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Dear shareholders,

The 2019 financial year was complex and rich in events in which Cassa di Risparmio di Fermo
S.p.A. confirmed its vicinity to local communities and the role that it intends to undertake as a
local bank, always in support of households and SMEs, with its local ground roots. Our bank is
the “local bank” that can rely on a stable shareholding structure such as the Fondazione and a
major national bank like Intesa Sanpaolo S.p.A. This allows us to undertake a positive role of
vicinity to the industry in Marche and Abruzzo, where present, and near Rome, which guarantees
diversification in the reference market. These dynamics represent the implementation of social
responsibility and constitute the real added value that our business enjoys over larger banks.

On 30 April 2019, the board of directors expired and the governing bodies were renewed,
promoting the internal shape and return to the traditional governance structure that envisages
a general manager and executive committee. At its first meeting on 6 May, the board of directors
of the bank appointed general manager Ermanno Traini, former commercial director. The return
of the position of general manager brought with it that of the executive committee, formed of
three members from the board of directors.

We extend our sincere thanks to Alessandra Vitali Rosati, managing director until 30 April 2019,
for the intense and profitable work carried out in her three-year mandate, characterised by
significant organisational transformations involving our entire bank.

We have high hopes that the work of the executive committee and the general manager will allow
the bank to achieve the objectives identified in the business plan, guiding the bank through the
changes required by the current context.

In this respect, we cannot ignore what has been happening since February 2020 in Italy and
across the globe. On 11 March 2020, the Director of the WHO defined the spread of COVID-19
as a “pandemic”. The health and economic emergency we are experiencing will have
repercussions, as of yet not quantifiable but undoubtedly significant, on the global economy and
on our local economies.

Our bank acted immediately, monitoring and maintaining thorough controls, while considering
the health and safety of employees and customers as a priority. All measures on using video
conference for meetings and remote contact with customers were implemented. A resource
optimisation plan was launched through shift rotation and the activation of flexible working,
while ensuring that all services were monitored. Our institute joined the “Addendum to the 2019
Credit Agreement” signed by the ABI and the main business associations, which extended to the
loans granted up to 31 January 2020 to micro, small and medium enterprises that suffered
losses due to the COVID-19 emergency, the possibility to request the suspension of payments or
the extension of the repayment plan. The agreement transposes the provisions contained in Law
Decree of 17/03/2020, “Cura Italia”.

The measures undertaken by Carifermo for businesses and households confirm our commitment
to: Be There.
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INTERNATIONAL SITUATION

During 2019 no risks were mitigated as a result of the outlook for the global economy.
International trade began to flourish again, there were signs that the trade disputes between the
United States and China were easing off, and the United Kingdom’s exit from the EU (Brexit)
without a deal was avoided.

On the other hand, geopolitical tensions were on the rise, especially between the United States
and Iran, and concerns remained that the Chinese economy would slow much more than
anticipated. Nevertheless, a growth with less pessimistic expectations, favoured by the
accommodating stance of the central banks, drove the stock markets forward and facilitated a
moderate recovery of long-term returns.

In December, the United States and China reached an initial trade agreement (Phase One Deal),
prefacing a wider discussion of the economic relations between the two countries. The agreement
prevented increases in the US tariffs that initially envisaged for mid-December and halved those
introduced in September. At the end of 2019, the United States Congress approved the new trade
agreement between the United States, Mexico and Canada (United States-Mexico-Canada
Agreement, USMCA). The decision regarding duties on imports of automobiles and components
from the European Union (EU) was postponed to a later date, yet to be announced.

In November 2019, international trade recorded a monthly decrease of -0.6% compared to the
previous month (-1.0% YOY). The average growth rate in the last 12 months was - 0.6%, down
strongly compared to the +3.4% recorded in 2018.

Again in November 2019, industrial production increased by +0.6% on the previous month
(+0.3% YOQOY). The average growth rate in the last 12 months was +0.9%, 23 tenths below the
2018 rate.

In the last quarter of 2019, the Eurozone recorded a growth in GDP of +0.4% on an annualised
quarterly basis, slowing compared to the previous quarter. In December 2019, industrial
production in the Eurozone decreased by -2.1% on the previous month and by 3.6% YOY, while
retail sales in the Eurozone in December 2019 grew by +1.4% in terms of business trends, but
decreased by -1.6% in relation to the economic cycle. The business confidence index in December
2019 recorded a figure of -9.3 (-9.1 in the previous month), while the consumer confidence index
in the same month was -7.2, up from -8.1 in the previous month.

In December 2019, the unemployment rate decreased compared to the previous month, at 7.4%,
while the employment rate in the third quarter of 2019 decreased to 67.9% compared to 68% in
the second quarter of 2019 (67.4% one year prior). Inflation in the Eurozone in December 2019
rose to +1.3% (+1% in the previous month, +1.5% twelve months prior).

The global slowdown and the contraction of international trade affected the economic activity of
the Eurozone, where growth weakened and the risk of a fall in inflation intensified. In September,
the Governing Council of the European Central Bank (ECB) adopted a substantial package of
expansive measures: the interest rate on deposits with the Eurosystem was reduced and the
recovery of net purchases as part of the Expanded Asset Purchase Programme (APP) was
announced. The conditions applied to the new series of Targeted Longer-Term Refinancing
Operations (TLTRO3) decided in March 2019 were also changed, and a two-tier system for the
remuneration of bank reserves was introduced in order to mitigate impact on the profitability of
intermediaries by the negative interest rate applied to deposits with the central bank.

At the European Central Bank meeting of 23 January 2020, the Governing Council decided not
to change the interest rates on the main refinancing operations, the marginal lending operations
and deposits with the central bank, at 0.00%, 0.25% and -0.50% respectively.

The Governing Council, before the COVID-19 health emergency, expected the key ECB interest
rates to remain at their present or lower levels until it had seen the inflation outlook robustly
converge to a level sufficiently close to, but below, 2% within its projection horizon, and such
convergence had been consistently reflected in underlying inflation dynamics.
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FINANCIAL MARKET TRENDS

The growing expectations for a trade agreement between China and the United States and the
accommodating stance of the main central banks favoured a shift in investors’ interest from the
bonds market to the stock market and drove share prices up; long-term returns rose slightly,
reflecting less pessimistic valuations for growth.

The negative phase of the 3-month Euribor continued throughout 2019, which sat at -0.4% in
mid-December 2019, while the rate on 10-year interest rate swaps increased, in December 2019,
to +0.13% from +0.08% in November 2019.

At home, the financial markets benefited from the decrease in political uncertainty. This said,
the country has not yet succeeded in overcoming the chronic vulnerability associated with the
medium-term outlook on public finances and economic growth. In December, the spread between
the ten-year return on Italian and German government bonds was 156 basis points (151 in the
previous month).

In December 2019, returns on the financial bonds of the Eurozone were stable and those of the
US decreased.

The share indexes showed positive signs in December 2019. The Dow Jones Euro Stoxx increased
on its monthly average by +1.2% (+19.8% on an annual basis), the Nikkei 225 increased by
+1.7% (+13% on an annual basis) and the Standard & Poor’s 500 increased by +2.3% (+24% on
an annual basis). The main European stock indexes showed, in December, the following average
monthly difference: the FTSE100 on the London Stock Exchange increased by +1% (+9.5% YOY),
the DAX30 in Frankfurt increased by +0.1% (+22.4% YOY) and the FTSE MIB in Milan increased
by +0.1 (+25.3% on an annual basis).

With reference to the bonds market in November 2019, the gross issues of government bonds
came to €29.5 billion (29.9 billion in the same month of the previous year; 401 billion in the first
11 months of 2019), while the net issues came to +3.3 billion (+7.1 billion in the same month of
the previous year; +71.6 billion in the first 11 months of 2019).

With reference to the bonds market in December 2019, the gross issues of government bonds
came to €12.6 billion (15.6 billion in the same month of the previous year; 414 billion in 2019),
while the net issues came to -21.6 billion (-31.9 billion in the same month of the previous year;
+50 billion in 2019).

The gross issues of corporate bonds came to €14.1 billion (17.8 billion in the same month of the
previous year; 124.4 billion in 2019), while the net issues came to +4.8 billion (+10.1 billion in
the same month of the previous year; +23.9 billion in 2019).

Lastly, as regards bank bonds, the gross issues came to €7.9 billion (14.7 billion in the same
month of the previous year; 92.8 billion in 2019), while the net issues came to -2.9 billion (+6.7
billion in the same month of the previous year; +0.2 billion in 2019).

ITALY

The latest information suggests that Italy’s economic activity, which increased slightly in the
third quarter of 2019, decreased in the last three months of the year, continuing to be especially
affected by the weak manufacturing sector. In surveys by the ISTAT (Italian National Institute of
Statistics) and the Bank of Italy, businesses expressed slightly more favourable valuations of
orders and foreign demand, but continued to consider uncertainty and trade tensions as factors
that hindered their activity.

The negative trend seen in the third quarter for GDP worsened in the last quarter of 2019 and
decreased by -1.4% on an annualised quarterly basis (+0.2% in the previous quarter). In terms
of demand, there was a negative contribution from the national component and a positive
contribution from the net foreign component. The consumer and business confidence indexes
continued to be negative. In December 2019, the consumer confidence index went from -16.5 to
-14.2 (-10.2 twelve months prior); business confidence was also negative, and went from -6.2 to
-6.1 (-1.5 one year prior).

In December 2019, the harmonised index of consumer prices, though remaining at very low
levels, increased to +0.4 (+0.2% in the previous month); while “core” inflation (net of unprocessed
foodstuffs and energy) remained stable at +0.7% as per the previous month.

The unemployment rate in December 2019 remained unchanged from the previous month, at
9.8% (10.4% twelve months prior). Youth unemployment (15-24 years) remained stable in the
same month, at 28.9% (31.9% one year prior).
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In November, industrial activity remained nearly stationary, slowed by the particularly
pronounced decrease in the energy sector; net of this component, it grew by 0.4 per cent. In the
third quarter of 2019, investments decreased slightly, due to the decrease in purchases of energy
products; investments in construction, on the other hand, increased, and property sales grew
once more with prices remaining rather stable. In the last three months of the year, activity in
the construction sector grew moderately, in line with the dynamics of construction in October
and with the confidence indexes, which dropped but remained at high levels.

The increase in disposable income recorded during 2019 supported household spending in the
first six months of 2019. In the third quarter, resident household spending accelerated by 0.4
per cent. All components increased, specifically durable and semi-durable goods. Consumers
enjoyed the favourable trend in disposable income, which since last April has also been
moderately supported by the citizenship guaranteed minimum income. The purchasing power of
households grew by 0.3%, to a lesser extent than the spring months due to less accentuated
dynamics in income from employment. The propensity to save stayed at around 9 %.

MARCHE REGION

In 2019, the economy in the Marche recorded a phase of stagnation, with growth in the
mechanical and construction industries, shoemaking even further in crisis, loans between
companies down and a higher unemployment rate. The economic update on the economy in the
Marche presented by the Bank of Italy last November showed a region struggling to emerge from
the crisis due to the economic weakness, with the Marche substantially in line with the trend for
the rest of the country. After 2018, when the region seemed to start to recover, in the first part
of 2019 the economy slowed down and recorded slower growth. This situation was also affected
by the international economic context which saw a decrease in one of the reference markets for
regional export, Germany.

According to the results of the Quarterly Survey by Confindustria Marche, in October-December
2019, industrial production remained rather stationary in terms of business trends, a more
favourable result than the national figure recorded in the October-December quarter (-2.6%).

The figure for the final three months of 2019 confirms the presence of underperforming
production dynamics in some of the major sectors of the regional economy. Underlying this are
factors connected to the composition of the industry, which includes sectors with varying
sensitivity to demand, and to the organisational structure of businesses, which impacts the
intensity and recovery times. However, the continuing weak dynamics of exports were reflected
negatively in the regional production sectors most exposed to international trade dynamics. Total
commercial activities were stable in the last quarter of 2019: sales in real terms were up 0.1%
compared to the corresponding period of 2018, with a negative performance seen in the domestic
market, and a positive one in the foreign market.

Sales in the domestic market recorded a fall of 0.7% compared to the last quarter of 2018, with
negative results for all sectors except for Food, Rubber and Plastics and Footwear. Sales abroad
recorded an increase of 0.9% compared to the last quarter of 2018. All sectors, with the exception
of Textile Clothing and Rubber and Plastics, recorded positive performances, though they differed
greatly.

The raw materials price and cost of purchasing dynamics were limited. Prices differed by 0.6%
on both the domestic and foreign markets. For costs, the differences recorded came to 0.5% and
0.8% respectively in the two markets.

The average employment figures for October-December 2019 increased slightly (0.2%), with
performances varying greatly between sectors. The government-sponsored lay-off scheme hours
also increased in the same period by 103.1% compared to the last quarter of 2018 from 2.9 to
5.8 million. The growth is solely attributable to extraordinary measures, which went from 790
thousand hours in the last quarter of 2018 to 4.7 million hours in the last quarter of 2019
(+498.6%). Ordinary measures, on the other hand, went from 2 million hours in the last quarter
of 2018 to 1 million hours in the last quarter of 2019 (-47%).
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The moderate economic tone affecting the last quarter of 2019 reflects mixed performances in
production between the provinces in the Marche, with weaker dynamics for the provinces of
Ascoli Piceno-Fermo and Macerata and more favourable ones for Ancona and Pesaro Urbino. The
trend in commercial activity on the domestic market was negative for the provinces of Ancona
and Pesaro Urbino, while Macerata and Ascoli Piceno-Fermo recorded a better performance than
the last quarter of 2018. As regards the foreign market, on the other hand, increases were
recorded in all provinces.

Loans granted by banks to businesses and households in the Marche during 2019 saw a
decreasing trend. At the end of November, approximately €32.6 billion had been disbursed, down
-4.9% compared to the same month in the previous year. Within the loans disbursed, loans
granted to businesses decreased by 9%, and those to consumer households by 1.1%. The ongoing
and far-reaching economic crisis has affected the large amount of NPE held by the regional
banks. At the end of November 2019, gross NPE made up 8.3% of the total loans disbursed
despite the numerous transfers of exposures in previous years.

THE ITALIAN BANKING SYSTEM

At the end of 2019, total bank loans to households and businesses remained substantially stable.
The annual difference in loans to businesses were negative at -1.9%, while the dynamics of loans
to households showed a positive trend compared to the previous financial year of +2.6%.

Compared to the previous twelve months, loans to businesses decreased, mainly with reference
to small enterprises. The contraction in loans affected all business sectors, with highest intensity
in the construction sector, mainly connected to the decreased demand for business loans linked
to investments.

The analysis of the bank loan distribution by sector of economic activity shows, in December
2019, that of the manufacturing activities, mineral extraction and services make up around
56.8% of the total; the portion of manufacturing activities only is 25.9%. Loans for the hospitality
sector made up around 21.7% of the total, the construction sector 11.4%, agriculture 5.6% and
the remaining activities around 4.6%.

The growth in loans to households closed 2019 in acceleration at +2.6% YOQY, following the
recovery of gross monthly flows of loans for property purchases recorded in September and
strengthened notably in the 4th quarter, with a volume of renegotiations at maximum levels,
nearly tripled compared to the 4th quarter of 2018. Confirming the increased liveliness on the
mortgage market, new contracts grew again from November.

According to the Bank Lending Survey conducted in December, the Italian banks slightly relaxed
the criteria for offering loans to households for property purchases. The relaxing was once again
determined by competitive pressures. As regards the demand for mortgages, the expansive
dynamics, which also continued in the 4th quarter, were mainly supported by low interest rates
and the outlook on the residential property market. The banks expect unchanged demand in the
1st quarter of 2020.

Bad exposures, net of impairment losses and accruals, totalled €27.5 billion in December 2019,
a decrease compared to the 31.9 billion in December 2018 (-4.4 billion, or -13.7%). The ratio of
net bad exposures to total lending was 1.61% (1.85% in December 2018).

In December 2019, funding from customers, represented by deposits from resident customers
and bonds (net of those repurchased by banks) rose by 4.8% compared to 2018. In detail,
deposits from resident customers (current account, certificates of deposit, reverse repurchase
agreements net of operations with central counterparties, deposits with pre-established duration
associated with transfers of exposures) recorded a difference of +5.6%, while annual differences
in bonds were null.
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Securities in custody with Italian banks, totalling around €1,142 billion in December 2019,
decreased by around 2% YOY. Assets under management in the third quarter of 2019
approximated €115.1 billion, showing a year-on-year decrease of -5.7%.

In September 2019, individual asset portfolios under management by banks, stock brokerage
companies and OEICs in Italy contained assets of approximately €967 billion, a year-on-year
increase of +15.5%.

In December 2019, assets of Italian and foreign open-ended funds increased by +11.2% due to:
an increase of €38.2 billion in equity funds, 27.6 billion in balanced funds, 35.7 billion in bond
funds and 6.9 billion in flexible funds, while hedge funds decreased by 704 million and monetary
funds by 528 million. With specific reference to the equity breakdown by type of fund, it is shown
how, in the last year, the portion of balanced funds rose by 10.3% in December 2018 to 11.9%
in December 2019, equity funds from 20.7% to 22.2%, while bond funds decreased from 39.3%
to 38.7%, flexible funds from 25.8% to 23.8%, monetary funds from 3.6% to 3.2% and the portion
of hedge funds from 0.4% to 0.3%.

THE BANK’S OPERATIONS

The 2019 financial year was characterised by the renewal of the governing bodies and the change
in corporate governance, which led to the reintroduction of the position of general manager and
the executive committee.

The bank’s operations during 2019 were characterised by the need to respect the increasingly
more intense legislative requirements, by the continuing operational relaunch and consolidation
in the New Organisational Model, inaugurated in 2017 and implemented in 2018, and by the
pursuit of the objective to confirm the role of bank of reference for the local economy.

During the year, the bank complied with the extensive legislative innovations which entailed a
costly ongoing internal compliance exercise.

The main legislative projects involved the following areas:

e MiFID II and IDD: activities continued during the year for the gradual activation of the
procedures and operating methods connected to the obligations imposed by the
legislation. Given the extent of the legislation in question, the procedural adjustments
required a long period of “fine tuning”. The new ESMA legislation, arising as part of MiFID
II and IDD, required intermediaries to provide investors with clear and explicit
information about all costs and charges connected to the investment services provided
and to the related financial products, in order to allow customers to know the total cost
incurred and its overall effect on the return of the investment portfolio. The bank
communicated the costs incurred by investors for the first time in 2018, regarding the
investment services and asset management and insurance products (financial in nature),
by sending the 2018 Report on Ex-Post Costs and the 2018 Suitability Report.

e PSD2: The entry into force of the European directive on payment services, the “PSD2”
(Payment Services Directive), imposed new security measures on payment services offered
electronically, adopting technologies able to guarantee safe authentication and reduce
the risk of fraud. The authentication procedure must include mechanisms to monitor the
operations and guarantee that the user of the payment services is the legitimate user.
The concept of strong customer authentication (SCA) was then introduced, and must be
applied by each customer whenever accessing an online payment account or making an
electronic payment, which requires the generation of an authentication code that is
difficult to falsify. The bank also adjusted to the PSD2 legislation in relation to the
obligations on reporting serious security incidents or incidents related to payment
services, with updates to the incident management process described in the ICT
Regulations.

e PAD (Payment Accounts Directive): Adjustment to PAD legislation (Legislative Decree no.
37/2017 transposing Directive 2014/92/EU Payment Accounts Directive) and in
particular to the subsequent Measure of the Bank of Italy of 18 June 2019 regarding
transparency of operations and banking and financial services in order to increase the
transparency and comparability of spending information related to payment accounts
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e ANTI-MONEY LAUNDERING AND THE FINANCING OF TERRORISM: at the end of March
2019, the following provisions were definitively issued by the Bank of Italy and the FIU:
a) provisions on organisation, procedures and internal controls intended to prevent the
use of intermediaries for the purposes of money laundering and the financing of
terrorism; b) instructions on Objective Communications. At the end of August, the IT
outsourcer issued the procedure for managing new reporting flows connected to sending
objective communications to the Financial Intelligence Unit (FIU) in good time in order to
send the first Objective Communication. In the current year, the Anti-Money Laundering
Unit launched an itinerary intended to identify adequate technology solutions,
supplementary to the existing procedures, capable of increasing the efficiency of the risk
governance process for money laundering and the financing of terrorism.

e IFRS16: the bank defined and identified the rental and lease contracts subject to the new
accounting standard. The application of IFRS16 led to no substantial differences to the
profit or loss or to the equity, merely a reclassification for the purposes of profit or loss,
from “administrative expenses” to “amortisation on property, plant and equipment”. In
addition, for equity purposes, the activity emerged related to the rights of use of
leased/rented assets and the lease liability for future flows.

e PRODUCT OVERSIGHT AND GOVERNANCE (POG) OF BANK PRODUCTS: activities
began in October and an analysis was initiated of the bank’s product catalogue. At the
same time, tests began on the procedure arranged by the outsourcer.

The 2019/2021 business plan was initially approved during the board meeting of 26 February
2019 and further revised following the updates requested by the supervisory body to the NPE
operational management plan, without significantly amending the composition of the assets and
liabilities of the business plan. Following the establishment of the new board of directors in May
2019 , having considered some changes to the regional and national scenario of reference, the
need arose to revisit this document once more, the final version of which was approved in the
meeting on 24 September 2019, mainly to specify some development and cost optimisation
strategies in more detail, without modifying the structure of the assets and liabilities of the
business plan.

In the 2019 financial year, the bank was also significantly committed to revising policies and
regulations as required by changing legislation. The most significant changes were made to the
Credit Measurement and Classification Policy, the Policies for Financial Risk Management, the
HR Policies to transpose legislative provisions on financial and insurance products (MiFID II and
IDD), the Whistleblowing Policy, the Outsourcing Policy, ICT Regulations and Privacy
Regulations.

Commercial activities during the year, in addition to the development of the products already in
the catalogue, involved the launch of the “2019 car loan” and the new 1.25% certificates of
deposit alongside the Double Perspective and Dynamic Equilibrium Policy for individuals and
the launch in October of the new multi-class product, Arca Ingegno. Since December, a
collaboration with Italcredi has also been in place for the proposal of salary- or pension-backed
loans and loans benefiting from deduction of repayment from salaries. As part of the agreement,
the bank acquired these types of exposures for an approximate amount of €5 million. Specific
financing was also launched for companies operating in the tourism sector, holiday loans,
advances of 2019 CAP contributions, and business ceilings the bank uses to offer businesses a
ceiling for short- and medium-term loans. Specific credit facilities were launched for businesses
and professionals involved in reconstruction of the areas hit by the 2016 earthquake.
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To implement the strategies envisaged in the NPE Plan approved on 26 March 2019, the bank
initiated all measures required to achieve the qualitative and quantitative objectives. In
particular, in April a two-year consultancy contract was signed with a major NPE management
company regarding the identification and implementation of measures for a controlled
restructuring of the exposures to debtors within the scope of the contract, with methods shared
with the bank. Another contract was signed with a credit collection company specialised in the
collection of NPEs, in relation to the out-of-court and judicial credit collection of credit-impaired
exposures less than € 100 thousand. As part of the review of the credit process, “credit
monitoring” continued to be strengthened, involving both the management structure and the
network through specific training to share instructions and guidance for each phase of the credit
process (acquisition of customer information, preliminary management and monitoring, review
and past due payments).

In line with the NPE Plan, on 23 December 2019 the bank signed the transfer of a portfolio of
bad exposures with a leading sector operator for a gross amount of € 25.9 million, fully paid in
cash by 31 December 2019. During the year, total and partial write-offs were also made on highly
non-performing exposures no longer deemed recoverable for the cancelled part for a gross
amount of € 15.3 million.

Throughout 2019, the bank followed up its policy for outsourcing non-core activities in line with
the 2019-2021 business plan, outsourcing the level 1 help desk to the IT outsourcer. On the one
hand, this allowed for the service to be made more efficient and on the other, it allowed for cost
savings on dedicated resources.

In 2019, extraordinary maintenance was carried out to bring the bank’s structures up to date
with new requirements. In particular, extraordinary maintenance began in the year on the
complex of Porto San Giorgio following the lease of part of the building to Engineering; the works
are to be completed by April 2020. Additional extraordinary maintenance was carried out in the
branches of Cerreto d’Esi, Rome via Puglie and Faleriense. In January 2019, the Campiglione
branch was transferred to the new premises and in March an ATM was installed in Monte
Monaco.

Cyber and physical security was a key issue again in 2019 and many projects were carried out
to improve security. Throughout the year, the alarm transmission systems in the branches were
replaced and the ATMs were replaced with more advanced and secure models.

The bank’s treasury and cash service provided to local bodies continued during the year. During
the year, it reinforced its traditional role in this sector by acquiring four new treasury service
mandates confirming its leadership role. It intends to encourage and strengthen its partnerships
with local bodies to exploit all possible and existing synergies to the advantage of the local
communities.

At year end, the bank managed 30 treasury services compared to 26 at the end of 2018, as well
as cash services for 11 local bodies.

The annexes to the financial statements include a list of the bodies to which the bank provides
treasury and/or cash services.

ORGANISATION AND WORKFORCE

In 2019, measures to make the distribution network more efficient continued with the
optimisation of hub branches from 10 down to 8! and the alternating opening of pairs of
neighbouring branches. The first trial began successfully in February at the agencies in
Filottrano and Montecassiano. It continued in the second half of the year with the agencies in
Monterubbiano and Rubbianello and with the agencies in Rapagnano and Torre San Patrizio,
Montottone and Carassai; the decision was made to open the Recanati Fontenoce branch in the
morning only. In June 2019, activities ceased at the Civitanova Nord branch and an evolved ATM
was activated. All existing relationships were transferred to the branch in Civitanova Ag. 5.

! The Montegranaro branch was added to the Monte Urano hub. The Civitanova Marche and Porto

Sant’Elpidio hubs were merged, with the Porto Sant’Elpidio branch acquiring the role of “hub branch”; the Pedaso
and San Benedetto del Tronto hubs were merged, with the San Benedetto del Tronto branch acquiring the role of
“hub branch”; the Fermo Campiglione agency was added to the Fermo hub;
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At year end, the bank’s 58 branches were located in seven provinces and three regions as shown
in the following table:

REGION PROVINCE N°é‘;f/';r2a/“2°;‘f; at
Marche Fermo 27
Marche Ascoli Piceno 11
Marche Macerata 12
Marche Ancona 2
Abruzzo Teramo 2
Abruzzo Pescara 1
Lazio Rome 3

The bank’s owned property used for operations has a surface of roughly 25,879 square metres
while its leased property has a total surface of roughly 6,831 square metres.

The bank also owns properties which it leases for a total surface of 6,860 square metres. At
31/12/2019, the bank had a total workforce of 361 employees, excluding the cleaner, 16 less
than at the end of the previous financial year, as follows:

Workforce at Workforce at Workforce at

i 31/12/2019 31/12/2018 31/12/2017
Managers 2- 1- 2
Junior managers, 3rd and 4th level 49 41 43
Junior managers, 1st and 2nd level 54 61 63
J3rd professional group 254 272 276
2nd professional group 2 2 3
Total 361 377 387
Cleaning staff 1 1 1

26 employees left the bank while 10 people joined it.

The following table summarises changes in the workforce during the year:

Workforce at 2019 5010 caliics Pioaisdes Workforee at

311242019 departures A1f12f2018
Managers 2 1l D- 2l
Junior managers, Jrdand Jth lsvel 49 -8 0 14 41
Junior managers. 1st and 2nd level >4 ] 1 % | 61
Jrd professional group 254 -14 9 -13 272
2nd professiomal group 2 8] 0 2
Total 361 -26 10 U] 377

At year end, the bank had 28 employees with part-time contracts, compared to 27 at the end of
the previous year. It had 9 employees with fixed-term contracts.
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The workforce includes 253 employees (70.1 per cent) at the branches and the other 108 (29.71
per cent) at the head office. This allocation provides an efficient contribution to containing
overheads given that the bank is an independent entity and does not belong to a banking group.

The employees’ involvement in pursuing the bank’s objectives, also ensured through ongoing
training, is a key HR target as the bank is convinced of their central role. Training activities
involved many professional employees and covered all company areas. With reference to the HR
management and development policy, in the year ended at 31 December 2019, compulsory,
managerial and specialist training was provided. Compulsory training involved privacy and
transparency and refresher courses for IVASS, Legislative decree no. 81 /2008 and security, as
well as compulsory anti-money laundering training. Managerial and potential development
training focused on the skills required to manage and develop resources, in line with the service
model based on an ever growing enhancement of individual professionals. The classroom
courses that started in October 2018 with Professor Rotondi (IEN - Istituto Europeo di
Neurosistemica) continued with individuals responsible for a team. Furthermore, an
empowerment training course was provided (awareness of self and control over one’s decisions)
for all bank personnel, in order to create a context in which the professional is more efficient,
raising the awareness of all resources about the need to invest in their own
potential.

Specialist training was launched through workshops to continue the development of knowledge
about the roles. In 2019, approximately 15,280 hours of training were provided, of which 6,697
in the classroom and 8,283 in e-learning format

In 2019, the number of transactions performed using channels other than the sales network
continued to grow, both as a percentage and amount.

MULTI-CHANNEL TOOL

The internet banking and corporate banking services, aimed at individuals and businesses,
continued to be well met by customers and 32,605 customers had activated the service at year
end, compared to 31,117 at the end of the previous year (+4.8%).

The increasing trend in cash and cheque deposits made by customers using ATMs also
continued in 2019. The number of total transactions made and the amounts deposited
increased by 18.8% and 14.2% respectively.

2019 ATM DEPOSITS

Amount of
No. of transactions

TAX BASE transactions (€°000)
2019 2018 2019 2018
Cash 95,908 77,856 161,483 | 138,832

Cheques 33,665 31,216 43,037 40,210
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INTERNAL CONTROLS

The current system of internal controls is set up in such a way as to ensure appropriate
and careful monitoring of the bank’s activities and, especially, those subject to the most
significant implicit risks.

The controls involve the board of directors, the board of statutory auditors, senior management
and all personnel, based on their roles and responsibilities.

Specifically, responsibility for the internal controls lies solely with the board of directors, whose
duty it is accordingly to:

= establish guidelines, strategies and risk management policies;

= approve the bank’s organisational structure, ensuring duties and responsibilities are
allocated clearly and appropriately;

= regularly check the organisational structure’s adequacy and effective working;

= ensure that the control units are sufficiently independent of the other units and have the
appropriate resources to correctly carry out their duties.

The board of directors also regularly assesses the internal control’s compliance with the bank’s
business model and their overall functionality, effectiveness and efficiency. It adopts any
remedial actions promptly.

The internal controls cover all the bank’s operations and are an integral part thereof. They
include the following types of control:

= First level controls
o line controls, that can be carried out by the production units themselves, included
in procedures or performed as part of back office activities;

= Second level controls
o these are carried out by units that define the risk measurement methodologies,
check compliance with the limits set by the board of directors on an ongoing basis
and compliance with the assigned risk objectives; second level controls also
include compliance controls, aimed at ensuring efficient risk management so as
to avoid judicial or administrative sanctions, large financial losses or reputation
damages due to the violation of external (laws and regulations) or internal rules;

= Third level controls (internal audit)
o their objective is to check the correctness of the bank’s operations and adequacy
of its risk management procedures.

Specifically, third level controls are carried out by the Internal Audit Unit, which reports directly
to the strategic supervisory body: this ensures its independence of the other operating units.

When urged to do so by the Internal Audit Unit, senior management takes steps to eliminate any
weaknesses, assisted by the relevant office, due to the non-definition and/or introduction of line
or second level controls, the related adequacy or inadequacy of organisational processes and any
other aspects that could compromise the working of the internal controls as a whole or risk
management.

As regards the second level control offices (Risk Governance Office assigned with Risk
Management and Anti-Money Laundering; Compliance and Privacy Office), these are sufficiently
independent in order to strengthen their segregation from both the operating and internal audit
functions.
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Risk management

The Risk Management Unit continued its work during the year aimed at measuring and
controlling the different types of risk in line with the instructions issued by the board of directors
and the supervisory authorities.

Accordingly, it monitors the following risks:

Market risk

Internal regulations require that the VaR (Value at Risk) method be used to measure market
risk. It estimates the maximum potential loss considering market values for a set period of
time and a set confidence level at normal market conditions.

The VaR method, developed for management purposes with a special application designed by
Promoeteia, calculates the maximum potential loss at a confidence level of 99% of the banking
book over a period of 10 days. It measures the variability of the banking book’s value using
risk factors, being interest rates, exchange rates and market indexes.

Liquidity risk

Liquidity risk is measured using an internal model and data provided by the ERMAS
application. The board of directors’ model is based on the cumulative imbalance between
assets and liabilities split by maturity. The bank also regularly monitors the liquidity coverage
ratio (LCR), the net stable funding ratio (NSFR) and the additional liquidity monitoring metrics
(ALMM).

In the second half of 2019, the weekly “Report on liquidity” was also launched by the Bank of
Italy, with preparation of the maturity ladder according to the provisions of the supervisory
authorities’ instructions.

Interest rate risk

The model used to measure the banking book’s exposure to interest rate risk includes
calculation of the risk indicator considering the maturity or repricing of assets and liabilities
as per the supervisory authorities’ instructions. It gives the bank’s net weighted position
compared to its own funds. For ICAAP purposes, the A2 disclosure base of the accounts matrix
is used for interest rate risk; exposure to the risk is monitored monthly through preparation
of operating reports.

Credit risk

Systematic application of the CPC (Credit Position Control) model improves the monitoring of
performing loans both at branch and head office level. Reports are produced regularly by the
network on the largest irregularities, broken down by customer type.

The credit risk monitoring is also supported by the use of a counterparty internal rating
system. The adopted procedure (S.A.Ra. - automatic rating system) classifies customers by
credit risk level and estimates the probability of default (PD) based on the counterparty’s
performance trends, qualitative information obtained in questionnaires and, for companies,
assessments of financial statements on a statistical basis and using system analyses. The
Risk Management Unit regularly monitors the position of customers in the various risk
categories using the S.A.Ra. application’s internal rating system.

The S.A.Ra. rating system divides customers into three main segments (Corporate, SME retail
and Retail) and classifies counterparties using a scale of ten classes, consisting of nine for
performing counterparties (AAA, AA, A, BBB, BB, B CCC, CC and C) and one for defaulting
counterparties (D). The system has two different methods to measure probability of default
(PD), one for businesses and one for individuals.
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The internal rating system has also been included in the loan disbursement process, amending
the related “delegated powers”. Specifically, when positions are rated as CCC or below, the loan
approval powers are automatically transferred to general management and are exercised by no
lower than the head of the Loans Office.

Single-name and geo-business segment concentration risk

The bank’s exposure to business and geographical concentration risk is assessed every three
months using Bank of Italy’s regulatory models.

Recovery plan

The Italian central bank set out instructions to implement Title IV, Chapter 01-I of the
Consolidated Banking Act and Title IV, Chapter I-bis of the Consolidated Finance Act with its
measure of 16 February 2017. The two Acts establish the banks’ requirement to draw up recovery
plans as per Directive no. 2014/59/EU (the Banking Recovery and Resolution Directive - BRRD).
Bank of Italy’s measure provides that banks identified as “less significant institutions” may
adhere to simplified recovery plan obligations and sets out the minimum content that these
banks shall include in their plans.

The bank acknowledges the importance of preparing a recovery plan to be independently
implemented should its situation deteriorate with the first trigger signs in order not to reach the
stage of irreversibility when the regulator would have to either wind up the bank or put it in
compulsory liquidation. Adoption of an effective recovery plan is a useful tool to prevent a crisis
situation and essential for the bank’s governance.

The head of the Administration, Control and Finance Unit reviews and updates the recovery plan
every two years, assisted by the Risk Management Unit. The Internal Audit Unit checks each
amendment which is also approved by the Management Body (the managing director) and the
Strategic Function Body. The bank sends the amended recovery plan to Bank of Italy by 30 April
every second year.

In April 2019, the company recovery plan was updated, approved by the board of directors of 30
April 2019, and submitted to the supervisory body.

Operational plan for managing NPE

As required by the “Guidance on the management of non-performing loans for Italy’s less
significant institutions”, in June 2018 the board of directors approved the document “Cassa di
Risparmio di Fermo’s strategy for managing NPE”. This strategy is firstly aimed at its
optimisation, by maximising the present value of recoveries. The bank defined its strategy on the
basis of an analysis of its operating ability, the market conditions and the characteristics of its
NPE portfolio. Both the strategy and the plan are revised annually to include recommendations
made by the board of directors, the Risk Management Unit with the head of the Administration,
Control and Finance Unit, assisted by the other competent units. The Internal Audit Unit checks
each amendment which is approved by the Strategic Supervision Body.

In March 2019, the operational plan for managing NPEs was updated. The new document,
approved by the board of directors at the meeting on 26 March 2019, was submitted to the
supervisory body.

Legislative decree no. 231 of 21 November 2007 - Prevention of the use of the
financial system for the purpose of money laundering and terrorist financing

During 2019 important updates were made to anti-money laundering legislation with an impact
on company regulations. The most significant updates are as follows:

o Legislative decree no. 125/2019 transposing the “V Direttiva antiriciclaggio” (AMLD no.
2018/843);

-21 -



E_QEEEEEE? Financial Statements at 31/12/2019

e Legislative decree no. 124/2019, which regulates the use of cash and introduces
measures to combat tax and contribution evasion and tax fraud,;

e Bank of Italy - Provisions of 26 March 2019 regarding organisation, procedures and
internal controls intended to prevent the use of intermediaries for the purposes of money
laundering and the financing of terrorism;

e IVASS - Regulation no. 44 of 12 February 2019 on organisation, procedures, internal
controls and adequate checks on customers;

e Bank of Italy - Provisions of 30 July 2019 regarding adequate checks on customers to
combat money laundering and the financing of terrorism,;

e FIU - 28 March 2019 - Instructions on objective communications.

In compliance with the new legislative dictates, during the year the bank started to update its
own processes and procedures, assisted by the IT outsourcer.

For 2019, compulsory training was led in an e-learning format, with documentation prepared by
the Anti-Money Laundering Unit.

In April 2019, it completed the self-assessment of money laundering and terrorist financing risks
required by Bank of Italy in its communication no. 115097/15 of 21 October 2015. This
assessment requires banks to identify, assess and understand the money laundering and
terrorist financing risks to which they are exposed in order to adopt measures designed to
effectively mitigate such risks. It consisted of various stages, documented and described in the
Anti-money Laundering Unit’s annual report, presented to the board of directors on 30 April
2019. The self-assessment identified a low level of residual exposure to these risks and the
measures to eliminate critical issues detected during the procedure.

Compliance Unit

The Compliance Unit assesses the risk of non-compliance of the bank’s strategic and operating
decisions. It carries out preventive checks and subsequent monitoring of the effectiveness of
procedures, mainly to prevent possible violations or infractions of the relevant legislation.

As provided for by Bank of Italy’s Circular no. 285/2013 and subsequent updates, this Unit
manages the risk of non-compliance using a risk-based approach, considering all the pertinent
legislation.

Accordingly, it has direct and indirect responsibilities. Specifically, the Unit is directly
responsible for management of the risk of non-compliance with the more significant rules related
to the “core” scope, such as the performance of banking activities and financial intermediation,
management of conflicts of interest, transparency versus customers and, in general, consumer
protection laws.

As far as the non-core scope activities are concerned, the Unit’s functions are scaled and
specialised controls defined for each compliance area.

IT risks

The bank’s IT systems are mainly housed on an operating platform supplied and managed by
CSE - Consorzio Servizi Bancari Soc. Cons. a r.l. on an outsourcing basis. This guarantees the
security, quality and reliability necessary for all the services used.

The bank also uses other application packages, mainly to provide IT support, analysis and
control functionalities. They are installed and managed directly by the relevant internal offices.

The bank has drawn up a specific IT security policy given the fundamental importance of this
issue.
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The bank’s primary objective is the secure processing of personal information and, therefore, the
document has been prepared to ensure the correct performance of the internal information
system, its correct working and resistance to hacking for the equipment exposed to internet
risks.

The relevant internal units perform the related controls at different levels, focusing on checking
that the security measures are updated regularly to reflect changes in risks deriving from
unauthorised access, changes to personal data or its destruction, either unintentionally or
intentionally.

As required by law, the outsourcer CSE has a disaster recovery plan which it regularly updates
and checks in order to combat the significant risk of disaster and/or hacking.

The bank has a backup plan with all the data recovered from the intranet servers as well as a
recovery unit that can ensure complete operating continuity should the main systems be shut
down.

In order to reduce the potential risks of on-line connections to the internet, the bank has a
special portal and an intranet for internal e-mail management.

All bank employees who handle personal data and use electronic tools undergo training about
the related risks and the proper procedures to adopt in order to avoid damaging events

Business continuity and disaster recovery plans

In accordance with Bank of Italy’s instructions, the bank has a business continuity plan
prepared with the assistance of its IT outsourcer.

The issue of business continuity includes a purely technological component (disaster recovery)
and an organisational aspect, aimed at defining a business continuity plan for emergencies to
ensure a return to minimum operations in a short as possible time frame in the case of a disaster.

The plan’s objective is to analyse the effects of events that could threaten the continuity of
internal operating processes and to design the related preventive and remedial measures as well
as any related actions to be taken to restore business operations as quickly as possible.

The bank’s business continuity plan is consistent with the business continuity and disaster
recovery plans adopted by CSE (Banking services consortium), which are also regularly updated
and checked.

IT Audit

The engagement for the IT audit, checks of the general controls and security of the CSE IT
systems for 2019 was assigned to leading specialists by the bank members of the consortium.
These consultants also carried out checks and follow-ups of the main findings of the IT audit of
the previous year and specific analysis of the system’s vulnerability to threats and external
attacks.

Another engagement for the important operating functions outsourced to Caricese was also
assigned.

Data protection

As provided by Regulation (EU) 2016/279 (GDPR), the bank appointed a data protection officer
(DPO) pursuant to art. 37 of the GDPR; the DPO is part of the Compliance and Privacy Office
and has various duties including the monitoring of compliance with the GDPR and liaising with
the data subjects and the Italian Data Protection Authority.

-23-



hd E_QEEEEEE? Financial Statements at 31/12/2019

In 2019, the new national and European legislative changes were transposed, the internal
legislation finalised and specific training provided to data processing staff, with the objective of
strengthening the controls intended to mitigate the risk of a data breach. In compliance with the
GDPR, several agreements and contracts with suppliers and commercial partners were also
supplemented, and the measures to improve the security and resilience of the directly managed
computerised systems continued with support from the technical structures.

IVASS regulation of 2 August 2018 - Regulation on transparency, disclosure
and design of insurance products

Italy transposed the Insurance Distribution Directive (IDD) in 2018 mainly through two IVASS
regulations that govern insurance brokerage, the training of staff and the transparency of
insurance policies. The bank is required to comply therewith as it is a broker registered in section
D of the Single Insurance Register.

Specifically, these regulations are:

1. regulation no. 40 of 2 August 2018 laying down provisions on insurance and reinsurance
distribution, which sets out rules for market access, operations, practices to be adhered
to when selling products to customers, including over the internet and the training and
refresher courses for operators;

2. regulation no. 41 of 2 August 2018 on transparency, disclosure and design on insurance
products, which introduces the pre-contractual information documents which have a
simplified format and standard content to make their comprehension easier and allow a
comparison of products (life and non-life) by consumers and the requirement to manage
insurance policies in a computerised format.

The bank has complied with these regulations through its specific policies.
Law no. 231/2001 - Companies’ administrative liability

Legislative decree no. 231 /2001 introduced the administrative liability of companies for unlawful
practices carried out by company key personnel in its interests. This decree provides for the non-
liability of companies that have previously adopted and implemented an “Organisational model”
suitable to prevent the crimes it sets out.

The bank checked its Organisational model, also as regards the new predicate crimes, assisted
by the supervisory body which checks its working, effectiveness and compliance. The body also
ensures that it is up to date.

The duties of the supervisory body are carried out by the board of statutory auditors which may
resort to the Internal Control Unit managers for specific functions.
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THE BANK’S FINANCIAL POSITION

Lending

Breakdown of net lending by product

Financial year !.Ialf E .Annual
Description difference difference
12/2019 06/2019 12/2018 Amount % Amount %

Current accounts 108,927 101,097 113,418 7,830 7.7% -4.491 -4.0%
Postal current accounts 737 61 24 676| 1108.2% 713 2970.8%
Financing for advances 133,707 125,006 136,828 8,701 7.0% -3,121 -2.3%
Loans 677,654 602,132 609,662 75,522 12.5% 67,992 11.2%
Subsidies not settled through current accounts 53,966 47,567 50,705 6,399 13.5% 3,261 6.4%
Loans against pledges 59 58 60 1 1.7% -1 -1.7%
Salary-backed loans 4,970 0 0 4,970 0.0% 4,970 0.0%
Bad exposures 33,210 47,859 50,456 -14,649 -30.6% -17,246 -34.2%
Portfolio risk 287 342 381 -55 -16.1% -94 -24.7%
Transactions with the Treasury Department 0 3,516 0 -3,516] -100.0% 0 0.0%
Total lending 1,013,517 927,638 961,534 85,879 9.3% 51,983 5.4%
- including: in Euros 1,012,277 926,181 960,852 86,096 9.3% 51,425 5.4%
- including: in foreign currency 1,240 1,457 682 -217 -14.9% 558 81.8%
Own HTC securities 228,650 227,120 227,338 1,530 0.7% 1,312 0.6%
Total caption 40. b) 1,242,167 1,154,758 1,188,872 87,409 7.6% 53,295 4.5%

Table 1

Examination of the trends in lendings, which at year end totalled €1,013,517 thousand, shows
a significant increase of 5.4% on an annual basis. The figure implies an operating policy
intended to expand the offering of credit as part of even closer checks on the quality of
borrowers, also expanding lending types. The results achieved are even more significant if
correlated to the presence of a persistent unfavourable context that characterises the Marche
region, confirmed by the 4.6% decrease in lending in the region recorded in October 2019.

An analysis by product (cf. Table 1) confirms the recovery of growth, first seen in the previous
year, of the longer-term products due to the precise guidelines set out in the commercial policy;
they amounted to €677,654 thousand compared to €609,662 thousand at the end of the
previous year, an increase of approximately €68 million or +11.2%.

Current accounts amounted to €108,927 thousand at year end, down 4% on an annual basis,
due to the weak demand, especially in the business sector, also reflected in the marginal
decrease in financing for advances from €136,828 thousand to €133,707 thousand at the
reporting date (-2.3%).

Bills presented for collection or under reserve show an annual decrease of -2.3% (number of
transactions) or -0.7% in terms of the amounts involved.

Subsidies not settled through current accounts totalled €53,966 thousand compared to
€50,705 thousand at the end of the previous year.

The Bank did not use derivatives to hedge interest rate risks on fixed rate loans during the year,
also because of the perceived stability of the very low rates over time and the related small
probability of their large, immediate rise.

The increase in lending was made through a careful and constant selection of credit, the
probability of default (PD) of the bank’s performing exposures showed a certain improvement,
highlighting a slightly higher expected loss than the previous year, while the gross performing
exposures totalled approximately €948,122 thousand, recording a significant increase of +9.4%
compared to the figure at the end of 2018.
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In 2019, Carifermo was once more confirmed as the main bank of reference for households and
local businesses. New financing disbursed amounted to over €257 million.

The following table provides a breakdown of the exposures from companies based on their
ATECO codes and for amounts exceeding €5 million:

Gross amount at Individual Collective Net amount at
ATECO Description 31 December impairment | impairment 31 December
2019 losses losses 2019

412000 Construction of residential and non-residential buildings 72,824,008.01 9,795,983.34 | 1,107,439.44 61,920,585.23
682001 Property leases 44,166,772.02 | 3,484,800.50 476,102.21 40,205,869.31
681000 Buying and selling of own real estate 42,742,977.74 | 7,480,796.21 544,942.52 34,717,239.01
152010 Footwear 28,586,760.91 3,012,069.72 140,296.95 25,434,394.24
152000 Footwear 17,393,185.47 6,410,514.64 48,118.26 10,934,552.57
152020 Leather parts for footwear 14,247,571.03 342,393.42 88,803.34 13,816,374.27
551000 Hotels and similar structures 11,767,124.98 545,758.09 109,722.20 11,111,644.69
581400 Issue of magazines and periodicals 11,200,030.76 - 77,123.62 11,122,907.14
682000 Lease and management of owned or (rented) property 10,286,487.45 146,061.84 107,168.12 10,033,257.49
561011 Catering 9,151,455.94 333,430.30 93,239.85 8,724,785.79
451101 Wholesale and retail sale of cars and light vehicles 7,225,583.37 171,561.99 72,909.53 6,981,111.85
591400 Film projection activities 7,088,247.81 2,155,232.73 566.12 4,932,448.96
462110 Wholesale of grain and dried pulses 6,980,325.28 - 72,544.52 6,907,780.76
201500 Manufacturing of fertilizers and nitrogen compounds (excluding the manufacture of compost) 6,974,247.93 | 3,289,021.61 16.06 3,685,210.26
494100 Goods transportation by road 6,702,208.93 65,546.77 87,310.57 6,549,351.59
462410 Wholesale of leather and raw and worked skins (excluding fur skins) 6,312,200.22 1,322,876.53 9,102.97 4,980,220.72
201600 Manufacturing of plastic materials in primary forms 6,150,808.13 - 67,895.74 6,082,912.39
464240 Wholesale of footwear and accessories 5,944,633.20 344,480.63 32,491.99 5,567,660.58
471120 Supermarkets 5,917,650.03 30,679.89 84,421.17 5,802,548.97
143900 Manufacturing of pullovers, cardigans and other items similar to knitwear 5,776,704.96 - 10,150.44 5,766,554.52
101300 Production of meat products (including bird meat) 5,651,827.23 17,554.86 9,815.48 5,624,456.89
151209 Manufacturing of other travel items, bags and similar, leather goods and saddlery 5,539,279.98 115,204.49 57,405.57 5,366,669.92
251100 Manufacturing of metal structures and assembled structural parts 5,518,407.90 34,862.95 72,956.20 5,410,588.75
682002 Business leases 5,468,412.99 192,472.59 42,581.22 5,233,359.18
463920 Non-specialised wholesale of other foodstuffs, drinks and tobacco 5,347,573.86 21,530.35 12,371.17 5,313,672.34
101100 Production of non-bird meat and slaughter by-products (slaughterhouse activity) 5,161,414.39 62,156.83 32,192.13 5,067,065.43
553000 Camping areas and areas equipped for campers and caravans 5,142,864.38 - 45,966.85 5,096,897.53
477510 Retail sale of perfume items, make-up and personal hygiene products 5,028,079.65 - 23,228.79 5,004,850.86

Total 370,296,844.55 39,374,990.28 3,526,883.03  327,394,971.24

Table 2

With reference to non-performing exposures, it is noted that in implementation of the strategies
indicated in the NPE plan and in the business plan, at the end of December 2019 the bank
transferred a portfolio of bad exposures for a gross amount of €25.9 million and made total and
partial write-offs on non-performing exposures no longer deemed recoverable for a gross amount
of €15.3 million. These actions, alongside the application of all the strategies envisaged by the
NPE plan to reduce non-performing exposures, led to a sharp reduction in gross NPEs, which
decreased from €197.1 million at 31 December 2018 to €153.7 million with a decrease of €43.4
million, or -22%.

As part of this caption, the bad exposures and unlikely to pay exposures decreased by 30.7%
and 8.1% respectively, while non-performing past due exposures increased by €2.3 million. Net
non-performing exposures decreased sharply compared to the previous year and totalled €73.3
million (-28.4 %), deriving both from the decrease in the gross figure and from the increase in
impairment losses, which at 31 December 2019 totalled €19.8 million. The percentage of
coverage of NPEs increased to 52.31%, up on the figure at December 2018 of 48.08%.

In detail, the coverage of bad exposures was 63.82% (61.43% at 31 December 2018), the
coverage of unlikely to pay exposures was 36.1% (20.99% at 31 December 2018) and the
coverage of non-performing past due exposures was 23.2% (12.18% at 31 December 2018).

An analysis of irregular exposures shows that the new exposures reclassified as bad decreased
compared to the previous year. The amount of exposures reclassified as bad during 2019
totalled €6,202 thousand, of which €4,526 thousand from exposures already classified as non-
performing, compared to €17,237 thousand in 2018.

The volume of collections of bad exposures, net of sales deriving from the aforementioned
transfer, increased to €5,955 thousand, up on the figure from the previous year (+7.6%).

The following table shows the performance of irregular exposures and the bank’s coverage rate:
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NON-PERFORMING EXPOSURES
31171212019 | 317122018 | Difference. Difference
amount %

Total non-performing exposures Gross amount 153,684 197 126 43,442 -22.04%
Impairment losses 80,385 94,773 -14.388 -15.18%
Carrying amount 73,299 102,353 -29,054 -28.3%%

coverage rafe 52.31% 48.08%
Bad exposures Gross amount 91,790 132,434 -40 644 -30.69%
Impairment losses 58,580 81,354 22774 -27 99%
Carrying amount 33210 51,080 17,870 -34.98%

coverage rate 63.82% 61.43%
Unfikely to pay exposures Gross amount 57.642 62910 -5,068 -8.06%
Impairment losses 20 865 13.202 7.663 55.04%
Carrying amount 36,977 49,708 12,73 -25.61%

cowverage rate 36.07% 20.99%
Past Due Gross amount 4 052 1,782 2.270 127 .38%
Impairment losses 540 217 723 333.18%
Carrying amount 3,112 1,565 1,547 98.85%

coverage rate 23.20% 12.18%

Table 3

Credit quality indicators showed sharp improvement compared to the previous year. The gross
NPE/gross lending indicator was 13.9% (18.5% at 31 December 2018) while the net NPE/net
lending indicator was 7.2%, compared to 10.6% in 2018.

CREDIT RISK
31/12/20189 a1f12/18
Difference Coverage

LENDING Gross Total Carrying Carrying
amount  impairment  amount amount | Amsunt % |31/12f2019|30f05/2019 31/12/2018
A NFE 153,684 80,385 73,299 102,352 -29,053| -2B.35% 52.31% 51.16% S8.08%|
AL Bad exposures 91,790 58,580 33,210 51,079 17,869 -34.98% 63.82% 63.09% 61.43%
A.3. Unlikely to pay exposuras 57842 F0.H65 36,977 49 708 -12,731| -25.61% I6.07H 26.87% 2055925
A2, Past Due 4,052 940 3,112 1,565 1.547| 98.85% 23.20% 14,26% 12.18%
B. F‘zifnrml‘ng EXPOSUTES 948 122 ?,503‘ 240,219 855,182 41037 9.43% 0.83% 0.90% .51 %
TOTAL 1,101,806 83 288 1,013,518 261,534 51,984 541 B.01% 10,2656 9,655
Bad expasuresftotal expasuras 3.28% 5.16%] 5.31%

MET
MPE/total enposures 7.23% 10.13% 10.585)
Bad exposuresftotal expasures B.33% 12.54% 12.44%)
GROSS

MPE/total enposures 13.85% 1B.62% 1B.52%)

Table 4
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The figures in the above table refer to the sole financing component included in “Loans and
receivables with customers”. As regards performing exposures, the collective impairment losses
were made through application of the updated estimation parameters in accordance with IFRS9.

Under the above standard, performing exposures are classified into 2 stages:

e Stage 1: performing exposures which have not seen a significant increase in their credit
risk since initial recognition.

* Stage 2: performing exposures which have seen a significant increase in their credit risk
since initial recognition.

The bank defined the criteria for a “significant increase in credit risk”, i.e., the criteria for their
reclassification to stage 2, considering indicators such as a worsening in the commensurate
probability of default of the counterparty on the basis of the rating system used by the bank, a
worsening in the internal performance score (credit position control - CPS - score), the number
of continued past due/overdrawn days and whether forbearance measures have been applied.

The 12-month PD was applied to performing exposures in stage 1 while the lifetime PD was
applied to stage 2 performing exposures in order to calculate the expected loss.

The impairment losses were calculated considering a 12-month horizon for all those exposures
that have not shown a significant deterioration while a lifetime horizon was considered when
there was an decrease in the borrower’s credit rating during the year.

As required by IFRS 9, the definition of expected credit losses for performing exposures includes
forward-looking information.

The allowance for collective impairment losses related to the sole financing component, which
covers the implicit risk on performing exposures, was €7,903 thousand at year end, up slightly
on the €7,868 thousand balance in the previous year. This implied that the coverage rate of
these exposures was 0.83% (0.91% at 31 December 2018), thanks to the improvement in
customer impairment rates.

The bank’s support of the local economy was not limited to the above lending transactions
during 2019 as it also developed its asset brokerage business.

The following activities were carried out:

Leasing: the bank continued its operations in the finance lease sector through its operating
agreements with Fraer Leasing S.p.A., leading to the execution of 34 contracts worth €2.7
million in addition to 12 contracts agreed with Alba Leasing for €1.6 million.

Credit cards: the bank was again very active in this sector with a total 17,845 credit cards
issued at year end, with an increase in 390 new cards. It reviewed its issue of Viacard and
Telepass cards, including in organisational terms, with 10,023 cards issued at year end, an
increase of 9 cards over the previous financial year.

Consumer credit: during the year, consumer credit granted directly by the bank and through
major specialised companies increased in terms of the number of transactions and amounts
involved.

Investments

During the year the global stock markets gradually adapted to a scenario of economic recovery,
albeit in an advanced phase of the cycle. The recovery from the negativity of the previous year
was facilitated by the improvement in the liquidity conditions implemented by the central banks,
by a solid employment market that supported consumers and by the achievement at year end of
an initial trade agreement between the United States and China. The American and Japanese
stock indexes reached new maximum levels, while emerging countries and Europe remained at
high levels throughout the year, with almost all performances much higher than 20 per cent.
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The bond indexes also saw good performances in this context, with returns on ten-year securities
gradually decreasing over the year before recovering partly in the final quarter. At year end, the
US ten-year rate was 1.92 %, while the German Bund was -0.20 % and the return on the BTP
Italian government bonds was 1.40%.

The German government bonds continued to benefit from the flight to quality, while US bonds
were promoted by the FED’s more accommodating monetary strategy, in support of an economic
recovery as of then still gradually weakening. The Italian government bonds, especially in the
second half of the year, benefited from the end of tensions between the Italian government and
the European Commission following the change in government composition and the launch of
the financial manoeuvre. This triggered a rapid reduction in the spread with respect to the Bund
and a substantial recovery in market prices.

During the reporting period, the euro depreciated against the US dollar by around 2%, against
the pound sterling by nearly 5% and more moderately against the main currencies linked to raw
materials, while it appreciated slightly against the currencies linked to emerging countries.

Asset management

In the first quarter of the year only, the portfolio included equities for around 13%, while for the
rest of the year it only included bonds. In the final part of the year, the duration, which during
2019 had been around 1.5 years on average, rose to 2.3 years, the allocation to corporate bonds
by 47% and to Eurozone government bonds by 11%.

The duration of the portfolio at year end increased through the reduction in short futures on the
Bund, contributing to a greater balance between the exposures on the curve in dollars and on
the curve in euros.

Investments in corporate bonds made up 40% of the portfolio in the first half of the financial
year and increased to 50% by year end. However, these bonds have short maturities and are very
diversified by both geographical and business segment.

Currency diversification was stable; at the end of 2019 the exposure in currencies other than
the euro was 13%, of which 3% yen, 1.5% US dollars and the remainder in emerging currencies.

Overall, the portfolio saw a positive gross performance of 4.08%, with the contribution equally
divided between the bond component for the entire year and the equity component for the first
part of the year only.

The bank maintained its €29 million investment in the European Loan fund managed by M&G,
a global asset management market leader.

M&G’s European Loan Fund mostly invests in a diversified portfolio of leveraged loans to medium
and large companies, principally based in the UK, the US and the major European countries.
The loans are chiefly granted to finance internal growth, acquisitions, mergers and leveraged
buyouts (LBO) of private equity sponsors and has a return objective equal to the Libor +400 basis
points.

The positive performance of corporate bonds contributed to the good performance of the fund,
which produced a return of approximately 3.81% during the year.

The bank’s investment objectives and related diversification continued to be in line with its
prudent approach to all its investments, not solely the financial ones.

The rest of the bank’s financial investments is nearly entirely comprised of government bonds
with the remainder consisting of senior bonds issued by major Italian banks and by corporate
firms with investment grade ratings.
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The assessments of risk using the VaR model, covering both the outsourced component and the
portfolio managed internally by the bank, showed that it always remained within the limits set
by the board of directors.

The securities held by the bank are distributed across the following portfolios:

HTC (hold to collect): this portfolio includes financial instruments with a steady coupon flow over
time; the board of directors decides whether to invest in this type of instrument.

HTCS (hold to collect and sell): this portfolio includes liquid instruments listed in markets where
the bank operates with a minimum rating of BBB- or the equivalent for Italian government bonds.
Securities are classified in this portfolio if they will be held over time or sold depending on market
trends;

HTS (hold to sell): this portfolio includes financial assets with a minimum rating of BBB- that
ensure principal repayment should the short-term scenarios assumed by the finance committee
materialise. If the loss thresholds are breached, the financial instruments are sold in the shortest
possible timeframe. The portfolio comprises securities included in the management mandates
given to third parties.

At the reporting date, the securities portfolio (excluding equity investments for €16,661 thousand
at fair value) was distributed as follows:

HTC portfolio
Nominal amount
Financial yecar difference
12/2019 12/2018 amount o
BOT ltalian treasury
bills and zero coupon o 39.874 -29.874 -100.00%
bonde
CCT Italinn ticiminy 54,350 54,350 o 0.00%,
certificates
BEY Yalian 174.761 134,766 39.995 29.68%
Eovernment bonds
Total 229,111 228,990 121 0.05%
HTCS portfolio
Nominal amount
Financial year difference
12/2019 12/2018 amount B
CLET Toalsan fxeasmxy 66,155 42,297 23,858 56.41%
certificates
- 120,519 24,000 96,519 402.16%
government bonds
Bonds 2,000 0 2,000 0.00%
Total 188,674 66,2907 122,377 184.59%
HTS portfolio
Nominal amount
Financial year difference
12,2019 12/2018 amount Yo
BOT Italian trcasury
bille and zero coupon 25,550 B7,200 -41. 650 -651.98%:
bonds
COT Lalinn tranmury 2,000 29,292 -27.292|  -93.17%
certificates
L Sl T30 44,975 -44 235 -98.33%
government bonds
Bonds 114,154 133,438 19,2384 -14.459%
Shares 28 988 29 702 -T14 -2 40%n
Total 171.442 304,607 -133.165 -43.7T2%
Table 5
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The HTC portfolio at nominal amount totalled €229,111 million at year end and was entirely
formed of government bonds. During the year, in accordance with the policy on financial risks,
securities were sold for €75 million, then replaced with other securities, which generated profits
recognised in the income statement for €3,016 thousand. The securities recognised in the HTC
portfolio at 31/12/2019 as a whole totalled a market value greater than €3.2 million against
their carrying amount at amortised cost for €228,650 million.

The financial assets at fair value through other comprehensive income (HTCS) totalled a nominal
amount of €188,674 thousand, with an increase of €122,377 thousand compared to
31/12/2018. The carrying amount at fair value totalled €187,013 thousand. Changes in the
HTCS portfolio generated a decrease in the negative equity reserve for €1,312 thousand against
the value at 12/2018; the profit from the sale of securities during the financial year amounted
to €9,356 thousand.

The financial assets held for trading (HTS) totalled an overall €171,442 thousand (nominal
amount), with a decrease of €-133,165 thousand compared to the balance at 31/12/2018. The
carrying amount at 31 December 2019 amounted to €174,858 thousand. At year end, the HTS
portfolio generated a net gain of €686 thousand, while net trading income totalled €2,170
thousand. Overall net trading income was also influenced by the spread created by the futures
contracts, connected to Epsilon asset management, for €2,473 thousand. Exchange gain was
€65 thousand.

Equity investments

The Bank has recognised its non-controlling interests in banks, financial and commercial
companies in the fair value through other comprehensive income (FVOCI) portfolio and intends
to hold on to these investments in the long term. It does not have controlling investments.

An additional 100 shares in the Bank of Italy were purchased during the year for a total value of
€2,500 thousand. Therefore, at year end, the value of the investment in the capital of Bank of
Italy totalled €10 million.

Following the transformation of the ICB Consortium into a joint-stock consortium company,
shares worth €3,022 were allocated, recognised in the equity investments.

Enel shares previously classified in that sector were sold for €1,050 thousand, generating a profit
of €91 thousand, allocated to the specific equity reserve.

As a result of the above transactions, the bank had equity investments of €16,661 thousand at
year end compared to €15,208 thousand at the end of the previous year.

The annexes to the financial statements show a list of the bank’s equity investments at year end,
all classified in the HTCS portfolio as they do not meet the requirements for inclusion in caption
100 - Equity investments under Assets.
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Funding:
Direct funding amounted to €1,548 million against an amount of €1,467 million in the previous
year.
During the year, the bank’s funding, measured at its carrying amount, underwent the following
changes:
Breakdown of direct funding by product
- 3 Half year Annual
Financial year Z :
Description difference difference
12/2019 06/2019 12/2018 Amount % Amount %

Savings deposits 110,854 115,340 118,362 |- 4,486 -3.9%)|- 7,508 -6.3%%
Current accounts 1,349,615 1,325,201 1,267,635 24 414 1.8%) 51,950 6.5%
Certificates of deposit 69,805 68,163 79,731 1,642 2.4%- 9,926 -12.4%4)
Bonds 0.0% - 0.0%)|
Third party funds under a 8,677 4,346 1,587 #3231 99. 7% 7,080 443.3%
Liabilities for assets _ _ _

_ 8,762 9,072 310 -3.4% 8,762 0.0%
acquired under lease
Total direct funding 1,547,713 | 1,522,122 | 1,467,325 25,591 1.7% 80,388 5.5%

Table 6

Euro and foreign currency current account overdraft runs, which are the most important
product, increased again on an annual basis by €81,980 thousand (6.5%) to €1,349,615
thousand, equal to over 87% of the bank’s entire direct funding. Savings deposits lost ground,
totalling €110,854 thousand (-6.3%). Certificates of deposit dropped 12.4% to €69,805 thousand.
During the year, the bank did not deem that the conditions for new bond issues existed.

Liabilities for assets acquired under lease include the recognised liabilities with respect to
recognition in the assets of the rights of use deriving from the adoption of IFRS16 at 1 January
2019:

The following table shows the amounts due to customers by business segment and how funding
from households is substantially stable at 52.3%, compared to 52.9% in the previous year.
Funding from businesses decreased from 31.7% in 2018 to 30.6% at the end of 2019. At the
same time, funding from companies and family businesses increased from 9.35% to 9.55%.

DUE TO CUSTOMERS
SAE type Description Amount TET?&FL
- COMPANIES 452,235 | 30.600%
61 ARTISANS AND FAMILY BUSINESSES 141,099 9.047%
60 HOUSEHOLDS 773,432 | 52.333%
o9 OTHER 111,143 7.020%
TOTAL 1,477,909 | 100.000%
Table 7
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Indirect funding at year end may be analysed as follows:

Dascription e L O I Tl e e B s
Amount %o Amount o
Government bonds 143,372 157,159 153,795 -13.787 -5.77% -10.423 -6.78%
Bonds 32,297 37,150 46,834 -4, 853 -13.06% -14.537 -31.04%
Shares 92,098 93,293 76,55 -1,200 -1.29% 15,544 20.30%
Total administered funda 267,767 287 607 277,183 -19.840 -6,90% 9,416 -3.40%
Funds and CEIC urits 4TT7. 226 477,995 472,549 -TT3 0. 16% 4 677 0.99%
Asset management 16,154 15,4566 14 673 638 4.45% 14581 10.059%:
Total managed funds 493,380 493,465 487,222 -85 -0.02% 6,158 1.26%
Total indirect funding 761,147 781,072 764,405 -19,925 -2.55% -3,258 -0.43%
Insurance and pension products 480,545 453,392 445 001 27,157 5.86% 45,548 10.24%,
Total 1,251,696| 1,244 464| 1,209.406 T.232 0.58% 42 290 3.50%
Table 8

Indirect funding increased at year end to €1,251,696 thousand compared to €1,209,406
thousand at the end of the previous year (+3.5%).

A breakdown of indirect funding, compared to the previous year, shows customers’ increasingly
smaller interest in administered funds (-3.4%).

Managed funds increased by 1.26%. However, the balance of €493.4 million at year end showed
the customers’ high appreciation of the investment services and products made available by the

bank.

The balance at market value from mutual funds and OEIC units, though the trend slowed slightly
in 2019, confirmed the positive trend already seen in previous years, up €4.7 million.

The insurance and pension products performed very well. The segment ended the year with a
large increase, from €445 million to €490.5 million (up approximately €45.5 million or 10.24%).
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The following table summarises the key income statement figures, using the same reclassification

criteria adopted by the Bank in previous years.

Tazx base i2/2019 12/2018 Atemenat
amount e
Net interest income 30,344 28,850 1,494 3.1894|
Net operating income 9,770 56,604 23,166 40.9 3%
Operating costs -48,937 -49.915 orv8 -1.96%
Operating profit 30,833 6,689 24,144 360.95%
Pre-tax profit from continuing operations 9,644 596 0,048 1518.12%,
Net gain 5,997 1,571 4,436 281.73%,
Table 9
The individual balances are shown below:
Net interest income
Tax base 12/2019 | 12/2018 dierne
amonnt %%
Interest income: 33,307 32,113 1,194 3.72%
- Ordinary customers 27,852 28,5370 -718 -2.531%
- Securities portfolio 2,393 3,466 1.927 55.60%
- Banks 62 FF -15 -19.48%
Interest expense: -2.963 -3, 263 300 -9.19%
- Ordinary customers -2.215 2187 -18 0.82%
- Bonds -510 -T17 207 -28.87%
- Banks -238 -349 111 -31.81%
Net interest income 30,344 28,850 1,494 2.18%
Table 10

The net interest income closed the year with a final balance of €30,344 thousand, up by 5.18%
on the previous financial year, due to the increase in lending and the higher return from the

securities portfolio.

The average annual rate paid on direct funding was 0.17% compared to the average 0.2% of the
previous year, a drop of 3 bps, and the year-end rate was 0.21%.

Interest income from ordinary customers went from an average 2.89% in the previous year to an
average rate of 2.76% at the reporting date equal to an average annual reduction of 13 bps. The

year-end rate was 2.56 %.

The total spread on average interest rates with ordinary customers in 2019 was on average below
that of the previous year as shown in the following graph, ending the year at 2.59%, down 10

bps:
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Spread on average interest rates with
ordinary customers
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Table 11
Net operating income
Tax base 12/2019 12/2018 ditlerence
amount Do
Net interest income 30,344 28,850 1,494 5.18%
Dividends 1.967 1,727 240 13.90%
Net fee and commission income 24 078 24 490 -412 -1.68%
Net trading income [expense| 19,323 2,271 21,864 860.43%
Net gains (losses) on financial assets and _ _ o
I g ; -279 -21 -258( -1228.57%
liakilities at fair value through profit or loss
Other gperating income 4,337 4.099 238 2.81%
Net operating income 79,770 20,604 23,166 40.93%

Table 12

Net operating income amounted to €79,770 thousand, a significant increase on the previous
financial year (+40.92%).

Dividends collected during the year showed an increase from €1,727 thousand to €1,967
thousand, due both to the income from the M&G Fund investment and to the greater dividends
collected from CSE following the 5% increase in the equity investment.

Net fee and commission income decreased slightly on the previous financial year to €24,078
thousand (-1.68%). As part of this caption, net fee and commission income on current account
services and fee and commission income for other services both increased (+2% and +11.4%
respectively). Net fee and commission income for management, brokerage and consultancy
services decreased by around 9.7%, while fee and commission income for insurance and pension
products decreased by around 13.2% and securities placement commissions decreased by 7.2%.

The net gain from HTS, HTCS and HTC financial assets (referring to the sum of profit or loss
captions 80 and 100) totalled €19,323 thousand against the loss of €2,541 thousand in 2018,
with an increase of €21,864 thousand. In detail, the net trading income from the HTS portfolio
came to €5.4 million, trading income from the HTCS portfolio securities totalled €9.4 million,
and gains on the sale of securities classified in the HTC portfolio came to around €3 million.
Gain from the HTC sector also includes the income, net of costs, deriving from the
aforementioned transfer of bad exposures for €1,469 thousand.
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Other operating income increased by €238 thousand compared to the previous financial year, to

€4,337 thousand.

Operating profit

Tax base 12/2019 | 12/2018 ifluronon
amount %o
Net operating income 79,770 26,604 23,166 40.93%
Personnel expense -26,588 -28,082 1,494 5.32%
Administrative expenses -19.533 -20,192 660 3.27%
Ameortisation and depreciation -2 817 -1,641 -1,176 -71.66%
Operating costs 48,937 -49.015 o978 -1.96%
Operating profit 30,833 6,689 24,144 360.95%
Table 13

Operating profit closed at €30,833 thousand, up significantly compared to the previous financial
year.

Personnel expense decreased to €26,588 thousand from €28,082 thousand, a drop of €1,494
thousand following the decrease of 16 employees on the previous financial year, in addition to
the reduced cost of directors as a result of the replacement of the managing director with the
general manager.

Administrative expenses decreased from €20,192 thousand to €19,532 thousand. The decrease
is attributable to the reclassification made for IFRS 16 purposes to caption 180 of the profit or
loss for €1,284 thousand.

Pre-tax profit from continuing operations

Tax base 12/2019 12/2018 e
amount Yo

Operating profit 30,833 6,680 24,144 360.95%
Net accruals to (utilisations of] provisions for risks . .

“FG3 1,536 -2,329 -131.63%)
and charges
Net impairment losses on loans and receivables -20,396 7,629 -12,767 -167.35%
Pre-tax profit from continuing operations 9,644 296 9,048| 1518.12%

Table 14

The pre-tax profit from continuing operations amounted to €9,644 thousand compared to €596
thousand for the previous year.

Net accruals to provisions for risks and charges amounted to €793 thousand and were
determined analytically in accordance with the detailed examination of the estimated risks of
existing legal disputes and endorsement credits.

Loans and receivables with ordinary customers were measured using the methods set out in the
notes to the financial statements with the usual prudent approach and in line with the bank’s
internal policy, and led to impairment losses for €20,396 thousand (recognisable as the sum of
captions 130 and 140 in the profit or loss), significantly higher than the €7,629 thousand
recognised in the previous financial year.
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Profit for the year:

Tax base 12/2019 12/2018 hiflcronce
amount o
Pre-tax profit from continuing operations 2,644 296 9,048 1518.12%
Income taxes -3,647 a7s5 -4 522 -474.05%
Profit {loss) from discontinued operations 0 o 0 0.00%4|
Net gain 5,997 1,571 4,426 281.73%
Table 15

Estimated direct taxes for the year came to €3,213 thousand, compared to €170 thousand in the
previous financial year, while the reclassification of deferred tax assets and liabilities generated
a balance of €434 thousand.

Accordingly, the profit for 2019 amounted to €5,997 thousand.

Comprehensive income for 2019 is €6,591 thousand compared to comprehensive expense of €-
815 thousand for 2018.

The actuarial losses of €-344 thousand recognised on employee termination indemnities and the
supplementary pension fund and the revaluation of the HTCS securities portfolio reserve for
€938 thousand, net of the related taxes, mainly due to changes in the fair value differences on
the HTCS portfolio securities, affected the comprehensive income.

Cash flows

The statement of cash flows has been prepared using the indirect method as allowed by IAS 7.
Cash flows generated and used during the year are split between operating, investing and
financing activities.

Operating activities generated cash flows of €30,567 thousand. This includes €14,527 thousand
from operations, while financial assets and financial liabilities used and generated cash of
€46,342 thousand and €62,382 thousand, respectively.

Investing activities used cash flows of €953 thousand, mostly due to the purchase of property,
plant and equipment and intangible assets.

Financing activities used cash flows of €760 thousand to pay dividends to shareholders in 2019
using the profit for 2018.

As a result, the net cash outflows for the year were €28,854 thousand.
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Indicators
The customary analysis using financial statements indicators is set out in the following table:

Financial statements indicators 2019 2018
Capitalisation ratios:
Equity / total as=zets 8.38% 8.90%|
CET 1 ratio 14.83% 15.09%,
Tier 1 ratio 14.83%, 15.09%;
Total capital ratio 14.83% 15.09%
Non-current assets / equity 15.25% 9.91%
Net NPE/equity 21.74% 33.75%
Own funds /third-party funds 9.87% 10.31%
Risk ratios:
Net NPE/total exposures 3.28% 5.31%
Coverage ratio for performing exposures 0.83% 0.91%
Allowance for impairment/ total exposures 8.01%, Q.63%
New NPE rate 0.90% 1.62%
Profitability ratios:
Net interest income [total income 40.2 3% 34.95%
Gains from financial transactions [ total income 28.22% -1.55%
Cost of credit 1.79% 0.71%
Gross operating profit [ equity 19.67% 3.4353%|
ROE 3.93% 1.04%%
ROA 0.34% 0.00%4)
Tax rate 37.82% -163.87 %0
Net other administrative expenses /total income 25.89% 38.46%y
Perzsonnel expense [ total income 35.25% 53.48%y
Administrative expenses/total income 51.14% 01.940%4
Cost/income 60.18% 84.34%
Fair value lozzes/gains on securities 60.73% TT.27%
Administrative expenses/total assets 2.59% 2.89%
Productivity - Distribution efficiency:
Loans and receivables with customers /emplovees 2,800 2,544
Due to customers/employess 4,275 3,882
Total income/averags employess 203.876 137.089
Average emplovees fbranches 6.379 6.383
Cost per employee 69.89 70.84
Loans and receivables with customers and due to
6,922 6,342
customers faverage employaes
Total assets/employees 4.919 4.497
Loans and receivables with customers and dus to i
44,159 40,481
customers branches
Eranch employeesfemployess 69.89% T0.11%

Table 16

Indicators reflecting the bank’s core business are summarised in the above table, split into four
macro areas.

The indicators for the bank’s capitalisation continued to be very high.
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In the “equity/total assets” ratio, the equity is the peak value excluding the profit for the year.

The number of employees used to calculate some indicators in the above table also includes the
cleaning staff, which in other tables are shown separately. In the calculation of the “cost per
employee” indicator, caption “1) Employees” shown in table 10.1 in Part C of the notes to the
financial statements was used as the numerator.

The CET1, TIER 1 and TCR fell marginally year-on-year, from 15.09 bps to 14.83 bps. The
decrease is mainly due to the increase in the RWA related to the increase in lending at year end.
The value of the indicators considers the bank’s use of the transitional arrangements by virtue
of which the losses from the FTA of IFRS9 can be spread over 5 financial years at increasing
percentages and takes account of the dividend policy proposal in line with the Bank of Italy’s
recommendation of 27 March 2020 and with document no. 044761520 of 2 April 2020.

The net NPE/equity ratio shrank to 21.74% from 33.75% for the previous year. Furthermore, as
regards the value of new bad exposures for the year, not only is the figure related to new
transactions reclassified as bad taken into consideration, so are the increases during the year of
existing bad exposures, as shown in item “B.5 other increases” in table A.1.9 of Part E in the
notes to the financial statements. The “cost of credit” of 1.79% was calculated as the ratio
between the impairment losses of exposures and gross amounts due to customers.

The improved credit risk indicators reflect the bank’s focus on reducing and containing NPE. In
fact, new NPE decreased sharply from 1.62% to 0.9%%.

As regards the value of loans and receivables with customers used to calculate the indicators,
the figure only refers to financing to customers, excluding the HTC securities portfolio
component, which is instead included in the corresponding financial statement entry.

The coverage rate of performing exposures continues to be very positive at 0.83%.

“Cost/income”, calculated as the ratio between operating costs and the total income, decreased
to 60.18%. The indicator was influenced positively by the result of securities portfolio trading
and by the reduced operating costs. Net of the currency component of the securities portfolio,
the indicator is 60.73%.

In the calculation of the “Fair value losses/ gains on securities”, the difference between the gains
and losses on trading shown in table 4.1 of Part C in the notes to the financial statements was
used as the denominator of the indicator.

That being said, the ROE is 3.93%, compared to 1.04% in the previous financial year.

Objectives of the 2019 business plan: have they been met

The final version of the 2019/2021 business plan was approved at the meeting on 24 September
2019, following the establishment of the new board of directors in May 2019. The plan was
prepared from the perspective of continuity and consolidation and increased efficiency compared
to the previous three years.
The objectives of the 2019-2021 strategic plan were identified in line with Cassa di Risparmio di
Fermo’s mission, which intends to carry out the role of local bank and to continue standing
shoulder to shoulder with households and SMEs.
The qualitative objectives set by the business plan for 2019 were achieved. Specifically:
e Reduction in gross and net non-performing exposures and revision of the non-
performing exposures valuation and classification policy.
e Increase in the distribution network efficiency by optimising hub branches from 10 to 8
and alternating the opening of pairs of branches.
e Assessment of management resources
e Outsourcing of non-core business services through outsourcing of the help desk.
e Development of the bank’s property assets
e Development of human resources through managerial and specialised training
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The quantitative objectives for 2019 were achieved. Specifically:

Lending, gross of the allowance for impairment, amounted to €1,101.8 million and
exceed the lending estimated for the end of 2019 by 3.5%, amounting to €1,065 million.
In detail, performing exposures were estimated in the plan for €921,431 thousand,
whereas at 31 December 2019 they amounted to €948,122 thousand (+2.9% compared
to the objective).

Direct funding was estimated to amount to €1,465 million compared to the actual
€1,548 million (+5.6%).

Indirect funding, inclusive of pension funds plus policies, was estimated to amount to
€1,276 million, against the actual figure of €1,252 million (€-24 million).

Profitability ratios: profit for the year came to €5,997 thousand, fully meeting the
objective set by the plan for 2019:

1. Net interest income fully met the objectives set by the business plan, at €30.3
million;

2. Net fee and commission income, totalling €24.1 million, was around €1 million
lower than the objective set out by the plan (-4.12%).

3. Trading income totalled €19 million, exceeding the objective set by the business
plan by around 94%.

4. Administrative expenses closed the year substantially in line with the objectives,
while personnel expense was 2.7% lower than the business plan objective.

S. Net impairment losses on loans and receivables were around 77.5% higher than
the objectives of the plan.

The following table shows the actual results achieved compared to the business plan:

Actual Differen

Tax base Plan 2019 2019 o %o
Net iniersst incoms 20516 30,344 23 .09 %N
Net fee and commission income 25.112 24.078| - 1.03% -4.12%
CHwidetds 1,727 1,867 240 13.200%h
Ner trading income (expense| Q. 526 19 044 caiga QT B2 %
Total income 66,981 T334 81453 12.62%
1\0;;1 EELT::;:;;?::M BRI 11.49q] - 20397| -  BOOF  FR.50%
Fersonmnel axpence - AT I - 36,588 7al -3.71%
Other adminiptrative expenses - 19.704] - 19.532 172 0870
Amortisation - acermals = 4 449 - 3610 230 -1E. 860y
Dther pperating income, net 4.119 4.337 218 5.2004
:;:‘:’::::: it continning 8,120 9,645 1,516 18.65%
[ncome taxes - 2678/ - 3.648 570 38,200
FProfit for the year 5,451 5,907 546 10.02%
Equity | 157,576 158,741 1,165 0.74%
Table 17
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Bank of Italy/Consob/Isvap (the Italian Insurance Companies Supervisory
Authority) document no. 2 of 6 February 2009

The directors state that they have assessed the bank’s profitability and liquidity for a period of
not less than 12 months from the reporting date based on the business plan, the 2020 budget
and all other available information.

With respect to the bank’s liquidity, the board of directors confirms the following management
guidelines:

1. ongoing alignment and monitoring of interbank credit facilities;

2. maintenance of a lending/funding ratio always below the 90% threshold identified by the
board of directors as prudential.

With respect to the bank’s profitability, the board of directors believes that, despite this difficult
economic period, the bank has appropriate profitability margins for the near and far future
notwithstanding increasing volatility in its results due to changed economic conditions and
application of IFRS 9, which could lead to greater volatility in its results given the requirement
to apply fair value measurement to an increasingly wider range of assets.

It is sufficient to consider the following:
the bank has never made a loss despite other unfavourable economic periods;

it has a large market share and its local ground roots have actually been strengthened
by its strong reputation and efficiency characteristics that it has built up over the years;

c. Its high capitalisation and prudent approach are a solid basis for dealing with any future
risks;

d. the 2019-2021 business plan includes a wide-ranging programme of actions designed to
improve the bank’s efficiency by extending its synergies with the non-controlling investor
Intesa Sanpaolo.

It can, therefore, clearly be seen that the going concern assumption is fully met without having
to provide any more details.

Bank of Italy’s recommendation on the distribution of dividends by
less significant Italian institutions during the COVID-19 pandemic

In line with the Bank of Italy’s recommendation of 27 March 2020 and document no. 044761520
of 2 April 2020 regarding the dividends policy of less significant Italian institutions during the
COVID-19 pandemic, the board of directors of 8 April 2020 amended the shareholders’ proposal
for allocation of profit for the year resulting from the financial statements at 31 December 2019,
previously approved at the meeting on 24 March 2020, as described in section “12.4.2 Proposed
allocation of profit for the year” in these financial statements.

Information related to own funds and the prudential ratios reported in the directors’ report and
the notes to the financial statements were subsequently updated, with respect to the
corresponding prudential reports made in February 2020.

The bank’s remuneration policy for its key management personnel hinges on maximum
prudence, limiting the variable part indexed to financial statements data to just the mechanisms
provided for by labour agreements while another part, agreed annually by the board of directors,
is based on quantitative/qualitative assessments of the work performed by the management
team.

On 25 March 2019, the unit in charge of prudential supervision and the related administrative
processes regarding our bank moved from the offices in Ancona to those in Bologna.
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Outlook

The overall and actual economic climate raises many issues. The primary issue is the spread of
the coronavirus starting in January 2020, and the consequent restrictions implemented by
public authorities in all affected countries to contain it.

These circumstances, which are extraordinary and extensive in nature, have direct and indirect
repercussions on economic activity and have created a climate of general uncertainty. The
changes in the economy and related effects are currently unforeseeable and will be greatly
affected by the continuing emergency and the measures that governments, Italy especially, will
implement. The potential effects of this event will be constantly monitored over the course of the
year.

The distribution network has been made aware so that it can support the economic and
production system and implement any targeted measures, awaiting government intervention. All
sectors are affected by the issue, though the biggest focus is on manufacturing and tourism. The
bank previously joined the “Addendum to the 2019 Credit Agreement” signed by the ABI and the
main business associations, which extended to the loans granted up to 31 January 2020 to
micro, small and medium enterprises that suffered losses due to the COVID-19 emergency, the
possibility to request the suspension of payments or the extension of the repayment plan.
Carifermo is taking action to implement the new “Cura Italia” ministerial decree, which sets out
various measures including: increasing the central guarantee fund for SMEs, even for
renegotiating existing loans; strengthening the Credit Guarantee Consortia for micro enterprises
through simplification measures; extension to self-employed workers and simplified use of the
mortgage fund for first-time buyers; liquidity and guarantees from CDP (deposit and loan bank)
for enterprises with reduced turnover due to the virus.

Lending accelerated strongly in the final part of the year, allowing for the objectives of the 2019
business plan to be achieved. This will continue throughout the current year, as we implement
all strategies identified such as ceilings dedicated to specific customer and/or economic
segments, participation in pool financing and transfers of salary-backed loans, reinforcement of
market shares on the markets with the greatest development potential and the opening of the
branch in Ancona by the end of 2020.

With reference to investments, the bank will continue to diversify its portfolio, mainly through
the management mandate granted to Epsilon, which operates in different instruments other than
Italian government bonds and is moving towards risk splitting in relation to the securities
portfolio, while taking due consideration of the protection and growth of the TCR.

Indirect funding was significantly redeveloped, especially the managed funds, which at 31
December 2019 made up over 64% of the total indirect funding, a figure that contributed heavily
to a stable recovery of the net fee and commission income, which, as a result of the calculation
mechanisms, is tending towards growth in the near future.

Placement was also extended to insurance products that cover a larger range of demand, chosen
and tailored on the basis of the information and indications obtained from the network.
Therefore, the flow of commission may be further enriched by the contribution from class III
insurance instruments. From February 2020, it was again possible to place the assets managed
by Eurizon Capital SGR and new savings products were introduced.

In the year ended at 31 December 2019, the objectives set out by the NPE plan were substantially
met, and non-performing exposures significantly decreased and should continue to decrease in
the current year. The bank reinforced its prudent valuation policy for non-performing exposures,
which led to an improvement in the coverage rate from 48.08% to 52.3%. This trend should also
remain stable in the future, using the outlook of the NPE plan as a point of reference. The plan
will be updated in June 2020 according to the contents of the Bank of Italy’s note of 20 March
2020 “Extension of the terms and other temporary measures to mitigate the impact of COVID-
19 on the Italian banking and financial system”, also considering the unforeseeable and
unquantifiable effects of the COVID-19 emergency.
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Personnel costs decreased, as expected due to normal turnover and increased organisational
efficiency, which in 2020 will also involve the optimisation of the number of hub branches from
8 to 5.

The financial statements at year end showed a fall in administrative expenses year-on-year. The
positive trend will also continue in the coming year and operating costs will gradually decrease
in line with the entire company structure.

As envisaged by the 2019-2021 business plan, the policy for developing owned property will
continue. In particular, over the course of 2020 restorations will continue in Palazzo De Angelis,
the building forming a single unit with the complex containing our bank’s management and
central offices. The renovation of the San Benedetto branch will also continue.

In light of the above and the ongoing health emergency, Cassa di Risparmio di Fermo will
continue to perform its role as local bank, and continue to support households and SMEs while
pursuing the objectives of the 2019-2021 business plan.
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Conclusions

To wind up this report, I would like once again to firstly thank all our customers who continue
to choose Cassa di Risparmio di Fermo S.p.A. as their bank in what definitely has not been an
easy year, and who are confident that the bank has been able to repay such a choice with its top
quality services.

The bank’s activities are those set out by the Fondazione Cassa di Risparmio di Fermo which are
its reference point and guiding light. The expert assistance of the shareholder Intesa Sanpaolo
provided continuously to our staff improving their approach and professional standing
contributes great added value.

While thanking the directors who have ceased office, we are deeply appreciative of the managing
director, Alessandra Vitali Rosati, for her qualified and enthusiastic commitment, dedication and
work carried out over the entire three-year mandate that ended on 30 April 2019. We thank the
general manager, appointed in May 2019, the executive committee and the board of directors for
their expert assistance and guidance provided to the bank in this period of significant legislative
discontinuities and a difficult economic situation:

The precious assistance provided by the entire board of statutory auditors is also worthy of
mention.

We would also like to especially thank all the bank’s employees for their profound commitment
to embrace change professionally and with a sense of belonging.

Finally, we would like to express our gratitude to the supervisory authorities and, especially, the
Bologna branch manager, Maurizio Rocca, and the Ancona branch manager, Gabriele Magrini
Alunno, for their availability as well as all the personnel at those two branches for their
assistance.

for the board of directors
The Chairman

Fermo, 8 April 2020
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BALANCE SHEET: ASSETS

Financial Statements at 31/12/2019

Assets 12/2019 12/2018
10. Cash and cash equivalents 62,820,183 33,965,889
20. Financial assets at fair value through profit or loss 175,073,686 305,218,894
a) financial assets held for trading; 174,857,818 304,724,009
b) financial assets designated at fair value; - -
c) other financial assets mandatorily measured at fair value 215,868 494,885
30. Financial assets at fair value through other comprehensive income 203,674,025 79,573,280
40. Financial assets at amortised cost 1,260,873,669 1,208,490,721
a) loans and receivables with banks 18,706,710 19,618,480
b) loans and receivables with customers 1,242,166,959 1,188,872,241
80. Property, plant and equipment 23,150,385 14,870,293
90. Intangible assets 136,422 122,051
including: - -
- goodwill - -
100. Tax assets 21,750,776 22,673,945
a) current 3,602,311 3,330,908
b) deferred 18,248,465 19,343,037
120 Other assets 33,282,764 34,978,368

Total assets

1,780,761,910

1,699,893,441
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BALANCE SHEET: LIABILITIES

Financial Statements at 31/12/2019

Liabilities and equity

12/2019

12/2018

10.

20.
60.

80.
90.

100.

110.
140.
150.
160.
180.

Financial liabilities at amortised cost

a) due to banks
b) due to customers
c) securities issued
Financial liabilities held for trading
Tax liabilities
a) current
b) deferred
Other liabilities
Employee termination indemnities
Provisions for risk s and charges:
a) loan commitments and financial guarantees given
b) pension and similar obligations
¢) other provisions
Valuation reserves
Reserves
Share premium
Share capital

Profit for the year

1,550,471,183

2,758,596
1,477,908,638
69,803,949
151,171
4,183,175
3,213,438
969,737
48,770,676
6,971,244
11,473,060
542,186
8,278,051
2,652,823
11,017,974
67,825,540
34,660,068
39,241,087
5,996,732

1,468,697,773

1,373,183
1,387,593,799
79,730,791
288,801
1,429,457
402,540
1,026,917
57,798,123
8,005,154
10,763,931
152,205
8,362,303
2,249,423
10,423,757
67,014,605
34,660,068
39,241,087
1,570,685

Total liabilities and equity

1,780,761,910

1,699,893,441
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INCOME STATEMENT

Financial Statements at 31/12/2019

Tax base 12/2019 12/2018
10. Interest and similar income 33,306,562 32,113,452
including: interest calculated using the effective interest method 21,924,797 20,176,205
20. Interest and similar expense 2,962,533 3,263,756
30. Net interest income 30,344,029 28,849,696
40. Fee and commission income 25,591,202 25,898,566
50. Fee and commission expense 1,512,971 1,408,400
60. Net fee and commission income 24,078,231 24,490,166
70. Dividends and similar income 1,967,462 1,727,358
80. Net trading income (expense) 5,393,737 6,321,335
100. | Net gain from sales or repurchases of: 13,929,713 3,781,201
a) financial assets at amortised cost 4,574,073 -
b) financial assets at fair value through other comprehensive income 9,355,640 3,781,017
¢) financial liabilities - 184
110. ;:I)its loss on other financial assets and liabilities at fair value through profit or 279,017 21,265
a) financial assets and liabilities designated at fair value - -
b) other financial assets mandatorily measured at fair value 279,017 21,265
120. | Total income 75,434,155 52,505,821
130. | Net impairment losses for credit risk associated with: 19,865,338 7,629,222
a) financial assets at amortised cost 19,751,990 7,505,157
b) financial assets at fair value through other comprehensive income 113,348 124,065
140. Gains (Losses) from contractual modifications without derecognition 531,253 -
150. Net financial income 55,037,564 44,876,599
160. Administrative expenses: 46,119,999 48,274,472
a)personnel expense 26,588,008 28,082,499
b)other administrative expenses 19,531,991 20,191,973
170. Net accruals to provisions for risks and charges 793,381 1,535,912
a) loan commitments and financial guarantees given 389,981 30,331
b) other 403,400 1,566,243
180. Net adjustments to property, plant and equipment 2,736,366 1,552,461
190. | Net adjustments to intangible assets 80,392 88,587
200. Other operating income, net 4,337,472 4,098,608
210. Operating costs 45,392,666 44,281,000
250. | Net gains (losses) on sales of investments 198 413
260. Profit (Loss) from current operations before tax 9,644,700 595,186
270. | Income taxes 3,647,968 975,499
280. Profit (Loss) from current operations after tax 5,996,732 1,570,685
300. Profit for the year 5,996,732 1,570,685
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Financial Statements at 31/12/2019

STATEMENT OF COMPREHENSIVE INCOME

Tax base 12/2019 12/2018
10. Profit for the year 5,996,732 1,570,685
Items, net of tax, that will not be reclassified to profit or
loss:
20. Eqwty instruments at fair value through other comprehensive 48,334 |- 426,510
income
30 Financial liabilities designated at fair value through profit or loss _ B
) (changes in own credit rating)
40 Hedges of equity instruments at fair value through other ) )
: comprehensive income
50. Property, plant and equipment - -
60. Intangible assets - -
70. Defined benefit plans 343,814 332,567
80 Non-current assets and disposal group classified as held for _ B
’ sale
90. Share of valuation reserves of equity-accounted investees - -
Items, net of tax, that will be reclassified to profit or loss:
100. | Hedges of investments in foreign operations - -
110. | Exchange gains (losses) - -
120. | Cash flow hedges - -
130 Hedging instruments (non-designated items) - -
140. Financial assets (other thgn ngty instruments) at fair value 889,697 |- 2,292,251
through other comprehensive income
150 Non-current assets and disposal group classified as held for ) )
"l sale
160. | Share of valuation reserves of equity-accounted investees - -
170. Other comprehensive expense, net of tax 594,217 |- 2,386,194
180. | Comprehensive income (expense) (captions 10 + 170) 6,590,949 |- 815,509
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STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31/12/2019

§ . : Changes for the year
= i = Allocation of prior year &
= o = profit 2 3
8 = 5 % Equity transactions & =
s 5 = 3 . Ste| =
™ = ] - - 1 = i N el
g g g g |2 8| = 3 ¢ |Eo5|=_£| 35 s |28 =
5 . = 2 |szg| ¢ Sg | B5 |SE€|szE| 88 | £ |zz2Z| £
m a ) = _g = 2 55 i — = g = o E E = g— .E - = e
g g g & 5= 3 i @ = 2 i o e = E- = " & il o Lol

= £ |2°8| £ g " 25 |E52 | 5°8| 22 5 g =

S £ v & g g g s £ 38 g2 | &

Share capital: 39,241,087 - 39,241,087 - - - - - - - - - - 39,241,087
a) ordinary shares 39,241 0BT - 3% 241,087 - - - - - - - - - - 39 241 08T
b) cther shares 3 5 - = = - = Z z - > 5 = =

Share premium 34 660 068 = 34 660 068 = = == = = = = = = = 34 660 068

Reserves: 67,014 605 = 67,014,605 810,935 = = = E = - - = = 67,825 540
a) income-relaed 74,150,082 = 74,150,062 810,935 = - : 5 = - > = = 74,560 907
b} ciher - 7,135457 - |- 7135457 : : - : - = - = 3 - |- T1,135457

Valuation reserves: 10,423 757 = 10 423 757 N = - = N = - = = o4 217 | 11047974

Equity instruments - % = = B = = = = = ; = = -

Treasury shares - - - x = - . . - " . . ” .

Profit for the year 1,570,685 - 1,570,685 |- 810935 |- 759,750 - - . . . . - 5,006,732 5006732

Equity 152,910,202 - 152,910,202 - |- 759,750 - - - - - - - 6,500,949 | 158,741,401
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STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2018

E - - Changes for the year

o = = Allocation of prior year -

§ = § profit 2 . . E z

= = = g Equity transactions 3 ~

= = = @ £ W =

— [:F] st g e 2]

=1 o =1 - H = = 8 1] g 2 =

3 s s . |B 2| = | B st | §.25 |=_ 8| 58 & |E23| %

5 s E : |gzs| 3 <8 | 25 | §55 |88 | £3 T | E£s| 1z

3 = 3 2 |888| ¢ s2 | E2 | g€ |s§52| 82 2 EE” &

= = k3 4 =% 3 = =% = § E%;; EEE £z = ]

5 L E W 5 i 83 X % |® E£| 83 2 =
= &

Share capital: 39 241,087 k& 39 241 087 N = = = 5 = 4 = = = 39,241,087
a) ordinary shares 39,241,087 = 39,241,087 z : = : - : = - = = 39,241,087
b) cther shares - - - = - - = : = 3 - = = =
Share premium 34 660 068 = 34 660,068 = = = = = = = 5 = = 34 660,068
Reserves: 74872925 10405217 | 64467708 | 2546897 - - - - - - - - - 67,014,605
a) income-redated 71,603,165 ; 71,603,165 | 2,546,897 - - - - - - - - - 74,150,062
b} cther 3,260,760 |-10406,217 (- 7135457 2 - - - > 5 S : - - |- 71354567
Valuation reserves: 12,884 638 (- 74,687 | 12809951 - - - - - - - - - |- 2,386,194 | 10,423,757
Equity instruments - 5 _ 5 = 5 = 5 = 3 . = o =
Treasury shares - : : : . : - . - . . . .
Profit for the year 4,826,147 - 4,826,147 |- 2,546,897 |-2.279.250 - - - - - - - 1,570,685 1,570,685
Equity 166,484,865 |-10.479.904 | 156,004,961 - [-2,279.250 - - - - - - - |- 815509 | 152910202
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STATEMENT OF CASH FLOWS: indirect method

A OPERATING ACTIVITIES Amount
12/2019 12/2018
1. Operations 14,526,788 |- 2,567,306
- profitfor the year 5,996,732 1,570,685
Oﬁrlztrgcaolnmsélrzshs:ssi/r;ﬁi:zz;zl (aji;zts held for trading and other financial assets/liabiliies at fair value tirough | 466,992 4482427
- gains/losses on hedging transactions (-/+) - -
- netimpairment losses (gains) for credit risk (+/-) 18,833,322 6,607,728
i-n?;g:gls:t:;z,eie(pj;:iaﬁon and netimpairment losses on property, equipmentand investment property and 3,056,203 1,947,954
- netaccruals to provisions for risks and charges and other costs/revenue (+/-) - 961,417 |- 1,535,912
- unpaid taxes and duties (+/-) 3,647,968 244 500
- netimpairment losses/reversals of impairmentlosses on non-current assets held for sale and disposal i i
groups, netoftax (+/-)
- other adjustments (+/-) - 15,579,028 |- 15,884,688
2. Cash flows generated by/used for financial assets - 46,342,348 |- 129,345,044
- financial assets held for trading 132,657,414 |- 49,573,690
- financial assets designated at fair value - -
- other assets mandatorily measured at fair value - - 516,150
- financial assets at fair value through other comprehensive income - 113,324,475 148,519,803
- financial assets at amortised cost - 66,927,983 |- 221,473,267
- other assets 1,252,696 |- 6,301,740
3. Cash flows generated by financial liabilities 62,382,395 27,055,544
- financial liabilies at amortised cost 73,011,740 |- 3,164,088
- financial liabilites held for frading - 137,630 88,097
- financial liabilites designated at fair value - -
- other liabilites - 10,491,715 30,131,535
Net cash flows generated by/used in operating activities 30,566,835 [- 104,856,806

B. INVESTING ACTIVITIES
1. Cash generated by 1,502 430
- sales of equity investments - -
- dividends from equity investments - -
- sales of property, plantand equipment 1,502 430
- sales of intangible assets - -
- sales of business units - -
2. Cash flows used to acquire - 954,293 |- 950,746
- equity investments - -
- property, equipmentand investment property - 715,658 |- 600,179
- infangible assets - 238,635 |- 350,567
- business units - -

Net cash flows used in investing activities |- 952,791 |- 950,316
C. FINANCING ACTIVITIES
- issue/repurchase of reasury shares - -
- issue/purchase of equity instruments - -
- dividend and other distributions - 759,750 |- 2,279,250

Net cash flows used in financing activities |- 759,750 |- 2,279,250
NET CASH FLOWS FOR THE YEAR 28,854,294 |- 108,086,372

Key: (+) generated; (-) used
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Reconciliation:
Amount
FINANCIAL STATEMENT ITEMS
122019 1272018
Cpening cash and cash equivalenis 33,965,889 142,052,281
Netcash fows for the year 23,8504 204 |- 108,086,372
Cash and cash equivalenis exchange gains (losses) - -
Ciosing cash and cash equivalents 62,820,183 33,565,889
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EXPLANATORY NOTES
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PART A
Accounting policies
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A.1 - GENERAL PART

Section 1 - Statement of compliance with the IFRS

The financial statements of Cassa di Risparmio di Fermo S.p.A. as at 31 December 2019 have
been prepared in compliance with the International Financial Reporting Standards (IFRS) issued
by the International Accounting Standards Board (IASB) and related interpretations of the
International Financial Reporting Interpretations Committee (IFRIC), endorsed by the European
Commission with EC regulation 1606 of 19 July 2002 and applied in Italy with article 1 of
Legislative decree no. 38 of 28 February 2005. The instructions issued by Bank of Italy in its
Circular no. 262 of 22 December 2005 and subsequent updates have also been considered.

The bank also referred to the Framework for application of the IFRS.

The bank changed the drafting policies applied to classify, recognise, measure and
derecognise financial assets and liabilities and to recognise revenue and costs compared to its
2018 financial statements.

This change derives from the compulsory application, as of 1 January 2019, of international
accounting standard IFRS 16 “Leases”, issued by the IASB on 13 January 2016 and approved
by the European Commission through Regulation no. 2017/1986, which amended or interpreted
the IAS/IFRS standards pertaining to the rules on classifying, measuring and depreciating the
rights of use of leased/rented assets with recognition of the related liabilities on the basis of the
actual value of the payments still due.

When preparing the financial statements, the board of directors made reference to and
considered the applicability of the following sources, set out below in decreasing order of
importance:

e the guidance and instructions set out in the standards and interpretations for similar or
related cases;

¢ the definitions and recognition and measurement requirements for assets, liabilities, revenue
and costs provided in the Framework.

The board of directors may also refer to the most recently issued measures of other accounting
standard setters that use a framework similar to that of the IFRS to develop such standards,
other accounting reference documentation and consolidated practices.

As required by IAS 8, the new international accounting standards, or the changes to standards
already in force, are shown below. Their application became compulsory as of the 2019 financial
year.

IFRS STANDARDS, AMENDMENTS AND INTERPRETATIONS APPLIED FROM 1 JANUARY
2019

The following IFRS accounting standards, amendments and interpretations were applied by
the bank for the first time as of 1 January 2019.

On 13 January 2016, the IASB published IFRS 16 — Leases, which replaces IAS 17 — Leases,
as well as IFRIC 4 Determining Whether an Arrangement Contains a Lease, SIC-15 Operating
Leases—Incentives and SIC-27 Evaluating the Substance of Transactions Involving the Legal
Form of a Lease.

The standard provides a new definition of a lease and introduces a criterion based on the
control (right of use) of an asset in order to distinguish between lease contracts and contracts to
supply services, identifying the distinguishing criteria for leases as: the identification of the asset,
its substantive substitution right, the right to obtain substantially all of the economic benefits
from use of the asset and, finally, the right to use the underlying asset.

The standard establishes a single model for the lessee to recognise and measure lease
contracts, which envisages the recognition of the asset being leased, including operational leases,
in the financial assets with a balancing entry in the financial liabilities. On the other hand, the
standard does not make significant changes for lessors.
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The bank availed of the practical expedient envisaged for the transition to IFRS 16 to avoid
reassessing whether a contract is or contains a lease. Therefore, the outcome related to qualifying
a contract as a lease in accordance with IAS 17 and IFRIC 4 will continue to be applied to
contracts signed or amended before 1 January 2019.

The change in the definition of a lease mainly refers to the criterion based on control (“right
of use”). According to IFRS 16, a contract contains a lease if the customer has the right to control
the use of an identified asset for a period of time in exchange for a fee. This concept is
substantially different from the concept of “risks and rewards”, to which significant attention
was paid in IAS 17 and IFRIC 4.

The bank applies the definition of a lease and the related provisions set out by IFRS 16 for all
lease contracts signed or amended after 1 January 2019 (regardless of the condition of lessee or
lessor in each lease contract). In light of the first time application of IFRS 16, the bank carried
out a project to assess the potential impacts and implementation of IFRS 16. The analysis showed
how the new definition set out by IFRS 16 will not significantly change the scope of the contracts
defined by the bank as a lease.

IFRS 16 became applicable on 1 January 2019. The main areas affected by its application are
summarised below.

As mentioned by the transition rules of IFRS16, the bank availed of the right not to reassess
on homogeneous bases the comparative values for the year of FTA of IFRS16, so the figures from
2018, determined in accordance with IAS 17, are not fully comparable. In particular, the
“modified retrospective approach B” (section CS5 letter b, C7 and C8 letter b.ii of annex C to IFRS
16) was applied, which provides for the possibility to present the asset consisting of the right of
use at the date of FTA for an amount equal to the liabilities of the lease net of prepayment; using
this approach, no differences appear on the net equity at the date of FTA.

Similarly, the bank availed of the exemption granted by IFRS 16:5(b) regarding lease contracts
for which the underlying asset is configured as a low-value asset (i.e. the underlying asset of the
lease contract does not exceed the value of €5 thousand when new). Contracts for which the
exemption was applied mainly fall under the following categories:

* Computers, telephones and tablets;
J Printers;

. Other electronic devices;

*  Furniture and fittings.

For these contracts, the introduction of IFRS 16 did not lead to recognition of the financial
liabilities for the lease and the related right of use, but the lease fees were recognised in the profit
or loss on a straight-line basis for the duration of respective contracts in “other costs” of the
profit or loss.

The bank also decided not to apply IFRS16 for the contracts containing a lease that had an
underlying intangible asset.

Lastly, with reference to the transitional rules, the bank availed of the following available
practical expedients:

* Use of the assessment made at 31 December 2018 according to the rules of IAS 37
Provisions, Contingent Liabilities and Contingent Assets in relation to the accounting of
onerous contracts instead of application of the impairment test pursuant to IAS 36 on the
value of the right of use at 1 January 2019;

* Classification of the contracts maturing within 12 months from the transition date as
short-term leases. For these contracts, the lease fees were recognised to the profit or loss
on a straight-line basis;

* Exclusion of the initial direct costs from measurement of the right of use at 1 January
2019;

* Use of the information present at the transition date to determine the lease term, with
particular reference to exercising the options of extension or early closure.
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The right of use recognised at 1 January 2019 totalled €9,892 thousand, while the liabilities
amounted to €9,818 thousand, adjusted for prepayments. The liabilities recognised at the date
of FTA according to IFRS 16 mainly exclude the future payments for contracts with “low value
assets” or those belonging to the “short term” category, in addition to other payments not falling
within the scope of application of the new standard, as shown in the following reconciliation
table:

Reconciliation of lease liabilities

[AS 17 operating lease
commitments not discounted at 0,802
31/12/2018

Other changes: Prepayments T4

IFRS 16 lease liahilities at

9,818
01/01/2019

Regarding the economic figures for the year, based on the provisions of IFRS 16, it is noted
that:

- the depreciation and net impairment losses on property, plant and equipment include
amortisation of the rights of use of assets underlying lease/rental contracts and amount
to €1,284 thousand,;

- the lease fees related to contracts falling within the scope of IFRS16 are no longer
recognised in “other administrative expenses”;

- property, plant and equipment include the rights of use calculated on leased assets for
€8,841 thousand;

- amounts due to customers include the amount of the lease liability determined according
to IFRS 16 for €8,762 thousand.

Based on the above, the economic/financial figures related to the periods compared are not
fully comparable.

* On 12 December 2017, the IASB published the “Annual Improvements to IFRSs 2015-2017
Cycle”, which transposed the changes to some standards as part of their annual
improvement process. The main changes concern:

o IFRS 3 Business Combinations and IFRS 11 Joint Arrangements: the amendment
clarifies that when an entity obtains control of a business representing a joint operation,
it must remeasure the investment previously held in that business. This process is not
required if joint control is obtained.

o IAS 12 Income Taxes: the amendment clarifies that all tax effects related to dividends
(including payments on the financial instruments classified in equity) must be accounted
for in accordance with the transaction that generated those profits (profit or loss, OCI or
equity).

o IAS 23 Borrowing Costs: the change clarifies that in the event of borrowing remaining
even after the qualifying asset of reference is ready for use or sale, this borrowing becomes
part of all borrowings used to calculate the borrowing costs.

The adoption of this amendment had no effect on the financial statements.
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*  On 7 February 2018, the IASB published the “Plant Amendment, Curtailment or Settlement
(Amendments to IAS 19)”. The document clarifies how an entity should report a change (i.e.
a curtailment or settlement) of a defined benefit plan. The changes require that the entity
update its assumptions and re-measure the liabilities or net assets deriving from the plan.
The amendments clarify that following such an event, an entity must use updated
assumptions to measure the current service cost and interest for the remainder of the
reference period following the event. The adoption of this amendment had no effect on the
financial statements.

* On 12 October 2017, the IASB published the “Long-term Interests in Associates and Joint
Ventures (Amendments to IAS 28)”. This document clarifies the need to apply IFRS 9,
including the requirements related to impairment and other long-term investments in
associated companies and joint ventures for which the equity method is not applied. The
adoption of this amendment had no effect on the financial statements.

e On 7 June 2017, the IASB published the “Uncertainty over Income Tax Treatments (IFRIC
Interpretation 23)”. The interpretation tackles the issue of uncertainties around which tax
treatment to apply to income taxes. In particular, the interpretation requires that an entity
analyse the uncertain tax treatments (individually or as a whole, depending on the
characteristics), always assuming that the taxation authority will examine the tax position
in question and will have full knowledge of all relevant information when doing so. If the
entity concludes that it is not probable that the tax authority will accept a particular tax
treatment, the entity must reflect the effect of the uncertainty in its current and deferred
income taxes. In addition, the document does not contain any new reporting obligations but
underlines that the entity must establish whether it will be necessary to provide information
about the considerations made by management and relating to the uncertainty underlying
the tax accounting, in accordance with IAS 1. The new interpretation was applied as of 1
January 2019. The adoption of this amendment had no effect on the financial statements.

e On 12 October 2017, the IASB published an amendment to IFRS 9 “Prepayment Features
with Negative Compensation”. This document specifies that the instruments that require an
early repayment could follow the Solely Payments of Principal and Interest (“SPPI”) test, even
if the reasonable additional compensation to be paid in the event of an early repayment is
negative compensation for the lender. The adoption of this amendment had no effect on the
financial statements.

IFRS AND IFRIC ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS
APPROVED BY THE EUROPEAN UNION, NOT YET MANDATORILY APPLICABLE AND NOT YET
ADOPTED BY THE COMPANY AT 31 DECEMBER 2019

The company has not applied the following new accounting standards and other published
amendments, application of which is not yet compulsory.

e On 31 October 2018, the IASB published the “Definition of Material (Amendments to IAS 1
and IAS 8)”. The document introduced a change to the definition of “material” contained in
IAS 1 - Presentation of Financial Statements and IAS 8 — Accounting Policies, Changes in
Accounting Estimates and Errors. This amendment aims to make the definition of “material”
more specific and introduced the concept of “obscured information” alongside the concepts
of omitted or misstated information already present in the two amended standards. The
amendment clarifies that information is obscured if it is communicated in a way that would
have a similar effect on the primary readers of financial statements as omitting or misstating
the information. The changes introduced by the document are applied to all transactions
after 1 January 2020. The directors do not expect a significant effect on the financial
statements from adopting this amendment.
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*  On 29 March 2018, the IASB published an amendment to the “References to the Conceptual
Framework in IFRS Standards”. The amendment is effective for periods beginning on or after
1 January 2020, but early application is permitted. The conceptual framework defines the
fundamental concepts for financial reporting and guides the board in the development of
IFRS. The document helps to guarantee that the standards are conceptually consistent and
that similar transactions are treated in the same way, so as to provide useful information to
investors, lenders and other creditors. The conceptual framework supports businesses in
the development of accounting standards where no IFRS is applicable to a specific
transaction and, in general, helps interested parties to understand and interpret the
standards. The directors do not expect a significant effect on the financial statements from
adopting this amendment. The amendments took effect on 1 January 2020, but companies
may opt for early application. The directors do not expect any effects on the financial
statements from adopting this amendment.

IFRS ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS NOT YET
APPROVED BY THE EUROPEAN UNION

At the reporting date, the EU competent bodies have not yet concluded the approval process
required for the adoption of the amendments and standards described below.

*  On 22 October 2018, the IASB published the “Definition of a Business (Amendments to
IFRS 3)”. The document provides some clarifications on the definition of a business for the
purposes of the correct application of IFRS 3. In particular, the amendment clarifies that while
a business usually produces an output, the presence of an output is not strictly necessary in
order to identify a business where there is an integrated set of activities/processes and assets.
Nevertheless, in order to satisfy the definition of a business, an integrated set of
activities /processes and assets must include, as a minimum, an input and a substantial process
that together significantly contribute to the ability to create an output. To this end, the IASB
replaced the term “ability to create outputs” with “ability to contribute to the creation of outputs”
in order to clarify that a business can exist even without the presence of all inputs and processes
necessary to create an output.

The amendment also introduced an optional concentration test that makes it possible to
exclude the presence of a business if the price paid is substantially attributable to a single asset
or group of assets. The changes apply to all business combinations and asset acquisitions after
1 January 2020, but early application is permitted.

The directors do not expect any effects on the financial statements from adopting this
amendment.

e On 18 May 2017, the IASB published IFRS 17 — Insurance Contracts, which is intended
to replace IFRS 4 — Insurance Contracts.

The objective of the new standard is to guarantee that an entity provides relevant information
that offers a faithful representation of the rights and obligations deriving from the insurance
contracts issued. The IASB developed the standard to eliminate inconsistencies and weaknesses
in the existing accounting policies, providing a single principle-based framework to take into
account all types of insurance contracts, including the reinsurance contracts held by an insurer.

The new standard also envisages the presentation and disclosure requirements to improve
comparability between the sector’s entities.

The new standard measures an insurance contract on the basis of a general model or a
simplified version of it, entitled the “premium allocation approach” (PAA).

The main characteristics of the general model include:
o the estimates and assumptions of future cash flows are always current;
o the measurement reflects the time value of money;

o the estimates envisage an extensive use of observable market information,;
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o a current and explicit risk assessment exists;

o the expected profit is deferred and aggregated into groups of insurance contracts during
initial recognition; and

o the expected profit is reported in the contract coverage period taking account of the
adjustments deriving from differences in the cash flow assumptions for each group of
contracts.

The PAA envisages the measurement of liabilities for the residual coverage of a group of
insurance contracts provided that, during initial recognition, the entity ensures that these
liabilities reasonably represent an approximation of the general model. The contracts with a
coverage period of one year or less are automatically suitable for the PAA. The simplifications
deriving from application of the PAA do not apply to the valuation of the liabilities for existing
claims, which are measured with the general model. Nevertheless, it is not necessary to discount
those cash flows if it is expected that the balance is to be paid or collected within one year from
the date of the claim.

The entity must apply the new standard to insurance contracts issued, including reinsurance
contracts, to reinsurance contracts held and to investment contracts with a discretionary
participation feature (DPF).

The standard applies from 1 January 2021 but early application is permitted only for entities
that apply IFRS 9 - Financial Instruments and IFRS 15 - Revenue from Contracts with
Customers. The adoption of this standard has no effect on the financial statements.

* On 11 September 2014, the IASB published an amendment to IFRS 10 and IAS 28 “Sales
or Contribution of Assets between an Investor and its Associate or Joint Venture”. The document
was published to resolve the current conflict between IAS 28 and IFRS 10.

According to IAS 28, the gain or loss from a sale or transfer of a non-monetary asset to a joint
venture or associate in exchange for a share in its capital is limited to the share held in the joint
venture or associate by the other investors not involved in the transaction. On the other hand,
IFRS 10 requires the recognition of all gain or loss in the event of loss of control of a subsidiary,
even if the entity continues to hold a non-controlling interest in it. This also includes the sale or
transfer of a subsidiary to a joint venture or associate. The amendments introduced require that
in a sale/transfer of an activity or subsidiary to a joint venture or associate, the amount of the
gain or loss to be recognised in the financial statements of the assignor/transferor depends
whether or not the activities or subsidiary sold/transferred constituted a business, as define by
IFRS 3. If the activities or the subsidiary sold/transferred form a business, the entity must report
the gain or loss on the entire share previously held; on the other hand, the portion of gain or loss
related to the share still held by the entity must be derecognised. The IASB has currently
suspended application of this amendment. The directors do not expect any impact as a result of
this amendment.

e On 30 January 2014, the IASB published IFRS 14 - “Regulatory Deferral Accounts”,
which permits a first-time adopter of the IFRS to continue to recognise the amounts related to
the rate regulation activities according to the previously adopted accounting standards. As the
bank is not a first-time adopter, this standard is not applicable.

Changes to the IBOR - Interest Rate Benchmark Reform: In September 2019, the IASB
published the “Amendments to IFRS 9, IAS 39 and IFRS 7: Interest Rate Benchmark Reform”
(already endorsed by the EFRAG). This document amends some of the requirements for the
application of hedge accounting, in order to mitigate the impact deriving from uncertainty around
future cash flows due to the IBOR reform. The amendment requires that the following disclosures
be provided for hedging relationships impacted by the reform:

* the most significant benchmarks to which the entity’s hedging relationships are exposed,;
* the amount of risk hedged by the entity directly impacted by the reform;
* the methods used by the entity to manage the transition to the new benchmark rates;

* a description of the main assumptions adopted by the entity for application of the
temporary exceptions defined by the amendment;

* the notional amount of the hedging instruments included in the hedging relationships
affected.
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Though the amendment is mandatorily applicable from 1 January 2020, application was
possible before 31 December 2019. In any case, this amendment is not applicable to the bank.

The directors do not expect any effects on the financial statements.

Section 2 - Basis of presentation

The financial statements are clearly stated and give a true and fair view of the bank’s financial
position, financial performance and cash flows. They comprise the balance sheet, the income
statement, the statement of comprehensive income, the statement of changes in equity, the
statement of cash flows and these notes and are accompanied by a directors’ report. When the
disclosures required by the IFRS and the instructions set out in Bank of Italy Circular no. 262
of 22 December 2005, and subsequent amendments, are not sufficient to give a true and fair,
material, reliable, comparable and understandable view of the bank’s financial position, results
of operations and cash flows, additional information is provided in the notes.

The basis of presentation for the budgetary accounts is shown below:

e The general guidelines for presentation of the financial statements are: the assumption of
going concern;

e the accruals basis of accounting: costs and revenue are recognised on an accruals basis;

e materiality and aggregation: each material class of similar items is presented separately in
the balance sheet and the income statement. Items of a dissimilar nature or function are
presented separately unless they are immaterial;

e if an element of the assets or liabilities falls under several entries of the balance sheet, its
reference to the entries other than the entry in which it is recognised is annotated in the notes
where necessary for comprehension of the financial statements;

o offsetting: assets and liabilities, income and expenses are not offset, unless expressly required
or permitted by a standard or an interpretation or the above-mentioned Bank of Italy Circular
no. 262 of 22 December 2005 and subsequent amendments;

e the budgetary accounts are prepared according to substance over form,;

e comparative information: comparative information in respect of the previous year is disclosed
for all amounts reported in the current year’s financial statements.

Pursuant to article 5 of Legislative decree no. 38 of 28 February 2005, the financial statements
have been prepared using the euro as the reporting currency. In particular, they were prepared
in euros.

Section 3 - Events after the reporting date

Between 31 December 2019 and 8 April 2020, the date on which the financial statements were
approved by the board of directors, no events occurred that required an adjustment to the results
of the financial statements or the disclosures.

This said, as is known, the health emergency due to the spread of COVID-19 has been ongoing
since January 2020.

On the basis of IAS 10, in light of the chronology of events and the information provided after
the reporting date, the event in question is classifiable as a non-adjusting event, i.e. an event
occurring after the reporting date that does not require any adjustments, only specific
disclosures.
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This event, which is extraordinary and extensive in nature, will have direct and indirect
repercussions on the bank’s future activity and has created a climate of general uncertainty. The
changes in the economy and related effects are currently unforeseeable and will be greatly
affected by the continuing emergency and the measures that national and international
authorities will implement.

The areas of the financial statements that will see the greatest impact, to date unquantifiable,
are the total income, assets at fair value with particular reference to the valuation of the
securities portfolio, the valuation of loans and receivables with customers and the impairment
losses on performing and non-performing exposures. Considering the dynamics of the event still
ongoing at the approval date, it is not possible to quantify an amount.

Section 4 - Other aspects

Use of estimates and assumptions to prepare the financial statements

The preparation of the financial statements requires recourse to estimates and assumptions,
which may have an effect on the values recognised in the balance sheet, in the income statement
and the reporting related to potential assets and liabilities. The preparation of these estimates
involves the use of available information and the adoption of subjective valuations, also based
on historical experience, used for the purposes of formulating reasonable assumptions for
reporting management-related issues. By nature, the estimates and assumptions used may vary
from period to period and, therefore, the current values recorded in the financial statements may
differ in subsequent periods, even significantly, following changes in the subjective valuations
used.

The main cases for which the use of subjective valuations by company management is
required include:

e the quantification of losses due to impairment of exposures and, in general, of financial
assets not at fair value;

o the calculation of the fair value using measurement models for financial instruments not
listed on an active market (including for the sole purposes of disclosures in the notes);

e the quantification of the provisions for personnel and provisions for risks and charges;

o the estimates and assumptions on the recoverability of deferred tax assets.

With particular reference to the carrying amount of the accounting entries at fair value and the
loans and receivables with customers, both performing and non-performing, these values may
also vary in subsequent accounting periods as a result of uncertainties arising from the COVID-
19 health emergency, described in more detail in the “Outlook” section of the directors’ report.

The description of the accounting policies applied to the main financial statement items
provides the details necessary to identify the main assumptions and valuations used in the
preparation of these financial statements.

Management performs analyses, which are sometimes complex, of loans and receivables with
customers for their classification and to identify exposures that show possible impairment after
disbursement based on internal information based on the borrower’s repayment trend and
external information based on the reference sector and the borrower’s total exposure to banks.

Measuring loans and receivables with customers is a complex activity, with a high degree of
uncertainty and subjectivity, with respect to which the directors apply valuation models that
consider many quantitative and qualitative factors, including historical collection flows, expected
cash flows and related estimated collection dates, the existence of any indicators of impairment,
estimates about the borrowers’ ability to repay, an assessment of any guarantees and the impact
of macroeconomic variables and risks of the sectors in which the bank’s customers operate, with
respect to the accounting standards and the credit policy approved by the board of directors on
26 November 2019.
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A.2 - ACCOUNTING POLICIES

1 - FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS
a) Recognition

Debt and equity instruments are initially recognised at their settlement date while derivative
contracts are recognised at the date they are signed.

Financial assets held for trading are initially recognised at fair value, which usually equals
the consideration paid, without considering transaction costs or revenue, which are recognised
in profit or loss.

Embedded derivatives in structured financial instruments whose characteristics are not
strictly correlated with those of the host instrument and that meet the definition of a derivative
are separated from the host contract and recognised at fair value in profit or loss.

The host contract is recognised using the relevant standard.
b) Classification

Financial assets at fair value through profit or loss include debt and equity instruments
acquired to make profits, including through their trading, which meet the requirements of the
bank’s business model.

Hedging derivatives with positive fair values are included in this caption, including those
embedded in financial instruments that meet the conditions for separation of the underlying
derivatives.

c) Measurement

Financial assets held for trading are measured at fair value following initial recognition.
Changes in fair value are taken to profit or loss.

The fair value of financial instruments listed on active markets equals the reporting date
market closing prices.

The fair value of financial instruments traded on inactive markets is determined using
commonly adopted estimation/valuation models that take into account market data such as
methods based on the measurement of listed instruments with similar characteristics,
calculation of discounted cash flows, option pricing models, prices registered in recent similar
transactions, considering the different risk profiles of the instruments.

A market is defined as inactive when there are significant differences in the bid/ask prices of
the instrument in question.

Credit valuation adjustment (CVA) and debit valuation adjustment (DVA)

Current legislation confirms that the pricing of a derivative, in addition to depending on
market factors, must also include the measurement of the counterparty’s credit quality
determined through the credit valuation adjustment (CVA) and debit valuation adjustment
(DVA).

To measure the counterparty’s credit quality, the bank adopts the following methodology.

Credit valuation adjustment (CVA) is the value adjustment of the credit component (using
positions with a positive fair value) of an OTC derivative stipulated with an external counterparty,
which constitutes the market value of the potential loss due to the difference in the market prices

on the derivative in question, due to the worsening of the credit rating/default of the
counterparty.
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Conversely, debit valuation adjustment (DVA) is the value adjustment of the debit component
(using positions with a negative fair value) of an OTC derivative stipulated with an external
counterparty, i.e. the market value of the potential earning due to the difference in the market
prices on the derivative in question caused by the worsening of the credit rating/default of the
bank.

When determining the CVA/DVA, under certain conditions the IFRS 13 refers to a calculation
valuation that must be made for a netting set or counterparty, therefore on the basis of the
carrying amount and not at individual contract level. In addition, the presence of any exchanged
collateral or netting agreements must be considered.

The bank currently avails of bilateral netting agreements for derivative contracts, on the basis
of which the mutual credit and debit positions of the mark to market are offset automatically
and daily by establishing a single net balance, without novation: this then results in the sole
payment of net income by the borrower. This activity permits a notable reduction in the exposure
to credit risk and, consequently, in the impact of the CVA/DVA on the fair value.

d) Derecognition

These financial assets are derecognised when the contractual rights to cash flows therefrom
expire or the financial asset is sold, transferring substantially all the related risks and rewards.

e) Recognition of costs and revenue

Interest and dividends are recognised under “Interest and similar income” and “Dividends and
similar income”, respectively. Trading income or expense and gains or losses on the sale of
financial assets are recognised under “Net trading income (expense)”.

2 - FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER
COMPREHENSIVE INCOME

a) Recognition

Financial assets managed under the hold to collect and sell (HTCS) model are initially
recognised at the settlement date (debt and equity instruments) or at the disbursement date
(loans and financing). They are initially recognised at fair value, which usually equals cost,
including any transaction costs or revenue.

b) Classification

Based on the business model, this category includes the non-derivative liquid financial assets
listed on markets where the bank operates which have passed the SPPI test and have a minimum
rating of lower inv. grade (BBB-) or the equivalent for Italian government bonds. The objective of
the business model is achieved by both collecting contractual cash flows and carrying out sales
regulated by the powers attributed by the financial regulations and justified to the finance
committee based on the market outlook.

This caption includes equity for equity investments held for purposes other than trading, for
which at the time of initial recognition, the option was irrevocably exercised to recognise the fair
value gains (losses) in the comprehensive income statement following the initial recognition in
the financial statements.

c) Measurement

These financial assets are subsequently measured at fair value with any fair value gains or
losses being recognised in a specific equity reserve.

The fair value of financial instruments listed on active markets equals the reporting date
market closing prices.

The fair value of financial instruments not traded on an active market is determined based on
the price of instruments with similar characteristics or the present value of future cash flows,
considering the different risk profiles inherent in the instruments, or based on the actual prices
for trades of the same asset.

A market is defined as inactive when there are significant differences in the bid/ask prices of
the instrument in question.
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When fair value cannot be determined reliably, equity instruments are carried at cost.
The value of the held to collect and sell instruments is also subject to collective impairment.

Impairment losses are recognised in profit or loss with a balancing entry in a special equity
reserve.

When the reasons for impairment no longer exist, an impairment gain is recognised, with a
balancing entry in:

e equity for equity instruments;
e profit or loss for debt instruments.

d) Derecognition

These financial assets are derecognised when the contractual rights to cash flows therefrom
expire or the financial asset is sold, transferring substantially all the related risks and rewards.

e) Recognition of costs and revenue

Interest, calculated using the effective interest method, and dividends are recognised under
“interest and similar income” and “dividends and similar income” respectively. Trading income
or expense are recognised in the “gain (loss) on sale or repurchase of financial assets at fair value
through comprehensive income”. Gains and losses on the fair value measurement of HTCS
financial assets are recognised in the “valuation reserves” under equity and reclassified to profit
or loss when sold, except for those on equities.

Impairment losses/gains arising from impairment testing are recognised as “Net impairment
losses/gains on financial assets at fair value through other comprehensive income”, while those
on equity instruments are recognised in the “Fair value reserve” under equity.

3 - FINANCIAL ASSETS AT AMORTISED COST

LOANS AND RECEIVABLES WITH CUSTOMERS AND BANKS
a) Recognition

Loans and receivables are initially recognised at the disbursement date or, in the case of a
debt instrument, at the settlement date, based on the financial instrument’s fair value, which
usually equals the amount disbursed, or the subscription price, including transaction costs or
revenue attributable to the individual loan or receivable and determinable from the transaction
start date, even when they are disbursed subsequently. During the initial recognition of a debt
instrument, the minimum rating is lower inv. grade (BBB-) or the equivalent for Italian
government bonds. The return on the instrument must ensure a coupon flow at least
corresponding to equivalent Italian government bond instruments.

The initially recognised amount does not include costs that, despite having the above
characteristics, are to be reimbursed by the counterparty or that are administrative costs.
Reverse repurchase agreements and repurchase agreements are recognised as lending or funding
transactions.

Specifically, spot resale and forward repurchase agreements are recognised as a liability for
the spot amount received while spot repurchase and forward resale agreements are recognised
as an asset for the spot amount paid.
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b) Classification

Under the bank’s HTS business model and SPPI test, this category includes the non-derivative
loans and debt instruments with banks and customers, both disbursed directly and purchased
from third parties, with fixed or determinable repayments.

This caption includes trade receivables, reverse repurchase agreements, finance lease
receivables and securities purchased as part of underwriting or private placement transactions
with fixed or determinable repayments, listed on an active market.

c) Measurement

When managed under a business model whose objective is to collect the contractual cash
flows at maturity and, therefore, if they passed the SPPI test, loans and receivables are measured
at amortised cost. Sales of assets of debt instruments classified in the HTC portfolio may be
carried out when:

- there is an increase in the credit risk of a financial asset;

- the maturity of the financial instrument is short term, so the proceeds from their sales
approximate their residual cash flows;

- the frequency, corresponding to the turnover rate of the HTCS portfolio observed in the
period, is rare;

- the aggregated amount of the sales made on the portfolio is not considered significant.

After initial recognition, loans and receivables and debt instruments are measured at
amortised cost, that is, they are measured at initial recognition minus/plus principal
repayments, impairment losses/reversals of impairment losses and cumulative amortisation,
using the effective interest method. The effective interest rate is the date that exactly discounts
estimated future payments over the expected life of the loan or receivable to the carrying amount
at the time of initial recognition, including directly attributable transaction costs and amounts
paid or received between the contracting parties. The economic effect is distributed financially
over the residual life of the exposure.

The amortised cost method is not used for short-term loans (with maturities of less than 12
months) as discounting these loans has no material impact. They are measured at historical
cost.

Loans without a specified maturity and revocable loans are treated similarly.

Loans and receivables and debt instruments are tested for impairment at least at each annual
or half yearly reporting date to determine whether there is objective evidence of impairment due
to events subsequent to initial recognition or a worsening in the debtors’ solvency.

The stage 3 non-performing exposures include bad exposures, unlikely to pay exposures and
exposures past due by more than 90 days. The stage 3 exposures are also classified by
considering the multi-scenario value of the non-performing financial assets. On the basis of the
information set out in the ITG “Inclusion of cash flows expected from the sale on default of loan”
by IFRS Foundation staff and in the “Guidance to banks on non-performing loans (NPL)”
published by the European Central Bank in March 2017 for the proactive management of non-
performing exposures, the bank has included forward-looking factors in the valuation of non-
performing assets (classified in particular as bad exposures) through recovery provisions
developed from a multi-scenario perspective. Therefore, where applicable, stage 3 exposures are
measured by weighing the estimated realisation value in the two possible scenarios, i.e. the “sale”
value and the “internal recovery” value. In the latter measurement, the estimate of the expected
cash flows is the result of an analytical valuation of the position for the bad, unlikely to pay and
past due exposures exceeding ceilings established by internal legislation. For unlikely to pay and
past due exposures below the ceilings established by internal legislation, the expected loss is
determined using statistical impairment methods. The impairment loss is equal to the difference
between their carrying amount at the (annual or interim) measurement date (amortised cost) and
the present value of the recoverable cash flows, calculated using the effective interest rate.
Estimated future cash flows are determined considering the estimated recovery time and the
estimated realisable amount of any guarantees. The original effective interest rate of each
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exposure is unchanged over time. The recovery time is reasonably estimated considering general
or specific factors. General factors include the estimated recovery time considering the nature of
the transaction while specific factors include the estimate of future cash flows considering
negotiations for an out-of-court settlement or ongoing debt rescheduling plans. The bank
monitors the difference between the originally planned recovery time and the effective cash flows
to best estimate the expected recovery times.

Exposures and debt instruments for which objective indicators of impairment are not
identified, i.e., performing, are managed under the HTC business model if they pass the SPPI
test and are measured at amortised cost.

IFRS 9 has introduced new impairment rules for performing exposures using not only 12-
month but also lifetime risk factors (PD, LGS, EAD and ECL). It also replaced the “incurred credit
losses” approach with the “expected credit losses (ECL)” approach. Following the application of
this approach, the bank has categorised its exposures into stages based on the 12-month or
lifetime ECL and the increase in their credit risk. Therefore, any changes to the ECL, credit risk
and forecast future conditions may cause a variation in the collective assessment of performing
exposures

In accordance with the above impairment rules, performing exposures are classified in 2
stages as follows:

Stage 1: financial instruments whose credit risk has not significantly increased since initial
recognition or with a low credit risk at the reporting date;

Stage 2: financial instruments whose credit risk has increased significantly since initial
recognition, but for which there is no objective evidence of impairment;

Impairment losses are recognised in profit or loss.

The loss attributable to discounting cash flows of Stage 3 exposures is released on an accruals
basis using the effective interest method and recognised as interest income.

The debt instruments recognised in the HTC portfolio are also subject to collective
impairment.

Collectively-determined impairment losses are recognised in profit or loss.

Any additional impairment losses or gains are recalculated at each reporting date using a
different approach considering the entire performing exposure portfolio at that date.

When the reasons for impairment are no longer valid, the impairment loss is reversed.

d) Derecognition

Loans and receivables and debt instruments transferred are derecognised when substantially
all the risks and rewards of ownership of the asset are transferred.

Conversely, if the risks and rewards associated with the asset are retained, the loan or
receivable continues to be recognised to the extent of the bank’s continuing involvement in the
asset, even though legal title has been transferred.

When it is not possible to verify the substantial transfer of the risks and rewards, the assets
are derecognised when no control thereover is retained. If even a portion of control is retained,
the asset continues to be recognised in line with the bank’s continuing involvement, measured
by exposure to changes in the value of the assets transferred and to changes in the related cash
flows.

Finally, transferred loans and receivables are derecognised when the bank retains the
contractual rights to receive the related cash flows with the concurrent obligation to pay them to
a third party.
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e) Recognition of costs and revenue

Interest on exposures and debt instruments is recognised under “Interest and similar
income”. Impairment losses and gains are recognised under “Net impairment losses/gains on
loans and receivables — a) financial assets at amortised cost”.

Gains or losses on sales are shown under “Gain (loss) on sales or repurchases of financial
assets at amortised cost”.

4 - HEDGING DERIVATIVES

The bank has not undertaken hedging transactions.

5 - EQUITY INVESTMENTS

At the reporting date, the bank did not have investments in subsidiaries or associates.

6 - PROPERTY, PLANT AND EQUIPMENT
a) Recognition

Property, plant and equipment are initially recognised at cost, including directly related
charges.

Subsequent maintenance expenditure is capitalised if it leads to an increase in the future
economic benefits generated by the asset.

Borrowing costs are recognised in accordance with IAS 23 and are, therefore, recognised as a
cost in the year in which they are incurred.

Recognition of the rights of use of lease/rental contracts as required by I[FRS16.
b) Classification

Property, plant and equipment include land, owned buildings and investment property,
furniture, fittings, technical systems, rights of use of leased or rented assets defined by IFRS16
and other assets held for use in production or to supply goods and services, for lease to third
parties or for administrative purposes which will be used over more than one period.

Buildings and appurtenance land are recognised separately when purchased.

c) Measurement

Property and equipment are measured at cost net of accumulated depreciation and any
impairment losses.

They are depreciated systematically over their useful lives on a straight-line basis, except for
land which has an indefinite useful life and is not depreciable. Should the carrying amount of
land be included in that of the related building, they are separated using an appraisal performed
by sector experts.

These assets are tested for impairment when there is objective indication thereof.

The rights of use of the leased/rented assets are subject to amortisation according to the
provisions of IAS 16 based on the duration of the contract.

Investment property is measured at fair value, which is determined periodically using specific
appraisal estimates prepared by sector experts.
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d) Derecognition

An asset is derecognised when divested or when it is no longer used and its disposal is not
expected to generate future risks or benefits.

The rights of use of leased/rented assets are derecognised upon maturity or termination of
the contract.

e) Recognition of costs and revenue

Accumulated depreciation and any impairment losses on property and equipment are
recognised under “Depreciation and net impairment losses on property, plant and equipment”.
Fair value gains and losses on investment property are recognised under “Fair value gains
(losses) on property, plant and equipment”.

7 - INTANGIBLE ASSETS
a) Classification

Intangible assets include long-term software licences.
b) Recognition and measurement

Intangible assets are recognised at cost, including directly related charges only when it is
probable that the future economic benefits of the asset will materialise and its cost can be
determined reliably.

Annually, or whenever there is evidence of impairment, an impairment test is carried out.

Impairment losses are recognised in profit or loss.

The cost of assets with finite lives is amortised on a straight-line basis over their useful lives.
c) Derecognition

Intangible assets are derecognised upon their disposal or when no future benefits are expected
therefrom.

d) Recognition of costs and revenue

Accumulated amortisation is recognised under “Amortisation and net impairment losses on
intangible assets”. Impairment losses on goodwill and intangible assets with indefinite useful
lives are taken to “Impairment losses on goodwill” and “Amortisation and net impairment losses
on intangible assets”, respectively.
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8 - NON-CURRENT ASSETS AND DISPOSAL GROUPS CLASSIFIED AS
HELD FOR SALE

The bank does not have non-current assets classified as held for sale.

9 - CURRENT AND DEFERRED TAXES
a) Classification

Current tax assets and liabilities consist of tax advances paid and income taxes on the tax
base for the year, respectively.

Deferred tax assets and liabilities originate on the temporary differences between the carrying
amounts of assets and liabilities and their tax bases.

b) Recognition and measurement

Current and deferred taxes, calculated in accordance with the Italian tax legislation, are
recognised on an accruals basis, in line with the costs and revenue generating them and using
enacted tax rates. Income taxes are recognised in profit or loss except for those related to captions
recognised directly in equity.

Income taxes are provided for based on a prudent estimate of the current and deferred taxes.

In particular, current taxes include accruals for direct taxes in the liabilities, while the current
tax items are represented by the advances and other tax withholdings paid in the assets.

Deferred taxes are determined considering the temporary differences (without time limits)
between the carrying amount of assets and liabilities and their tax bases.

The estimate is made by performing a probability test, as set out by IAS 12. This test is based
on an economic prediction developed across a future period of 5 years, adjusting its pre-tax profit
to consider temporary and permanent future differences in accordance with the tax regulations
in force at the valuation date, so as to give an estimate of the future tax results capable of
determining the recovery of deferred tax assets.

Following enactment of Law no. 214/2011, governing the recognition of deferred tax assets,
a round table was held during which Bank of Italy, Consob and ISVAP discussed the issue in the
light of the IFRS. On 15 May 2012, they published a document stating that, due to the
aforementioned law, the probability test is automatically passed, as the recoverability of deferred
tax assets is now certain in any circumstances. Accordingly, they are recognised in the financial
statements.

Deferred tax liabilities include income taxes payable in future periods for temporary taxable
differences.

Deferred tax assets and liabilities are recognised in the balance sheet without offsetting.
c) Recognition of costs and revenue

Current and deferred taxes are recognised under “Current and deferred tax assets” and
“Current and deferred tax liabilities” respectively.

They are recognised in equity if they relate to transactions recognised directly in equity.
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10 - FINANCIAL LIABILITIES AT AMORTISED COST

LIABILITIES AND SECURITIES ISSUED
a) Recognition

These financial liabilities are recognised when the amounts are received or the debt
instruments are issued.

They are initially recognised at fair value, which is normally equal to the consideration
received or the issue price, plus or minus any additional costs or revenue directly attributable to
the individual transaction and not reimbursed to the creditor. The fair value of financial liabilities
issued at other than market conditions is estimated and the difference compared to the
consideration received is recognised directly in profit or loss, when the conditions of IFRS 9 are
met.

b) Classification

Due to banks, due to customers and securities issued include the characteristic types of
interbank and customer funding as well as lending through certificates of deposit and bonds
issued net of any repurchases.

c) Measurement

After initial recognition, these financial liabilities are measured at amortised cost using the
effective interest method.

Conversely, current financial liabilities continue to be measured at the consideration received
as the effect of the amortised cost measurement would be negligible.

d) Derecognition

Financial liabilities are derecognised when they expire or are extinguished. They are also
derecognised when previously issued securities are repurchased. The difference between their
carrying amount and the amount paid to repurchase them is recognised in profit or loss.

If the repurchased security is subsequently placed on the market again, this is treated as a
new issue and is recognised at the new placement price, with no effect on profit or loss.

e) Recognition of costs and revenue

Interest is recognised under “Interest and similar expense”. Gains and losses on the
repurchase of the liabilities are shown under “Gain (loss) from sales/repurchases of financial
liabilities”.

11 - FINANCIAL LIABILITIES HELD FOR TRADING
a) Recognition

Financial liabilities held for trading are initially recognised at the settlement date while
derivatives are recognised at their agreement date.

They are initially recognised at fair value, which usually equals the consideration received,
without considering directly related transaction costs and revenue.

b) Classification

The category includes financial liabilities held for trading. It also includes embedded
derivatives with a negative fair value.
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c) Measurement

Financial liabilities held for trading are subsequently measured at fair value through profit or
loss.

Market prices are used to determine the fair value of financial instruments listed on active
markets. If an active market does not exist, commonly adopted estimation/valuation models that
take into account market data such as methods based on the measurement of listed instruments
with similar characteristics, calculation of discounted cash flows, option pricing models and
prices registered in recent similar transactions are used.

d) Derecognition

Financial liabilities held for trading are derecognised when they expire, are extinguished or
all the related risks and rewards are transferred to third parties.

e) Recognition of costs and revenue

Fair value gains and losses are recognised in “Net trading income (expense)”.

12 - FINANCIAL LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS

The bank has not undertaken this type of transaction.

13 - FOREIGN CURRENCY TRANSACTIONS

a) Recognition and derecognition

Foreign currency transactions are initially recognised in Euros by applying the exchange rate
prevailing at the transaction date.

b) Classification and measurement

Foreign currency assets and liabilities are translated into Euros at each reporting date using
the following criteria:

v monetary items are translated using the closing rates;

v non-monetary items measured at historical cost are translated using the transaction-
date exchange rates;

v non-monetary items measured at fair value are translated using the closing rates.
c) Measurement of costs and revenue

Exchange differences arising from the settlement of monetary items or from the translation at
exchange rates other than the initial translation rate or the prior closing rate are recognised in
profit or loss in the period in which they arise.

When the gain or loss on a non-monetary item is recognised in equity, the exchange gain or
loss is also taken to equity. However, when the gain or loss is recognised in profit or loss, the
related exchange gain or loss is recognised there too.

All exchange gains and losses are recognised under “Net trading income (expense)”.
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14 - OTHER INFORMATION

14.1 - Provisions for risks and charges

a) Recognition and derecognition
b) Classification

c) Measurement

loan commitments and financial guarantees given

The fund includes the risk assessment of the guarantees and the commitments to disburse
performing exposures. The measurement criterion is the one established for performing
exposures. For stage 3 endorsement credits, the measurement is analytical.

Pension and similar provisions

They include the supplementary pension fund organised by INPS (the Italian social security
institution).

The fund, which technically is a defined benefit plan, includes accruals to guarantee
pensioners with the related vested rights a supplementary pension, determined on an objective
and realistic forward-looking basis, equal to the “mathematical reserve” calculated by an external
actuary. It is recognised in accordance with IAS 19 as amended by the IASB in 2011, which
eliminated the corridor approach and requires the immediate recognition of any actuarial gains
or losses in equity (OCI).

Other provisions
Other provisions include provisions made when the following concurrent conditions are met:

a) the bank has a present legal or constructive obligation as a result of a past event;
b) it is probable that an outflow of resources will be necessary to settle the obligation;
c) the obligation can be determined reliably.

The amount recognised as a provision is the best estimate of the expenditure required to settle
the present obligation or transfer it to third parties at the closing date.

The types of events that could require provisions are:

a) ongoing legal disputes;

b) risks for ongoing claw-back claims;

c) certain or probable obligations arising from contractual commitments or an executive
ruling which is not yet final.

When the effect of the time value of money is material, the provisions are discounted using
the spot market rates at the closing date.

d) Recognition of costs and revenue

Accruals to these provisions are recognised in “Net accruals to provisions for risks and
charges” while those for employee termination indemnities are recognised under “Personnel
expense”.

14.2. Employee termination indemnities
a) Recognition
b) Classification

c) Measurement

d) Derecognition
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Employee termination indemnities are recognised at their actuarial value.

This value is determined using the procedure for defined benefit plans and the projected unit
credit method, whereby future payments are projected using historical series analyses and
demographical trends and discounted using a market rate.

Accruals are recognised under “Personnel expense” and include the Italian Civil Code
revaluation and interest expense on the increase in present value due to the time value of money.
The actuarial gains or losses are calculated in accordance with IAS 19, as amended by the IASB
in 2011, which eliminated the corridor approach and their full recognition in profit or loss,
requiring their recognition in other comprehensive income (OCI), hence directly in an equity
reserve without affecting profit or loss.

e) Recognition of costs and revenue

Actuarial gains and losses are recognised as other comprehensive income, in a specific equity
reserve.

14.3 - Treasury shares

The bank did not have any treasury shares in its portfolio at the reporting date.

14.4 - Dividends and revenue recognition

In accordance with IFRS 15, revenue is recognised when the contractual obligation to transfer
a promised good or service is met. Transfer is considered to be completed when the customer
obtains control of the good or service. This may take place in two ways:

1) over time, or
2) at a point in time.

Specifically, dividends are recognised in profit or loss when the right to receive their payment
arises.

Income from the trading or issue of financial instruments, being the difference between the
transaction price and the instrument’s fair value, is recognised in profit or loss when the
transaction is recognised if the fair value can be determined using parameters or recent
transactions on the same market as that on which the instrument is traded; if not, they are
deferred and recognised over the instrument’s term considering its nature.

Income from financial instruments that cannot be measured using the above methods is taken
to profit and loss over the transaction’s term.
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A.3 - TRANSFERS BETWEEN FINANCIAL ASSET
PORTFOLIOS

A.3.1 Reclassified financial assets: change in business model, carrying amount and

interest income

.TYPE E.)f Original . |Reciassification RECFES?'mEH Pre-tax interest
financial : New portfolio carying 5
et portfolio () date S income for the year
(1) (2) (4) (5) (6)
Total A -

The bank has not reclassified any financial assets.

A.3.2 Reclassified financial assets: change in business model, fair value and
impact on OCI

The bank did not reclassify its financial assets as a result of a change in its business model.

Pre-tax gains (losses) that
would have been
Type ot Original Fair value recognised in equity
portfolic | o' POMIONO | 50059019 | without the transter
mstrument @) 3 )
(1) IMNE2019 | 31272018
(3) {6)
Total A = 2 =
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A.3.3 Reclassified financial assets: change in business model and effective interest
rate

The bank did not reclassify its financial assets as a result of a change in its business model.
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A.4 - FAIR VALUE

Qualitative disclosure

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants on the principal market at the measurement
date.

The fair value of a financial liability with a demand feature (e.g., a demand deposit) is not less
than the amount payable on demand, discounted from the first date that the amount could be
required to be paid.

The fair value of financial instruments quoted on active markets is calculated using the official
prices of the principal market. A financial instrument is considered to be quoted on an active
market if the quoted prices are promptly and regularly available in a price list, from an operator,
broker, etc. and these prices represent effective market transactions that take place regularly in
normal conditions.

A.4.1 Fair value levels 2 and 3: valuation techniques and inputs used

If an active market that can give the price of a financial instrument does not exist, the bank

determines fair value using the following methods:

v Market approach: the bank uses prices generated by market transactions involving
identical or similar assets, liabilities or a group of assets and liabilities.

+ Discounted cash flow: the bank estimates future cash flows expected or generated by
the financial instrument which it discounts using risk free rates to which it adds the
credit spread requested by the market for instruments with similar risk profiles.

Fair value equals the sum of the discounted cash flows.

The credit spread for performing exposures with customers is calculated considering
expected losses.

The fair value of credit-impaired exposures is their carrying amount.

« Similar transactions: the fair value of equity instruments for which market prices or
market prices for identical or similar assets are not available is based on recent
transactions or the unrestricted trade of the same instrument.

If there are no recent transactions by third parties, the bank uses the transaction
performed to acquire the financial instrument to calculate its fair value.

Financial products are classified as level 2 when fair value is determined by using observable

inputs on an active market. They are classified as level 3 when market sources do not provide a

market price and the bank applies valuation techniques used on the market and applied to its

assets.

Financial instruments not measured at fair value, including loans and receivables with

customers and banks, are not managed on the basis of the fair value. For these instruments, the

fair value is only calculated to comply with the disclosure requirements of IFRS 13 and does not
affect the financial statements or profit or loss. As these instruments are not traded,
determination of their fair value is based on internal parameters not directly observable on the

market as defined by IFRS 13.

The fair value of debt instruments issued by the bank and recognised at amortised cost is

determined using the effective interest method.

A.4.2 Measurement processes and sensitivity

The bank has measured investments in unlisted entities, classified in the HTCS portfolio and for
which observable prices in an active market do not exist, as fair value level 3. As mentioned
earlier, the carrying amount was determined using the prices of the most recent transactions
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performed. The bank performed a sensitivity analysis for these assets, assuming a variation of -
10%/+10% in equity. The following table shows the possible variations:

Investee Equity Investment % sah:ur;:lr mT; :;::1:3?“ e ::J;:“ ® aﬁ‘naor:-.iﬂ::t

3122019
Alpicena 51 L 4000 | 25000% | 100 90 i 10| 2582
Hdnmnumm ) . 1 ??ﬁ? ga@ 0 10&0*‘ - 2758 T 3034 1144
cAisepa. T omao omsaw | 30811 T2rai aame 3022
..C\AHCESESH R 14-330 159 .UJU'“E""n. . i ?1?51: : 545?6 - TSQE@- o EUUDD
ConfdiCoopMarche | 25820768 ':""'1 s000% | aGTAM6 | T ere2 i, '1'01 o000
CSE ConsorzoServiiBancaiSrl | OBO76307 | 50000% | 4948920 4454028 5440812 6250000
Femanoleaderscarl | metel 1sawon | 704 | .' e 74 3000
SV F T B[U:SE|4 - T 4|:|.7 ,.129 ﬂUO . J.ﬂUlDd-":hl .: o 1:49?_5- . 1 34& o . 1,647 a 2.52:‘?‘
g"i‘ z'f""‘ fformer Secieta Servi Bancarl 50 5y 000, 003M0% | 98206 80.305 | 108,026 | 181770
TOTAL | 839277457 5514263  4,962837 6,066,609 6,544,047

The above table shows that the fair value of the equity investments listed above (shown in the
financial statements) is consistent with the inputs used for the sensitivity analysis. The above
table does not take into consideration the investments in the “voluntary scheme at the Interbank
Guarantee Deposit Fund” since these are not consistent with the presentation purposes. They
are instead shown in the other tables in the notes to the financial statements.

A.4.3 Fair value hierarchy
IFRS 13 establishes a fair value hierarchy depending on the observability of the valuation
technique inputs adopted. There are three levels:

1. Level 1: the fair value of instruments classified in this level is based on quoted prices in
active markets;

2. Level 2: the fair value of instruments classified in this level is based on valuation models
that use inputs that are observable on inactive/active markets for the asset or liability;

3. Level 3: the fair value of instruments classified in this level is based on valuation models
used on the market and applicable to the bank’s assets.

A.4.4. Other disclosures

The bank has not undertaken transactions that would require disclosure as per IFRS 13
paragraphs 51/ 93(letter i)/ 96.
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Quantitative disclosure

A.4.5 Fair value hierarchy

A4.5.1 Assets and liabilities measured at fair value on a recurring basis:
breakdown by fair value level
1212019 12/2018
Financial assets/liabilities measured at fair value
L1 L2 L3 L1 L2 L3
1. Financial assels at fir value through profitor loss 151,156 23,702 216 289,555 15,169
a) financial assets held for trading 161,156 23,702 = 289,656 15,169 B
b fnancial assets designated at fair valve T - = x 5 =
c| other financial assels mandatoniy measured at 216
fair valie
2. Financial aw‘e’s at fair vaiue through cther 187108 10.000 5565 55 496 7 500 5577
comprehensive income
3. Hedging derivaives = - = - =
4. Propeny, equipment and invesimeni propeny > - = -
5. Imangible assels 3 z = =
Total 338264 3702 6,782 355,051 22 669 6.577
1. Financial iab@8es held for trading = 151 N 17 172
2. Financial iabiies designated at fair value - - - - -
3. Hedging denvaives = = = = =
Total - 151 - "7 172
Key:
Ll1=Level 1
L2 =Level 2
L3 =Level 3

Financial assets classified as trading in the L2 column of the A.4.5.1 table refer to debt
instruments traded on inactive markets and measured using the criteria set out in Part A, section
2 of these notes.

Financial assets classified as at fair value through OCI in the L1 column of the A.4.5.1 table refer
to:

- debt instruments traded on organised markets;
- the bank’s listed equity instruments.

Financial assets classified at fair value through OCI in the L2 column of the table A.4.5.1 refer
to debt instruments traded on inactive markets and measured using the criteria set out in Part
A, section 2 of these notes and the investment in the Bank of Italy, for which the fair value can
be objectively determined.

Financial assets classified as at fair value through OCI in table A.4.5.1 of the L3 column refer to
unlisted equity investments and investments in companies limited by quotas (S.r.l.) acquired by
the bank over the last few years with carrying amounts equal to the average prices struck for the
last few acquisitions. If this information is not available, they are measured at cost.
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A.4.5.2 Changes in assets measured at fair value on a recurring basis (level 3)

Fimancizl sseis at fair value
ndouyh proTitor luss

Inciuding: ) Fimancial Property.
Inciuding- ) | other financial | 85618 al falr Hudging | equipmentand | Intasglbie
mCuINgER) |t | gasats valuethraugh | derivatives | investment assers
Tota financial aasets i - ol property
i designated 3t | mandatarily
held fc.rtr:ulng _ .
fair vahue mezsuied al fzir
valug
1. Opening balance 485 = S 405 &5 = =
2. Increases a
2.1, Purchazes 3
2.2 GRS rRcOgrasd in
ZXt Proforioss
- il QamE on saks - -
222 Equmy
2.3, Transfers from oher levsls
£ 4 [FEner ncressas -
3. Docreases m Pl 4
3.1. Sales -
3.2 Repaymenis = = A
3.3. Losses retognisad i 7 278
13 ! Prait oribzs F L]
- INCARTEY IoS8ES O 28RS
332 Equiy
34 Transers ioother levei = = - i
3.5 Ot dechaasst 14
4. Closing balance 216 216 1.567

A.4.5.3 Changes in liabilities measured at fair value on a recurring basis (level 3)

The table has not been inserted since there is no instance of this case.

A.4.5.4 Assets and liabilities not measured at fair value or measured at fair value
on a non-recurring basis: breakdown by fair value level

1272019 1212018
Assets/liabilities not measured at fair value or measured
at fair value on a non-recurring basis
CA L1 L2 L3 CA L1 L2 L3

1. Financial assefs af amorised cost 1,260,874 232 277 1,121 867 | 1,208,491 223,383 1,057 451
2. Invesment property 272 - 272 - -
3. Mon-current asses held for sale and disposal groups - - - -

TOTAL 1,261,146 | 232277 - | 1,142,239 | 1,208,491 223383 1,057 451
1. Financial abi@es at amorised cost 1,850,471 = 1,553,701 | 1,468,608 = 1,455 516
2. Liabiiges associated wih disposal groups - - = - =

TOTAL 1,550 471 - - | 1,553,701 | 1,468,608 - 1,469 516
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ASSETS

Section 1 - Cash and cash equivalents — Caption 10

1.1 Cash and cash equivalents: breakdown

Tax base / Amount 1212019 1272018
a) Cash 20,196 23,953
k) Cn-demand deposis with ceniral banks ar g4 10,013
Total 62,820 33,966

Section 2 - Financial assets at fair value through profit or loss — Caption 20

2.1 Financial assets held for trading: breakdown by product

122019 122018
L1 L2 L3 L1 L2 L3

Tax base ! Amount

A. Assets
1. Debi instrumenis 122,168 23,648 - 260,655 14843

1.1 Structured nstruments - - -

1.2 Qther debt instriments 122 168 23,648 - 260,655 14,943
2. Equity instrumenis
3. DEIC unis 28988 - - 28,852 - -
4. Finanging < - 2 - -
4.1 Reverse repurchiase agreements - - = - - -
4.2 Other = = - E = =
Total A 151,156 23,648 - 280,507 14,943 -

B. Derivatives

.
=)

1. Financial derivaives: - 23 228
1.1 for trading - 53 - 48 226
1.2 associated with fair value oplion - - -
1.3 other - = = = = Z

2. Credii dervaives - - - - - -
2.1 for trading . - - - - -
2.2 associated with fair vaiie oplion - - - - - -
2.3 ather - - -

Total B - 53 - 49 226 -

Total (A+B) 151,156 23,71 - 289 556 15,169 -

The amount shown in the “Level 2” column for item “1.2 Other debt instruments” relates to the
securities purchased by the bank and issued by:

- Porto Sant’Elpidio municipality (€490 thousand);

- Royal Bank of Scotland bonds (€300 thousand);

- Philippines government bonds (€1,926 thousand);

- French government bonds (€20,005 thousand);

- US government bonds (€927 thousand).
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2.2 Financial assets held for trading: breakdown by debtor/issuer

Tax base / Amount 1212019 1212018
A ASSETS
1. Debt instruments 145,816 275,598
a) Ceniral banks 2 2
b} Pubgc administradons 78,071 203 583
) Banks 26,732 38,363
d) Cther fnancial companies 31,553 26,304
inciuding: insurance companies 1,155 1,123
e} Mon-financia companiss 8 460 7,238

2. Equity instruments . .
3) Banks : -
b) Céher financial companies - 2

fricheding: instrance companies = :

€) Nen-financial companies ; -

d) Othar issuers - s
3. OEIC units 28,988 28,852

4. Financing = .
8) Central banks : -
b} Publc adminisiragons ; .
c) Banks - -
d) Ciher financial companies - 3

incliding: insurance companies 2 =

€) Mon-nancial companies - -

I Households - -
Total A 174,804 304,450
B. DERIVATIVES

a} Ceniral counterparties - 43

b) Cther 53 226
Total B 53 275

Total (A + B) 174,857 304,725

The derivatives set out in point B include:
- interest rate swaps;
- interest rate caps;
- interest rate collars;
- futures;
- currency forwards.
The bank has agreed a mirroring derivative with leading national banks to hedge each IRS agreed

with its customers. This led to the substantial overlapping of the fair value of the derivatives.
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The futures and forwards relate to the assets managed by Epsilon SGR. They are listed and their
fair value is based on their market prices at the reporting date. Futures are settled daily and,
hence, the related changes in the margin account made by the clearing house are recognised in
profit or loss.

2.5. Other financial assets mandatorily measured at fair value: breakdown by
product

1212019 1212018
Tax base / Amount

L L2 L3 L1 L2 L3

1. Debt instruments : . 216 . : 495
1.1 5ruciured mstruments

1.2Cther debf instrumenis - - 216 - - 495

2. Equity instruments - S = :
3. OEIC units = = = =

4. Financing
4 1Reverse repurchase agresments = = = =

4 2Cther

Total - - 216 - - 495

Item 1.2 in the above table shows the amount paid to the voluntary scheme following the actions
taken in favour of Carige S.p.A., net of the impairment for €279 thousand, recognised under
caption 110 of the profit or loss in the 2019 financial year.
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2.6 Other financial assets mandatorily measured at fair value: breakdown by

debtor/issuer

Tax base / Amount

Financial Statements at 31/12/2019

1212019

1272018

Equity instruments
includiing: banks

inciuding: cther financial companies

including non-nancial companies

Debt instruments

a)Ceniral banks

bFubfic adminisirasons

clBanks

d)Ceher financial companiss
including: insurance comparnies

£)Non-financial companies

216

495

495

OEIC units

Financing
a)Ceniral banks
biFubfic adminisTasons
c)Banks
d)Ceher financial companies
inciuding: instirance companies
£)Non-firiancial companies
fiHouseholds

Total

216

495
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Section 3 - Financial assets at fair value through other comprehensive
income - Caption 30

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

12/2019 1212018
Tax base / Amount
L1 L2 L3 L1 L2 L3

1. Debt insrumenis 187,013 - 64,365 = -

1.1 Structured instruments ] = - - ] -

1.2 Other dabt instruments 167,013 - - 64, 365
2. Equity insiruments g5 10,000 6,566 113 7,500 6,577
3. Financing

Total 187,108 10,000 6,566 65,496 7,500 6,577

Financial assets at fair value through other comprehensive income:

1. in the L1 column refer to:

a. a. debt instruments traded on regulated active markets;
b. listed equity instruments;
c. other listed investments.

2. in the L2 column refer to debt instruments traded on inactive markets and measured
using the criteria set out in Part A, section 2 of these notes and the investment in Bank
of Italy, for which fair value can objectively be determined. An additional 100 shares in
the Bank of Italy were purchased during 2019 at €25,000 each;

3. in the L3 column refer to equity instruments measured based on recent transactions. If
this information is not available, they are measured at cost.
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3.2 Financial assets at fair value through other comprehensive income:
breakdown by debtor/issuer

Tax base / Amount 1272019 1272018

1. Debt instruments 187,013 64,365
a)Central banks - -

b)Pubkc adminisrasons 185,046 64,365
c)Banks :
d)Céher financial companies -
inclsding: instirance companies : -
e)Nen-financial companies 1,867 -

. Equity instruments 16,661 15,208
a) Banks 10,0495 7578
b) Ceher issuers: G, 565 7,630

- other financial companies 123 128
inclsding: insurance companies : -

- non-fnancial companies 6,440 7432

- otfier 3 -

. Financing 3 -
a)Central banks -
b)Pubfic adminiziratons =
c)Banks - =
d}Other financial companies e >

including: insurance companies : -

&)Nen-Enancial companies -

f} Househoids - -
Total 203 674 79,571

3.3 Financial assets at fair value through other comprehensive income: gross
amount and total impairment losses

Gross amount Total impairment lnsses
Stage 1
A Partialitotzl
bl e || s Stage 3 Stage 1 Stage? Stagey | “mite-ofts
instrumerits tage 9= #hs tage kge
with a low
credit risk
Deld rrerumenis 187,148 135
Firancing
Total (3112/2019) 187,148 135
Total (1A 2Z043) &4 365 14
incuding: purchased or onginaied cred
Ipaihd francis? ausels
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Section 4 - Financial assets at amortised cost - Caption 40

Financial Statements at 31/12/2019

4.1 Financial assets at amortised cost: loans and receivables with banks

broken down by product
priF B L 12200
Camying amount Fair vatou Camying amoant Falr valua
. imciuting Inchuding:
Tiansactiontmeunt —— i R— I
“f": Stage 1 |or ariginated L1 L2 L3 '!L‘: Stage 1 |or originated L Lz L3
i) crudil. =y crediL-
it Impinea
A Loans and recefvables with
central banks L 14,186 14,050 14050
1 Term gepaess - -
2. Mmimum reserue 1415 14,068
3. FAViSa PEDUTNEGA 5] TeGmants
4 O
B Ladns and recalvabilio with A ]
bamks
1. Fmanong 183 5,085
1.1 CHFfEnT SoCouns gnd on- £419 E44a
OENONG 1203t
1.2, Tam depoas gl 121
1.2, 0mer Tnanang
- FRGYENTS Ul
AgraAmRT
Enancing A pakes
- Ciffer N - - & - -
2 Dett inmremersts
2.1 Srucingd meruments
2.2 {EnGr Q8N INEFUMENE
Total 18,706 18,706 10,018 ma
. . . .
4.2 Financial assets at amortised cost: breakdown of loans and receivables
.
with customers by product
TN RE L]
Carrying amount Fair vaiue Carging amsunt Fair valosu
: Incliding. It luding:
Tiansactivnimount - 1 puFCRasHN 1 purchazed
ﬂ?:: stage 1 [ororigimaten 11 L2 13 3“9;;’ Staged  |nrariginatea Lt 12 L3
#n crmit- " cratit-
impaired impaired
Finaneing 940 20 T1,298 859,181 02 153
1.1, Cumem oot B 5 kR - 148,561 32007
1.2 Ravaise mpurchiss apreomens .
12 Loens 062,474 42,585 577,328 55051
1.4, Credtands, fersonal loans and L T A ;
L 24 B30 1,480
salary-becked oans B !
1.8 Finanong for isases
1.6 Fadanng
LT, Cehat fnencing 105,208 8,347 108 482 52
Dt Insraments 138,550 232217 Frigs] 223,383
1.1, Sucgumsd mesumans -
1.2. - Cehat OSTE iesrlmieErs ML ESD 222,217 AT S 222 303
Totall 1163570 T34 232,277 1103261 1086518 HEIE 223,303 1.037.632

Item “1.7. Other financing” of table 4.2 includes the following:

- import/export advances of €12,637 thousand,;

portfolio risks of €287 thousand;

- future margin accounts of €8 thousand,;

advances on bills under reserve and invoices of €67,505 thousand;

subsidies with or without repayment plans of €26,941 thousand;

- loans and receivables with garnishee administration for salary-backed loans for €42 thousand.
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4.3 Financial assets at amortised cost: breakdown of loans and receivables

with customers by debtor/issuer

12049 Ta2a
- inchuding inc leding
TransactioniAmount purchazed or purchased or
Stages1and 2| Stage3  |originated non Stages 1 and 2 Blaga3  |originated non
perfonming perorming
ngais asaets
1 Debt instruments F2R 650 = 127,138 = =
&)Public acminisraiinns 220650 - - 227,338 - -
bieker inancial companies - - -
LT NSRS COMPaNES < - - 2 -
c)Mon-fnancial companies -
2 Financing with- 40220 PRl - 59,140 102,351 -
)Publc aominisraions 082 127 -
DCerar Inarncil Companes 2375 6o 5521 110 -
FICLAND. SUrance Compancs -
CIMon-inancial compsnes 54T, T4R B1.736 B0 TR 63,560
djHowEesholds 358632 21 485 348,520 33,533
Totd 1,168,470 T3HT 1,084,518 102 351

Item 1 a) of the above table shows the government bonds classified in the HTC portfolio

with the bank’s business model.

in

4.4 Financial assets at amortised cost: gross amount and total impairment

losses
Gress amount Total impairment losses
B Partizlitotal
Tax hase | Amount tial
f £ write-ofts
including Stage 2 Slage 3 Stage 1 Stage 2 Siage 3
Imstruments
wilh a low
credit risk
Dl Inglrumens 278 814 164
Finanging TrD080 186,753 153,384 4,358 80,3685 FuE
Tolal (3111272049} 58,804 196,753 163 584 4,153 80,285 T.016
Total (J11122013) 180,375 197 126 4,243 4774 BEY
rchuding: purchased or criginaed cregl i
mipsiied inancs! 3sseiE

line

The caption financing of the stage 1 column includes loans and receivables with banks of €18.7

million.

The coverage of the financing with customers is shown in the following table:

[t e |
Stage 1 751,369 3,547 0.47%
Stage 2 196,753 4,356 2.21%
Total 948,122 7,903 0.83%
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Section 8 - Property, plant and equipment - Caption 80

8.1 Property and equipment: breakdown of assets measured at cost

Asset | Amount Total at 12/2019 Total at 1272018

1 Owned 14,038 14.871
a) land 4223 4223
b) buddings 7,802 8,628
C) furniure 1,067 1,131
d) elecironic sysiems 431 358
g cther 455 51

2 Rights of use acquired with leases 8841 -

a) fand - -
b) buiidings 00 -
C) furniure i Z
d) electronic systems 1,021 -

e) other 11

Total 22 8719 14,871

including: obtained through enforcemant of guaranizes received 2 =

Item “1 Owned - b) buildings” in the above table includes the rights of use on leased properties,
calculated following application of IFRS 16 for €7,709 thousand.

The amount under item “1 Owned - d) electronic systems” including the rights of use on leased
electronic machinery amounts to €1,021 thousand, while item “e) other” includes the rights of use
for car hire for €111 thousand.

8.2 Investment property: breakdown of assets measured at cost

Tola al 122018 Total at 1212018
Asset | Amount Carrying Fair valuz Carrying Fair valie
MIH L1 L2 L3 oyl L1 L2 L3

1 Ownad a7 : - Iy

a) ang

b) balidings i : & I: =
2 Rights of uss acquired with leases

&) lard % > : - - =

b) buddings - - - o - = "

Total 7 . - FIrs - . - -

including:. obizined through enforcement of guaraniees 373 ) 75
racaived
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8.6 Property and equipment: annual changes

Efectronic

Tax base / Amount Land Buildings | Furniture e Other Total
A Gross opening balance 4223 43253 6,539 7875 7,055 68,945
A1 Accumuizied depreciaion and net impairment losses - 25 568 5418 6,406 6,390 44183
A2 Netopening balance 4,223 17,284 114 1,469 685 24762
B.Increases: - 251 139 540 173 1,103
B.1 Purchases - - 138 318 15 572

B.2 Capiaksed mprovement coss : = - £
8.3 Impairmen gains - - 3 =
B.4 Fair value gains recognised in! - . . - .
a) equiy - - - . - -
B profi or lozs - . e = - -
B.5 Exchange gains - - 2 z -
B.§ Transkers from invasiment propeny = o i

B.7 Oher changes -

C.Decreases: =

€:1 Sales - - E =
.2 Amorisation and depraciaion o 827 193 224 204 1452
C.3 Impairment losses recognised in; - - - . — .
a) equiy - = = - - -
b} profit or loss - - : = = _
C.4 Fair value losses recognised in: - - - = = =
a) equiy - 3 - 3 - -
b) profit-or ioss - £ g 2 = <
C.5 Exchange losses £ - - =
C.6 Transkrs ; - . : - .

d) investment property = 5

b} non-current assets hald for safe and disposal groups - - - - = 5

C.7 Ciher changes - 1,197 - 74 4 1,535
D. Met closing balance 4223 15511 1.067 1511 566 22878
0.1 Accumulaied depreciaton and nel mpairment losses - 26,796 5811 6,630 &,558 45,635
D2 Gross closing balance 4223 42307 6,678 8141 7,164 68,513

E. Measurement at cost . - s - - -

The decreases in line “C.2 Depreciation” of the table above comply with the tax rates established
by the Ministry for the Economy and Finance decree as no material wear and tear was identified
during the year.

Line “B.7 Other changes” also includes the rights of use by asset category, while line “C.7 Other
changes” includes the quotas of the rights of use pertaining to the financial year.

A list of the property owned by the bank is attached to these notes.

IFRS 16 took effect on 1 January 2019, resulting in the recognition of the rights of use under
caption “80 - Property, plant and equipment”. A detailed illustration of the effects of the
introduction of this accounting standard has been provided in Part A to “Section 1 — Statement
of compliance with the IFRS”. The rights of use have been included in line “A. Gross opening
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balance” for €8,656 thousand in the building column, for €1,071 thousand in electronic systems
and for €164 thousand in other property, plant and equipment.

8.7 Investment property: changes

Total at 1272019

Tax base | Amount —
Land Buifdings

A Opening balance z z

B.Increases 272 =
B.1 Purchases 272 -
B.2 Capialised improvemsant coss - -
B.3 Fair value gains - -
B.4 Impairment gains
B.5 Exchange gains
B.6 Transiers from propery used for operaions z =

B.7 Other changes = =

C.Decreases - -
C:1 Sales - -
C.2 Amorasaicn and depreciafon - -
C.3 Fair vaiue losses = =
C.4 Impairment losses
C.5 BExchange losses
C.6 Transfers i - -
d) property used for operations - -
b) non-current assets held for sale and disposal groups - -
C.7 Ceher changes - -
D. Closing balance 272 -

E. Fair value - -

Line B1 indicates the value of a property assigned to the bank by the Court of Fermo following
the credit recovery enforcement procedure concluded in 2019.
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Section 9 - Intangible assets - Caption 90

9.1 Intangible assets: breakdown by asset

Total at 12/2019 Total at 1272018
Asset / Amount
Finite life Ind?ﬁnhe Finite life I“d?ﬁ“ne
life life
A1 Goodwill Mjis 3 :
A2 Other intangible assets 136 . -
A2 AToost 136 122 -
a) Internally-generated - : = e
f) Qther assets 136 - 122 -
A 22 Arfair value: - -
a| fnternaty-generated - E ¥ :
b) Other assets - : 5 -
Total 136 - 122 -
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9.2 Intangible assets: changes

Other intangible assets: | Other intangible assets:
internally-generated other
Tax base / Amount Goodwll with e | . Wll.ﬂl. with fnite: | wm‘ Total
life indefinite life indefinite
life life
A _Gross opening balance - - - 630 - 690
A1 Accumulated deprecialion and net impairment losses = - = 568 = 568
A2 Netopening balance = - > 122 = 122
B. Increases - - - a5 - 95
B.1 Purchases = - > 85 - 8B
B.2 Increase in internally generaied asses - - - - -
B.3 Impairment gains - - - - -
B.4 Fair value gains % - = = =
- Bty - - - - -
- profit or loss - - - - -
B.5 Exchange gains = - 2 - =
B.G Cther changes - - - - -
C. Decreases - - - 81 - 81
C.153es = = = - = =
C.:2 Impaiment losses - - - B1 - B4
- Amortisation and depreciation % % 81 = &1
- impairment iosses - - - - -
* equiy - - : = 3
* profit or loss > 5 = = > 5
C.3 Fair vaiue losses = - & & -
- eguity 3 = & = 3
- profit or loss HHERE 4 = = = :
C.4 Transfers o disposal groups - - - - - -
C.5 Exchange fosses - - - - -
C.6 Cther changes = - = = =
D. Net closing balance = £ = 136 Z 136
[.1 Accumuiaied amorisaion and nel mpaimen: losses - . - 649 - 649
E. Gross closing balance - - - 785 - 785
F. Measurement at cost = £ = = = 5

Intangible assets include software packages amortised over five years unless their user licence
provides otherwise.
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Section 10 - Tax assets and liabilities - Caption 100 of assets and Caption

60 of liabilities

10.1 Deferred tax assets: breakdown

Components 12/2019
Personned expense 910
AdminisTadve expensas =
Fair value josses on HTCS securies 654
Impairment losses on loans and recelvables 15,663
Acaiarial losses on agens’ ierminaion benefis/post-employment 1171
4
bensfis '
Total 18,248
10.2 Deferred tax liabilities: breakdown
Components 12/2019
Fair value gains on bonds
Fair valus gains on HTCS securiies od
Delerred gains
FTA depreciagon of land 671
Post-empioyment benefis
Actizarial gains on postemployment benafis 235
Total aro

Deferred tax assets and liabilities were affected by changes in the fair value reserve of HTCS
securities. Moreover, the tax legislative changes applicable to entities that apply the IFRS
authorised use of the “forced derivation” criterion rather than the “neutrality” criterion. This
substantially decreased the differences between the carrying amounts and tax bases of assets
and liabilities with the resulting decrease in the related deferred tax assets and liabilities. Law
no. 214/2011 introduced the provision for the conversion of deferred tax assets recognised on
loans and receivables and goodwill when they satisfy the probability test. Table 10.3-bis shows
the deferred tax assets covered by the law if the bank has an accounting or tax loss.
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10.3 Changes in deferred tax assets (recognised in profit or loss)

Tax base / Amount Total at 12/2019 | Total at 1272018
1. Opening balance 12,228 12,303
2. Increases 497 538
2.1 Deferred fax assats recognised in the year 4g7 &34
a) refgted to previous years : -
b} due to changes fn accouniing podties - -
£ reversals of impairment iosses - -
o) other 497 538
2.2 New faxes or increases in tax rakes
2.3 Cther increases
3. Decreases T93 613
3.1 Deferred fax assals derecognised in the year 783 613
a| reversals 793 613
&) impairment due to non-recoverabity . -
£| change in accounting policies 2 -
o) other - -
3.2 Decreass in Bx raes
3.3 Cther decreases
d) conversion into tax assets as per Law no. 21472011 s -
b) other - -
4. Closing balance 11,932 12,228

10.3-bis Change in deferred tax assets as per Law no. 214/2011

Tax base / Amount

Total at 122019

Total at 1272018

1. Opening balance

10,292

10,292

2. Increases

3. Decreases

3.1 Feversalks

3.2 Conversions inic iax assels
d) ansing on osses
b) anising on tax losses

3.3 Crher decreases

4. Closing balance

10,292

10,292

The above table shows the deferred tax assets related to impairment losses on loans and
receivables that are convertible into tax assets should the bank record a loss for accounting or
tax purposes as per Law no. 214/2011.
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The bank did not make any reversals of deferred taxes as per art. 1.712 of the 2020 Budget Law
no. 160/2019.

10.4 Changes in deferred tax liabilities (recognised in profit or loss)

Tax base / Amount Total at 122013 | Total at 1272018

1. Opening balance 90g 903

2. Increases = =

2.1 Deferred ax Babfies recognised inthe year - -
8| related to previous years 'z o
b dire to changes in accounting policies . =
c) other . -

2.2 New faxes or increases in tax rakes

2.3 Cther increases

3. Decreases 17 -
3.1 Deferred fax Habiies derecognised in the year 17 -
a) reversals 17 -

b} due to changes in accouning policies 3 -
c) other - -
3.2 Decreaze in tax rakgs - =
3.3 Ceher decreases
4. Closing balance B92 909
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10.5 Changes in deferred tax assets (recognised in equity)

Tax base / Amount Total at 12/2019 | Total at 12/2018

1. Opening balance 7115 1,368

2. Increases 689 6,684

2.1 Deferred tax assels recognised in the year 680 6,684
a| refated to previous years = -

b} due to changes in accounting policies - 5407

c) other 669 1,577

2.2 Mew axes or MCreases in tax raies - -

2.3 Ceher increases

3. Decreases 1.488 937
3.1 Deferred tax assels derecognised in the year 1,488 937
a| reversals 1,488 a3y

b) impairment due to non-recoverabiily : -
£) due to changes in accouning policies 3 -
ol other > -
3.2 Decreass intax raes - x
3.3 Oeher decreases
4 Closing balance 6,316 f.115

10.6 Changes in deferred tax liabilities (recognised in equity)

Tax base / Amount Total at 12/2019 | Total at 12/2018

1. Opening balance 17 594

2. Increases 41 92

2.1 Deferred tax Babies recognised in'the year 41 92
a| related 1o previous years 3 -

b) due to changes in accounting polties = -
c) other 41 92
2.2 New taxes or increases in tax raies

2.3 Ciher increases

3. Decreases 81 569
3.1 Deferred tax fabiiies derecognised in the year 81 060
a) reversais &1 5649

b} due to changes in accouning polcies - -
) other - -
3.2 Decreaze intax rakes -
3.3 Other decreazes
4. Closing balance 7 17
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10.7 Other information

Caption 130 “Tax assets: a) current” of €3,502 thousand comprises:

IRAP payments on account of €91 thousand,;

IRES claimed for reimbursement of €73 thousand, net of the repayments of €722
thousand and €503 thousand made on 30 December 2016 and 21 August 2018,
respectively. It relates to the IRES tax asset arising on the deductibility of IRAP from
personnel expense as per Law decree no. 201/2011; the related claim was presented on
18 January 2013 - the application send date for the Marche region;

cinema tax credit of €720 thousand;

substitute tax on account of €489 thousand on the capital gain;
IRES assets of €1,620 thousand;

tax relief for earthquakes of €187 thousand,;

IRAP tax relief of €257 thousand,;

tax assets of €1 thousand for withholdings on public bodies;

tax assets of €64 thousand for withholdings on savings deposits, current accounts and
certificates of deposit.
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Other assets - Caption 120

12.1 Other assets: breakdown

Components Total at 12/2019
a) ofher tax assels 3,921
b} chegues drawn on céher banks 454
¢} cheques 10 be recsived from cizaring house and fruncaksd in branch -
d} suspense iems -
&) revenus siamps and ofher stamps 3
Ti gosd, sitver and ofher precious metaks =
g} shordals, embezziemant, thefiand other prior -
h} Eems in transi 21,881
i} leasehodd improvemenis 449
11 accrued incoms BF
k) prepaymens aTh
) portiolic adjusiment difierences -
m) cfher 6213
Total 33283

Specifically, in the above table:

- item h) includes transactions under settlement by Nexi S.p.A. and Bank of Italy (€18,793
thousand) and items in transit to be debited to the end accounts (€2,004 thousand);

- item k) mostly consists of prepaid insurance premiums;

- item m) includes sundry amounts of €954 thousand and accrued commissions of €4,316
thousand.
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LIABILITIES

Section 1 - Financial liabilities at fair value through profit or loss -
Caption 10

1.1 Financial liabilities at amortised cost: breakdown of due to banks by
product

Total at 1202412 Total at 122018
Transaction Amount Caiging Fall value Ty Fair value
amount Lt L2 L2 amount L1 L2 L3

9. De to central banks

2.Dueto banks FRECN
2.1 Currant a0C0unts and on-dsmand deposes 287
2.2 Term depusés 8 |

2.3 Financing
.31 .?I_Jlul.lru"e;'e agreements
2.3.2 Other
2.4 Commansne & repurchate Dn eQURy iNSTUmanE
2.5 Leass Rabiifies
2.6 Cthar hatdies

Tatal 2759 - - 2,758 1373 - - 1373

1.2 Financial liabilities at amortised cost: breakdown of due to customers by
product

Total &t 122019 Total at 122018
Transaction/Amount Carrying Fair value Canying Fair vaitie
Amoint L1 L7 L3 amount L1 12 13

1, Current ascounts and on-demand deposs 1440764 £ i 1374 557
2. Termdeposds 8 645 9775
3. Firancing

3.1 Repurchase agreemerns = >

3.2 Cither - -
4, Commivents i repurchase own eqully inshruments
4 Leats 1atiises B,762
6. Ceher BabiiRes 10,738 | : 3750 |::

Taatal 1 477 %09 - - | 1450033 1,387 503
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1.3 Financial liabilities at amortised cost: breakdown of securities issued by

product
Toial at 127218 Totak at 122018
Security (Amount Canylng Falr valua canylng Falr value
i L1 L2 L2 AL Lt L2 L2
& Ascyriies
. bongs
1.1 strieciirsd
1.2 other + = = = *
2 cther s=nuries 6 A04 - T B5% 79731 8D 117
2 srurnirsd = . = = q
2.2 other BU 804 To.659 T BO ST
Total E%304 - - 70,859 79701 8047

Item “2.2 - other” includes the certificates of deposit issued by the bank.
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Section 2 - Financial liabilities held for trading - Caption 20

2.1 Financial liabilities held for trading: breakdown by product

Total at 122019 Total at 122018

Nominal Fair Value Nominal Fair Value

Transaction / Amount or tae or o

‘ Value ; Value
notional L1 L2 L3 ) notional L1 L2 L3 )

amount amount

A Liabilities
1. Due > banks - - - - = - - . - =
2 Due & cusiomers - - - - = - = - = =
3. Debtinsiruments - - - > = = . .
3.1. Bonds - - - - . - -
311 Structured - ; ] o £
3.1.2 Other bonds - = i =

3.2 Other securnities = 2 3
3.2.1 Structured - £ : =

3:2.2 Other - - - -

Total A = . 2

B. Derivatives

-

1T 172
117 172 =

. Financigl derivaives - 151

1.1 For trading 151 .

1.2 Associated with fair vale option

1.3 Other

L]

. Credi derivaives = > n

2.1 For trading
2.2 Associated with fair valie option

2.3 Other

Total B - 151 - 17 172 -

Total (A+B) 151 ; ur| 2| -
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Section 6 - Tax liabilities - Caption 60

6.1 Current tax liabilities

Tax base/ Amount 1272019
Current tax liabilities 3213
IRES 2,250
IRAF 963
Stamp duiy -
Subsiuse fax @ 12.00% -
Prior year @ax assels -
Section 8 - Other liabilities - Caption 80
8.1 Other liabilities: breakdown
Components 1272019
g} Tax Eabiliies 4,322
b} Amounis due io social secumiy insfuSions 16
c} Amounis avadable i cusiomers 526
d} Third pary guaranies deposis ag
e} Suspense lems .
fj Ofher amounts due i employees 3,016
g} ltems infransit 9,456
h} Accrued expenses &
i} Deferred income 245
1) Portiolio adjusiment dificrences 20013
k) Ceher fems 2,086
Total 48,771

Item “a) Tax liabilities” refers to tax withholdings to be paid and amounts collected on behalf of

customers to be transferred to the tax authorities.

Item “k) Other items” includes invoices due (€1,420 thousand), sundry items (€416 thousand)

and costs pertaining to 2020 (€250 thousand).
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Section 9 - Employee termination indemnities — Caption 90

9.1 Employee termination indemnities: changes

Tax base | Amount Total at 12/2019 Total at 12/2018

A Opening balance 8,005 8,768
B. Increases 157 T4
B.1 Accruals 80 T2
B.2 Ceher changes 7 2
C. Decreases 119 837
C.1 Paymenis 1,170 BT
C.2 Crher changes 21 k1)
D. Closing balance 6,971 8.005
Total 6,971 8,005

In 2012, the bank changed the method used to recognise actuarial gains and losses from the
corridor approach to an approach entailing their immediate recognition in other comprehensive
income. Therefore, the actuarial losses of €77 thousand determined by the actuary are
recognised in point “B.2 Other increases”. Point B.1 shows the annual interest cost, as calculated

by the actuary.
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9.2 Other information:

Breakdown of “B. Increases™

Cescription Amounts
Inferest cost 80
Inciuding: Revalsation aa
Aciuarial loss Tr
Total 157

Brealkdown of “C, Decrecses™

Description Amounts

Cecrease die 0 post-empioyment benefis reform Legisiaive decres no.
2522005 ! Acaearial gain

Post-employment advances and paymenis = 1,170
Subs@use tax on revaliason = 21
Total - 1.191

Actuarial valuation of post-emplogment

benefits provision
Description Amounts

Present value of benefis a1 311122018 8,005
Inderest cost a0
Subsiue ax - 21
Service cosl

Paymenis = 1T
Total recursive 6,804
Fresent value of benafs a2 31122015 g,971
Accumufated actuarial loss - Fi

Since 1 January 2007, employee termination indemnities are transferred to either the INPS
treasury fund or a supplementary pension fund. Therefore, the actuarial calculation considers
the value of accrued benefits, i.e. the total liability for each employee. The calculation is based
on demographic and economic assumptions already used in 2011. The bank eliminated the
corridor approach in 2012 and recognised the actuarial loss immediately in equity, thus adopting
one of the effects of the revised IAS 19 (2011) early.

For the financial assumptions, reference was made by the actuary to the:
e demographic parameters;
e economic parameters;

e financial parameters.

The demographic parameters are most directly attributable to the actuarial aspects. These
parameters are usually included in tables created from general samples from various institutes
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(e.g. ISTAT (the Italian National Institute of Statistics), INAIL, etc.) and by using the assumptions
of a reduction in users based on the probability of death and invalidity.

The economic parameters concern the assumptions made on the changes in values with a direct
economic connotation. In relation to the rate of inflation, an essential value for determining the
remeasurement dynamics of performance in the years following the measurement, reference has
been made to the “December 2018 Eurosystem staff macroeconomic projections for the euro
area” (source: ECB) and to the related distribution by country where the growth outlook of prices
is set at 0.7% for 2020, 1.1% for 2021 and 1.3% for 2022. As of 2023, a rate of 1.8% has been
used as a reference value, slightly lower than the annual 2.0% target set by the ECB for the
Eurozone.

The financial, and most significant, parameter is given from the rate used in the discounting of
cash outflows and, therefore, in determining the average present value of the obligations.
Through discounting, future commitments are all reported at the measurement date. The curve
of AA Corporate rates reported at 31/12/2019 was used in the model, as shown by the following
table:

EUR AA CORPORATE EUR AA CORPORATE

AR CURVE YIELD TABLE 2 CURVEYIELD TABLE
1 -0.2170% 11 0.5518%
2 -0.1410% 12 0.6056%
3 -0.0220% 13 0.6504%
4 0.0830% 14 0.7132%
5 0.1540% 15 0.7670%
& 0. 2140% 16 0.8316%
T 0.2820% 17 0.8962%
8 0:3550% 18 0.9608%
| 0.4290% 19 1.0254%
10 0.4980% 20 1.0900%

On the basis of the above assumptions, the bank recognised the actuarial loss of €77 thousand
in other comprehensive income.

Section 10 - Provisions for risks and charges - Caption 100

10.1 Provisions for risks and charges: breakdown

Tax base / Amount Total at 12/2019 | Total at 12/2018
1. Provisions for credi risk associzied with loan commimenis 547 157
and financial guaraniess given
2. Provisions for ofher commamens and other guaranises i
given
3. Inizrnal pension funds 8,278 8,362
4. Ceher provisions 2,683 2249
4.1 legal and tax disputes = E
4.2 personnel expense - =
4.3 other 2 653 2249
Total 11,473 10,763
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10.2 Provisions for risks and charges: changes
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Provisions for
other
Tax base / Amount commitments and| Pension funds | Other provisions Total
other guarantees
given
A. Opening balance 152 8.362 2249 10,763
B. Increases 457 521 1,170 2148
B.1 Accruais 457 123 1,170 1,750
B.2 Discounsng
B.3 Changes due fo variafions in disoount raie
B.4 Oeher changes a 358 - 398
C. Decreases 67 G605 766 1,438
C1 Umksagons - G605 765 1,371
C.2 Changes due & vanaions in discouns raie - = -
.3 Ceher changes 67 z - 67
D. Closing balance 542 8.278 2653 11473

Utilisation of these provisions amounted to €766 thousand and referred to the settlement of legal
disputes recognised in caption 170/b of the income statement.

Other provisions of €2,653 thousand, shown in table 10.2, may be analysed as follows by type
of litigation:

- Civil litigation 1,621,823
- Claw-back claims 411,000
- Other charges 20,000
- Labour disputes 600,000
- Total 2,652,823

As can be seen, the larger accruals are made for civil litigation, partly related to third party claims
about the charging of compound interest or interest exceeding the legal rate.

Risks for ongoing proceedings about securities trading are modest, also given the:

1) limited number of legal actions: two at 31/12/2019;

2) generally modest amounts involved,;

3) rulings at all levels in the bank’s favour.

The accrual for claw-back claims refers to 4 customers under bankruptcy proceedings for which
the court ruling had not been handed down at the reporting date.

Just one dispute involves two employees due to a claim forms received by the bank for the
repayment of grants for training to INPS. The case, following a second level judgement in favour
of the bank, has been reinstated by the plaintiffs.

The bank has considered the typical risks of the banking sector and a prudent interpretation of
the reference regulations when measuring and determining the various provisions.

It regularly reviews contingent liabilities for which specific provisions have not been made and
which are treated like the recognised liabilities. These relate to obligations that are possible only
or present obligations for which:

a. it is not certain whether an outflow of resources will be necessary;
b. the amount cannot be determined.
The case in point b is infrequent and relates to just one instance.

Conversely, the case in point a. is more frequent and the probability that an outflow of resources
will be necessary depends on events that suggest that the probability of a negative outcome is
very unlikely or impossible.

Specifically, it includes legal disputes existing at the reporting date, for which a negative outcome
is improbable based on:

(i) the legal advisors’ opinion;
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Financial Statements at 31/12/2019

Based on the probability of contingent or actual liabilities presented in the 2019 financial
statements, the situation is as follows:

Contingent liability Bonds
Type of risk
Petitum Accrual Petitum Accrual
Legal disputes 5,402,638 0 44,814,812 1,621,823
Claw-back claims 0 0 701,933 411,000
Labour disputes 0 0 627,000 600,000
Other charges 0 0 20,000 20,000
Total 5,402,638 0 45,516,745 2,652,823

Contingent liabilities for legal disputes refer to the following categories:

a) repudiation of false drawers’ signatures on credit instruments;

b) trading of bonds;

c) compound interest or interest exceeding the legal rate;

d) other claims for damage compensation.
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10.3. Provisions for credit risk associated with loan commitments and financial
guarantees given

Provisions for credit risk associated with loan commitments and financial
guarantees given
Tax base ! Amount
Stage 1 Stage 2 Stage 3 Total
Loan commimens 29 14 - 43
Financial guaraniess given 24 17 458 450
Total 53 3 458 542

10.5 Defined benefit internal pension plans

The bank’s pension fund (“Fondo d’integrazione delle pensioni dell’assicurazione obbligatorio per
Uinvalidita, la vecchiaia ed i superstiti gestita dall’INPS per il Personale - ruolo credito - della Cassa
di Risparmio di Fermo”), included in the special section III as number 9107 of the Pension funds
register held by COVIP (the Italian pension regulator) and recognised in caption 100. b) on the
liabilities side of the balance sheet, is regulated by the Agreement of 4 December 1990, Legislative
decree no. 124/93, the new legislative framework as defined by Law no. 335 of 8 August 1995
and the measure attached to the 1998 Finance Act (Law no. 449/1997) as well as the agreement
of 18 October 2000 for the fund’s transformation by setting up a defined contribution part from
1 January 2001.

The fund’s object is to provide its beneficiaries and their surviving family members with a
supplementary pension in addition to that provided by INPS.

Following the aforesaid transformation agreement, the fund covers the bank’s employees that
had retired at 31 December 2000 or their surviving family members. The bank pays in a
contribution in order to ensure its actuarial balance.

At 31/12/2019, the fund had 114 beneficiaries, including those with zero annuities as shown in
the following table:

Gender Direct Indirect or Total
reversible
Women 7 49 56
Men 57 1 58
Total 64 50 114

The actuarial calculations were based on a projection of the individual beneficiaries’ positions at
31 December 2019. This projection was extended until the complete extinguishment of the
obligations considering a hypothetical system based on:

1. legislative parameters;

2. demographic parameters;
3. economic parameters;

4. financial parameters.

The generation RG 48 chart prepared by the State General Accounting Office was used for the
demographic parameters while the estimates usually used for INPS simulations were used for
the family beneficiaries.

An annual increase in prices of 1.80% over the long term was assumed for the economic
parameters. The effects of the substantial elimination of the equalisation clause were estimated
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by considering the “equal grade of service”. The equalisation rates using the assumed inflation

rates were:

BRACKET RATE
Up to 3 times the minimum treatment 1.80%
From 3 to 5 times the minimum 1.62%
treatment
More than 5 times the minimum 1.35%
treatment

With respect to the financial parameters, in compliance with IAS provisions, an update was made
to the returns structure of the curve of the Corporate Euro securities with AA rating (source:

Refinitiv) reported at 31 December 2019.

The average present value appraised by the relevant expert of the cost of integrating and
substituting the pension plan for the 114 beneficiaries is in line with the amount recognised in

the financial statements.

Technical accounts at 31/12/2019
Average present value - immediate 8,278
Average present value - total charges 8,278
Mathematical reserve at 31/12/2018 8,362
Equity at 31/12/2019 7,900
Mathematical provision 8,278
TECHNICAL SURPLUS 378
Calculation of actuarial gains/losses for IFRS purposes
Mathematical provision at 31 December 2018 8,362
Interest cost 123
Service cost 0
Payments -605
Accumulated net actuarial gain at 31/12/2019 398

The bank has replaced the corridor approach with the immediate recognition of actuarial gains
or losses in other comprehensive income. The interest cost recognised in profit or loss amounted
to €123 thousand and the actuarial loss to €398 thousand, recognised in other comprehensive

income.
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Section 12 - Equity - Captions 110, 130, 140, 150, 160, 170 and 180

12.1 Share capital and treasury shares: breakdown

Component Amount
Share capital 28,241
Total 39,241

The fully subscribed and paid-in share capital consists of 759,750 shares with a nominal amount
of €51.65 for a total €39,241,087.50.

The bank’s shareholders are:

- Fondazione Cassa di Risparmio di Fermo, with 506,500 ordinary shares equal to an
investment of 66.67%;

- Intesa Sanpaolo S.p.A., with 253,250 ordinary shares equal to an investment of 33.33%.

The caption did not undergo any change during the year.

12.2 Share capital - number of shares: changes

Tax base | Types Ordinary Other

A_Dpening balance 759,750 =

~ fully paick-in 759,750

- ot fully paid-in
A1 Treasury shares (-} - =
A2 Outstanding shares: opening balance 759,750 =
B. Increases - -
B.1 New issues -

- against considfaration.
- buziness combinations
- bond conversions
- EXErCiEe OF warrans
- other
- bonus ssues;
- to employess
- fo directors
- other
B.2 Sale of treasury shares

B.3 Cther changes =

C. Decreases - -
C.1-Cancelatons - -
C.2 Repurchase of reasury shares = =
(.3 Disposals of equity invesments
C.4 Other changes -

D. Outstanding shares: closing balance 759,750 =
0.1 Treasury shares (+)
D.2 Closing balance 750 750

- fully pain-in

- not fully paid-in
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12.4 Income-related reserves: other information

e sesenve | peseme | OER
OPENING BALANCE 18.846 55,303 |- 7135
INCREASES 157 654 -
Afocation of profis 167 G54 :
DECREASES = = z
Cther changes (FTA reserve) = = =
CLOSING BALANCE 19,003 55957 |- 7,135

The legal reserve was increased by the allocation of 10% of the profit for the year as provided for
by article 24 of the by-laws, regardless of the legal requirements for it to be equal to one fifth of
the bank’s share capital as required by article 2430 of the Italian Civil Code.

It exceeds one fifth of the bank’s share capital by €11,154 thousand.
The statutory reserve includes:
- 15% of the profit for the year as provided for by article 24 of the by-laws;

- reclassification of the income-related reserves for €15,200 thousand as determined
during IFRS FTA of 1 January 2005.

The other reserves comprise:

- the contribution reserve of €6,130 thousand as per Law no. 218/90, net of the IFRS
FTA reserve of -€2,860 thousand;

- IFRS 9 FTA reserve of 1 January 2018 of -€10,405 thousand.

12.4.1 Equity: breakdown, availability and distributability of the different
captions

Summary of use
in the last 3 years
Possible usn Availzhle (2

Natuieidesciiption ) partion

Atmour

For other
|]I.I [PD'EE'S

To cover logEes

Shaecapital

DonTOR I98IVE e e L

R e

Remalning Uisributabie portion
in Euros

Key:

A = share capital increase
B = to cover losses

C = dividend distribution
Note:

(1) = Except for additional constraints imposed by by-laws

(2) = Utilisations are shown from 2000 as comparative previous years’ data are unavailable
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(3) = Pursuant to article 2431 of the Italian Civil Code, the entire reserve can only be distributed when the
legal reserve has reached the threshold set by article 2430 of the Italian Civil Code.

(4) = The portion that cannot be distributed due to: the translation reserve, the reserve for equity-accounted
investees, the reserve for departures as per article 2413.4 of the Italian Civil Code and the part allocated to
cover unamortised deferred costs as per article 2426.5 of the Italian Civil Code.

12.4.2 Proposed allocation of the profit for the year

On 24 March 2020, the bank’s board of directors resolved to submit for the approval of the
shareholders’ meeting the proposal to distribute a unit dividend at €4 per share, for an overall
amount of €3,039 thousand, using the bank’s net profit for the 2019 financial year of €5,996
thousand.

The Bank of Italy’s recommendation of 27 March 2020 and document no. 044761520 of 2 April
2020 regarding the dividends policy of less significant Italian institutions during the COVID-19
pandemic were subsequently published, and recommended not to distribute dividends given the
economic context caused by the epidemic.

In light of the above, it is suggested that the bank follow the instructions set out by the Bank of

Italy’s recommendations and subsequently allocate the profit for the year as per the following
table:

Profit distribution plan

PROFIT FOR THE YEAR 5,996,732.00
10% to the legal reserve 599,673.00
90% to the statutory reserve 5,397,059.00
TOTAL DISTRIBUTABLE PROFIT 5,996,732.00

Pursuant to the relevant laws and article 25 of the by-laws, we propose it be allocated as follows:
- 10% to the legal reserve, i.e., €599,673;
- the remaining €5,397,059 to the extraordinary reserve

After the allocation set out above pursuant to article 25 of the by-laws, the legal reserve, which
amounted to €19,003,136 at 31/12/2019, will amount to €19,602,809 exceeding one fifth of the
share capital as per article 2430 of the Italian Civil Code by €11,754,591.
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OTHER INFORMATION

Financial Statements at 31/12/2019

1. Loan commitments and financial guarantees given other than those at fair

value
Nominal amount on commitments and financial
e guarantees given Amountat | Amount at
1272019 1272018
{Stage 1) {Stage 2} (Stage 3)
Loan commitmenits 440,076 40,597 5139 405712 514,004
a)Ceniral banks = = =
b}Pubfc administraions 35,3493 - - 35,353 41,081
c)Banks - - 3428
d)Ceher fnancial companies 8817 201 - 6718 G,884
e)Non-financial companies 368 200 33,071 4693 395 564 404 459
fiHoussholds 49,866 7,325 A45 57,637 58230
Financial guarantees given 21,664 3,306 1,607 26 577 24,794
a)Central banks s s s
b)Pubkc adminisraions 209:00 = 29 A
c)Barks 4770 = = 4770 4,354
d)Ceher financial companies 1,557 135 460 2,152 2,382
ejNon-financial companies 13,606 2561 1,147 17,314 15,807
fiHcuseholds 1,702 6§10 - 2312 2120
2. Other commitments and other guarantees given
There are no transactions of this kind in the bank’s operations.
3. Assets pledged as guarantee for liabilities and commitments
Portfolios h;“;'zl:::;;at ﬁ:“;;&';;m
1. Financial asseds ai fair vaiue through prof or loss 905 11
2. Financial assess af fair value through osher comprehensive incomea -
3. Financial asseks ai amoresed cost 53 458 54,340
4. Property, equipment and invesiment property -
Incitrding: held as inventories — .

Table 3 shows the securities pledged as guarantee for the bank’s liabilities:

- transactions tied to payment of pensions by INPS for €10 thousand;

- transactions tied to the future margin accounts for €895 thousand,;

- transactions tied to the ECB’s monetary policies for €53,498 thousand.
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4. Management and trading on behalf of third parties

Service Amount

1. Execution of customer orders -
a) Purchases
1. sefed -
2. unzeited -
b} Sales -
1. settied -
2. unsettied =

2. Assel management -
a) individual -
b) coiecive -

3. Securities custody and administration 1,707 114

a) thind party securides held as part of deposiiory bank services (excluding asset
management)

1. secunves issued by the reporting entity -
2 otffier secunites =

b} third parly securi@es on deposit (exciuding asset management): other 607 810
1. secuntes issyed by the reporting entity 26, 164
2 pther secuntes 581 449
c} parly securiies deposiad wih third parses 581,231
d) securizes owned by the bank deposiied weh third pares 818,273
4. Other -
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9. Credit collection on behalf of third parties: adjustments

Transactions FY 1272019 FY 1272018

a) “debit” adjustments 321 382 321113
1) bank joint accounts 76,395 78,019
2) central portio 242,818 241,714
3} cash 362 74
4} ofher accouns 1,807 1,106
b) “credit” adjustments 350,395 348 381
1) bank joint accounts 83,070 83,525
2 ransierors of bills and documens 257 039 264 475
3}y other acoolmns 285 arr

DIFFERENCE 29,013 27 268

The difference of €29,013 thousand is shown under caption “80 Other liabilities” in the balance
sheet.
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PART C
Notes to the income statement
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Section 1 - Interest — Captions 10 and 20

1.1 Interest and similar income: breakdown

Financial Statements at 31/12/2019

Debt , . Total at Total at
Tax base / Products F Oth
- foau instruments | o CO e 1212019 122018
1. Financial assels a fair value through prof or loss! 2,265 2,265 2,255
1.1 Financial assets held for trading 2178 2178 2,255
1.2 Financial assets designated at fair value - -
1.3 Cther iinancial assets mandaiorly measured a7 a7
al fair value
2. Financial as.se’s at fair value through other 1307 252
comprshensive income
3. Financial asses al amordsed cost pating b 28,821
3.1 Loans and receivables wih banks 62 T8
3.2 Loans and recaivables wih cusiomers 29,653 28813
4. Hedging derivatves - -
5. Other assels 5
§. Financial Rabiles
Total 5393 27914 33,307 32113
- including: inferest income on credi-mpaired B 2733 2733 5 530

SRpIEUres

- Including: inierast income on finance leasss - -

Interest accrued since the start of the year on the following credit-impaired exposures, which, at
the reporting date, are unlikely to pay or are past due/overdrawn by more than 90 days:

1. Unlikely to pay (€2,792 thousand);
2. Past due/overdrawn by more than 90 days (€180 thousand).

1.2 Interest and similar income: other information

1.2.1 Interest income on foreign currency financial assets

Total at Total at
Tax base / Amount
o W — 122019 12/2018
1.3.1 Interest income on foreign currency financial assets 693 215
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1.3 Interest and similar expense: breakdown

Financial o Total at Total at
Tax base / Products liabilities Securities Other 1272019 1272018
1. Financial BabiSes al amordsed cost - 2,239 |- 510 - |- 2749 (- 2,935
1.1 Due to central banks - B
1.2 Due to banks = 23 23 |- 17
1.3 Due to Customers 2216 |- 2,201
1.4 Secuniies issued Ha e a3 |- T
2. Financial iabdSes heid for frading : =
3. Financial Eabiiles designated at fair vaiue - - -
4. Cther Babdes and provisions : = =
5: Hedging derivaives =
6. Financial asseis : ] 214
Total |- 2239 |- 510 - |- 2963 |- 2935
including: inferest expense relaied o lease Babiles : = =
1.4 Interest and similar expense: other information
1.4.1 Interest expense on foreign currency liabilities
Tax base [ Amount Total at 1272019 | Total at 12/2018
1.4.1 Inferest expense on foreign currency labiies : 28 |- a7

Section 2 - Fees and commissions - Captions 40 and 50

2.1 Fee and commission income: breakdown
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Service / Amount Total at 12/2019 | Total at 12/2018
a) guarantees given 270 249
b) credit derivatives - -
¢) management, brokerage and consultancy services: 9,140 9949
1. trading in fnancial insrumenis 85 96
2. foreign currency Tansacions 96 105
3. individual asset managemant =
4. zecuriies cusiody and adminisirason 79 81
5. deposiiory services - -
6, securles placement 4327 4663
7. order collecion and transmission 361 29z
8. consukancy services = =
8.1 conceming investmants B
8.2 concerning fnancial structire :
G disiribudon of third party services 4182 4712
9.1. asset management 249 362
8.1.1. individual 133 143
9.1.2 collective 116 219
8.2 insurance products 2704 3,717
9.3 other progucs 1,229 1,233
d) collection and payment services 2926 3,004
e) servicing services for securitisations = =
f) services for factoring transactions - -
g) tax collection services - -
h) management of multilateral trading systems - -
i) keeping and management of current accounts 9,595 9,392
) other services 3,660 3,306
Total 2559 25,897

The balance shown as letter “j) other services” in the above table includes:2

Loan preliminary investigation fees

Financing fees

Bancomat (debit card) and home banking fees
Transfer fees

804
411
773
1,057

2.2 Fee and commission income: product and service distribution channels

2 Amount (€’000)

- 131 -



» carifermo

o A risparie di fersw s pa

Financial Statements at 31/12/2019

Channel / Amount Total at 12/2019 | Total at 12/2018

a) own branches: 8,508 9375
1. as5al management = =

2. securiies placement 4327 4663

3. third pany servicas and products 418 4712

b) off-premises distribution:

1. as5et management

2. securies placement

3. third pary services and producs
c) other distribution channels:

1. assel managenent

2. securiies piacement

3. third parnty services and products

2.3 Fee and commission expense: breakdown

Service / Amount Total at 12/2019 | Total at 12/2018
a) guarantees received = 29
b) credit derivatives - -
c) management and brokerage services: - 406 349
1. trading in financial instrumenis 5 152 104
2. foreign currency ransacions = =
3. assat management: 5 200.|- 203
3.1 own portiolio - -
3.2 third party portfolios - 209 |- 203
4. securies cusiody and adminisTagon : 45 |- 47
5. placement of inandial insrumens = =
§. off-premises disribulion of securiles, preducs and services = =
d) collection and payment services : 1,050 |- 955
e} other services 5 57 |- 75
Total|- 1,513 |- 1,408
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Section 3 - Dividends and similar income - Item 70

3.1 Dividends and similar income: breakdown

Total at 1272019 Total at 12/2018
Tax base |/ Income G =
Dividends ISEmrtar Dividends IStmErar
income income
A. Financial assets held for Tading - G70 - a59
B. Céher financial assets mandaonly measured ai fair } § .
viailie
C. Financial assel at fair vaiue through other aa7 758 .
comprehensive income '
D. Equiy invesimens - - = =
Total 997 a7 768 959

Section 4 - Net trading income (expense) - Caption 80

4.1 Net trading income: breakdown

’ Trading Trading Profit for the
Tax base / Income G[i;‘s income Lt:zs}as losses year

(B) @) [(AtB) - (C+D)]

1. Financial assets held for trading 1,007 3.049 i 879 2,856

1.1 Debiinstrumanis 871 2,520 321 226 2849

1.2 Equity instrumenis = 524 - 653 |- 129

1.3 OEIC unis 136 = ) = 136
1.4 Financing z = - =
1.5 Ceher - N - =

2. Financial liabilities held for trading = = = =

2 1 Debtinstruments . . = -

2.2 Liabiises 1 = : =
2.3 Ciher 5 2 - —
3. Other financial assets and liabilities: exchange gains S ' . o8 : 65
4_ Derivatives 11,353 = 8.880 = 2473
£ 1 Financial derivaives; 11,353 - B.880 - 2473
- On debi securiies and inerest raies 11,353 = 8,880 = 2473
- On equaly insrumenss and equiy indexes
- On currencies and gold
- Cthar
42 Credit derivaives
including: natural hedges associated with the fair value option
Total 12,360 3,049 9,201 879 5,304
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Currency: Costs, Revenue and Inventories

EXPENSES AND LOSSES: REVEMUE AND PROFITS:
Tax base 2019 2018 Tax base 2019 208
A Qpenwng haimics i doreign 903 868 |E) Revenue from currency 122 367 102,101
currancy
B} Cost of purchasing currency 122 649 102,182 |F} Closing balance 1,287 903
0) Total costs 123,552 103,050 |H) Total revenue 122,654 103, 004
SUMMARY:
2019 2018
{+) Total revenue 123.654 103,004
(-} Total costs - 123,582 |- 103,050
{+) Currency tees £2 48
(<) Losses (+) gains on cumrencies |- 152 41
(<} Impairment losses (v} gains on 50 122
Securiiles
(=} Impairment losses {+) galns on 13 .
Currencies
Profit from currency valuation 65 165

The purchase costs and income from sales relate to foreign currency dealt in by the bank during
the year, except for participating currencies and Euro captions.
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Section 6 - Gain (loss) from sales/repurchases - Caption 100

6.1 Gain (loss) from sales/repurchases: breakdown

Tax base / Income statement item

Total at 122019

Total at 1272018

Gains Losses | Metgain Gains Losses | Metgain
Financial assets
1. Financial assels ai amorized cost 4 853 2084 4574 -
1.1 Loans and recefvables with banks - - - - - -
1.2 Loans and receivabies with cuztomers 4 858 264 4 674 - - -
i;:;ﬁ;ﬁ:;ir T A 12,075 o7m1e| 9356 3,781 : 3,781
2.1 Debt instruments 12075 2714 3 356 3,761 - 3781
2.2 Financing - = S - -
Total assets 16,933 3,003 13,030 3,781 - 3.781

Financial liabilities at amortised cost

1. Due 10 banks
2 Die 10 cusiomers

3. Securiies issued

Total liabilities

Item “1.2 Loans and receivables with customers”, column 3, includes the gain from the sale of
securities in the HTC portfolio for €3,105 thousand, according to the provisions of the financial
regulations business model and the board of directors’ resolution of 25/06/2019. The gain of
€1,753 thousand realised on the single name sale of 68 bad exposures is recognised in the profit
for the year for €4,574 thousand. Net of €284 thousand for fees paid, this gain amounts to €1,469

thousand.
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Section 7 - Net gains (losses) on financial assets and liabilities at fair
value through profit or loss - Caption 110

7.2 Net gains (losses) on other financial assets and liabilities at fair value

through profit or loss: breakdown of other financial assets mandatorily
measured at fair value

Transaction | [ncome statement item 1‘3.":;15 RHHTB‘; o L:ET'E F:::ﬁd F”Oﬂ;;: e
oy [{A+B) - (C+0)]
1. Financial assels 219 =[S 79
1.7 Dol INSTumens - 218 79
1.2 EQURY INCTUMaRET
1.3 OEIC urss
1 4 Financing

2 Forelgn cuntency financial assels. Exchange galns [losses)

Toial - 279 - |- 2719

The amount shown in the above table relates to the impairment on the sums paid to the voluntary
scheme for the action taken in favour of Carige S.p.A.
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Section 8 - Net impairment gains (losses) for credit risk - Caption 130

8.1 Net impairment losses for credit risk related to financial assets at amortised
cost: breakdown

Impairment losses (1) Impairment gains (2)
Transaction / Income Stage 3 Total at Total at
statement item Stages 1 el Stages1 | giages | 122019 | 122018
2 Write-offs |  Other and 2
A. Loans and receivables 1 i
with banks | ~ )
- Financing - 4 = - - - |- 4
- Debi insrumens x - - - - =
Including: purchased or ) ) ) ) ) )
oniginated credit-impaired
cE WO e g9 |- 1222| 22424 124 3863 |- 19748 (- 12072
with customers
- Financing - 89 |- 1.222 |- 22,424 1 3,863 (- 18,871 |- 11,648
- Debi msrumens - = = 123 > 123 |- 424
Including: purchased or _ ) ) ) ) _ )
oniginated credit-impaired
C. Total - 93 |- 1,222 |- 22,424 124 3,863 |- 19,752 |- 12,072

8.2 Net impairment losses for credit risk related to financial assets at fair value
through other comprehensive income: breakdown

Impairment losses (1) Impairment gains (2)
Transaction/ Income Stage 3 Total at Total at
statement item Stages 1 Stagest | grages | 122019 | 1212018
ais Write-offs Other s
A. Debt instruments - 113 - - - - |- 113 |- 124
B. Financing E 2 = = = > Z

- Weh cusiomers - = = : 5
- With banks - - = - = 5
Including: purchiased or
onginated credi-impaired - - - - - = 2
financial assels
D. Total - 113 - - - - |- 113 |- 124
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Section 9 - Modification gains/losses - Caption 140

9.1 Modification gains/losses: breakdown

Tax base | Amount Total at 122019 | Total at 1272018

9.1 Modificason gainsfiosses: breakdown - &4 -

Section 10 - Administrative expenses — Caption 160

10.1 Personnel expense: breakdown

Expense / Amount Total at 12/2019 | Total at 1272018

1) Employees - 25777 |- 27,132
a) wages and salaries = 18,083 |- 19,050
b) social securily coniribuions - 4 877 |- 5,042

) postemployment benefis -

d) pension coss =

e} accrual for post-employment benefis - 1,104 |- 1,138
T} accrual for pension and simiar provisions: - 123 |- 142
- defined contribuiion 7 .
- defined Deneft plans : 123 |- 142
g} paymenis o exiernal supplemeniary pension funds = 608 |- 748
- defined contribution - 608 |- 745
- defined benedi plans - -
h) coss of share-based payment plans -
i} cther employee benefis = 982 |- 107
2) Other personnel - 83 -
3) Directors and statutory auditors 5 728 |- 950

4) Retired personnel S s

5) Cost recoveries for personnel seconded to other companies - -

§) Cost reimbursements for personnel seconded to the bank - -
Total |- 26,588 |- 28,082

Item 3 of the table includes the statutory auditors’ fees and the directors’ insurance policies.
According to Law no. 124 of 4 August 2017, known as the “law for market and competition”,
which introduced the policy on “subsidies, contributions, remunerated engagements and
economic rewards of any kind” received from public administrations, the bank did receive this
kind of contribution, which was recognised in caption “1) -b social security contributions”. The
following table analytically lists the financial incentives received:
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Contribution

M. Contributing enti Reason
& 2 received in euro
law no. 92/2012 women
1 INPS 5,647.44
unemployed over 24 months
law no. 205/2017 recruitment of
2 INPS 37,000.00
young people
Region Employment law no. 68/99 and 247/2007
3 23.247.74 |
Centre disabled people
Decree law no. 151/2015 art. 10
4 INPS 11,335.10 |
disabled people
MNASpl recipients law no.
] INES 3,092.50 i92/2012 art. 2 subsection 15
decree law no. 76/2013
] INES 7,293.89 Southern Bonus
Total economic benefits
&87,016.67

received
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10.1.1 Wages and salaries: bonuses

Expense /| Amount Total at 12/2019 | Total at 12/2018
2) wages and salaries - 18,083 |- 19,060
- including: bonises 242 798

10.2 Average number of employees per category

Breakdown Z'I}::hg;:ah 2019 average 2&::[52“

» Employees 162 356 378
a) managers 2 z 1
b jumicr managers 103 103 102

- inciding: 3rd and 4th level 49 45 41
c} cther employees (inciuding ceaning siaff) 257 252 275

- incirding: 3rd professional group 254 249 272

- inciuding: 2nd professional group 2 2 2

- incieding: cleaning stafi 1 1 1
+ Other personnel 10 10 10

The average was determined considering the part-time personnel for 50%.

10.3 Internal defined benefit pension plans: costs and revenue

Expense/Amount 1212019 1272018

Remuneralon on supplementary pension fund - interest cost 123 142

10.4 Other employee benefits

Expense/Amount 1272019 1272018

L=

[==]

Fa
T

1,07

Ciher employee benclis -

This caption mainly comprises training costs of €126 thousand, life, accident and health
insurance policies of €341 thousand, lunch vouchers of €452 thousand and other employee
benefit payments of €63 thousand.
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10.5 Other administrative expenses: breakdown

Components 1272019 1272018

1 - credi collecion legal fees - 1,868 |- 1,489
2 - sundry and technical legal consigancy - 1,035 |- 1,192
3 - mainienance, repairs, conversions - b 1,085
4 - lease of premises - - a7
5 - Cleaming services - 597 |- 581
6 - rental of machinery and daia ransmission nes - 1113 - 1,302
T - security and security fransporiafion - br2 |- Th
B - lighsing and headng - 811 |- 468
9 - siadonery and primied mager - 202 |- 186
10- postal elegraph, ey, Eephone - 358 |- 353
11 - insirance - 338 |- 328
12 - adverising - 313 |- 342
13 - subscripdons and purchases of publicasons - %4 )- B3
14 - third pany service cosis - 4,098 |- 3,970
15 - ransportadon and relocadon - 256 |- 265
16 - membership fees - 283 |- 276
17 - conirbagon ¥ e Nadonal Fesolon Fund and the Inierbank Guaranise | 1263 |- 1 238
Depost Fund '
18 - car leases - 35 |- 100
19 - informadon and Chamber of Commerce business regisier fie searches - 615|- 619
20 - cther - 283 |- 275
Subtotal of other administrative expenses i 15,045 |- 15,748
Indirect taxes and duties

1 - stamp duiy - 3,500 |- 3,535
2 - owin municipal tax - 354 |- 303
3 - cther - 633 |- 506
Total indirect taxes and duties I 4 487 |- 4444
Total other administrative expenses g 19,532 |- 20,192

“Maintenance, repair and conversions” relate to work performed to make the buildings usable.
Therefore, they have been expensed even when the amounts involved were significant.

Following the expiry of the nine-year mandate granted to independent auditors KPMG S.p.A.,
the tender was called to award the independent auditing. The company awarded the service for
the next nine years is Deloitte & Touche S.p.A.
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As shown in the two tables at the end of this section, the fees due to the independent auditors
for their services are as follows:
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e statutory audit of the annual financial statements ..........c.oooiiiiiiiiiiiiiiiiii

€ 145,261;
e attestation services due to inclusion of the profit for the year in own funds .... € 11,590;
e translation of financial statements into English ............c €
12,200;
e signing of the tax returns .....cocvveiiiiiii i € 5,456.

In addition, fees for services paid to other entities of the independent auditors’ network are shown
below:

- contractual assistance provided by “KStudio Associato” €26,644.
These fees include VAT and reimbursement of out-of-pocket expenses.

The following fees are to be paid to the new auditor, as per the proposal:

Service Service provider Fees
Statutory audit Deloitte & Touche S.p.A. 60,000
Attestation services Deloitte & Touche S.p.A. 8,000
TOTAL 68,000
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Section 11 - Net accruals to provisions for risks and charges - Caption 170

Financial Statements at 31/12/2019

11.1 Net accruals for credit risk associated with loan commitments and

financial guarantees given

Tax base ! Amount 1272019
Loan commitments: 380
- commiEmenis for endorsement credis 350
- ofher commiments
Financial guarantees given: 4
- guaraniess given
- other guaranisss given
Total 390
11.3 Net accruals to other provisions: breakdown
Tax base ! Amount 1272019
1 - accrual for legal dispuies 398
2 - accrual for claw-back daims Ty
3 - gther 500
Total accruals 1,169
4 - \iiisadon & seSe legal dispules 766
Total utilisations 766
Total net accruals at 31/122019 403

The utilisations of these provisions are recognised in caption 170/B of the income statement.
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Section 12 - Depreciation and net impairment losses on property, plant

and equipment - Caption 180

12.1 Depreciation and net impairment losses on property, plant and

equipment: breakdown

_— Impairment Impairment Profit for the
. Depreciation :
Asset/Income statement item a losses gains year
& (o) © @+b-c)
A. Propery, equipment and invesment
properny
1. Used fBor operaiions 2735 - 2,736
- owned 1.452 - - 1.452
- fights of use acquined with leases 1,284 . - 1,264
2. Invesiment = =
- owned = 4 - .
- fights of use acquired with leases - - - £
3. Invenionies = 2
Total 2736 - - 2,736
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Section 13 - Amortisation and net impairment losses on intangible assets
- Caption 190

13.1 Amortisation and net impairment losses on intangible assets: breakdown

- Impairment Impairment Profit for the
: Depreciation :
Asset | income statement item @) lnsses gains year
(b) € (atb-c)
A Intangitde assels
A1 Cwned a0 = 80
- Generated internally = -
- Otfer 80 = 80
A2 Righss of use acquired wih leases —
Total 80 - a0
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Section 14 - Other operating income, net - Caption 200

14.1 Other operating expense: breakdown

Tax base | Amount 1212019
1 - Chariable donasons - 126
2 - Coniribusions o bodies and municipales receiving freasury services |- 4
3 - Amorgsagon of leasehoid Improvemenis - 239
4 - Losses for robberies = 63
b - Ceher = 1,195
Total other operating expense - 1,627

Item “5 — Other” includes prior year expense of €311 thousand incurred to settle disputes that
arose in previous years and for which the bank used the related provision, payments to settle
interest expense of €28 thousand accrued in 2018, cost reimbursements on current account
payments in 2018 for €13 thousand, and the consideration of €800 thousand paid for a civil
litigation not yet settled in court.

14.2 Other operating income: breakdown

Tax base ! Amount 1272019
1 - Recoveres of adminisiradve expenses 4045
2 - Securgy box fees 72
3 - Lease income 387
4 - Céher income o60
Total other operating income 5,964
Total caption 200 41337

Caption “1 - Recoveries of administrative expenses” includes:
» recoveries of indirect taxes (stamp duty, substitute tax on medium- and long-term
financing, registration fees) for €3,919 thousand,;
» recoveries of legal fees for €421 thousand,;
> fast credit processing fees for €333 thousand,;
» recoveries of postal, insurance and telephone fees for €272 thousand.

Item “4 - Other income” includes:

recovery of fines and fees on current accounts and deposits of €10 thousand,;
prior year income of €504 thousand;

fees for treasury services bodies €17 thousand;

Enbicredito employment fund contributions of €30 thousand.

VVVY
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Section 18 - Net gains (losses) on sales of investments - Caption 250

18.1 Net gains (losses) on sales of investments: breakdown

Income statement item /! Amount 322019 3122018

A. Property
- (Gains on sales
- Losses on sakes
B. Other assets

- (3ains on sales

[ ]

- Liosses on salkes

Fa
=15

Net gain
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Section 19 - Income taxes - Caption 270

19.1 Income taxes: breakdown

Income statement item / Amount

JMM212019

311212018

1. Currenitaxes (-
2. Change in curreni iaxes from previous years (+-)

3. Decrease incurrent taxes for the year [+

3 bis. Decrease in current faves for the year due 015 3552 as per

Law no. 21412011 ()

4. Change in deferred tax asssls (+-)

5. Change in deferred {ax labiifes (+/-)
6. LiEsaion of prior year tEx provision (+)
. Income taxes (-) (-1#/-2+34/-4+/-5)

2 154

17

Z 3,214 |-

TG

1,220
245

19.2 Reconciliation between the theoretical and effective tax expense

Income statement item / Tax base

Amounts

Balance

Pre-tax profit
Efecive IRES iax rate

Theoretical tax expense

0,645

27 80%

2,652

Permanent and temporary differences for IRES purposes

a}. dividends
b} cther

617

- 402

IRES tax

2,250

Pre-tax profit
Effecive IRAF tax rae

Theoretical tax expense

550%

Permanent differences for IRAP purposes

a) non-deducible personns! expense

b) impairment losses/gaing on loans and receivables
) other

IRAP tax

Income tax expense

3213

Usiisaton oftax provigion for IRES reimbursement pursuant o Law decree no;

20112011 - tax cred®

Change in “deferrad tax assels” “deferred 1ax Babies”

previous years”

and “current taxes from

£34

Income tax benefit

3.647
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Section 22 - Earnings per share

22.1 Average number of ordinary shares with dilutive effect

322019 31272018
Weighied average number of shares 759,750 759,750
Prof afribusable to the share categories (Euro) £ 407 540 1,178,013
Basic EP5 (Eura) 5.92 1.50
Diued EPS (Euro) 592 1.55

Pursuant to IAS 33.10/33, the basic earnings per share (EPS) are € 5.92. The calculation is made
on the amount remaining after allocating 10% of the earnings to the legal reserve and 15% to
the statutory reserve according to the provisions of the bylaws of Cassa di Risparmio di Fermo
S.p.A.

The bank has not repurchased treasury shares. It has not issued nor does it have shares with
dilutive effects.
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PART D

Comprehensive income
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BREAKDOWN OF COMPREHENSIVE EXPENSE

Tax base 12/2019 12/2018
10. Profit for the year 5,997 1,571
Items that will not be reclassified to profit or loss
20. Equity instruments at fair value through other comprehensive income: 48 |- 427
a) Fair value losses 48 |- 427

b) Transfers to other equity items - -
Financial liabilies designated at fair value through profit or loss (changes in own

30. - -
creditrating):
a) Fair value losses - -
b) Transfers to other equity items - -
40. Hedges of equity instruments at fair value through other comprehensive income: - -
a) Fair value gains (losses) (hedged items) - -
b) Fair value gains (losses) (hedges) - -
50. Property, plantand equipment - -
60. Intangible assets - -
70. Defined benefit plans - 344 333
80. Non-currentassets held for sale and disposal groups - -
90. Share of valuation reserves of equity-accounted investees - -
100. Items that will not be reclassified to profitor loss: related tax - -

Items that will be reclassified to profit or loss
110. Hedges of investments in foreign operations: - -
a) fair value gains (losses) - -
b) reclassification to profit or loss - -
c) other changes - -
120. Exchange rate gains (losses): - -
a) fair value gains (losses) - -
b) reclassification to profit or loss - -
c) other changes - -
130. Cash flow hedges: - -
a) fair value gains (losses) - -
b) reclassification to profit or loss - -
c) other changes - -
including: on net positions - -
140. Hedging instuments: (non-designated items) - -
a) changes in value - -
b) reclassification to profit or loss - -
c) other changes - -
Financial assets (other than equity instruments) at fair value through other 890 |- 2991
comprehensive income: ’
a) fair value gains (losses) - 1,070 1,952
b) reclassification to profit or loss 1,960 339
- impairment losses for crediit risk 8 124
- gains/(losses) on sales 1,952
c) other changes - -
160 Non-currentassets held for sale and disposal groups: - -
a) fair value gains (losses) - -
b) reclassification to profit or loss - -
c) other changes - -
170. Share of valuation reserves of equity-accounted investees: - -
a) fair value gains (losses) - -
b) reclassification to profit or loss - -
- impairment gains (losses) - -
- gains/(losses) on sales - -
c) other changes - -

150.

v
N
(=)
w

180. Related tax - -

190. Total other comprehensive expense 594 |- 2,385
200. Comprehensive income (expense) (captions 10 +130) 6,591 |- 814
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SECTION 1 - CREDIT RISK

Introduction - General information

Risk management (monitoring, management and measurement) is a fundamental creator of
value for the bank and its stakeholders. Accordingly, the bank’s control units (the Internal Audit
Office, the Risk Governance Office - including the Risk Management and AML units - and Privacy
and Compliance Office) are given complete independence and operating powers to ensure the
correct and full presentation of risks to the board of directors, the board of statutory auditors,
the shareholders and all those who have direct and indirect interests in the bank’s equity.

In compliance with the principle of proportionality, risks are managed using methods and
processes appropriate for the bank’s operations.

The Risk Management Unit of the Risk Governance Office is in charge of monitoring and
managing risks. The main duties attributed to the unit are as follows:

= proposing methods, tools and procedures to identify, measure, monitor and manage the
most important types of risks to management;

* measuring and assessing the bank’s exposure to large risks and reporting thereon;

= checking that bank’s risk profiles are in line with the strategies decided by the board of
directors;

= regularly reviewing the models and methods used, reporting any weaknesses;

» checking compliance with operating limits defined by both external and internal
regulations, proposing adjustments if necessary to the latter;

» working with the IT outsourcer and teams that work on risk management projects;

* monitoring the production and filing of methodological documentation about risk
management and control;

= processing analyses and assessments required by the ICAAP (internal capital adequacy
assessment process) and ILAAP (internal liquidity adequacy assessment process);

= preparing the data necessary for part E of the notes to the financial statements together
with other units;

= checking the quality of the performing exposures portfolio and the classification and
measurement of performing and non-performing exposures in the financial statements
together with the other units involved,;

= regularly preparing reports on trends and risk appetites of the bank’s customers;

= preparing the reports on large exposures and, in the case of irregularities, informing the
relevant units;

= checking compliance with the prudent regulatory limits as per Bank of Italy Circular no.
263/06, Title V, chapter 5 - Ann. A. (Related party transactions) every quarter.

Once a year, the Risk Management Unit prepares a report for the market when the annual report
is published, which includes the “... information about capital adequacy, exposure to risks and
the general characteristics of the systems in place to identify, measure and manage such risks”
in the “Pillar 3, Market disclosures, situation at 31/12/...” document, posted in the financial
reporting section of the bank’s internet site www.carifermo.it.

Following the transposition of “Country-by-country reporting” introduced by article 89 of
Directive no. 2013/36/EU (the CRD IV) into Italian law, banks are required to publish the
information set out in Annex A, Part 1, Title III, Chapter 2 of Circular no. 285/2013 starting from
1 July 2014. The bank publishes this information on its web page: www.carifermo.it/it/bilanci.
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In accordance with Bank of Italy Circular no. 285/13, the board of directors defined the bank’s
risk appetite framework (RAF), identifying the risk objectives, the internal controls, specifying
the roles and responsibilities of the internal bodies and units and preparing the related internal
regulation and the criteria to identify the more significant transactions to be approved in advance
by the Risk Management Unit.

The new internal controls strengthen the role of the control units and, especially, that of the Risk
Management Unit which is actively involved in monitoring credit exposure, especially non-
performing exposures.

On 1 January 2018, IFRS 9 “Financial instruments” replaced IAS 39, changing the classification
and measurement of financial instruments and the related impairment rules. One of the key
changes of the new standard IFRS 9 is the calculation of lifetime expected credit losses of all
performing exposures that show a “significant increase in credit risk” since initial recognition.
The transition to IFRS 9 entailed the bank’s revision of the estimation parameters used to
calculate collective impairment losses on performing exposures and the definition of a
“significant increase in credit risk” of performing exposures.

In accordance with the “Guidance on the management of non-performing loans for Italy’s less
significant institutions” issued by Bank of Italy in January 2018, the bank prepares an annual
update to the operational plan for managing NPE. The “Cassa di Risparmio di Fermo’s strategy
for managing NPE” document presents the bank’s NPE management strategy, which is firstly
aimed at its optimisation, by maximising the present value of recoveries. The bank defined its
strategy on the basis of an analysis of its operating ability, the market conditions and the
characteristics of its NPE portfolio.

The bank and its bodies encourage the circulation and development of a cross-the-board risk
culture and employee training about the issue. Accordingly, it provided the internal bodies with
information about new legislation that affects the bank’s operations, showing the bank’s
compliance and any necessary actions.
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Qualitative disclosure

1. General aspects

In line with its mission, the bank focuses on extending credit to households and SMEs, with
products designed to help develop production activities. Its natural inclination towards
promoting loans to SMEs is facilitated by its partnership with the underwriting syndicates,
especially with those supervised by Bank of Italy. Although it privileges its local social and
economic environment, the bank also builds up its customer portfolio in areas where it has a
smaller base, partly to mitigate its risks.

The bank is careful when granting and monitoring credit that it does not build up risk
concentrations in one sector or industry or, with respect to households, in certain age brackets.

The bank has a policy of ongoing improvement to safeguard both the debtors and their families
as well as itself, covering product efficiency, insurance policies for pure risk with cover for death,
invalidity and dismissals.

2. Credit risk management policies

2.1 Organisational aspects

Credit risk is the most significant risk for the bank and is the risk of losses due to the non-
payment or partial payment of principal, interest or other amounts by the debtor (ordinary and
institutional customers). Credit risk includes counterparty risk, i.e., the risk that the
counterparty to a transaction involving certain financial instruments defaults before the
transaction is settled.

The unit which decides and organises the management of credit risk has different operating
powers, depending on whether it is located at the branches/agencies or the head office (board of
directors, executive committee, general manager, managing director, Loans Office and Unit,
Problem Loans Office and Legal Affairs and Litigation Office). Each level is defined considering
the overall risk assessment of each customer and potential connected customers, the type of
credit, the direct and indirect exposure and type of guarantee.

The lending procedure also includes activities and controls for risk management carried out by
the following head office units:

e Loans Office: oversees the governance of the credit risk process, namely the activities
involving the assumption, management and monitoring of that risk. In the
assumption and management of risk, examines and assesses the lending proposals
sent by the branches/agencies, authorising them directly if within the limits of their
delegated powers, or reporting them to the superior decision-making bodies,
supporting their decisions. In the control phase, constantly monitors positions
exposed to risk, promptly reporting any impairment and suggesting all necessary
actions to protect the position. Helps to distribute credit expertise, both by
collaborating with the various units of the bank in the analysis and interpretation of
relevant credit legislation and by providing the network with training and specialist
consulting. Its duties are divided between the Loans Unit and the Loans Monitoring
Unit; the latter, through the use of IT procedures (credit monitoring procedure), is
tasked with preventing the gradual impairment of the credit and promptly evaluating
the appropriate intervention strategies.
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e Problem Loans Office: systematically monitors irregularities in the credit risk of
unlikely to pay exposures using data from IT procedures, databases, reports from
other units and from any other source in order to promptly identify signs of credit
impairment. Has the power to recognise/remove exposures smaller than €50
thousand from “Unlikely to pay” (limit increased to €100 thousand for collateral). For
larger exposures, proposes, assisted by the Loans Monitoring Unit, the “unlikely to
pay” classification to the general manager; encourages the branches to have them
return to a “performing” status, coordinating any rescheduling activity; prepares a
monthly report for the corporate bodies on the situation and changes in the unlikely
to pay exposures.

e Legal Affairs and Litigation Office: manages bad exposures and litigation. Analyses
bad exposures to identify the appropriate actions to be taken. Manages insolvency
and exposure recovery, by preparing restructuring plans intended to guarantee the
extinguishment of bad exposures. Prepares out-of-court or judicial settlement deeds,
possibly together with the appointed outside counsel, following dispute settlement.

e Risk Management Unit: assesses and develops credit risk measurement
methodologies in line with best practices; carries out static and dynamic analyses of
the exposure portfolio’s risk profile and reports thereon every quarter and month to
the internal bodies and bank risk monitoring units. Analyses trends in the exposures
and regularly checks that they are classified and provided for correctly.

e Privacy and Compliance Unit: analyses credit management procedures and processes
within its remit, in addition to related contracts to check compliance with current
legislation.

e Inspection and Internal Audit Office: performs level 3 controls, including on-site, and
checks the bank’s regular operations and changes in risks; assesses the
completeness, adequacy, working and reliability of the internal controls, informing
the corporate bodies of any need for adjustment.

2.2 Management, measuring and control systems

In order to identify any deterioration in customers’ credit standing in advance and to analyse
trends, the bank focuses on checking its relationships with its customers, including by using
the information available in the central risk database, which identifies irregularities with a
potential negative impact on risk.

The control functions use a specific early warning procedure, the Credit Position Control (CPC),
which gives each borrower a score for their credit riskiness. The CPC is used to monitor
customers’ behaviour in order to identify any loan deterioration on a timely basis using
diagnostic tools. The procedure gives each borrower a score for their credit riskiness

The Risk Management Unit prepares regular reports for management, the branches and relevant
internal units. Quarterly reports analysing the entire portfolio’s risk and additional in-depth
analyses by business and geographical segment are prepared for the board of directors. This
report assesses compliance with the main internal limits, monitors the capital absorption of risks
assumed and analyses large exposures.

The Risk Management Unit regularly checks the lifetime expected credit losses on the bank’s
exposures portfolio using the S.A.Ra. application’s internal rating system.

- 160 -



E_%EEEIEP Financial Statements at 31/12/2019

The S.A.Ra. rating system, used for management trend monitoring purposes, divides customers
into three main segments (Corporate, SME retail and Retail) and classifies counterparties using
a scale of ten classes, consisting of nine for performing counterparties (AAA, AA, A, BBB, BB, B
CCC, CC and C) and one for defaulting counterparties (D). The system has two different methods
to measure probability of default (PD), one for businesses and one for individuals.

The internal rating system has also been included in the loan disbursement process, amending
the related “delegated powers”. Specifically, when positions are rated as CCC or below, the loan
approval powers are automatically transferred to general management and are exercised by no
lower than the head of the Loans Office.

The Risk Management Unit checks compliance with the limits and ceilings for credit quality,
counterparty concentration and concentration by product every quarter.

The Risk Management Unit also performs stress tests on the capital requirement for credit and
counterparty risk, including quantification, in terms of additional capital, of sensitivity to three
risk factors:

1. counterparty credit worthiness
2. exposure deterioration rate
3. acceptability as credit risk mitigation tools.
The stress test results are included in the quarterly reports.

As required by the bank’s strategy for managing NPE, the Risk Management Unit carries out
quarterly checks of actual results and the application of non-performing exposure management.
It reports the results of its quarterly checks to the bank’s internal bodies.

2.3 Measurement of expected credit losses

IFRS 9 requires that in-scope financial instruments be classified into three stages. The three
stages reflect the impairment level of the credit quality:

e stage 1: financial instruments whose credit risk has not significantly increased since
initial recognition or with a low credit risk at the reporting date;

e stage 2: financial instruments whose credit risk has increased significantly since initial
recognition, but for which there is no objective evidence of impairment;

* stage 3: financial assets with objective evidence of impairment at the reporting date (NPE).

With the resolution of 27 March 2018, the board of directors defined the “significant increase in
credit risk”, i.e., when a financial asset should be classified into stage 2, by considering certain
indicators, such as a worsening in the counterparty’s internal rating, a deterioration in the
internal score, the number of ongoing past due/overdrawn days and any forbearance measures.

The above rules to reclassify performing exposures from stage 1 to stage 2 are used within a
model prepared in collaboration with the outsourcer:

The bank estimated ECL considering forward-looking information, including macroeconomic
information.

It identifies its NPE to be classified as stage 3 in accordance with the definitions and non-
performing categories provided for by Bank of Italy’s requirements set out in Chapter II “Credit
quality”) of Circular no. 272 “Accounts matrix”. These exposures are subject to an analytical
measurement process according to Part A of the Accounting Policies.
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2.4 Credit risk mitigation techniques

The bank uses credit risk mitigation techniques and tools, the classification and utilisation of
which are set out in the “Credit risk mitigation policies” document which requires that:

« the bank obtains qualifiable and acceptable guarantees, such as CRM tools, for its credit
exposure on a preferential basis, without waiving those without these requirements as
additional protection of credit;

« “collateral or personal guarantees, regardless of their acceptability as CRM tools, are
considered to be ancillary compared to the credit transaction and cannot replace or make
less effective the assessment of the debtor’s repayment ability or be included in the
assessment of the counterparty’s credit standing or the riskiness of the transaction”.

Highly mitigating factors are collateral, mainly consisting of pledges of highly liquid financial
assets and mortgages on residential property. Other mitigating guarantees are mortgages on
non-residential property, personal guarantees depending on the guarantor’s standing and
pledges of financial assets other than government bonds.

The concentration level of these guarantees is acceptable given the concentration level of the
bank’s exposure portfolio (modest).

The credit risk mitigation factors are assessed using a hierarchical classification system for the
credit types, based on the intrinsic loss given default (LGD), and the guarantees, based on their
risk mitigation potential. Each risk category is given a weighing factor which estimates the overall
risk level when applied to the counterparty’s overall credit.

With respect to financial collateral acceptable as CRM, the bank meets the requirements of
supervisory regulations.

In accordance with the above supervisory regulations and with respect to exposures guaranteed
by property, the bank has systems which monitor the property’s value on a statistical basis and
operating procedures to check its actual value. Over the course of the year it has also updated
the rule for the assessment of buildings which sets out the general criteria for property
evaluations by experts.

The bank uses standard contracts for guarantees. If they are inadequate, the relevant offices
prepare ad hoc contracts which are checked by the Compliance Office and, if necessary, external
experts.

The bank did not have credit derivatives at the reporting date.

3. Credit-impaired exposures

3.1 Management policies and strategies

Cassa di Risparmio di Fermo’s strategy for managing NPE (non-performing exposures) is firstly
aimed at its optimisation, by maximising the present value of recoveries. The bank defined its
strategy on the basis of an analysis of its operating ability, the market conditions and the
characteristics of its NPE portfolio.
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By identifying the optimum combination of various possible actions for the recovery and/or
reclassification as performing, the NPE operational plan has defined the trend of the bank’s NPE
for the 2019-2021 period. The strategy is based on the following key points: reduction in NPE;
reduction in the default entry rate; increase in the recovery rate of non-performing exposures;
increase in the coverage rate of NPE. The two main quantitative macro objectives set out by the
operational plan are a ratio of gross NPE to gross lending of 10% by 2021 and a gradual increase
in the coverage rates.

The periodic monitoring of the qualitative and quantitative objectives set out by the operational
plan is conducted every month by the competent functions. Every quarter, the Risk Management
Unit verifies the effective application of the company policies, preparing reports for the internal
bodies. In the event of substantial deviations from the pre-established targets capable of
preventing the achievement of those objectives, an assessment is made of which measures to
take and any integrations to the plan’s strategies.

Management of the past due non-performing financial assets is delegated to the Loans Office —
Monitoring Unit. Management of “unlikely to pay exposures” is delegated to the Problem Loans
Office. “Bad exposures” is delegated to the Legal Affairs and Litigation Unit.

Based on the information obtained from internal reports on exposure performance and
irregularities (monitoring of trends, identification of unpaid instalments and suspect cheques,
items to be fixed, past due and/or overdrawn positions, reports from branches/agencies,
inspection reports, reports from the Risk Governance Office, etc.) and external sources (central
risk database, CAI, external provider reports on injurious positions, press releases, etc.), the
competent functions assess whether to adopt measures to contain risk and, if necessary, prepare
the preliminary deeds for changes in classification status (from performing to non-performing
and/or unlikely to pay, from unlikely to pay to bad).

Classification as “unlikely to pay” derives from an opinion, not necessarily based exclusively on
the aforementioned irregularities, related to the improbability that without recourse to measures
such as the enforcement of guarantees, the debtor will comply fully with its obligations (capital
and/or interest). In the case of reclassification to “bad”, the Problem Loans Office provides the
Legal Affairs and Litigation Unit with useful information for initiating the credit recovery
measures. The Problem Loans Office manages the restructured exposures and forborne
exposures as well, limited to the “unlikely to pay exposures”; it prepares a monthly report for the
management body on the overall situation, evolution and dynamics of the unlikely to pay
exposures.

The classification to “unlikely to pay” is proposed or decided autonomously on the basis of the
parameters set out by the credit policy and on the basis of criteria evaluated in depth and with
all their possible outcomes; the Problem Loans Office manager recognises positions with credit
facilities of not more than €50 thousand as unlikely to pay; the amount is increased to €100
thousand for mortgage loans. For larger exposures, the proposals are submitted to senior
management in the report by the Problem Loans Office manager. Reclassification of exposures
larger than €5 thousand to the non-performing portfolio requires the general manager’s approval;
for smaller amounts, approval is required from the Problem Loans Office manager.

Responsibility for monitoring the unlikely to pay positions remains with the branch/agency,
assisted by the Problem Loans Office. The branch/agency manager regularly updates the latter
Office about any developments and the outcome of the related actions taken.

The Problem Loans Office manager requests the relevant branch/agency officer for a periodic
report on the position and examines the customer’s financial statements and/or assets and
income, to assess and decide whether to:

¢ maintain the position as unlikely to pay;

e ask the branch/agency to propose to head office that the credit facilities be withdrawn and
the subsequent reclassification to bad exposure;

e propose the positions be reclassified as performing, when the original difficulties are
overcome;

e classify the position as bad or to propose the position be classified as bad if it exceeds the
amount of their proxies.
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With respect to the requirements for preparation of annual and interim half year reports, the
Problem Loans Office checks all positions classified as unlikely to pay, non-performing past due
and/or overdrawn, assisted for the latter by the Loans Office. Based on a review of the customers’
financial positions and their guarantees, the Office calculates the percentages to be used to
determine the impairment losses and the recoverable amount.

With reference to its credit-impaired exposures, the bank has defined an action plan based on
the type of exposure, the underlying guarantee, the position ageing and the progress of legal
actions. Specifically, the intervention strategies, also envisaged for the Problem Loans Office, are
contained in the document “Cassa di Risparmio di Fermo’s strategy for managing NPE” to reduce
unlikely to pay and bad exposures and also include out-of-court activities through external credit
collection agencies and legal advisors and the factoring of a portion of the NPE portfolio.

3.2 Write-offs

Based on the amount involved and their relevant powers, the heads of the Organisation and
Legal Affairs department, Legal Affairs and Litigation Office and Problem Loans Office and senior
management may transfer positions for which a loss is expected to the “credit loss account”.
Positions are written off when they are considered to be irrecoverable due to new events, such
as winding ups, unsuccessful enforcement procedures and unsuccessful out-of- court recovery
attempts of amounts due from borrowers lacking “foreclosable assets”.

3.3 Purchased or originated credit-impaired exposures

The bank did not purchase credit-impaired exposures, nor did they originate internally.

4. Financial assets subject to renegotiations for commercial reasons and
forbearance measures

The seventh update of circular no. 272 of 20 January 2015 updated the classification of loans
and receivables, based on the definitions of non-performing exposures and forbearance
introduced by the implementing technical standards (ITS) defined by the EBA. These new
definitions have required a number of adjustments to internal processes and regulations,
including the board of directors’ approval of the “Credit measurement and classification policy”
(last updated on 26 November 2019), which manages the processes to classify and measure loans
and receivables, the concepts of performing, non-performing, forbearance, financial difficulties
and the default detection parameters.

Forborne exposures (contract modifications or refinancing) are those with borrowers facing
financial difficulties whose contractual terms the bank has agreed to modify solely because of
such financial difficulties, regardless of their classification as non-performing or the
counterparty’s default.

Forbearance measures are applied to counterparties that, on the basis of the assessment of their
repayment ability, may be reclassified as performing or repay the debt through forbearance
measures. These measures are implemented in the following ways:
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reorganisation of the duration of the financing (e.g. transformation from short- to
medium- or long-term or extension of the plans to medium- or long-term);

definition of rescheduling plans for withdrawn or past due exposures;

renegotiation of the interest rate combined with the above measures;

total or partial refinancing of the debt.

The Loans Monitoring Unit continuously monitors the effectiveness of the measures applied in
order to verify the effective improvement of the exposure.

The definition of forborne exposures does not include contractual amendments or renegotiations
for commercial reasons/practices only.

The forborne exposures with customers at 31 December 2019 amount to €54,488 thousand in
gross terms; these include exposures subject to forbearance measures with performing
counterparties for €20,527 thousand. The non-performing forborne exposures include bad
exposures for €12,920 thousand, unlikely to pay for €20,690 thousand and non-performing past
due for €351 thousand.
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Quantitative disclosure

A. Credit quality

A.1 Non-performing and performing exposures: carrying amount, impairment losses,
performance and business breakdown

A.1.1 Breakdown of financial assets by portfolio and credit quality (carrying amount)

Mol Performing
Portfoliolquality Bad Unlikely to | performing past due Performing Total
exposures |pay exposures| pastdue assets
exposures
exposures
1. Financial assels af amorised cost 33,209 36,977 Nz 73,824 1,113,752 1,260,874
2 [ i 1 e ¢
2. Financiad assets at fair value through cther ) ) ) ) 187.013 187.013
comprehensive income
3. Financial assels designated at fair value - - - = - -
4. (rher financial asses mandatorly measured at fair B ) ) B H5 26
vaius
5. Financial assets held for sale = - = = = -
MM22019 33,209 36,977 3Nz 73,824 1,300,981 1,448,103
MM22018 51,080 49,708 1,565 75,851 1,095,146 1,273,350

A.1.2 Breakdown of financial assets by portfolio and credit quality (gross amount and
carrying amount)

Non-performing exposures Perfarming
Total
Partfolic/guali ! ¢ ' i
il Total Camying Partiali{otal Gross Total Camying carrying
Gross amount | ¥ 5 ; E amount)
impairmenit amourl write-offs =mournt impairment amourn
|. Finencial ess=h at amorised cost 153 684 Bl 386 73208 T416 105,647 BAT 1,167, 576 1,260 474
Rl=n ERER O T VL P, o 2 i
e e T e 17,148 2 167013 157,013
comprehensive income
3. Finanoal ssssE desgnasd 5 & vsle - - -
4. Ot Irarcin 35568 Mandaeoniy MeasiEnad ot b _ M6 HE
= =
9. Financial oceots hokl kit Saie
EEms 153 ka4 Bir 386 1298 96 1,382 195 806 1,374 K5 1,448 101
HNTEH 197426 84773 102,351 858 1178918 BA10 1170997 1.273 350

The bank recognised partial write-offs of non-performing exposures of €7,916 thousand during
the 2019 financial year.

It had 23 bad exposures under deed of arrangement at 31 December 2019 (€4,798 thousand
gross).

The counterparties of 14 exposures (€1,163 thousand gross), which were classified as bad in 2018,
were wound up in 2019, including three positions (€338 thousand) that were under deed of
arrangement.

Moreover, during 2019 the bank classified two positions (€131 thousand) under deed of
arrangement from unlikely to pay to bad exposures.

The unlikely to pay exposures at 31 December 2019 include:
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- four positions under deed of arrangement (€4,602 thousand);
- one position under deed of arrangement, currently in the cure period (€4,200 thousand);
- one position under deed of arrangement with reserve (€71 thousand).

Assets with poor credit
: = Other assets
quality
Portfoliolquality
Accumulated Canying Carrying
losses amount amount

1. Financial asseds held for frading = - 145 870

2. Hedging denvaives = = =
32219 - - 145,870
322018 - - 275,872

A.1.3 Breakdown of financial assets by past due bracket (carrying amounts)

Stage 1 Stege Htage 1
RIS [IEE =1 Xl Fromilo | Mieri0tc | ARert | Upltod0 | Alerd0ic | ARerS0 | Upto30 | ARer30to | ARecol
30 days Bl day= days days Gl days days days 20 daye days
1 Finenoal 2358 A0 amamsed oot F3 (8 33 1.176 2167 G4 bl 54833
2. Financal assel 3 fie value Mrouch ofhar B
compraharesiee neoms
3. Fanancal gsses el for aai
ELR 1048 Lt i2'6 FALT 142 pir i 54 833
122018 4024 = 5 16533 0233 3,057 2,500 16518 BE 922
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Financial assets, loan commitments and financial guarantees given: total impairment losses and provisioning

Todal Inpairment Trdal prenvistoning on e
amd financial
BEBETS classiad to Stage 1 Assats clzssitled to Stage @ Azsate tiassitled 1o Stage 3 guaranizes given
Iaciuding
Fimancial Financid Fimancial F“Tﬂ:fﬁld
Reason / Risk stage = ad5eds 41 Tair - azaels af fair FECTICE R Total
;':x: vabw | Fiapcal | afwtich | of shich ”"‘"'“: vae | Fiancial | ofwhich: | ofwhich | T “: wawe | Fimancal | ofwhich, | of which “E&f;’“
o thmugh | 3sses hed | maividual | cobieciive e thmugh | aseets ekl | Individeal | collectie N through | asseds heid | Individual | cobecie [ e Stapa 1 Stapw 2 Stagm 1
it aiher forzale | Impalrment | impairment e wiher forsale. | impairmen: | impalrment i ather forsale | impalment | impalment mnnlul
codipeEhsng coniprehiens comgiehen
e Incimes vk Come Fee Lo
Opening balance 1048 L] - L B a 243 - 4243 0T - 84774 a4 ] Wiz
InCraaas in punhased or
arginaed cpdi-mpaiad Inancial
TS
Cancelmiond ofes San wris-ol = 2 = = 2140 - bl Pl = 1148
B MG o ¥ " 1 i 113 4,235 12,236 a4 T 457 8415
ZHEOR SR [ -
Maodicamon bases (gans) - - - - - - - - - - - - - - - - - -
Changes m exawason
mathadology
painsh T | . . R
Cehet changea 17382 17,382 = 17,362
Cluaing balapce 1718 115 : 10 4358 i 4356 40,305 50,285 5§ n 15T B2
Colgeanns of witen-ol nancsl 3 = - - 11k . = = . i
a58em
‘Winic-ofis iocogread dirachy n & i g
el o1 hoss

The bank assessed its stage 1 and 2 financial assets collectively, based on its models that included forward looking information used to calculate
the one-year and lifetime ECL of stage 1 and stage 2 exposures, respectively.

With the resolution of 27 March 2018, the board of directors defined the “significant increase in credit risk”, i.e., when a financial asset should
be classified into stage 2, by considering certain indicators, such as a worsening in the counterparty’s internal rating, a deterioration in the
internal score, the number of ongoing past due/overdrawn days and any forbearance measures.
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On 23/12/2019 the bank transferred a portfolio of bad exposures for a gross amount of €25.9 million at the price of €10.3 million. “Other” in
column 10 “Financial assets at amortised cost” for €17.4 million is the amount of the accumulated impairment losses related to the portfolio
of transferred exposures.

Stage 3 financial assets have been assessed individually, also considering the relevant guarantees.
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A.1.5 Financial assets, loan commitments and financial guarantees given: transfers
among the various credit risk stages (gross and nominal amounts)

Gross/mominal amounts

Transfer between stages | Transfer between stages | Transfer between stages

1and2 Z2and 3 1and3
Paortfolio / Risk stage
From stage | From stage | From stage ( From stage | From stage | From stage
1tostage 2 | 2tostageq | 2tostage 3 | 3 tostage 2 | 1 to stage 3 | 3 to stage 1
1. Financial assefs at amorised cost 1,369 37,993 6,682 1,006 3,960 1,766
2. Financial assefs atfair value through other A A A A A A
ocmprehen":.—n.re ncome
3. Financial asseis held for sale
4. Loan commimenis and financial guaraniees given 18,778 19,810 572 26 1,581 253
311272019 96,147 57,803 T.254 1,01 5541 2019
3111272018 218,464 2777 M7 24 26,613 5776
A.1.6. On- and off-balance sheet credit exposures to banks: gross and net values
Gross amount
Exposure / Amount Non To:zls:lazaai;n;ent Net Par.tialltotal
- exposure write-offs
performing |Performing accruals
exposures [ exposures
A. ON-BALANCE SHEET EXPOSURES
a) Bad exposures - - - -
- including: forborne exposures - - - -
b) Unlikely to pay exposures - - - -
- including: forborne exposures - - - -
c) Non-performing past due exposures - - - -
- including: forborne exposures - - - -
d) Performing past due exposures - - - -
- including: forborne exposures - - - -
e) Other performing exposures 45,443 4 45,439 -
- including: forborne exposures - - - -
TOTAL A - 45,443 4 45,439 -
B. OFF-BALANCE SHEET EXPOSURES
a) Non-performing exposures - - - -
b) Performing exposures 4,783 - 4,783 -
TOTALB - 4,783 - 4,783 -
TOTALA+B - 50,226 4 50,222 -

The amounts shown in item “B. OFF-BALANCE SHEET EXPOSURES - a) Non-performing
exposures” and “b) Performing exposures” are broken down in the following table for their better
presentation:
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A.1.6.1 Breakdown of off-balance sheet exposures with banks

Gross amount
Total impairment

Exposure / Amount Non- losses and
performing |Performing accruals
exposures | exposures

Net Partial/total
exposure write-offs

B. OFF-BALANCE SHEET EXPOSURES
a) Non-performing exposures - - - -

a.1) Non-performing exposures - - - .

b) Performing exposures 4,783 - 4,783 -
b.1) Deposits for repos - - - -
b.2) Interbank Deposit Protection Fund (FITD) 4,770 - 4,770 -
b.3) Commitment with CC.0O to purchase securiies - - - -
b.4) Interest rate derivatves 6 - 6 -
b.5) Currency forwards 7 - 7 -

TOTAL B - 4,783 - 4,783 -

A.1.7 On- and off-balance sheet credit exposures to customers: gross and net values

Gross amount
Exposure / Amount Non- To:zls:eza;:\n;ent ex T)zture P;rritti:-lls;)ftsal
performing | Performing aceruals P
exposures [ exposures
A. ON-BALANCE SHEET EXPOSURES
a) Bad exposures 91,790 58,580 33,210 7,916
- including: forborne exposures 12,920 8,250 4,670 3,073
b) Unlikely o pay exposures 57,842 20,865 36,977 -
- including: forborne exposures 20,690 7,219 13,471 -
c) Non-performing past due exposures 4,052 940 3,112 -
- including: forborne exposures 351 53 298 -
d) Performing past due exposures 76,550 2,236 74,314 -
- including: forborne exposures 13,470 666 12,804 -
e) Other performing exposures 1,406,834 5,965 1,400,869 -
- including: forborne exposures 7,057 131 6,926 -
TOTAL A 153,684 | 1,483,384 88,586 1,548,482 7,916
B. OFF-BALANCE SHEET EXPOSURES
a) Non-performing exposures 6,746 458 6,288 -
b) Performing exposures 510,813 84 510,729 -
TOTAL B 6,746 [ 510,813 542 517,017 -
TOTALA+B 160,430 | 1,994,197 89,128 2,065,499 7,916

Also for this statement, the amounts shown in item “B. OFF-BALANCE SHEET - a) Non-
performing exposures” and “b) Performing exposures” are broken down in the following table for
their better presentation:
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A.1.7.1 Breakdown of off-statement of exposures with customers

Gross amount
Total impairment

Exposure / Amount Non- losses and
performing |Performing accruals
exposures | exposures

Net Partial/total
exposure write-offs

B. OFF-BALANCE SHEET EXPOSURES

a) Non-performing exposures 6,746 458 6,288 -

a.1) Financial endorsement credits - - - -

a.2) Commercial endorsement credits 1,607 458 1,149 -

a.3) Commitments of uncertain use 5,139 - 5,139 -

b) Performing exposures 510,813 84 510,729 -

b.1) Financial endorsement credits 94 - 94

b.2) Commercial endorsement credits 20,105 41 20,064

b.3) Commitments of uncertain use 489,941 43 489,898

b.4) Financing for repos - -

b.5) Commitment with I1.CC to purchase securities ) ) )

issued by CC.OO.

b.6) Interest rate derivatives and forwards 1 - 1

b.7) Currency forwards 39 - 39

b.8) Risks associated with SFTs (repos) - -

:;)elnr:;erbank Deposit Protection Fund - voluntary 633 i 633 i
TOTAL B 6,746 | 510,813 542 517,017

A.1.8 On-balance sheet credit exposures to banks: changes in gross non-performing
exposures

This caption has no value in these financial statements.
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A.1.8-bis On-balance sheet credit exposures to banks: changes

Reason/Category

Bad
EXPOSUTES

Unlikely to pay
exposures

Financial Statements at 31/12/2019

Non-
performing

past due
exposures

A Gross opening balance

- including: exposures fransierred but not derecognised

B. Increases

B.1 from perioming exposures

B.2 from purchased or originated credi-impaired exposures
B.3 ransters from other non-periorming calegones
8.4 modificason gains

B.5 ofher increases

C. Decreases

C.1 transfers 1o perfoming exposures

C.2 wrie-ofs

C-3 codlecions

C.4 sales

C-5losses on sales

C.6 transkers 1o ofher non-peromng caegones
C.T modificaion gains

C.8 Other decreases

D. Gross closing balance

- including: exposures franskerred but not derecognisad

exposures broken down by credit quality

This caption has no value in these financial statements.

Raasan/Quatity

Parforming forbornse

O pasiIns

Non-performing
Tl i Exposuies

in gross forborne

A.Oross opening balance
= inchading: exposaires rangferned but nof derscognised

B. Incieasas
E.1 transzfers from periormng ax=posurss notsuljsctic forbesrance
MEEIUIES

EB.2 ‘ransiers from periorming axposurs: subgea D farbsarance measures
B3 Iranafers from periorming rDome exposuns

B4 tranehars front nomn- perfarming exposunes not suliect o Foriea randg
MEIsUnes

B.5other moreases

C. Decreases

G tranaiers 10 percrvEng &3 POSUes N0l Sulbes D orhesrmance
TESSUES

.2 transfers v periorming Baposures suljed o brbearance measures
C 3 transfers o performing forborne sxposures

G4 wine-pi

C.5 collecions

.5 eaes

G.7 koanes on ok

C.8 oihar dacreases

0. Gross closing balance
- inchading. exposures Tansferned bul nol dereccgnisssd

A.1.9 On-balance sheet credit exposures to customers: changes in gross non-performing

exposures
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Non-
resancaay i |y siat
exposures
A Gross opening balance 132434 62,909 1,782
- including: exposures franskerred but not derecognised -
B. Increases 9045 10,607 4 687
B.1 from periorming exposures 1,676 7656 4205
B.2 from purchased or originaled credi-impaired exposures -
B.3 transfers from odher non-periorming calegones 4,526 82r 15
B.4 modificason gains =
B.5 other increases 2,843 2,024 457
C. Decreases 49,689 15,674 2417
C.1 fransfers io performing exposures = 2,069 264
C.2 wrie-ofls 15,330
C.3 collecions 5,955 9,131 1,169
C.4 sales 10,361
Chlosses onsakes 18,043
C.6 transkers to ofher non-periorming cakegories = 4404 Gps
C.7 modiicasion.gains —
C.8 Other decreases
D. Gross closing balance 91,790 57,842 4,052
- including: exposures transierred but not derecognised =

A.1.9-bis On-balance sheet credit exposures to customers: changes in gross forborne
exposures broken down by credit quality

Performing forborme Other forborme

Reason/Quality
exposures exposures
A Gross opening balance 39531 12,123
- including: exposures transierred but not derecognised =
B. Increases T.525 15.889
B.1 fransfers from performing exposures not subject io forbearance 1,661 14,865

B.2 transfers from performing forborne exposures 1,000
B.3 transiers from periorming forborne exposures

B .4 fransfers from non-periormng exposuras not subjectio

iorbearance measures
B.5other increases 4,854 had
C. Decreases 13,005 7,485

C.1 fransters 0 perfiorming expostres not subject o orbearance
C.2 transters fo performing forborne exposures

C .3 transiers i non-perioming forborne exposuras

C 4 cancefiatons 3.690
C.5 collections 2,936 4,650
C.G cales 1,23
C.7 lpsses on zakes 1,701
C.B cther decreases 2,581 186
D. Gross closing balance 33961 20527

-including: exposures transierred but not derecognised 2
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A.1.10 Non-performing on-balance sheet credit exposures to banks: changes in total
adjustments

This caption has no value in these financial statements.

D egnaues Unikaly 1o pay sxporures. | "m:::i:m R
Reasan/Catigony
Inciding: inciading: Incliaing.
Fotal Torboime Totl Turbome Total Tueberne
BTSSR HIPOSIES Mposuras

A Qpaning batance:
~ IR S e franeieenad trl ni DereCTgRaEd

A IncregesEs

B mpsrment oses of punhased or angnaiod credi
e Bsann

B ot impaimien sses - - - = - -

B3 oezas on sakes
B4 bangiery fom cher nonspediming ceiBoones
85 modicaicn gaias
B& oher increases
. Dacngses
£ | Imparmon G e vaussas
.2 imgairmen gains bom colghon - - - - - -
© A g on el
4 il
5 PERGRen DET NON-PArma CRR00res
€ f-modicaion gans
C.T other decreses 2 z = o - -
I} Closimg balance

+ [REing. Snpasunéy transierad et 0l DersengEsd

A.1.11 Non-performing on-balance sheet credit exposures to customers: changes in total
adjustments

) Non-performing past due
Bad exposures Unlikely to pay exposures expos o
ReasoniCategory
Including: Including: including:
Tatal farborne Total forbome Tatal forborne
X P es BLOSUIRS XS TS
A Opening balznce 81,355 11,281 13,202 5173 7 2

- indhuding - exposures iransiernsd bu not derecognised - - - . - -

B. Incraases 14,845 3210
B.1 mpainmart Iesas 1om purchasad of OngNana credt- mpairad :
Tnancial assek

39 52

B.2 oiher inpairment oases 10,308 274 943 2
B3 loges o cale - - - - - -
B4 ransiers from other non-periming caegones 1232 Pl 127 % 2 +
E.5 ma-dicason qans

B oher increases 2434 - - - - -
C. Decraases 31,620 B,251 2,1 [ 218 1
4 impairment gains from valuaton 2,222 240 351 478 33 -
C 2 umparmend gains from colesion 1480 G168 621 oo bl

.3 gaine on saise 1,753 - - - - -
C 4 wris-ofs 14,122 5303 - - > £
C 5 irangiers i oher non-perirming caleqeries - - 1,218 120 141 1
C. £ modiication geins - n - > * -+
C.7 0:nar 49crasas 18,043

D Closing balance g REl & 250 20,865 7,218 LE0] 53

- including: expasuras ransferred butre derecopnesd
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A.2 Classification of financial assets, loan commitments and financial guarantees given
based on internal and external ratings

A.2.1 Breakdown of financial assets, loan commitments and financial guarantees given
by external rating class (gross amounts)

Moody’s provides the external ratings in accordance with the ECAI used to calculate the capital
requirements for credit risk on exposures with governments and supervised intermediaries.

The exposure with externally-rated ordinary customers on and off-balance sheet is negligible.

The exposure with institutional and banking counterparties has the rating shown in the following
table:

External rating class
Exposures Fiver No rating Total
AARNRA- AtlA- BBE+EEE | BBHEB- B+/B- than B
A Financial assote at amortised cost - 1,654 166,408 : 1181479 | 1245331
- Sage | - 1654 166,376 - - - B30 465 0G4 Auh
- Fage 2 x i 142 * = s 196,840 190,752
- e 3 = ¥ ¥ S = = 133,664 153,384
- Siage | E * 59,682 ¥ = . 131,546 187,148
- Htage 2 2 = -
- Bage 3
C. Fimancial azsete held for salp
- Sage 1
-5age? - - - - - - - -
- SEge d - - - - - - - -
Tzl (A+B+C) - 1654 224 180 - - - 1317745 | 1.530,478
inckading. purchased or oripinated oredit- ; ) ) ) )
impared fandsl asseis
;Jl.jla:gf::;o:;nhi::enu and financial = 5 . : . 2 522288 | 522288
- Siage | : 5 " i - - | 4rigEe| 47180
-8ge 2 - - - - - - 2303 | 43903
- Singe 3 - - 5746 5,748
TotalD - - - - 523 268 522 208
Total (A+ B +C 4+ D) - 1,654 272 180 F 1835033 | 2068767

A.2.2 Breakdown of financial assets, loan commitments and financial guarantees given
by internal rating class (gross amounts)

The bank has decided not to use internal rating systems.
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A.3 Breakdown of guaranteed exposures by type of guarantee

A.3.2 Guaranteed on- and off-balance sheet credit exposures to customers

Financial statements at 31/12/2019

Personal guarantees (2)

Collateral (1) —_— -
Credit derivatives Endorsement credits
Gross Carrying Other derivatives Total
Tax base / Amount amount amount | o d Financing for oth Public Other (1)+(2)
ortgage leased Securitie er CLN Central ] i Othe.r administrat| Banks | financial | Other
property property s collateral counterparti | Banks | financial | Other - companies
es companies
1. Guaranteed exposures: 829,210 760,246 466,704 - 8,810 [ 10,513 - 10,067 6,675 32,017 | 216,733 751,519
1.1 fully guaranteed 791,957 732,398 462,125 - 7,652 9,573 - - 6,793 5,973 26,986 | 212,554 731,656
- including: non-performing 119,094 65,756 58,974 4 45 - - 20 246 658 5,809 65,756
1.2. Partly guaranteed 37,253 27,848 4,579 - 1,158 940 - - 3,274 702 5,031 4179 19,863
- including: non-performing 12,515 3,329 2,875 1 - - - - - 60 101 43 186 3,266
2. Off-balance sheet guaranteed 189,838 | 189,770 | 10,405 . 1,114 | 2370 . . 633 573 3228 | 162,673 | 180,996
exposures:
2.1. fully guaranteed 176,276 176,214 9,895 - 922 1,875 - - 160 463 3,091 | 156,628 173,034
- including: non-performing 1,081 1,081 122 - 3 - - - - - - 11 944 1,080
2.2. Partly guaranteed 13,562 13,556 510 - 192 495 - - 473 110 137 6,045 7,962
- including: non-performing 266 266 235 - - - - - - - - - 28 263
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B. BREAKDOWN AND CONCENTRATION OF CREDIT
EXPOSURES

B.1 Breakdown of on- and off-balance sheet credit exposures to customers by business
segment

Financial companies

Public administrations Financial companies (including: insurance
companies)
Exposure/Counterparty
Carrying Total Carrying Total Carrying Total

amount impairment amount impairment amount impairment

A ON-BALANCE SHEET EXPOSURES

A.1 Bad exposures - - 59 466 - -
- including: forborne exposures - - 2 9 - -
A.2 Unlikely to pay exposures - - 7 3 - -
- including: forborne exposures - - 1 - - -

A.3 Non-performing pastdue exposures - - - - - -
- including: forborne exposures - - - - - .

A.4 Performing exposures 502,798 327 55,526 136 1,155 -
- including: forborne exposures - - 11 1 - -
Total A 502,798 327 55,592 605 1,155 -
B. OFF-BALANCE SHEET EXPOSURES
B.1 Non-performing exposures - - 460 - - -
B.2 Performing exposures 35,414 8 8,426 2 89 1
Total B 35,414 8 8,886 2 89 1
Total (A +B) at 31/12/2019 538,212 335 64,478 607 1,244 1
Total (A +B) at 31/12/2018 543,069 562 43,003 303 1,212 1
Non-financial companies Households
Exposure/Counterparty
Carrying Total Carrying Total
amount impairment amount impairment
A. ON-BALANCE SHEET EXPOSURES
A.1 Bad exposures 21,497 40,627 11,654 17,487
- including: forborne exposures 2,048 5,569 2,620 2,672
A.2 Unlikely to pay exposures 28,029 18,448 8,941 2,414
- including: forborne exposures 9,830 6,161 3,640 1,058
A.3 Non-performing past due exposures 2,210 775 902 165
- including: forborne exposures 287 50 11 3
A.4 Performing exposures 558,176 6,081 358,683 1,657
- including: forborne exposures 11,434 659 8,285 137
Total A 609,912 65,931 380,180 21,723
B. OFF-BALANCE SHEET EXPOSURES
B.1 Non-performing exposures 5,382 458 446
B.2 Performing exposures 407,393 67 59,496 9
Total B 412,775 525 59,942 9
Total (A +B) at 31/12/2019 1,022,687 66,456 440,122 21,732
Total (A +B) at 31/12/2018 996,785 73,396 442,624 29,081

Item “A.1 Bad exposures - including: forborne exposures” includes 181 positions, comprising
both those with debt rescheduling agreements and those under deed of arrangement.
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Item “A.2 Unlikely to pay exposures - including: forborne exposures” includes 149 positions
subject to forbearance measures.

Item “A.3 Non-performing past due exposures - including: forborne exposures” includes 3
positions subject to forbearance measures.

Item “A.4 Performing exposures - including: forborne exposures” comprises 186 positions subject
to forbearance measures.

The credit concentration risk is analysed in the directors’ report.

B.2 Breakdown of on- and off-balance sheet credit exposures to customers by geographical
segment

ITALY ER EUROPEAN COUNTH AMERICAS ASIA REST OF THE WORLD
Exposure/Geographic area Carry. Tot. Carry. Tot. Carry. Tot. Carry. Tot. Carry. Tot.
amount [impairment| amount [impairment| amount |impairment| amount |impairment| amount |impairment
A. ON-BALANCE SHEET EXPOSURES
A.1 Bad exposures 33,209 58,580 - - - - - -
A.2 Unlikely to pay exposures 36,977 20,865 - - - - - -
A.3 Non-performing past due exposures 3,112 940 - - - - - -
A.4 Performing exposures 1,382,423 8,199 65,239 3 13,778 - 11,963 - 1,778
Total A 1,455,721 88,584 65,239 3 13,778 - 11,963 - 1,778 -
B. OFF-BALANCE SHEET EXPOSURES
B.1 Non-performing exposures 6,288 458 - - - - - -
B.2 Performing exposures 510,723 84 6 - - - - -
Total B 517,011 542 6 - - - - - - -
Total (A +B) at 31/12/2019 | 1,972,732 89,126 65,245 3 13,778 - 11,963 - 1,778 -
Total (A +B) at 31/12/2018 | 1,932,795 103,337 76,739 4 15,807 1 139 - - -
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B.2.1 Breakdown of on- and off-balance sheet credit exposures to customers by
geographical area

North-west ITALY North-east ITALY Central ITALY Bouth ITALY and islandg
Exposure/Geographic area Carry. Tot. Carry. Tot. Carry. Tot. Carry. Tot.
amount |impairment| amount |impairment| amount |impairment| amount |impairment
A. ON-BALANCE SHEET EXPOSURES
A.1 Bad exposures 3,306 3,805 55 322 27,611 50,411 2,237 4,043
A.2 Unlikely to pay exposures 109 10 11 6 35,448 20,348 1,408 502
A.3 Non-performing past due exposures - - 1 - 3,084 935 27 5
A.4 Performing exposures 47,895 223 5,508 31 | 1,247,503 7,319 81,517 625
Total A 51,310 4,038 5,575 359 1,313,646 79,013 85,189 5,175
B. OFF-BALANCE SHEET EXPOSURES
B.1 Non-performing exposures 1,742 458 - - 4,420 - 126 -
B.2 Performing exposures 8,606 2 8,763 1 457,816 79 35,537 2
Total B 10,348 460 8,763 1 462,236 79 35,663 2
Total (A +B) at 31/12/2019 61,658 4,498 14,338 360 | 1,775,882 79,092 120,852 5177
Total (A +B) at 31/12/2018 25,035 5,494 12,867 310 | 1,791,628 92,589 103,266 4,942

B.3 Breakdown by geographical area of on- and off-balance sheet credit exposures to banks

ITALY ER EUROPEAN COUNTR AMERICAS ASIA REST OF THE WORLD

Exposure/Geographic area Carry. Tot. Carry. Tot. Carry. Tot. Carry. Tot. Carry. Tot.

amount [impairment| amount |impairment| amount |impairment| amount |impairment| amount |impairment

A. ON-BALANCE SHEET EXPOSURES
A.1 Bad exposures

A.2 Unlikely to pay exposures

A.3 Non-performing past due exposures - - - - - - -
A.4 Performing exposures 20,199 1 18,400 - 2,853 3 307 - 3,679
Total A 20,199 1 18,400 - 2,853 3 307 - 3,679
B. OFF-BALANCE SHEET EXPOSURES

B.1 Non-performing exposures

B.2 Performing exposures 4,783

Total B 4,783 - - - - - - -
Total (A+ B) at 31/12/2019 24,982 1 18,400 - 2,853 3 307 - 3,679
Total (A+ B) at 31/12/2018 29,078 - 20,199 - 6,574 - 6,622

- 181 -



EEIEEHE? Financial Statements at 31/12/2019

B.3.1 Breakdown of on- and off-balance sheet credit exposures to banks by geographical
area

North-west ITALY North-east ITALY Central ITALY Bouth ITALY and islandg

Exposure/Geographic area Carry. Tot. Carry. Tot. Carry. Tot. Carry. Tot.
amount |impairment| amount |impairment| amount |impairment| amount |impairment

A. ON-BALANCE SHEET EXPOSURES
A.1 Bad exposures - - - - - - - R
A.2 Unlikely to pay exposures - - - - - - - R
A.3 Non-performing past due exposures - - - - - - - R
A.4 Performing exposures 2,887 1 - - 17,313 - - -
Total A 2,887 1 - - 17,313 - - -

B. OFF-BALANCE SHEET EXPOSURES
B.1 Non-performing exposures - - - - - - - R

B.2 Performing exposures 13 - - - 4770 - - -

Total B 13 - - - 4,770 - - -
Total (A +B) at 31/12/2019 2,900 1 - - 22,083 - - -
Total (A +B) at 31/12/2018 7,489 - - - 21,590 - - -

B.4 Large exposures

Tax base /| Amount MM22019 MM22018
a) Carrying amount 622,735 590,735
b} Weaghted amount 45,164 41,201
¢} MNumber i 5

The above table shows both the weighted and carrying amount of the large exposures. The
number of positions increased to six compared to 31 December 2018, mostly relating to
institutional counterparties and in one case to ordinary customers.

Their weighted amount increased from €41,291 thousand at 31 December 2018 to €45,164
thousand at the reporting date.
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SECTION 2 - MARKET RISK

2.1 Interest rate and price risks - supervisory trading portfolio

Qualitative disclosure

A. General aspects

The securities portfolio was almost entirely comprised of securities issued by governments or
banks in 2019, like in the previous year, in order to minimise interest rate risks. The bank also
pledged bank and government bonds from different portfolios as security with the ECB, pursuant
to the Bank of Italy instructions about open market operations.

Other interest rate swaps include mirroring contracts for corporate customers, hedged
specifically with institutional counterparties. As a result, derivatives do not entail the bank’s
taking on of risk.

In short, therefore, the bank’s policy for trading on its own behalf consists of medium-term
repurchase transactions, monitoring the performance and risk profiles, in order to achieve
returns on a portfolio mainly composed of fixed rate securities.

As part of its ordinary trading activities, the bank undertook transactions directly for government
bonds and bonds, mostly issued by banks. It also managed the organised trades system for its
own bonds.

B. Interest rate and price risk management processes and measurement methods

The bank applies the standardised method as per Regulation (EU) no. 575/2013 and the related
supervisory regulations to calculate its prudent capital requirements. It has specific market risk
control procedures in place as well as ensuring and checking compliance with the prudent rules.

Specifically, internal control regulations establish that the securities portfolio’s exposure to
market risks is checked by the Risk Management Unit using the VaR method.

In June 2016, the board of directors approved the transfer of part of its banking book to a
portfolio managed by Epsilon SGR S.p.A. (total amount of €120 million). The bank gave the fund
manager an additional cash management mandate of €25 million to optimise excess short-term
liquidity in 2017.

The bank checks the operating and total risk limits set in the “Policies for financial risk
management” using the portfolio not transferred to Epsilon S.p.A., while it checks compliance
with the limits set in the mandate’s guidelines for the transferred assets.

The bank measures VaR of the internally-managed portfolio based on a variance-covariance type
parametric model with a confidence interval of 99% and a holding period of ten days. The VaR
has a reliability factor of 99% and measures the maximum loss that the portfolio could incur in
the ten days after the analysis date.

The bank measures VaR using the procedures that estimate the potential losses due to generic
risk (market, interest rate and currency) and specific risk (the risk of losses due to an
unfavourable change in the price of a traded financial instrument due to factors related to the
issuer’s situation). The procedure also performs a sensitivity analysis for each security in the
bank’s portfolio measuring variations in value of financial instruments (present value) caused by
a variation in the interest rate curve, assuming a parallel change in the curve of 1 bps.

The calculation of the VaR of the banking book (not included in the mandate) includes financial
instruments, comprising shares, bonds and OEIC units of the FVTPL, FVOCI and AC portfolios,
excluding foreign currency swaps and futures and derivatives.

The objective is to constantly check the exposure to market risk and compliance with the
internally-established limits using the VaR method and the VaR component (VaRC). The VaR
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monitoring is performed daily and the Risk Management Unit prepares a monthly summary for
the board of directors.

At present, the VaR model is solely used for management and internal control purposes. The
backtesting procedure of the VaR DEaR (one-day) is performed daily to check the calculation
model’s reliability.

Backtesting checks how accurately the VaR model reflects real changes in value of the securities
portfolio being analysed. It compares the results (profits or losses) for a certain period directly
observed by the bank with the VaR results. The backtesting shows how often losses incurred are
greater than those estimated using the VaR model. Actual losses should be higher than the VaR
with a frequency in line with that defined by the 99% confidence level, i.e., 1%.

With respect to the financial instruments managed by Epsilon, the manager provides the 1-
month VaR with a probability level of 99% on a daily basis and the stress test results at each
month end. The Risk Management Unit monitors the manager’s compliance with the limits set
in the mandate’s guidelines once a month.

With respect to price risk, the bank’s operations in price risk sensitive financial instruments
(equity instruments, OEIC units, derivatives on OEIC units, share indexes, precious metals,
commodities and other assets) are checked by measuring VaR using the Ermas application and
as provided by the asset manager.

-184 -



. EE;E‘!JHE? Financial Statements at 31/12/2019

Quantitative disclosure

1. Regulatory trading book: breakdown by residual maturity (repricing date) of financial
assets and liabilities and financial derivatives.

Coarrerey denomination: Baro

after &
; : uplol after 3 to 6 after { to 5 after § to 10
Type/Resid ual maturity on demand Sl R mn;ah;m 1 ) e after 10 years| open term
1. Assets - 44,205 11853 14,366 5 46 R
1.1 Dabt mehamars 444 12,653 14,34 0646 8124

- Wil ek recayment oplon - 5022 3934 1,218 & 435 - . -

- aihar - 33 183 Jazg 13147 48 218 4128 - -
12 Oher asses = = = - 5 =
. Liabilities # & 5 i i F F F
2.1 Figpurchass agracmens
2.2 Ceher iabilies - - - - - - -

3. Financial derivatives o8 3851 287 20 2 56 16,400 8,754 =
3.1 Wih underhying securty - 3045 - - - - - -
- Ontions +
+ fong pasigons - - - - - - - -
+ short poaitons £ = = = = = = =
- Oitfher demiatives - RREL
+ jong pasinng 1674
+ short posiions + 1,672 - . = , N
3.2 WEhout underying securtly o8 JE 165 38T a1% 2,526 16400 BT84
~plong ) - 2 2028 16,408 8,754
t bhng pasitiss 1 1255 8211 2378
+ short postong = . - 2 1465 G198 4378
- CEfer darvaives 96 35 160 Jar Ji5
+ 100G POSTNS a8 16875 a2 158 - = = =
+ shart posions 48 18 280 fa5 ] & S & S
Cerrency d ination: Other currencies
a . upto 3 after 3106 ey anmor 1 ie s amar &m0
Type/Rasicual maturity on demanl Fai i s mun;:;lu 1 years years after 1 yaars | open term
1 Assets = = 1,769 4792 5,230 = = =
1.1 Debt instrumens - - 1,765 4792 &, b - =
< WIth eanl repsyment cotion . : : d :

- oiner - - 1, TRG 4792 6,230 - - -
1.2 Dfher asach = - = 5 g z = *
£. Lianfities - > = - - - - =
2.1 Repurcizse agraeinen - - - - - - - -
2.2 Cener Eabies - - - - - - - -
A Financial derivatives = 56,279 208 M6 = = o =
3.1 With undariyng secuny

- Dpians

t lng positiors = = = = = = > =
t shart posifions = 4
- Qiher dervatves
+ long peaitons - - - - - - - -
¥ shorf posifons S = = - - - - -
3.2 WEhcut Undanying securty B 279 260 e
- Oiptions = & z = = x =
+ 100G posiions 3 4 3 * = = = -
+ shart postions e . - ] : ] ] -
- Qther dervatives = 562739 298 e =
+ g positons = 28,847 153 58 - = =3 =
t short positons - 2T 3 148 158 - - - -

The amounts shown in item 3.2 “Financial derivatives without underlying security - Options” of
the above table include data about the remaining term of the cap options, calculated as a series
of forward rate agreement options equal in number of the options for which the bank receives
(pays) the fixed rate and pays (receives) the fair value of the indexed reference rate. These options
are implicitly included in the loans granted to customers and are tied to the variability of interest
rates.
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Item 3.2. “Financial derivatives without underlying security - Other derivatives” includes futures
comprised in the assets managed by Epsilon SGR S.p.A.

2. Regulatory trading book: breakdown of exposure in equity instruments and share
indexes by main stock exchange

The bank has no exposure in equity instruments and share indexes in the trading book.

3. Regulatory trading book: internal models and other methodologies for sensitivity
analyses

The bank does not use internal models to quantify the capital absorbed by market risks. As
shown above, for management purposes only, the daily VaR of the trading book not included in
the mandate is measured.

During 2019, the VaR of the trading book (part managed internally) achieved a maximum value
of approximately €3 million, while the average value was around €1 million. At 31 December
2019, the VaR amounted to €472 thousand.

With respect to the asset management financial instruments, present exclusively in the trading
book, the manager provides the 1-month VaR with a probability level of 99% on a daily basis and
the stress test results at each month end. Over the course of the year the VaR limits set by the
management mandates were always respected.
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2.2 Interest rate and price risk - banking book

Qualitative disclosure

A. General aspects, management and measurement of interest rate and price risks

The banking book includes all financial assets and liabilities not included in the trading book.
The duration mismatching of funding and lending products generates interest rate risk.

The Risk Management Unit measures the banking book’s interest rate risk every quarter using
the A2 matrix data and every month for internal monitoring purposes using Prometeia’s Ermas
application. The unit applies the methodology required by the prudential supervisory
instructions (Bank of Italy Circular no. 285/2013).

The model breaks down the assets and liabilities by maturity or interest rate review date and
considers annual changes in daily interest rates recorded over an observation period of six years
to determine internal capital in ordinary conditions, considering a 1% (downward) and 99%
(upward) trend. In stress conditions, the model assumes a 200 bps change in the interest rates
and quantifies the change in the total economic value of the instruments included in the banking
book, on which the supervisory test is performed compared to the bank’s own funds. The bank
also assesses the impact on the interest rate risk deriving from additional internal scenarios,
defined on the basis of the indications of legislation, intended to capture further vulnerabilities
of the bank with respect to interest rate risk on the banking book.

For management and monitoring purposes only, the bank’s interest rate risk is subjected to
additional monthly analyses to assess the impact of changes in interest rates on profit (repricing
gap) and the economic value of the bank’s assets and liabilities (duration gap) using the Ermas
application. The analyses also include on-demand items and assessing the stickiness effect (i.e.,
how long it takes to adapt to changes in interest rates) and the beta effect (how changes in market
rates are absorbed by rates applied to on-demand products).

In order to ensure the proper monitoring of the banking book’s interest rate risk, it is measured
every month while monthly and quarterly reports are prepared for the general manager and the
board of directors, respectively.

With reference to price risk, there is no indication of risk that the banking book’s value decreases
due to changes in demand and offer on the reference market.
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Quantitative disclosure

1. Banking book: breakdown by residual maturity (by repricing date) of financial assets and
liabilities

Currency denomination: Euro

aftar §
TrpeiResididmatinty e uptod after 3o & ot o1 after1tod | afer3to 10| aftertl et
manths manths yaars years years
year
1. Asseis 275,713 14,060 96,568 25,288 24473 113,381 93613
1.1 Debt msrumers z 05,572 77 6o = 121 827 54 587 50128
- Wit eanly resaymernt Qunon = = z = = 216 288 Z
- cifher 2 108, 372 77,609 = 121527 A4 31 84,137 o
1.2 Financing 0 banks b5 14,188 : . é 3 -
1.3 Financing & cusiomats 275 160 482 002 19,009 25288 102 646 58 784 18488 3
- CUFFET Aol 148 425 Ada ada 2,215 15,300 4,336 - -
- ather nancing 126,735 482453 8161 2aurs B7 346 o4 446 38 466 o
- Wity early rapayment opton 45171 479749 16,882 16,458 76, ed 47,432 dg 478
- oner 81,564 2T 1,279 4617 10, 6E2 7,016 1 &
2. Liabilities 1451715 1103 B.529 10,787 ams 4610 3672 -
21 Dus D cusioners 1,448,020 4536 4862 BEB FH14 4810 BEFZ .
- CLTent accounts 1343846 - - - - - - -
- ciflef faties 104,567 4 E3E 4657 i) 5 Fid # E90 SE7F =
- wWith eanly repayment oobon - - - - - - - -
- Gther 104,582 4,636 4,652 559 &G4 4610 5,672 -
Z70ua s banks IETT - - - - - - -
- current accounts 2ATT - - - - - - -
- cther fobiltes - = > - - F = =
2.3 Dabt msrumeans 10a 5,365 3877 19,E18 43305 - - -
- Wil ety e T O - 2275 1,665 4454 48260 - - -
- other .00 4120 2292 5764 28 2] = %
24 Cxher kabiimas - - - - - -
- Wit eany repayment opnan - - - - - - - -
- Giher - - L - - =] n 5
1. Financial derivatives - 74,116 18,022 B.a03 50,785 18,909 B.056 -
3.7 e unosriying securty - - - - - - -
- Opifons 2 = = = z = = =
& long postons = & # > E ¥ - #
+ short pocitons - - - . - - - -
- Oifer defivalives - - = - - - - =
¥ jong postions 3 = = = = = = =
3.2 WENOUL Underiying secursy = T4,178 18,022 8,803 50,785 18908 8,056 -
- (jptinns - T4 116 fi 032 503 i 7AS 18 0% 6586 N
¥ long postians 7 2,266 3001 6,667 56,700 18,770 T.a9 :
+ short positons - 71,850 16,021 1238 8h 124 1 -
- Oihed derivatives - - - - - - - -
t long positions - - & - - =3 = c
+ short positions = ; E - - - s 5
1. ::!Ifmr nﬂ.stm?num of tinancial 12,044 8,263 _ . i 7 1744
position bansactions
& fng postions + 6,263 # - = a7 ari4 #
+shoft posions 1084 = - = - -
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Currency denomination: Other currencies

Financial Statements at 31/12/2019

Typa/Residual maturity

on demand

upto3
months

after 6
maonths to 4

year

after 3 fo6
months

after1to &
yE&S

after 5to 10
years

after 10
years

Cpon tarm

1. ASSETS
1.1 Dbt instrumans
- With 2arly repayment apton
- oifier
1.2 Financing i anks
1.3 Financnyg 0 cusiomears
- current accounts
- GIer fancng
- Wit 2arly repayTment aptian
- oifer

1878

3856
1,108
1,108

234

101

. Liahilities
2 1 DHae B Clsaramers
- Cireit arcounts
- other fabilies
- witi) =arly regayrel optan
- Giher
2.2 D to-banks
- cirent secounis
- oiter iabilites
23 [l instrumans
- With carl rapayment aption
-other
24 (ner Baldses
- Wit 2anly rapayment aghan
- othar

[

1127
1177
4109

18

. Financial derivatives
3 1 With undedying securly
- Options
+long postions
t shart positions
- O el OeTaiives
+ long posions
+ shart postions
3.2 Wihout underying securty
- Options
+fonyg positions
+ shart postions
- Oiled Oefivalives
+long posions
+ shart posiions

e

4. Other off-statement of financial
position transaclons

+long postons

+ shart posiions
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2. Banking book: internal models and other methodologies for sensitivity analyses

The impact on interest income of a 1% increase or decrease in interest rates is calculated using
the Ermas software for management purposes, assuming that the maturity dates do not change
for a year.

The analyses carried out consider these captions’ trends (“behavioural model”) with assessment
of the stickiness effect (i.e. how long it takes the bank interest rates to adapt to changes in market
rates, or the average repricing times), the asymmetry in the convergence (i.e. the different speeds
of adjustment based on whether the market rate increases or decreases) and the beta effect (i.e.
the elasticity of the bank rates, which indicates how the changes in market rates are absorbed
by the interest rates of the on-demand products offered by the bank). For comparative purposes,
the bank checks the impact of the shocks even when modelling does not take place.

At 31 December 2019, the difference in net interest income (with modelling of on-demand items)
amounts to approximately 5.7 million in the event of a parallel shift of +100 bps and -4.9 million
in the event of a shift to -100 bps.
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2.3 Currency risk

Qualitative disclosure
A. General aspects, management and measurement of currency risk

Currency risk is the risk that the bank may incur losses due to adverse changes in foreign
exchange rates affecting its positions.

The bank’s currency risk mainly arises on its transactions in foreign currency securities held in
the asset management portfolio. Foreign currency activities also include spot and forward
purchases and sales with customers, which are concurrently matched on the market by agreeing
very short-term short/long positions that give rise to immaterial price risk. The bank mainly
operates in the US dollar.

The relevant operating offices that carry out first level controls monitor the currency positions.
The Risk Management Unit performs checks of the internal limits once a month. The bank does
not usually take on large risky positions in the currencies market.

Internal models to calculate the capital requirements for market risk are not used.

B. Currency hedges

The bank does not agree specific currency hedges. For operating and economic efficiency
purposes, transactions with customers are not immediately matched on the market but may be
offset, including cumulatively, during the same day or the following day, against other
transactions in the same currency of a spot or forward nature and an opposite sign.

Currency risk hedges for the assets managed by the external manager are managed through
hedges agreed by Epsilon SGR S.p.A.
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Quantitative disclosure

1. Breakdown of assets, liabilities and derivatives by currency

Cuirencies
Tax base : =
US dollar Poulnd Yen Canadian Swiss -DtheF
sterling doflar franc | cumrencies
A Financial assets 4790 192 24 206 181 12,796
A1 Debi inttrumenis 425 - - - - 12,065
A2 Equaly insirumenis
A.3 Financing © banks 2,883 182 6 206 181 500
A 4 Financing o cusiomears 081 - 18 = - 241
A5 Orher fnancial asses
B. Other assets 149 65 10 5 19 36
C. Financial liabilities 2985 261 82 214 203 464
.1 Dus o banks - - a2z
C.2 Due 10 cusiomers 2,585 261 - 214 203 464
.3 Debt insfrumenis
C.4 Ceher financial Babiies
D. Other liabilities £ = = = = £
E. Financial derivatives 11,808 - 3703 = 5 1,854
- Opéons - - - - - -
+ long positions 2 3 3 3 3 3
+ short positions - - - - - -
- Cther derivadves 11,808 - 3,703 - b 1,854
+ long positions 5691 - 3703 - - -
+ short positions 6,117 - - - ] 1,854
Total assets 10,630 257 3737 211 200 12,832
Total liabilities 9,102 261 82 214 208 2318
Difference (+-) 1,528 |- 4 3,655 |- 3 |- 8 10,514

2. Internal models and other methodologies for sensitivity analyses

The bank does not use internal models to measure currency risk or other methodologies for
sensitivity analyses.
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SECTION 3 - DERIVATIVES AND HEDGING POLICIES

3.1 - Trading derivatives
A. Financial derivatives

A.1 Trading financial derivatives: reporting-date notional amounts

119 JuraRME
Dvar the COURTer OWED The EOLNTED
Undertying asset / Derivative : ;
Central Without central counterparties LN Central Without central counterparies i e
& THATKETS o Markets
cournterpartie . T counterpartis g - n 2
. With metting Without netting g With netting ‘Without netling
agreemeils agiesnenls agieemenis agleaiments
;Tl;:bl Instiuments and inlesest 10,005 38 051 i 33093 20,832
2) Dpions - - 19,607 - - 23,880
n Ets 93 > . 13
2) Forwens - - - - - - - -
o) Fisres - - - 28,081 - - - 20,822
g} Ddher - - = = =
2 Equity instruments and share 12,056
Indexes
=) Ogpions - - - - - - - 12,00
] 56
E) Ot - :
1 Currencies and gold - - 17 202 - - - 20699
2 Crplons = = 2 = =
b} Sweps - - - - - - -
) Fomwans - I7.202 - - 20,084
) Fulirgs - )
Ej Oher
4 Commodities - = 5 - = = =
b Dkher underying assets : = 5 = =
Tatal = T 28004 X 44,082 32878
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A.2 Trading financial derivatives: gross positive and negative fair value - breakdown by

product

Tyne of darivative

A9

M

Urver the counter

Central
counterpartie
s

Without central eounterparies

With netfing
agresments

Without netfing
agreemants

rganised

markets

(Orer the counter

Centra
counterpartie

Without centrsl counterparties

With netfing
agieements

Without netting
agreanments

rganised
markets

1. Positive Tair value
a) Dpsong
) Inferast ram SWaps
€} Cross curency swaps
) Equity smeps
€) Forwans
T Futuras
4] Ciner

44

Tokal

1. Negative fair value
a) Dptons
L) Inderes! ram vaEps
) Cross currency swaps
) Equiy smaps
&) Forwangs
1| FAres

g) Cter

137

Total

154

173

7
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A.3 OTC financial derivatives: notional amounts, gross positive and negative fair value by
counterparty

Government
Underlying assets and central Banks
banks

Other financial

] Other
companies

Contracts not covered by
netting agreements

1. Debt instruments and interest

9,954 107 9.859
[ates

- nogonal amount

- posive fair valus

- negadve fair value
2. Equity instruments and share
indexes

- nodonal amount

- posiive fair value

- negaive fair value
3. Currencies and gold

- nodonal amount

- posive fair vaiue

- niegaive fir value
4) Commodities

- nodonal amount

- posfive fair value

- negaive fair value
5. Other

- mogonal amount

- posiive fair vaiue

- negatve fair value
Contracts covered by netting
agreements

&.047 107 9,862

2,076 13,242 2,074
2048 13,107 2,048
7 18 21

20 "7 T

1. Debt instruments and interest
rates

- nodonal amount - - -
- posave fair value - - -
- negaive fair vaile - = . .
2. Equity instruments and share
indexes
- nodional amotnt - = S
- posive fair vaiue % = = -
- negaive fair valle - Z < =
3. Currencies and gold = - - -
- no@onal amount - = s
- posiive fair vaiue > = 7 =
- negatve fair value - = . .
4) Commodities = = = 2
- nodonal amount - = _
- posive fair value - = : -
- negadve fair value - = : =
5_Other = = - -
- nodonal amount - - -
- poséEve fair vaiue - = - .
- negaive fair value - = : .
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A.4 Residual life of OTC trading financial derivatives: notional amounts

After 1
= g : Up to ar and After
Underlying / Residual life P ye Total
1 year up to 5 years
5 years
A1 Finangial ﬂe_rw aives on debi 1515 5452 5030 19.006
insrumenis and inErest raes
A 2 Financial derivadves on equity _ )
instruments and equiy indexes
A3 Financial den'.:aa'.res on 17 202 ) 17202
currencias and godd
A4 Financial derivadves on .
A5 Orher fnancial dervalves - -
MM22019 M. 717 9 452 5939 3r 108
MM22018 23,864 12,193 8,036 44 093

B. Credit derivatives

The bank has not agreed credit derivatives.
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3.3 Other disclosures on trading and hedging derivatives

A. Financial and credit derivatives

A.1 OTC financial and credit derivatives: net fair value by counterparty

Tax base /! Amount

Central
counterparties

Banks

Other
financial
companies

Other

A. Financial derivatives
1) Debt instruments and interest rates

- nodonial amount

- posive fair value

- negadve fair value
2) Equity instruments and share
indexes

- niodonal amount

- posiive fair valus

- negaive fair vaius
3) Currencies and gold

- nioScnial amoun

- posiive fair valus

- negadve fair value
4) Commodities

- niodonal amount

- posiive fair value

- negasve fair vaius
5) Other

- nioSonal amoun

- posRve fair vaiue

- negadve fair value

2,076
2,049

|

=}

o

107
107

13,242
13,107
18

"7

9,859
9,852

2,074
2,048

,-‘

h

Credit derivatives

1) Purchase and protection
- nioSional amount
- posiEve fair value
- nagadve fair vaius

2) Sale and protection
- nio@onal amount
- posfve fair value
- negadve fair value
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SECTION 4 - LIQUIDITY RISK

Qualitative disclosure

A. General aspects, management and measurement of liquidity risk

Liquidity risk is the risk that the bank is unable to meet its payment commitments due to its
inability to raise funds on the market (funding liquidity risk) and/or to free its assets (market
liquidity risk), thus jeopardising daily operations or its financial position.

The bank’s liquidity risk management strategy is based on ensuring a steady flow of liquidity, as
required by the supervisory regulations and its healthy and prudent management policies. The
“Liquidity risk governance and management policy”, whose latest version was approved by the
board of directors in June 2018, defines the bank’s liquidity and funding management policies,
the risk objectives and the main stages of the risk management and monitoring process,
specifying the roles and responsibilities of the relevant internal bodies and units. The document
also includes the contingency funding plan that sets out the strategies for handling any liquidity
crises and the procedures for obtaining funds in the case of emergency.

The Finance Unit Head is in charge of managing liquidity, including by investing any surplus on
the interbank deposit market. The Risk Management Unit regularly monitors the overall liquidity
conditions and reports to the general manager.

Regular risk monitoring requires the monthly check that the limits set by regulations and in the
RAF by the board of directors are complied with in respect of short-term and structural liquidity
and the ordinary customers’ lending/liquidity ratio.

Prometeia’s Ermas application feeds the internal risk assessment model, which has differentiated
weighing ratios depending on the type of asset, liability and commitment and classifies each item
into residual maturity categories (maturity ladder). Any differences and certain synthetic indexes
are used to assess the structural liquidity situation over the entire timeframe.

Once a month, the bank checks the regulatory operating liquidity ratio (LCR - liquidity coverage
ratio), which measures its ability to cover its forecast net cash outflows over 30 days, and the
stable funding ratio which estimates the degree of coverage of medium-term funding through
stable forms of funding.

Both ratios were always stable and higher than the regulatory and internal limits, set by the
RAF, in the year in question. The highly liquid assets, which are the numerator in the LCR ratio,
mainly consist of uncommitted government bonds plus other liquidity items and the bank’s
exposure to the central bank which can be monetised in stress conditions.

In addition, after enactment of the Commission Implementing Regulation (EU) no. 313/2016
about additional liquidity monitoring metrics (ALMM), subsequently transposed by the seventh
update to Circular no. 286, the bank supplemented its liquidity risk monitoring procedures to
include the ALMM report, prepared once a quarter using the Ermas application. Starting from
31 March 2018, the ALMM reports is prepared in line with the new requirements of the updated
Regulation (EU) no. 680/2014.

The Risk Management Unit also performs monthly stress tests and the results are used to define
ex-ante limits and ex-post assessments of their adequacy, to plan and undertake transactions
to remedy any differences and to define and periodically overview the liquidity risk mitigation
systems.

The bank uses a judgement-based approach to estimate cash flows, based on subjective forecasts
drawing on past experience and the guidance received from the supervisory authorities.
Identification of appropriate risk factors is essential for the suitability of the stress tests. Given
the bank’s operations and related vulnerabilities, the main liquidity risk factors relate to its
capacity to fund itself on the interbank and retail markets, to cover on-demand liabilities, the
use of credit facilities granted and the usability of those received, losses due to non-repayment
of large positions and the degree of liquidability of its assets.
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Based on these factors, the Risk Management Unit uses stress tests that include increases in
the haircuts of highly liquid assets and cash outflows of the maturity ladder based on scenarios
that it intends to analyse (increase in withdrawals by customers and greater use of current
account credit facilities).

Over the course of 2019, the data of the internal structural liquidity model showed the bank’s
good liquidity position, confirmed by the regulatory ratios.

At 31 December 2019, the top 15 customers (excluding banks) accounted for roughly 13.5% of
the direct funding (calculated using carrying amounts).
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Quantitative disclosure
1. Breakdown of financial assets and liabilities by residual contractual maturity
The breakdown of financial assets and liabilities by residual contractual maturity show an overall

balance both in relation to deposits/financing and spot and forward exchange rates.

Therefore, currency risks are immaterial thanks to the bank’s careful management of foreign
currency.

Currency denominetion: Euro

T on | ateritn7| atter?ie ﬂ‘:;:’i?‘ atter 4 to 3| atter 1106 m:ﬂ"t;?'b st Aves o
oemand days 15 days months manths YEars Wears
monin 1y
Assels 233,517 2457 34,138 L340 54,484 63,20 107 444 Bl 4240 §35,330 14,180
A1 Govarnmean Bongs . - EnLig - 2.5 7,086 10445 162,953 &70,008 -
A2 Dfeer dehl insrimens - 47 3,555 3248 B398 52121 E.585
A3 OEIC unes R . . . = . . . . .
A 4 Financing 204,688 2367 4137 e A7.035 52,600 80303 354,765 Fer R 14,188
- Hank 553 - - - - - - - - 14,186
- CIElmerT 204,035 25T 4137 22 730 47,835 52630 90,3037 A5, 735 254 643 =
Liabilities 1,451,715 404 A7 b 7333 B3 11134 53,703 10,278
B.1 Deposts and currenl Gooouns | 442,332 182 156 T 3,385 4,794 : :
- Harks LETT - . - - - - - -
- Customers 1LAdEERE 1E2 155 i3l 3,335 £.264 - - - -
B.2 Datd rgrumGnis 1, 232 305 2084 3,744 4038 10 454 43,080
B3 Ciher iabiaes 2373 2 253 495 B0 5,514 10,278
Cff-atafemil it Ticaniciel goeiiion 1,300 1842 876 2520 | 13383 18 u7 2245 | 11545
ransactions
o Faniancich mivelvos iy ot of 1,882 578 sso|  13z3m3 208 1E 1,385
capdal
- Long peefons - {842 338 24 £ 7 148 T - - -
- Short posions = - 338 136 8,408 50 158 1665
.2 Firanoisd derveivas wihoul exchangs of 14 : . 7 o _ " : _ 2
.:;-1|_;.{.3|
= L] pHsiicys F
- BT pOsm0ng ¥ - - - - - - - - -
C.3 DepostE and fanong o be recsived - - - - - - - - - -
- LY EHRSTTLE
- Bihort posbons - - -
C.4 |rrevacabie conmEmants: 0 CEOUNSS unds 12,083 : : = s : 550 11,515
- Long pesiions i g - =] E - - H&0 T1E15
- Shoit posons 13,075 - - - -
C.5 Finandial gueramees givan 4,783 & = = = A 31 -
C.G Financisl QUeramses recered - - - - - - - -
C.7 Cred darvaives wih sxchangs of cpial
= L e
- Bhort postons = e = = e = = = = =
.8 Credi cenvamves wihowt sxchange of
capeal
- Long posmons - - - - - - - - - -
- Sihort posinns

At the reporting date, the bank had received guarantees of €16,338 thousand which are not
shown in the above table as there is no evidence to reasonably suggest that they will be enforced
or when they will be used. Guarantees enforced in the last four years are as follows:

2016: two positions for a total of €10 thousand,;

2017: six positions for a total of €442 thousand,;

2018: four positions for a total of €128 thousand;

2019: two positions for a total of €31 thousand.
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after 15 after &
] after1107 | after T w after 110 3| after 306 alter1to & Alters
Tilx baseTime fiame i s 15 days days o1 RO : menihs 1w L s Open orm
menth 1 year
Asgals 44978 - 50 132 128 2002 5,008 £,088 - -
A1 Govermmenl bends - - - - - - - - - -
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SECTION 5 - OPERATIONAL RISK

Qualitative disclosure

A. General aspects, management and assessment of operational risk

Operational risk is the risk of losses arising from errors or shortfalls in internal procedures,
human resources or systems and external factors. This risk includes losses caused by fraud,
human error, business discontinuity, system breakdowns, contractual defaults and natural

disasters. It also comprises legal risk but not strategic or reputational risk.

In line with the proportionality principle, the bank uses the basic method (basic indicator
approach of 15% of the average total income for the last three years) to measure its capital
requirements to cover operational risk. The operational risk assessment is also integrated
annually through an internal qualitative valuation of the losses incurred and the definition of

the residual risk.

The Risk Management Unit was defined in the “Operational risk mitigation policy” approved by

the board of directors on 24 June 2014. Specifically:

e the board of directors defines the guidelines to control and mitigate operational risk,
regularly checking that they are correctly implemented and reflect the bank’s operations

as well as the transparent and appropriate allocation of duties and responsibilities;

o the general manager defines the operating rules and practices, activities, procedures and
most appropriate units to manage the operational risk mitigation process assisted by the
competent units and in line with the policies set by the board of directors; they also check
their suitability over time in terms of the adequacy and functionality and ensures steps

are taken to eliminate any weaknesses or dysfunctions;

e as a control body, the board of statutory auditors monitors the adequacy of the risk

management and control system and internal controls;

e the Risk Management Unit designs and updates the methods to measure risks and
assists the Organisation Office to assign the first and second level controls when new
products, processes or activities are introduced, amendments are made to legislation and

regulations, changes take place in the market conditions or other external factors;

e the Internal Audit Unit carries out regular audits of the operational risk management
system,; it works with the Risk Management Unit to develop, implement and maintain the
operational risk management system,; it liaises promptly with the board of directors on
its findings when they identify effective weaknesses in the controls adopted to mitigate

operational risks that would expose the bank to the risk of large losses.

With respect to the operational risk mitigation tools, the bank focused on the transfer of risk
through the agreement of insurance policies, suitable for low frequency events with a high

financial impact. These policies cover risks of losses from:
e fraud or misconduct;
e damage to third parties caused by errors made during banking operations;

e non-intentional violations of legal, regulatory and by-laws obligations by directors and

specific employees;
e third-party fraud;
e damage to property and equipment as a result of natural or criminal events;
e accidents and slight or serious injuries to third parties inside the bank’s premises.
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Legal risks

Legal risk is identified as the risk of impairment or reduction in value of the assets due to
inadequate or incorrect contracts or legal documents, which could lead to significantly sizeable
disputes. This risk is a manifestation of operational risk.

Situations that lead to legal risks principally relate to operations covered by the main special
regulations such as, specifically, entities’ administrative liability (Legislative decree no.
231/2001), occupational safety (Legislative decree no. 81/2008), building site regulations
(Legislative decree no. 494 /96), privacy (Legislative decree no. 196/2003), anti-money laundering
(Legislative decree no. 231/2007), banking transparency, usury, investment services, etc.

With respect to Legislative decree no. 231/01, the bank implemented the organisational model
proposed by the ABI, approved by the Ministry for Justice, and set up a supervisory body to
ensure the working and compliance of the models. Since March 2014, the board of statutory
auditors has carried out the supervisory body’s duties, with the assistance of the pro tempore
heads of the bank’s control units: Internal Audit, Risk Management, Compliance and AML.

The Compliance Unit is responsible for monitoring legal risks and the bank’s compliance with
external and internal rules and regulations. It also checks new products/services’ compliance in
order to identify any potential risks in advance and make the necessary amendments.

The “Compliance Unit’s Regulation” regulates the risk of non-compliance and its management
as well as the methods adopted by the Unit to carry out its duties. Pursuant to Bank of Italy
Circular no. 285/13, the regulation defines the scope of the Unit’s duties and specific controls,
as well as a special function to perform the compliance tests.

The Anti-money Laundering Unit performs ongoing controls and encourages a culture of
compliance with internal and external regulations.

With respect to the correct management and keeping of the centralised computer database, the
Unit ensures the network is constantly monitored and kept aware of the issue, assisted by other
general management units.

The main legal disputes are described below.

Compound interest disputes

In line with the banking sector’s general practice, the bank does not agree with the decision
reiterated by the Supreme Court since 1999 which confirms the “negotiating” rather than the
“regulatory” nature of the quarterly capitalisation clause for interest expense and, therefore, the
illegality of its application to bank current accounts. The bank maintains its opinion in court as
well.

The banks’ position is supported by numerous merits rulings which emphasise different legal
points, which are valid, and that may lead the Supreme Court to rethink its position in the
future.

At present, the bank is obliged to make adequate provision for its ongoing disputes with
customers about compound interest, based on the calculations made when the dispute arose.
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Claw-back claims

The bank assesses individual requests for the return of amounts from the official receivers,
estimating the inherent risks. It assesses the cost/benefits ratio only when it deems it more
useful and proposes out-of-court settlements to the counterparties, which are often successful
and avoid going to court.

Should a legal proceeding be commenced, the bank evaluates its possibility of losing, updates
its risk estimates and defends itself suitably in court, also based on its understanding of the
counterparty’s insolvency. Once such legal proceedings commence, provision is made for the
risks related to the amounts deemed re-obtainable based on internal assessments.

Disputes involving securities

Supported by a number of court rulings in its favour, the bank reviews each dispute and only
makes adequate provision when it deems that it may effectively have to pay.

Moreover, the number of proceedings commenced against the bank for the acquisition of
securities by customers (mostly Argentine and Parmalat bonds) is very modest compared to the
number of transactions performed. The bank does not expect it to increase significantly.

Tax regulations

In 2012, the Italian Inland Revenue carried out an inspection of the bank. The extremely
comforting results confirmed that the bank’s procedures were correctly used thus ensuring
compliance with the sector regulations.
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PART F
Equity
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Section 1 - Equity
Qualitative disclosure

Regulation (EU) no. 575/2013 (CRR) and Directive no. 2013/36/EU (CRD IV) of 26 June 2013
covering banks and investment companies became effective on 1 January 2014. They transposed
the supervisory standards for banks defined by the Basel Committee in the European Union.

On 19 December 2013, Bank of Italy published Circular no. 285 “Prudential reporting
instructions for banks”, setting out guidance on how to implement CRD IV. The central bank
subsequently issued Circular no. 286 “Instructions for preparing prudential reports for banks
and investment companies”, which regulates the prudent supervisory reports prepared on a
separate and consolidated basis.

Equity management covers all the policies and decisions necessary to ensure that the bank’s
own funds are adequate to cover its assets and risks. The bank has to comply with capital
adequacy requirements established by the above regulations.

Checks of compliance with the minimum prudential requirements are ongoing and consider
possible changes in risks and the Risk Appetite Framework ( RAF).

Moreover and in accordance with the ECB’s recommendation of 28 January 2015, compliance
with the minimum requirements is also ensured by observance of a pay out policy tied to
attainment of the above-mentioned minimum capital requirements.

The directors’ report discloses and comments on the main financial statements indicators which
include, in particular, the capitalisation ratios, useful to analyse the bank’s equity on a
qualitative basis.

Since 1 January 2014, the Italian banks are required to have a minimum CET1 ratio of 4.5%, a
TIER1 ratio of 5.5% (6% from 2015) and a Total Capital Ratio of 8%. These minimum
requirements have been supplemented by the following CET1 buffers: Capital conservation buffer
of 2.5% from 1 January 2014 and, from 2016, Countercyclical buffer in periods of high credit
growth and Systematic buffer for major international or local banks. Non-compliance with the
sum of these buffers (combined requirement) leads to limits on distributions and the requirement
to introduce a capital conservation plan.
The SREP requirements set out by the Bank of Italy for 2019 are listed below:

- Common Equity Tierl Ratio (CET1R) 7.364%

- TIERIR 8.988%

- Total capital ratio (TCR) 11.150%

On 12 December 2017, the European Parliament and Council issued Regulation (EU) no.
2017/2395, amending Regulation (EU) no. 575/2013 (CRR) as regards transitional
arrangements for mitigating the impact of the introduction of IFRS 9 on own funds, introducing
article 473-bis “introduction of IFRS 9” which give banks the possibility of mitigating the impact
of FTA over a transitory period of five years (from 2018 to 2022), by using decreasing rates in
order to sterilise the effect on CET1. The bank chose to apply the “static approach” to recognise
the IFRS 9 FTA at 01/01/2018 adjustments to the IAS 39 impairment losses at 31/12/2017.
Banks opting for this transitory treatment from 2018 are nevertheless required to provide
disclosures about available capital and the fully loaded CET1 ratio in accordance with the
supervisory guidelines.
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Quantitative disclosure

B.1 Equity: breakdown

" ooty | swnaaos
1. Share capital 39,241 19241
2_Share premium 34 660 34 660
3. Reserves 67,826 67,015
- income-redated 61,696 60,885
d) legal reserve 19,003 18,846
b} statutory reserve 55,958 55,304
Cj treastiry shares - -
d) other = 13.265 |- 13,265
- chher 6,130 6,130
4 Equity instruments - s
5. (Treasury shares) - -
6. Valuation reserves 11,018 10 424
- Equaly instrumenis ai fair value through oher comprehensive income - 211 |- 259
- Hedges of equily insTuments at fair value through ofher comprehensive income > >
; Financial assats (oher than equity insiruments) at fair value through ofher comprehensive oag |- 1808
income i
- Propeny, equipment and invesment propery = =
- |niangide asseis = =
- Hedges of invesimens in forsign operaions c -
- Cash fow hedges = =
- Hedging instruments (non-designaied tems) = =
- Exchange gains (losses) = -
- Mon-current assais hedd for sale and disposal groups c -
- Financial BabiiSies designated at fair value through prof of loss (changes in cwn cred ) )
raing)
- Actuarial gains (losses) on defined benelt pension plans : 2955 |- 2611
- Porson of valuadon reserves of equily-acoounied invesiees - -
- Special revaluation laws 15,122 15,122
7. Profit for the year 5,097 1571
Total 158,742 152,911

Item “3. Reserves — d) other” of €13,265 thousand includes the fair value losses of equity
generated during the first-time adoption of IAS ( FTA) for €2,860 thousand, and the fair value
losses from FTA generated following introduction of IFRS 9 for €10,405 thousand. The item
“Other reserves” of €6,130 thousand relates to the contribution reserve required by Law no.
218/90.
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B.2 Fair value reserve: breakdown

Financial Statements at 31/12/2019

311122019 31122018
Asset/ Amount

Fair value gains Fair value losses Fair value gains Fair value losses

1. Debtinsirumenis 135 1074 738 2067

2. Equily insirumens = N 142 4

3. CEIC unis = = =

4. Financing = = 5 5
Total 135 1,285 380 2 468

B.3 Fair value reserve: changes
Tax base | Amount Debt instruments | Equity instruments OEIC units Financing

1. Opening balance 1,828 259 5 5
2. Increases 3.212 76 =
2.1 Fair value gains 96 5 z z
22  Impairment losses for cred risk 1"
23 HRedassiicaton of fair value losses to pro@it or loss 2080 ) ) )
on sale
24 Transkers to ofier equily reserves (equiy B ~ ~ ~
insrumenis)
2.5Ckher increases 25 25 = =
3. Decreases 2322 28 =
3.1 Fair vaius losses 1,664 14 - -
3.2 |mpairment gains for credi risk - - = =
3.3 Reclassificasion of fair vaiue gains o prof or loss 1m = = =
3.4 Transkers o other equity reserves (equiy ) _ _ _
instrumenis)
3 .5Cther increases 457 14 - -
4. Closing balance 039 |- 1 E

B.4 Actuarial reserves: changes

Fip (pension fund)

Post-employment

benefits
1. Opening balance L 1,665 945
2. Increases 109 21
2.1 Acuanal gains = =
2.2 Change in deferred tax assals 109 P4
1. Decreases 398 i
3.1 Actuanial losses 304 v
3.2 Change in deferred tax liabies
4. Total - 1954 1,001
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Section 2 - Own funds and ratios

More information is available in the disclosure to the public on own funds and capital adequacy
(“Third Pillar”).

2.1 Own funds

A. Qualitative disclosure.

The reforms of the Basel Committee agreements (Basel 3), aimed at strengthening banks’ ability
to absorb shocks caused by financial and economic tensions, became part of the EU legislation
on 1 January 2014.

The Committee maintained the three-pillar approach at the base of the previous capital
agreement (Basel 2), which it integrated and strengthened to improve the amount and quality of
intermediaries’ capital. It also introduced countercyclical supervisory tools and rules about
liquidity risk management and financial leverage containment.

The above EU laws were integrated by the instructions issued by Bank of Italy in Circular no.
285 of 17 December 2013, which grouped the prudential supervisory regulations applicable to
banks and Italian banking groups.

The transition to IFRS 9 on 1 January 2018 affected the bank’s regulatory capital and prudential
ratios.

Specifically:

- The increase in impairment losses reduced CET1 as a result of the decrease in equity:

- the application of phasing-in rules sterilised the effect of the 2019 impairment losses on
loans and receivables by 85%;

- The RWA on standard positions reduced thanks to the increase in impairment losses, but
they are concurrently affected by the application of the scaling-factor under the phased-

in rules.
Voci / Valori IFRS9 31/12/2019
fully loaded phased in
A.CET1 before application of prudential filters (excluding IFRS 9 impact) 169,146,618 169,146,618
A1.IFRS 9 impact -10,405,217 -10,405,217
B.CET1 prudential filters (+/-) -378,899 -378,899
C.CET1 including the elements to be deducted and the effects of the transitional regime (A +/- B) 158,362,502 158,362,502
D.Elements to be deducted from CET1 136,422 136,422
E.Transitional regime - Impact on CET1 (+/-) 0 8,899,906
F.Total CET1 (C- D +-E) 158,226,080 167,125,986
G.AT1 including the elements to be deducted and the effects of the transitional regime 0 0
H.Elements to be deducted from AT1 0 0
|.Transitional regime - Impact on AT1 (+/-) 0 0
L.Total AT1 (G- H +/-1) 0 0
M.T2 including the elements to be deducted and the effects of the transitional regime 0 0
N.Elements to be deducted from T2 0 0
O.Transitional regime - Impact on T2 (+/-) 0 0
P.Total T2 (M - N +- O) 0 0
Q.Total own funds (F +L +P) 158,226,080 167,125,986
C.1 Risk-weighted assets 1,136,431,045 1,126,637,500
C.2 CET1/Risk-weighted assets (CET1 ratio) 13,92%) 14,83%)

The above table shows CET1 at 31/12/2019 in accordance with the transitory phasing-in rules
provided for by article 473-bis of the CRR, compared with the fully loaded approach and does
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not provide for dividend distribution as proposed in section 12.4.2 “Proposed allocation of the
profit for the year”.

B. Quantitative disclosure

Tax base | Amount

Total at 1272019

Total at 12/2018

A Common Equity Tier1 (CET1) before application of prudential filters

158,741

152,150

incleding CETH instruments covered by the transitional meastires

B. CET1 prudential filters {+/-)

379

385

C. CET1 including the elements to be deducted and the effects of the
transitional regime (A +/- B)

158,362

151,765

0. Elements to be deducted from CET1

136

122

E. Transitional regime - Impact on CET1 (#/-)

E.2 Phased-in effect of IFRS 9 (article 473-bis of CRR)

8.900

9.947

F. Total CET1 (C- D #-E#.E 2)

167,126

161,590

G. Additional Tiert (AT1) including the elements to be deducted and
the effects of the transitional regime

inciuding ATT instruments covered by the transiional measures

H. Elements to be deducted from AT1

I. Transitional regime — Impact on AT1 (+-)

L. Total AT1 (G - H#/-1)

M. Tier2 (T2) including the elements to be deducted and the effects of
the transitional regime

incluging T2 instrumenis covered by the transitional meastires

N. Elements to be deducted from T2

0. Transitional regime — Impact on T2 (#/-)

P.Total T2 (M - N +/- 0)

Q. Total own funds (F + L + P)

167,126

161,590

The phased-in quantitative effect of IFRS 9 FTA is equal to the post-tax difference between the
impairment losses recognised upon transition to IFRS 9 (€10,470 thousand) and 85% thereof
(€8,900 thousand).
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2.2 Capital adequacy
A. Qualitative disclosure

As shown in the table on the bank’s risk-weighted assets and capital ratios, it had a CET1 ratio
of 14.83%, a Tier1 ratio of 14.83% and a Total capital ratio of 14.83% at 31/12/2019, well above
the minimum mandatory requirements of CRR/CRD IV and Bank of Italy’s instructions in its
Circular no. 285/2013.

The prudential capital requirements of €90. 1 million refer to credit, operational and market risks.
The lending business requires the largest portion of capital, with credit risk requirements of
€64.6 million.

Credit risk-weighted assets amount to €808 million. There has been a slight increase in such
assets for market risks and credit risks.
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B. Quantitative disclosure

Financial Statements at 31/12/2019

Unweighted amounts Weighted amounts/requirements
Category/Amount
322019 31272018 32019 MNM22018
A EXPOSURES
A1 Credit and counterparty risk 1,645,144 1,433,813 BOT 645 765,760
1.-Siandard medod 1,645,144 1,433,813 807 645 765,760
2. |RB approach = - - -
2.1 Basic - = ~ -
2.2 Advanced = - = =
3. Securisafions - 3
B_CAPITAL REQUIREMENTS
B.1 Credit and counterparty risk fi4.612 61,261
B2 Risk of adjustments to credit rating 5 9
B.3 Regulation risk =
B.4 Market risk 16,610 15,935
1. Siandard method 16,610 15935
2. Internal models =
3. Conceniraion risk =
B.5 Operational risk 8,904 8,441
1. Basic method 8,504 8441
2. Siandard meshod 2
3. Advanoad method =
B.6 Other calculation elements - -
B.7 Total prudential requirements 90,121 85,646
C. EXPOSURES AND CAPITAL RATIOS
C.1 Risk-weighted assets 1,126,638 1.070.575
C.2 CETVirisk-weighted assets (CET1 ratio) 14.83% 15.09%
C.3 Tierlirisk-weighted assets (Tier! ratio) 14.83% 15.00%
C.4 Total own fundsirisk-weighted assets (Total capital ratio) 14.83% 15.09%
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PART H
Related party transactions
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General information

The bank’s board of directors has identified the entities that qualify as related parties pursuant
to IAS 24.
They are:

1. Fondazione Cassa di Risparmio di Fermo, which holds 66.67% of the bank’s ordinary
shares and controls it;

Banca Intesa S.p.A., which holds 33.33% of the bank’s ordinary shares and has
significant influence thereover;

directors and managers, due to their strategic powers;

the statutory auditors, due to their supervisory powers;

spouses and immediate descendants of the parties listed in points 3 and 4;

subsidiaries of or companies over which the parties listed in points 3, 4 and 5 have
significant influence.

N

ook w

The key managers’ remuneration is given with separate mention of the directors’ and statutory
auditors’ fees compared to the remuneration of directors which receive (as provided for by IAS
24.16) short-term benefits, which include direct and indirect costs, and termination benefits. All
other forms of remuneration covered by the standard are excluded. Specifically, managers do not
have incentive plans tied to profits, further to that provided for in the second level national labour
contracts, or pension plans other than those existing for employees. There are no stock option
plans.

Transactions undertaken by the bank with its related parties (as defined above) comply with the
ruling legislation, are fair and take place at market prices.

The bank has not performed atypical or unusual transactions with related parties during the
year, i.e., transactions that do not form part of its normal operations or that would have a
significant impact on its financial position, results of operations and cash flows.

1. Key managers’ remuneration (in Euros)

Tax base / Amount Balances at 31/12/2019
C. Managers 722 282
Shor-em benefis 517.8M
Current 2rminaion bensiis 204 411
Total termination benefs 165,520
A_ Directors 396,545
Remunsrason 356 545
B. Statutory auditors 191,240
Remunsrason 191,240

(values expressed in Euros)

The short-term benefits of €517,871 include salaries and indirect costs relating to three
managers, two of which were appointed on 30/04/2019. On the same date, one manager retired
from employment, meaning that “Current termination benefits” includes the employee
termination indemnities remaining in the company and paid during the year for €182,494, while
the portion in the “Previd System” open fund for €136,079 was disbursed by that fund.

-216 -



» carifermo

o i risparsic di fersn spa

“Total termination benefits” for €165,520 includes the costs employee termination indemnities
accrued in favour of the two managers appointed on 30/04/2019, already employees of the bank.

“Fees” relating to directors (€397 thousand) and statutory auditors (€191 thousand) include the
amounts relating to their individual remits, therefore excluding the amounts paid to them as
cost reimbursements and premiums for liability insurance.

Financial Statements at 31/12/2019

2. Related party transactions (€’°000)

Assets Liabilities Costs Revenue Gf:;:i'::tfs
A, Direciors 22 736 14 12 424
B.-StatAory audiors 676 1 2 20
C. Managers H 3 50
D. Family members 190 482 e 23 282
E. Other relaied paries 8,239 23170 180 200 16,821
Total 8.451 25,095 199 240 11,707
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PART M
Lease reporting
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Section 1 - Lessee

Qualitative disclosure

IFRS16 applies to all types of contracts containing a lease, i.e. to contracts that provide the lessee
with the right to control the use of an identified asset for a certain period of time (period of use)
in exchange for a fee.

The analysis of the contracts falling within the scope of application of the standard mainly
involved those related to: (i) property, (ii) vehicles and (iii) hardware.

Property lease contracts represent the most significant impact area of implementation since they
make up 87% of the value of the rights of use. Vehicles make up a negligible amount of the right
of use.

The impacts of the hardware segment are marginal.
All contracts refer to operational leases.

The property lease contracts mostly include properties used as offices or banking branches and
have terms longer than 12 months and typically include options for renewal and termination
that can be exercised by the lessor or lessee according to the law or specific contractual
provisions. These contracts do not include the option to purchase at the end of the lease or
significant reinstatement costs for the bank.

For vehicles, these are 4- or 5-year rental contracts referring to the company fleet provided to
employees (private and business use) or the bank’s company units.

The contracts related to electronic machinery range from 5 to 7 years. These long-term contracts
have no options for renewal and do not include the option to purchase the asset.

During FTA of IFRS16, the bank adopted some simplifications set out by the standard under
section C10 et seq.; in particular, short-term contracts (term equal to or less than 12 months)
were excluded. The bank also opted not to apply the new standard to contracts with an overall
term equal to or less than 12 months and to low-value contracts (underlying asset worth €5,000
or less when new). In this case, the fees related to these leases are recognised at cost — similarly
to how they were recognised in the past. During 2019, no short-term contracts were signed.
However, one low-value contract was signed for the tablets required for the “AdES” (advanced
electronic signature) and the related costs posted to profit or loss were €9 thousand.

With specific reference to property leases, the bank decided to only consider the initial period of
renewal as reasonably certain for all new contracts (including at the date of FTA). On the basis
of the characteristics of the Italian lease contracts and the provisions of Law no. 392/1978, when
signing a new lease contract with a contractual term of six years and the optional automatic
renewal of the contract every six years, the overall duration of the lease will be at least twelve
years. Future payment flows, pursuant to the accounting standard in question, have been
subject to a discounting process in order to form the lease liability. The discounting rate takes
into account the following considerations:

1) The interbank interest rates are very limited: the main refinancing rate is zero and the
rate on deposits with the ECB is -0.40%;

2) The discounting effects are in any case modest even in the case of higher interest rates
applied in light of the short-term trend of cash flows tied to these contracts;

3) High discounting rates would nullify the transparency of the balance of the values
recognised in future financial statements, therefore imposing the need for a significant
disclosure.

In consideration of the above, during FTA, the zero rate was considered when discounting the
lease liabilities, meaning the discounting effect is null.
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The quantitative impacts have been described in the relative sections in the notes to the financial
statements, specifically:

- in Section 8 of Assets - Property, plant and equipment;

- in Section 1 of Liabilities - Table 1.2 - Financial liabilities at amortised cost: breakdown
of due to customers by product;

- in Section 12 of Profit or loss - Table 12.1 - Net impairment losses on property, plant and
equipment - Caption 180.
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Annexes to the financial statements
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The annexes include:

a) — a list of the sections and financial statements captions that have not been presented;
b) — a list of property;

) — a list of HTCS equity investments;

d) — treasury and cash services.
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Sections and tables not presented

This list shows the tables in the notes that have not been presented due to the lack of
amounts/operating information:

PART B - NOTES TO THE BALANCE SHEET
ASSETS
SECTION 2 - FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS
2.3 Financial assets at fair value through profit or loss: breakdown by product
2.4 Financial assets at fair value through profit or loss: breakdown by debtor/issuer
SECTION 5 - HEDGING DERIVATIVES
5.1 Hedging derivatives: breakdown by type and level
5.2 Hedging derivatives: breakdown by hedged item and type
SECTION 6 - MACRO-HEDGING ADJUSTMENTS TO FINANCIAL ASSETS
6.1 Adjustments to hedged assets: breakdown by hedged portfolio
SECTION 7 - EQUITY INVESTMENTS
7.1 Equity investments: information
7.2 Significant equity investments: carrying amount, fair value and dividends received
7.3 Significant equity investments: financial information
7.4 Non-significant equity investments: financial information
7.5 Equity investments: changes
7.6 Commitments for interests in jointly controlled entities
7.7 Commitments for investments in associates
7.8 Material restrictions
7.9 Other information
SECTION 8 - PROPERTY, PLANT AND EQUIPMENT
8.3 Property, plant and equipment: breakdown of revalued assets
8.4 Investment property: breakdown of assets measured at fair value
8.5 Inventories of property, plant and equipment covered by IAS 2: breakdown
8.8 Inventories of property, plant and equipment covered by IAS 2: changes
8.9 Commitments to purchase property, plant and equipment
SECTION 9 - INTANGIBLE ASSETS
9.3 Intangible assets: other disclosures

SECTION 11 - NON-CURRENT ASSETS CLASSIFIED AS HELD FOR SALE AND DISPOSAL
GROUPS

11.1 Non-current assets classified as held for sale and disposal groups: breakdown by type

11.2 Other information

- 227 -



E_%EgEEEE? Financial Statements at 31/12/2019

LIABILITIES
SECTION 1 - FINANCIAL LIABILITIES AT AMORTISED COST
1.4 Breakdown of subordinated securities/financial liabilities
1.5 Breakdown of structured financial liabilities
1.6 Finance lease liabilities
SECTION 2 - FINANCIAL LIABILITIES HELD FOR TRADING
2.2 Breakdown of “Financial liabilities held for trading”: subordinated
2.3 Breakdown of “Financial liabilities held for trading”: structured
SECTION 3 - FINANCIAL LIABILITIES DESIGNATED AT FAIR VALUE
3.1 Financial liabilities designated at fair value: breakdown by product
3.2 Breakdown of “Financial liabilities designated at fair value”: subordinated
SECTION 4 - HEDGING DERIVATIVES
4.1 Hedging derivatives: breakdown by type and level
4.2 Hedging derivatives: breakdown by hedged item and type
SECTION 5 - MACRO-HEDGING ADJUSTMENTS TO FINANCIAL LIABILITIES
5.1 Macro-hedging adjustments to hedged financial liabilities: breakdown
SECTION 7 - LIABILITIES ASSOCIATED WITH DISPOSAL GROUPS
SECTION 10 - PROVISIONS FOR RISKS AND CHARGES
10.4 Provisions for other commitments and other guarantees given
10.6 Provisions for risks and charges - other provisions
SECTION 11 - REDEEMABLE SHARES
11.1 Redeemable shares: breakdown
SECTION 12 - EQUITY
12.3 Equity - Other information
12.5 Equity instruments: breakdown and changes

12.6 Other information

OTHER INFORMATION
4. Operating leases
6. Offset financial assets or assets subject to master netting agreements or similar agreements

7. Offset financial liabilities or liabilities subject to master netting agreements or similar
agreements

8. Securities lending transactions

9. Jointly controlled operations

PART C - NOTES TO THE INCOME STATEMENT
SECTION 1 - INTEREST

1.2 Interest and similar income: other information
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1.2.2 Interest income on finance leases
1.4 Interest and similar expense: other information
1.4.2 Interest expense on finance leases
1.5 Differences on hedging transactions
SECTION 5 - NET HEDGING INCOME (EXPENSE)
5.1 Net hedging income (expense): breakdown
SECTION 6 — GAIN (LOSS) FROM SALES/REPURCHASES
6.1 Gain (loss) from sales/repurchases: breakdown

SECTION 7 - NET GAIN (LOSS) ON OTHER FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE
THROUGH PROFIT OR LOSS

7.1 Net gain (loss) on other financial assets and liabilities at fair value through profit or loss:
breakdown of other financial assets designated at fair value

SECTION 11 - NET ACCRUALS TO PROVISIONS FOR RISKS AND CHARGES

11.2 Net accruals to provisions for other commitments and other guarantees given: breakdown
SECTION 15 - GAINS (LOSSES) ON EQUITY INVESTMENTS

15.1 Gains (losses) on equity investments: breakdown

SECTION 16 - FAIR VALUE GAINS (LOSSES) ON PROPERTY, PLANT AND EQUIPMENT AND
INTANGIBLE ASSETS

16.1 Net fair value (or deemed cost) or estimated realisation value gains (losses) on property,
plant and equipment and intangible assets: breakdown

SECTION 17 — IMPAIRMENT LOSSES ON GOODWILL
17.1 Impairment losses on goodwill: breakdown
SECTION 20 - POST-TAX PROFIT (LOSS) FROM DISCONTINUED OPERATIONS
20.1 Post-tax profit (loss) from discontinued operations: breakdown
20.2 Breakdown of income taxes relating to discontinued operations
SECTION 21 - OTHER INFORMATION
SECTION 22 - EARNINGS PER SHARE
22.2 Other information

PART E - RISKS AND RELATED HEDGING POLICIES
SECTION 1 - CREDIT RISK
Quantitative disclosure
A. CREDIT QUALITY
A.3 Breakdown of guaranteed exposures by type of guarantee
A.3.1 Guaranteed on- and off-balance sheet credit exposures to banks
A.4 Financial and non-financial assets obtained through enforcement of guarantees received
C. SECURITISATIONS
Quantitative disclosure

C.1 Exposures of the main “own” securitisations broken down by securitised asset and type of
exposure
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C.2 Exposures of the main “third party” securitisations broken down by securitised asset and
type of exposure

C.3 Securitisation vehicles
C.4 Unconsolidated securitisation vehicles

C.5 Servicer - own securitisations: collection of securitised loans and redemption of securities
issued by the securitisation vehicle

D. DISCLOSURE ON UNCONSOLIDATED STRUCTURED ENTITIES (OTHER THAN
SECURITISATION SPVs)

Qualitative disclosure

Quantitative disclosure

E. TRANSFERS

A. Financial assets transferred and not fully derecognised
Qualitative disclosure
Quantitative disclosure

E.1 Financial assets transferred and not derecognised and associated financial liabilities:
carrying amount

E.2 Financial assets transferred and not fully derecognised and associated financial liabilities:
carrying amount

E.3 Transfers with liabilities that can solely be covered by the assets transferred and not fully
derecognised: fair value

B. Financial assets transferred and fully derecognised with recognition of continuing involvement
Qualitative disclosure
Quantitative disclosure

E.4 Covered bond transactions

CREDIT RISK MEASUREMENT MODELS
SECTION 3 - DERIVATIVES AND HEDGING POLICIES
3.1 - Trading derivatives
B. Credit derivatives
B.1 Trading credit derivatives: reporting date notional amounts
B.2 Trading credit derivatives: gross positive and negative fair value - breakdown by product

B.3 OTC trading credit derivatives - notional amounts, gross positive and negative fair value
by counterparty

B.4 Residual life of OTC trading credit derivatives: notional amounts
B.5 Credit derivatives associated with fair value option: changes
3.2 — Hedge accounting
Qualitative disclosure
A. Fair value hedges

B. Cash flow hedges
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C. Hedges of investments in foreign operations
D. Hedging instruments
E. Hedged items
Quantitative disclosure
A. Hedging financial derivatives
A.1 Hedging financial derivatives: reporting date notional amounts

A.2 Hedging financial derivatives: gross positive and negative fair value - breakdown by
product

A.3 OTC hedging financial derivatives - notional amounts, gross positive and negative fair
value by counterparty

A.4 Residual life of OTC hedging financial derivatives: notional amounts

B. Hedging credit derivatives

B.1 Hedging credit derivatives: reporting date notional amounts
B.2 Hedging credit derivatives: gross positive and negative fair value - breakdown by
product

B.3 OTC hedging credit derivatives - notional amounts, gross positive and negative fair value
by counterparty

B.4 Residual life of OTC hedging credit derivatives: notional amounts

C. Non-derivative hedges

C.1 Non-derivative hedges: breakdown by portfolio and type of hedge
D. Hedged items

D.1 Fair value hedges

D.2 Cash flow hedges and hedges of investments in foreign operations

E. Hedging gains or losses recognised in equity
E.1 Reconciliation of equity items
SECTION S - OPERATIONAL RISK

Quantitative disclosure

PART G - BUSINESS COMBINATIONS

SECTION 1 - TRANSACTIONS CARRIED OUT DURING THE YEAR

SECTION 2 - TRANSACTIONS CARRIED OUT AFTER THE REPORTING DATE
SECTION 3 - RETROSPECTIVE ADJUSTMENTS

PART I - SHARE-BASED PAYMENTS
Qualitative disclosure

1. Share-based payment plans
Quantitative disclosure

1. Changes

2. Other information
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PART L - SEGMENT REPORTING

PART M - LEASE REPORTING
SECTION 1 - LESSEE
Quantitative disclosure
SECTION 2 - LESSOR
Qualitative disclosure
Quantitative disclosure
1. Notes to the statement of balance sheet and the income statement

2. Finance leases

2.1 Classification by time bracket of the payments to be received and reconciliation with
financing for leases recognised in the assets

2.2 Other information
3. Operational leases
3.1 Classification by time bracket of the payments to be received

3.2 Other information
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including: including: A
PROPERTY ursuantio | pursuantio | pursuant to |GROSS AMOUNT o buildings | AMOUNT OF
Law72/83 | Law 218190 | Law 413191 BUILDING S
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(ot 003 e = 64,040,656 4,131.66 140,536.48 : 140,636.45 22.501.91
Via S. Antonio, 6
Padtok 37,134.90 29,954.50 14,977.25 8520437 | 1022452 74,979.85 532634
Piaz=za Leopardi, &
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3 Hparliocs: Ware encerysion 1960 ) 5 33,569.70 138,393.76 5 139,393.78 5,371.17
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Piazza Mazcagni, 4
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Wia Ognissanti
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REVALUATION CARRYING
including: including:
PROPERTY pursuantto | pursuantto | pursuantto |SROSSAMOUNT land buildings AMOUNT OF
Law72/83 | Law 218/90 | Law 413/91 BUILDINGS
Enisiova Mancoe = 38337558 | 30,987.41 304,855 80 : 804,859 80 82518.03
Via Cairoli, 22
o ——
i Lkl © o 23240560 | 10845595 . £19,018.11 : 419,019.41 264,146.10
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Rome
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e -
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Via 5. Giovanni Bosco, 10
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- . - 36, . BIEE 4919.33
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MAMcon - foc:Rene . - . 36922716 | 11600000 | 75322718 594220, 94
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List of HTCS equity investments

inalhading:
Changes in 2019 TOMEIS S nE
at LT T EETH
OTHER FUNCTIONAL INVESTMENTS 17122018 ( [-) Sales/ alf1ar2onm o T
-
B E'l' Sl reimburseme | {+/-] Fair valoe e e
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SENA - Soc Elnbormzion= Datl 8 p &, 00 000 0o 0.0 0.00 0.00 000

SLi 3.pA. {former Spcieta S=nnm Bancan
Spal

Fermano Lemder s=.coar.l 3000 00 {1 ui] D.oo

CHE Consorsio Sarvie Bemcan S

ENFL ORD RAGE 1,053 417 60 000 -108T,007 4 34 500 52 0.0 000 a1 48372

CONFIDICOOF MARCHE 10000000 0.00 0.00 000 10:0.000.00 0.00 0.00
0.00 0.00 0.00 0.00 0.0 0.00 000

Deposit Pund (C.R CESENA|

Wathnters Behicc:clo Imoia: o 16,367 14 .00 .00 1400680 2234034 000 -3B,685.85]
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Italiss] Dwesm Facmory Sl 0.00 .00 0.00 0.00 000 0.00 -315,793.00
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Treasury and cash services

Treasury services

Body Municipality
Municipality of Altidona Altidona (FM)
Municipality of Belmonte Piceno Belmonte Piceno (FM)
Municipality of Campofilone Campofilone (FM]
Municipality of Carassai Carasszal (AP}
Murnicipality of Fermo FERMO
Municipality of Grottazzolina Grottazzoling (FM)
Municipality of Lapedona Lapedona [FM)]
Municipality of Mogliano Mogliano (MC)
Municipality of Monte Vidon Combatte Monte Vidon Combatte (FM)
Municipality of Monte San Pietrangeli Monte 5. Pietrangehi (FM)
Municipality of Monsampistro Morico Monsampietro Morico (FM)
Municipality of Monte Giberto Monte Giberto [FIM|
Municipality of Montegiorgio Montegiorgio (FM)|
Municipality of Montefiors dell’Aso Montefiore dell’dso (AF)
Municipality of Monteleone Monteleone di Fermo (FM)
Municipality of Monterubbiano Monterubhizsno (FM)
Municipality of Montotione Montottone [FM)
Municipality of Moresco Moresco (FM)
Municipality of Pedazo Pzdaso [FM)
Municipality of Petritoli Petritoh (FM)
Municipality of Ponzano di Fermo Ponzano di Fermo (FM)
Municipality of Porto San Giorgio Porto San Giorgio [FM)|
Municipality of Rapagnano Rapagnano (FM)
Municipality of Ripe San Ginesio Ripe San Ginesio (MC]
Municipality of Rotella Rotella (AP)
Municipality of Sant Elpidio 2 Mare Sant'Elpidio a Mare (FM)
Municipality of Servigliano Servigliano (FM|
Municipality of Tarre San Patrizio Torre 5. Patrizio (FM}
Provincs of Fermo FERMO
Unione Montana dei Sibilhm Comunanza (AP

Cash services

Body Municipality
Casa Riposc Sassatelli FERMO
Camera di Commercio LAA. - AZ. FERMO PROMUCOVE FERMOD
Cons Intercom. Servizio Smaltimento Rifiuti Solidi Urbani T.3. Patrizio Torre San Patrizio (FM)
Conservatorio Musicale "G.B. Pergolesi” FERMO
[stituito Tecnico Industriale Statale "G, Montani” FERMO
Liceo Ginnasio "Annibal Carg” FERMO
Fondazicne "G, Didari” Francavilla D'Ete {FM}
Fondazione Ric. Montegranar Montegranaro (FM)
Depizio Marino FERMO
Pia Casa "F. Falconi” Sant'Elpidio a Mare (FM)
Drdine Dottori Commercialist ed Esperti Contabili FERMO
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INDEPENDENT AUDITOR’S REPORT
PURSUANT TO ARTICLE 14 OF LEGISLATIVE DECREE No. 39 OF JANUARY 27, 2010
AND ARTICLE 10 OF THE EU REGULATION 537/2014

To the Shareholders of
Cassa di Risparmio di Fermo S.p.A.

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS
Opinion

We have audited the financial statements of Cassa di Risparmio di Fermo S.p.A. (the Bank), which comprise
the balance sheet as at December 31, 2019, the income statement, the statement of comprehensive
income, the statement of changes in equity and the statement of cash flows for the year then ended, and
the explanatory notes.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of
the Bank as at December 31, 2019, and of its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards as adopted by the European Union
and the requirements of national regulations issued pursuant art. 43 of Italian Legislative Decree no.
136/15.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISA Italia). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of
the Financial Statements section of our report. We are independent of the Bank in accordance with the
ethical requirements applicable under Italian law to the audit of the financial statements. We believe that
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the financial statements of the current period. These matters were addressed in the context of our
audit of the financial statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters.
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Classification of performing loans to customers measured at amortized cost classified in Stage

2

Description of the
key audit matter

As reported in paragraph "Lending" of the Directors’ report and in Part B -
Notes to the Balance Sheet as at December 31, 2019, performing loans to
customers measured at amortized cost of Cassa di Risparmio di Fermo S.p.A.
show a gross amount of Euro 948.1 million, reduced by portfolio adjustments
of Euro 7.9 million, to come to a net amount of Euro 940.2 million, resulting in
a coverage ratio of 0.83%. As reported in Part B — Notes to the Balance Sheet
as at December 31, 2019, a gross amount of Euro 196.8 million is classified in
Stage 2 with a coverage ratio of 2.21%.

As reported in the explanatory notes - Part E — Information on risks and
related hedging policies, as part of its policies for managing loans to
customers, the Bank adopted rules and processes for monitoring credit
exposures, which have entailed, among other things, a structured action of
classification into homogeneous risk categories (stage).

Given the complexity of the process of classifying loans to customers in
homogeneous risk categories followed by the Bank (stage), we considered the
classification of performing loans to customers measured at amortized cost
classified in Stage 2 a key audit matter of the financial statements of Cassa di
Risparmio di Fermo S.p.A. as at December 31, 2019.

Audit procedures
performed

The main procedures carried out as part of our audit work were, among others,
as follows:

e gaining an understanding of the internal regulations and processes
implemented by the Bank for classifying loans to customers measured at
amortized cost and monitoring their quality, in order to verify the
compliance with the regulatory framework;

e checking the implementation and operating effectiveness of the key
controls identified in relation to those processes, also supported by IT
processes and systems specialists of the Deloitte network;

e checking, on a sample basis, the classification of performing loans to
customers measured at amortized cost classified in Stage 2 in accordance
with the regulatory framework;

¢ checking the completeness and the compliance of the disclosures provided
in the financial statements in accordance with the regulatory framework
and applicable accounting standards.
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Classification and valuation of non-performing loans to customers measured at amortized cost

Description of the
key audit matter

As reported in paragraph "Lending" of the Directors’ report and in the
quantitative information relating to credit risk disclosed in Part E — Information
on risks and related hedging policies of the explanatory notes as at December
31, 2019, non-performing loans to customers measured at amortized cost of
Cassa di Risparmio di Fermo S.p.A. show a gross amount of Euro 153.7 million,
reduced by specific adjustments of Euro 80.4 million, resulting in a net amount
of Euro 73.3 million.

The Directors’ report also shows that the coverage ratio of non-performing
loans to customers measured at amortized cost as at December 31, 2019 is
equal to 52.3%.

Regarding the process of classifying loans to customers in homogeneous risk
categories, the Bank refers to the sector regulations and internal rules that
regulate the criteria of classification and the transfer within the different
categories of risk.

In determining the recoverable amount of non-performing loans to customers
measured at amortized cost, the Bank, as part of its valuation policies, has
used valuation processes and methods characterized by elements of
subjectivity and estimate of certain variables such as, mainly, expected cash
flows, time of recovery and the collaterals’ recoverable amount, where
present, whose modification may lead to a change in the final recoverable
amount; this quantification has been made on the basis of information
available at the valuation date.

Furthermore, the quantification of the recoverable amount of non-performing
loans that are included in the Bank's strategy which envisages the recovery of
such loans through disposal transactions, reflects also the estimate of their
disposal value, duly weighting the probability of the “workout” and “disposal”
scenarios.

In Part A - Accounting policies and Part E - Information on risks and related
hedging policies of the explanatory notes - disclosures are provided on these
aspects.

Given the significance of the amount of non-performing loans to customers
measured at amortized cost recorded in the financial statements, the
complexity of the valuation processes adopted by the Bank, which entailed a
structured action of classification into homogeneous risk categories, as well as
the relevance of the discretionary components linked to the estimate of the
recoverable amount (such as the estimate of expected cash flows, the time of
recovery, the collaterals’ value and the possible recovery strategies), we
considered the classification and valuation of non-performing loans to
customers measured at amortized cost a key audit matter of the financial
statements of Cassa di Risparmio di Fermo S.p.A. as at December 31, 2019.
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Audit procedures The main procedures carried out as part of our audit work were, among others,
performed as follows:

e gaining an understanding of the internal regulations and processes
implemented by the Bank for the classification and valuation of non-
performing loans to customers measured at amortized cost, in order to
verify the relevant compliance with the regulatory framework and
applicable accounting standards;

e checking the implementation of the key controls identified in relation to
those processes;

e drawing qualitative and trend analysis of non-performing loans to
customers measured at amortized cost by calculating appropriate
qualitative and quantitative indicators in order to identify possible matters
of interest;

e checking on a sample of credit files, selected also on the basis of the
matters of interest emerging from the analysis referred to in the previous
point, the relevant classification and determination of the recoverable
amount of non-performing loans to customers measured at amortized cost
in accordance with the regulatory framework and applicable accounting
standards, also by obtaining and examining written confirmations by the
lawyers appointed for their collection;

® checking the completeness and the compliance of the disclosures provided
in the financial statements in accordance with the regulatory framework
and applicable accounting standards.

Other considerations

The financial statements of Cassa di Risparmio di Fermo S.p.A. as at December 31, 2018 were audited by
another auditor who, on April 5, 2019, issued an unmodified opinion on these financial statements.

Responsibilities of the Directors and the Board of Statutory Auditors for the Financial Statements

The Directors are responsible for the preparation of financial statements that give a true and fair view in
accordance with International Financial Reporting Standards as adopted by the European Union and the
requirements of national regulations issued pursuant to art. 43 of Italian Legislative Decree no. 136/15 and,
within the terms established by law, for such internal control as the Directors determine is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Bank’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless they have identified the existence of the conditions for the liquidation of
the Bank or for the termination of the business or have no realistic alternatives to such choices.

The Board of Statutory Auditors is responsible for overseeing, within the terms established by law, the
Bank’s financial reporting process.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with International Standards on Auditing (ISA Italia) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing (ISA Italia), we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

e identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control;

e obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Bank's internal control;

e evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Directors;

e conclude on the appropriateness of Directors’ use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions
that may cast significant doubt on the Bank’s ability to continue as a going concern. If we conclude that
a material uncertainty exists, we are required to draw attention in our auditor’s report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However,
future events or conditions may cause the Bank to cease to continue as a going concern;

e evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance, identified at an appropriate level as required by ISA
Italia, regarding, among other matters, the planned scope and timing of the audit and significant audit
findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence applicable in Italy, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence and, where
applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the financial statements of the current period and are therefore the
key audit matters. We describe these matters in our auditors’ report.
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Other information communicated pursuant to art. 10 of the EU Regulation 537/2014

The Shareholders' Meeting of Cassa di Risparmio di Fermo S.p.A. has appointed us on April 30, 2019 as
auditors of the Bank for the years from December 31, 2019 to December 31, 2027.

We declare that we have not provided prohibited non-audit services referred to in art. 5 (1) of EU
Regulation 537/2014 and that we have remained independent of the Bank in conducting the audit.

We confirm that the opinion on the financial statements expressed in this report is consistent with the
additional report to the Board of Statutory Auditors, in its role of Audit Committee, referred to in art. 11 of
the said Regulation.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Opinion pursuant to art. 14, paragraph 2 (e), of Legislative Decree 39/10

The Directors of Cassa di Risparmio di Fermo S.p.A. are responsible for the preparation of the Directors’
report of Cassa di Risparmio di Fermo S.p.A. as at December 31, 2019, including their consistency with the
related financial statements and their compliance with the law.

We have carried out the procedures set forth in the Auditing Standard (SA Italia) n. 720B in order to
express an opinion on the consistency of the Directors’ report with the financial statements of Cassa di
Risparmio di Fermo S.p.A. as at December 31, 2019 and on their compliance with the law, as well as to
make a statement about any material misstatement.

In our opinion, the Directors’ report on operations is consistent with the financial statements of Cassa di
Risparmio di Fermo S.p.A. as at December 31, 2019 and are prepared in accordance with the law.

With reference to the statement referred to in art. 14, paragraph 2 (e), of Legislative Decree 39/10, made
on the basis of the knowledge and understanding of the entity and of the related context acquired during
the audit, we have nothing to report.

DELOITTE & TOUCHE S.p.A.

Signed by

Marco Benini
Partner

Bologna, Italy
April 9, 2020

This report has been translated into the English language solely for the convenience of international readers.



