an orderly
transaction between market operators, under current market conditions on the valuation date in the main market or in
a more advantageous market {exit price). Underlying the fair value measurement is the presumption that the entity is
considered a going concern, i.e., that it is in a fully operational situation and it does not therefore intend to liquidate
or considerably reduce its operations or underiake transactions under unfavourable conditions. Therefore, the fair
value is not the amount that the entity would receive or poy in the case of forced transactions or below-cost sales.

Fair value is a market valuation approach not specifically referring to estimates concerning possible future cash flows
developed by the individual company; indeed, fair value must be determined by adopting the assumptions that
market participants would use in determining the price of assets and liabilities, presuming that they are acting in their
own best economic interest,
Te measure the fair value of financial and non-financial assets and liabilities, IFRS 13 establishes a threetiered fair
value hierarchy, based on the source and quality of the inputs used:
» Level 1: the inputs are represented by listed {non-odjusted) prices in active markets for identical assets or
liabilities;
» Level 2: the inputs are represented by:
fisted prices in active markets for similar assets or iiabilities;
listed prices in non-active markets for identical or similar assets or liabilities;
- parameters observable in the market or corroborated by market data (for example, interest rates, credit
spreads, implicit volatilities and exchange rates) and used in the valuation technique;
s Level 3: the inputs used are not observable in the market.

For financial instruments designated at fair value in the financial statements, the Group has established a “Fair Value
Policy”, which assigns the maximum priority to the prices listed on active markets (level 1) and lower pricrity to the
use of inputs which cannot be observed (level 3}, in that they are more discretionary, in line with the above-
described fair value hierarchy. More specifically, this policy defines:
+ the rules to idenfify market data, the selection/hierarchy of information sources and the price
configurations needed to measure the value of the financicl instruments in active markets, classified os level
1 of the fair value hierarchy {"Mork to Market Policy”);
» the valuation techniques and the relative input parameters in all cases in which the Mark to Market Policy
cannot be adopted ("Mark to Model Policy”).

Mark to Market

To determine fair value, the Group uses information based on market data, whenever available, obtained from
independent sources, insofar as this is considered the best evidence of fair value. In this case, the fair value is the
market price of the same instrument assessed, meaning without changes in or restructuring of the instrument, which
can be taken from the listings expressed by an active market (and classified as level 1 in the fair value hierarchy). A
market is considered active when the list prices express actual and regular market transactions and are readily and
regularly available through stock markets, brokers, intermediaries, sector companies, listing services or authorised
entities,

¥ M} g
i - §

,«
e

PR
A,

A

I g
Lot

F e —

EE——

e
| RAPS——

-

[
[ O—




NQOTES TO THE CONSCLUDATED FINANCIAL STATEMENTS 2 ] 3

Mark to Mode!

When the Mark to Market Policy is not applicable, because there are no prices directly observable on active
markets, it is necessary to use valuation techniques that maximise the use of information available on the market,
based on the following valuation approaches:

1. Comparable Approach: in this case, the instrument’s fair value is derived from the prices observed in
recent transactions on similar instruments in active markets, suitably adjusted to take into account
differences in the insiruments and in the market conditions, rother than from the prices of recent
iransactions on the same instrument as that subject to valuation not listed in active markets;

2. Valuation Medel: in the absence of observable tronsaction prices for the instrument being measured or
similar instruments, it is necessary to apply a valuation model. The model must provide proven reliability in
estimating hypothetical “operational” prices and therefore must be generally accepted by market
participants.

This was classified in level 2 instead of level 3 as significant inputs used for the purpose of determining the fair value
were observed on the market. A finoncicl instrument must be classified in its enfirety in a single level. Therefore,
when the measurement technique uses input from multiple levels, the enfire measurement must be classified in the
level of the hierarchy where the lowest level of input is classified, where it is deemed significant for calculating the
fair value as a whole.

The following types of investment are normally considered as level 2:

« OTC financial derivatives whose fair value is obtained through pricing models, which may use both
observable and non-observable inputs. However, the latter parameters are judged fo be insignificant in
calevlating the overall fair value;

s equily instruments that are not listed on active markets, measured using market multiple techniques,
referring fo a selected sample of companies that are comparable to the company being valued, rather than
measured based on actual transcctions executed in a time frame thai is reasonably near the reference
daie;

» third party or own debt securities that are not listed on active markets, whose input, including credit
spreads, is taken from market sources;

s hedge funds featuring significant transparency and liquidity, measured based on the NAY provided by the
management company/fund administrator;

« Bond Repo coniracts where the input of the pricing models used fo determine the fair volue are observable
in the market or, where not observable, are deemed not to significantly influence the determination of fair
value.

The following financial instruments are generally considered level 3:

« hedge funds characterised by significant levels of illiquidity, and for which the process to evaluate the
equity of the fund requires a considerable amount of assumptions and estimates. The fair value is measured
on the basis of the NAY. Said NAV may be suitably corrected to account for the fund's diminished
liquidity, i.e., the period of time between the date of the request for redemption and that of the actual
redemption, as well as for possible exit commissions relating to the investment;

» real estate funds measured on the basis of the [ast available NAV;

« private equily, private debt and similar funds measured on the basis of the lost available NAY, adjusted if
necessary 1o take into account events that were not recognised in the measurement of the price or to reflect
a different valuation of the assets underlying the fund in question;

« illiquid stock for which no recent or comparable fransactions have been observed, usually measured on the
basis of the equity model;

e debt securities characterised by complex financial structures, for which sources that are noi publicly
available are typically used. These are non-binding quotations and moreover not corroborated by market
dato;

» debt securifies issued by parties in financial difficulty, for which the management has to use its own
judgement to establish the “recovery rate”, as no significant prices can be observed on the market;

« OTC derivative financial instruments for which the non-observable input parameters used by the pricing
model are deemed significant in order to measure the fair value;
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» medium/long-term loans {performing and non-performing) measured on the basis of expected cash flows
determined using models that vary according to the stolus of the counterparty and discounted af an interest
rate considered representative from the perspective of the potential buyer.

For information on the {air value of nonfinancial assets atiributable to the property, plant and equipment represented
by property and works of art, refer to that set out in the following section.

A.4.1 Fair value levels 2 and 3: valuation techniques and input used

Financial assets and liabilities measured at fair value on a recurring basis

Financial assets ond liabilities measured at fair value on o recurring basis are represented by all financial”

instruments measured at fair value in the financiol staiemenis (items 20, 30, 50 of balance sheet assets and items
20, 30, 40 of balance sheet liabilities). For these finencial instruments, in the absence of prices directly observable
in active markets, the fair value must be determined using the “Comparable Approach” or the “Valuation Model”, as
described in the previous paragraph. A description is provided below of the main valuation techniques adopted for
each type of financial instrument.

Debt securities

These cre measured by discounting expected cash flows {Discounted Cash Flow Method), suitably adjusted to
account for issver risk. The sources of information used to determine the spread deemed expressive of issuer risk are,
in hierarchical order: i) the cash credit spread curve drawn from the prices of securities of the same issuer,
characterised by the some seniority and currency, listed on markets considered active; {ii) the “Credit Defoult Swap”
curve of the issuer with an equal seniority; (iii} the credit spread curve of debt securities listed in active markets
relating to comparable issuers; (iv) the rating/sector cash credit spread curves; {v) the sector credit default swap
curve.

Loans ihat do not pass the SPPI test

These are loans that are mandatorily at fair value, since the contractual cash flows do not exclusively envisage
repayment of the principal and payment of interest on the principal to be repaid {i.e. they do not pass the SPPI test],
aither because of clauses originally established in the contract or subsequent amendments.

The techniques used to determine fair value are illustrated below:

« for loans that do not pass the SPPI test due to the presence of contractual clauses originally provided for in
the coniract, the fair value is determined on the basis of cash flows, suitobly adjusted for expected losses,
based on PD ond LGD parameters. These flows are then discounted using @ market interest rate, adjusted
fo take account of a premium considered to express risks and uncertainties. In the presence of implicit
optional components, such as the possibility of changing the interest rate, the fair value also takes into
account the valuation of these componenis;

s for loans that do not pass the SPPI test as a result of contractual changes due to restructuring agreements
[these are in the form of forborne exposures), the fair value measurement takes the cash flow forecasts
expressed by the operator as its initicl reference, in line with the method used to determine the impairment
of loans at amortised cost. These Hows shall be adjusted to toke account of the likelihood or otherwise of
the success of the forbearance rote granted fo the counterparty and of the legal and management costs
considered upfront from the perspective of the potential buyer. The estimated recovery flows are discounted
on the basis of interest rates, obtained by relying on those observed on the market considered as consisient
as possible with respect to the assets to be valued.
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Unlisted equilty instruments

These are measured by referring to direct transactions of the same security or similar securities observed over a
suitable fime frame as compared io the valuation date, using the market mulfiples method of comparable companies,
and, as an alternative, using financial, income and equity valuation methods.

Investments in UCITs, other than open-ended harmonised UCITs

These are generally measured on the basis of the NAV made available by the fund administrator or the management
company, unless it is deemed that said NAV does not represent fair value in the eyes of a market operator. These
investments typically include private equity, private debt and similar funds, real estate funds and hedge funds.

Bond Repo Confracts

The fair value is obtained by discounting the forward contractual flows expected, deiermined based on the
characteristics of the contraci, based on the interest rate curve differentiated based on the issuer of the security
underlying the contract {government securities and corporate securities).

Over The Counter {OTC) Derivatives

These are measured on the basis of multiple models, depending on the type of instrument and input factors {interest
rate risk, volatility, exchange rate risk, price risk, etc.) which affect their valuation. For future cash flow discounting
purposes, the riskfree interest rate refers to the OIS {“Overnight Indexed Swap”} curve.

In detail, for non-option instruments {such as interest rate swaps, forward rate agreements, overnight interest swaps
and domestfic currency swaps), the valuation techniques adopted belong to the category of “discount cash flow
models”, based on certain or trend-based cash flow discounting.

For option instruments, models generally accepted in market practice, such as Black & Scholes, Black-like and Hull &
White, are used. In parficular:

» for plain vanilla options, the methodologies most used fall within the forward risk-neutral framework and
are based on analytical black-like formulas, in which volatility depends on maturity and the strike {volatility
skew|;

+ for more complex options {such as exotic opfions, barrier opfions and autocallable options), the
methodologies most used, again within the risk-neutral sphere, are based on Monte Carlo simulations,
according to which the option pay-off is evaluated through simulations for a sufficiently high number of
repefitions relating to the evolution over time of the risk factors underlying the option. Such models estimate
the likelihood that a specific event will toke place by incorporating assumptions such as the volatility of
estimates or the price of the underlying instrument. The price of the derivalive is therefore obtained as the
discounted arithmetic average of the values oblained for each scenario.

For instruments that contain different option and non-opfion derivative components, the valuation is conducted by
opplying the appropriate valuation methodology fo each instrument component. '

In addition, in order to measure the fair value, several fair value adjustments are considered in order to best reflect
the sale price of an actually possible market transoction. These adjustments are specifically model risk, liquidity risk
and counterparty risk, illustrated here below.

Model risk: this adjustment is made fo cover the risk that the pricing models, though validated, may generate fair
values not directly observable or not immediately comparable with market prices. In general, this is the case for
structured products, whose valuation is highly complex and for which the break down into elementary components
which can be “summed” (host instrument and embedded derivative) may generate imprecisions in the valuation, or
in the event of pricing algorithms or types of pay-offs that are particularly “exofic”, which do not have a svitable
degree of dissemination on the market, or in the presence of models that are highly sensitive fo variables that are
difficult to observe on the market.
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Liguidity risk: this adjustment is made to foke account of the size of the “bid/ask spread”, i.e., the actual cost of
unfreezing positions in OTC derivatives in markets with low efficiency. The effect of the liquidity risk adjustment is
greater the more the product is structured, due to the related hedging/unfreezing costs, where the valuation model is
not sufficiently confirmed and disseminated among operators, because this makes the valuations more random.

Counterparty risk: adjustments to the market valve of OTC derivative instruments, classified as performing, are made
in order to reflect:
+ the risk of possible defoult by the counterparty; in this case, the adjustment is called Credit Valuation
Adjustment (CVA);
» the risk of nonfulfilment of one’s own contractual obligations {awn credit risk), in order fo caleulate the
Debt Valuation Adjustment [DVA)].

The consideration of own credit risk in the designation of a financial liability at fair value is consistent with the
valuation made for on entity that holds the same instrument as a financial asset and is expressly envisaged by IFRS
13 (non-performance risk].

CVA and DVA are defermined for each separate legal entity belonging to the Group, on the basis of the expected
future exposure of the derivative instruments, the probability of default {PD) of the parties, and the relative losses
{LGD). More specifically, the calculation of expected exposure tokes into account the effects resulting from the
existence of netting and collateral agreements, which are able to mitigate counterparty risk. Specifically, the “Credit
Support Annex” {CSA)] coniracts negotiated with counterparties for derivative fransactions govern the procedures for
seftling financial collateral, based on mark-to-market trends.

When esfimating PD, maximum use of market parameters is made, referring to Credit Default Swap quotations,
where available, against internal parameters.

JE—

Frommrny

g

T
[SRUS—

U

.%m
o104

g
—

sy
S—

[y
O

L2

r

| —




MNOIES TO THE CONSOLIDATED FINANCIAL STATEMENTS 2 T 7

The table below summarises the main types of derivatives existing in the Group, indicating the related valuation
models and the main inputs,

Swaps _ Convexily adjusiment
Caps - Floars Bachelier - Analytical
European Swaplions Bachelier - Analytical

Hull'White onefactor mixture -

Trinomicl lree

CMS Spread Options Bachelier - Analytical

Bachelier and CMS Canvexity Inferast rate curves, interest rate
adjustment (Hagan] volatility, inlerest rate correlation

FRA Discounted Cash Flow - Analytical

Analyfical with HullWhite onefactor
convexity adjusiment

Bermuda Swaptions

Financial
derivatives on
interest rates

CMS caps/floors/swaps

Interest Rate Futures

Bond Option Black - Analytical
Bond Futures and Bond Repo Discounted Cash Flow - Anofyﬁcéi o
Bond Fulures opfions Binomial ree o _ o
Interest rate and inflation rate curves,
Derivatives on Legnormal Forwerd Inflation Model - interast/inflation rale

Swaps, Caps - Floors

inflation rates Analytical volatility/correlation, calibrated on
market prices .
Single asset plain vanille options Black and Scheles - Anclytical Equity/forex volatility, interest rate

and exchange rate curves, spot
prices of equity indices, dividends,
repo rates

Equity/forex volatility, interest rate
Local volefility ~ Monte Carlo and exchange rale curves, spot
prices of equily indices, repo rates
Equily/forex/interest rate volatility,

Black and Scholes - Binomial iree

. . i
Single asset Americun options (equity) - frinomial Iree {forex)

European options on controlled
volatility index

Conirolled volatility index oplions Black and Scholes hybrid, Huli and carrelations, interest rates, exchange
L representative of an investment  White with two factors - Monte Carlo  rates, spot prices of equity indices,
Perivatives on portfalio with Jumps dividends, repo rates, Crash Put
‘shu.res/share market prices
;r;f;cses/exchqnge Exotic options on basket equity  Local volatility — Mante Carle Equity/forex/interest rate volatility,
American Barrier Options on Local volatility — Monte Carlo carrelations, interest rates, exchange
baske! equity ty rates, spet prices of equily indices,
Autocallable opfions on equily  Hybrid Black and Scholes, twofactor  dividends, repo rates, retail credit
baskel Hull and White — Monte Carle curve
Autocallable eptions on Local volatilily ~ Monte Carlo Forex, inifz!'esl rate and exchange
exchange rofes o rate volatility
American Barrier Options on Trinomial Forex, interest rate and exchange
rinomigi lree "
exchange rofes rate volatility
Dividend Swaps and Total Return Discounted Cash Flow - Analytical Invte‘resi rafes, exchange rates,
o Swaps B o dividends, repo rates
Credit derivatives  Credit Defoult Swaps Discounted Cash Flow - Andiytical Interest cates, Credit Default Swap

curve

The techniques and parameters for determining fair value and the criteria for assignmen under the fair value
hierarchy are defined and formalised in a specific fair value policy adopted by the Group. The reliability of the fair
value measurements is also guaranteed by the verifications carried out by a Risk Management depariment. This
department, which is independent from the Front Office units that hold the positions, periodically reviews the list of
pricing models to be used under the Fair Value Policy: these models must represent market standards or best
practices and the related calibration techniques must guarantee a result in line with valuafions capable of reflecting
the “current market conditions”. Specifically, to correctly defermine the fair value, each product is associated 1o a
pricing model generally accepted by the market and selected based on the characteristics and market variables
underlying said product. For highly complex products or in the event that the existing valuation model for the
products is deemed lacking or inadequate, an internal process is launched to supplement the current models. Based
on this process, the Risk Management department conducts an initial stage of validation of the pricing models, which
may be native to the position keeping system or issued by a specific internal department. This is followed by a stage
conducted by the same department, to guaraniee constant reliability of the previously validated model.
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In detail, the validation aims at verifying the theoretical robustness of the model through independent repricing,
possible colibration of the parameters and comparison with counterparties’ prices. If the validation is successful, the
use of the models is still subordinate to approval by specific internal committees of the Group. Following the
validation siage, continuous revision is planned in order to confirm the accuracy and adherence to the market of the
pricing models used by the Group, through suitable actions, if necessary, on the models and the related underlying
theoretical assumptions. In order to cover the risk that the pricing models, though validoted, may generate fair values
not immediately comparable with market prices, o suitable adjustment will be made for “model risk”, as described
above.

Non-financial assets measured at fair value on a recurring basis

For Banco BPM Group, non-financial assets measured of fair value on a recurring basis are represented by owned
real estate assels and valuable works of art, following the change as at 31 December 2019 from the cost criterion to
the revaluation/fair value criterion, as illustrated in Part "A.1 — General Pari” of these Noles, above, in paragraph
“Changes in 2019 in the accounting standards applied by the Group” to which reference is made for further details.

Fair value of owned real estaie assets

The fair value of properties, whether used in operations or for investment purposes, is defermined by availing of
specific appraisals drawn up by qualified independent companies operating in the specific field, capable of
providing property appraisals based on the RICS Valuation standard’.
Those standards guarantee that:
s the fair value is determined in line with the indications of the international accounting standard IFRS 13,
i.e. it represents the estimated amount at which an asset would be sold or liability purchased, af the
valuation date, by a seller or a buyer withaut specific links, both interested in the purchase and sale, at
arm’s length conditions, following suitable marketing in which the parties acted in an informed and aware
manner, without coercion;
« the experfs have the professional, ethical and independence requirements in line with the provisions of
iniernational and European standards.

In relation to the firsttime adoption of the new measurement criteria {revalued value/fair value), at the date of 31
Decamber 2019 the fair value of all property units owned by the Group was measured based on specific appraisals
drawn up by a leading qualified, RICS-certified company. In detail, for properties of o significant amount, i.e, for
properties with a value exceeding 5 million euro, full appraisals are conducted, i.e. conducted via an inspection of
the property, in addition to o detailed analysis of the available documentation. For the remaining properties, a
deskiop appraisal is possible, i.e. approisal based on the examination of documentation, without any inspection of
the property. The above guidelines will be followed, on full operation, during future revisions of fair value.

With regard to the frequency of update of the appraisals, based on Group policy:

« for properly for investment purposes, an annual update is necessary, considering that the measurement
criterion for those assets is fair valye;

» for properly used in operalions it is possible to request an update ofter more than one year, to be defined
based on the specific characteristics of the property (such as, by way of example, materiality, location] and
the changes in the real estate market, based on a scenario analysis, for the purpose of ensuring that the
book value does not differ significantly from that which would have been determined using the fair value at
the reporting date.

The methodologies used to determine the fair value can be based on the discounted cash flow method, the market
multiples method or the transformation method, based on the characteristics of the property subject to valuation.

! Standards set out in the “RICS Valuation — Global Standard 2017 of the Royal Instilufion of Chertered Surveyors of the United Kingdom
(olso known as the "Red Book™),
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Ferir value of valvable works of ari

The fair value measurement of works of ari is determined through specific appraisals issued by qudlified,
independent companies.

In defermining the value of the works, the following elements are considered: the quality of the style, the size {in
some cases these are museum-evel works], the degree of conservation, origin, presence of a nolification of
resiriction by the state, and the art history notes proposed in the sheets drawn up by the assigned researchers. More
specifically, the reference value for measurement in the financial statements is the “commercial or market value”, i.e.
the estimated minimum revenues expected on the sale of the work in a short period of time, assumed as o few
months. For the purposes of measurement in the financial statements, thus, the “insured value”, which is normally
higher than the commercial value by a range of 20%-30%, was not considered, as that value configuration refers to
the hypothetical opportunity to repurchase on the market a work equivalent to the one lost, at « significantly higher
cost than the sale cost.

In relation to the firsttime adoption of the new measurement criterion {revalued value), as at 31 December 2019 the
market value of valuable works of art was measured based on @ specific appraisal drawn up by a leading qualified
company.

On full operaiion, the Group policy stats that the appraisal may be updated with a frequency of more than one year,
to be defined based on the characteristics of the work of art and the performance of the market, taking account of
the objective of ensuring that the book value is o reasonable approximation of the fair market value.

Fair value hierorchy of real estate assefs and works of art

The fair value of property and works of art is classified in level 3 of the fair value hierarchy set out by the accounting
standard [FRS 13, as it significantly depends on the estimates made by the management, which fecture elements of
judgment and subjectivity, in relation to the unique, disfinctive characteristics of the object to be evaluated.

In particular, the selection of relevant inputs {income flows, discount rates, value per square meter, prices of similar
transactions) for measuring the fair value of properties is influenced by their specific characteristics, such as, by way
of example, their geographical and commercial position, accessibility and infrastructure, the urban context, the state
of conservation, the size, any easements, the siate of outdoor/indoor facilities. In addition, in the presence of
situations where markefing ond sale is difficult, further adjustments may be necessary based on the sales policy that
the company management intends to pursue.

Theoretically, there could be circumstances deemed absolutely exceptianal, in which the fair value of property could
be considered in level 2, i.e., determined based on parameters considered observable in active markets. In that
case, there must be a sufficient volume of transactions that have taken place in a recent period of time with respect to
the valuation date and no significant adjustments can be made, due to the high similarity between the unit to be
valued and the units involved in the said transactions [e.g. residential units that are part of a building/orea with o
sufficient number of comparable units or offices located in o business district with several similar buildings featuring
comparcble offices].

In that regard, it must be noted that, at the reporting date, the fair value of real estate assets and works of art is fully
classified in level 3.

Financial assets and liabilities at amortised cost in the financial statements

For financiol assets and liabilities recognised in the financial statements based on amortised cost, classified in the
accounting categories of “Financial assets at amortised cost” {due from banks and customers) and “Financial
liabilities ot amortised cost” (due from banks and customers and debt securities issued), the determination of fair
value is important only for reporting purposes, in line with the provisions of the reference accounting standard IFRS
7. In particular;

s for performing medium/long-ferm loans {mostly mortgage loans and leases), fair value is determined on the
basis of cash fows, suitably cdjusted for expected losses, on the basis of PD and LGD paremeters. These
flows are discounted using o market interest rate adjusted to take account of a premium considered to
express risks and uncertainties;

« fair value for non-performing loans {bad loans, unlikely to pay and past due] is typically recorded as net
book value. In this regard, it should be noted that, during the year, the ltalian market for NPLs {non-
performing loans) sow the completion of significant fransactions for the sale of non-performing loans.
However, the prices of the above transactions were affected by the specific characteristics of the ossigned
receivables and the variability of the returns requested by the purchasing counterparties. The fair value
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determined on the basis of the above transactions would therefore be characterised by a high dispersion of
values, such as to render the identification of a reference value fo be used for the purposes of information
in the financial stofements non-objective. For this reason, the fair value of non-performing loans has been
traditionally set at the book value;

s for debt securities classified in the portfolio of “Due from kanks or customers” or “Debt securities issued”,
the fair value is measured by using prices obtained on active markets or valuation models, as deseribed in
the previous paragraph “Assets and liabilities measured at fair value on a recurring basis”.

For demand or shoriterm receivables and payables, the book volve is considered o gaod approximation of fair
value, as permitted by IFRS 7.

With regard to medium-long term performing and non-performing loans, note that the methods and the assumptions
used to estimate fair value are bosed on subjective valuations. For this reason, the fair value shown in the financial
statements for reporfing purposes only, could be significantly different to the values calculated for different purposes,
just as it may not be comparable to those provided by other financial institutions,

A.4.2 Processes and sensitivity of valuations

For an examination of the techniques, inputs and valuation processes adopted by the Group for the instruments
classified in level 3 of the fair value hierarchy, please refer to the previous paragraph.

Exposures in level 3 financial instruments totalled 1,352.5 million euro and around 63.1% of them are equity
instruments and UCIT units. For the sensitivity analysis of UCIT units purchased during 2019 following without
recourse sales of loans, refer fo that illustrated in “Section 2 ~ D. Sale transactions — Financial cssets sold and fully
derecognised” contained in Part E of these Notes. For the remaining exposures, no quantitative sensitivity analysis of
the fair value was conducted, with respect to the change in non-observable inputs, insofar as the fair value was
acquired from external sources or was generated by a model with specific inputs {for example, the company's
capital values} and for which the necessary information for a sensitivity analysis is not available;

Level 3 financial instruments also include loans to customers which, as they do not pass the SPP test, are classified in
the portfolio of assets mandatorily at fair value {385.6 million euro). The fair value of those loans is significantly
influenced by the forecasts of recovery of contractual cash flows and, to a lesser extent, by the financial component
linked to the selection of discount rates. In particular, for both performing and non-performing loans that do not pass
the SPPI test following restructuring agreements {127.1 million euro), a reduction of 10% in the cash flows on those
used to measure the fair value, largely based on the plans certified and approved, would result in a decrease of
around 10% on the book value. An increase in the discount rate of 1% would result in o reduction in the fair value of
around 1.6% on the book value.

A.4.3 Fair value hierarchy

For the purpose of preparing the disclosure on transfers between levels set out in paragraphs A.4.5.1, A.4.5.2 and
A.4.5.3, it is noted that, for securities in the hierarchy as at 31 December 2019 which had a different level of fair
volue than as at 1 January 2019, it wos assumed that the transfer between levels occurred with regard 1o the
balances at the beginning of the reference period.

A.4.4 Other information

It must be specified that the Group did not use the option of measuring the fair value at overall net level, in order to
fully calculate the counterparty risk associated with positions in derivative contracts grouped in the same Netting, as
described in the paragraph above entitled “A.4.1 Fair value levels 2 and 3: valuation techniques and input used”. In
the presence of collateral agreements {CSA|, the exposure associated with the individual derivative is determined in
relation to its marginal contribution to the expected net exposure generated by all the contracts stipulated with a
given counterparty within the same CSA.
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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: distribution by fair
value hierarchy '

Given the above, the table below provides a breakdown of the assets and liabilities measured at fair value on
recurring basis, in the fair value hierarchy. As established by the previously cited standard IFRS 13, recurring
valuations refer to those assets or liabilities measured at fair value in the balance sheet, on the basis of that
envisaged or permitted by the relevant international accounting standards.

7. Finoncial assets ot fair valve through profit
and loss 3,284,928 2,804,401 1,092,148 3,046,528 1,786,460 905,607

o Finoncial assets held for trading 3,049,043 2,468,271 9,500 2,870,969 1,646,475 5,085

" b} Financial assels designoted at fair value B - - - . - -

¢} Gther financial assets mandaterily at fair

value i 235,885 136,130 1,082,648 175,559 139,985 200,522
2. Financlal assets at fair value through other
comprehensive income 12,052,829 213,602 260,341 14,820,629 7177 213,755
3. Hedging derivatives . 103,614 - . 130,511 -
4. Property, plant and equipment - - 2,747,477 - - -
5. Intangible assets o - : - - - . o
Total S 337,757 3,121,617 ] 67,157 2.234,148
1. Financial liabilities held for irading 1,031,766 9,334,364 538 608,311 5,893,298 @13
2. Financial iabilifies at fair volue 207,489 213,072 - 424375 268,515 -
Sm;dging derivatives N . 552,761 - - 726,307 -

32,686 6,888,120

Key:
LT = level |
12 = level 2
L3 = level 3

Financial assets measured at fair value on a recurring basis

At 31 December 2019, financial instruments measured significantly on the basis of non-abservable parameters {Level
3) are 80% comprised of insfruments classified in the portfolio of “Other financial assets mandatorily a fair value” in
the category of “Financial assets ot fair value through profit and loss”, and 19.2% of insiruments clossified in the
category of “Financial assets at foir value through other comprehensive income”. The remainder is classified in
“Financial assets held for trading”.

More specifically, level 3 financial assets amounted to 1,352.5 million euro and are represented by the following
types of invesiment:

» unlisted equity insiruments of 409.9 million euro, mostly valued on the basis of infernal equity models and
transaction prices, which do not meet the requirements to be assigned to level 2;

o UCIT units of euro 443.9 million, represented by private equity, private debt and similar funds (364.4
million eurc), real estate funds {70.2 million euro} and hedge funds {9.3 millien euro). These funds are
characterised by significant levels of illiquidity, and for which the process to evaluate the equity of the fund
requires a considerable amount of assumptions and estimates. For more details on UCIT units held by the
Parent Company in relation to sales of multi-originator loans, refer to that illustrated in “Section 2 - D. Sale
transactions ~ Financial assets sold and fully derecognised” contained in Part E of these Notes;

« loans to customers amounting to 385.6 million euro, measured at fair value, for failure to pass the SPPI
fest, as the related cash flows do not exclusively represent the payment of interest and principal;

« debt securities cmounting to 105.7 million euro, of which structured credit securities of 52.9 million euro;
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» OTC derivatives of 7.4 million euro for which either the non-observable input parameters used by the
pricing model are deemed significant in order to measure the fair value, or third party sources are deemed
to be reliable.

Derivative financial instruments held for trading or hedging, excluding the level 3 portion as illustrated above, are
classified in levels 1 and 2 of the fair value hierarchy. More specifically:
» level 1 includes listed derivatives (futures and options), measured on the basis of the prices provided by the
Clearing Houses, for a total of 133.3 million euro;
s level 2 includes Over The Counter (OTC} derivatives measured on the basis of models that use cbhservahle
market parameters to a significant extent, or on the basis of prices originating from independent sources,
for 1,922.6 millicn euro.

Financial fiabilities measured ot fair value on a recurring basis

level 1 financial liabilities refer to listed trading derivotives for 127.7 million euro, technical overdrafis listed in
active markets for 904.1 million euro, as well as several bond issues of the Group designated at fair value, listed on
markets considered active, for 207.5 million euro (regulated markets, elecironic trading networks, organised trading
systems or similar systems).

The remaining financial liabililies are almost all classified in level 2 of the fair value hierarchy. In this regard, it must
be noted that the increase in level 2 financial liabilities held for trading, which rose from 5,893.3 million euro os ot
31 December 2018 to 9,334.4 million euro as at 31 December 2019, is atiributcble to the trading in Bond Repos
carried out by the Group in 2019.

Transfers between fair value levels {level 1 and level 2) of financial assets/liabilities measured at fair valve on a
recurring basis

During 2019 the transfers in question regarded a limited number of securities classified in the portfolio of “Financial
assets at fair value through other comprehensive income”, More specifically:

+ transfers from level 2 to level 1 amounted fo 69.3 million euro {opening valuel;

« transfers from level 1 to level 2 amounted to 1 million euro {opening value).

Impact of Credit Valve Adjusiment {CVA) and Debt Value Adjusiment [DVA] on the determination of the fair valve of
derivative financial instruments

Based on the method illustrated in the section above entitled “A.4.1 Fair value levels 2 and 3: valuation techniques
and input used”, as at 31 December 2019, cumulctive adjustments made to the fair value of derivative insiruments,
to account for counterparty risk “Credit Value Adjustment (CVA} and Debt Value Adjustment {DVA)”, were position
overall for 0.8 million euro, and composed of:
+ adjustments for CYA which resulted in a cumulative loss, in terms of lower assets/liabilities, of 11.9 million
euro;
» adjustments for DVA which resulted in a cumulotive benefit, in terms of higher assets/liabilities, of 12.7
million euro.

As ot 31 December 2018, cumulative fair valve adjusiments o take account of counterparty risk {CVA/DVA) were
positive overall for 12.8 million euro, equdl to the imbalonce between negeiive adjusiments for CYA {6.9 million
euro) and positive adjustments for DVA {19.7 million euro).

The resulting impact on the income statement for 2019 was thus negative for 12 million euro.

Properly, plant and equipment measured ot fair value on a recurring basis

Property, plant and equipment measured at fair value on a recurring basis, fully clossified in level 3, are represented
by property and valueble works of art, for which, starting from the 2019 financial statements, the Group adopted a
different measurement criterion, changing from cost to the revalued value/fair value criterion, as illustrated in
paragraph “Changes in 2019 in the accounting standards applied by the Group” contained in Part “A.T - General
Part”, above. Said change in the measurement criteria explains the change in the assets in question compared to the
previous year, where the balance was zero.

More specifically, sub-item “4. Property, plont and equipment” includes:
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- owned properly used in operations and for invesiment purposes, for a total of 2,695.4 million euro;
- valuable works of art for 52.1 million euro, classified in balance sheet item "90. Property, plant and

equipment”.

In thai regard, it is noted that, in addition to the above properly, plant and equipment, the Group also holds
property measured at fair volue on a recurring basis, for 33.6 million euro {fevel 3 in the fair value hierarchy),
classified in balance sheet item "120. Non-current asseis and asset disposal groups held for sale”, in relation fo the
sales negotiations under way.

A.4.5.2 Annual changes in assets measured at fair value on a recurring basis (level 3)

- 1,380,575 -

1. Opening balance 905,607 5,085 - 900,522 213,755
2. Increases 362,793 23,788 - 439,005 86,417 - 1,600,752 -
2.1. Purchases 191,083 1,671 . 189,412 84 - 35,294 -
2.2, Profits charged to: 77,989 125 - 77 864 85,923 - 30,103 -
2.2.1. Income statement 77,989 125 - 77,864 6,024 30,103 -
- of which capital gains 71,806 121 - 71,685 - 27,704 -
2.2.2. Shareholders®
equily X X X 79,899 . -
2.3. Translers from other
levels 19,271 16,271 . - - - - -
2.4, Other increases 174,450 2,721 - 171,729 410 1,535,355 -
3. Decreases (276,252)  (19,373) - (256,879 {29,831) - (233,850 -
3.1. Sales 1138,364) {18,680] (119,684] (23,540} - 165,379) )
3.2. Redemplions {63,503] - {63,503) {3,698} - - -
3.3, Losses charged 1o: 155,503} (693} - 154,810 {8,130} - [142,458) -
3.3.1. Income slotement {55,503} {693} - 154,810) {3,977} - [142,458) -
- of which copital losses {50,680} {15) - 150,665) - |137,207) -
3.3.2. Shareholders' -
e - EQUIY - X X X 14,153) . .
3.4. Transfers to other
Jevels - . . - . .
3.5. Other decreases {18,882) - - {18,882] {4,063) 26,013} -

As at 31 December 2019, property, plani and equipment measured at fair value on a recurring basis is represented

by real esiate assets (2,695.4 million euro} and valuable works of art (52.1 million euro). Mare specifically:
o the market value as at 31 December 2019 of property used in operations and works of art, equal to
1,431.7 million euro, is shown in sub-item “2.4 Other increases”, taking account of the forward looking

representation of the transfer from the cost criterion fo the fair value criterion;

+ the remaining changes refer o property for investment purposes, in relation to which the change in the
measurement criterion resulted in a restatement of the opening balance {1,380.6 million euro), obtained by
adjusting the balance as at 31 December 2018 {1,393.0 million eurc) for the effecis of the change from
the cost criterion to the fair value criterion (-12.4 million euro). The changes in fair value recognised in the
income stalement during 2019 are negative overall for 109.5 million euro {equal to the imbalance of the
sub-tems “2.2.1 Profits charged to the income statement — of which capital gains” and “3.3.1. Losses

charged to the income statement — of which capital losses”).

Far mare details on the change in the accounting standard for the property, plant and equipment in question, refer to
that illustrated in the paragraph “Changes in 2019 in the accounting standards applied by the Group” contained in
Part "A.1 - General Part”, above.
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A.4.5.3 Annual changes in liabilities measured at fair value on o recurring busis {level 3)

1. Opening balance

2. Increases

2.1, lssues

2.2. Losses charged 1o: o - - ’ -
2,2.1, Income siatement o T o .

- of which capital losses o . . -
2.2.2. Shareholders' equity X - R
2.3, Transfers from oiH‘e“t:Te:eEMkwwuwwm o T . o . o

ﬁ Other increases

3. Decreases

3.1. Redemptions

3.2 Buy-backs - o S o o T T
3.3, Profits charged to: - o 5] .
3.3.1. Income statemant h ” T -
- of which capital gains " - -
3.3.2, §”|'M\<qreho|c§ers'm;quiry ) X - -

3.4, Transfers to other levels

3.5. Other decreases
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Assels and liabilities not measured ot fair value

Financial ossels and liobilifies classified in level 1 and level 2 of the fair value hierarchy refer to debt
securities/bonds issued by the Bank, for which listed prices available in active markets or valuation techniques
whose relevant parameters are observable an the market were used. In grecter detail, securities held in assets are
mainly represented by government bonds classified in level 1.

The remaining financial assets and liabilities at amortised cost (loans, depasits, current accounts, other payables) are
classified in level 3, as:
+ fair value was determined on the basis of unobservable parameters, mainly attributable to estimates of
expected losses determined on the basis of unobservable market indicators; or
+ the fair value was not meosured, os it was deemed cpproximately equal to the book value, as permitted by
accounting standard [FRS 7.

For said types of financial instrument, the selection of techniques and parameters used in estimating the fair value to
indicate in the financial siatements only for disclosure purposes, as well as the appreciation of the significance of the
unobservable inputs require significant judgments. It cannot therefore be ruled out that a different approach to said
parameters or the use of alternative valuation techniques may lead to significantly different fair values, also
depending on the purpose for which the same are being calculated.

For the disclosure on the methods of determining the fair value of finoncial assets and liabilities at amortised cost,
refer to thot illustrated in the previous paragraphs “Financial assets and liabiliies at amortised cast in the financial
statements”.

Lastly, it must be noted that as at 31 December 2019 there were no assets recognised in items “2. Property, plant
and equipment held for investment purposes”. The deviation from the balances as at 31 December 2018 is
explained by the change in the measurement criteria adopted by the Group for owned property, starting from 2019.

Assets and liabilities measured at foir value on a non-recurring basis

In line with the provisions of Circular 262, the disclosure on the fair value hierarchy of the assets and liabilities in
question {columns “L1", “12” and "L3"} is provided only with regard to items measured in the financial statements
based an the fair value criterion.

As at 31 December 2019 there were no amounts to be recognised, as the only assets held for sale measured at fair
value were properties, which, however, cre measured at fair value on o recurring basis, following the change in the
measurement criteria illustrated in the paragraph “Changes in 2019 in the accounting stondards applied by the
Group” contained in Part "A.1 — General Part”, above.

As at 31 December 2018, the item in question included several real estate invesiments for 5.4 million euro,
measured at foir value on o non-recurring basis, following the classification as assets held for sale. Based on the
measurement criteria used for the 2018 financial statements, in absence of the reclassification as assets held for
sale, they would have been measured af cost.

For non-current assets and disposal groups held for sale and associated liabilities measured ot cost, reference should
be made to the specific disclosure provided in Section 12 “Non-current assets and asset disposal groups held for
sale and associated liabilities” in Part B of these notes.

A.5 Disclosure of “day one profit/loss”
Pursuant fo IFRS 7, paragraph 28, in the area of Group financial instruments, note that at the reporting date, there

were no impacts deriving from the “Day 1 Profit/Loss”, understood as the difference between the fair value at the
time of initial recognition {fransaction price) and the amount determined ot that date using a measurement techrique.
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PART B — INFORMATION ON THE CONSOLDATED
BALANCE SHEET

ASSETS

Section 1 - Cash and cash equivalents - ltem 10

1.1 Cash and cash equivalents: breakdown

£12/2
91

a) Cash

Section 2 - Financial assets at fair value through profit and loss ~ flem 20

2.1 Financial assets held for trading: breakdown by product

o e
P

Cash assets

1. Debt securities 1,822,525 14,994 1,613 2,138,997 37,387 2
1.1 Structured securities 73,069 10,497 1,613 53,620 34,470 -
1.2 Other debt securities 1,749,456 4,497 - 2,085,377 2,917 2

2. Equity instruments 1,090,054 - 19 607,252 . 7

3. UCIT units B 3,132 - 444 137 . 455

4. Loans . 834,324 - - . -

4.1 Repurchase agreements . 834,324 - - - -

4.2 Other . s o o - 2o " - - - - — -

B. Derivative instruments - - - . - -

1. Financic! derivatives 133,332 1,818,953 7,424 124,583 1,608,231 4,611
1.1 held for Irading 133332 1,811,333 7,424 124,583 1,596,042 4,611
1.2 connected with the fair valve option o - 7,605 - - 12,173 -
1.3 other - 15 - - 16

2. Credit derivalives - - . - 857 -
2.1 held for Irading - o . - 857 -
2.2 connecled with the fair value oplion - B - . o - - -

Ll = level 1
12 = level 2
13 = level 3

Sub-tem “1.2 Other debt securities” includes subordinated financial assets issued by banks, insurance companies
and financial companies for a value in the balance sheet of 55.3 million euro classified as level 1 (the previous year
they came ta 200.4 million euro).

liem 4. "loans” is fully represented by trading repurchase agreements, mainly entered into with banking
counterparties.



2 2 8 NOTES TO THE CONSOUDATED FINANCIAL STATEMENTS

The table below presents the breakdown of UCIT units, almost fully attributable to share funds.

Share Funds . 3,551 532

Rea| Estate Funds 25 60

A, Cash assets

I. Debl‘ securities 'l 839,132 2 176 386
o) Central Banks o T ) - -
) b) Publhlgxawn::nwlslruhons ) o o R o 1,630,157 S 7~5m§ﬁ5“7m5‘
¢] Banks T o 130,827 910,519
cl) Other financial comw;);;l;:w T o ST md?Z:?ddmm ~—-~-—~-A-—-£—‘—3—8—2—6—-6—
of which: insurance compenies e T 0234 76,270

&) Non-financiol companies T T 30,724 74,029
2, Equity instrument;w T 1,090,073 607,269
a) Banks o " 90,215 72,062
b) Other financiel companies 125,389 40,847
of which: insurance companies T 50,637 5,541

<} Non-financial companies o 874,465 4‘?4,360‘
d} Other issvers 4 .
3. UCIT units 3,576 592
4. loans - - S 834,324 -

a) Cenlrol Banks 3 -
b) Public Administrations - .

<) Banks o 658,427 -
~ cj) Other financial companies 175,897 -

of which: insurance companies - .

&} Non-inancial companies - -

f] Households - _ -

B. Derlvutlve instruments o
c] Central counterparties _ 24,314 43,936
b Orher _ 1, 935 395 1,694, 346

2.3 Financial assets designated at fair value: breakdown by product

At 31 December 2019, as in the previous year, the Group had no assets classified in the porifolio in question.
2.4 Financial assets designated at fair value: breakdown by debtor/issuer

At 31 December 2019, as in the pravious year, the Group had no assets classified in the porifolio in question,
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2.5 Financial assets mandatorily at fair value: breakdown by product

1. Debt securifies 2,08 105,622 99,367 46,003 110,008 57,892
1.1 Structured securities - - - - 2,940
1.2 Other debt securities 42,083 105,622 99,367 46,003 110,008 54,952

2. Equity instruments 35,836 30,508 154,227 3,068 29,977 182,884

3. UCT unils 157,966 - 443,427 126,488 . 365,345

4. Loans . . 385,627 . - 294,401
4.1 Repurchase agreements o - - . - T -

T 420kher . - - 385,427 . : 204,401

T
L] = level 1
12 = level 2
L3 = level 3

Exposure to debi securities amounis fo a total 247.1 million, represented almost entirely by bonds issued by financial
companies and banks.
More spacifically, the sub-tem 1.2 “Other debt securities” includes:
- the Dexia Credit Local security for an amount of 105.6 millior euro {110 million euro in 2018] classified
as level 2;
- subordinated securities issued by banks and insurance companies for 40.8 miltion euro (nominal value of
37.3 million euro) compared to 44.8 million eurc in 2018 {nominal valve of 45.6 million euro), fully
classified under level 1;
- Asset Backed Securities {ABS) for 48.2 million euro (49.4 million euro in 2018, of which 13.9 million
euro with subordination clauses, reloting to securitisations finalised through the following SPEs: Pharma
Finance S.r.l., Bnt Portfolio S.p.V. and Berenice S.p.V. Those securities are classified under level 3. For
further details please refer to paragraph “C. Securitisation transactions” in Part E of these Notes. o

The item in question includes, with nil value, the investment directly held in Banca Carige through the Voluntary
Scheme of the Interbank Deposit Guarantee Fund, as illustrated in “Part A — Accounting policies” of these Notes, to

which reference should be made for further details.

Among equity instruments, which amount to a total of 220.6 million euro, the main investment, classified under 3, is
represented by the equity investment in the capital of S.LA. S.p.A. for an amount of 8.2 million euro.

The table below presents the breakdown of UCH units.

lfems/Amounts. ai/azjgonsl
Shore Funds 104,172
Balaneed Funds 534 19,096
Bond Funds mm - 177,758 74,701

Flexible Funds . 17,179 48,066
Hedge Funds 9,326 10,179
Reat Estate Funds 70,220 82,679

Private Debt and simiiar funds 194,077 132,940

Private Debt funds refer to the share atfributed to the Group as part of the mulli-originator sale of non-performing
loans, as illustrated in Part E, Section || “Risks of prudential consolidation”, Sub-secfion D “Sale fransactions”, “D.3
Prudential consolidation - financial assets sold and fully derecognised”, to which reference is made for further
details.



23 O NOTES TO THE COMNSQOLIDATED FINANCIAL STATEMENTS

2.6 Financial assets mandatorily at fair value: breakdown by debtor/issuer

2/2018]

- s & o A oy e
1. Equity instruments 220,571 215,929
"~ of which: banks o o m‘-?-TQMéB 9,032
of which: other financial companies _ T 2120 44,516
of which: noninancial companies “ N 159,162 160,381
2, Debt securities B - 247,072 213,903
a) Central Banks o . - -
b) Public Administrations 7 T . -
" ¢) Banks S 130,204 138,882
~d) Other financiol componies S 65719 71558
ﬂﬂﬂﬂﬂ of which: insurance compuqmﬁuiu;sm T 7501 17,129
_¢)Nonfinancial companies T T e T 5463
3."{33;—(;;1}-1'—;“@””“ o S 601,393 491,833
4.loans - 385627 294,401
ol CenalBonks - ‘ I
b Public Administrations S B o 6,666 6,953
" Banks o } B -
d] Other finoncial componies . 7%%%WWmibmgjémlmgm-n‘_-_-_m_—'_1_275;8-;3—

of which: insurance compaonies - -

&) Non-financial companies

f) Households

Section 3 - Financial assefs at fair value through other comprehensive income — lrem 30

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

1. Debt securifies _ 11,790,398 100,077 4,698 14,642,675 203,652 8,40
1.1 Struclured securifies 4,510 - 4,658 - - 8,401
1.2 Other debt securities 11,783,888 100077 - 14,642,675 203,652 .

2. Equiry instrumants 262431 113,525 255,643 177954 113525 205,354

3. Loans - . - . -

17 = level |
12 = level 2
13 = level 3

Exposure in debt securities amounted to a fotal of 11,895.2 million euro (14,854.7 million euro as at 31 December
2018) and was mainly represented by bonds issued by governments and barks.

Subordinated assets amounted to 177.7 million euro (161 million euro in terms of nominal value) and refer to
securities issued by banks, insurance compenies and fincncial companies. In greater detail, said assets are shown
under the sub-item “1.2 Other debt securities”, under level 1. In the previous year, those assets came to 219.2
million euro (203.8 million eurc in terms of nominal value], of which 210.5 million evro classified under level T and
8.7 million euro under level 2.

The securities deriving from securitisalion fransactions amounted to 4.7 million euro and are stated under the sub-
item “1.1 Shructured securities” under level 3. For more details on expasures fo securitisations, please refer to that
ilfustrated in paragraph “C. Securitisation transactions” of Part E of these Notes.
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The exposure held in equity instruments omounted to a total of 631.5 million euro {496.8 million evro as af 31
December 2018). More specifically:

- level 2 equily instruments refer to the stakes held in the share capital of the Bank of Italy {4,541 units),
equal to 1.5137% of the entire share capital. The book value of 113.5 million is obiained by applying the
value of 25,000 euro to each unit. Note thot these shares derive from the capitol increase operation
carried out by Bank of ltaly in 2013 as an effect of Decree Law 133 of 30 November 2013, converted
with Law 5 of 29 January 2014, leading to the issuing of new shares, with a value of 25,000 euro per
unit.

- level 1 equity instruments include the shares of Anima Holding in the amount of 249.6 million euro.

3.2 Financial assets at fair value through other comprehensive income: breakdown by
debtor/issuer

« , . , ‘ 1/12/201 ’
1. Debt securities _ o 11,895,173 14,854,728
m?:x] Cenirel Banks ] o ' 3 . - -
by Public Administzations T 79,078,233 11,699,929
] Benks “ T - 1,935,062 2,135,277
d) Other finoncial companies i o 777,213 991,457
of which: insurance companies o T o 96,327 102,508
: e] Mon-financial compun?es 104,665 28,045
2. Equity instruments ' o ' " 631,599 496,833
a) Banks 104,969 209,013
" b) Other issuers: S ' 436,630 287,820
. other financial companies 381,510 243,758
" of which: insurance companies 25 24
T nonfinanciel companies 55,120 44,0462
- other . -
3. Loans o - o -

o) Central Banks - .
b} Public Administrations - .
<) Banks - .

Wd} Other financial companies - B

of which: insuronce companies - -

¢} Nonfinancial companies - R

f) Households - .

3.3 Financial assets at fair value through other comprehensive income: gross value and total
value adjustments

Loans - . - . - . . -

impaired financio} ossets X X . - X - - -

{*] = Valve ta be shown for disclosure purposes
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Nef loans fo customers amounted to 122,312.6 million euro {119,462.5 million eurc as at 31 December 2018).
Excluding debt securities, the analysis of the portfolio by type shows mortgage loans accounting for the largest part,
representing over 63% of the total (60% in 2018, followed by current accounts totalling 11,346.0 million euro and
accounting for 11%, substantially stable compared to 2018.

ltem “1.7. Other loans” mainly includes loans for advances on bills, documents and similer instruments subject to
collection, subsidies not seftled in the current account and functional receivables associated with the provision of
financial services. In particular, functional receivables include 236.7 million euro for fees and commissions accruing
in 2019, against ordinary contacts with customers, which will be received during 2020 {mainly relative to securities
placement for 110.2 million euro and the distribution of insurance products for third parties for 95.9 million suro). In
2018 these amounted to 184.7 million euro, almost fully collected during 2019, For further details, plecse refer to
that set out at the bottom of Table “2.1 Fee and commission income: breckdown” of Part C - Information on the
Consolidated Income Statement.

Non-performing loans {third stage} amounted to 5,544.4 million euro, marking a decrease compared to the previous
year {6,726.9 million euro}, also due fo the completion of the derisking transactions carried out during the year.

For more details about credit quality, please see Part E - Information on risks and related hedging policies, Section 1
- Risks of the consolidated book, Guantitative information, Credit quality and Section 2 - Risks of prudential
consolidation, 1.1 Credit risk, Quantitative information, Credit quality.

ltem 2. Debt securities, classified under level 3, include securities issued os part of securitisation transactions for
2,531.5 million euro {1,479.1 million euro in 2018} of which:
1,255 million euro (1,428.6 million euro in 2018) relating to senior securities issued by the SPE Red Sea
SpV.;
1,247.1 million euro relating to senior securities issued by the SPE Leviticus S.p.V., as part of the ACE
transaction described in “Section 5 — Other aspects” in Part A1 of these Notes to the consolidated
financial statements;
- 29.4 million euro relating to the junior securities issued by ltclfinance Sec Vehicle 2, deriving from
securitisation fransactions originated by the former Banca ltalease Group, recognised under assets as a
result of the "Agreement on securitised loans” entered into with Alba Leasing.

For more details, plecse see that described in Part E, Section 1, “C. Securitisation transactions”,
Securities with subordination clauses issued by financial companies and insurance companies amounted to a total of

56.3 million euro, of which 29.4 million euro attributable to the junior exposure against a securitisation transaction,
mentioned above.
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4.3 Financial assets at amortised cost: breakdown by debtor/issuer of loans to customers

1. Debt securities 876,482
o) Public Adminisraticns 15,745,361 - - 15,081,797 - -
b} Other financial companies 2,993,948 - JT1,651,696 . .
" of which: insuronce companies 26,919 o - 26,722 h - B
¢} Non-financial companies 229938 . - 142,989 : .
2. Loans tot 97,798,968 5,544,384 533,881 95,859,096 6,726,902 764,276
" a) Public Administrations 1,828,804 3,341 T 624303 2,325 .
b) Other financial companies 13,773,149 110,825 9,239 13,603,252 159,820 110,871
of which: insurance ;oggcni;sw -_—_———ﬂm:.()g]mmmmﬁ_—ﬁ: o tw-—T{E,—iE‘;WWMWMM—; T
"¢} Nonfinancial companies 40786768 4506579 488,503 48,944,330 5672768 715086
d} Households B 923,639 36,139 31,687,211 891,980 38,319
T T TR T R T e

Debt securities . 138,306 . - (4,224]
toans 5,939,941 {122,962)

of wc: origincld or
acquired impaired financial
assets X X - 1,009,136 X - {475,255) 75,408

{*] Value ta be shown for disclosure purposes,

The amount shown in the column “of which: Instruments with low credit risk” mainly regards ltalian and foreign
government securities.
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Section 5 - Hedging derivatives — ltem 50

5.1 Hedging derivatives: breakdown by hedge type and by level

A. Financial derivatives
_]_,' Fair Value - 103,614 . - 10,933,503 - 130,511 - 9,652,272
2. Cash flows . - - 8 8 . R _

3. Foreign investments - - - - - . - -

B. Credit derivatives

1. Fair Value - - - - - . . ;

2. Cash Hows - . o - - - 8 .

NV = notional value
L] = level 1
12 e level 2
13 = level 3
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Section 6 - Fair value change of financial assets in macro fair value hedge portfolios - ltem 60

6.1 - Fair value change of hedged assets: breakdown by hedged portfolios

8

1. Increase 49,379 42,425
1.1 of specific porrfgi—i;s: o 49,379 42,425
a) financial assels ot omorfised cost o - 49,379 42,425

b) financial assets of fair velue through other comprehensive income - h .
RET R —
2. Decrease _ - B (20,218)  (252)
S 20 of spacific porig!i‘;s: T T [26,5] 8} o (252)
wwo) financial assets af amortised cost S S T (20,218} (252)

b financial assets ai fair velue through other comprehensive income - -

2.2 tolal - -

The fair volue change in financial assets at amortised cost at 31 December 2019, as well as for the previous year,
refers to fair value changes in certain specific portfolios of loans to customers, due to inferest rate fluctuations.

Fair value gains and losses relative fo hedging derivatives and the portfolio hedged are indicated in item 90 “Fair
value adjustments in hedge accounting”.

Section 7 - Equity investments — ltem 70

At 31 December 2019, the book value of the item “Equity investments” totalled 1,386.1 million euro, relative to:
- significant equity investments of 993.7 million euro {1,101.4 million euro ot 31 December 2018}, as
represented in table 7.2 below, by individual investment;
- non=significant equity investments of 392.4 million euro {332.7 million euro as at 31 December 2018), as
shown in table 7.4 below, as & whole.

The scope of “significant equity investments” was determined by considering the moteriality of the book value of the
investment and the stoke held in the investee's assets with respect to the overall omounts indicated in the
consolidated financial statements.
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7.1 Equity investments: information on investment relationships

A. Companies subject to jeint control

N/A
B. Companies subject to significant influence
1. Agost_;cuto S.p.A. Milon Milan 1 Bonce BPM 39.000%  39.000%
Shore copilol € $36,655,160.00
" 2. Alba Leasing S.p.A. Milan Mion 1 Banca BPM 39.189%  39.189%
Shara capilal € 357,953,058.13
3. Aosto Faclor S.p.A. Agsla Aasto 1 ”E:rrco BPM 20690%  20.690%
Share capital € 14,993,000.00
4. Arcene lmmabili S.r.I.in liquidation lodi  lodi | Benco BPM T T50000%  50.000%
Shere copital € 12,000.00
5. Arcene Infta S.r.. i liquidafion T Lodi T Lodi 1" BoncoBPM T50000%  50.000%
Shere capitsl € 12,000.00
6. Bipiemme Vila S.p.A. (*) o Miton " Milen 1 Banco BPM 19.000%  19.000%
Share capital € 179,325,000,00
7. Bussenlina S.c.a.. in liquidalion . Rome Rome T Bipielle Real Esale  20.000%  20.000%
Share capilel € 25,500.00
8. Cdlliope Finance S.r.l. in liquidation ) Milon Milan ] Banco BPM 50.000%  50.000%
Shars capila! € 600,000.00
9. CF Liberty Servicing 5.p.A. Rome  Rome 1 Bonco BPM 30.000%  30.000%
Share capiia! € 150,000.00
10, Etica SR S.p.A. {*) Milan  Milan 1 Banco BPM 19.444%  19.444%
Share copiial € 4,500,000.00
11. Factorit S.p.A. Milan Milan 1 Banco 8PM 39.500%  39.500%
Share copital € 85,000,002.00
12, GEMA Magazzini Generoli BPVBSGS? S.p.A. ﬁg::';’l’g";m?f:}" i;::;‘:zfmfﬁ’:r 1 Banco 8PM 33.333%  33.333%
Shore capital € 3,000,000.00
13, HEMTF SIM S.p.A. Milan Milan 1 Banca Akros 25.000%  25.000%
Share capital € 5,000,000,00
14, SelmoBipiemme Leasing Sp.A. Mion  Milan i Banco BPM TAD000%  40.000%

Share eapilal € 41,305,000.00
15. S.E.T.A. Societd Edilizia Tavazzone Sr.l. in

o Milan Milen } Bonco BPM 32.500% 32.500%
liguidation
Shore copital € 20,000.00

16, Vera Assicurazioni S.p.A. Vereno Yerona i Banco BPM 35.000%  35.000%
Share capitol € 43,500,000.00

17. Vero Vita S.p.A. Verona Verana i Boneo BPM 35.000%  35.000%

Share capitel € 219,600,005,00

{a] Type of relationship:
1 = invesiment in share copitol
{*}Companies subject to significon! influence based an parinership agreemenls or shareholders” agreements with other shareholders,
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7.2 Significant equity investments: book value, fair value and dividends received

A. Companies subject to joint control

N/A B
'B. Companies subject to signifi:;nf influence T o o
""""" Agos Ducato S.p.A. - 607,690 i 106,470
_ Alba Leasing S.p.A. T 158,677 - .

Yera Vita S.p.A. 207,294 .

The “Fair value” column does not include any information, given that there are no listed investments, nor any equity
investments measured at fair value, considered as the expression of the relafive recoverable value after impairment.
Also note that dividends received during the year were recognised as decreasing the book value of the equity
investment (us described in “Part A - Accounting Policies” in these Notes), in that the profits which gave rise to them
were indicated in the financial statements as af 31 December 2018, as a result of measuring the investment using
the equity method.

7.3 Significant equity investments: accounting information

The table below provides data obtained from the draft financial statements ot 31 December 2019 approved by the
Boards of Directors and provided by associated companies or, when not available, the most recent statements of
financial position {relative to 100% of the investment and not the percentage held by the Group, as established
under IFRS 12]. Note that measurement using the equity method was performed on the basis of this data.
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Reconciliation of net assets and the book value of the investee in the financial siotements

b

A. Companies subject to joint control

N/A o

B. Companies subject to significant influence

Agos Ducato S.p.A. 1,891,706 39.000% 737,765  (130,075) 607,690
Alba Leasing S.p.A. 405748  39.189% 159,009 332) 158,677
Vera Vila S.p.A. 323,514 35.000% 113,230 114,064 227,294

{* The amount of nat assels, equal to The sum of “Financial assels” and “Non-financial assels”, minus “Einanciol liabiliies” and “MNon-financial liabilifies”
indicated in tabla 7.3, corresponds lo the loial shoreholders' equity of the investee,

Agos Ducato is @ financial company contralled by the international Crédit Agricole Group through Crédit Agricole
Consumer Finance. The company works in the household loan sector within which it provides loans, mainly for the
purchasing of goods and services, as well as personal loans.

Alba Leasing operates in the lease sector and originated from the restruciuring of the former Benca lialease Group.,
The company offers financing in the form of lease contracts, placing its products through the banking channel,
including Banco BPM network.

Vera Vila S.p.A. is an insurance company offering life insurance, controlled by the Societd Cattolica Assicurazioni
Group. Outside of Banco BPM distribution network, it is the sole distributor of its life insurance products.

7.4 Non-significant equity investments: accounting information

The table below provides accounting information, cumulative by type of investment relationship, with reference to
non-significant companies subject to significant influence. The information is taken from the most recent financicl
stalements or most recent accounting statement available and coleulated with reference fo the stake held by the
Group, as established under IFRS 12, ’

e e
A. Companies subject to

____joint control i
N/A
B. Companies subject to e
significant influence 392,418 3470,512 3,166416 322,711 19,555 - 19,555 15,880 35435

7.5 Equity investments: annual changes

A. Dp.ening bclunc: _ m?::éﬁ,l 63 - 1,349,1 9;
B. Increases T 182,664 1,212,496
B.1 Acquisions - 803,409
B.2 Recoveries B
" B.3 Revaluations o B
B.4 Other changes 182,664 409,087
€. Decreases (230,748) {1,127,524)
C.1 Sales {1 {809,739)
€.2 Value adjusiments
C.3 Write-downs
C.4 Other changes [230,747) (317,785)

. ing’halanc
E. Total revaluations . )

F. Total adjustments {625,921} {625,921}
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The other increases {item B.4] include the portion of profits for the year achieved by the investees perfaining to the
Group for a total amount of 132.5 million euro {for details, please see “Section 17 - Profits {losses) on investmenis in
associates and companies subject to joint conirol” in Part C of these Notes). These also include the effects pertaining
to the Group of valuation results and other reserves of associates {+11.5 million euro). As well, these include the
recognition at fair value of the shareholding of CF Liberty Servicing S.p.A. {formerly First Servicing S.p.A.} (+42.9
million eura}, following the sale of the majority of share capital of the company.

The other decreases include the effects of the reduction {item C.4) in the equity of Agos Ducato {106.5 million euro,
of Vera Assicurazioni {-9.1 million euro), of Bipiemme Vita {-3.8 million euro), and of Etica SGR (0.6 million euro),
following disiribution of dividends. These also include the adjustment of the valuation of Agos Ducato due to the
elimination of the share of the intercompany capital gain (-113.7 million euro).

7.6 Valuations and significant assumptions to establish the existence of joint control or
significant influence

Significant influence exists when the power to participate in the entity's monagement and financial decisions is held,
based on voting rights held or the in the presence of special contractual agreements, as better described in “Part A -
Accounting Policies” of these Notes. As ai 31 December 2019, the scope of companies subject to significant
influence involved companies in which 20% or more of voting rights is held, without, however, holding the right io
exclusively direct the entity's significant activities, as can be seen in table 7.1 above.

With regards to Bipiemme Vita S.p.A., although a less than 20% shareholding is held in the company, it is held that
significant influence exists based on the shareholders' agreement signed with the other shareholder Covéa {which
holds 81% of voting rights), containing corporate governance rules, as well as industrial aspects of the partnership.

As at 31 December 2019 there were no companies under joint control, that is entities for which unanimous consent
of all parties sharing control is required to make strategic financial and management decisions.

7.7 Commitments relative to equity investments in companies under joint control

There are no equity investments in companies under joint control.

7.8 Commitments relative to equity investments in companies subject to significant influence
Commitments deriving from agreements with Crédit Agricole for consumer loans

On 28 June 2019, in execution of the agreements signed at the end of 2018 by Banco BPM, Crédil Agricole
Consumer Finance SA, Crédit Agricole SA and Agos Ducato, the reorganisation of the Group's consumer credit
segment was completed. The reorganisation, which confirms the partnership between Banco BPM Group and Crédit
Agricole for the next 15 years:
(i} formalised, inter afia: (o) a new Shareholders’ Agreement, (b} o new Distribution Agreement, and fc] o
new Funding Agreement;
(iilresulted in the transfer of ProFamily to Agos Ducato, through the finalisation of a demerger of ProFamily's
non-captive operations in favour of a newly established company, .100%owned by Banco BPM, which
retained the name ProFamily.

Those agreements also provide, in the event that an extraordinary iransaction is finalised (understood as: acquisition
of control of Banco BPM by a third party operator or several third party operators in concerf; merger of Banco BPM
with third party operators; acquisition by Banco BPM of another bank or other diskibution channels; or acquisition
by Banco BPM of a third party operator) the parties shall discuss in good faith, inter alia, depending on the case: i
the possible acquisifion by Agos Ducato, at market value, of the entity which, due to the extraordinary transaction,
works in the consumer credit segment; ii) the extension of the new Distribution Agreement to the third party
operator's distribution network; or ii] the inclusion of the additional distribution channel acquired in the distribution
network of Banco BPM Group.
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Commifments deriving from bancossurance agreements

On 29 March 2018 - following on from the agreement for the estoblishment of a strategic parmership in life and
nonife bancassurance signed on 9 November 2017 between Banco BPM and Societd Cattolica di Assicurazione
(“Cattolica”) - the purchase of 50% + 1 share of Avipop Assicurazioni (Vera Assicurazioni, at the dote of this report]
and Popolare Vita {Vera Vita, af the date of this report] was finalised, bringing the shareholding of Banco BPM
Group in the capital of the two insurance companies to 100%. On the same date, the sale to Cattolica of 65% of the
total share capital held by the Group in the two insurance companies was finalised,

The Shareholders' Agreement signed on 29 March 2018 by Banco BPM S.p.A. and Caitolica, subsequently
amended on 29 October 2018, envisages, among other things, the granting of a put option to Cattelica and a Call
Option to Bance BPM, with regards to the full equity investments held by Cottolica in Vera Vite and Vera
Assicurazioni. Specifically, Cattolica can exercise the Put Option if certain exceptional events occur [“triggering
events”) such os, by way of example:

- a change in control over Banco BPM (meaning the case in which control over Banco BPM is acquired by
an ltalian insurance company or ltalion bank which exercises management and coordination activities and
which holds more than 70% of ordinary shares relative to an insurance company which is one of the top
five insurance companies in ltaly, based on the most recent ANIA data, in terms of premium volumes in
both the life and non-life sectors);

- fermination of distribution agreements due to breach by Banco BPM;

- expiry of the distribution agreements;

- liquidation or declaration of insolvency/bankruptcy by Banco BPM;

- in the case of levels of product placement of less than 50% of the target volumes defined in the agreements
{Extraordinary Underperformance] ot the end of the Second and/or Third Reference Periods (31 December
2025 and/or 31 December 2029).

In the case of Extraordinary Underperformance at the end of the First Reference Period (31 December 2021, the
insurance companies will be granted, in addition to the penalties, the right to extend {without payment of additional
fees to Bance BPM] the distribution agreements for an additional period of 3 years and, therefore, from 1 April
2033 to 31 March 2036, in derogation of the natural expiry of the same.

The exercise price of the option will be determined on the basis of a pre-established mechanism associated with the
valuation of the life and non-ife businesses,

Banco BPM may exercise ihe call option if analogous triggering events occur, with the exception of the cases of
Exiraordinary Underperformance.

Commitments to Covéa

The former Banca Popolare di Milano {now Banco BPM) and Covéa have signed a shareholders' agreement
containing corporate governance rules, as well as clauses involving industrial aspects of the partnership which
establish infer alia, that the company has access to the former BPM Group's distribution network for 10 years, as of
the closing date {8 Sepiember 2011, with the possibility of renewal at expiry.

The agreements signed on 8 September 2011, subsequently smended on 28 November 2018, involve reciprocel
options which the parties can exercise if certain exceptional events occur in relation to one or both of the parties
(known as “triggering events”} such os, by way of example:
- breach of and/or nontenewal of the partnership ogreements [termination due to breach of the
shareholders’ agreement or the distribution agreements);
- any changes of conirol over the parties;
the liquidation or declaration of insolvency /bankruptcy by the parties;
- the occurrence of a decision-making impasse involving the proposal to wind up and liquidate Bipiemme
Vita and/or Bipiemme Assicurazioni, revocation of liquidation status or the appeintment or revocation of
liquidators;
the expiry of the shareholders' agreement due to non-renewal or the termination of efficacy for the same for
Gny reqason,
the expiry of the distribution agreements due to non-renewal,

[

1

g
| S—

H i
| ST

1




INOTES TO THE CONSOLDATED FINANCIAL STATEMENTS 2 45

Banco BPM or Covéa may, based on the party in relation to which event has occurred, exercise the option to
purchase the equity investment held by the other party in Bipiemme Vita's equity, or fo sell its equity investment fo the
other party. The exercise price of the reciprocal options will be determined on the basis of a pre-established
mechanism associated with the valuation of the life and nondife businesses.

For the first five years of the stralegic partnership, a penalty in favour of the Covéa Group is established in the case
the option is exercised in connection to certain types of triggering events originating with Banco BPM {termination
due to breach of the shareholders' agreement or the distribution agreements). The amount of this penalty decreases
over lime, starting from the date the partnership agreements are signed. if, instead, the iriggering event occurs
during the second five year period of the partnership, no penally will be due from Banco BPM and the Covéa Group
moy make use of their right to compensation for damages.

The sales contract includes an increase mechanism in favour of Banco BPM if certain pre-esiablished sales objectives
for Bipiemme Vito or Bipiemme Assicurazioni are achieved during the period between financial years ending as at
31 December 2011 and 31 December 2020, respectively referred to as the “Earn Qut Life” {for o maximum of 11.7
million) and the “Earn Out Non-Life" {for a maximum of 2.5 million). Caleulation of any price adjusiment will occur
at the end of the period indicated above, subordinate to renewal of the sirategic partnership with the Covéa Group.

7.9 Significant restrictions

For equity invesiments subject to significant influence, no significant restrictions on the transfer of funds relative to
companies in Banco BPM Group were identified, other than those associated with regulatory standards, which may
require that o minimum amount of own funds be maintained, or those associaied with the pravisions of the lialian
Civil Code with regards fo profits and distributable reserves.

7.10 Other information

The associated company SelmoBipiemme Leasing ended its financial year on 30 June 2019, For the purposes of
measuring it using the equity method, the income statemeni was reconstructed from the second half of the financial
yeor, 1/7/2018 - 30/6/2019, and on income statement approved by the company relative to the half 1/7/2019 -
31/12/2019.

Section 8 - Technical reserves of reinsurers - ltem 80

The Graup does not have any equity investments in insurance companies.

Section 9 - Property, plant and equipment — ltem 90

Property, plont and equipment totalled 3,624.3 million euro as at 31 December 2019, compared with the amount
of 2,775.9 million euro the previous year. The figures as at 31 December 2019 were impocted by the firstfime
adoption of IFRS 16 and the change in the measurement criterion for real estate and valuable works of art, as
illustrated in the paragraph “Changes in 2019 in the accounting standards applied by the Group”, set out in "Part A
~ Accounting Policies” of these Notes.
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9.1 Property, plant and equipment used in operations: breakdown of assets at cost

: L . : . : : 201 2/2018
1. Owned assets 115,292 1,382,646
a] land o o ; 451,847
b) buildings T ' . 789,029
¢} furniture 726,142 43,919
d) electronic systems 54,487 51,801
¢] other 34,663 46,050
2. Rights of use acquired through leases 761,543 254
T ond S e L
b) buildings I 760,865 254
¢} furniture o S T o 55 -
*d) electronic systems e e e e
&) other h T 623 .

of which: obtained through enforcement of guarantees received . -

In order to ensure correct understanding of the change in the balences, it must be noted tha:
- the reduction in the item "owned assets” was impacted by the fact that the balence as ot 31 December
2019 of property used in operations and valuable works of ort is shown in table 9.3 below, i.e., among
revalued assets, following the change in the measurement criterion;
- the increase in the item “rights of use acquired through leases” is attributable to the application of the new
accounting standord IFRS 16 starfing in 2019,

9.2 Property, plant and equipment held for investment purposes: breakdown of assets at cost

@
L o R . 2 = e s o Sk = o
1. Owned assets - - - -~ 1,392,985 - - 1,584,567
a) land . ; ) . 614,287 ) . 426,626
bj buildings e ; . 778,698 ; . 957,941
2. Rights of use acquired through
leases - . - - - - -
) land - - - . - - . R
bj buildings — S - - - . - - -

of which: obtained through enforcement of
guaranlees received . - - - 887,849 - . 937,661
Ll = level |
12 = level 2
L3 = leval 3

Following the change in the measurement criterion far property held for investment purposes from cost to fair value,
the values as at 31 December 2019 are shown in table 9.4 below.

provasmsny
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9.3 Property, plant and equipment used in operations: breakdown of revalued assets

1.Ownedassets . - 1,431,706 - - -
) land - - 1,043,095 - - .
b) buildings - - 336,504 - . .

<} furniture - - - - . -

" d) electronic systems - - . - - -
&) other - . 52,107 - - -

2. Rights of use acquired through
leases - - - - - -

a} land - - . - . .

) buidings . : ; ; . :

<) furniture - - - - . -

d} electronic sysiems . - . - . -

e] other

of which: obiained through enforcement of .
guaraniees received . - . . . -

Revalued owned assets refer fo owned properties used for business operations of the Group and the valuable works
of art for which the measurement criterion was changed on 31 December 2019, from cost to fair value. The
corresponding balances as at 31 December 2018 are thus shown in table 9.1 above.

9.4 Property, plant and equipment held for investment purposes: breakdown of assets at fair
value

1,315,771

g) land - - 952,657 - - -
b] buildings - - 363,114 - - -
2. Rights of use acquired through o
leases 5 - - - - - -
o} lend - - - - - -
m b} buildings - - - - - -

of which: obfained through enforcement of
guarantees received - - 736,737 - ] - -

Assets at fair value are represented by owned property not used for business operations of the Group, mainly
obtained through recovery actions on non-performing loans. Following the change in the measurement criterion
during 2019, the corresponding balances as at 31 December 2018 were siated in table 9.2 above, i.e. among
assets at cost.

In that regard, it is specified that the Group does not hold any investment assets represented by the rights of use
acquired through leases.

9.5 Inventories of property, plant and equipment governed by IAS 2: breakdown

The Group does not hold any properly or equipment classified as inventories pursuant to |AS 2.
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9.6 Property, plant and equipment used in operations: annual changes

The changes in property, plant and equipment used in operations in 2019 are shown in the table below. In that
regard, it is specified that the values of the opening balances were restated with respect to those as at 31 December
2018, following the firsttime adoption of IFRS 16. The effects of that restafement, in terms of gross and net balances,

are illustrated in table 9.6 bis below.

stem
A. Gross pfgning balance 454,011 2,080,535 447,742 830,709 w_288,455 4,101,452
A1 Tetal net impairment {2,144) (418,901} (403,694) {778,908} (240,995)  (1,844,662)
A2 Net openin_g_mbaldnce 451,847 "1f§h634 i 44,048 51,801 47,460 2,256,790
E.Jncrecxses: 650,847 60,315 5,319 23,638 57,212 . 797,331
B.1 Acquisitions ) 5,361 5,074 23,307 1106 34,848
" B.2 Copilalised expenses for ST T
improvements o - 7,227 e 7,227
B.2 Recoveries - - - - -
" B.4 Positive changes i fair value T ) o
recognised lo o 205,650 31,048 - . - 43,069 369,767
a) shareholders' equity 203,219 29,985 - 43,069 366,973
b} income statement 1,731 1,063 - - - 2,794
B.5 Exchange guoins - 32 - o 4 38
B.6 Transfers from property held for ) Wm
investmant purposes L 3,485 15,642 _ X X X 19,147
B.7 Other changes 351,712 985 245 331 13,031 366,304
C. Decreases: (59,599) (624,580)  (23,170)  (20,952)  (17,279) (745,580)
C.1 Sales {1,164) {3,077} - (87) (4,328
C.2 Depreciation - {151,698) {10,012} {20,926} {15,016) {197,652
C.3 Losses on impairment
__recognised fo - . (11} 11
a) shareholders' equity - - - -
b) income statement - - {11y nm
C.4 Negalive changes in fair value o
recognised to {6,479) (43,449 - (1,894) {51,824)
a) shareholders’ equity - - - - -
b} income statement {6,479) (43,449} - (1,894) {51,824)
C.5 Exchange losses - - . - -
C.6 Tronsfers fo: (51,2564} 75,702) - - (127,658)
o) properly, plart and equipment T -
held for invesiment purposes _[51,763) [75,605) X X X (127,348)
b) non-current assets and asset
__ disposal groups held for sale {193y {971 . - - (290)
C.7 Other changes - (350,654 {24) (280} (364,107)
Jet closing bald 5.1,097,36 4,487 7,303 12,308,541

(226,388

D1 Total nef impairment 4,844} (440,248  (790,352)  (261,451) [1,723,283)
"“D.2 Gross closing balance 1,047,939 1,323,757 466,045 844,839 348,844 4,031,824
E. Mecsurement oi cost 753,924 348,205 - 10,935 1,113,764

The changes in assels used in operations is influenced by the change in the measurement criferion for rea! estate
assets (represented by the columns “land” and “buildings”} and by valuable works of art {included in the column
"other”), whase baok value as at 31 December 2019 amounted to 1,431.7 million euro, as illustrated in table 9.2
above. For the purpose of understanding the changes in the assets in question, it must be specified that:

- the sub-items “B.4 Positive changes in fair value” and “C.4 Negative changes in fair value” include the
effects of the change from the cost criterion to the fair value criterion. In particular, the positive changes in
fair value were credited to o specific shareholders' equity valuation reserve for 367 million euro. The
remaining positive changes in fair value, referring to recoveries of real estate subject to impairment in the
previous years, along with negative changes, are represented under income statement item “260. “Profits

gy
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{losses) from the fair value designation of properly, plant and equipment and intangible assets” {49 milkion
eurol;

the changes indicated in sub-items B.6 and C.6 reflect the fransfers between categories of properties used
in operations and those held for investment purposes, also due to the accurate survey of the actual use of
each single real estate unit;

- the other changes shown in subdtems B.7 and C.7 include the tronsfers of value between the “building”
component and the “land” component of the same property, in relation to the fact that i] the positive
revaluation of fair valve specifically involved the “land” component and ii) the unit of measurement
considered to determine the valuation effects, to be recognised in shareholders' equity or in the income
statement depending on the sign, is constituled by the single property. In that regard it must be specified
that it is important to split the single property into its two componenis {*land” and “building”) in order to
caleulate depreciation, based on the different degree of wear and tear they are characterised by. Such
split is not important for the purpose of separately determining the valuation effects, considering that the
fwo components of the same property cannot be sold separately;

- the item “E. Measurement af cost”, totalling 1,113.8 million euro, comprises the cost relating to only the
assets revalued at foir value {properties used in operations and valuable works of art), obiained by
sterilising the effects of the measurement at fair value {sub-tems B4 and C4).

For further details please refer to the paragraph “Changes in 2019 in the accounfing standards applied by the
Group”, set out in “Part A — Accounting Policies” of these Notes.
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9.6 bis Property, plant and equipment used in operations - Rights of use acquired through
leases: annual changes

The changes during the yeor in the rights of use acquired through leases, already included in table 9.6 above, are
shown below. In that regard, it must be specified thot the initial balances reflect the rights of use recognised on 1
lanuary 2019, following the firsHime adoption of IFRS 16, as illusirated in the paragraph “Changes in 2019 in the
accounting standards applied by the Group”, set out in “Part A — Accounting Policies” of these Notes, to which
reference is made for further details.

i e e i . } iy SYSh e e
A. Gross opening balance « 906,762 129 - 1,410 908,30
" A Tolal net impairment m_www”mmfjmi—im-mm (54,4] 1) - - - (34,47??
A2 Net opening balance . 872,351 120 - 1,&1;_6 873,890
B.Increases: ] - 7,150 - - 318 7,468
) Acquisiﬁcns T T _13,033 - - 309 3,342
* B.2 Capitalised expenses for improvements © . 3885 . - 3,885
B.3 Recoveries o o - S - .
B.4 Positi:;::honges in fair value recognised to _ o M LT - - .
aj shareholders' equity T - T - -
b} income siatement - - . . - -
wEu?:u5wE>«:hcmge gains - - 32 . - 32
8.6 Transfers from property held for invesiment
pUrposes ] - - X X X -
B.7 Cther changes - 200 - - 9 209
C. Decreases: - (118,636)  (74) - (1,105) (119,815}
C.1 Sales - {(379) - - {87} (4686)
C.2 Depreciation - (118,257} {(74) - {?84) (119,315

C.3 Losses on impairment recognised fo - - - . . .

a} shareholders' equity - - . . .

b} income statement - - - . . .

C.4 Negative changes in fair value recognised fo . - - - - -

_a) shareholders' equity - - - . - -

b} income statement - - - - - .

cs Exchange losses . . - - - -

C.6 Transfers to: - - - 8 . .

a) properiy, plant and equipment held for
investment purposes N

b) noncurrent esseis and asset disposal groups held
for scle . . - - - -

C.7 Other changes
Net closin
D.1 Total net impairment

S {152,669) (74) - {984) (153,727
D.2 Gross closing balance - 913,534 129 - 1,607 915,270

E. Measurement at cost - - - . - -

—

g
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9.7 Property, plant and equipment held for investment purposes: annual changes

e nds.

A. Opening balance 920,461 460,114
B. Increases . o o 166,169 110,758
"B Acquisitions ) 10,23?3 25,182
- of which business combinalions - -

B.2 Capitalised expense.s for improvements 330 1,239
B.3 Positive changes in fair value 99,321 4,897
B.4 Recoveries - -
B.5 Exchange gains . - -
B.& Transfers from E;czgérﬁes used in eperations ) 51,763 75,605
B.7 Other changes - T 4,522 3,835
C. Decreases h T o A ) m'ﬁ“éé,o?a) ﬁ(207,758)"
C.1 Sales T “ o [46,903) 124,116}
T Gf which business combinafions N h - N -
Tc2 Deprecioﬁgr;m . N o I -
C.3 Negative changes in fair value o B (55,242 (158,479)
©C.4 Losses on impoirment {5) (20)
cs Exchcngém{gsses o - o
C.é Transfers la: {31,462) [20,989)

q) properties used in operoi{;;s . T {3,485) o [15,662)

b non-current ossets and asset disposal groaps held for sale {27,977) {5,327)
14,154)

" C.7 Other changes (361
; 953,657 TERET

easurement at foir value through profit and loss -

As at 31 December 2019 assets held for investment purposes, fully represented by owned properties at fair value,
amounted to 1,315.8 millien euro.
Following the change from the cost criterion to the fair value criterion:

- the opening balance (1,380.6 million euro) shows a reduction of 12.4 million euro compared to the book
value as at 31 December 2018 of properties for invesiment purposes, which came to 1,393.0 million euro
las shown in table 9.2). That reduction is recognised as a balancing entry to a debit in the opening
balances of shareholders' equity reserves, net of taxes, as illustrated in the “Statement of changes in
consolidated shareholders’ equity”;

- the changes attributable to changes in the estimate of fair value, equal to the mismatch between sub-items
B.3 and C.3, which totals a negative amount of 109.5 million euro, are recognised under the income
statement item “2&0. Profits {fosses) from the fair value designation of property, plant and equipment and
intangible assets”. In that regard, it is specified that, for the purposes of completing the table in question,
the effects of fair value measurement were represented at “open balances” between the “land” component
and the “building” component, for each real estate unit. Instead, in the table breaking down income
stotement item 260, the capital gains and losses are determined by considering each single property as
reference unit:
the sub-item “E. Measurement at fair value through profit and loss”, to be completed for properties for
investment purposes measured at cost, is blank as all the properties are measured at fair value. As ot 31
December 2019 the book value of property, plant and equipment held for investment purposes (sub-item D]
was therefore equal to its fair value.

As regards transfers from property held for investment purposes to property used in operations and vice versa, refer
to that illustrated in teble 9.6 above.

For further defails please refer to the parograph “Changes in 2019 in the accounting standards applied by the
Group”, set out in “Part A — Accounting Policies” of these Notes.
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9.8 Inventories of property, plant and equipment governed by IAS 2; annual changes
The Group does nol hold any property or equipment classified as inventories pursuant to [AS 2.
9.9 Commitments to purchase property, plant and equipment

There are no commitments to purchase property or equipment.

Section 10 - Intangible assets — ltem 100

10.1 Intangible assets: breakdown by asset type

i

WWHMW 76,200
Al attributcl;jgwfga the grouuup; : 7 X 76,200 T ;(W T T 74,388
A.1.2 altributable to minority interests T X B X -
A.2 Other intangible assets ) 688,888 504,272 697,280 504,272
A.2.] Assels ot cost: 7 488,888 504,272 697,280 504,272
a) Internally generated imcr)gib|e cssets“mmrmw . - - .
b} Other assets T - 488,888 504,272 697,280 504,272

A.2.2 Assels ot fair volue through profit ond loss: - - .

a) Internally generated intangible ossets . . -

b} Other assets

Intangible assets with an indefinite life are represented by goodwill and trademarks, for which an impairment test
was performed, as indicated in paragraph 10.1.1 below.

Intangible assets with a finite life include the value of “Client Relationships” acquired as part of the business
combination of the BPM Group and the Banca Papolare lialiana Group for a fotal of 371.9 million euro. The
remaining portion mainly refers to software.

10.1.1 Intangible assats with an indefinite life: impairment festing

Pursuant to IAS 36, all intangible assets with an indefinite life must undergo impairment testing of leost once a year
to verify the recoverability of their value. The Group has decided to verify impairment with reference to 31 December
of each year and, in any case, every time indicators of losses are identified.

IF it is not possible to directly determine the recoverable value of a specific intangible asset recognised in the balance
sheet, it is necessary to determine the recoverable value of the cash generating units to which the asset belongs.
Specifically with reference 1o goodwill, paragraph 80 of the cited accounting standard specifies that, in order to
verify a lasting reduction in value, goodwill acquired through a business combinafion must, as of the acquisition
date, be allocated to each cash generating unit of the purchaser, or groups of cash generating units, which can
benefit from the synergies created by the business combination, regardless of whether other assets or liabilities of the
business acquired are assigned to said units or groups of units,

Each unit or group of units to which goodwill is thereby allocated must:
{a) represent the minimum level within the entity for which goodwill is monitored for the purposes of internal
management;
{b) not be larger than on operating segment, as determined by that esteblished in IFRS 8 “Operating
Segments”.

PS—
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In order to identify the cash generating units (CGUs] to which the assets undergoing impairment tests are allocated,
the potentially identified units must generate incoming cash flow in amounts that are clearly independent from those
deriving from other identified units.

As at 31 December 2019, the CGUs identified that express intangible assets with indefinite useful lives that must
undergo impairment testing were as follows:
- Retail CGU - comprised of the Private and Business Departments, for testing the trademarks recognised
following the business combination with the former Banco Popolare ltaliana Group in 2007 and with the
former Banca Papolare di Milane Group in 2017;
- Banca Akros CGU - consisting of Banca Akros S.p.A., for testing the corresponding trademark following
the business combination with the former Banca Popolare di Milano Group in 2017;
Bancassurance Life CGU - consisting of the investee Vera Vita S.p.A. for the purposes of the goodwill
impairment fest relative to this operating segment, following the business combination with the former
Banca Popolare ltaliana Group in 2007;
Bancassurance Profection CGU - consisting of the investee Vera Assicurazioni S.p.A. for the purpeses of
the goodwill impairment test relative to this operating segment, following the business combination with the
former Bance Popolare ltaliana Group in 2007,

Below we illusirate the methods and assumptions used for the impairment test, which was carried out on the basis of:
» the dictates of international cecounting standard IAS 36;
« the recommendations issued in the joint letter signed by Bark of italy, CONSOB and IVASS on 3 March
2010;
+ the main suggestions found in the document issued on 14 June 2012 by the lalian Measurement Body
[OIV), entitled “Goodwill impairment test under siiuations of real and financial crises”};
+ the recommendations issued by CONSOB in communication 3907 of 19 January 2015.

Also note that, as requested by the cited supervisory bodies, the procedure and parameters for assessing the
impairment test for goodwill and other intangible assets with indefinite useful lives were approved by the Board of

Directors, independently and in advance with respect fo approval of the draft 2019 financial statements.

A. Method for calculating the book value of individual CGUs

In continuity with the previous years’ financial stafements, for the Retail CGU (which in 2018 was called the
Territorial Depariments CGU) a method based on operational measurements was used. To that end, the book value
was determined as the sum of the following factors:
« Common Equity Tier 1 {CET1) capital, that is the capital required in relation 1o the risk weighied assets for
the CGU, in line with the Basel 3 regulations in effect during the reference period for the cash flows;
« goodwill and other infangible assets with both finite and indefinite useful lives associated with the CGU;
« other assels constiluling elements to be deducted when calculating Common Equity Tier 1 capital.

For the Bancassurance CGUs, corresponding to the two legal enfities Vera Vita and Vera Assicurazioni, the
reference value was specifically identified as the sum of the book values of the balance sheet asseis and liabilities of
the cited entities and the goodwill allocated to the same.

With regards to the “Banca Akros” trademark, in line with the previous year the methodology used, based on the
royalties method, made it possible to directly verify the recoverability of the carrying value of the trademark.
Therefore, it was not necessary to determine the recoverable value of the entire CGU to which the said intangible is
allocated.
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The table below provides the reference values for the CGUs which as of the reporting date have intangible assets
with indefinite useful lives, which underwent the impairment test. The allocation criteria are the same as those used
when preparing the financicl statements for the previous year:

Retail 2,434 - 486
Banca Akros {* 19 - 19
Bancassurance Life N 252 25 T
Bancassurance Protection - - 150 N 51

{*] The valyes shown in this table with reference io the Banca Akros ovld be understood lo refer so.’e!y to the “Banca Akros” irademark.

These CGU reference values are in line with the methods used to determine the respective recoverable values as
illustrated below.

B. Criteria used to determine the recoverable values of the CGUs

On the basis of the international accounting standards, the amount of any impairment is determined as the difference
between the book value of the CGU, determined on the basis of the criteria already described, ond its recoverable
value, if lower. The recoverable value is defined as the greater of:
+ Value in Use, that is the present value of future cash flows expected to originate from continued use of a
specific asset or CGU;
+ Fair Value, ofter costs to sell, or the amount which could be obtained by selling an asset, in a free
transaction between knowledgeable and willing parties.

The impairment test was performed for the Retail CGU and the Llife and Profection Bancassurance CGUs Value in
Use as the reference, obiained by applying the Dividend Discount Model (DDM).

According to the Dividend Discount Model, the value of o company is a function of the flow of dividends which is
able to generate in the future. In the case at hand, the method used was the Excess Capital variont of the DDM,
which assumes that the economic value of a company is equal o the sum of the present value of future cash flows
(expected dividends) generated over the pre-selected planning time horizon and distributed to shareholders, while
maintaining o level of capitalisation adequate to guarantee future expecied development, and the perpetual
capitalisation of the dividend normalised for the last forecast year, on the basis of o pay-out ratio, as a function of
profitability when fully operational. The application of the DDM involves the use of the following formula:

+TV +SA

Z (1+Ke)

where:
W = General value of economic capital
Ke = Cost of equity (Ke}
= Dividends distributable during the explicit period, with a level of capitalisation in line with current
regulations
n = Number of years in the explicit period
TV = Terminal volue, determined as the present value of perpetual income represented by the average
sustainable dividend for vears following the explicit planning period
SA = Value of any surplus assets,
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In analytical terms, the Terminal Value is calculated as follows:

Tv=2 ”_'*”; (59"

Ke

where:

Dn+1 = Average susiaincble dividend expected after the explicit planning period

g = Expected long term growth rate for the dividend after the explicit planning period. This rate is placed in
relation to the nominal growth rate of the economy over the long term. In fact, it is prudentially assumed over
the long term each sector and each company in the sector will converge around a growth rate equal to that of
the economy as a whole.

Ke = Cost of own capital.

For the Bonca Akros CGU, the methodologicel approach used to measure the trademark involved valuing the
intangible asset on the basis of the royalties which the owner of the trademork would receive following its sale for
use to third parties. The present value of the trademark is therefore expressed as the present value of future royalfies,
esfimated in reference to specific parameters {royalty rate, percentage of revenues) affer the relative tax effects.

The measurement also included the Tax Amorfisation Benefit for a potential purchaser associated with the
deductibility of the amortisation of the asset itself, in the case of a cash-settled Irensaction. The following formula was
used for the purposes of measurement:

N

28, (1-T)
W= L +TV |+ TAB
(1+ke)'

where:

W = Value of the tfrademark

St = 2020-2022 net interest and other banking income

R = Royalty rate

T = Tax rate

Ke = Discount rate

TV = Terminal Value obtained through capitalisation in perpetuity of the expected royaliy flows during the
period following the last forecast, considering a longterm growth rate

TAB = Tax Amortisation Benefit

B.1 - Estimates of cash flows

For the Retail CGU, cash flows distributable during the explicit period were determined stariing from the 2020-2022
economic/equity figures for the CGUs, taking into account the minimum equity level estimated on the basis of a
9.505% target Common Equity Tier 1 (CET1], in line with the minimum equity level which the ECB has requested be
continuously respected by Banco BPM Group, completing the last Capital Decision communicated by the ECB os of
the reporting date of this Financial Report in the context of the Supervisory Review and Evaluation Process (SREP).

In particular, the projections refer to o scope comprised of Retail operations (households and businesses with
turnover of less than 75 million euro), in line with segment reporting. That CGU includes most of the scope of the
operalions attributable to both the former Banco Popolare Group and the BPM Group.

The three-year projections represent the best estimate available at the date of approval of the Financial Statements,
and also take account of the preliminary data from the new Strategic Plan currently being drawn up.

Far the Banca Akros CGU, the projections were developed on the basis of the 2020-2022 development guidelines
identified analytically for the individual segments of the company, defining for each one the underlying reasons for
the growth objectives, in line with the preliminary data from the new Strategic Plon currently being drawn up.
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For the life and Protection Bancassurance CGUs, the projections coincide with the forecast cash flows resolved by
the individual insurance companies in 2019, in relation to the periodic processing of economic and capitat plans.

To estimate the terminal value, the average sustainable dividend after the explicit planning period was calculated as
a function of expected profitability in the long term. This latter was estimated using a reference long-term business
growth rate of 2%, taken as equal to the nominal growth rate of the company, in line with the inflation objective in
the context of the ECB's long4erm monetary stability policy.

B.2 - Cash flow discount rates

To discount dividends distributable to shareholders, o cost of capital was used in line with the requested return on
investments with characteristics similar to those being measured. The cost of capital (Ke) was determined on the basis
of the Capital Asset Pricing Model (CAPM}, based on which the return of a risk asset is equal to the sum of a risk
free rate (Ri) ond a risk premium {MRP), determined taking cccount of the specific risk of the osset:

K,=R,+Bx(MRP)

More specifically, the risk free component (R{, which in any case includes “couniry risk”, is determined using the
same methodological approach followed for the 2018 financial statements, by using the 1-year average refurn on
10yeor ltalian government BTP securities as reference.

With regard to the beta (B} coefficient, which measures the risk of the specific business or of the operating sector in
terms of the correlation between the effective yield of a shore and the overdll yield of the reference market, in line
with the test conducted for the 2018 financial statements, the following were used:

a) for the Retail CGU, an indicator relative to a sample of comparable companies (listed ftalian banks) obtained
from Bloomberg;

b} for the Banca Akros CGU, an average indicctor relative o o sample of companies in the Privcie and Investment
Bonking sector, obtained from Bloomberg.

Said ratio was identified weekly over a fime horizon of 5 years.

Lastly, the risk premium requested from the market (MRP - Market Risk Premium) was defermined to be 5.2%, based
on the use of sources in line with measurement practices.

C. Summary of methodologies used and the main measurement parameters

In light of that illustrated above, the following table summarises the methodologies used to determine the recoverable
value and the quantities of the main parameters [Ke and g}, for each CGU:

P

Relait Value in use — Dividend Discount Model . 2.00%

Bancossurc?ce Life o Valuve in use ~ Dividend Discount Model 7. 2.00%
Bancassurance Protection Value in use - Dividend Discount Model ‘ . 2.00%
Banca Akros Fair Value — Royalty Rale . . 2.00%

D. Summary of results

On the basis of the guidelines outlined above, the impairment test as at 31 December 2019 did not give rise fo the
need for any write-downs on intangible assets with indefinite useful life, as the value in use of each CGU was higher
than its book value. As also specified in the paragraph “Significant accounting policies and unceriainties regarding
the use of estimales in the preparation of consolidated financial statements” in “Part A — Accounting Policies” of
these Notes, given the special and uncertain situation relative to the averall macroeconomic framework, it cannot be
excluded that the hypotheses adopted, however reasonable and prudential, might not be confirmed by future
scenarios in which the Group finds itself operating.

S

[
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E. Sensitivity Analysis

In compliance with the dictates of IAS 36, for each CGU a sensitivity analysis of the recoverable value was
conducted, in order to calculate the variability of this value in relation to reasonoble changes in the underlying
parameters.

In particular, the data shown in the tables below represent the differential {in absolute value and percentage]
between the recoverable value and the reference book value, in the hypothesis of an increase or decrease in the
growth rate {g) and/or the cost of capital [Ke) with respect to the rates effectively used. Specifically, the tables show
the level that the rate “Ke” should take on in order to decraase to zero the positive delta between the recoverable
value and the book value, if the growth rate “g" is kept constant af 2%.

150% 723 22.9% -41 7%

B 2.00% 83 81.6% 0 0.0%
2.50% 21 83.1% 0.2 1.0%

e valil 2-va 1
o e o
Centage impacton fair valie) .

7.45%
1.50% 85 25.2%
B 2.00% 112 30.8%
2.50% 145 36.6%

ancassur
&Wﬁwﬁwﬁﬁ
e =

rminal va
= >

A

fae
able value:

7.45% 8.63%
1.50% 16 7% <9 5.3%
= 2.00% 29 16.2% 0 0.0%
2.50% 45 23.0% 10 6.4%

In addition, for the Retail CGU, a sensitivity analysis was conducted on the income flows considered in the
projections and the target CET1 rafio, while for the Bancassurance Life and Bancassurance Protection CGUs, a
sensitive analysis was conducted on the income flows and the target Solvency Ratio [hereinafier, “SCR”). The results
of those analyses are summarised in the tables shown below, which highlight the differential {in absolute value and
perceniage) between the recoverable value and the reference book value in the event of an increase or decrease in
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the CET 1 or Solvency Ratio and/or the net income compared to the date actually used. Specifically, the tables shaw
the levels that the CET 1 or Solvency Ratio would have to assume to decrease to zero the positive delta between the
recoverable value and the book value, in the assumption of keeping the income forecasts unchanged.

CET1

130% 288%
W 5.00% N 338% 16 5.9%
S 0.00% 12 L 30.8% 0 0.0% o
Z -5.00% 97 27.9% 14 6.1%

130% 404%

’ w 5.00% a7 19.8% 8 TEa%
S 0.00% 29 _ 16.2% 0 0.0%
Z -5.00% 22 12.8% 7 51%

F. External signs of impairment

The measurements expressed for the purposes of preparing these financial statements are the result of an
extrapolation of the economic value of the CGUs based on their specific profit capacities, not fully recognised by the
financial markets. This measurement goes beyond the period used by the financial community and operafes outside
of the details of the current economic/financial situation, even though this is also taken into due cecount.

At 31 December 2019, Group consolidated shareholders' equity amounted to 11.6 billion euro [net of equity
instruments), against stock capitalisation of 3.1 billion euro {based on the stock market prices recorded ot the end of
2019). This situation obviously is not new, in that it also existed in previous years. Stock prices indicate significant
discounts for all lialian banks, even with respect to tangible shareholders' equity. The justifications constantly
provided in the Notes have always centred around the structural misalignment between the valuations of the
financial community which, by their nature, are focused on short term obijectives and estimaies, as well as the
methods usually used to perform impairment tests, which give @ significant value to medium/longterm growth
potential. In fact, the measurements expressed for the purposes of preparing these financial statements are the result
of an extrapelation of the economic value of the CGUs based on their specific profit capacities, using a much longer
time horizon than that used by the financial community.
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10.2 Intangible assets: annual changes

L |

- - St - S i s s L 0 y - oo

A. Opening balance 4,604,003 . - 2,544,100 504,272 7,652,37
A1 Total nel impairment B 4,527,614] : - [1,846,820) (6,374,434}
A.2 Net opening balance "~ 75,389 - . 697,280 504,272 1,277,941

B. Increases ) - - - 102,129 - 102,129
B.1 Acquisitions ) - - - 102,122 - 102,122
B.2 Increases in internal intangiblemcsseis X - . - - .
B.3 Recoveries o o X ) . - S - o

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

- shareholders' equity X - - . - -

- income statement X - - . - .

T BS Exchange goins _ - - - 5 . 5
B.& Other changes . - . 2 . 2

€. Decreases (189) . - {110,521 - (110,710)
C.1 Sales o . . S .
C.2 Volue adjustments ' . ) - (110,039 - 110,039
~ Amorlisation X . - 105,590) . 1105,550)
- Write-downs A - - . {4,449) - (4,449)
+ shareholders' equity X - L - - -

+ income statement . T - |4,449) . (4,449)

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

- shareholders’ equity X - - - -

- income statement X - . - .

C.4 Tronslers to non-current ossets
held for sole - - - - B -

C.5 Exchange losses
C.4 Other changes

et'closing baldnic 588,88 721,269,360
D.1 Total net adjustments (4,527,614) - - {1,911,527) - [6,439,141)
E. Gross closing balance 4,603,814 - - 2,6_00,415 504,272 7,708,501

F. Measurement at cost - - . - . -

FIN: finite life
INDEF: indefinite life

With regard io the main changes recorded during 2019:

- subditern “B.1 Acquisitions” primarily refers to software;

- subdtem “C.2 Value adjustments — Amortisation” includes the amortisation charge relating to the Client
Relationship acquired through business combinations, for an amount of 38.8 million euro. The residual
balance refers to the amortisation of software;

- subditem “C.2 Value adjustments — Write-downs”, equal to 4.4 million euro, relates to the impairment of
software that is no longer used.

10.3 Other information

At 31 December 2019 there were no commitments relative to intangible assets.
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Section 11 - Tax assets and liabilities — ftem 110 of the assets and ltem 60 of the liabilities
Disclosure on Deferred Tax assets {DTA), transformable DTAs and checks on recoverability

In compliance with the provisions of IAS 12 and the ESMA communication of 15 July 2019, Banco BPM Group
recognised Deferred Tax Assets {DTAs), after verifying that the values recognised were supported by judgements that
it was probable they could be recovered. In order to make these judgemenis, the current tax provisions were taken
info consideration, in particulor with reference to rules regarding whether certain deferred tax assets con be
converted tax credits, and the Group's capacity to generate future faxable income, also foking the “tax
consolidation” option into account,

Below is an illusiration of the main categories of DTAs recognised in the financial statements at 31 December 2019
and the checks performed to support their recoverability.

Deferred tax assets - breokdown

As at 31 December 2019, total DTAs omounted to 4,459.8 million euro (4,682.0 million euro as at 31 December
2018), of which 4,412.3 million euro had an impact on the income statement, while 47.5 million euro was
recorded as a balancing entry in shareholders’ equity, in accordance with the entries referred to. For a review of the
breakdown of these DTAs, please see the table “11.1 Deferred tax assets: breakdown”.

As at 31 December 2019, the deferred tax assets that meet the requirements of ltalian Law no. 214 of 22 December
2011 {"Llaw 214/2011") for transformation into tax credit omounted to 2,582.6 million euro {2,628.4 million euro
as at 31 December 2018). The provisions under this law and, subsequently, under Law 147/2013 (2014 Stability
Law), provide for the transformation of DTAs fo tax credits in the case of a “statutory loss”, a “fax loss” for IRES
purpeses and a “net negative value of production” for IRAP purposes. For the purposes of these regulations, write-
downs on loans not yet deducted based on temporal limits in effect at the time pursuant to article 106, paragragh 3
of the ltalian Consolidated Tax Law {TUIR) are included, as are negative componenis relative to goodwill and other
infangible assets, not yet deducted according to the temporal limits in effect at the time (known as “qualified DTAs").
Specifically, at 31 December 2019, the Group's eligible DTAs derive from:
- lemporary deductible differences relative to write-downs on loans exceeding immediate deductibility limits
envisaged in the fax regulations solely with reference to credit and financial entities for 1,901.2 millien
euro (1,942.4 million euro as at 31 December 201 8);
- temporary deductible differences relafive to goodwill and other intangible assets recognised in previous
years for 681.3 million euro {686.0 million euro as at 31 December 2018).

For further details on the breakdown and on changes in eligible DTAs, please refer to the tables cantained in the
paragraph below entitled “11.4 Changes in deferred tax assets pursuant fo Law 214/2011",

it should be specified that, specifically with reference to these DTAs, their continued convertibility to tax credits is
subordinale to the payment of the fee pursuant to Decree Law 59 of 3 May 2016, amended and converted into law
with Law no. 119 of 30 June 2016. Law no. 15 of 17 February 2017, converting the “Salve risparmio” Decree Law
postponed the period for which the fee is due to 31 December 2030. In order to guarantee that the DTAs can be
transformed into fax credits and te avoid the negative impacts that would otherwise be suffered in own funds, Banco
BPM Group adhered to this option, by paying the cited fee.

The fee for 2019 amounted to 25.4 million euro, as shown in the table brecking down other administrative expenses
contained in Part C of these Notes, to which reference should be made for further details.

As at 31 December 2019, residual deferred tax assets {non-transformable DTAs] amounted to 1,877.2 million euro
{2,053.6 million euro as at 31 December 2018), of which 949.4 million euro deriving from IRES tax losses which
can be carried forward {1,043.7 million euro as at 31 December 2018) ond 927.6 million euro deriving from costs
and value adjustments deductible in years subsequent to those of recognition in the financial statements {1,009.9
million euro as ai 31 December 2018).

Note that not all ineligible DTAs were recognised in the financial statements by Banco BPM ond its subsidiaries. The
amount of DTAs not posted as at 31 December 2019 came to 56,2 million euro, of which 18.2 million suro of IRES
DTAs and 38 million euro of IRAP DTAs.
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Deferred tax assets - recoverability checks

As regards eligible DTAs that can be transformed into tax crediis {2,582.6 million eure, equal to 57.9% of the fotal
DTAs posted in the financial statements as ai 31 December 2019), the tax regulations infroduced by Law
214/2011, along with the exercise of the option for the annual fee regime illustrated above make their
recoverability cerfain. This treatment is in line with the indications contained in the Bank of Italy/CONSOB/ISVAP
document no. 5 of 15 May 2012 “Accounting treatment of deferred tax assets deriving from Law 214/2011".

For the remaining tax assets {nondransformable DTAs), the recognition and subsequent refention in the financial
statements strictly depends upon the capacity of the Group and/or the individual companies to generate future
taxable income (“tax capability”). To that end, the Group subjects non-ransformable DTAs to a recoverability test,
separate for IRES DTAs and IRAP DTAs, bosed on o model that predicts future taxable income.

With specific reference to the DTAs posted in previous years in relation to tax losses carried forward, they were
recorded following the exact identification of the causes that generated the tax losses and the assessment that they
would not repeat in the future on a recurring basis.

The origin of the tax losses recorded in the previous years is atributable to significant extracrdinary loan losses
recognised as part of the process of reducing the amount of non-performing loans and, to a lesser exfent, to the other
extraordinary charges aftribuiable to the recent business combination thot gave rise fo the group (e.g. charges
relating to the reduction of redundant personnel, the integrafion of IT systems, the rationalisation of the territorial
network} or deriving from the need to favour the rescue of other banks external to the Group in order fo protect the
stability of the bonking system. That assessment was initially confirmed in 2019, given that the IRES taxable income
genercled allowed for an initial partial recovery of said DTAs.

The recoverability test was conducted based on the following information and assumptions:

- Banco BPM and its subsidiaries that have recorded DTAs reflected in the consolidated financial statements
operate in ltaly and, as a result, reference was made to the jax regulations in force in that country;

- said tax regulations do not establish time limits on the recovery of the IRES tax loss {art. 84, paragraph 1
of Presidential Decree 917 of 22 December 1986},

- I1AS 12 does not provide a maximum horizon for the forecast of taxable income;

- the estimates of future taxable income were formulated using as reference the projects of income flows of
Banco BPM Group for the period 2020-2023;

- the projections of the esfimated taxcble income for the years following 2023 were developed in line with
the projections developed for the purpose of conducting impairment testing of intangible assets with
indefinite useful lives, applying a longterm growth rate of 2%;

- based on that indicated by the ESMA in its communication published on 15 July 2019, in order to take
into consideration the uncertainty that characterises the cctual realisation of the longterm forecasts, an
adjusting factor for forecast income flows was introduced. That factor was defined as equal to the risk
premium requested by the market {5.2%) multiplied by the Beta ratio expressing the specific risk of the
main operating segment {1.29%) and, thus, 6.71%. Those components are consisient with those used to
conduct the impairment testing of infangible assets with finite useful lives;

- deferred tax liabilities (DTLs) are used to offset DTAs in the case their chargeback is expected to occur
during the same year.

The forecasts of taxable income, developed considering the adjusting factor of the income flows forecast over the
fonger-term, result in the full recovery of all the DTAs, including thase relating to prior years’ tax losses, at the end of
2037 {18 years). In the event that the projections of taxable income developed based on income flows not adjusied
using said adjusting factor were confirmed by the results that the Group will generaie in the fulure, the full recovery
of the DTAs, including those relating to previcus years’ tax losses, would be quicker, finishing in 2032 {13 years). A
sensitivity analysis was developed of the adjusting factor of income flows forecast in the longerterm, assessing the
impacts over the time horizon in which the toial recovery of the DTAs recorded in the financial statements as at 31
December 2019 is forecast. Based on those analyses, a possible decrease/increase of 1.5% in the adjusting factor
would result in a reduction of the time horizon by 2 years or the extension of the time horizon by 4 years,
respectively.
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11.1 Deferred tax assets: breakdown

i

A} Ax balancing entry in the Income Statement

) A.1) Transformable DTA;pursuu;;.io Law

214/2011 o 2,295,007 287,561 - 2,582,568 2,628,399
Write-downs of loans deduetible in subsequent yeors 1,733,787 167,437 - 1,901,224 1,942,358
" Cosls deduetivle in subsequent ysars following release of o T
___goodwilt and cther intongible assels . 561,220 120,124 . 681,344 684,041
A.2) DTA » Other tases 1,754,852 74,859 - 1,829,711 1,939,343
Tox losses carried forward 949,642 - - 949,642 1,043,737

ECL adjustments of ETAs pursugnt o ERS 9 on loans fo
customers deductible in the subsequentyears
Provisions and velue adjusiments dedustible in subsequent
e e M7VN0S2 981 - 172033 200312
Personnel expenses and provisians for severance indemnities ) ’
deductible in subsequent veors

Value adjustments fo red! estate deductible in s't-JEse.qmuenlu

_years .. — 120,673 2891 .. 123,662 67,254
Book values lower than the recognised tox values resulting
from value adjusiments to goodwill and ether infangible

327,628 63,982 o 391,610 _391,610

156345 300 156645 178,739

assets 24,129 : 4,934 . 29,063 31,174
Book values lower than the recognised tax values resulfing
from fuir value measurement of financial assets 4,083 140 - 4,223 15,072

Other cases of 1,302 1,531 - 2,833 11,443

B} As balancing entry in Shareholders’ Equity

Bock values lower than the recognised tax values deriving
from fair velve measurement of financial assets measured as

a balancing eniry in shoreholders® equity 12,103 9,988 - 22,091 98,824
Other cases of misalignment between book and tax values 23,648 1,773 - 25,421 15,475

ike comparison.

{*) The figures relcling to the previous year have been resiated fo guorantee a like-fo

11.2 Deferred tax liabilities: brealkkdown

e St ol :
A) As balancing entry in the [ncome Statement:

Book values exceeding recognised lox values fallewing the
process of tox amoerlisation of goodwill and other intangible

assels 233,298 AL 280,467 291,946
Recoveries in fair value of real estale toxable in coming years 32,843 5,193 - 38,036 23,063
Book velues exceeding recognised lax values resulling from ;

fair value measurement of Enancial instruments 13,211 10,001 - 23,212 18,639
Book volues exceeding recognised lax values resulting from

fair value measurement of laans to customers 15,856 3,206 . 19,042 4,002
Book values exceading recognised lax values following the

Purchase Price Allocation ot the lime of business combinations 12,706 2,574 . 15280 22,401
Other cases of misalignment between book and tax values 11,835 203 - 12,038 20,551

B} As balancing entry in Shareholders' Equity

Book velues exceeding recognised tox values resulling from

fair value measurement of owned properties and works of art 151,853 29,763 - 181,416 94,702
Book volues exceeding recognised tax values resulting from

fair value measurement of financial assets measured as o

bolancing entry in shareholders® equity 29,238 7,895 - 37,133 18,176

Other cases of misalignment between book and tox values

*) The figures relaling to the previous year hove been restoted to guarantee a like-forlike comparison,
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11.3 Changes in deferred tax assets (balancing entry in the income statement)

1. Opening balance 4,567,742 4,142,962
2. Increases o 21 0,726_ 1,195,818
2.1 Deferred tox assels re-cognised during the y;:r 160,084 826,971
al relotive to previous years o 22,126 12,695
b! due fo changes in accounting criteric 729

¢| recoveries aog ~

d} other 136,331 814,276

2.2 New taxes or increases in tax rates o S 17,634 -
2.3 Other increases - 33,022 368,847
3. Decreases T  (366,203) (771,038)
3.1 Deferred tax assets cancelled during the year R - (278,735 (669,719)
a) reclassifications m o o [258,168)  {652,042]
" Tb) wiitedowns due fo unrecoverchilty T 7,299
:M c) due lo changes in cxccounti:'lg criteria T B - T
~ dj other - (20562,  (378)
3.2 Decreases in tax rates - o - W{Zg].
3.3 Other decreases: h (87,471)  {101,253]
B a) rensformation to tax credits pursmls'gr;t to Law 21 4/2011 o (45,933) [65,69§]m
o (41,538) (35,555

b] other

567,742

2. Increases 375 -
3. Decreases {46,206) (66,610)
3.1 Reclossifications {3) -
3.2 Tronsformation info tax credits (45,933) 165,699)

’ a) deriving from losses for the year T (45,933) (2,771)
b deriving from tox losses - [62,928)

3.3 Other decreases

1)
628,399
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11.5 Changes in deferred tax liabilities {(balancing entry in the income statement)

e J 18

1. Opening balance 422
2. Increases 170,232 20,720
"72.1 Deferred fox licbilities recognised during the year o 70,919 10,724
a) relalive to previous years o 6,109 6,292

b) due 1o changes in accounting criteria ’ 39,106 -

o) other T 25,704 4,434

2.2 New loxes or increases in fax rales o . -
2.3 Other increoses T a 99,313 9,994
3. Decreases - N ‘ o (154,715} (84,540}
3.1 Deferred tox liobilities cancelled duﬁgg the year {110,824 (81,008}
o reclassifications T T 63,967 (61,027]

b) due fo changes in accounrir:émerio S - - .
 gother h o  146,859) (19,981}

3.2 Decreases in tax rotes - -

(43,889  [3,532)

1. Opening balance 114,299
2. Increases 1,477 7 490,467
2.1 Deferred tox assets recognised during the year 25053 367,997
a] relative lo previous years - -
b) due to changes in accounting criteria 504 31
c) other 24,45‘?mw 32“7:‘53(:
2.2 New laxes or increases in fax rates - -
2.3 Qther increases 6,424 122,470
3. Decreases ) (98,264) (440,730)
3.1 Delerred tax assels concelled during the year {95,135) (8,091}
a) reclassifications {$5,135) (8,091}

b} write-downs due to unrecoverability - -

¢} due fo changes in accounting crileria . -
d) other - -

3.2 Decreases in tax rates - -

3.3 Other decreases (3.129)
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11.7 Changes in deferred tax liabilities {(balancing entry in shareholders’ equity)

1. Opening balance 113,619 210,579

2. Increases T 1 59,7”'50M ) 207,524

2.1 Deferred fax liabilities recognised dur%é?he year 159,750 19,252

a) relative to previous yeour;‘ W - -

b) due to changes in accounling criteria - 3,949 65

o) ofher o 155,801 19,187

2.2 New taxes or increases in tax rates - -

2.3 Other increases h o 188,272

3. Decreases o (51,430) (304,484

3.1 Deferred fax ficbilities derecognised during the year _ [17,487) . (84,984}
N o] reclassifications o B

(17.487) __[_8_4,986)

b] due to changes in accounting criteria

c) other -

3.2 Decreases in tax rofes - -

3.3 Other decreases (219,495;

11.8 Other information

Group tax situafion

For an examination of the risks associated with existing disputes with the tax authorities and the relative
developments during 2019 {new disputes arising or disputes concluded and/or settled), please see that found in
Section 10 - Provisions for Risks and Charges - Item 100 of the Liabilities, which provide details of provisions carried
out against liabilities judged o be probaoble, pursuant to that required under the reference accounting standard 1AS
37.

Consolidated tax regime on a national basis
Banco BPM and the subsidiaries listed below exercised the right to moke use of the Greup laxation regime {pursuant
to art, 117 et seq. of Presidential Decree 917/1986 - TUIR - ltalian Consolidated Tax Law]. This option refers to all
the companies in the Group which meet the requirements established under the cited law, specifically:
1. Aletti Fiduciaria S.p.A.
" 2. Bonca Aletti & C. S.p.A,
3. Banca Akros S.p.A.
4. Bipielle Real Estate S.p.A.
5. BP Trading Real Estate S.r.l.
6. BRF Property S.r.l.
7. Ge.Se.S50. S.rl.
8. Llido dei Coralli S.r.l.
9. P.M.G. Srl
10. ProFamily S.p.A. (Nawca)
11. Release S.p.A.
12. Sirio Immobiliare S.r.l.
13. Tecmarket Servizi S.p.A.
14, Terme loniche S.r.).
15, Terme loniche Societd Agricola S.r.l.

There are no associated companies which opted for the tax transparency regime pursuant to art. 115 et seq. of
Presidential Decree 917-1986.

Banco BPM VAT Group
With a decision by Banco BPM Board of Directors on 25 September 2018, it was decided io establish the Banco
BMP VAT Group, pursuant to articles 70-bis to 70-ducdecies of Presidential Decree 633 of 26 October 1972 (VAT
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Law”) and the related Implementing Ministerial Decree of 6 April 2018. It will be effective as of 1 January 2019 and
the companies included are those identified below:

1. Bonco BPM S.p.A.

2. Banca Aletti & C. S.p.A

3. Aletii Fiduciaria S.p.A.

4., Arena Broker S.r.l.[***)

5. Bonca Akros S.p.A.

6. Bipielle Real Estate S.p.A.

7. BP Covered Bond S.r.l.

8. BP Properly Management S.c.ar.l. (*].

9. BPM Covered Bond 2 S.r.l.

10. BPM Covered Bond S.r.l.

11. BRF Property S.p.A.

12. Consorzio AT1

13. GE.SE.SO Gestione Servizi Sociali S.r.l.
14. Immaebiliare Marinai d'lalia S.r.i,

15. Lido dei Coralli S.r.l.

16. Manzoni 65 S.r.l. (**]

17. Meleti S.r.L.

18. Perca S.r.l.

19. ProFamily S.p.A.(***)

20. ProFamily S.p.A. {Newco —~ as of 01/01/2020)
21, Release S.p.A.

22. Sirio immoebiliare S.r.L.

23. Societa Gestione Servizi BP S.c.p.A.r.l. {*]
24, Sviluppo Comparto 6 S.r.L.(**)

25. Sviluppo Compaorto 8 S.r.l.(**)

26. Tecmarket Servizi S.p.A.

27. Tiepolo Finance S.r.L.[****)

{*) These companies were incorporcted into Banco BPM S.p.A.

{**) These companies were incorporaled into Bipielle Real Estate S.p.A.

[***) These companies were seld during 2019.

{****) During 2019, voluntary liquidation was initiated, with the company being subsequently wound up and struck off.
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Section 12 - Non-current assets and asset disposal groups held for sale and associated
liabilities — ltem 120 in the assets and item 70 in the liabilities

12.1 Non-current assets and asset disposal groups held for sale: breakdown by type of asset

A. Assets held for sc:le T

A.1 Financial assets ) 93,838 1,576,148
A.2 Equity investments -

A.3 Property, plont and equipment 33,594 T 79,396
of which: ohtained through enforcement of guaraniees received B 220 3,960

A.4 Intangible assets B - -
A5 Cther noncurrent assels

of which at cost

of which ot fair velue level } _ ] ' . .
of which o fair value level 2 B - w_.
of which ot fair value level 3 - T 33,594 5,408
B. D:scontmued operations o

B.1 Financial ossets ai fair value through profil and loss - -

- Financial assets held for trading

- Financicl assets designated at fair valve - _

- Other finencial assets mandatorily of fair value

B.2 Financial assets at fair valve throué_i'lw:nheirg_fﬂs_rmnprehensive income

B.3 Financial assets at amorlised cost
B.4 Equity investments B
B.5 Properly, plant and equipment -

of which: obiained through enforcement of guarantees received - -

B.4 Intongible assets - s
B.7 Oti‘ler assefs - -

of which at cost - -

of which at fair value Jevel | - .

_of which ot fair value level 2 - - -
of which at fair value level 3 - -
C. Liabilities associated with assets held for sale

C.1 Poyaobles - {444)
C.2 Securities . . -
C.3 Other liabilities (5,096) {2,599

e . . : Sav {510%} L s

of which at fair value level 1 - .
of which at fair volue level 2

of which ot fair value level 3

D, Liabilities associated with dlsconhnued operations

D.1 Financial liobilities ot amortised cost
D.2 Financial liabilities held for trading -
D.3 Financial liabilities at fair value -

.4 Provisions - -

D.5 Other liabilities - -

of which at c% T T - R
of which at fair value level 1 - -

of which at fair value level 2 - -
of which at fair value level 3 - -
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At 31 December 2019, assefs held for sale included the following types:
- owned properfies for which sales negotiations in progress at 31 December 2019 render probable the
completion of the sales during the next year {indicated under item A.3 “Property, plant and equipment”).
- the remaining exposures are fully affributable to the “ACE leasing” Project. This is illusirated in the
paragraph "Other significant aspects relating to Group accounting policies” of Part A.1 of these Notes.

At 31 December 2018, assets held for sale included the following types:

- bad loans to customers, associated with the “ACE” project (included in ifem A.1 “Financial assets” of the
table above in the amount of 1,330 million euro). These assets were no longer included in the balances at
31 December 2019 following the completion of the sale in March 2019;

- properfies owned, presented in item A.3 “Properly, plont and equipment” for $.4 million euro; These
properties are no longer included in the balances of the item following the sale of 4 property units for 7.7
million euro and the refurn to property, plant and equipment held for investment for 1.7 million euro of @
unit whose sale is deemed no longer likely;

- net assets aftributable to the non-captive branch of the ProFamily equity investment, consisting of assets for
253.4 million euro {of which loans of 244.1 million euro included in sub-item A.1 “Financicl assets”} and
fiabilities of 3.0 million euro. These items were no longer included in the balances at 31 December 2019
as a result of completion of the sale to Agos Ducato $.p.A. in June 2019,

For assets and liabilities indicated in correspondence with the sub-items “of which at fair value level 1/level 2/level
3", please see that set out in “Part A.4 - Fair value disclosure”,

12.2 Other information

There is no other information worthy of note.

Section 13 - Other assets — ltem 130

13.1 Other assets: brealkkdown

8.

L e L T

Receivables due from tox authorifies {not classificblemﬁzmng} 1,028,50

Receivables for sales of goods and provision of services 36,077
Other income fo be received T o 14,602
Cash and other values on hand 2,917
ftems being processed o 744,278 809,187
ftems in fransit between branches o 20,409 M‘n?mé:éﬂ_g
Hliquid iters for portfolio transactions ' 1,099 o -
Securities and coupons to be seftled o 33,395 112,118
Ofther transachions fo be setfied o %5;01 8 19,194
T_;;;;wh;[d improvements - 72,708
Accrued income and prepoyments not included under their own item 20,135 24,942
Other flems N o 108,316 115,750

,106,84

The item "Receivables due from tox authorities” mainly includes:

receivables for applications for refund of direct taxes for a total of 296.8 million euro, of which 200.3
million euro relating to 2018, requested for refund in 2019. The item also includes the IRPEG/ILOR
receivables relative to 1995 for the former Banca Popolare di Novara of 91.3 million euro, repayment of
which was denied by the Tax Authorities - Novara Provincial Office. In the context of the dispute begun by
the former Banco Popolare, both the Provincial Tax Commission and the Regional Tax Commission
accepted the appeals presented, ordering the Tax Authority to also pay legal expenses. The appeal to the
Supreme Court filed by the Tax Authority is pending;

- receivables for applications for VAT refund for o total of 232.5 million euro, of which 173.8 million euro
relating to 1998, 1999 and 2000 of the former Banca lialease and 58.6 million euro relating to 2007 of
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The item
Hems, as

the former Mercantile Leasing. In relation to the application for refund of receivables of the former Banca
llalease for a total of 161.8 million euro, as part of the dispute initiated against the silent refusal of the Tax
Authority, both the Pravinciol and Regional Tax Commissions accepted the appeals submitied by the Bank,
On 21 March 2019, following the appeal of the Tax Autherity, the Supreme Court decided to refer to
another section of the Regional Tax Commission the verification of the existence of the pending charges
highlighted by the Authority to justify the non-refund. Given that said pending charges have been
extinguished, the Bank is confident thot it will fully recover the receivables in question. As regards the
remaining 12 million euro also referring to the former Banca ltalease, as part of the dispute initiated, both
the Provincial and Regional Tax Commissions accepted the appeals submitted. The appeal lo the Supreme
Court filed by the Tax Authority is pending.

With regard to the receivables relating to the former Mercantile Leasing, on 14 January 2020 the Tax
Authority communicated that it was willing to immediately pay the refund on submission of a bank
guarantee of 50.9 million euro. With regard to the difference, which was denied by the Tax Authority, an
appeal will be submitted fo the Provincial Tax Commission;

receivables recorded as balancing entries to the provisional payments made pending the final judgment of
the pending tox disputes, for a total of 210.2 million euro, of which 201.9 million euro relating to the
dispute concerning the claimed non-deductibility of the costs incurred in 2005 by the former Banca
Popolare Italiana attributable fo the attempted takeover of Banca Antonvenetc;

residual receivables deriving from the application for refund of the IRAP deductible from IRES referring to
labour costs for the tax periods 2005 to 2011 following the issue of Decree law no. 185/2008 for a total
of 79.0 million euro;

receivables deriving from excess advance stamp duty payments, substitute taxes applied to customers
during the year and which will be received through setilement during 2020 totalling 190.2 million euro;
tax receivables connected with the interest accrued on loans disbursed to customers resident in areas hit by
earthquakes for 40.5 million euro;

tax receivables relating fo withholdings on dividends paid, for which refunds were requested from the tax
authorities in the resident countries of the issuer of the securities based on the provisions set out in the
Conventions against Double Taxation for a total of 35.8 million euro. Those receivables comprise 35.2
million euro relating to the applications for refund submitted by the subsidiary Banca Aletii to the Swiss Tax
Authorities regarding withholdings mede in 2008 ond 2009. Those applications were rejected on 9
Mareh 2018, on the grounds that the Bank is unable to demonstrate that it is the beneficial owner of the
dividends subject to withholding, a fact that would rule out the possibility of invoking the application of the
Convention between ltaly and Switzerland. Though the appeal against the refusal is still pending before the
Swiss Administrative Court, in the conviction of the full validity of its request, in light of the caselaw
approach that can be taken from a ruling issued by the same authority on 22 August 2019 in relation to a
similar dispute, also in light of the provisions of IFRIC 23 for situations of uncertainty in applying tax
regulations, the subsidiary Banca Aletfi decided it was prudent to recognise a specific allocation to
Provisions for risks and charges ot the end of the year, equal to the amount of the receivable in question.

“ltems being processed” essentially contains sums awaiting definitive assignment and various suspended
well as charges received from external compenies relafive to the payment of uiilities to be seftled using

customer current accounts.

The item

“leasehold improvements” was blank for the current year. Following the application of IFRS 16, as of 1

January 2019, said expenses were reclassified fo the item “Property, plant and equipment”, along with the rights of
use of the properties acquires through lease contracts, as illustrated in the paragraph “Changes in 2019 in the
accounfing standards applied by the Group” set out in “Part A — Accounting policies” of these Notes.
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LIABILITIES

Section 1 - Financial liabilities at amortised cost — ltem 10

1.1 Financial liabilities at amortised cost: breakdown by product for amounts due 1o banks

N s & o

1. Due to central banks 20,783,964 X X X 21,289,947 X X X
2.Due fo banks - 7,739,371 X X "X 10,343,594 x X
2.1 Current accou:i;ond demand deposits 636,642 b4 X - b4 877,462 o X X
2.2 Fixedterm deposils 113,156 X X X 158,955 X X
2.3 Loans o T 6,777,309 X X X 9077330 X X

WVHZh.S.l Rep::;;%use agreements 5,870,652 X X ;MW‘"BW,??Z,ISI 8 X X Y

2.3.2 Other 906,657 X X X 882,512 X x X

2.4 Payables for commitment 1o repurchase o e

own copital instruments e X X : SO S £

2.5 Lease payobles 7,650 X X - X X X

2.6 Other poyables T 204614 X T 299, X X X

i

BY = Book voive
[V = level ]
[2 = level 2
[3 = levael 3

At the reporting date, “Due to central banks” amounted to 20,735.9 million euro and referred to longterm
refinancing (TLTRO Il and Il and shortterm refinancing (MRO) with the European Central Bank.

1.2 Financial liabilities at amortised cost: breakdown by product for amounts due to customers

1. Cusrent cxccaunr; and demond deposits B 8,155,794 X X X 78??3,896 X X X
2. Fixedlerm deposits 1,626,230 X X X 2,410,243 X x X
3. Loans T 485,184 X X X 8,138,991 X X X
3.1 Repurchase agreements 3,868,166 X X X 7.110,267 X X X
" 3.2 Other 819,018 X X X 1,028724 X X X
4. Payables for commitment to repurchase own
capitol insirumenis - X X X X X X
5. Lease poyables 724,886 X X X - X

6. Other payables 07,818 X X X ©34,729 X X X

BY = Book valve
Ll = level ]
12 = level 2
13 = level 3

Sub-item 3.1 "Repurchase agreements” includes transactions with Cassa Compensazione e Garanzia of 2,756.0
million euro {last year, they amounted to eurc 6,306.5 million eurc). The reduction during the year was offset by the
increase in repurchase agreements payable, classified in the porffolio of “Financial liabilities held for trading” {item
20 of balance sheet liabilities). The book value as at 31 December 2019 came to 3,581 million euro (3,510 million
euro with the counterparty Cassa Compensazione e Garanzia) compared fo a nil value as at 31 December 2018,

[T

et onad

[ AR—

A,




7

MNOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 27 1

1.3 Financial liabilities at amortised cost: breakdown by product for debt securities issued

=
N

A, Securities

1. Bonds 15,635,158 13,816,992 2,139,139 - 14,160,280 46,163,016 7,449,951 -
1.1 shuctured - - - . - - - -
1.2 cther 15,635,158 13,816,992 2,139,139 - 14,160,280 6,163,016 7,449,951 -
2. Other securities 75,554 . - 75,554 168,662 - - 168,662
2.1 stuctured - - - . - o - - .

2.2 other 75,554 ; L 75,554 168,662 - T 68,662

BV = Book value
LT = level 1
12 = level 2
13 = level 3

Securities issved include the covered bonds issued by Banco BPM, with a book value totalling 6,550.1 million
{compared to 5,533.4 as at 31 Decamber 2018).

1.4 Breakdown of subordinated debt/securities

At the reporting date, the only subordinated liabilities issued by the Group, classified under debt securities issued at
amortised cost, refer to 9 issues of securities for o book value of 3,168.5 million euro (in the previous year, 8 issues
oceurred, for a book value of 2,967.6 million euro), of which two issues comprised preference shares for an amount
of 131.7 million eurc {os at 31 December 2018 2 issues occurred for 131.6 million eurs).

These latter “preference share” instruments are grandfathered in additional Tier 1 copital.

In October 2019 a new, 10year subordinate security was issued for a nominal value of 350 million euro, with a
redemption option after five years, which is eligible for calculation in Tier 2 capital.

In addition, financial statement item “140, Equity instruments” includes the new Additional Tier 1 equity instruments,
issued in April 2019 for a nominal value of 300 million euro, eligible for calculation in Additional Tier 1 capital.

During the year, no subordinate securities matured and none were redeemed, and no liability management
transactions relating to such securities were carried oul.

Trading of own subordinate instruments was eliminated, as a consequence of the rules introduced under Delegated
Regulation 241/2014 of the European Commission and the lafest authorisation granted by the ECB to Banco BPM
Group.

The features of subordinated liabilities used in cclculations for regulatory purposes are indicated in the document
Disclosure to the Public by Entities - Pillar lII.

1.5 Brealkdown of structured debt

As at 31 December 2019, as in the previous year, there were no poyables which required the separation of
incorporated derivatives ("struciured debt”).
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1.6 Lease payables

Up fo 3 manths ' 269

From 3 months to 1 year o o 805 99,698
From 1 yeor fo 5 years - T 3,247 466,07
Over 5 years o N 3,463 ?5:58—2_

o , ;784 5,009
Time effect _ (134) {50,123
Present value of lease payables _ 7,650 724,886

Section 2 - Financidl liabilities held for trading ~ ltem 20

2.1 Financiat liabilities held for trading: breakdown by product

e

A. Cash liabilities o .
1. Dte to banks 1424 52306 . . 5,306 3,686 4,149 L . 4,149
2. Due 1o customers ) 4,249,530 898,778 3,581,206 . 4,479,984 394,231 399,786 - - 399,786
3. Deb securilies 3,225,246 . 3,239,661 . 3,207,220 3,482,866 . 3,372,238 . 3,372,238
3.1 Bonds - T - - . - - - -
3.1.1 Structured - - - - X . . . - 4
3.1.2 Other bonds - - - - X - - S . ¥
3.2 Other securities 3,225,246 . 3,239,661 . 3207220 3,482,866 . 3,372,238 . 3,372,238
3.2.1 Struchured 3,225,246 . 3,239,061 . 3,482,866 . 3,372,238 . X
3.2.2 Othe o - - - . - i . X
Total! . 7476180 904,084 6,820,86 203,035 3,372,038 3
Tot M 320,86 403935 3,372,038 ©

B. Derivativ:

instruments

1. Financial derivatives . 127,682 2,512,331 538 - - 204,376 2,521,060 213 -
1.1 Held for trading X 127,682 2,511,881 538 X X 204,376 2,485,165 213 X
1.2 Connected with Ihe ’ - R B

_ fair value eplion X - 28% - X X - 55704 - X
1.3 Other X - 1561 - X % . 191 . b4

2. Credit derivatives . - 1,166 - - - . . . -
2.1 Held for trading X - 1,166 . X X . - - X
2.7 Connecled with he
fair value eplion X - - - - X - - - X
2,3 Other X - - - X - - - X

) S
NV = nominal or noticnal value
L1 = level i
12 = level 2
13 =level 3
Fair volue * = Fair valve calculated excluding changes in value due to changes in the issuer's craditworthiness with respect 1o the issue date

The items “1. Due to banks” and “2. Due to customers” refer to technical overdrafts on securities listed on active
markets, clossified as level 1, and repurchase agreements classified as level 2.

ltem 3.2.1 "Other structured securities”, which as at 31 December 2019 totalled 3,239.7 million euro, is
represented by certificates issued by Banca Akros, which include protection for the premium paid by the customer or
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a portion of the same, unconditional with respect to the trend in the financial parameters to which they are indexed.
As at 31 December 2018, the balance of these issues was 3,372.2 million euro,

For those issues, the change in the Group's creditworthiness compared fo the issue date resulted in the recognition of
cumulative capital losses of 32.4 million euro {equal to the difference between the fair value in the financial
statements and that on the date indicated in the column “Fair value™).

In addition, for certificcies classified under financial derivatives (794.3 million euro as at 31 December 2019), the
cumulative effect of the change in the Group's creditworthiness was also negative for 1.7 million euro. Specificolly,
these are conditionally protected certificates or certificates with a portion of protection of less than 50% of the
premium paid.

2.2 Breakdown of “Financial liabilities held for trading”: subordinated liabilities

As at 31 December 2019, there were no subordinated financial liobilities held for trading {1.1 million euro at the
end of the previous year, relative to technical overdrafts on subordinated bonds of the subsidiary Bance Akros).

2.3 Breakdown of “Financial liabilities held faor trading”: structured debt
As at 31 December 2019, as well as in the previous year, there were no payables which required the separation of

incorporated derivatives.

Section 3 - Financial liabilities at fair value — ltem 30

3.1 Financial liabilities at fair valve: breakdown by product

1.2 ther ' : - - . X - . -

of which:

- commilments to disburse funds . X X X X X %
- financial guarantees given - X X X X X

2. Due to customners - - - - . - " - - -

2,1 Shuciured . . - . X - - - -

2.2 Other - - - - X . - - -

of which: - o T

* commitmenis 1o disburse funds - - X X X X X X X X %
-financial gunranulees given . X X X X X X X X X
g. Debt securities 416,988 207489 213,072 -~ 424,907 695,886 424375 268,515 ~ 707,056
3.1 Stuchred - - . T X - - - - X

3,2 Other 416,988 207,48 213,072 - X 4695884 424375 268,515 - X

FV = fair valve
FV* = FY calculated excluding changes in valve due lo changes in the issver's creditworthiness wilh respect fo the Issve date.
NV = nominal valve

1] = level 1

12 = level 2

13 = level 3

Financial liabilities at fair value refer to bond issues for which the Fair Value Option was selected in order to
eliminate or significantly reduce accounting imbalances with respect to measurement criteria for financial derivatives
used for management hedges, in alternative to designating @ hedge using hedge accounting rules. This accounting
imbalance depends on the fact that the derivatives would be measured at fair value in any case while, in the
absence of the fair value option, the bond loans would be recognised at amortised cost.
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For the scope of securities with the fair value option and information on the methodology used to determine fair
value and quantify changes in credit standing, please see that described in “Part A - Accounting policies - A.2 Key
financial statement items, 16 - Other information, Financial lichiliies o fair volue and determination of
creditworthiness”.

3.2 Breakdown of item 30 “Financial liabilities ot fair value”: subordinated liabilities

As at 31 December 2019, as well as in the previous year, there were no subordinated liabilities.

Section 4 - Hedging derivatives ~ ltem 40

4.1 Hedging derivatives: breakdown by hedge type and by level

5 e

e g

A. Financiul deriva?i:res w5.52,761 -wmu&;?;?;?;‘?. o - mo
1) Fair velve . 484935 . 13,024333 . 637,823
2) Cash flows - 6735 . 275000 . e701
3] Foraign investments . 473 o - - - 783 . -
B. Credit derivatives N - - - - - - -
1} Fair volue - - . - - - T -
2] Cosh flows - . - - - - - .

Tot
NV = nalional value
L] = level ]
12 = level 2
L3 = level 3

4.2 Hedging derivatives: breakdown by portfolio hedged and type of hedge

hnE e
1. Financiol assels af fair value

lhraugh other comprehensive

income 396,684 . - - X X X - X Az
2. Finencial assels of omortised

casl 84 X - - X X X - b =
3. Porifolio X X X X X . X - X 67,353 X
4, Other transactions . - . . . . X . Y .

1. Financial liablities . X - - - - X - X X

2. Porttolio X X X X
Total ligbilifies’ i s e : : ; : s
1. Expecied transactions X X X X X X X - X X

2. Partfolio of financicl assels
and liabiltias X X X X X e X . X - 473
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Section 5 Fair value change of financial liabilities in macro fair value hedge porifolios - ltem 50

5.1 Fair value change of hedged financial liabilities

of hedgediliabi ) . __
ue change of financial liabilities 49,756

2. Nagalive fair velue chonge of financial licbilities -

Section 6 - Tax liabilities - ltem 60

This section is commented in Sectian 11 of the balance sheet assets, in Part B - Information on the Balance sheet in
these Notes.

Section 7 - Liabilities associated with asset disposal groups held for sale - Item 70

The information in this section is commented in Section 12 of the balance sheet assets, in Part B - Information on the
Balance sheet, in these Notes.

Section 8 - Other liabilities — ltem 80

8.1 Other liabilities: breakdown

115,298
Due 1o persennel 5,746 10,472
Due to social securily instifutions - 58,463 41,351
Due to suppliers 261,400 215,941
llems in Iransit between branches not atiribulable to specific accounts 47,181 205,908
Sums on hand to be paid to third parties 324,281 345,278
Bank transfers for clearance h 497,530 601,601
ltems related 1o securities ransactions 62,711 102,638
Other items being processed 782,506 572,316
Adjustments for illiquid items in porifolic h S 837,296 931,170
Accrued expenses and deferred income not included under their own jtem _ 31,689 29,809

622,807

‘Other ilems 279,755

4,589

“Due to fox authorities [not classifiable under tax lichilities)” includes net tax liabilities such as VAT payable,
substitute tax on loans, withholdings on interest expense and income from employed work and similar, withholdings
and other tax items not recognised under item 60 “Tax liabilities”.

“Due fo social security institutions” is mainly composed of charges relating io mandatory social security contributions.
“Bank transfers for clearance” mainly regard bank transfers to be credited.

“ltems related to securities transactions” is comprised of securifies cash purchase and sale transactions made
between the end of one year and the beginning of the next, and amounts awaiting final allocation,
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"Other items being processed” relate to fransactions pending clearing or setilement.

“Adjustments for illiquid items in portfelio” includes mismatches of bills in the portfolio {“Portfolio of minority
interesis” and "Cwn portfolio”).

“Other items” is mainly comprised of liabilities relating to collections of F24 tax form mandates and other residual
items finked o normal banking operations.

Section 9 - Employee termination indemnities - ltem 90

9.1 Employee termination indemnities: annual changes

A. Opening balance i - 377,498 408,160
B. i;creuses . - ) 5’5:5‘86““““’“”_m--_]_-.l_,o—z‘—g
B.1 Allocation for the year o o B 5,285 5,042
" 'B.2 Other changes T T 28,075 6,006
C. Decreases - " (25,972) (41,710)
C.1 Settlements o ' S (22,151 (31,938)
C.2 Other changes T o (3.821) (9.772)

The sub-item B.1 “Allocation for the year” refers to charges recognised in item 190 o) “administrative expenses -
personnel expenses, sub-item 1.e) provisions for employee termination indemnities” in the income statement.

Among the increases, sub-item B.2 "Other changes” includes the actuarial fosses of 28.0 million euro, while among
decreases, sub-item C.2 "Other changes” includes actuarial gains of 1 million euro. Aciuarial gains and losses are
recognised as a balancing eniry to the reloted valuation reserve of shareholders’ equity “Actuarial gains (losses) on
defined benefit plans” ond are reported in the statement of comprehensive income.

In addition, sub-item C.2 "Other changes” includes 1.6 million euro relating to the First Servicing S.p.A. contribution
of the business segment comprised of credit collection activities.

9.2 Other information

As described in “Part A - Accounting policies, 15 Other information — Employee termination indemnities and other
employee benefits”, following the reform of supplementery pension plans, the employee fermination indemnifies
recognised in the present item refer only to the portion accruing since 31 December 2006, for companies with an
average of at least 50 employees in 2006, which refers to almost all Group companies.
For said companies, the provision does not include benefits that, as @ result of said reform, have been paid into
supplementary pension plans or the INPS Treasury Fund. The employee termination indemnities accruing from 1
January 2007 are considered a “defined benefit plan” and are recognised in personnel costs, based on the
contributions owed, without aciuarial calculations, as o balancing entry to the balance sheet item “Other liabilities”
or for the outflow of cash.

» under the sub-item “severance indemnities” if paid to the INPS Treasury fund;

+ under the sub-item "payments to external supplementary pension funds - defined contribution” if paid to

supplementary pension funds.
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Main acluarial assumplions

Actuarial measurement of employee termination indemnities is performed by independent external actuaries, on the
basis of “accrued benefit” methodology, using the Projected Unit Credit criferia, as established in IAS 19. The table
below indicates the main demographic and economic/financial assumplions used as the basis for the measurement
as at 31 December 2019, compared to that as at 31 December 2018.

Employee mortality rate IPS55 with Age-Shifting demographic basis for annuily insurance
Frequency cnd.om.oun.t of ad\tc_nces N oto 1.5%

employee terminafion indemnities L

Fraquency of turnover 1.0%-3,5%

According 1o The latest legisiative provisions, upon reaching the first pension
qualifying condition, based on the provisions of Compulsory Generol Insurance
Financial assumptions {2019-2018}):

. lboxx Corporate AA index, with lime reference corresponding 1o the overage duration
of the plans

Probability of retirement

Yeorly discount rate{*)

Annual inflation rate 1.50%
{*] As at 31 December 2019 the thoxx Euro AA 7-10 year Corporale Index wos 0.37% {1.13% as at 31 December 2018), and ihe Iboxx Euro Corporale
AA10+ Index was 0.77% [1.57% in December 2018).

Actuariol gains/losses recognised in the statement of comprehensive income

As illustrated in paragraph 9.1 above, the changes to certain actuarial assumptions for the valuation of employee
termination indemnities as at 31 December 2019, with respeci to the previous year, led to an overall increase in the
provisions of 27.2 million euro, equal to the combined effect of the following elements:
- actuarial losses of 27.8 million euro, attribuiable to the changes in financial assumptions, due to the
reduction in the yearly discount rate;
- net actuarial goins of 0.6 million euro, attributable to other actuarial assumptions. In detail, the above
impact is equal 1o the imbalance between the actuarial gains (0.8 million euro) relating to past experience,
i.e. the differences found between the previous demegraphic actuarial assumptions used and what actually
occurred, and actuarial losses (-0.2 million euro) attributable to a change in the demographic assumptions.

With regards to the discount rate, which is one of the most imporiant assumptions used in measuring obligotions
associated with defined benefit plans, reference was made to the returns for companies with an "AA" rating,
considered to be the best expression of refurns for high quality companies. In fact, the reference accounting standard
IAS 19 specifies that this rate must reflect the fime value of money, but not the specific credit risk of the entity, nor the
actuarial or investment risk, nor the risk that, in the future, the actual figures may differ with respect to the actuarial
assumptions used. Additionally, the standard states that this rate must be calculated in reference to market yields of
the securities of primary companies in the couniry in which the entity operates [or, the High Quality Corporate Bond
yield), as at the annual reporting date, and alternatively, if there is no market for such securities, with reference to
market yields on government securities. Specifically, the “lboxx Corporate AA” index was used, from the info
provider Markit, with a reference time horizon corresponding with the average duration of the defined benefit plans
[social security, severance indemnity and seniority premiums). The indexes used as references were the lboxx Euro
Corporate AA 7-10 year index, ot 0.37%, and the lboxx Euro Corporate AA10+ Index, at 0.77%. The respective
decrease in the rates of 76 basis points {0.37% as at 31 December 2019 compared to 1.13% as at 31 December-
2018} and 80 basis points {0.77% as at 31 December 2019 compared to 1.57% as at 31 December 2018) is
aftributable solely to changes in the market, since the reference parameter as at 31 December 2019, for equal
plans, was the same as that seen the previous year. i

Sensitivity Analysis

As required under 1AS 19, sensitivity analysis was performed for the obligation relative to employee termination
indemnities, with the hypothesis of a 50 basis point increase or decrease in the discount rate and the inflation rate.
The purpose of the analysis is to identify how much the liability would vary in relation to reasonably possible
fluctuations in this actuarial assumption.
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o .

Chang

Change in actuarial assumption:

- Discount rate:

+0.5% (18,040} 14.69%)
o054 19,317 5.02%
- Inflation rate: T o & i
+0.5% 11,625 3.02%

0.5% ' ' T ,222)

(2.92%)

{*] the amounis in porentheses indicate a decrease in the fund,

Section 10 - Provisions for risks and charges - ltem 100

10.1 Provisions for risks and charges: breakdown

40,367 62,357

75,623 61,457

3. Company pension funds - 150,910 150,676
4. Other previsions for risks and charges 834,897 1,052,878
4.1 legel and tax dispuies 156,944 157,456
W“74.2 personnel expenses ‘ . 368,835 481,252
4.3 olher I R 309,118 414,170

A Sfening balance 61,457 150,676 1,052,878 1,265,011
B. Increases 14,193 17,540 259,344 291,077
B.1 Allocation for the year S 14,193 T 639 257,151 271,983
B.2 Changes due to the passage of time o - 1,910 364 2,274
B.3 Changes due to discount rate variations - 11,383 414 11,799
B.4 Other changes o ' . 3,608 1,413 5,021
C. Decreases T 127) (17,306)  (477,325) (494,658)
C.1 Use during the year 2) {14,188) [408,976) 1423,166]
C.2 Changes due ta discount rate variations - - - - -
C.3 Other chonges (25) (3,118] |68,349) (71,492)

1,061,430

ltem C.1 “Use during the year” includes uses executed as a balancing entry to paymenis for personnel expenses and
amounts deriving from the settlement of clawbacks and other disputes for which specific provisions were allocated.

ltem C.3 "Decreases - Other changes” mainly refers fo the release of provisions established in previous years.
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10.3 Provisions for credit risk relating to commitments and financial guarantees given

Commitments to disburse funds

Financial guaraniees given

10.4 Provisions for other commitments and guarantees given

Provisions for other commitments and guarantees given amount to 75.6 million euro {61.5 million euro at the end of
the previous year) and mainly refer to commercial sureties issued for customers.

10.5 Defined benefit company pension funds

Pension funds identified in the financial siatements represent the liabilities relative to defined benefit plans for a valve
of 150.9 million euro and all relate to external funds.

1. Wustration of fund characteristics and associated risks

For defined benefit supplementary pension funds, determination of actuarial values, as required in application of 1AS
19 “Employee Benefits”, is done by independent actuaries, as illustrated in “Part A - Accounting Policies, 16 Other
Information - Employee termination indemnities and other employee benefits”.

As at the reporting dote, the funds in question amounted to 150.9 million euro (150.7 million euro as ct 31
December 2018). Charges for the year were allocated for 2.5 million euro o item 190 a) - “Personnel expenses” in
the income statement and for 11.9 million euro os an increase to shareholders’ equity valuation reserve “Actuarial
gains {losses) on defined benefit plans”.

Below are pension funds, identifying those of the former Banco Popolare Group and former Banco Popolare di
Milano Group.

Internal funds refer to:

a) Funds included under “Banco Popolare Group defined benefit pension fund”, which os of 1 April 2017
was identified as the “container” of the defined benefit pension funds relative o the former Banco Popolare
Group, with guarantees from the Bank. The rules governing the amounts transferred are, nonetheless,
specific details of each form:

s commitments pursuant to the former Banca Popolare licliana (BPl) Fund, now the Banco Popolare
Group's defined benefit pension fund: this represents the value of commitments relafive to 104
beneficiaries of the former Banca Popolare di Lodi, consisting of pension payments in addition to those
required by law for their personnel. This fund is govemed by the Regulation of 17 June 1992. In
accordance with the provisions of Legislative Decree 124/1993, the Bank transformed the Fund with an
agreement on 6 Qctober 2000, in order to allow adhesion by personnel hired after 27 April 1993, and
as of 1 April 2017 the Fund was identified as the “coniainer” for the defined benefit pension funds
relative o the former Banco Popolare Group with guaraniees from the Bank;

« commitments pursuant to the former Chiavari Fund: the fund was established through an agreement with
the trade union on 11 December 1986, and ensures its participants and their heirs a payment in
addition fo pensions provided by INPS, As at the reporiing date this fund had 3 beneficiaries;

» commitments pursuant fo the former Banca Industriale Gallaratese {BIG) Fund: this represents
commitments to the personnel of the former Banca Industriale Gallaratese. It wos established on 25
February 1986 and guaraniees additional payments with respect to those required under the law in
favour of those who were working for the former B.L.G. as of the stated date and is governed by the
Regulations issued at the time the fund was established. On 21 August 1992, the former B.L.G. was
merged by incorporation with Banca Popolare di Lodi and subsequently, those registered with the fund
were given the option to fransfer their position fo the Banca Lodi pension fund or keep it with the
original fund. At 31 December 2019, the fund had 56 beneficiaries;
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commitments pursuant to the former Bipielle Adriatico Fund: this is a fund integrating INPS payments for
obligatory payments for invalidity, old age and heirs relative to employees of Bipielle Adriatico {former
Cassa di Risparmio di Imola), established with Regulation of 29 December 1954, loter amended on 29
July 1997. At 31 December 2019, the fund had 4 beneficiaries;

commitments pursuant to the former BPL Fund Regulation 1961 and 1973: this represents the additional
social security payment for personnel of the former Bance Popolare di Lodi, as established under the
regulations of 18 April 1961 and 12 December 1973. As at the reporting date, the beneficiaries
respectively totalled 7 and 15;

commiiments pursuant to the former Banca Popolare Cremona pension fund: this represenis sccial
security payments in addition to those required under the low for employees of the former Banca
Popolare di Cremona, as established under the regulations of 17 June 1972, As ot the reporting date,
there were 5 beneficiaries;

commitments pursucnt to the former Cassa di Risparmio di lucce Fund: this represents a fund for
edditional payments relative to INPS and is governed by the regulation of 2 October 1986,
subsequently amended on 16 December 1988. As ot the reporting date, there were 56 beneficiaries;
commitments pursuant to the Cassa di Risparmio di Pisa Fund: this invelves the commitments associated
with the fund providing additional social security payments, governed with regulations of 20 April
1959. As ot the reporting dafe, there were 22 beneficiaries;

commitments pursuant to the former Cassa di Risparmio di Livorno Fund: this represents a fund for
additional payments relative to INPS and is governed by the regulation of 3 April 1991. As at the
reporting date, there were 59 beneficiaries;

commitments relative to former employees of the former ICCRI-BFE: the bank guarantees additional INPS
payments for general obligatory invalidity, old age ond heir insurance pursuant to the Agreement of 19
April 1994, for 41 of the former employees;

commitments to 31 beneficiaries of the additional fund for INPS payments for obligatory invalidity, old
age and heir insurance for the former Banca ltalease;

commitments to 18 former employees relative io the additional fund for INPS payments for obligatory
invclidity, old age and heir insurance for retired personnel of the former Banca S. Geminiano e S.
Prospero, established wilh an cgreement of 30 Iuly 1976, with the aim of granting an additional
pension io Bank employees;

commitments to 18 former employees relative to the defined benefit fund for retired personnel of the
former Banca Popolare di Verona ~ Banco S. Geminiano e S. Prospero, governed by the Bylaws -
Regulation pursuant to the collective understendings in effect as of 1 Janvary 1999, with the aim of
praviding an additional pension over that of the general obligotory insurance for Bank personnel;
commitments to 115 beneficiaries of the former Credito Bergamasco for the provision of pension
payments defined under company agreemenis previously stipulated with the company union
representatives (additional company payment - TIA).

b} Other funds for the former Banco Popolare Group

« commitments to 4 former directors relafive to the additional fund for BNPS payments for obligatory
invalidity, old age and heir insurance for retired directors of the former Banca S. Geminiano e S.
Prospero, esiablished with a company agreement of 10 October 1996, with the aim of granting an
additional pension over that of the general obligatory insurance to iis employees;

commitments to 4 former directors relative to the additional fund for INPS payments for obligatory
invalidity, old age and heir insurance for refired directors of the former Banca Popolare di Verong,
established with an agreement of 30 July 1976, with the aim of granting an additional pension to Bank
employees;

commitments to 264 pensioners retiring prior to 1 January 1988, relative to adjustment cheques in
favour of refired personnel of the former Banca Popolare di Verona e Novara and a former director;
commitments to employees and pensioners of the former Credito Bergamasco: this represents the value
of commitments relative to 3 former employees, who receive a social security payment established under
o company agreement of 10 October 1996 and company largesse approved by the Board of Directors
on 29 April 1985.

c) Former Banca Papolare di Milana Group funds

+ Former Banca Popolare di Bologna e Ferrara pension funds

This is a defined benefit fund associated with the commitment made by the incorporated former Banca
Popolare di Bologna e Ferrara to pay a defined benefit to employees refiring as of 31 December 1995,
in line with their level of service. As at the reperfing date, there were 91 beneficiaries;
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+ Former Banca Agricola Milanese pension funds
This represents the commitment made by the incorporated former Banca Agricola Milanese to provide
an additional pension fo employees retiring as of 31 December 1972. As at the reporting date, there
were 3 beneficiaries;

+ Additional social security payment for the former Banca Popolare di Milano .
In application of ihe additional social securify paymeni regulations, the commitment consists of: the
recognifion of an additional pension fo former retired employees whose INPS pension is lower than a
pre-established percentage of their salary ot the same level of service {referred to as employees with
infegrated pensions); or, in the cose the INPS pension exceeds this percentage, a monthly payment fo all
pensioners of 50% of a scale frozen at the values of 31 December 1991. These benefits are not poid to
employees who began service after 28 April 1993 and those hired in the context of mergers. As at the
reporting date, there were 5,092 beneficiaries;

+ Former Cassa di Risparmio di Alessandria pension fund
This is o defined benefit fund without legal personclity and capital independence, additional (substitute
only for certain special situations) to the INPS pension payment. Those enrolled with the Fund consist
solely of former employees who are now refired or their heirs. As ot the reporting date, there were 227
beneficiaries.

Internal funds also include liabilities for the additional social security system in favour of the chairman in the amount
of 0.4 million and the liability relative to S.I.PRE. for 0.2 million euro.
Statements for Banco BPM's internal funds are annexed fo the parent company's separate financial statements.

2. Changes during the year in net defined benefit liabilities {assets) and in repayment rights

B. Increases 17,540
B.1 Social securi!yw;:‘;_sis relative to past work provided {CSC) 639
8.2 Financial charges due fo the passage of time 1,910
8.3 Other acluarial losses 3,584

m__l;d Lossesmdue 1o discount rate variations 11,383
B.5 Other increases 24

C. Decreases ) {17,306)
C.1 Use during the yeor {14,188)
C.2 Gains due 1o discount rate variations .
C.3 Cther actuarial goins B o N {3,077)

C.4 Other decreases
. Clo

Net actuaricl losses totalled 11.9 million euro and were atiribulable to the following:
« the change in the discount rate, which led to an aciuarial loss of euro 11.4 million euro, corresponding to
sub-item “B.4 Losses due to discount rate variations”;
+ other actuarial assumptions that led to @ net loss of 0.5 million recognised for 3.6 million euro under sub-
item B.3 “Other actuarial losses” and for 3.1 million euro under sub-item C.3 “Other acluarial gains”.

3. Fair valve disclosure on plan assets

Based on IAS 19, plan assets are those held by an entity {a fund) that is legally separate from the entity which
prepares the financial statements (external fund) and which can be used solely to pay or fund employee benefits and
which are therefore not available to the creditors of the enfity which prepares the financial statements. On the basis
of this definition, as at 31 December 2019, as well as at 31 December 2018, there were no plan assets.

For the sake of completeness, we note that certain insurance policies exist, classified under item 20 ¢) “Financidl
assets of fair value through profit and Joss - Other financial assets mandatorily at fair value”, with the objective of
providing the funding needed to pay the indemnities of the plans entered into with certain directors {known as the
“S.1.PRE. Plan”) and with the chairman, for which the fair value as at 31 December 2019 totalled 0.5 million euro,
os in the previous year.
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4. Description of main actuarial assumptions
Below are the demographic, finencial and economic actuarial assumptions used for the main funds.
a)Banco Popolare Group defined benefit pension fund

Technical demographic bases: the IPS55 demographic tables with Age-Shifting were used to estimate the mortolity of
personnel.

Technical financial bases: the measurements were made using the lboxx Corporate AA 7-10 Index, in line wiih the
average durction of the defined benefit plans (social security, employee termination indemnities and seniority
bonuses), 0.37% as af 31 December 2019 {1.13% as at 31 December 2018).

Technical economic bases: inflation was set at 1.5%, as in the previous year,

b)Former Banca Popolare di Bologna e Ferrara Fund

Technical demographic bases: the IPS55 tables were used to esiimate mortality,

Technical financiol bases: measurements were made considering the lboxx Corporaie AA 7-10 Index, in fine with
the average duration of the plan, 0.37% as at 31 December 2019 |as at 31 December 2018, the index used was
the Iboxx Corporate AA 10+, at 1.57%).

Technical economic bases: inflation was set at 1.5%, and o future growth rate of pensions of zero wos used, in line
with the previous year.

¢} Banca Popolare di Milano additional pension payment
Technical demographic bases: the IPS55 demographic tables were used to estimate mortality.
Technical financial bases: measurements were made considering the lboxx Corporate AA 7-10 Index, in line with

the average duration of the plan, 0.37% as at 31 December 2019 {as at 31 December 2018, ihe index used was
the lboxx Corporate AA 10+, at 1.57%).

Technical economic bases: the growth rate was assumed to be equal to inflation, set at 1.5%, as in the previous
year. The annual increase in salaries wos set ol 2.5%, unchanged with respect fo the previous year.

d)Former Cassa di Risparmio di Alessandria pension fund

Technical demographic bases: the SI 2018 tables were used to estimate mortality.

Technical fingncial bases: measurements were made considering the Iboxx Corporate AA 7-10 Index, in line with
the average duration of the plan, 0.37% as at 31 December 2019 (as at 31 December 2018, the index used was
the Iboxx Corporate AA 10+, at 1.57%).

Technical economic bases: inflation was set at 1.5%. As at 31 December 2018, inflation was set as follows: 1.3%
for 2019, 1.5% for 2020 and 1.6% for 2021. Starting in 2022, the target reference value set by the ECB was used,
equal to 2.00% annually.
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5. Information on amaunts, timing and uncertainties regarding cash flows

As required under IAS 19, a sensitivity anolysis was performed for the obligation relative to defined benefit pension
funds with the hypothesis of a 50 basis point increase or decrease in the discount rate and the inflation rate. The
purpose of the analysis is io identify how much the liability would vary in relation fo reasonably possible fluctuations
in this actuarial assumption.

dlsconl rate 40.5% o T {5,920} {3.92%)

discount rate -0.5% 6,381 4.23%
inflation rate +0.50% 4,001 Zof?f%u“
inflotion rate — 0.50% _ {3,753) ) (2.49%)

{*} the amounts in parentheses indicate a decrease in the fund

6. Multi-employer plans

There are no plans of this type.
7. Defined benefit plans that share risks between entities under common confrol
There are no plans of this type.

10.6 Provisions for risks and charges - other provisions

10.6.1 Other provisions for risks and charges - legal and tax disputes

The Group operates in o legal and regulatory scenario, which exposes it to a wide variety of legal proceedings,
relating, for example, 1o the conditions applied to its customers, to the nature and characteristics of the products and
financial services it sells, to odministrative irregularities, to clawback actions for bankruptcies, and to lebour law
disputes.

Banco BPM, the companies that merged to form the Group, the incorporated subsidiaries and the subsidiories
underwent various inspections by the Tax Authority in 2019 and in previous years. These acfivities concerned the
texable income declared for the purpose of income tax, VAT, regisiration tax, and more generally the manner in
which the tax legislafion in force at the time was applied. As a consequence of said inspections, Banco BPM Group
is involved in numerous legal proceedings.

Legal and tax disputes are analysed by the Group to identify those for which the use of economic resources intended
to produce economic benefits are likely to conclude the case and which consequently require the allocation of
provisions for the rest of the “confingent liabilities”. The term “contingent liabiliies” is used for disputes against
which no provisions have yet been made which correspond with:

i} possible obligations, in that it is still to be confirmed whether the entily has o present obligation that could
lead to an outflow of resources embodying economic benefits;

ii) present obligations that, nonetheless, do not meet the recognition criferia established under IAS 37
lbecause either it is not proboble that an oufflow of resources embodying economic benefits will be
required to settle the obligation, or a sufficiently relicble estimate of the amount of the obligation cannot be
made].

Note that the information provided below involving the claims associated with the main disputes represent the
maximum exposure to risk, regardless of the Group's opinion regarding the relative possibility of losing. For some of
these disputes, the Group holds thet the risk is quite limited and therefore, as they are possible liabilities, has not
made any provision.

For liabilities judged probable, the information on the amount of the allocation is not provided in order to not harm
the Group relative fo developments in the disputes with the counterparty, whether in court or through a settlement. As
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indicated in the paragraph “Significant accounting policies and uncertainties regarding the use of estimates in the
preparation of consolidated financicl statements”, to which the reader is referred, the complexity of the situations
ond of corporate operations which are behind disputes imply considerable elements of subjective judgement, which
may regard both what moy be due and whether it is due and how much time will elapse before fiabilities
materiglise. In this regard, although the estimates made by the Group are retained reliable and compliant with the
reference accounting standards, we cannot however exclude that the costs that will emerge 1o settle disputes may be
different, also in regard to significantly higher amounts, than the allocations made.

The provisions allocated against all existing legal and tax disputes, including cases associated with enforcement
actions, total 156.9 million suro.

Legal disputes with customers

The high number of cases makes it difficult o provide a defailed list, while their varying noture makes it extremely
ditficult if not impossible to group them into similar fypes. Below we provide a brief descripfion of the main legal
disputes pending as ot 31 December 2019, for which conclusion could involve a probable or possible use of
financial resources.

* On 14 April 2014, Maflow S.p.A., in extroordinary receivership, summoned the former Banco Popolare
before the court, requesting: (i) a court order, together with others, to pay compensation for domages of
199 million euro, corresponding to the financial difficulties of Maflow, as calculated by the counterparty;
(ii] @ court order to return the amount allegedly received by the bank unlawfully from loans granted fo
Maflow from its establishment to default. The above is all based on the assumption that the bank played a
dominant role by influencing the financial management of Moflow.

In @ ruling dated 14 December 2016, which was then appealed against, the Court of Milan totally
rejected the claims of the petitioner in those proceedings, also ordering the same to pay legal expenses.

» Administrative Proceedings: on 17 July 2014, the former Banco Popolare received a formal written notice,
insofor as jointly and severally obliged with those potentilly responsible for the infringement, regarding
the alleged infringement of anti-money laundering legislation (ltalian Legislative Decree no. 231/2007).
The aceusation regarded the failure to report a transaction refained s suspicious, following inspections
conducted by the Finance Police; the matter in question dated back to 2009 and regarded the paying in of
41 nondransferable banker's drafts for a total amount of 10.1 million euro. On 24 June 2019 the
proceeding ended with no negative economic impacts for the bank.

» On 10 July 2019 a customer summoned Banco BPM before the court to obtain total compensation for
domages of around 21 million eura for having allowed a proxy/delegate of the customer to carry out o
series of unauthorised transactions on varicus current accounts and securities portfolios. The lowsuit is
pending in the initial stage before the Court of Milan,

» On 18 July 2019, the heirs of a customer summoned Banco BPM before the court to request the
cancellation of several fransactions, mainly financial in nature, which were allegedly carried out on
accounts held by the customer without authorisation and in violation of the MIFID regulations. The
counterparties requested that the Bank be ordered to return a total amount of around 37 million euro. The
lawsuit is pending in the initial stage before the Court of Milan.

* On 28 October 2019 a customer company summoned Banco BPM before the court to verify the liability of
the Bank which, based on the reconstruction by the adversary, allegedly demanded excess guarantees in
providing several agricullural loans, inifiated repayment of one of the loans granted in advance and forced
the company to cease operating its own plant. The counterporly also submitted claims for damages for 40
million euro relating to the alleged damages incurred due to the claimed negligent business conduct
carried out and requested that the loan contracts and related mortgages be declared null and void. The
lawsuit is pending in the initial stage before the Court of Latina.

» On 20 December 2019 Banco BPM was summoned, along with a pool of banks, by the receivership of
Privilege Yord for alleged unlawful disbursement of a loan which, according fo the counterparty, was
granted based on a business plan defined as improbable, due 1o the clear inability to repay the loan, and
lacking appropriate guarantees. The receivership requested that the liability of the banks be verified for
collusion in the malo gesfio (poor management) by the directors of Privilege Yard, ordering them to jointly
pay compensation for the damages of around 97 million euro (Banco BPM share 27 million euro). The
lawsuit is pending in the initial stage before the Couri of Rome.

+ The subsidiary Partecipazioni ltaliane in liquidation, as the former owner of land located in Pavia that was
the industrial site of the former Necchi 5.p.A., {which ceased business operations many years ago), was
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the subject of an order of the Province of Pavia which requested that the subsidiary, as the party
“historically” responsible, along with another parly, carry out the reclamation and containment of that
area, which for many years now has been owned by third porties outside Banco BPM Group. As part of
the legal dispute initiated by the subsidiary against that order, on 2 December 2019, the Lombardy
Regional Administrative Court rejected the appec! of Partecipazioni ltaliane, ordering the company to
carry out all the works necessary to reclaim or contain the area. Given that the Regional Administrative
Court failed to consider the body of proof produced by the subsidiary in the proceedings, the subsidiary
intends to submit an appeal egainst that ruling. Irrespective of the possible future developments of the
dispute in question, in relotion to the obligation deriving from said ruling, it is likely that the subsidiary may
be required to commit financial resources to bear the charges for the reclamation and containment works.
Bosed on a technical report by an expert assigned by the subsidiary, considering the undetermined nature
of the works to be carried out on the area {which could be defined only clter a characterisation plan has
been drawn up ond the related adminisirative proceedings for approval of any reclamation plan have
concluded), it is impossible to reliably estimate any charges for reclamation, even within a significantly
large range. Therefore, in relation fo the potential liability described, no allocotions were made to
provisions for risks and charges in the subsidiary’s financial statements or, as a result, in these consolidated
financial statements.

In the light of the successful outcomes in the courts of first instance and/or the existence of valid grounds on which to
challenge the claims made by the claimants with regord fo proceedings under way, the claims classified as possible
but unlikely amount to a total of 775.0 million euro.

Claims classified as prabable amount o o total of 256.1 million euro, against which 70.0 million euro has been
allocated under the item Provisions for risks and charges.

Clawback actions and lawsuits begun against bad loans

The high number of cases makes it difficult to provide a detailed list, while their varying nature makes it exiremely
difficult if not impossible to group them into similar types, Below we provide a brief description of the main legal
disputes pending as at 31 December 2019, for which conclusion could involve a probable or possible use of
financial resources.
+ lttierre S.p.A. - The company in extraordinary receivership submitted o petition requesting the return of
30.9 million euro pursuant to Ari, 67 of the Bankruptcy Law. The courtappointed expert witess in
accounting deemed remittances of only 35,000 euro revocable. The proposed settlement, aimed at settling
all the disputes of the Ferrd Group, entails the payment of 3.5 million euro, and has been accepted by the
three Administrators of the proceedings and is awaiting authorisation from the Ministry of Economic
Development;
» Tecnogas S.p.A. - The proceedings are requesting the return of amounts of 11.2 million euro. The
bankruptey clawback proceedings in first instance were favourable to the bank.

In the light of the successful outcomes in the courts of first instance and/or the existence of valid grounds on which to
challenge the claims made by the claimants with regard to proceedings under way, the provisions allocated against
the claims classified as probable amount to a tatal of 14.8 million euro.

Tax disputes

The total amount of claims made by the Tax Authority with regard to tax disputes underway that involve Banco BPM
and its subsidiaries amounted to 318.5 million euro as ot 31 December 2018, of which 306.8 million euro related
to notices of assessment, tax demands and settlement notices and 11.7 million euro related to formal reports on
findings served or o be served (based on the daily reports on findings for the inspection currently underway}'.
During the year, the Group analysed, for each pending dispute, the new opportunities introduced by Decree Law no.
119 of 23 October 2018, converted by Law no. 136 of 17 December 2018, on the subsidised sefflement of pending
tax disputes. Based on those analyses, for the disputes listed below, it was deemed costeffective to eliminate the risk
connected with the uncertainty of the final outcome of the dispute in relation fo the charge fo be incurred:

! Note that, with the exception of the assessments relating lo 2005 of the former Banca Popolare llaliana and the claims for which the
commitment of economic resources is deemed likely, the estimate of the amounts claimed through the notices of assessment does not
include any interest to be paid in the even of lasing the lawsuit. The estimate of the claims taken from the formal reports on findings served
or being served other than those for which it commitments of ecanomic resources are deemed likely do not include either interest or fines.
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s dispute (former Banca Popolare lialiana Soe. Coop.] regarding the nolice of setflement of the registration
tax refoting to the reclossification of the disposal of a portfolio of securities made in 2002 between Cassa
di Risparmio di Pisa and Banca Popolare ltaliana as a business segment disposal. The claims amounted to
14.5 million euro. In o ruling dated 18 Oclober 2011, the Regional Tax Commission of Florence fully
upheld the appeal submitted by Banco BPM. The dispute was clased with the payment of tox amounting to
0.8 million euro;

« disputes regarding the notices of assessment served on 23 December 2014 regarding 2009 for the former
subsidiaries Banca Popolare di Lodi, Credito Bergomasco and Efibanca. The total claim amounted to 58.4
million euro. It referred to an alleged violation in the accounting measurement of the financial liabilities
arising from the failure to consider the Banks’ own creditworthiness when determining the fair value of the
lighilities issued by the Banks and placed with refail clients, which gave rise to an alleged violation of the
“accruals principle” in recognising income and charges. The Tax Commissions upheld all appeals
presented by Banco BPM ond dismissed the nolices of assessment in the first and second instances. The
appeal to the Supreme Court filed by the Tax Authority was pending. The dispute was closed with the
payment of tax amounting fo 1.5 million euro;

« dispute regarding the nofices of settlement for the recovery of the mortgege and land registry taxes relative
to a loan stipulated by the former Banea liclease and Bonca MPS in 2006. The claim amounted to a total
of 3.2 million euro. The appeal submitted by Banca ltalease was upheld in the first and second instance.
The appecl submitted jo the Supreme Court was pending. The dispute was closed with the payment of tax
armounting ta 0.1 million euro;

» dispute relative to the notice served to Aletti Fiduciaria fo recover faxes due by the fiduciary company
pursuant to the personal liability of the shareholder under art. 36, paragraph 3, of ltalian Presidential
Decree no. 602/1973. The claim amounted to 7.9 million euro. The company’s appeal was fully upheld in
the first and second instances. The appeal to the Supreme Court was pending. The dispute was closed with
the poyment of tax amounting to 0.4 million euro;

+ other minor disputes were closed with the payment of tax amounting to 0.1 million euro.

In summary, by applying the new provisions of subsidised sefffement of disputes, o legal risk totalling 84.2 million
sura was eliminated, with the outlay of 2.9 million euro, of which 2.5 millien euro hed already been charged to the
income statement in previous years.

MNote that, pursuant jo art. 6, paragraph 12 of Decree Law no. 119 of 23 October 2019, converted with
amendments by law no. 136 of 17 December 2018, the Tax Authorilty could serve a possible denial of the
seflements by 31 July 2020 (which can be challenged within sixty days before the legal body before which the
dispute is pending}.

The derisking action implemented during the year resulted in the finalisation of an additional cutofcourt setlement
agreement for the dispule regarding the notices of assessment relating to the failure to apply withholding tax on
inferest paid in 2015 in favour of the subsidiaries resident in Delaware. As this seflement is equivalent to those
finalised in the previous year for different years, the relief sought was alrecdy aligned with the charge of the
expected seflement, which was covered by specific provisions of the same amount {10.1 million euro).

In addition fo the closed disputes iflustraled above, during the year a sole new dispute arose. On 24 July 2019, the
subsidiary Banca Aletti received a notice of correction and seftlement of the registration tax due for the purchase of
the privete banking operctions by the former Banca Popolare di Milanc S.p.A., subsequently incorporated into
Banco BPM. The total claim, for which Banca BPM is jointly liable, amounts to 3.9 million euro. An appeal against
the deed has been presented to the Provincial Tax Commission.

Due to the changes illustrated, the total amount of the claims made by the Tax Authority as part of the tax disputes
still pending as at 31 December 2019 decreased to 228.1 million euro, as illustrated in greater detail below.

Details of pending disputes as af 31 December 2019

The main tax dispuies pending as at 31 December 2019 (with claims equal to or exceeding 1 million euro} are as
follows:

» Banco BPM {former Banca Popolare di Verona e Novara Soc. Coop.) - tax demand regarding IRAP tax

paid to the Regional Headquarters for Veneto for 2006. The claim refers to the application of the ordinary

rate of 4.25% to the net value of production resulting from business activities performed in Veneto and in
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Tuscany, instead of the higher rate of 5.25% and amounts to a iotal of 7.1 million euro. An appeal has
been submilted for this tax demand. The Provincial Tax Commission partially edmitted the appeal and
declared that the fines imposed were not due. The Regional Tax Commission confirmed the ruling of the
court of first instance, therefore cancelling the tax claim relating to higher IRAP regarding the Tuscany
Regional Authority. An appeal submitted to the Supreme Court is siill pending.

« Banco BPM {former Banca Popolare ltaliona Soc. Coop.) - notices of assessment relating to tax year 2005
regarding the claimed non-deductibility for IRES and IRAP purposes of costs and value adjustments to
receivables relating to facts or actions classified as offences {regarding offences of false corporate
reporting, obstacles io supervision and market turbulence alleged to have been committed by Banca
Popolare ltaliana with relation to the attempted iakeover of Banca Antonveneia). The claims amount fo
199.8 million euro {including injerest and tax collection fees). In separate rulings filed on 15 Octaber
2014, no. 8562 (IRES) and no. 8541 {IRAP), the Provincial Tax Commission of Milan, Section 22, fully
rejected the appeals submitted by the Bank, although providing no reasons underlying its confirmation of
the tax claim. The above ruling was appealed before the Regional Tax Commission of Lombardy. On &
May 2015, the appeals lodged on 3 February 2015 were heard before the Milon Regional Tax
Commission, Section 2. By ruling no. 670, handed down on 19 May 2015, the Commission rejected the
combined appeals submitied and confirmed the challenged rulings, also without adequate reasoning. An
appeal has been submitted to the Supreme Court of Cassation.

« Banco BPM (former Banca Popolare [taliana Soc. Coop.) - notices of assessment served on 22 December
2014 relating to the formal report on findings dated 30 june 2011 for tax years 2006-2009. These
notices also regard the cloimed non-deductibility for IRES and IRAP purposes of casts refained as relating fo
facts or actions classified as offences. More specifically, they regard value adjustments to loans already
disputed with reference to tax year 2005, illustrated in fhe previous point of this list. Said value
adjustments, although recognised by Banca Popolare laliana in its financial statements for 2005, were
deductible on a straightline basis over the following 18 financial years pursuant to the version in effect ot
the time of ar. 106, paragraph 3 of ltalian Presidentiol Decree no. 917 of 22 December 1986. The
notices of assessment serviced therefore dispute the claimed non-deductibility of the quotas of the above-
cited adjustments to loans deducted in 2006, 2007, 2008 and 2009. Total claims amount to 15.8 million
euro. An appeal was presented to the Provincial Tax Commission. The commission suspended the
proceedings until the judgement of the Supreme Court of Cassation on the crime costs for 2005, which
were referred to in the previous point, has become final.

« Banco BPM - the audit report delivered on 7 August 2017 regarding the 2013, 2014 and 2015 financial
years containing findings regarding the failure fo pay IRES and IRAP with reference to certain economic
relationships between Banca ltalease S.p.A. and the subsidiary Banca ltalease Funding LEC as part of the
capital enhancement operations implemented through the issue of preference shares. The total claim
amounts ja 1.4 million euro.

» Banca Aletti S.p.A. - notice of adjustment and setflement regarding the registration tax served by the Tax
Authority — Provincial Headquarters 1 of Milan, with regard to the certified private agreement drawn up on
28 June 2017 for the sale of the private banking activities by Banca Popolare di Milano S.p.A. to Banca
Alefti $.p.A. The total claim amounts to 3.9 million euro. An appeal submitied fo the Provincial Tax
Commission is shill pending.

Classification ond assessment of the claims of the Tox Authority in_accordance with 1AS 37

Disputes relating fo the claimed non-deductibility of costs relating to the altempted takeover of Banca Antonveneta by
the former Banca Popolare ltaliana

The claims of the Tax Authority, which amount to a total of 215.6 million euro, were carefully assessed in light of the
negative rulings made in the couris of the first two instances.

It is deemed that the decisions taken during the first and second instances are unlawful.

First and foremost, it should be noted that, in the parallel criminal proceedings initiated against the signatories of the
tax declarations for the crime of false tax declaration (o crime based on the some charges contained in the
assessment notices in quesfion], the judge acquitted the defendants “due to lack of evidence”. While the criminal
proceedings are separate from administrative disputes, it should be noted that, in the operotive part of the
fudgement, the criminal judge used the same arguments to justify their decision as those put forword by the bank in
its defence in the appeals presented in the administrative proceedings described above.

Furthermore, an analysis of the order and the content of the ruling of the Regional Tax Commission shows that the
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Commission’s decision on the merits of the case contains no specific justification ond is based on a mere reference
to the Authority’s claims, with no express indication of the reasons for its decision not to accept the precise
arguments laid out by Banco Popolare in support of its appect.

in the light of this analysis, it being believed thot there are grounds to challenge the ruling os, in fact, all the
defensive arguments regarding aspects of legitimacy not considered by the judges in the first and second instances
can be submitted again to the court, on 18 December 2015, the appeal fo the Supreme Court was made.

The detailed analyses carried out on this situation with the support of the advisers engaged to prepare the appeci,
as well as the additional opinions requested from other cuthoritative experts on the fopic, have confirmed the
conviction that the Tax Authority’s claim is illegitimate and that it is still possible for the defensive arguments to be
considered and accepted in the case before the Supreme Court. These same analyses led the Board of Directors to
confirm the classification of the potential liability as possible but not probable.

In light of the evaluations carried out, no provision has been recagnised for the potential liabilities in question in the
financial stotements as at 31 December 2019.

Other pending disputes
The other claims associated with tax disputes amount to 12.5 million euro.

In the light of the successful outcomes in the courts of first instance and/or the existence of valid grounds on which to
challenge the claims made by the Tax Authority with regard to proceedings under way ond also considering the
specific opinions issued by authoritative external firms, the claims classified as possible but unlikely emount to o totel
of 5.8 million eura.

Instead, the claims for which it is deemed probable that economic resources will be committed amouni to 6.7 million
euro. That risk is fully covered by the provisions allocated under the item other provisions for risks and charges -
others.

The provisions for risks and charges for tax disputes include an additional 36.0 million euro allocated by Banca
Aleti, of which 35.2 million euro for the risk connected with a passible unfavourable ruling in o pending dispute
with the Swiss tax authority relating to the recovery of tax credits for withholdings on dividends collected. This
dispute is promoted by Banca Aleiti, and already illustrated in Section 13 - Other assets of these Notes.

Audits under way as at 31 December 2019

On 5 December 2019, as part of a larger tax audit of o third party company external to Banco BPM Group, the Tax
Police launched a verification of Banco BPM for the purposes of direct taxes and VAT for the tax year 2017, Based
on the results of the reports of the audit, which is still under way, no findings have been stated.

10.6.2 Other provisions for risks and charges - personnel expenses

These ameunted fo 368.8 million euro as at 31 December 2019 and are mainly represented by residual charges to
be paid to finance the Solidarity Fund for redundancy incentive plans for personnel begun in previous years {226.5
million euro) and the estimate of charges deriving from the foreseeable payment of variable compensation in
compliance with that established under the Group's incentive systems.

10.6.3 Other provisions for risks and charges - other

This residual category of provisions amounts to a total of 309.1 million euro and mainly includes allocations against
the following liabilities:

a) risks associated with disputes and claims, both pending and expected, associated with operations with
customers and possible developments in the interpretation of certain regulctions governing banking
activities {252.2 million euro};

b) estimated liabilities against probable reimbursements of fees consequent to the possible early termination
by customers of insurance policies {20.4 million euro);

c) risks associated with guarantees granted against the disposal of equity invesiments or other assets or
groups of assets {12.5 million euro).
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Category a) includes the provision made against risks associated with reporting activities corried out of customers
interested in purchasing diamonds to the specialised company Intermarket Diamond Business S.p.A. (“IDB"). This
was carried out in almost all years between 2003 and 2016, prior to the merger which gave rise to Banco BPM.
The activities were suspended from the initicl months of 2017 and then definitively stopped.

To that end, note that the in April 2017 the Anfitrust Authority (AGCM} extended the proceedings initiated against
IDB to the reporting banks, including Banco BPM, and on 30 Oclober 2017, by finding an allegedly incorrect
commercial practice under the Consumer Code, imposed an administrative fine on IDB and the reporiing banks
lamounting, in the case of Banco BPM, to 3.35 million euro). The Bank paid the amount of the fine and challenged
the AGCM's decision before the Regional Administrative Court. Following the rejection of the challenge by ihe
Regional Administrative Court, the Bank submitted an appeal to the Council of State, which is still pending.

In relation fo those operations, criminal proceedings are alse pending before the Public Prosecutor’s Office of Milan.
As part of these, on 19 February 2019 the Public Prosecuior's Office of Milan served to the Bank {i} a prejudgement
attachment order for a total of 84.6 million euro and {ii) o nofice of investigation to Banco BPM and Banca Aletti
under the terms of ltolian Legislative Decree 231/2001 for an administrative offence for the predicate crimes of self-
loundering and to Banco BPM for the allegation of obstructing the performance of the functions of the public
supervisory authorifies. In the notice of closing of the preliminary investigations, the Public Prosecutor’s Office also
charged several former managers of the Group with the crimes of aggravated fraud, selflaundering, obsiructing the
performance of the functions of the public supervisory authorities and corruption between private parties.

These situations resulted in the receipt of a high number of complaints from the Group customers involved and the
launch of disputes in civil court. In that regard, also with a view to being close fo customers, the Group implemented
a large-scale customer care initiative. This entails o case-bycase analysis of the aspects reporied by customers in
their complaints, for the purpose, if necessary, of finalising settlements that envisaged the customer maintaining
ownership of the gem along with the disbursement of economic relief by the Group banks involved. Moreover,
following the bankruptcy of IDB, declared in January 2019, the Group further strengthened its customer care
oversight, providing a free service to support customers in submitting their claims for refurn of the gems to the
bankruptcy proceedings. As at 31 January 2020 ithe date nearest to the date of approval of the 2019 draft
financial statements) around 22,800 complaints had been received, for a total remedy sought of around 640 million
euro, and around 500 civil proceedings were pending in which the Bank was o defendant, for o total remedy
sought of around 43 million euro.

In relation to this management of complaints and disputes, both pending and potential, in the 2017 and 2018
financial statements, the Group recognised allocations to specific provisions to cover disputes with customers, for a
total amount of 318.3 million euro (43 million euro in 2017 and 275.3 million euro in 2018}. A total of 148.6
million euro has been used out of those financial resources (33.1 million euro in 2018 and 115.5 million euro in
2019} for reimbursements provided, in the meantime, to customers with which setflements were finalised. The
additional provision charged to the income siatement in 2019 amounted to 65 million euro, bringing the total
amount of the provision available for potential additional reimbursement claims to 234.7 million euro. Those
additional allocations were necessary due to the update of the estimates of the variables underlying the amount of
economic resources that the Group is forecast to commit to seftle the disputes with customers, illustrated below:

+ iotal amount of complaints deemed to have legal grounds {also considering the times of accrual of the
statute of limitations), which are expected to be received {amounts of the complaints already received and
the estimate of those to be received in the future] and the disputes these have caused;

« estimate of relief that shall be paid to customers that have submitted the above complaints and the financial
resources ko be committed to seftle the pending disputes.

The first variable is that which is most difficult to estimate, in that it is in large part independent of the managerial
actions executed and closely dependent on unforeseeable events such as, for example, repeating media focuses
over time on the issue in question. To that end, we also note that the Group banks do not have information about
which customers have already sold their diamonds through IDB after purchase. Both for the purposes of the 2019
financial statements and those relating to previous years, when determining the provision, the lawsuits already
launched against the Group, complaints received, and cn estimate of complaints which can be assumed to arrive in
the future were all taken into consideration, without considering any decrease in the risk of complaints against
possible sales of gems already completed by customers over time.

The second variable is also difficult to determine. In the face of the notably particular issue of the diamonds, the
Group has had fo progressively acquire, as the issue evolves, the information needed to structurally organise the
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process to deal with complaints, The methods used to determine reimbursements for customers, to resolve complaints
with an eye to setifement, has also been refined over time. This has necessarily influenced and will continue to
influence the amount of reimbursements proposed. Hence, the average percentage volue of reimbursements
proposed and accepted may vary over time.

In that context, considering the situation of difficully and uncertainty in forecasting the variables illustrated above, it
was necessary to anticipete a series of possible scenarios for each of the variables and assign them their various
probabilities of occurrence. Both the anticipation of the scenarios and the assignment of their probabilities of
occurrence required assessments with a high degree of subjectivity, which were and will be updated over time in
order to use all the new or increased information that has become and will become available over time.

The weighted average of the economic resources to be committed deriving from the various anticipated scenarios led
to the identification of an interval of possible values for the provision for risks ond charges as at 31 December 2019,
ranging from a minimum of 207.1 million evro to a maximum of 268.7 million euro within which the median value
of 234.7 million euro is the provision recognised in the finoncial statements os at 31 December 2019.

Note that in estimating this provision, discounting factors were not considered, given that it is held that most
complaints will be settled over a limited period of time. No assets for unexpected indemnities were recognised
against this provision.

Considering ol the aspects of uncertainty illustrated, it cannot be ruled out that the amount of the provision for risks
and charges recognised in the financial statements at 31 December 2019 is revealed to be greater or smaller than
the financial resources effectively paid out by the banks of the Group relative to disputes and complaints with their
customers. Consequently, the possibility that additional allocations or recoveries will have to be made in future
income statements also cannot be ruled out,

As permitted under paragraph 92 of the reference international accounting standard {[AS 37), the information above
does not include information which if provided could prejudice the position of the involved Group banks (Banco BPM
and Banca Alefti) in actions to protect their own third party position with respect to the issue and existing legal
cases.

em o] also includes allocations of 17.5 million euro recognised against the bank's decision to recaleulate the
conditions applied to customers relative to investigation fees and the gronting of credit availability relative to
previous years, based on meirics recently defined under more severe regulations and interpretation nofes issuved by
the supervisory bodies.

ltlem b) represents the provision allocated in application of that established under accounting standard IFRS 15
against the risk of having to return a portion of commissions received for the placement of insurance policies with
customers, in the case that these customers decide to close the insurance coverage in advance.,

llem d} represenis the provision allocated against risks associated with certain guarantees granted to the buyer at the
time of disposals of equity investments, asset and groups of assets which have already been completed, as better
specified below.

To this end, we can note that, in the context of the contracts signed at the time of the disposal of equity investments
or business segments in 2019 and in the previous years, as well as in any correlated parinership cgreements, there
are investment protection and guarantee mechanisms for the buyer. Specifically, these mechanisms provide for the
payment of indemnities to the buyer in the case that certain sales objectives are not met, with the establishment of
moximum amounts, fixed amounts, grace periods and exceptions in favour of Banco BPM Group. These invesiment
protection and guaraniee mechanisms remain in place through the end of the partnerships.
Below is a kst of the main operations carried out relative io which the disposal contracts and/or associated
partnership agreements include obligations for Banco BPM Group to pay indemnities, when applicable:
+ the sale of the controlling shareholding in Aletti Gestielle SGR 1o Anima Helding in 2017;
o the sale of a 65% shareholding in the insurance companies Popolare Vita and Avipop Assicurazioni (now
respectively called Vera Vita and Vera Assicurazioni) to Societdr Cattolica Assicurazioni in 2018;
e the sale of a business unit relative to custodian bank business segment to BNP Paribas Securities Services in
2018 and the consequent revision of the obligations established af the time of the sale of the custodian
bank business segment of the former Banca Popolare di Milano to the same buyer in 2010;
» the sale of confracts relative to delegated insurance asset management mandates placed through Banco
BPM Group to Anima SGR in 2018;
» the sale in 2015 by the former Bonco Popolare of the subsidiary B.P. Luxembourg S.A. to Banque
Havilland;
+ the sale of 81% of the shareholding held in Bipiemme Vita to Covéa in 2011,
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If on the basis of the final objectives achieved and forecasts relative to developments in the same the payment of an
indemnity to the buyer is deemed likely, the estimate of the relative liability is allocated to the provisions for risks and
charges in question. In that regard, the amount allocated as af 31 December 2019 refers fo the sale finalised in
2018 by the subsidiary Banca Aletti of the contracis relating to coniracts relating to delegated insurance asset
management mandates placed through Banco BPM Group network to Anima SGR. Those allocations result from the
failure 1o reach the objectives agreed in the contracts by the deadline of 31 December 2019, even though at the
date of the draft financial statements negotiations were still under way with Anima SGR which could result in a
revision of those contractual agreements, in terms of redefining both the objectives and the deadline set out for their
achievement.

Section 11 - Technical reserves - ltem 110

The Group does not have any equity investments in insurance companies included under consolidation,

Section 12 - Redeemable shares — ltem 130

12.1 Redeemable shares: breakdown

The Group has no redeemable shares as of the reporting date, nor did it as at 31 December 2018.

Section 13 - Group equity ltems 120, 130, 140, 150, 160, 170 and 180

13.1 “Share capital” and “Treasury shares”: breakdown

The share capital as at 31 December 2019 was 7,100 million euro and consisted of 1,515,182,126 ordinary
shares, fully subscribed and paid up.

The “treasury shares” item is represented by 3,657,792 shares of the Parent Company, fully held by the same, for a
book value of 11.5 million euro.
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13.2 Share capital - Number of shares of the Parent Company: annual changes

A, Outsfanding;—::;far‘ the E:gbi;ning of the year 1,515,1 82?5?W -
" hlly paid up T 515,182,126 .
Cnat fully paid u;ﬁn _ o o i - .
A1 Treasury shores (] N o (4,004,510) o
A,2 Shares issued: opening baolance . 1,511,177,616 _ -
B. Increases o - 346,718 & .
B.1 New issues T R
for a fee: - - -
 business combinations o T T .
" _ conversion of bonds . o T -
- exercise of warrants i o S ) -
T e — i
without cggpensctior}:w o o - -
“to employees T T “ ;
- to directors I - -
— — e - o e
B.2 Sale of treasury shares T - 346,718 -
B.3 Other changes L o
C. Decreases 4 o . -
C.1 Cencellaticn . .
C.2 Purchase of treasury shares o - -
C.3 Dispasal of companies - .
C.4 Other changes .
D; sk issu - /511,524,334

D.1 Trusury shares (+] N 3,657,792
D.2 Ouistanding shares at the end of the year 1,515,182,126
- fully paid up 1,515,182,126

- net fully paid up

ltem B.2 includes shares assigned during the year io employees, implementing remuneration and incentive policies
as detailed in Part | of the Notes.

During the year there were no other transactions involving purchases or sales of Banco BPM shares, either on the
part of the Parent Company or subsidicries, with the exception of the minimal quantities transiting in the “errors
account” relative to orders carried out for third parties, which were not in the position as at 31 December 2019.

13.3 Share capital: ather information

There is no other informaiion worthy of note with respect to that already provided in the previous points of his
seclion,

13.4 Profit reserves: other information

Group Reserves recognised under item 150 of the Balance sheet [iobilities amount to a total of 3,512.6 million euro,
classified as follows:

¢ Profit reserves of 3,002.9 million euro;

o Other reserves of 509.7 million euro.

Please see the “Statement of changes in consolidated shareholders’ equity” for evidence of changes in the reserves
during 2019, as well as the schedule included in the Notes to Banco BPM separate financial statements for the
information required under art. 2427 of the ltalian Civil Code.

With reference to the changes of the opening balances related to the change in the measurement approach for real
estate opening balances, please refer io that set out in the paragroph ““Chonges in 2019 in the accounting
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standards applied by the Group”, set out in “Part A — Accounting Policies” of these Notes.

Lasily, note that the Parent Company has “Jegal reserves” totalling 1,420.0 million euro within its own capital
reserves, equal to 1/5 of share capital. This reserve waos established when the profits for 2017 were allocated by
the Parent Company.

13.5 Equity instruments: breakdown and annual changes

As indicated in the “Significant events during the year” section of the Report on Operations, on 11 April 2019,
Banco BPM issued Additional Tier 1 instrumenis for an amount of 300 million euro. These were, in particular,
subordincied instruments classified in Additional Tier 1 capital, under the terms of Regulation no. 575 of 2013
{CRR).

The issue is classifiable as an equity instrument, under the terms of the accounting standard IAS 32. The price
received from the issue, affer deducting the directly-atiributable fransaction costs net of the tax effect which amounted
to 1.9 million euro, was recognised in the item “140. Equity instrumenis”, for an amount of 298.1 million euro.

In keeping with the naiure of the instrument, the coupons are recognised as a reduction of shareholders’ equity
(*150. Rese