Part E

Information on risks and the related hedging poles

Introduction

The Bank carries out its activities on a sound andient basis and with a contained propensitysq ri
this in relation to:

» the need for stability associated with the perfaragaof banking activities;
* the profile of its investors.

The overall propensity to risk is measured in sunynfiarm by identifying, as part of the Bank’s equit
("own funds"), a capital component not intended tfeg assumption of risks (unexpected losses), but
oriented to pursue the following purposes:

* the business as a going-concern over the mid/leng;t gradually strengthening equity and
maintaining conditions of operational flexibilitgd-called "strategic capital reserve”);

e equity coverage of the impacts deriving from theuwrence of stress (so-called "stress capital
coverage”).

The Bank’s system of internal controls ensures ithplementation of the corporate strategies and
policies and is made up of a series of rules, mhoes and organisational structures that aim tervks

the standards of sound and prudent management.

The Corporate Bodies have the prime responsilolitgnsuring, according to specific responsibilities
the completeness, adequacy, functionality andb#ityaof the internal control system.

The Bank has adopted a traditional type of govezeanodel that envisages the presence of a Board of
Directors, a Board of Statutory Auditors and Gehktanagement.

The Board of Directors is responsible for the siyat supervision function and for managing the Bank
accompanied also by the General Management, whtrea®ntrol functions are assigned to the Board
of Statutory Auditors.

The Board of Directors defines the business mogeafproving the strategic business plan and the
annual budgets, with the awareness of the riskstiiemodel exposes the Bank to and comprehension
of the methods by means of which the risks arertedaand assessed. The Board of Directors defines
and approves the strategic guidelines and seebkeio periodic review, establishes within the Risk
Appetite Framework the propensity to risk and teated tolerance thresholds as well as the risk
controlling policies, ensuring that the Bank’s sture is consistent with the activities carriedaml the
business model adopted.

The risk controlling policies are formalised in sifie regulations/policies that are promptly sulbeuk

for the approval of the Board of Directors.

The adoption of new products and services, theclawf new activities, introduction into new markets
and, in general, the most significant operatioesadways approved by the Board of Directors.

The Board of Directors periodically assesses whetieerisk profiles assumed by the Bank in terms of
capital adequacy, liquidity and risk return ratib the operating activities are consistent with the
propensity towards risk defined within the sphefethe strategic planning activities and with the
regulatory levels. Furthermore, the Board of Dioestassesses the observance of the operating limits
defined for the assumption of the various typegsiis. The Board of Directors ensures the consigten
between the strategic plan, the business modeRi$le Appetite Framework, the ICAAP process, the
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Budgets as well as the corporate organisation &@d stystem of internal controls, taking into
consideration the developments in the internaleidrnal conditions under which the Bank operates.
During 2017, the “Risk Appetite Framework Policydaliment was reviewed as usual further to the
breakdown of the objectives of the 2017-2019 Sgiat@lan, in particular, as part of the 2017 annual
budget, updating the types of risk that the Bariknds to assume, the risk objectives, any tolerance
thresholds and possible operating limits.

In compliance with Directive (EU) 2014/59 Bank Reery Resolution Directive (BRRD), the Bank has
also adopted the Recovery Plan, i.e. the instrurdedicated to dealing promptly and effectively with
crisis situations, regulating the measures to bent&o restore the Bank's economic, equity anchfirz
equilibrium. In particular, the plan identified tiredicators to be monitored for the timely idem#iion

of crisis situations, envisaging that the relatezhitoring is carried out as part of the periodialgsis

of the Bank's positioning with respect to the riaksumed.

The Board of Directors is supported by the Risksn@uttee, a body within the board that performs
advisory and proposal-related functions with regardsks and the system of internal controls.

General Management, also availing itself of thet®tgic Committee made up of all the senior members
of the Bank, is fully aware of all the businessksissees to the implementation of the strategic
guidelines and the risk controlling policies defingy the Board of Directors. In particular, it poses
operating limits for the assumption of the varityges of risk, considering the stress tests caoigdy

the appointed units, in accordance with the ma#ewssaged by the Bank’s internal policies.

The General Management, with a view to facilitating development and the divulgation - at all Isvel

- of a culture of risk control, plans the trainipgogrammes for the Bank’s personnel on the basikeof
proposals made by the HR Division.

The Board of Statutory Auditors carries out periodhecks so as to ascertain the completeness,
adequacy, functionality and reliability of the imal control system.

When carrying out its tasks, the Board of Statutduglitors uses suitable information flows provided
by other Corporate Bodies and control functionse Tagular attendance of the Board of Statutory
Auditors during Board meetings, which are held gwero weeks, represents a guarantee with regard to
prompt information to the Control Body with regaodmanagement events.

The sound and prudent management of the bankssureshby a suitable business organisation, which

envisages a complete and functional system ofnatexontrols.

Specifically, the Bank’s System of internal congri divided up into three different levels:

* line controls: aimed at ensuring proper executiéntransactions. They are carried out by the
production structures themselves or incorporatdtienprocedures and the IT systems, or carried out
as part of back office activities.

For the purpose of spreading within the entirecttme deep-rooted awareness of the internal and
external regulations, the Bank immediately commateid their updates to all relevant corporate
functions using the dedicated electronic portalrédoer, the controls to be implemented within each
business process are broken down in the specia ‘@ontrol manual”. Finally, with the aim of
harmonising the conduct of the operators facihigtihe integration of the controls, the mapping of
the main business processes is made availableerfdr all the personnel by means of a specific
application;

» controls on risks and on compliance (the “seconeétleontrols”), aimed at ensuring, among other
things:

o the correct implementation of the risk managementgss;

o the observance of the operating limits assignétdoarious divisions;

o the compliance of business operations with starsjlandluding those concerning self-regulation.
The second level controls are delegated by thengsational rules to the Risk Management, Planning
& Control Service, the Compliance Service and tmi-Anoney Laundering Service. The functions
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in charge of these controls are different from éhmscharge of production; they contribute towards
the definition of the risk governance policies déinel risk management process;

* Internal audit (known as “third-level controls”)inged at identifying violations of procedures and
regulations as well as evaluating on a regularsb#s completeness, adequacy, functions and
reliability of the internal control system and betIT system. These activities are carried outhiey t
Internal Audit Service.

The company control functions who see to the secamdl third level controls have the authority,
resources and expertise necessary for the perfaeratiheir tasks.

The company organisation chart envisages - in cam with the Supervisory regulations - the
hierarchical and functional relationship of the g@amy's control functions with regard to the Boafd o
Directors.

The control functions have access to all the a@wicarried out by the Bank, both at the centifates
and at the peripheral structures, as well as dioynmation relevant for the performance of theiki&as

The function of Supervisory Body, established parguo Italian Law 231/01, has been assigned to the
Board of Statutory Auditors as from 15 November2@®reviously, the Supervisory Board consisted of
seven members, including the Chairman of the Bo#r8tatutory Auditors, the heads of the control
functions and a Bank official who also carried the role of secretary, whereas the Chairman of the
Supervisory Body was an outside professional.

During the meetings held during the year, the 23HyBwas in a position to dwell, with greater
attention, upon the adoption by the Bank of theessary organisational measures associated with the
application of the regulations contrasting moneyntiering and the financing of international teisori

in the light of the changes that occurred withidtalLegislative Decree 90/2017.

The 231 Body also examined and discussed the amepaits of the various control functions of the
Bank, in particular evaluating any critical aspeetserging and the related measures adopted and/or
planned by the Bank for their removal.

Special attention was paid to the judicial procegsithat also involve the Bank pursuant to Italeam
231/2001 (Ca.ri.fe. affair).

With regard to preventive proceedings, it shoulchbted that, despite the fact that the case waedlo
since it was time-barred, the Bank was involvedardy as a result of the charges against its dirsct
and managers, but also as an administrative bagponsible pursuant to Italian Legislative Decree
231/01.

The examining magistrate rejected the first seizaggiest on 19 June 2017 and the second one on 21
December 2017.

Following the rejection, the Public Prosecutor adpé to the Supreme Court of Cassation, which will
discuss the matter at the end of March 2018. ThatQy Cassation will be able to confirm or cancel
the decisions of the examining magistrate andhénevent of cancellation, the request for seizube w
be assigned again to the assessment of the Coletri@ra.

With regard to the proceedings on the merits, asgmt no request has been quantified by those who
brought a civil legal action against Banca Valsahbi

Copies of the reports of the 231 Body, which amreéed in the specific stamped and dated book, are
sent to the Chairman of the Board of Directors #red Chairman of the Board of Statutory Auditors.
During 2017, the Body received a number of writtemmunications indicating alleged irregularities in
the management of the bank; following the relatia@d appropriate investigations, these
communications were responded to where deemed ssygesYou are hereby reminded that the
company website contains all the information regeydhe Organisational Model adopted by the Bank
as well as the composition of the Supervisory Body.
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Compliance department

The risk of non-compliance is overseen by the Caanpk Service. The activities of the compliance
department include the monitoring of new regulati¢aso with the support of specialist functiorng
assessment of impacts, the proposal of organisdtiand procedural changes aimed at ensuring
adequate monitoring of identified non-compliansksi as well as the checking of the efficacy of the
organisational adaptations carried out by the dperanits (structures, processes, proceduresdirgiu
operational and commercial) suggested for the pteme of the non-compliance risk. In detail, the
Compliance Service works together with the othertimd functions (Internal Audit, Risk Management,
Anti-money Laundering) for the purpose of develgpits risk management methods in a consistent
manner with strategies and business operationskshwehether situations involving conflicts of irget

in "investment services", or the possible occureent such conflict, can be eliminated, reduced or
managed, and submits the new cases for the atteotiGeneral Management, making suggestions for
their overcoming or solution.

The Compliance Department sees to consulting asidtasce vis-a-vis the Bank’s Corporate Bodies
with regard to all the matters in which the risk mén-compliance is relevant. Furthermore, the
department collaborates in staff training actigt@n the provisions applicable to the activitiegied

out, for the purpose of spreading a corporate wltustilled with principles of honesty, correctaesd
respect of the spirit and letter of the law.

The Compliance Service constantly updates the nateregulations that allow the Compliance
Department of the Bank to monitor, according toisk-based approach, the management of non-
compliance risk with regard to business activitiesjfying the adequacy of internal procedures.

Anti-money Laundering Function

The Anti Money Laundering Service is hierarchicallyd functionally autonomous, compared to each
operating structure of the Bank and acts autonoiypaursl independently, reporting the results of the
activity carried on to the Corporate bodies witleghvity and impartiality.

The Anti-money Laundering Service has the taskoottioually checking that the company procedures
are consistent with the aim of preventing and @sting money laundering and the financing of
terrorism.

The operations of the Service pursue the twofoketire:

* implementing the fulfilments with regard to repodiof suspect transactions, carrying out
checks with regard to the observance, of the pimwss regarding anti-money laundering,
notifying to the Ministry of the Economy and Finanany violations of the regulations on the
use of cash and bearer securities as well as rdsppto the requests of the Authorities;

» providing advisory support to the organisationauaures further to the issuance of new
provisions regarding anti-money laundering havingnapact on the Bank.

The guidelines adopted by the Bank with regard mibi-rmaoney laundering consider the
provisions issued by the Bank of Italy. The “Anteney laundering Policy”, approved by the Board of
Directors, brings together the guiding principletating to the strategic stances and the government
policies, the organisational and control safegudodsisk, appropriate checks, obligations to ainsta
and active collaboration vis-a-vis the Supervisdwhorities.

The Anti Money Laundering Service adopts, as amrungent for internal regulation of the
specialist function, its own Regulations approvgdhe Board of Directors; internal regulations fise
by all personnel is instead summarised in the fofra Manual, with the aim to collect together the
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operational principles and rules adopted by thekBan the prevention of money laundering and
terrorist financing risks.

The Anti-money Laundering Service, aided by the @lmnce Service, takes steps to identify
the external regulations applicable and, in colfabon with the competent Corporate Functions,
assesses their impact on the process and the ahterocedures. In particular, owing to what was
already established by IV Directive (EU) 2015/848&sued by the European Parliament and the
European Council and implemented by Italian LegigtaDecree no. 90 of 25 May 2017, which
amended, effective as from 4 July 2017, Italian itletjve Decree no. 231/2007 relating to the
prevention of the use of the financial system foe fpurpose of money laundering and terrorist
financing, started the necessary internal regufedad procedural adjustments.

The Anti-Money Laundering Service supports the fdirag division, which is headed by the HR
Division, in the preparation and delivery of dedézhinternal staff courses aimed at raising awagne
on anti-money laundering and financing of terrorisithin the Bank's established training plans.

Risk Management Department

The purpose of the Risk Management Departmentimpéement the risk control policies, by means of
an appropriate process for identifying, measurimg @monitoring such risks; this Department is assign
to the Risk Management, Planning and Control Servide structure of the Service and its positioning
within the organisational model of the Bank provideegrated oversight of the various risks to which
the intermediary is exposed.

The Bank’s Organisational Structure and the regiatof the Service regulate the following tasks:

» verify the adequacy of the RAF (Risk Appetite Fraraek) and, continuously, the adequacy of the
management process of risks and operating limits;

» collaborate in defining and implementing the RARe trisk governance policies and the various
phases that make up the related management prasegd| as in fixing the operational limits to the
assumption of various types of risk;

» verify the adequacy of the RAF and the adequadh@®imanagement process of risks and operating
limits;

* monitor the actual risk assumed by the Bank andatapliance with the risk objectives as well as
the compliance with the operating limits;

* see to the measurement/valuation of the individRilér |1 and Il risks, both in situations of normal
course of business and in situations of stresgnayysing also the other risks difficult to quantif
The Risk Management department also sees to theagewent of the instruments and the methods
for handling and measuring the risks, reportinghi® corporate bodies and the units involved with
regard to the results of the analysis, ensuringnduessary disclosure;

* seeing to the calculation of the current and fasecapital requirements of the Bank for ICAAP
purposes (Internal Capital Adequacy AssessmenieBs)c

» proposing the quantity and quality parameters regufor defining the RAF (tolerance thresholds
and operational limits), consistent with the methaded within the ICAAP process;

» collaborate in the drafting of the "Public disclosu(Pillar 1l1);

» coordinate the preparation and updating of the RergoPlan, by supporting the Corporate Bodies in
particular in the identification of the indicatoms,the calibration of the thresholds for the aation
of the Plan and in the identification of the reagveptions.

The area of operations of the Risk Management Deyeat includes the following types of risk:
» credit risk and counterparty risk;
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* market risk (relating to both the trading book @mel bank book);
» operational risk;

» concentration risk;

* interest rate risk of the banking book;

* liquidity risk;

» risk related to the portion of encumbered assets;
* risk of excessive leverage;

* reputational risk;

» strategic risk;

* residual risk;

» risks deriving from securitisations;

o IT risk.

As part of the periodic review activities on thgkrmonitoring perimeter the bank is subject to, Rk
Management, Planning and Control Service also takegss to monitor other risk aspects that are not
subject to specific measurements (both qualitagive quantitative).

Examples of these risks are the model risk, thenwpuisk, the transfer risk, the underlying risksd
the risks linked to the macroeconomic environment.

The activity of the Department aims at identifyirggsessing and monitoring the various types of risk
assumed or that can be assumed in the various dsgsisegments and proposing the appropriate
mitigation and prevention, seizing - within an mated logic - the interrelationships, reporting th
records to the Corporate Bodies.

The Risk Management Department checks the adeguatgfficacy of the measures adopted to remedy
the shortfalls noted in the risk management prqocasmtifying any areas for improvement and
providing disclosure within the sphere of the ICApfcess.

Finally, the Risk Management, Planning and ConBefvice constantly monitors the risk profile
assumed by the Bank compared to the risk appetiti@edi in the RAF, reporting to the Corporate
Bodies.

Internal Audit Department

The Internal Audit department, as part of thirdelecontrols and the checks carried out, operates
autonomously and independently. The Internal ADdipartment checks, based on the annual planning,
the suitability and the efficiency of the Intern@bntrol System, the regularity of the corporate
operations and the observance of the policies adopith regard to risk assumption; it also cheties t
efficiency and the effectiveness of the secondlleeatrols assigned to the other corporate control
functions and, in particular, those aimed at emguthe containment of the business risks within the
level deemed acceptable by the Bank. The departaisot takes steps to ascertain the removal of
anomalies reported in the operating processesratiteifunctioning of the controls by means of fallo

up activities, and to carry out checks on the di/&ractioning of the Internal control system.

The unit presents the corporate bodies with antgudn each year, indicating the planned control
activities.

96



The Internal Audit Department carries out checls® alith regard to specific irregularities, as per i
own initiative or upon the request of the Boardafectors, the Board of Statutory Auditors or Geher
Management. In conclusion, the tasks of the umiuohe the checking of the observance in the various
operating sectors of the limits envisaged by thi@isation mechanisms, with particular referenxce t
the Loans and Financial Sectors.

Section 1 - Credit risk
Qualitative information

1. General aspects

The business model adopted from day one by the Baeksentially based on loan brokerage activities
and is aimed at supporting families and the marufaxgy sphere in the various areas of competence,
according to the management guidelines outlinethbyBoard of Directors and in compliance with the
statutory provisions.

The activity of credit disbursement mainly addresse retail, small business and small/medium-sized
company segments, in that they are entities thaiime a reference contact, capable of understanding
and satisfying the needs; lending activities al$drass the corporate segment to a lesser extent.

The Bank, holding in due consideration its econdaguaity amounts and the related economic scenario,
outlines the lending policies overseeing the quaidit the loans both during the first loan proposal
resolution and in the subsequent management oétagon.

The policies in the last few years have seen tHdtisgp of the loans and the loans portfolio
diversification as the strategic approach in otdemitigate the impact on the overall credit rigktloe
Bank.

The loan policies established by the Board of Doexhave contributed towards the adoption, by the
appointed structures, of greater precision botlinduthe opening of the relation and in its subsetjue
management.

In the starting stage of the relation, particuléer@ion must be paid to the quality of the entegyurial
projects underlying the financial intervention regd of the Bank, in particular, the income-earning
prospects of the business as well as the conseghbgity to repay are evaluated.

The management and monitoring of the loan alreaslyudsed are aimed at timely restructuring the
relation in accordance with the changes in the econ and financial situation of the counterparaesl
identifying any potential irregular trend. This nitoning is useful for preventing the effects of the
deterioration in creditworthiness as well as fayrpptly intervening with corrective actions in remay
anomalies (for example, reiteration of overrunsyeéase in unpaid instalments, acceptance of partfol
presentations on names already in default). Theagement of the credit facilities granted is based o
the principles of utmost prudence and therefore sigyp of performance not in line with correct
operations is regularly analysed in order to impatrthe necessary actions.

Commercial policy is pursued through the branchvoek both in the geographical areas in which the
Bank has a traditional presence, the objectivesgdtie constant consolidation of its position, ands
new markets, in order to acquire new market shares to facilitate the growth of loan brokerage
activities.

2. Credit risk management policies
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2.1 Organisational aspects

The factors that give rise to credit risk are miato the possibility of an unexpected change & th
creditworthiness of a counterparty to which thexeexposure generating a corresponding unexpected
change in the current value of the relevant logroeure.

Therefore, the credit risk is not only the posgipibf insolvency of the counterparty, but also there
worsening of its creditworthiness.

The assumption and management of the credit riskregulated by means of the formalisation of the
underlying process, detailing the role of the coap® bodies, the operations of all the parties liraah
defining the first level controls and specifyingttole of the control functions.

The General Management implements the loan polisgged by the Board of Directors and oversees
the performance of the process, coordinating itiqadar the operations of the Loan Sector.

The "Performance Monitoring" Service is entrustethwhe monitoring of performing and past due
loans, in coordination with the area network. Taiivity is aimed at encouraging an anticipatory
management of the credit risk and implementingnfamagement strategies for improving the Bank’s
credit quality. The activities for handling the agbnships classified as Probable Default and Non-
performing are assigned by the organisational systethe Pre-litigation Service and the Legal And
Disputes Service, respectively.

Note that, effective as from 5 February 2018, tlenk8s organisational structure was modified by
setting up the Anomalous Loan Division and inclgdthe Trend Monitoring, Pre-dispute, Legal and
Disputes Services. The change in the organisatistratture is aimed at improving synergies and
coordination between the various services as pathe debt collection activities by optimising the
reporting process with regard to corporate bodies.

The Bank has endowed itself with a special intem@tument called “Consolidated Law for the
management of anomalous and non-performing loaat’ defines the main tasks and guidelines in this
matter, which are further specified in the relevaatvice regulations. The Board of Directors also
defined a specific Loan Assessment Policy thatnésfithe methods for assessing the loan and
receivables portfolio of the Bank both performirrgrapaired. This Policy was revised in 2017 in orde
to implement methods for estimating the recovenyes of receivables based on best practices on the
matter, as well as to take into account of the @wes of internal statistics. Also in considerabbthe
entry into force of the new accounting standard3FR as well as the recent "Guidelines for Italiass
Significant Banks on the management of impairechdbassued by the Supervisory Authority in
January 2018, the valuation policies will be subjecfurther updates also during 2018, thus taking
advantage of the new assessment logics introdugdidebchange in the accounting standard, as well as
the expectations of the Bank of Italy on the matter

The company functions involved in the credit precase as follows:

» the Loans Committee, whose mission involves gui@ngd optimising the Bank’s loan policies,
as part of the strategies established by the Bofabdrectors;

* the Anomalous Loan Committee, with the aim of suppg General Management in the
formulation of strategies for recovery and handlioiganomalous relationships and in the
adoption of organisational and operative solutighsected at improving the supervision
activities in the structures involved in the cramlibcess and their co-ordination;

» the Business Division that, with the aid of thea&tgic Planning Sector and Corporate Affairs,
sees to checking the sustainability of the lenduoticies adopted, making proposals to the
General Management relating to:

o the instruments and types of counterparty to wkirehloan is destined for the purpose of
generating profitable and fractioned loans;

o the technical forms to be preferred defining theximam limits in terms of amount and
maturity;
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o the business sectors and geographical areas teefegrpd with a view to diversification
of the risk;

» the Loans Sector that manages and checks the prémesssuming the risks related to the
disbursement of credit, proposes the credit managemolicies and plans the consequent
activities, supporting the branch network both dgrthe first origination and as part of the
review of credit facilities granted;

* the Performance Monitoring Service that deals wh#hmonitoring of performing positions with
anomalies and past due and/or overdue loans;

» the Pre-dispute Service that manages the loanagtiortflassified as probable default of the
Bank;

» the Legal and Dispute Service sees to the legacsspf the cases classified as non-performing,
with the aim of optimising the debt recovery phat® by means of the use of outside legal
professional and collaborators;

* the Risk Management, Planning & Control Servicechhs entrusted with the checking of the
correct performance of the trend monitoring on kib@n exposures, in compliance with the
matters envisaged by Bank of Italy Circular 28520%upervisory instructions for Banks”;

* The Internal Audit Service that assesses the fonality and reliability of the entire internal
control system and checks, amongst other aspéetslending is carried out in accordance with
the rules.

As part of the adopted risk management and assomptiitial supervision is in the Branch, both via
constant and continual dialogue with the custonagrd availing itself of information sources of an
internal and external nature, with the help alsthefIT procedures.

During the loan approval and review, the Bank asedythe financial requirements of the customer and
the documents required for making an adequate smee$ of the borrower's creditworthiness.
Therefore, the decision to grant credit is baseti bo the analysis of the complete set of infororati
relating to the economic subject and on the dilesiwledge of customers and of the economic
environment in which it operates. All the appropedcess activities concerning the operational mece
which lead to the disbursement and periodic revidwthe position, are developed with the aim of
disbursing a fair loan at individual name (and/ooup) level, envisaging the most suitable technical
forms of the credit facility and proper compensafior the risk assumed.

The Board of Directors defined, as part of the ‘hddegulations”, the autonomous decision-taking
systems of each body delegated to grant credit.observance of the powers authorised by the Board
of Directors is guaranteed by the automated chpoikgded in the data processing system with which
the loan approval process is managed.

2.2 Management, measurement and control systems

The credit risk management, measurement and caystéms develop within an organisational context
that involves the entire credit process cycle, fribra initial approval process to the periodic revie
stage, and up to the revocation and recovery stage.
The Bank also carries out quantitative and qualgaanalysis for the purposes of the measuremeaht an
periodic control of the Credit Risk. In particuléine quantitative assessments use different inginten
that provide information from an economic, finahead equity standpoint of the customer:
« financial statements and tax returns: assessmettheo equity and financial balances,
determination of the degree of indebtedness, datatiron of the net financial positions,
analysis of the economic indicators;
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* Relation with the Bank: analysis of the currentaastd transactions, the average use of the credit
facilities agreed, checking of the regularity ipagment of loans;

» relations with other Banks: analysis of the Cenitakdit Register and of other external
databanks:

At any given time, the Bank is aware of its expestor each customer, since the information system
adopted makes it possible for each counterpartgt@éover or group of associated customers) to use
updated information and data each day.

Generally speaking, when providing credit, in additto observance of the legal and supervisory
provisions envisaged for financial brokers, the IBeesolves to achieve the following:
» the best knowledge of the contractual countergarfiee the purpose of assessing the related
current and future credit capacity;

» the use of the most appropriate technical form wetiard to the loan requirement to be satisfied,
taking into account the guarantees and the duration

» the diversification of the credit risk, limiting éhconcentration of the exposures on groups of
associated customers/groups of businesses or amidunal sectors/branches of business
activities;

» asuitable economic return from the relation coragdo the risk assumed,;

» the control of the performance of the individuakipions carried out by means of the periodic
review of the cases and systematic monitoring aiets;

* the best management of impaired loans.

With regard to the determination of the capitaluiegment in the presence of credit risk (Firstap)ll
the Bank uses the standardised method envisagetthebysupervision Provisions, in line with the
proportionality criteria. The related informatiansubject to quarterly reporting to the Bank dlfylta

The Bank calculates prudential requirements (Fiar) and assesses the capital adequacy using the
SDB Matrix application. Moreover, the Bank uses fitecedure known as C.C.M. (Credit Capital
Management) with the aim of integrating the measergs, as well as part of the supervisory review
process (Second Pillar) and for the drafting obrépfor public disclosure (Third Pillar).

The Bank, for merely internal management and ojmeralt purposes, adopted the rating model provided
by the outsourcer Cedacri (CRS Credit Rating Systerhich is used in monitoring the credit quality o
exposures previously granted and that, allowingnely identification of the signs of deterioratioh

the credit, represents a valid management support.

This model, broken down on a specific segmentatibgustomer portfolio, is based on a statistical
analysis and on a careful selection of the indisatised for estimating the probability of default
In particular, the adopted model assigns a proibalaif default for each customer, through an inérn
statistical scoring system, based on the analysiaternal and external indicators. In particuldre
credit relation is analysed on the basis of thie¥ahg information:

» performance of the relation with the Bank,

» performance of the customer with the system (Ce@iradit Register),
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» economic and financial performance of the custofffim@ncial statements)

* customer's business segment (Private consumerd] Bosnesses, SMEs, Large Corporate,
Real Estate, Financial and Institutional).

Based on the estimated probability of default, eaottion is assigned the corresponding rating. The
rating scale used is defined by the IT outsour@eithe basis of statistical studies.

As part of the credit trend monitoring, the Funceidnvolved in the process are supported by sgecifi
operational procedures provided by the OutsouresiaCri.

In particular, the Bank uses the “Credit Qualityridgement” application that supports the departments
in charge of identifying the counterparties to l#jected to monitoring and managing the already
anomalous positions. In particular, the applicatdimides the customers up into monitoring sub-
portfolios according to the Bank’s strategic guie$; for each customer “cluster” identified, it is
possible to associate different lending strategigiyy a customisation of the process chosen indesm
players and actions to be undertaken, providinginaegrated view of current operations and the
historical analysis of the relations.

The key elements of the procedure are: the dedmitif the status of the credit, the assignmentef t
risk classes and the identification of an operapngcess with various types of action practicalole f
each position surveyed by the application, alsemifying among the operational roles involvedha t
process.

The Credit Risk management and monitoring activitee also supported by portfolio analysis and
specific processing, produced by the Bank on tsésha internal databases. This reporting is fuomal
for the optimisation of the monitoring activities.

2.3 Credit risk mitigation techniques

The main levers for the mitigation of the credgkriare represented by the system of guarantees that
assist the loan exposures, a contained degreenckntration with respect to the borrowers, as all

by a suitable level of diversification of the lolay credit type and commodities sector.

In particular, with reference to concentration righkthin the sphere of the “lending policies”, tBank

has established a series of limits relating tocthiecentration of the loan exposures vis-a-vis iiiial
counterparties or groups of associated countegsaaind vis-a-vis counterparties belonging to timeesa
business sector. These limits are constantly madtdy the Risk Management, Planning & Control
Service and are the subject matter of specificteqmpto the Corporate Bodies.

The handling of the guarantees and the relatedatpgr processes are formalised in the internal
regulations.

The method for managing the guarantees is intefjyri@ethe information system, from which it is
possible to infer the main information relatedher.

With a view to ensuring the observance of the $pe@quirements envisaged by the new Supervisory
provisions, the system for handling the guaranimgéemented by Cedacri has been used, providing the
instruments for the management of the processestlamddata relating to the classification and
assessment of the instruments guaranteeing thé,aredompliance with the Bank’s management and
strategic objectives, according to the dictatessaged by the Supervisory regulations.

The Bank, in order to mitigate credit risk, usedlaterals and personal guarantees. In particule, t
main types of collaterals used are real estategaget liens and financial collaterals.

The Bank uses an ad hoc procedure, known as “@dlat provided by the outsourcer Cedacri, so as to
efficiently oversee the entire process for the &stjon, assessment, checking and realisation ef th
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mortgage liens, identifying all the inherent inf@on and the link between the assets provide as
collateral and those entitled to the asset. Thequhore also permits the periodic up-dating of the
“current” value of said guarantee and the contfadhe consistency of the value of the guaranteé wit
respect to the risk resolved. The relationship betwthe loan and the value of the asset provided as
collateral is subject to monitoring, also throupgh statistical revaluation process of expert value.

The Bank also defined specific organisational psses and operational guidelines for collecting
pledges on financial instruments with a view totpcting the underlying credit exposures from
fluctuations in market rates.

Personal guarantees consist for the most partriorpeance bonds granted by both natural persons and
companies. Note also that in recent years the Besieted to the form of guarantees given by th&eeSta
through Mediocredito Centrale pursuant to Law 6896l as well as to the use of guarantees issued by
specialised entities (e.g. Confidi) for the loamarnged. A special agreement was also signed weh th
European Investment Fund in 2017.

To date, the Group has not used credit derivatiselsedge or transfer the risk against the portfolio
loans.

2.4 Impaired financial assets and exposures subgectoncession measures

With regard to the classification of the loans, Bank applies criteria compliant with the interoathl
accounting standards and the Supervisory Instmgtio

With regard to the classification of the exposuresh particular reference to the impaired oneg, th
Bank makes reference to the legislation issuedhiey Supervisory Authority, supplemented by the
internal regulations that fix criteria and rules tbe classification of the loans within the spheféhe
various risk categories.

Moreover, the legislation, contained in Bank oflyit&ircular no. 272/2008 and Regulation (EU)
680/2014, requires that the relationships subjectdncession measures (known as forbearance) be
identified both within the sphere of performing mgaand impaired loans, respectively defining the
categories “Forborne performing exposures” and “lerforming exposures with forbearance
measures”.

The legislation defines forbearance measures asigekato the original contractual terms and
conditions, or the total or partial refinancing thie debt, which are granted to a debtor who finds
themselves or is close to finding themselves ifiadity when meeting their financial commitments.

Specifically, the impaired financial assets arad#d up into the non-performing, probable defaudtst
due exposures and/or impaired overruns categalipending on the following rules:
* Non-performing: all the on and off-balance sheet exposures vis-eaa party in a state of
insolvency (even if not legally declared so) oessentially similar situations, irrespective of any
loss forecasts formulated by the bank.

* Probable defaults (“unlikely to pay”): classification in this categois, first and foremost, the
result of the opinion of the bank regarding the riotgability that, without recourse to action such
as enforcement of the guarantees, the debtor $aliigfies (in terms of principal and/or interest)
its loan obligations. This valuation must be catraat independently from the presence of any
amounts (or instalments) past due and unpaid. Tdreteit is not necessary to wait for an
explicit symptom of anomaly (non-payment), if elertseexist that imply a situation of default
risk of the debtor (for example, a crisis in thdustrial sector in which the debtor operates).
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» Past due exposures and/or impaired overrunscash exposures, other than those classified
under non-performing or unlikely to pay, which,ashe reporting reference date, are past due
or overrun by more than 90 days.

The past due exposures and/or impaired overruns beagletermined by making reference,
alternatively, to the individual debtor or the mdiual transaction; the bank adopts a “by debtor”
approach, as described below.

The past due or overrun must be on-going. Spetiificen the event of exposures involving
repayment in instalments, the instalment not paad lhas the longest delay must be considered.
If several past due exposures and/or overruns bie rtiean 90 days refer to a debtor, it is
necessary to consider the longest delay. In thateMeopenings of credit in current accounts
upon revocation in which the credit facility limiigreed has been exceeded (also due to the
capitalisation of the interest), the calculationtlteé overrun days starts - according to the case
which occurs first - as from the first date of nmeyment of the interest that leads to the overrun
or as from the date of first request for repaynuérihe capital.

The overall exposure vis-a-vis a debtor must begeised as past due and/or impaired overrun
if, as at the reporting reference date, the greatesveen the following two values is equal to or
greater than the threshold of 5%:

a) average of the past due and/or overrun instabrarthe entire exposure registered on a daily
basis in the last previous quarter;

b) past due and/or overrun instalment of the emti@osure referring to the reporting reference
date.

Within the sphere of the three categories of ingghifoans, in compliance with legislation, the
relationships subject to “concession measures” (f{derforming exposures with forbearance
measures”) are identified.

The capacity of “forborne non-performing” does tlo¢refore represent a reporting category in itself
within the sphere of the impaired loans, but rataeradditional transversal attribution to the three
categories above.

The information relating to the impaired exposugesupplemented in the information system with the
aid of specific instruments that support the hargdthereof and indicate the related status.

On the basis of the specific anomaly indices regabldoth with the IT procedures and on the basis of
gualitative assessments and in light of what isaldsthed by company regulations, the Trend
Monitoring and Pre-dispute Service govern the diaasion process for the loan positions and the
process of the variation of the related statusiwithe limits of autonomy established by the Boafd
Directors and General Management.

The Performance Monitoring Service sees to theopmihg and past due loans. As part of performing
loans, for operational purposes the Bank has défnsub-class of loans known as “Under Control”, in
which the exposures showing a not fully regulandref the loan relation are classified.

The Pre-dispute Service has the task of managmgadiitions classified as unlikely to pay, furthgri
the initiatives aimed at protecting the Bank’s irigi

The non-performing loans are managed by the LeghlDaspute Service that assesses the actions to be
undertaken for maximising the recovery of the dredcting also with regard to guarantors and
enforcing the payment of possible guarantees.

The assessment of the collectable nature of thainegb loans takes place on the basis of the aiteri
defined by the Board of Directors contained ingpecific assessment policy.

Quantitative information
A. Credit quality
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A.1 Impaired and unimpaired loans: amounts, impaiant losses, trend, business and geographical

distribution

A.1.1 Distribution of exposures by portfolio andextit quality (carrying amounts)

Non- Unlikelv to Impaired | Unimpaired Other
Portfolios/Quality performing a y past due | pastdue | unimpaired Total
loans pay exposures exposures | exposures
1. Available-for-sale financial assets - - - - 766,70 766,708
2. Held-to-maturity financial assets - . - - . -
3. Loans and receivables with bankg - - - - 129,37 129,372
4. Loans and receivables with 181,66] 113,46] 24,22 64,26]  2,656,36{ 3,039,985
customers
5. Financial assets measured at fair | 1 | | 9.38( 9.38(
value
6. Discontinued financial assets - - - - - -
Total 31/12/2017 181,66 113,46 24,224 64,26 3,561,82{ 3,945,440
Total 31/12/2016 195,60¢ 153,52 29,554 59,48] 3,571,85] 4,010,028
A.1.2 - Distribution of exposures by portfolio aratedit quality (gross and net values)
Impaired assets Unimpaired assets
. . ivi Total (net
Portfolios/Quality Sy | ELELEL Net Gross Collective Net -~ (
impairmen . . posure)
exposure ¢ exposure | exposure | impairment | exposure
1. Available-forsale financig i i i 766,70 i 766,70 766,708
assets
2. Held-to-maturity financia i i i i i i |
assets
g. Loans and receivables w 1 1 12937 1 12937 129372
anks
4. Loans andeceivables witl 595 941 57358f 319,35 2,732,89 12,26] 2,720,63 3,039,985
customers
5. Financial assets measurs i i i i i 9,38( 9,38(
at fair value
6. Discontinued financial i i i i i i |
assets
Total 31/12/2017 592,94 273,58 319,35} 3,628,97 12,264 3,626,08 3,945,440
Total 31/12/2016 620,02] 241,33 378,68 3,635,04 12,88] 3,631,34 4,010,028
Assets with evidently low Other
i i credit quality assets
Portfolios/Quality
Accumulated Net Net
losses exposure | exposure
1. F_inancial assets held for _ _ 174
trading
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2. Hedging derivatives

Total 31/12/2017

- 174

Total 31/12/2016

- 392

A.1.3 On and off-balance sheet exposures with barg®ss and net values and past due brackets

Gross exposure

Individual | Collective Net
Impaired assets impairment impairment exposure
T f /A t . .
ype of exposure/Amounts oy [o8g|o8 = s
DE |[LSE|LS &
(S (S
A. ON-BALANCE SHEET
EXPOSURES
a) Non-performing loans - - -
- of which: forbearance exposures - - - -
b) Unlikely to pay - - - B
- of which: forbearance exposures - - - -
d) Impaired past due loans - - - -
- of which: forbearance exposures - - - -
d) Unimpaired past due loans - - - -
- of which: forbearance exposures ) ) ) )
e) Other unimpaired exposures - 144,878 - - 144,878
- of which: forbearance exposures ) ) ) )
TOTAL A - 144,878 - - 144,878
B. OFF-BALANCE SHEET
EXPOSURES
a) Impaired - B B )
b) Unimpaired - 3,782 - - 3,782
TOTAL B - 3,782 - - 3,782
The “Other unimpaired exposures” (cash) are madefujpoans and receivables with banks” as per

asset item 60 and by debt securities issued byshaa&orded in asset item 40.

A.1.4 On-balance sheet exposures with banks: grogsaired
A.1.5 On-balance sheet exposures with banks impéitetal impairment losses

The tables are not drawn up since there are noifagpaxposures due from banks.

A.1.6 On- and off-balance sheet exposures with onsérs: gross values, net values and past due

brackets

Gross exposure

Type of exposure/Amounts

Impaired assets

Unimpaired
assets

Individual
impairment

Collective
impairment

Net
exposure
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® e ™ é 0| © Q ;
SE |ELE|ELE| &8
Qo SZ2QISE S| >
Dg |LEE|LE &
S S
A. ON-BALANCE SHEET
EXPOSURES
a) Non-performing loans - 1,582| 8,041| 401,719 229,675 - 181,667
- of which: forbearance exposures - 17 2,147| 52,683 33,090 - 21,757
b) Unlikely to pay 66,323| 20,453| 21,457| 47,053 41,824 - 113,462
- of which: forbearance exposures 41,830 10,671| 8,362 12,468 19,178 - 54,153
d) Impaired past due loans 12,321| 5,776| 6,442 1,776 2,089 - 24,226
- of which: forbearance exposures 10,294| 2,387 1,376 42 1,092 - 13,007
d) Unimpaired past due loans - - 65,585 - 1,324 64,261
, - - 16,102 - 492 15,610
- of which: forbearance exposures
e) Other unimpaired exposures - - 3,427,887 - 10,941 3,416,946
_ - - 79,103 - 567 78,536
- of which: forbearance exposures
TOTAL A | 78,644 27,811 35,940 450,548 3,493,472 273,588 12,265 3,800,562
B. OFF-BALANCE SHEET
EXPOSURES
a) Impaired 6,328 - - 435 - 5,893
b) Unimpaired - - 147,105 - 465 146,640
TOTALB 6,328 - 147,105 435 465 152,533

The net cash exposures comprise both the loanseaed/ables with customers for Euro 3,040 million
and the bonds present in the assets for sale ecgttlydEuro 751 million and the Financial asset$aat

value recorded in asset item 30 of approximatelpBumillion. Gross non-performing loans, as well a
the related adjustments, are stated net of the\althe default interest.

A.1.7 On-balance sheet exposures with customeresg impaired

Non- : Impaired past
Causes/Categories performing Unl"f'Y to e
loans pay exposures
A. Gross opening exposure 402,457 185,405 32,160
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- of which: exposures transferred
and not derecognised - - -
B. Increases 46,81p 62,494 36,147
B.1 inflows from performing loans 4,627 22,306 30,771
B.2 transfers from other categories
of impaired loans 39,794 14,511 -
B.3 other increases 2,394 25,677 5,376
C. Decreases 37,930 92,613 41,992
C.1 outflows to performing loans - 4,564 13,793
C.2 derecognitions 6,463 7,796 -
C.3 collections 24,114 42,334 11,813
C.4 gains on sales 7,363 - -
C.5 losses on sales - - -
C.6 transfers to other categories pf
impaired loans - 37,919 16,386
C.7 other decreases - - -
D. Gross closing exposure 411,342 155,286 26,315
- of which: exposures transferred
and not derecognised - - -

The line “Other increases” includes, in general:

- with regard to non-performing loans, the charf@xpenses, outstanding amounts and other similar
cases on positions recorded in previous years;

- with regard to the other categories, in partictita unlikely to pay, also the account transfetween
accounts relating to the same name carried out @iiftedate of inclusion in the category (e.g. adean
transactions subject to collection).

A.1.7bis On-balance sheet exposures with customersess impaired: gross forbearance exposures
broken down by credit quality

Causes/Quality Impaired
forbearance Other forbearance
exposures exposures
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A. Gross opening exposure 149,127 106,127
- of which: exposures transferred and |not
derecognised
B. Increases 21,071 32.643
B.1 inflows from performing non-forbearance

exposures 3,175 20,358
B.2 inflows from performing forbearance exposurep

8,832 -
B.3 inflows from impaired forbearance exposures
- 8,666

B.4 other increases 9,064 3,619
C. Decreases 27.921 43,565
C.1 outflows to performing non-forbeararjce

exposures _ 26.433
C.2 outflows to performing forbearance exposures

8,666 -
C.3 outflows to impaired forbearance exposures
- 8,832

C.4 derecognitions 53 -
C.5 collections 19,202 8,300
C.6 gains on sale - -
C.7 losses on sale - -
C.8 other decreases i i
D. Gross closing exposure 142,277 95,205
- of which: exposures transferred and |not
derecognised

A.1.8 Impaired on-balance sheet exposures with onsérs: total impairment losses

Causes/Categories Non-performing Io%ns Unlikely to pay

Impaired past due
exposures
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of which: of which: of which:
Total |forbearance Total |forbearance Total |forbearance
exposures exposures exposures
A. Opening total impairment losses 206,851 28,741 31,882 9,263 2,606 1,719
- of which: exposures transferred and npt
derecognised - - - - -
B. Increases 40,448 6,736/ 28,001 12,583 1,650 713
B.1 impairment losses 34,006 5,802 26,129 12,276 1,638 713
B.2 losses on sale 285 - 1,481 - - -
B.3 transfers from other categories | of
impaired loans 5974 934 391 307 12 -
B.4 other increases 88 - - - - -
C. Decreases 17,619 2,387 18,059 2,668 2,167 1,340
C.1 reversals of impairment losses dug to
valuation 6,718 651 3,414 1,506 1,057 733
C.2 reversals of impairment losses du¢ to
collection 4,018 503 847 247 432 281
C.3 gains on sale 420 420 303 - - -
C.4 derecognitions 6,178 528 6,316 - - -
C.5 transfers to other categories |of
impaired loans - - 5,699 915 678 326
C.6 other decreases 285 285 1,480 - - -
D. Closing total impairment losses 229,675 33,090, 41,824 19,178 2,089 1,092
- of which: exposures transferred and npt
derecognised - - - - - -

The sum of the values booked in rows “Derecognitenmd “Other decreases” is equal to that recorded
in rows “Derecognitions” and "Losses on sale” inléaA.1.7.

A.2 Classification of exposures based on internalogexternal ratings

A.2.1 Distribution of on and off-balance sheet exqaoes by external rating class
On the basis of the guidelines envisaged by the&k Béitaly, the table in question has not been draw
up since the amount of the exposures with exterathgs is exclusively referable to Government

securities, in that the Bank has chosen to awlfiof the rating issued by the authorised agenide
just these assets, as per the specific resolufitredoard of Directors.

A.2.2 Distribution of on and off-balance sheet exqages by internal rating class

The table is not completed in that, to date, thmgamodels provided by the outsourcer are useg onl
for management purposes as a tool for classifynglysing and monitoring the customers.

A.3 Distribution of secured exposures by type obgantee
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A.3.1 Secured credit exposures to banks

The table is not drawn up because there are noeskenposures to banks as at 31 December 2017.
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A.3.2 Secured credit exposures to customers

Collaterals (1)

Personal guarantees (2)

Credit derivatives

Endorsement loans

Value of net Other derivatives Gover
exposure . . Other nment Other Total (1)+(2)
etz | FTRERLLY Securitiedcollateral| .~ [Governm S el public | Banks Oer
properties Iease.d S ents andl Other Other/centra bodies parties
properties central | public partie| !
banks | bodies | Banks| s [Panks
1. Secured on-balance sheet
credit exposures: 2,192,410 1,342,715 - 60,558 34,986 - - . - - 396,479 - 300,419 2,135,157
1.1 fully secured 1,842,69 1,328,46 - 52,184 33,464 g g . g - 149,21 - 268,38 1,831,719
- of which impaired 258,81 205,68 - 1,914 2,768 - - . - - 4,777 - 37,77 252,920
1.2 partially secured 349,71 14,24¢ - 8,374 1,527 - - . - - 247,26 - 32,03¢ 303,438
- of which impaired 20,27 4,524 . 295 19 . . . . . 6,52¢ . 6,055 17,426
2. Secured off-balance sheet
credit exposures: 64,677 6,802 - 28,769 3,539 - - . - - 412 559 19,787 59,868
2.1 fully secured 55,38 6,807 4 27,38¢ 1,09( - - - - - . 559 19,42¢ 55,264
- of which impaired 449 1 - 57 237 - - - - - - - 154 449
2.2 partially secured 9,294 - - 1,384 2,444 - - - - - 412 - 359 4,604
- of which impaired 11 - - - . - - - - - . . 10 10
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B. Distribution and concentration of credit exposes
B.1 Distribution of on and off-balance sheet credikposures with customers by business segment

badie)

Governments Other public bodies Financial companies | Insurance companies Non-financial companies Other parties
2| ¢ 2 | ¢ 2 | ¢ 2 | 9 2 8 g2 | ¢
_ 5 2| 8 5 = | 8 5 = | 8| 8 | B| 8 5 £ g 5 £ g
Exposures/Counterparties o S 5 o S S o S S o S S o S P o S s
° El =t ° El =4 ° El =4 ° El =4 ° El 5 S 5 £}
3 = = 3 = = 3 = = 3 = = 3 = = 3 = =
A. On-balance sheet
exposures
A.1 Non-performing loans - - - - - 713 985 - - - -| 140,360 201,656 - 40,594 27,034 -
- of which: forbearance
exposures - - - - - 67 598 - - - - 16,333 31,011 - 5,357 1,481 -
A.2 Unlikely to pay - - - - - 408 411 - - - - 89,311 37,681 - 23,743 3,732 -
- of which: forbearance
exposures - - - - - - - - - - - 38,195 16,807 - 15,958 2,371 -
A.3 Impaired past due loans - - - - - 521 45 - - - - 15,091 1,289 - 8,614 755 -
- of which: forbearance
exposures - - - - - 418 35 - - - - 8,120 673 - 4,469 384 -
A.4 Unimpaired loans 724,636 - 19,096 - 123| 313,684 - 139 9380 - -| 1,678,028 -| 11,065 736,384 - 937
- of which: forbearance
exposures - - - - - 676 - 15 - - - 68,349 - 898 25,122 - 146
Total A 724,636 - 19,096 - 123| 315,326 1,441 139| 9,380 - -] 1,922,790 240,626/ 11,065 809,335 31,521 937
B.1 Non-performing loans - - - - - 13 86 - - - - 828 252 - 227 80 -
B.2 Unlikely to pay - - - - - - - - - - - 4,689 7 - 11 - -
B.3 Other impaired assets - - - - - - - - - - - 112 10 - 12 - -
B.4 Unimpaired loans - - 1,238 - - 3,694 - - - - -| 129,203 - 459| 12,504 - 6
Total B - - 1,238 - - 3,707 86 - - - - 134,832 269 459 12,754 80 6
Total (A+B) 31/12/2017 724,636 - 20,334 - 123| 319,033 1,527 139 9,380 - -1 2,057,622 240,895 11,524 822,089 31,601 943
Total (A+B) 31/12/2016 1,019,881 - 20,074 - 130] 263,466 1,552 109 9,175 - -1 1,904,89Q 213,742 11,921 712,854 28,027 1,038
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B.2 Breakdown of on and off-balance sheet creditpesures with customers by geographical

segment (book value)

Other European
Ital countries America Asia Rest of world
2 ZOENES CEOL I Total | Net | Total Total Total Total
areas Net |. : ! " Net |. 3 Net | " Net | :
exposure impair |exposuimpairm exposure'mpa'rm exposure'mpa'rm exposure'mpa'rme
ment re ent ent ent nt

A. On-balance sheet
exposures
A.1 Non-performing loans | 181,59¢ 229,654 71 20 - - - - - -
A.2 Unlikely to pay 113,46] 41,821 - - - - - - - -
A.3 Impaired past due loarq 24,224 2,084 - - - - - - - -
A.4 Unimpaired loans 3,463,69{ 12,251 12,82¢ 4 4,064 7 616 - - -
Total 3,782,98]285,82] 12,89] 24 4,066 7 616 - - -
B. Off-balance sheet
exposures
B.1 Non-performing loans 1,064 417 - - - - - - - -
B.2 Unlikely to pay 4,70( 7 - - - - - - - -
B.3 Other impaired assets 124 10 - - - - - - - -
B.4 Unimpaired loans 146,52 464 - - 12( - - - - -
Total 152,411 899 - - 12¢ - . - - -
Total (A+B) 31/12/2017 3,935,39{286,72( 12,89] 24 4,184 7 616 - - -
Total (A+B) 31/12/2016 3,926,09(256,48] 3,053 22 1,073 14 124 - - -

B.3 Breakdown of on and off-balance sheet credipesures with banks by geographical segment

(book value)

Other European
Italy countries America Asia Rest of world
Exposure;ﬁgae: e Net | rotal Net | rotal Net | rotal Net | rotal Net | rotl
exposureImpalrm exposur(eImpalrm exposure'rnpalrm exposureImpalrm exposure'rnpalrme
ent ent ent ent nt
A. On-balance sheet
exposures
A.1 Nonperforming loan - - - - - - - - - -
A.2 Unlikely to pay - - - - - - - - - -
A.3 Impaired past due
loans - - - - - - - - - -
A.4 Unimpaired loans 131,97¢ - 10,23 - 361 - 1,02¢ - 1,281 -
Total 131,974 4 10,23 - 361 - 1,028 - 1,28] -
B. Off-balance sheet
exposures
B.1 Nonperforming loan| - - - - - - - - - -
B.2 Unlikely to pay - - - - - - - - - -
B.3 Other impaired asseg - - - - - - - - - -
B.4 Unimpaired loans 3,473 - 166€ - - - - - 144 -
Total 3,473 - 166 - - - . - 144 -
Total (A+B) 31/12/2017 | 135,44 4 10,39] - 361 - 1,028 - 1,42¢ -
Total (A+B) 31/12/2016| 206,37 4 5,12¢ - 1,224 - 95¢ - 819 -

B.4 Large exposures
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As defined in EU Regulation 575/2013 (CRR), “Lagggosures” are exposures to a customer or a
group of related customers when their value is kequareater than 10% of eligible capital of the
body (Article 392), without applying weighting amuas.

Whereas limit to large exposures (Article 395 CR&sidering the mitigating effect of credit risk
(weighted values), means 25% of the eligible camfahe Bank; if the customer is a body, or if
within the group of related customers there is dybthe limit is increased to Euro 150 million et
value calculated at 25% is less than the aboveiored amount.

The concept of exposure includes both the casltslaad the off-balance sheet loans; the aggregates
in any event include the exposures vis-a-vis thepean Central Administrations, in particular those
represented by debt securities.

As at 31 December 2017, the eligible capital amedind Euro 408,945 thousand. “Large exposures”
included 5 counterparties for a total nominal vabfeEuro 1,412,566 thousand and a weighted
amount of Euro 223,559 thousand:

- no. 1 exposures to customers for a nominal amoBuro 79,659 thousand and a weighted amount
of Euro 32,130 thousand,;

- the exposure to Italian government (Ministry bé tTreasury) of Euro 1,157 thousand, weighted
Euro 64 thousand; this item includes, in additionthte exposure for debt securities, credit for tax
assets;

- the exposure to NewMic, body qualified as CassaCdmpensazione e Garanzia (central
counterparty) totalling a nominal amount of Euro/fhillion, 60% weighted, exposure consisting of
Euro 60 million of short-term loans and for theidesl part of guarantee deposits (default fund);

- the exposure to the Bank of Italy consisting ofrfpulsory Reserve deposit;

- no. 1 exposure to financial intermediaries fo@%Oweighted amount of Euro 68 million, as liquidity
from securitised mortgages and temporarily depdsitiéh other entities.

C. Securitisation transactions

C.1 Securitisation transactions
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Qualitative information

Objectives, strategies and processes underlyingsteuritisation transactions

The Bank has identified an instrument in the séisation transactions for diversifying the souroés
funding, in particular so as to endow itself witswatable reserve of liquidity to protect the Bdrdm
any stress situations.

As at 31 December 2017, the Bank had two self-#esatron transactions.

The first, completed in 2012 and reopened in JanR@L5 ("size increase”), called "Valsabbina SPV
1", concerns the sale of a portfolio of mortgagank to private individuals with the intention of
disposing of securities that could be set asidaessto be able to establish funding transactionis thig
Central European Bank, i.e. to have loans at rageml to those officially guaranteed by securities
eligible net of a margin of tolerance ("haircut").

The Bank signed at the time of issue all the liaed issued.

With the same objective, on 10 November 2016, #ie ef a portfolio of residential mortgage and
unsecured loans was concluded totalling approximn&earo 648 million by the Bank to the Special
purpose vehicle Valsabbina SPV 1 Srl, as part efSkcuritisation transaction of loans disbursed to
SMEs called “Valsabbina SME”".

Again, all the securities issued were subscribethbyBank.

Both transactions are more fully described in Seclil - Liquidity Risk.

Finally, in December 2015, as part of a multi-argjor securitisation transaction, the Bank factored
non-performing loans without recourse for a gras®ant of Euro 5.8 million (net Euro 2.2 million)
at a price of around Euro 2 million; to cover tmedit claimed, the Bank received in part liquidayd

in part a security with underlying non-performirmguhs assigned by various banks (including ours).

The subscription of bonds issued by the vehicle agad by Valsabbina Investimenti srl whose
purpose is the purchase at discount of receivdites the Public Administration has a different

objective. Against these purchases, the vehicleesd®onds fully subscribed by the Bank. The return
is equal to a fixed rate as well as a variablerretiepending on the collections and managemens.cost

D. Information on structured entities not consolitled for accounting purposes
(other than special purpose vehicles for securitisa)

Qualitative information
Quantitative information

The section is not drawn up because the Bank dokesige structured entities not consolidated for
accounting purposes other than special purposelestor securitisation.

E. Transfers of assets

Qualitative information
Quantitative information
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E.1 Financial assets transferred and not derecogeds book value and full value

. . Financial Held-to- Loans and
Financial . . Loans and .

. assets Available-for-salel] maturity receivableg
Technical assets held

f IPortfoll tor trading | Measured al  financial assets | financial :/Si(t:r?ggglkess with Total
orms/Portfolio 9| el nancia i

Al B|C|A|B|C A B| C|A| B| C|A| B| C|A| B| C| 31/12/2017| 31/12/2016

A. On-balance sheet

R - - - - - - - - - - - -l - - - - 192,289
assets

1. Debt securities - - - - - - - - - - - - - - - - 192,289

2. Equity securities =% I I R Y - - N NN _

3. UCITS % Y B IS Y - - - - - - - NN B

4. Loans i

B. Derivatives _

Total 31/12/2017 - - - - - - - - - - B - - - NN _

of whichimpaired| -| -| -| -| -| - _

Total 31/12/2016 - - - 192,289 - - - - - - - -1 -] - - 192,289

of whichimpaired| -| -| -| -| -| - R

E.2 Financial liabilities against financial assetsansferred and not derecognised: book value

. . Financial . Held-to- Loans and
e Financial Available-for- . Loans and .
Liabilities/Asset assets . X maturity X receivables
; assets held fg sale financial . . receivables . Total

portfolio : measured at financial : with
trading . assets with banks

fair value assets customers

1. Due to customers - - - - - - -
a) for assets recognised
in full

a) for assets recognised
partially

2. Due to banks - . - - - -
a) for assets recognised
in full

a) for assets recognised
partially
Total 31/12/2017 - - - - - - -

Total 31/12/2016 - 190,405 - - 190,405

As at 31 December 2016, these included, respeytitred value of the securities provided as coldter
and the loans received for repurchase transactathsother banks as described in liability item 10,
type of operations not present as at 31 Decembkf.20

F. Credit risk measurement models

The models and the procedures aimed at classiffhiegcustomers in risk classes are used, as
previously mentioned, for a more accurate manageofahe credit risk.

These models are not used at present for the pespdscalculating the capital ratios, since, forhsu
purposes, the Bank uses the standardised method.
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Section 2 - Market risk

2.1 Interest rate risk and price risk - regulatotyading book
Qualitative information

A. General aspects

For the purpose of drawing up this section, justfthancial instruments included in the “regulatory
trading book” were taken into consideration, asrdef in the regulations relating to the regulatory
reports on market risks.

The transactions which during the year affectedrging book were marginal.

The investment strategy is traditionally charastti by prudent management of all the risks, in
compliance with the “Securities Investments Risk&gulations, which envisage a careful and
balanced system of limits and operating autonoimi¢isis connection.

B. Management process and measurement methods lfer interest rate
risk and the price risk

The “Securities Investments Risks” Regulationsldstia the operating limits (in terms of consistency
of the portfolio and composition by type of sedes} both with regard to exposure to rate risk (in
terms of financial duration) and credit risk (imntes of rating and counterparties).

In consideration of the non-significance of theling book, the measurement of interest rate rigk an
price risk was carried out solely on the bankingko
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Quantitative information

1. Regulatory trading book: distribution by residumaturity (by re-pricing date) of on-balance

sheet financial assets and liabilities and finantiderivatives - EURO

Type/Residual duratior

On
demand

Upto 3
months

From 3
months to
6 months

From 6
months to 1
year

From 1
year to 5
years

From 5
years to 1(
years

Beyond 1(
years

Unspecified
maturity

1. On-balance sheet
assets
1.1 Debt securities
- with early
repayment option
- other
1.2 Other assets

2. On-balance sheet
liabilities

2.1 Repurchase
agreements

2.2 Other liabilities

3. Financial
derivatives

3.1 With underlying
security
- Options
+ long positions
+ short positions
- Other derivatives
+ long positions
+ short positions
3.2 Without underlying
security
- Options
+ long positions
+ short positions
- Other derivatives

+ long positions

+ short positions
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1. Regulatory trading book: distribution by residuanaturity (by re-pricing date) of on-balance
sheet financial assets and liabilities and finantiderivatives - OTHER CURRENCIES

Type/Residual duratior

On
demand

Upto 3
months

From 3
months to
6 months

From 6
months to 1
year

From 1
year to 5
years

From 5
years to 1(
years

Beyond 1(
years

Unspecified
maturity

1. On-balance sheet
assets
1.1 Debt securities
- with early
repayment option
- other
1.2 Other assets

2. On-balance sheet
liabilities

2.1 Repurchase
agreements

2.2 Other liabilities

3. Financial
derivatives
3.1 With underlying
security
- Options
+ long positions
+ short positions
- Other derivatives
+ long positions
+ short positions
3.2 Without underlying
security
- Options
+ long positions
+ short positions
- Other derivatives

+ long positions

+ short positions

2. Regulatory trading book: distribution of exposes in equity securities and share indices for the
main countries in the listing market

The table relating to this section is not drawniughat as at 31 December 2017 there were no equity

securities recorded in this portfolio.

3. Regulatory trading book: internal models and @thsensitivity analysis methods

The methods for analysing the sensitivity are agplo the banking book.
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2.2 Interest rate risk and price risk - banking bko
Qualitative information

A. General aspects, management procedures and nushaf measuring
interest rate risk and price risk

The interest rate risk is generated by the imba&dratween the maturities (repricing) of the asedt a
liability items belonging to the banking book. Tlater is made up of all the financial instruments,
assets and liabilities, not included in the tradoogpk as per the supervisory legislation indicated
section 2.1.

General Management is responsible for the intemficet of the guidelines for the management of the
banking book, on a consistent basis with the gjratpolicies defined by the Board of Directors and
the monitoring of the trend in its management.

The Business Division proposes to General Managemmey operations for the management and
mitigation of the interest rate risk of the bankbapk.

The mitigation of the interest rate risk is pursbgdmeans of the integrated management of the bank
assets and liabilities and is aimed at stabilish@gnet interest income and safeguarding the ecenom
value of the bank book.

In particular, the management of the bond portfedidbased primarily on maintaining the liquidity
reserves of the Bank.

The measurement of the interest rate risk is ahraet by the Risk Management, Planning and
Control Service. The assessment takes place omghipdoasis; in particular, for each sensitive item
identified in the time period chosen for the analysccount is taken of the specific repricing
methods.

The ERMAS procedure makes it possible to monitbrthted Bank’s activities associated with the
transformation of the maturities of the balanceeslassets and liabilities and to quantify the gquit
and income statement effects, induced by hypottetacks of the market rates. Said shocks are
processed as part of macro-economic scenarioattwrrtheoretic shifts of the market rate curves.

By means of the use of the ERMAS application ipéssible to analyse the impact that unexpected
changes in the external market conditions havénerBank’s profitability, also offering the possityil

of estimating the change in the expected net isteneome and the business value of assets, based o
the monthly balance sheet data.

For the purpose of measuring the variability of tie interest income, determined by positive and
negative changes in the rates over a time perid@bbfdays, monitoring of the differences between
asset and liability items of the financial statetsdaa carried out, grouped according to the matumit
rate redefinition date; the method used is in fgejp analysis”, via several approaches that make it
possible to achieve increasingly accurate estimdtes techniques for the operational measurement
of the rate risk are constantly implemented byRisk Management, Planning & Control Service.

In detail, in the measurement for operational psgsoof the rate risk, the behavioural model created
for the on-demand funding and lending items is used

The measurement of the sensitivity of the econovalce of assets and liabilities of the Bank to
changes in interest rates is carried out through'Bruration Gap" and "Sensitivity Analysis".

The source of the price risk, given the marginaureaof the regulatory trading book, is mainly
represented by debt securities, UCIT units andtecacurities falling within the “available for sal
assets” book.

With regard to the quantification of the price riglth reference to the securities belonging to the
Bank, a model is used based on the Value at RiaR}[\oncept, in order to express, synthetically and
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in monetary terms, the maximum probable loss irzlioy a static portfolio with reference to a
specific time horizon and a specific level of cdefice in normal market conditions. For the
calculation of the VaR, the Risk Management, Plagnand Control Service uses the ERMAS
application. The financial information necessanytfee determination of VaR (volatility, correlat®n
forward structure of the interest rates, exchamagesr stock and benchmark indices) is providedby t
Risk Size product. The VaR model adopted is pamacnand it prudentially uses a confidence interval
of 99% and a time period of 10 days. The measuremkemthe VAR takes place by taking into
consideration the link (known as beta ratio) theists between the individual instrument and the
related risk factor.

The Risk Management, Planning and Control Servateutates the V.a.R. separately on a daily basis
for the securities portfolio managed internallytbg Financial Sector of the Bank and for the pdidfo
assigned under management to two external operators

Backtesting analysis has also been prepared (oerrah accurate comparison of the portfolio V.A.R.
with the daily changes in the banking book), ainaeéadhecking the reliability of the VaR model in
envisaging the quantification of (any) loss on theding book. The calculation method adopted
envisages that the theoretical losses/gains registiuring the day are compared with the VaR of the
previous day. The theoretical losses/gains arerm@ted by revaluing the “t” time of the day end
positions at “t-1” (hypothesising that the posisaemain unchanged).

According to the “backtesting” analysis carried @ut2017, VaR was exceeded in a single case,
calculated for the securities portfolio manage@nmally, whereas with reference to portfolios under
management to external operators, there were nesaafsoverrunning. The backtesting activities
therefore confirm the reliability of the measuremefrisk made via the V.a.R.

With regard to the quantification of the price riskh reference to equity securities, the stockkatr
listing (for listed securities), the measuremeritsh@areholders' equity (for securities with a artear
strategic valence), the prices of any transacttbat have taken place during the year are congtantl
monitored and in conclusion alternative valuatioetimods are used via data deriving from different
sources (for unlisted securities). The policiestgieing to the methods for measuring the financial
instruments in the portfolio are defined in the wloent entitled “Fair value policy”.

The duration of the Bank’s securities portfolio @&s31 December 2017 was equal to 722 days
compared to 1,108 days as at 31 December 2016.

B. Fair value hedging

The bank has not carried out any fair value hedgiagsaction, with the exception of the implicit
hedging activities deriving from the integrated mge@ment of the bank assets and liabilities.

C. Cash flow hedges

The Bank has not carried out any cash flow hedge.
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Quantitative information
1. Banking book: distribution by residual maturity (bye-pricing date) of financial assets and

liabilities
A € From 6 From1 | From5 .
Type/Residual duration om | eiE ) il months to 1] yearto 5 | years to e e
demand months | to 6 10 yeary ed

months year years |10 years maturity
1. On-balance sheet assets 1,510,44{ 1,200,62 379,76 49,95 382,06 246,14] 162,48 E
1.1 Debt securities - 171,72 340,05 46( 122,72 149,26 95,073 §
- with early repayment option - 122 175 297 2,701 7,892 2,004 -
- other 4 171,60 339,87 163 120,02 141,37 93,06 -
1.2 Loans to banks 29,397 51,807 - 10,10 8,04¢ - - -
1.3 Loans to customers 1,481,05 977,10 39,704 39,394 251,29 96,87 67,41 -
- Current account 404,92 q 97¢ 4,284 48,94 13,28 12 E
- other loans 1,076,13 977,09 38,73 35,11 202,34 83,59 67,40] E
- with early repayment option 1,054,55 744,83 37,15 18,517 106,96 51,794  57,89] -
- other 21,57 232,26 1,58( 16,594 95,38 31,79¢ 9,51( b
2. On-balance sheet liabilities 2,158,03] 193,55 63,224 364,09 1,041,94 15,35! - -
2.1 Due to customers 2,154,99 160,15 31,304 150,29 100,95 216 - -
- Current account 2,120,51 40,167 31,304 150,29 100,95 216 - -
- other payables 34,47 119,99 - - - - - -
- with early repayment option - - - . - . - -
- other 34,47 119,99 - § - § - §
2.2 Due to banks 315 g e - 686,95 - - -
- Current account 315 g E - E - - -
- other payables - - - - 686,95 - - -
2.3 Debt securities 2,511 33,39 31,92 213,80 254,03 15,134 - -
- with early repayment option - - - - - - - -
- other 2,511 33,39 31,92 213,80 254,03 15,13¢ - §
2.4 Other liabilities 214 - - - - - - -
- with early repayment option - - - - - - - -
- other 215 E B - B - - -
3. Financial derivatives 253,48 207,32 57,56 93,041 222,29 30,761 20,28 .
3.1 With underlying security - 5 - - - - - -
- Options - - - . - . - -
+ long positions - - - - - - - -
+ short positions - - - - - - - -
- Other derivatives g 5 e - e - - -
+ long positions - - - - - - - -
+ short positions - 5 - - - - - -
3.2 Without underlying security 253,48 207,31 57,56 93,041 222,29 30,761 20,28 -
- Options 253,48 206,54 57,56 93,041 222,29 30,761 20,28 -
+ long positions - 23,34] 52,361 92,94 222,29 30,761 20,28 E
+ short positions 253,48 183,20 5,208 99 - - - -
- Other derivatives g 77( - - - - - -
+ long positions - 77( - - - - - -
+ short positions - - - . - . . .
4. Other off-balance sheet transactions 48,814 g - - - - - -
+ long positions 24,401 - - - - - - -
+ short positions 24,401 E R - R - - -
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1. Banking book: distribution by residual maturitfby re-pricing date) of financial assets and
liabilities - Currency: OTHER CURRENCIES

Type/Residual duration

On
demand

Upto 3
months

From 3
months
to 6
months

From 6
months to 1
year

From 1
year to 5
years

From 5
years to
10 years

Beyong
10
years

Unspecifi
ed
maturity

1. On-balance sheet assets
1.1 Debt securities
- with early repayment option
- other
1.2 Loans to banks
1.3 Loans to customers
- Current account
- other loans
- with early repayment option
- other

6,074

5,51}
55¢
52(

6,947

11@
39

39

71

71
71

231
23]

23]

323
323

323

195
195

195

2. On-balance sheet liabilities
2.1 Due to customers
- Current account
- other payables
- with early repayment option
- other
2.2 Due to banks
- Current account
- other payables
2.3 Debt securities
- with early repayment option
- other
2.4 Other liabilities
- with early repayment option
- other

3. Financial derivatives
3.1 With underlying security
- Options
+ long positions
+ short positions
- Other derivatives
+ long positions
+ short positions
3.2 Without underlying security
- Options
+ long positions
+ short positions
- Other derivatives
+ long positions
+ short positions

4. Other off-balance sheet transactions

+ long positions
+ short positions

6,671
3,334

3,33¢

The valuation of the long and short positions shawthe financial derivatives is mainly attributabl
to the loan relationships with the customers thoattractually envisage the acknowledgement of an
index-linked interest rate with a minimum and/ommaum threshold (floor and cap).
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2. Banking book: internal models and other sensitiwanalysis methods

The measurement of the interest rate risk accorinige second pillar is first of all carried out the
basis of the standard algorithm envisaged by Girchb. 285 of 2013, by means of the creation of a
summary index that expresses the ratio betweerchhage in the net value of the banking book
against an interest rate shock (+/- 200 base paanit$ "own funds”. The Bank has always maintained
the risk index at a level lower than the warningggihold established by the regulations (20%).

The change in the economic value of the bankinkl®also calculated against non-parallel shifts in
the interest rate curve.

The measurement of the interest rate risk occ far internal management purposes on a monthly
basis by using the ERMAS procedure that allowsuantjfy the effects, both on the net value of the
banking book and on the expected net interest ie¢aasulting from hypothetical shocks in market
rates (for example assuming changes in the inteagstcurve and by applying different scenarios).
The use of the ERMAS procedure makes it possibleatoy out specific analysis, also on individual
balance sheet items and on individual transactionsogress, that allow to take into account of the
peculiarities of the Bank’s asset and liabilityusture.

2.3 Exchange-rate risk
Qualitative information

A. General aspects, management processes and measent methods for

exchange-rate risk

The Bank is exposed to the exchange-rate riskn@am@ginal extent, since it is always focused on the
daily break-even of the currency positions, whiglobtained by considering both the spot positions
and the forward ones. The forward transactionsprassd under trading derivatives and financial
trading liabilities, offset the specific requesttibé customer and without assuming any risk passtio
The exchange-rate risk is managed by means of tpgHanits, intraday and day end; furthermore,
the internal regulations establish stop loss opegdimits both on single positions and on the aller
position assumed by the Bank.

The exchange-rate risk assumed by the Bank duhagyear mainly derives from investments in
securities denominated in currencies other tharEilm, as part of the mandates given to external
managers, in which the limits to the assumptiothefexchange risk are defined.

B. Exchange-rate risk hedging
The primary objective of the Bank is to prudentlgmage the exchange-rate risk, by hedging properly
the transactions carried out directly with custosner
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Quantitative information

1. Distribution of assets, liabilities and derivags by currency

Currencies
Items US dollars fSwiss Sterling Australian| Indian Other

rancs Dollars Rupee |currencies

A. Financial assets 11,78] 796 384 357 219 765
A.1 Debt securities - - - - 219 569
A.2 Equity securities 43( - - - - -
A.3 Loans to banks 9,444 147 384 357 - 194
A.4 Loans to customers 1,908 654 - - - -
A.5 Other financial assets - - - - - -
B. Other assets 117 71 69 16 - 51
C. Financial liabilities 11,33¢ 61 287 3 - 102
C.1 Due to banks - - - - - -
C.2 Due to customers 11,33¢ 61 287 3 - 102
C.3. Debt securities - - - - - -
C.4 Other financial liabilities - - - - - -
D. Other liabilities 134 - - - - -
E. Financial derivatives 16,79 7772 169 371 - 89
- Options - - - - - -
+ long positions - - - - - -

+ short positions - - - - - -

- Other derivatives 16,79 772 169 371 - 89
+ long positions 8,407 - - - - 36

+ short positions 8,388 772 169 371 - 53
Total assets 20,301 861 453 373 219 857
Total liabilities 19,86 833 45] 374 - 155
Difference (+/-) 44( 34 2 (1 219 697

2. Internal models and other sensitivity analysiethods

Steps are not taken to analyse the sensitivitii@turrency risk because the asset and liability
positions, spot and forward, are deemed as balanced
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2.4 Derivative instruments

A. Financial derivatives

A.1 Regulatory trading book: year-end notional amas

Total 31/12/2017

Total 31/12/2016

Underlying assets/ Type of
derivatives

Over the
counter

Central
counterparti
es

Over the
counter

Central
counterparti
es

1. Debt securities and interest rates
a) Options
b) Swap
¢) Forward
d) Futures
e) Others

2. Equity securities and share
indices

a) Options

b) Swap

¢) Forward

d) Futures

e) Others

3. Currencies and gold
a) Options
b) Swap
¢) Forward
d) Futures
e) Others

4. Commodities

5. Other underlying assets

Total
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A.2 Banking book: year-end notional amounts

A.2.2 Other derivatives

Underlying assets/ Type of

derivatives

Total 31/12/2017

Total 31/12/2016

Over the
counter

Central
counterparti
es

Over the
counter

Central
counterparti
es

1. Debt securities and interest rateg

a) Options
b) Swap
c¢) Forward
d) Futures
e) Others

2. Equity securities and share

indices
a) Options
b) Swap
¢) Forward
d) Futures
e) Others

3. Currencies and gold
a) Options
b) Swap
¢) Forward
d) Futures
e) Others

4. Commodities

5. Other underlying assets

Total

1,891
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A.3 Financial derivatives: positive gross fair vadu breakdown by product

Underlying assets/ Type of
derivatives

Positive fair value

Total 31/12/2017

Total 31/12/2016

Over the|
counter

Central
counterpartie
s

Over the Central
counter |counterparties

A. Regulatory trading book

a) Options

b) Interest rate swap

c¢) Cross currency swap
d) Equity swaps

e) Forward

f) Futures

g) Others

173

17

373 -

B. Banking book - hedging

a) Options

b) Interest rate swap

c¢) Cross currency swap
d) Equity swaps

e) Forward

f) Futures

g) Others

C. Banking book - other
derivatives

a) Options

b) Interest rate swap

c) Cross currency swap

d) Equity swaps

e) Forward

f) Futures

g) Others

Total

174
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A.4 Financial derivatives: negative gross fair vau breakdown by product

Books/ Types of derivatives

Negative fair value

Total 31/12/2017

Total 31/12/2016

Over the
counter

Central
counterpartie
s

Over the
counter

Central
counterparties

A. Regulatory trading book

a) Options

b) Interest rate swap

c) Cross currency swap
d) Equity swaps

d) Forward

e) Futures

f) Others

13§

269

B. Banking book - hedging

a) Options

b) Interest rate swap

c) Cross currency swap
d) Equity swaps

d) Forward

e) Futures

f) Others

C. Banking book- other
derivatives

a) Options

b) Interest rate swap

c) Cross currency swap

d) Equity swaps

e) Futures

f) Others

Total
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A.5 OTC financial derivatives - regulatory tradinigook: notional amounts, positive and negative grdag value by counterparty - contracts not

included in netting agreements

Contracts not included in netting agreements

Government
s and central
banks

Other
public
bodies

Banks

Financial
companies

Insurance
companies

Non-
financial
companies

Other
parties

1) Debt securities and interest rates
- notional amount
- positive fair value
- negative fair value
- future exposure
2) Equity securities and share indices
- hotional amount
- positive fair value
- negative fair value
- future exposure
3) Currencies and gold
- hotional amount
- positive fair value
- negative fair value
- future exposure
4) Other values
- notional amount
- positive fair value
- negative fair value
- future exposure

7,781
7,541
13§
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A.7 Over-the-counter financial derivatives - regutay trading book: notional amounts, positive ancegative gross fair value by counterparty -

contracts not included in netting agreements

Contracts not included in netting agreements

Government
s and central
banks

Other
public
bodies

Banks

Financial
companies

Insurance
companies

Non-
financial
companies

Other
parties

1) Debt securities and interest rates
- notional amount
- positive fair value
- hegative fair value
- future exposure
2) Equity securities and share indices
- hotional amount
- positive fair value
- negative fair value
- future exposure
3) Currencies and gold
- hotional amount
- positive fair value
- negative fair value
- future exposure
4) Other values
- notional amount
- positive fair value
- negative fair value
- future exposure

131



132



A.9 Residual maturity of OTC financial derivativesiotional amounts

Uptol |From 1 year Beyond5

Total

year to 5 years years

A. Regulatory trading book 17,191 - - 17,197
)A.1 Financial derivatives on debt securities andriest
rates - - - -
/A.2 Financial derivatives on equity securities ahdre
indices - - - -
/A.3 Financial derivatives on currencies and gold 17,19] - - 17,197
IA.4 Financial derivatives on other values - - - -
B. Banking book 769 - - 769
B.1 Financial derivatives on debt securities andrast
rates - - - -
B.2 Financial derivatives on equity securities ahdre
indices - - - -
B.3 Financial derivatives on currencies and gold 769 - - 769
B.4 Financial derivatives on other values - - - -

Total 31/12/2017 17,96¢ - - 17,966
Total 31/12/2016 17,971 - - 17,977

Underlying assets/Residual life

A.10 Financial derivatives OTC: counterparty riskfancial risk — Internal models

The financial risk of “plain vanilla” type derivag contracts, if existing, is monitored using
traditional discounting back instruments on theida$ the rates curve. When present, the Bank uses
derivative contracts, entered into with leadingteeoperators, exclusively for the hedging of the
interest and exchange rate risk.

The transactions indicated in the table refer estekly to forward foreign currency transactions.
Their fair value is recorded in asset item 20 aaloility item 40.
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Section 3 - Liquidity risk

Qualitative information

A. General aspects, management processes and measent methods for
liquidity risk

The management of the liquidity risk is carried mainly by the Business Division by means of the
Financial Sector, with the aim of checking the Ban&bility to efficiently meet any liquidity
requirements and avoid finding itself in situatiasfsexcessive and/or insufficient liquidity, withe
consequent need to invest and/or raise funds avauofable rates with respect to market rates.

The overall model adopted by the bank for managimg) monitoring the liquidity risk is divided up

into three distinct areas according to the refezestope, time horizon and the analysis frequency:

- the management of the intraday liquidity, or rattiexr management of the daily settlements of the
debit and credit positions in the various settletnpayment and clearing systems the Bank takes
part in;

- the management of the operating liquidity, or rathe management of the most volatile events that
impact the Bank’s liquidity position over a peribétween 1 day and up to 6 months, with the
primary objective of maintaining the Bank’s abiltty meet its ordinary and extraordinary payment
commitments, minimising the costs; in this contéxg recognition of imbalances between incoming
and outgoing sources as well as the related systesupervisory limits, focus in particular on the
maturities up to six months;

- the management of the structural liquidity, or eatthe management of all the events of the bank
book which impact the Bank’s overall liquidity ptisn in the period especially beyond 6 months,
with the primary objective of maintaining a suitlolynamic ratio between medium/long-term assets
and liabilities.

Significant support for the management of the bigyirisk derives from the monitoring carried out
by the Risk Management/Planning and Control Sepligemeans of an internal model that has the
aim of reporting the effects of the investment/ficiag transactions by means of the distribution by
maturity of the transactions. Operations are meakby using the Asset and Liability Management
(A.L.M) method, via the ERMAS application, which kes it possible to measure and manage both
any liquidity requirement/surplus of the Bank gexted by the imbalance between incoming and
outgoing flows, and the structural balance deriviragn the correct composition by maturity of the
sources and the uses.

In line with national and international best preetand the prudent supervisory indications, theghod
adopted by the Bank for the management and momgaf the operational liquidity is based on the
“Maturity Mismatch” approach, which presupposes tbhastruction of a maturity ladder and on the
allocation of the certain and estimated flows am various time brackets, for the purpose of
calculating the cumulative GAP for each maturitgidiet.

As part of the liquidity policy, the Bank - on ansistent basis with the risk tolerance threshold
established by the Board of Directors - definedrafeg limits both for the management of the
operating liquidity (even assuming stress scenpand the structural liquidity.

With regard to the management of the operationaidity, the limits are defined in terms of abselut
value of the cumulative GAPs, on the various maasi Moreover, in line with the Recovery Plan,
the Bank defined a recovery threshold for the gaquulated over one month, the "Recovery Plan®
is activated when the threshold is exceeded.
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The Bank continually checks the value of the Codnatiancing capacities (CBC), understood as the
availability of assets that can be reimbursed, smidused in refinancing transactions with the
interbank system and that therefore make it passtbenerate liquidity rapidly and efficiently.

The limit adopted by the Bank for the monitoringtieé structural liquidity risk is by contrast dedth

in terms of ratio between the assets and liakslit\eth a maturity of more than one year. The
definition of this limit has the aim of ensuringethmaintenance of a structural liquidity profile
consistent with the strategy for financing the ss&er the mid/long-term with liabilities of tharae
duration.

The Bank's liquidity risk management framework eages specific processes to be activated in the
event of a deviation of the assumption of risk friira objectives set. In particular, the Risk Apteeti
Framework, “Contingency Funding Plan” and the RecgwWlan provide details of the services and
structures responsible for the implementation @ éxtraordinary funding policies in the event of
need, as well as the actions to be adopted to nertfesim, in accordance with the regulatory
requirements envisaged by the supervisory reguistio

The Bank sends the measurement of the short-tequndity indicator "Liquidity Coverage Ratio"
(LCR) to the Supervisory Authority on a monthly isasnonitoring its development over time.

With regard to the “Net Stable Funding Ratio” (NJHRicator, representing a longer-term structural
balance, the Bank has implemented an operatiopal-tgeasurement on the basis of the matters
envisaged by the Basel Ill Framework.

The quarterly reporting related to the ALMM (Addmial Liquidity Monitoring Metrics) was also
made to the Supervisory Authority, as additionajuidity monitoring metrics to allow a
comprehensive view of the Bank's risk profile.

The management of company liquidity is optimisedhva continuous monitoring of the assets that
can be readily liquidated or used in refinancingngactions with the ECB. The Bank joined the
Nuovo Mercato Interbancario Collateralizzato depbsti (New MIC), the e-MID market segment
intended for Euro deposits with maturities betweee day and a year, which avails itself of the
guarantee system managed by Cassa di Compensazijamanzia (CC&G).

As mentioned in section | - “Credit risk”, subsectiC “Securitisations”, the Bank put together two
self-securitisation transactions, for the purpogenoreasing its financing ability with the system.
Self-securitisation transactions do not involve dieeecognition of the underlying receivables frdwa t
financial statements.

These transactions adopted the name “Valsabbinal3R¥id “Valsabbina SME” and were finalised
in 2012 and in 2016, respectively, with the intentof disposing of securities that could be sedesi
SO as to be able to establish funding transactiatisthe Central European Bank.

The “Valsabbina SPV 1” transaction was concludethwie transfer of a portfolio of performing
residential mortgage loans by the Bank, as origimand the subscription by the originator of the
securities issued by the special purpose vehicle.

In January 2015, the size increase of the preseusritisation was concluded, with an addition& sa
of residential mortgage loans; in connection witis sale, the amount of the senior security reabrde
an increase of Euro 156,701 thousand, whereas ahe \assigned to the junior security remained
unchanged.

The “Valsabbina SME” transaction concerned a pbdfof residential mortgage and unsecured loans

disbursed to SMEs totalling approximately Euro édilion by, which was sold by the Bank to the
Special purpose vehicle Valsabbina SPV 1 Srl.
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In connection with the sale of mortgage loans, &altsna SPV 1 Srl issued in December 2016 a
tranche of bonds secured by mortgages that, fulbsaribed by our Bank (Self-Securitisation), were
used in refinancing transactions with the Europ@antral Bank.

In order to support the amount of mortgages cobét® the bond, the transaction envisages for the
2017-2018 two-year period on a quarterly basis,pbssibility of selling additional mortgage loan
portfolios disbursed to SMEs (revolving).

The related details are provided below for the sHksmpleteness.
“Valsabbina Spv1” securitisation transaction

- Special purpose vehicle: Valsabbina Spv 1 S.r.l.

- Date of assignment of the receivables: 12/12/2411d.22/01/2015

- Type of receivables assigned: Residential mogdagns

- Quality of receivables assigned: Performing

- Guarantees on the receivables assigned: Senibgage

- Geographical area of receivables assigned: Italy

- Business activities of the assigned debtors:a®iparties

- Number of receivables assigned 1st sale: 7,401

- Price of receivables assigned 1st sale: Euro/B34thousand

- Nominal value of receivables assigned 1st saleo 284,053 thousand
- Interest accrued on receivables assigned 1stEafte 650 thousand

- Number of receivables assigned 2nd sale: 1,355

- Price of receivables assigned 2nd sale: Eurac131thousand

- Nominal value of receivables assigned 2nd saleo BE51,376 thousand
- Interest accrued on receivables assigned 2ndEsate 135 thousand

As part of the above-mentioned transaction, the Adg@Surities indicated below were issued, all
subscribed by the originator

* senior tranche for a nominal value of Euro 510, fiibusand (fully subscribed by the Bank) with an
external rating assigned by Moody’s (*Aa2”) and DBRAAA”) with a return index-linked to the 3-
month Euribor plus 40 bps;

* junior portion of Euro 100,100 thousand (fullybseribed by the Bank) without any rating.

As at 31 December 2017, the relevant activitieghef vehicle as part of the "Valsabbina Spv1l"
operation included the residual value of the reslglies acquired of Euro 183,418 thousand, with
accruals of Euro 15 thousand in addition to caslEtwfo 12,439 thousand, of which Euro 10,117
thousand collected by the Bank in January 2018.

Liabilities include the residual debt of securitissued of:

* senior tranche of nominal Euro 65,255 thousand,;

* junior tranche of nominal Euro 100,100 thousand,

in addition to interest accrued on the junior tteméor 30,460 thousand.

“Valsabbina SME” securitisation transaction

- Special purpose vehicle: Valsabbina Spv 1 S.r.l.

- Date of assignment of the receivables: 10/11/2016

- Type of receivables assigned: Landed-propertyndpamortgage loans, non-mortgage loans,
commercial loans

- Quality of receivables assigned: Performing
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- Guarantees on the receivables assigned: MortddG€; Guarantee (as per Law 662/96), Confidi
Guarantee

- Geographical area of receivables assigned: Italy

- Business activities of the assigned debtors: SMEs

- Number of receivables assigned 1st sale: 4,870

- Price of receivables assigned 1st sale: Eurol&48housand

- Nominal value of receivables assigned 1st saleo 647,657 thousand

- Interest accrued on receivables assigned 1stEate 504 thousand

As part of the above-mentioned transaction, the AdgSurities indicated below were issued, all
subscribed by the originator

* senior tranche of Euro 400 million (fully subdxed by the Bank) with an external rating assigned b
Moody’s (“Al”) and DBRS (“A (low)”) with a returnndex-linked to the 3-month Euribor plus 50
bps;

* junior tranche of Euro 255.4 thousand (fully szridsed by the Bank) without any rating.

During 2017, in order to support the collateralmatof the Senior share issued in the Valsabbina
SME Transaction, receivables were sold on a gugrtesis (revolving sales) at a price of Euro

179,989 thousand, of which Euro 179,861 thousanthe@siominal value, and Euro 128 thousand as
accrued interest on the receivables sold. Thisatjper made it possible to avoid the amortisation of
the senior security, allowing the Bank to benebini a higher amount that could be refinanced at the
ECB.

As at 31 December 2017, the relevant activitieghef vehicle as part of the "Valsabbina SME"
operation included the residual value of the remglies acquired of Euro 600,078 thousand, with
accruals of Euro 404 thousand in addition to caskuwo 55,138 thousand, of which Euro 51,647
thousand collected by the Bank in January 2018.

Liabilities include the residual debt of securitissued of:

* senior tranche of nominal Euro 400,000 thousand;

* junior tranche of nominal Euro 255,400 thousand,

in addition to interest accrued on the junior ttemtor Euro 647 thousand.

Both transactions allowed the Bank to improve thaidlity profile by increasing the “collateral” tha
can be used in refinancing transactions with th8 EC

As at 31 December 2017, the Senior securities fvoth transactions permitted an overall refinancing
margin with the ECB of approximately Euro 419 noitli
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Quantitative information

1. Distribution over time of financial assets anibilities by residual contractual maturity

- Currency: EURO

from 15 from3 | from6 | from1
Items/Time periods d O e & IiE 1D 4 daysto 1 i L 19 3months to| months |year to 5 e Unspe
emand 7 days days months d5 e
month 6 months|to 1 year| years cified
years
On-balance sheet assets | 626,72 66,52} 53,51 101,90 210,21 106,86 203,84 1,439,61]1,288,86 46,80]
A.1 Government securities - - 131 - 1,241 4,44( 4,615 295,00( 415,00 -
A.2 Other debt securities 1,304 16 2,023 423 743 2,89( 1,951 35,03¢ 110,31 .
A.3 UCIT units 143,73 - - - - - - - - -
A.4 Loans 481,68 66,50¢ 51,36¢ 101,48 208,23 99,53]  197,28] 1,109,57{ 763,55( 46,801
- banks 29,39 . . . 5,009 . 10,197 8,00( 1 46,80]
- customers 452,29 66,50¢ 51,36¢ 101,48 203,23 99,53]  187,09] 1,101,57{ 763,55 -
On-balance sheet liabilitieq 2,160,96 52,48] 31,85 59,11] 51,94 68,18 371,88{ 1,037,70 15,211 .
B.1 Deposits and current 2,451 11,39¢ 8,904 16,781 31,50 151,82
accounts 2,155,88 100,59 215 .
- banks 315 : : : : . . . - .
- customers 2,155,56 2,451 11,39¢ 8,908 16,78] 31,50 151,82 100,59 215 i
B.2 Debt securities 4,631 22 451 196 35,15 36,684 220,06] 247,11} 15,00 -
B.3 Other liabilities 45( 50,00} 20,00 50,01 - . 4 690,00 - -
Off-balance sheet
transactions 29,03 231 671 1,311 10,81 4,911 3,49¢ 1,87¢ 14,89 .
C.1 Financial derivatives ] 231 671 1,311 ) ar2] 327 ] ] ]
with exchange of principal 8,213
- long positions . 114 336 656 4,761 2,37 1,65 . - -
- short positions 115 335 655 3,457 2,35] 1,626 . - -
C.2 Financial derivatives | | | | | ] ] | ] |
w/o exchange of principal
- long positions . . . . . - - . - .
- short positions . . . . . - - . - .
C.3 Deposits and loans to
received ) ) ) ) ) l l ) | )
- long positions . . . . . - - . - .
- short positions . . . . . - - . - .
C.4 Irrevocable
commitments to grant 29,03 - - - 2,60( 184 22 1,87¢ 14,89¢ -
finance
- long positions 4,631 . . . 2,60( 184 22(¢ 1,87¢ 14,894 .
- short positions 24,401 . . . . - - . - .

C.5 Financial guarantees
given

C.6 Financial
guarantees received

C.7 Credit derivatives with
exchange of principal

- long positions

- short positions
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C.8 Credit derivatives
ithout exchange of
principal
- long positions
- short positions

1. Distribution over time of financial assets anbilities by residual contractual maturity -
Currency: OTHER CURRENCIES

Items/Time periods

on

demand

from 1 to
7 days

from 7 to 15
days

from 15
daysto 1
month

from 1 to 3
months

from 3
months to
6 months

from 6
months
to 1 year

from 1
year to 5
years

unspeq
ified

On-balance sheet assets
A.1 Government securities
A.2 Other debt securities
A.3 UCIT units
A.4 Loans
- banks
- customers
On-balance sheet liabilitieg
B.1 Deposits and current
accounts
- banks
- customers
B.2 Debt securities
B.3 Other liabilities
Off-balance sheet
transactions
C.1 Financial derivatives
with exchange of principal
- long positions
- short positions
C.2 Financial derivatives
w/o exchange of principal
- long positions
- short positions
C.3 Deposits and loans to
received
- long positions
- short positions
C.4 Irrevocable
commitments to grant
finance
- long positions
- short positions
C.5 Financial guarantees
given
C.6 Financial
guarantees received

C.7 Credit derivatives with
exchange of principal

- long positions

- short positions

C.8 Credit derivatives
without exchange of

6

6,
5,

11,

11,

11,

481

43(
054
514
541

78

78

78

48

48
2
46

6,894

224

114
119

6,671

3,334
3,33¢

667

667

334
333

2,619

2,614
2,51(
109

1,284

1,284

642
642

4,231}

4,231}
2,51(
1,72}

8,093

8,093

3,397
4,701

117

4Q

72

72

4,653

4,657

2,324
2,321

269

269

3,264

3,264

1,634
1,634

31§

31§
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principal

- long positions
- short positions
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Section 4 - Operational risks
Qualitative information

A. General aspects, management processes and measent methods for
operational risk

The operational risk is defined as the risk of micig losses resulting from inadequacy or ineffcg

of procedures, human resources and internal systanfiiom external events. This risk is inherent to
the performance of banking activities and can beeged and reside therefore in all the company
processes.

In general, the main sources of manifestation efdperational risk are attributable to internauéta
external fraud, employment and work safety relafops, professional obligations vis-a-vis the
customers, damages from external events, the nwdillumof the IT system and the execution,
consignment and management of the processes.

The Bank has defined a series of organisationalgases for the supervision and management of the

types of operational risk, within which it avaitself of specific functions:

- the Internal Audit, whose activities, on the on@daare aimed at checking the regularity of the
operations and the trend of the risks, and on therchand, at assessing the functioning of the
overall internal control system;

- the Control Body pursuant to Legislative Decree Rgi/2001, within the adopted Organisational,
management and control Model;

- Risk Management, which responds to the need torrepul measure the typical risks of the
banking business by means of constant monitoringhose assumed and those potentially
generated by the investment, lending and servitieigs;

- the Compliance unit, tasked with the supervisiod aontrol of observance of the regulations,
providing support for the prevention and managemehtthe risk of incurring legal or
administrative sanctions and/or suffering significkbosses consequent to the violation of internal
or external legislation.

To support the Operational Risk management mobelBank has adopted the following operating
processes:
» “Loss Data Collection” — process for collecting thygerational losses manifesting within the
Bank (active since 2012);
* “Risk Self Assessment” — self-diagnostic processtf@ forward-looking assessment of the
operational risks aimed at identifying the possilid& events estimating the possible potential
impacts.

Specifically, the Loss Data Collection process eebidl is broken down into the following
components:
- Collection of data on the operational loss evehtss§ Event Collection): this represents the
collection and registration process for the opersti loss data that has taken place within the
Bank;

- Creation of a database of the events (Loss Datke@ioin) that generate losses used to carry
out statistical processing of the losses that lmeeirred and the causes that have led to the
same.

The organisational model adopted has the follovengls of responsibility:
« Reporter (all the organisational units);
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« Manager (Internal Audit Service);
« Validator (Risk Management, Planning & Control Seey.

The role of reporter of a possible or potentialrapenal risk is carried out by all the organisatb
units, whether they are branches or head officeo€@urrence of a loss event, a report is drawn up
and sent to the Internal Audit Service that seeah¢ananagement of the report and its insertidhen
procedure (Loss Data Collection). The validation @ime consolidation are carried out by the Risk
Management/Planning and Control Service.

As part of the “Loss Data Collection” activitiesiet events indexed over the last five years, and in
relation to which steps were taken to record theted operational loss, have been catalogued lgy typ
of operational loss (event type).

The types of event were subsequently assignecetbuhiness lines and to the loss events on the basi
of the classifications envisaged by the Bank ofyl@ircular No. 285/2013 and Regulation No.
575/2013 (CRR).

The objectives intended to be pursued by meartsecdfiore-mentioned process are:

 identify the causes of the detrimental events timaterlie the operational losses and consequently
increase the business profitability;

« improve the efficiency of the management, by mexdrnbke identification of the critical areas, their
monitoring and the optimisation of the control gyss;

« optimise the risk mitigation and transfer policies;

« develop the culture of the operational risk at Baekel, raising the awareness of the entire
structure.

For the purpose of supplementing the operationt dha already carried out afterwards with the
collation of the operating losses, the Bank impletaé - with the support of a leading consulting
company - a self-assessment process functionastonating on a forecast basis the Bank’s exposure
to the operating risk (“Risk Self Assessment”). 8peally, this involves an estimation self-diagtios
process that sets out to assess the degree okplosuze to the risk by means of a combination of
opinions expressed in terms of impact, probabditgpccurrence, efficacy of the controls. The praces
represents a further monitoring of operational askit allows to identify potential risk scenarersd
therefore to evaluate appropriate mitigation asion

Within the sphere of the risk management procegbesnitigation activities are first of all pursued
by means of legislative, organisational, procedwad training measures. The main operating
processes are also mapped and regulated, witlotiseguent definition of tasks and responsibilities.

Any critical areas, identified by means of the pand subsequent analysis carried out, are looked a
in-depth with the competent Units so as to evaltteeappropriate corrective measures.

The Bank adopted, for the calculation of the capgguirement in the presence of operational risk,
the Basic Indicator Approach (BIA), which envisagiédt the capital covering this type of risk

equates to 15% of the average of the "basic inglitaif the last three financial years, calculated
pursuant to Articles 315 and 316 of the CRR Reguiat

The capital absorption for this type of risk a8atDecember 2017 came to Euro 14,635 thousand.
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Quantitative information

With regard to the loss data, inserted in the Banldss Data Collection archive in the years from
2012 to 2017, the distribution by type of loss iegented below, with indication by impact to the
income statement and by number of occurrence, dicgpto the classification of the events envisaged
by the new Supervisory provisions.

Incidence of the operational losses by type of evief2012 - 2017 survey)

|C0mposizione per Impatto Economico|

Esecuzione, consegna e _Frode interna; 11,08%

gestione dei processi;_
33,73%

_Frode esterna; 13,09%

Rapporto di impiego e
_sicurezza sul lavoro; 0,40%

Interruzioni dell’operativita _
e disfunzioni dei sistemi;
0,38%

Danni da eventi esterni/a
beni materiali; 0,17% _Clientela, prodotti e prassi
professionali; 41,16%

Composizione per Numerosita Manifestazioni

Esecuzione, consegna e
gestione dei processi;
86,05%

Interruzioni
dell’operativita e
disfunzioni dei sistemi;_
0,43% )

Danni da eventi esterni/a_
beni materiali; 0,36%

A . _Frode interna; 0,28%
Clientela, prodotti e _

prassi professionali;

Rapporto di impiego-e

o sicurezza sul lavoro; _Frode esterna: 8.75%
3,91% 021% > O
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Furthermore, by way of disclosure, the historiceht in robberies and claims is presented below,
indicating the number of the events and the costBRnk must cover, recorded under operating
expense (amounts in thousands of Euro):

Robberies Claims
No. Amount No. received No. Reimbursements
Euro 000 accepted Euro 000

2011 financial year 3 6 84 28 26
2012 financial year p 10 86 29 107
2013 financial year p 26 109 26 231
2014 financial year 2 2 153 33 38
2015 financial year 2 66 161 25 251
2016 financial year 1 12 223 33 99
2017 financial year 1 1 97 43 187

The provisions for risks and charges are providectkiation to legal actions suffered of Euro 1,436
thousand.

Public disclosure

The information regarding capital adequacy, exposoirisks and the characteristics of the systems i
charge of the identification, measurement and memagt of these risks envisaged by the New
prudential supervisory provisions for banks (CieguNo. 285 of 17 December 2013), in Section llI

“Public disclosure”, is published on the Bank’s \siéd www.lavalsabbina.it
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PART F - Information on equity

Section 1 - Corporate equity

A. Qualitative information

The Bank’s equity corresponds to the algebraic sfinthe items 130 “Valuation reserves”, 160
“Reserves”, 170 “Share premium reserve”, 180 “Shapital’, 190 “Own shares (-)” and 200 “
Profit/loss for the year” under liabilities in thalance sheet.

The amount and the trend of equity represent orieeoBank’s strategic priorities, both in relatimn
the growth and development prospects of the riskiamelation to regulatory legislation.

Therefore, also with regard to the future, the tedpequirements are determined:

- by the observance of the capital requirementsdaiwvn by supervisory regulations;

- by the supervision of the risks related to thekirag business;

- by business development projects;

- by assessments on the amount of profits to hghiited to the shareholders and to be capitalised.
Part B - Liability Section 14 of these explanatantes provides disclosure regarding the components,

amounts, origin and degree of availability andribstable nature of the various items.

B. Quantitative information

B.1 Company equity: breakdown

Item/Amounts o] o
31/12/2017 31/12/2016
1. |[Share capital 106,55 106,550
2. |Share premium reserve 230,294 230,299
3. |Reserves 59,775 57,76%
- income-related 62,867 60,857
a) legal 24,194 23,78(
b) statutory 25,844 24,301
¢) own shares 12,014 12,014
d) other 814 762
- other (3,092 (3,092
4. |Capital instruments - -
5. |(Own shares) (8,185 (5,182
6. |Valuation reserves (649 (4,460
- Available-for-sale financial assets (1,214 (5,018
- Tangible assets - -
- Intangible assets - -
- Hedging of investments in foreign operations - -
- Cash flow hedges - -
- Exchange rate gains (losses) - -
- Non-current assets held for sale and disnaetl operations - -
- Actuarial gains/loss on defined-benefit
pension plans (414 (421
- Share of valuation reserves relating to itees
companies carried at equity - -
- Special revaluation laws 979 979
7.  |Profit (Loss) for the year (5,821 4,149
Total 381,96 389,120

143



The change in the reserves as per point 3. oftble bove (financial statement item 160) is
described in the following table:

Shareholders’ resolution for approval of 201
financial statements

U7

Balances as at 31
December 2016

dividend
Closing balances as at 31

Allocation to reserve
Assignment of own
shares to supplemen
Reintegration and
increase of Provision
for purchase of own
shares
Other changes
December 2017

Income-related reserves| 60,857 1,959 - - 52 62,867

a) legal 23,78( 415 - - - 24,195

b) statutory 24,301 1,543 - - - 25,844

¢) own shares 12,014 - - - - 12,014

d) other 762 - - - 52 814

“Other” reserves (3,092 - - - - (3,092

Reserves item 160 57,765 1,954 - - 52 59,77%

The amount recorded under Reserves “Other” reptedbe merger difference deriving from the
incorporation of Credito Veronese in 2012.

The “other changes” include the dividends relatmghe own shares and those acquired by the bank
in accordance with Article 30.2 of the Banking Caligation Act.

B.2 Valuation reserves for available-for-sale finarmal assets:

breakdown

Asset/Amounts Total 31/12/2017 Total 31/12/2016
Positive reserve  Negative reserve | Positive reserve  Negative reserve
1.| Debt securities 8P (5,492) 725 (6,150)
2. | Equity securities 8,473 - 5,227 (91)
3.| UCIT units 155 (4,432) 493 (5,222)
4.| Loans - - - -
Total 8,710 (9,924) 6,445 (11,463)

The valuation reserves are assigned both the pesd negative fair value changes registered in
available-for-sale financial assets.
The overall net difference with regard to the poei year of a positive Euro 3,804 thousand is
indicated in the statement of comprehensive incmwleded in part D of these explanatory notes.
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B.3 Valuation reserves for available-for-sale finaral assets:
annual changes

Debt securities Equity UCIT Loans
securities units

1. | Opening balances (5,428) 5,136 (4,729)

2. | Increases 3,855 3,337 3,678

2.1 | Fair value gains 75@Q 2,904 248
2.2 | Reversal to income statement of

negative reserves 3,103 91 3,430

from impairment 91 732

on sales 3,103 - 2,698

2.3 | Other changes - 342 -

3. | Decreases 3,840 - 3,226

3.1 | Fair value losses 3,120 2,736

3.2 | Impairment losses - -

3.3 | Reversal to income statement of -

positive reserves: on sales 120 490

3.4 | Other changes - - -

4. | Closing balances (5,410) 8,473 (4,277)

B.4 Valuation reserves related to defined benefiams: annual
changes

The actuarial reserve relating to the future defibenefit pension plans, recorded under Valuation
reserves net of the tax effects recorded underapdpxes, presented a negative balance of Euro 414
thousand as at 31 December 2017, in line with teé & 2016, when it amounted to Euro 421
thousand, decreasing by Euro 7 thousand (Eurodis#nd without the tax effect).
The limited difference is reflected in the finariggarameters used, which are very similar in the tw
years compared.
As described in part B of the explanatory notes,abttuary carried out the calculation on the bakis
the following financial assumptions: annual disdotate of 1.30% (determined, consistently with
section 83 of IAS 19, with reference to the avergged curve that derives from the IBOXX
Eurozone Corporates AA index with a duration of Hixtick on 31 December 2017, rate considered
as the best expression of yields of businessesmfpy standing), annual rate of inflation 1.50%an
annual Post-employment benefit rate 2.625%.
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Section 2 - Own funds and capital ratios
2.1 Own funds

A. Qualitative information

Own funds and capital ratios were calculated onhiagis of the book values determined with the
application of the regulations envisaged by the /IRBS international accounting standards;
moreover, the specific regulations issued by theopean Union on Prudential Supervision (CRR
575/2013 regulation, directive 36 of 2013, impletman regulation 680/2014 as supplemented) and
implemented by the Bank of Italy in its Circulang, 285 and no. 286 of 2013, in particular, aremak
into consideration.

1. Common Equity Tier 1 capital (CET1)

The Common Equity Tier 1 capital (CET1) before dipplication of deductions and prudential filters
consists of the share capital, share premium resemeserves, including valuation reserves; this
aggregate also includes the regulatory reductionsaged for own shares, equal to the maximum
amount authorised for the repurchase of Euro 10liom The loss for the year, net of tax, is also
deducted.

The items to be deducted include goodwill (nethof televant deferred taxation), other intangible
assets and the prepaid taxation related to thendeewemption of goodwill from incorporation of
Credito Veronese.

The items relating to the “Transitory regime” shthwe values useful for the correct calculation @& th
reckonability of the reserves pertaining the se¢igirecorded in the AFS portfolio.

The Bank exercised the option for the neutralisatb gains/losses on government securities issued
by Central Governments of European Countries (Measii Bank of Italy of 18 May 2010,
“Symmetric approach”).

Pursuant to Article 467 of the CRR, the right eis&d by the Bank of Italy to allow the banks to opt
for the total sterilisation of profits and lossessiag from exposures to Central Governments resrd
in the AFS portfolio ends on the adoption of IFRSFInancial Instruments; IFRS 9 was adopted on 1
January 2018 and therefore from that date it vallanger be possible to apply the sterilisatiothi
losses/gains relating to Government securitiesthen same way, the transitional period for the
calculation of reserves arising from securitieseotihan those issued by central governments veitl al
end; therefore, from 1 January 2018 all reservesegarities will be fully calculated in equity.

2. Additional Tier 1 capital (AT1)

There are no significant Additional Tier 1 capigééments.

3. Tier 2 capital (Tier2 - T2)

The Tier 2 capital is made up of two subordinateshds. The securities observe the stringent
requirements laid down by the European regulatimadyding:

- original duration of at least 5 years;

- no provision of early repayment incentive.

The part eligible for supervisory purposes has ldculated according to a payment plan that result
in a constant decrease in the portion over the3agars of the residual life of the instruments, a

provided for by article 64 of the CRR.
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The first subordinated bond was issued on 10 Fep2@l5, it has a duration of 6 years maturing on
10 February 2021 and offers a fixed rate of retird.50%. The second one was issued on 15 July
2016, expires on 15 July 2022 (duration 6 yeard)dfers a fixed rate of return of 4%.
The Bank of Italy authorised a maximum repurchaseunt related only to subordinated loans of

Euro 1.05 million.

B. Quantitative information

Total Total
31/12/2017| 31/12/2016

A. Common Equity Tier 1 capital (CET1) before the gplication of prudential filters 380,054 380,054

of which instruments of CET1 subject to transial provisions - -
B. CET 1 prudential filters (+/-) - -
C. CET1 gross of elements to be deducted and of tke#ects of the transitional regime 380,054 380,054
D. Elements to be deducted from CET1 (10,816) (11,239)
E. Transitional regime - Impact on CET1 (+/-) 4,547 5,259
F. Total Common Equity Tier 1 capital (CET1) (C-D+tE) 373,785 374,074
G. Additional Tier 1 capital (AT1) gross of elemers to be deducted and of the effects of
the transitional regime - 2

of which instruments of AT1 subject to trarmital provisions - -
H. Elements to be deducted from AT1 - -
I. Transitional regime - Impact on AT1 (+/-) - (2)
L. Additional Tier 1 capital (AT1) (G-H+/-I) - -
M. Tier 2 capital (Tier 2 - T2) gross of elementsd be deducted and of the effects of
transitional regime 35,393 43,774

of which instruments of T2 subject to trangiibprovisions - -
N. Elements to be deducted from T2 (653) (1,050)
O. Transitional regime - Impact on T2 (+/-) 420 81
P. Total Tier 2 capital (Tier 2 - 2) (M-N+/-O) 35,160 42,805
Q. Total own funds (F+L+P) 408,945 416,879

In the absence of the option for the neutralisatiboapital gains/losses on the Government seeariti
issued by Central Governments of European counameswith the maintenance of the asymmetric
approach, Own Funds would be smaller by Euro 58®Wsand (equal to the sum of negative

reserves of Euro 5,396 thousand and of positiverves of Euro 16 thousand).
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2.2 Capital adequacy

Qualitative information

The prudent regulations according to the Basel &gent on Capital are based on three Pillars as

already indicated in the section “The Risk Managen$ystem” in the report on operations.

For the valuation of the equity soundness and tszrwvance of the minimum ratios on an on-going

basis, the Bank implements a series of controls bsult in the production of the “ICAAP” and

“RAF” reports. Among other things, stress testsaied out useful for understanding the evolution

of the prudent ratios further to any impairmenthia market conditions.

Quantitative information

Categories/Values

Unweighted amounts

Weighted
amounts/requirements

31/12/2017 31/12/201§ 31/12/2017 31/12/2016
A. RISK ASSETS 4,369,313 4,652,926 2,251,803 2,244,518
A.1 CREDIT AND COUNTERPARTY RISK 4,369,313| 4,652,926 2,251,803 2,244,518
1. Standardised approach 4,281,892,642,833 2,230,216 2,242,743
2. Internal rating method - - - -
2.1 Base - - - -
2.2 Advanced - - - -
3. Securitisations 87,421 10,093 21,587 1,775
B. REGULATORY CAPITAL REQUIREMENTS -
B.1 CREDIT RISK AND COUNTERPARTY RISK 180,144 179,561
B.2 CREDIT RATING ADJUSTMENT RISK 2 1
B.3 SETTLEMENT RISK - -
B.4 MARKET RISK 2,330 4,072
1. Standardised approach 2,330 4,072
2. Internal models - -
3. Concentration risk - -
B.5 OPERATIONAL RISK 14,635 14,476
1. Basic indicator approach 14,635 14,476
2. Standardised approach - -
3. Advanced approach - -
B.6 OTHER CALCULATION ELEMENTS - -
B.7 TOTAL PRUDENTIAL REQUIREMENTS 197,111 198,110
C. RISK ASSETS AND CAPITAL RATIOS
C.1 Risk-weighted assets 2,463,886 2,476,381
C.2 Common equity tier 1 capital / Risk-weightadets
(CET1 capital ratio) 15.17% 15.11%
C.3 Tier 1 Capital/Risk-weighted assets (Tier flitzd ratio) 15.17% 15.11%
C.4 Total own funds/Risk-weighted assets (Totalteh
ratio) 16.60% 16.83%
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As at 31 December, the Bank presented a ratioef ITcapital to risk-weighted assets (CET 1 Capital
Ratio) of 15.17%, whereas the ratio of Own Fundsgk-weighted assets (Total Capital Ratio) was
16.60%. Both ratios are in line with the previoasas figures.

During the year, the Bank of Italy communicated iiee/ additional capital requirements for our Bank
deriving from the prudent review of the Bank (SRER6).

The overall requirements to be applied furtheh®grocess are quantified as follows:

- CET 1 Ratio equal to 6.30%, inclusive of 1.25%uieed by way of capital conservation reserve and
0.55% required in addition to the minimum regulgte@quirement;

- Tier 1 Ratio equal to 8.00%, inclusive of the 53B2 by way of capital conservation reserve and
0.75% from the outcome of the SREP process;

- Total Capital Ratio equal to 10.25%, inclusivetlod 1.25% by way of capital conservation reserve
and 1.00% further to the SREP process;

The ratios measured as at 31 December 2017 aabdae the thresholds required.

The capital conservation buffer requirement, assaged by directive (EU) no. 36/2013 (CRD V),
depending on the transitional period is 1.25% lfieryear 2017.

For the year 2018, it will be 1.875% and 2.5% dafialy from 1 January 2019, the date on which the
transitional period ends.

Part G - Business combinations

On 29 December 2016, Banca Valsabbina S.c.p.A&r bBéiving received the required authorisation of
the Bank of Italy, finalised the purchase from Hyldpe Adria Bank S.p.A. of:
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* a portfolio of performing mortgage loans disburbgdypo Bank;
» a business branch consisting of no. 7 branchesedenbnt assets and liabilities.

The acquisition, with two separate deeds after rmglepth valuation analysis and an intense
contractual phase, is part of the broader restringfuprocess that the Hypo Alpe Adria Bank
International AG Group, headed by HBI-Bundeshold&@ (holding of the Austrian Ministry of
Finance), defined for the repayment of the aidix@zewith the nationalisation at the end of 2009.

In purchasing deed, legal relations with customensployees and other persons are expected to be
transferred as from 1 January 2017.

The Business unit is made up of 7 branches: Vicel®shio, Verona, Modena, Brescia via
Triumplina, Brescia Centre, Bergamo.

The customers of the branches are mainly retailsistently with those of Banca Valsabbina, and the
type of products includes loans and other typegaéivables on current accounts of customers,tdirec
deposits (current account payables and savingssdspo

The final Business unit is as follows:

(amounts in Euro 000)

Assets Liabilities

10. Cash 348 20. Due to customers 41,0P8
70. Loans and receivables with customers 1}094100. Other liabilities 151
110. Tangible assets 148 | 110. Post-employment benefits 290
150. Other assets 1,087

Total assets 2,677 Total liabilities 41,534
credit imbalance of Banca Valsabbina 38,862

The consideration for the sale agreed by Bancaa¥daisa is given by two components:

1. the difference between the value of the assetdiabilities that are defined at a certain date and
subject to review based on the updated asset vatube date of actual transfer of the Branch;

2. Euro 17.5 million (fixed amount) by way of extraordry sale contribution paid by Hypo Alpe
Adria Bank.

At the end of 2016, upon completion of the purchafdbe business unit, the following were received:
- an advance payment of Euro 53,161 thousand terdbe imbalance of assets/liabilities listed i@ th
above table, recorded as at 31 December 2016 intallanks. The difference between the final
imbalance of Euro 38,862 thousand and the advaaygment was settled in February 2017,

- Euro 17,500 thousand by way of final contributiamount recorded in the 2016 income statement
under item 190. Other operating income and expense.

The IT migration took place on 7 January 2017.
In addition to the above-mentioned assets andili@siand related contracts, the unit includes:

- indirect deposits from customers represented byracts of custody and administration of
securities and other financial instruments sucb@#I' units and insurance policies;

- contracts relating to the service of safe-depastels and postal direct debit contracts;

- service agreements relating to branches, suchlgi®sitcleaning and maintenance services;

- databanks, containing the personal data referréal ifalian Legislative Decree no. 196 of 30
June 2003 as amended and supplemented, relatirausiomers, transferred employees,
suppliers etc. concerning the relations includetheBusiness unit;

- movable assets, ATMs, cash dispensers, hardwarsddiveare licencing contracts;

- contracts relating to the use of credit cards aD& Rerminals relating to the branches.
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The transfer of the Business unit also involvesttaesfer of 33 employees, characterised by diffiere
professional qualifications, seniority and duties.

The consideration for a business combination im&ance with 1AS IFRS3 derives from the sum of
the fair values at the date of acquisition of thgess and liabilities subject matter of the sale.

In this transaction, mainly related to short-tereseds and liabilities, receivables and payables wer
entered at their nominal value.

Also based on IFRS 3, future losses and other ¢batsare expected to be incurred as a result of a
combination must not be considered as they areamaing the liabilities incurred or taken on by the
purchaser in exchange for control and therefory tre not part of the cost of the combination.

In some circumstances, the business combinatiaesepts a bargain for the combining entity, which
results in a negative excess between the consiolerand the fair value of the acquired assets and
liabilities.

In the presence of a negative excess, the costatitm procedure at fair value of the acquired
identifiable assets and liabilities must be revidweorder to ensure the reliability of the allaoat

The negative excess is recognised in profit or ilmssediately upon acquisition, when it is considere

a bargain for the purchaser.

On the basis of these considerations and the aal thfrd party expert, the amount received as an
extraordinary contribution was allocated to theome statement of 2016 under item 190 among other
operating income.

The portfolio of performing mortgage loans disbdréy Hypo Bank and purchased at the end of the
year for which a fair value of 85% was agreed anedirto a nominal value of Euro 120,416
thousand, with a final price of Euro 102,371 thaukaSince an advance payment of Euro 104,692
thousand was made, recorded as at 31 December2@E item “60 Loans and receivables with
banks”, the difference was settled in January 2017.

These loans and receivables are recognised at iaetbitost and the difference compared to the
nominal value was recognised as from 1 January 201fie income statement using the amortised
cost method.
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PART H - RELATED PARTY TRANSACTIONS

Section 1 - Information on remuneration of key exatives

The following table discloses the fees for the y&ahe directors and statutory auditors, as welhe
remuneration paid to key executives in 2017:

Item/Amounts 31/12/201}
Directors 60(
Statutory Auditors 160
Key executives 9471

The fees for the Directors refer to the matteraldsthed by the Shareholders’ meeting held on 6 May
2017, net of VAT and social security charges if.due

The emolument of the Board of Statutory Auditorsegual to that resolved by the Shareholders’
meeting held on 2 May 2015 for the three year pefiom 2015 to 2017, again net of VAT and the
social security charges when due.

The amount is detailed in the comments on the imcetatement, part C of the explanatory notes -
section 9.1 - labour costs.

The amount indicated for “key executives” includes amount of the remuneration disbursed to those
who have held the office, as well as the socialisgcand welfare charges payable by the Bank and
the portion of the post-employment benefit accrdedng the year. With regard to the executives, no
incentive payments linked to the profits achievesl envisaged; no pension plans are envisaged other
than those enjoyed by employees; and no stockroptmentive plans have been envisaged.

Section 2 - Information on transactions with reladeparties

Related parties, as defined by the internatioraadddrd IAS 24, are the following:

1. Subsidiary companies, parent companies or thagect to joint control;

2. The companies that may exercise significanuerite over the company that draws up the financial
statements;

3. Associates;

4. Joint ventures in which the company that dragvghe financial statements invests;

5. The Directors, statutory auditors and key exeeatof the company that draws up the financial
statements.

6. Close family members of one of the parties appat 5;

7. Subsidiary companies, jointly controlled comganor parties subject to the significant influente
one of the parties as per points 5 and 6;

8. Pension funds of employees or any other bodyeaélto them.

Close family members are understood to be thoseitniBexpected may influence, or be influenced

by, the party concerned in their dealings with ¢benpany such as spouses not legally separated and

common-law spouses, offspring and dependent indalgd of the party, the spouse not legally

separated and the common-law spouse.

On the basis of the legislation on industrial cem@pive banks, there is no controlling party oaaty

that exercises management and co-ordination aeswitver Banca Valsabbina S.C.p.A.

The Bank wholly-owns Valsabbina Real Estate S.Ralsingle-shareholder company.

Related party transactions are regulated on thes'demgth basis envisaged for individual
transactions or aligned, if the requirements arg tog¢he conditions applied to employees.
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No specific provisions have been made for lossesdoans/receivables during the year, vis-a-vis

related parties.
The risks outstanding with related parties, inahgdcompanies in which the directors and statutory

auditors cover management and audit positions, a®fellows at year end:

Directors, Statutory auditors, Key executives 31/12/2017 31/12/2016
On-balance sheet loans and receivables 34,294 37,25¢
Endorsement loans 1,82( 2,024

The ratio of loans and receivables with relatedipsito total loans and receivables in the findncia

statements is 1.13% compared to 1.35% of the puswear.
The balance sheet ratios, as well as the incomenstst balances as at 31 December, with the

subsidiary company are illustrated in the tablewel

Financial statement items Valsabbina Real Estate
31/12/2017 31/12/2016
Balance sheet amounts: assets 5,865 4,567
Loans and receivables with customers 5,865 4,567
Balance sheet amounts: liabilities - -
Income statement figures 89 62
Interest income 69 42
Other operating income and expense 20 20

Part L - Segment reporting

This part is not drawn up since the banking adgsitarried out by the Bank predominantly concern
retail customers resident in the province of Bresaid residually in other provinces.

Publication of the fees for the auditing and of a¢h services differing from
the audit as per the Consob Issuers’ Regulationgiéle 149 duodieces

The following table, prepared pursuant to Artick9idduodecies of the Consob Issuers' Regulations,
shows the fees paid in 2017 for services providethb Independent Auditing Firm.

Type of services Subject who gupplied Recipient Fees due in 2017 (in
the service Euro 000)
Audit BDO lItalia S.p.A. Banca Valsabbina S.C.pJA. (&) 34
Certification services BDO lItalia S.p.A. Banca \&dbina S.C.p.A ) 4(
Total 74

(1) Includes fees for carrying out a limited audit of the interim financial statements and for verifying that the accounts are properly
kept.

(2) Certification services including both checks on the accuracy of the reported data in relation to Targeted Longer-Term Refinancing
Operations (TLTRO II) and the checks on the submission of the non-financial statement.
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Valsabbina Real Estate srl — Financial statementt 81 December 2017

BALANCE SHEET 31/12/2017 31/12/2016
Assets
B) Intangible fixed assets
| — Intangible fixed assets - 313
Total Fixed assets (B) - 313
C) Current assets
| — Inventories 5,449,190 3,346,167
Property 5,449,190 3,346,167
Il — Loans and Receivables 590,200 1,386,163
within the next financial year 478,976 1,358,117
beyond the next financial year 111,624 28,046
Total Current assets (C) 6,039,39(Q 4,732,330
D) Accruals and deferrals - 1,528
Total assets 6,039,390 4,734,171
Liabilities and shareholders’ equity
A) Shareholders' equity 114,656 110,278
| - Capital 100,000 100,000
IV - Legal reserve 2,826 2,826
VI — Payments to cover losses 302,452 134,405
VIII — Retained earnings (losses) - -
IX — Profit (Loss) for the year (290,622) (126,953
D) Payables 5,924,734 4,623,587
within the next financial year 59,335 56,220
beyond the next financial year 5,865,899 4,567,367
E) Accrued expenses and deferred income - 306
Total liabilities and shareholders’ equity 6,039,39(Q 4,734,171
INCOME STATEMENT 31/12/2017 31/12/2016
A) Value of production 1,157,500Q 195,403
1) revenues from sales 1,152,000Q 190,000
2) rents receivable - -
3) others 5,500 5,403
B) Costs of production (1,439,381 (308,688
6) for raw materials, consumables and goodsefesle (3,387,162 (1,544,837
7) for services (119,902) (87,132)
8) for use of third party assets (2,670) (2,408)
10) amortisation, depreciations and write-downs (313) (313)
11) changes in inventories of goods 2,103,022 1,348,692
14) sundry operating expenses (32,356) (22,690)
Difference between value and cost of productiofBjA (281,881 (113,285
C) Finance income and costs (68,909) (41,714)
17) interests and other finance costs (68,909) (41,714)
interest expense to parent company (68,909) (41,714)
Profit/loss before taxes (A-B+-C+-) (350,790) (154,999
20) Current and deferred income taxes for tary 60,168 28,046
21) Profit (Loss) for the year (290,622) (126,953




