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Report on operations

REPORT ON OPERATIONS

For more information on aspects not examined in this Report, please refer to the disclosure provided in
the Consolidated Report on Operations.
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9 Report on operations

Results in brief

REPORT ON OPERATIONS
Highlights at 31/12/2018

INCOME STATEMENT AND BALANCE SHEET FIGURES

MONTE DEI PASCHI DI SIENA BANK

INCOME STATEMENT FIGURES 31/12/18 31/12/17* Chg.
Net interest income 1,530.5 1,741.4  -12.1%
Net fee and commission income 1,473.5 1,546.6 -4.7%
Other operating income 9.8 656.7  -98.5%
Total Revenues 3,013.8 3,944.7  -23.6%
Net impairment losses (reversals) on financial assets mesured at

amortised cost and finanaicl assets measured at fair value through (562.5) (4,477.4)  -87.4%
other comprehensive income

Net operating income 236.0 (2,940.1) n.s.
Net profit (loss) for the year (111.9) (2,857.4)  -96.1%

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS' 9.

BALANCE SHEET FIGURES AND INDICATORS 31/12/18  31/12/17 * Var.
Total assets 124,857.6 129,499.0 -3.6%
Loans to customers 72,766.5 71,473.5 1.8%
Direct funding 82,040.5 87,087.0 -5.8%
Indirect funding 92,567.5 91,941.5 0.7%

of which: assets under management 51,265.3 53,331.7 -3.9%

of which: assets undet custody 41,302.2 38,609.8 7.0%
Group net equity 8,312.1 9,647.5 -13.8%
OPERATING STRUCTURE 31/12/18 31/12/17 Var.
Total head count - end of period 21,074 21,376 -302
Number of branches in Italy 1,529 1,745 -216

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

seconded outside the scope of the Bank.

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS' 9.

REPORT ON OPERATIONS
Highlights at 31/12/2018

ALTERNATIVE PERFORMANCE MEASURES

MONTE DEI PASCHI DI SIENA BANK

PROFITABILITY RATIOS (%) 31/12/18  31/12/17 * Chg.
Cost/Income ratio 73.50 61.03 12.5
R.O.E. -1.25 -39.65 38.4
Return on Assets (RoA) ratio -0.09 -2.20 2.10
ROTE (Return on tangible equity) -1.25 -39.65 38.4

* The Bank bas elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.
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KEY CREDIT QUALITY RATIOS (%) 31/12/18  31/12/17 * Chg.
Net non-performing loans / Loans to Customers 8.0 15.0 -7.0
Gross NPL ratio 15.2 34.6 -19.4
Growth rate of gross NPL -0.6 n.d. n.d.
Coverage non-performing loans 51.6 66.9 -15.3
Bad loans / Loans to Customers 3.3 7.4 -4.1
Loans to Customers measured at amortised cost - Stage 14.0 nd. i
2/Petforming exposures measured at amortised cost

Coverage bad loans 60.5 77.6 -17.1
Net impairment losses on loans measured at amortised cost/ Loans 0.8 58 50
to Customers measured at amortised cost (Provisioning)

Texas Ratio 84.2 105.1 -20.9

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS' 9.

Cost/Income ratio: ratio between Operating Expenses (Administrative Expenses and Net value adjustments to property, plant and equipment
and intangible assets) and Total revenues (for the composition of the aggregate, see reclassified Income Statement)

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

Return On Tangible Equity (ROTE): ratio of the Net profit for the year to the average shareholders’ equity (including Profit and Valuation
Reserves, cleared of Goodwill) at the end of the previous year and the current year.

Gross NPL ratio: ratio between gross non-performing loans to customers and gross loans to customers.

Growth rate of gross NPL: represents the annual growth rate of gross non-performing exposures based on the difference between annual
balances.

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

Texas Ratio: ratio between gross non-petforming loans and the sum of tangible shareholders’ equity and loan loss provisions.

REPORT ON OPERATIONS
Highlights at 31/12/2018

REGULATORY MEASURES

MONTE DEI PASCHI DI SIENA BANK

CAPITAL RATIOS (%) 31/12/18  31/12/17 * Chg.
Common Equity Tier 1 (CET1) ratio 17.0 18.0 -1.0
Total Capital ratio 18.8 18.2 0.6

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS' 9.
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Analysis of the key economic-financial indicators of Banca Monte dei Paschi

di

Siena

Reclassified accounts

Income statement and balance sheet reclassification principles

Reclassified income statement

2)

b)

d)

Item “Net interest income” was cleared of the negative contribution (equal to EUR -9 mln) of
the Purchase Price Allocation (PPA), which was reclassified to a specific item.

“Dividends, similar income and gains (losses) on equity investments” incorporates item 70
“Dividends and similar income”. Dividends earned on securities other than equity investments have
been eliminated from the aggregate (EUR 0.1 mln) and reclassified in the item ‘“Net profit (loss)
from trading and financial assets/liabilities”.

The item “Net profit (loss) from trading and financial assets/liabilities measured at
amortised cost and measured at fair value through profit and loss” includes item 80 “Net
profit (loss) from trading”, item 100 “Gains (losses) on disposal/repurchase of: a) financial assets
measured at amortised cost and measured at fair value through other comprehensive income and
b) financial liabilities” and 110 “Net profit (loss) from financial assets and liabilities measured at fair

value”. The item incorporates dividends earned on securities other than equity investments (EUR
0.1 mln).

The item “Other operating income (expenses)” includes the balance of item 200 “Other
operating expenses/income” net of i) the recovery of stamp duties and client expenses, which are
stated under the item “Other administrative expenses” (EUR 269 mln) and ii) the recovery of “Fees
(DTA)” collected from the subsidiaries reclassitied to the item “DTA Fee” (EUR 9 mln).

The item “Personnel expenses” decreased by a net amount of EUR 116 mln (EUR -147 mln
relating to provisions for eatly retirement incentives/solidarity fund pursuant to the agreement with
the trade unions of 31 December 2018, EUR +35 mln for recoveries obtained from Inps on the
amounts allocated due to eatly retirement/solidarity fund initiatives in 2017 and EUR -4 mln for
extraordinary expenses relating to the closure of foreign branches), due to the reclassification of
these amounts to the item “Restructuring costs/One-off costs”.

The item “Other administrative expenses” includes the balance of income statement item 160b
“Other administrative expenses”, reduced by the following cost items:

e expenses, amounting to EUR 108 mln, resulting from the EU Deposit Guarantee Schemes
Directive (hereinafter “DGSD”) and Bank Recovery Resolution Directive (hereinafter
“BRRD”) for the resolution of bank crises (posted under the reclassified item “Risks and
charges associated with the Single Resolution Fund (SRF), Deposit Guarantee Schemes (DGS)
and similar schemes”);

e DTA fee attributable to Banca MPS convertible into tax credit posted to the reclassified item
“DTA fee” (EUR 71 mln), inclusive of the fees of subsidiaries;

e extraordinary charges, relating to project initiatives also aimed at complying with the
commitments undertaken with the European Commission Directorate General for
Competition (hereinafter, “DG Comp”), including the closure of domestic and foreign
branches, for EUR 14 mln (stated under reclassified item “Restructuring costs/One-off
costs”).

This item includes also the portion of stamp duty and client expenses recovery (EUR 269 mln)
posted under item 200 “Other operating expenses/income”.

BANCA MONTE DEI PASCHI DI SIENA
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g) Item “Net adjustments to (recoveries on) property, plant and equipment/ Net adjustments
to (recoveries on) intangible assets” was cleared of the negative contribution (equal to EUR -25
mln) of the Purchase Price Allocation (PPA), which was reclassified to a specific item.

h) Item “Net impairment losses (reversals) on financial assets measured at amortised cost”
includes income statement items 130a “Net impairment (losses)/reversals on financial assets
measured at amortised cost” and 140 “Modification gains/ (losses)”.

1) The item “Net provisions for risks and charges, of which relating to commitments and
guarantees issued” was cleared of the allocation for expenses relating to commitment initiatives
for EUR 5 mln, re-allocated to the reclassified item “Restructuring costs/One-off costs”.

i) “Restructuring costs/One-off costs” mainly encompass the restructuring costs set aside for eatly
retirement incentives/solidarity fund signed on 31 December 2018 for EUR 147 mln, partially
offset by recoveries recognised by INPS for previous eatly retitement/solidarity fund manoeuvres
(EUR +35 mln) and the charges relating to projects, also seeking to implement the commitments
made with DGComp (for a total of EUR -23 mln).

k) Item “Risks and charges associated with SRF, DGS and similar schemes” includes expenses
deriving from the EU Deposit Guarantee Schemes Directive (DGSD) and the Bank Recovery and
Resolution Directive (BRRD), posted in the financial statements under item 160b “Other
administrative expenses”. As at 31 December 2018, there were charges recognised for SRF (EUR
53 mln), NRF (EUR 20 mln) and DGS (EUR 35 mln).

) The item “DTA fee” includes the expenses related to the fees paid on DTA, which can be
converted into tax credit as set forth in art. 11 of Law Decree no. 59 of 3 May 2016, converted into
Law no. 119 of 30 June 2016, totalling EUR 62 mln and recognised in item 160b “Other
administrative expenses” (EUR 71 mln), net of the share recovered from subsidiaries, accounted
for under “Other operating income/expense” (EUR 9 mln).

m) Item “Tax expense (recovery) on income from continuing operations” was cleared of the
theoretical tax component relating to the Purchase Price Allocation (PPA), which was reclassified
to a specific item for an amount of EUR 11 mln.

n) The overall negative effects of the Purchase Price Allocation (PPA) were reclassified to a specific
item, excluding them from affected income statement items (in particular “Net interest income”
for EUR -9 mln and “Net adjustments to (recoveries on) property, plant and equipment/
Net adjustments to (recoveries on) intangible assets” for EUR -25 mln, net of a theoretical tax
burden of EUR +11 mln which was added to the item).

A conventional and simplified reclassification was carried out, exclusively for 2017 income statement
figures, on the basis of the first-time adoption of IFRS 9, with comparative data reclassified in the new
accounting statements set forth in the 5th update of Bank of Italy’s Circular 262; in particular, the
balances relating to former item 130d “Net impairment losses (reversals) on other financial
transactions” were reclassified to item 170a “Net provisions for risks and charges: commitments
and guarantees issued” (see annexes).

Reclassified balance sheet

a) Assetitem “Financial assets measured at fair value” includes balance sheet items 20 “Financial
assets measured at fair value through profit and loss” and 30 “Financial assets measured at fair
value through other comprehensive income”.

b) Assetitem “Other assets”, includes balance sheet items 50 “Hedging derivatives”, 60 “Change in
value of macro-hedged financial assets (+/-)”, 100 “Tax assets”, 110 “Non-current assets and
groups held for sale and discontinued operations” and 120 “Other assets”.

¢) Liability item “Deposits from customers and securities issued”, includes balance sheet items
10b “Financial liabilities measured at amortised cost - deposits from customers”, 10c “Financial

2018 ANNUAL REPORT



13 Report on operations

liabilities measured at amortised cost — Loans to customer” and 30 “Financial liabilities designated
at fair value”.

d) Liability item “Other liabilities” includes balance sheet items 40 “Hedging derivatives”, 50 “Fair
value change of financial liabilities in hedged portfolio”, 60 “Tax liabilities”, 70 “Liabilities
associated with discontinued operations” and 80 “Other Labilities”.

A conventional and simplified reclassification was carried out, exclusively for 2017 balance sheet
figures, with comparative data reclassified in the new accounting statements set forth in the 5th update
of Bank of Italy’s Circular 262; in particular, the balance of the item “Other assets”, as the portion of
the real estate warehouse, was reclassified in item 90 “Property, plant and equipment” and the
balance of the item “Other liabilities™ as the portion of commitments and guarantees, was reclassified
to item 100a “Provisions for risks and charges: financial guarantees and other commitments”.

00000

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

BANCA MONTE DEI PASCHI DI SIENA
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Reclassified income statement

Reclassified Income Statement

31/12/18 3112 2017* Change
MONTE DEI PASCHI DI SIENA BANK Abs. %
Net interest income 1,530.5 1,7414 (210.9) -12.1%
Net fee and commission income 1,473.5 1,546.6 (73.1) -47%
Income from banking activities 3,004.0 3,288.0 (284.0) -8.6%
Dividends, similar income and gains (losses) on equity investments 99.2 299 69.3 ns.
Net profit (loss) from trading and financial assets/liabilities
measured at amortised cost and maesured at fair value through (40.9) 654.9 (695.8) ns.
profit and loss
Net profit (loss) from hedging 17.0) (182 12 -6.6%
Other operating income (expenses) (31.5) 9.9 (21.6) n.s.
Total Revenues 3,013.8 3,944.7 (930.9)  -23.6%
Administrative expenses: (2,139.0) (2,338.0) 199.0 -8.5%
a) personnel expenses (1,336.6) (1,440.8) 104.1 1.2%
b) other administrative expenses (802.3) (897.2) 94.9 -10.6%
) et st o Gecomrcs o momcblemen o 9) @9 6 0
Operating expenses (2,215.3) (2,407.4) 192.1 -8.0%
Pre Provision Profit 798.5 1,537.3 (738.7) -48.1%
Net impairment losses (reversals) on: (562.5) (4,477.4) 3,914.9 -87.4%
a) financial assets measured at amortised cost (567.6) (4,387.7) 3,820.1 -87.1%
b) f:)r:nar;;llzs;isciecasumrccd at fair value through other 57 (89.7) 048 s,
Net operating income 236.0 (2,940.1)  3,176.2 n.s.
Net provisions for risks and charges (70.5) (268.5) 198.0 -73.7%
of which commitments and gnarantees issned** 8.1 (53.9) 62.0 7.5.
Gains (losses) on investments (333.8) (102.9) (230.9) n.s.
Restructuring costs / One-off costs (135.6) (326.7) 191.1 -58.5%
Risks and charges related to the SRF, DGS and similar schemes (108.3) (75.2) (33.1) 43.9%
DTA Fee (61.7) 61.7) 0.0 -0.1%
Gains (losses) on disposal of investments 0.5 522.7 (522.2) -99.9%
Profit (loss) before tax from continuing operations (473.49) (3,252.7)  2,779.3 -85.4%
Tax expense (recovery) on income from continuing operations 383.7 420.8 (37.0) -8.8%
Profit (loss) for the year before PPA (89.7) (2,831.8) 2,742.1 -96.8%
PPA (Purchase Price Allocation) (22.2) (25.6) 34 -13.1%
Net profit (loss) for the year (111.9) (2,857.4)  2,745.5 -96.1%

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.

** The item “INet provisions for risks and charges” encompasses, for the comparative fignres, what was previously booked under “Net impairment
(losses)/ reversals: other transactions”.

2018 ANNUAL REPORT



15 Report on operations &

@a

Revenue trends

In 2018, the Bank recorded Total revenues of EUR 3,014 mln, down by 24% compared to 31
December 2017, particularly due to the downturn in Net profit (loss) from trading and financial
assets/liabilities measured at amortised cost and fair value through profit and loss, which had benefitted
in 2017 from the effects of burden-sharing.

Net interest income in 2018 amounted to EUR 1,531 mln, down by 12% compared to the same
period in 2017, mainly due to the negative trend of interest-bearing assets, in particular commercial
loans (reduction in average volumes and decline in the related returns). The effect of this trend was
partially mitigated by the decrease in interest expenses following the reduction in the cost of
commercial funding and the repayment of bonds with more costly conditions (including those relating
to burden sharing).

Chg. Y/Y
Items 3112 2018 3112 2017*
Abs. %

Loans to customers measured at amortised cost 1,518.0 1,774.7 (256.7) -14.5%
Securiries issued (263.5) (386.5) 123.0 -31.8%
Net Differentials on hedging derivatives 227 323 9.6) -29.7%
Loans to Banks measured

. 74.1 107.6 (33.5) -31.1%
at amortised cost
Trading portfolios 182 223 “.1 -18.4%
Portfolios measured at fair value 325 449 (12.4) -27.6%
Financial assets measured at fair value through

. 129.7 1471 17.4) -11.8%

other comprehensive income
Other net interest income 1.2) (1.0) 0.2) 20.0%
Net interest income 1,530.5 1,741.4 (210.9) -12.1%
of which: interest income on impaired financial assets** 2188 389.0 (170.2) -43.8%

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.

** Interest income on impaired financial assets is shown on a gross basis for 2017.

BANCA MONTE DEI PASCHI DI SIENA
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Net fees and commissions income totalled EUR 1,474 mln, down by 4.7% compared to 2017,
primarily due to lower income from traditional services, in particular on payment services (Bancomat
and cards) following the disposal of the merchant acquiring business unit on 30 June 2017. Services
connected with asset management were also down, primarily due to lower income from product
placement, offset only in part by growth in continuing business.

Variazione Y/Y
Services/values 3112 2018 3112 2017
ass. %
Assets under management fees 599.3 653.3 (53.9) -8.3%
Produd placemet 216.8 302.2 (85.4) -28.2%
Continuing fees 301.1 275.3 25.8 9.4%
Placement of securities 30.3 38.5 2.3 -5.9%
Sales of Protection 45.1 37.2 7.9 21.3%
Fe.e (:ll.ld commission from traditional 999 8 1,053.4 (53.7) 51%
activities
Credit fees 475.1 459.9 15.1 3.3%
Fees from foreign service 53.1 58.6 (5.5) -9.3%
Other services 471.6 534.9 (63.3) -11.8%
Other fee and commission income (125.6) (160.1) 34.5 -21.5%
Net fee and commission income 1,473.5 1,546.6 (73.1) -4.7%

Dividends, similar income and gains (losses) on equity investments, up with respect to 31
December 2017, totalled EUR 99 mln and are represented primarily by dividends distributed by the
investee companies AXA MPS Danni and AXA MPS Vita.

Net profit (loss) from trading and financial assets/liabilities measured at amortised cost and
at fair value through profit and loss in 2018 totalled EUR -41 mln (detailed below), down from the
same period of the previous year (EUR 655 mln), which included the effects relating to the burden-
sharing operation. An analysis of the main aggregates shows the following:

e Net profit (loss) from trading amounting to EUR +32 mln, marking growth over 31
December 2017;

e Net profit (loss) from financial assets/liabilities measured at fair value through profit and
loss was a negative EUR 113 mln (as at 31 December 2017, the profit was EUR +1 mln),
attributable to the negative net results of assets/liabilities measured at fair value as per mandatory
requirements;

¢ Gains on disposals/repurchases for a positive EUR 39 mln, down against the same petriod
last year (EUR 635 mln in 2017), which had been impacted by the effects of the burden-sharing
operation.

2018 ANNUAL REPORT
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Chg. Y/Y
Items 3112 2018 3112 2017*
Abs. %
Financial assets held for trading 1.0 4.2 (3.2 -75.6%

Financial trading liabilities - - ,

Exchange rate effects 16.0 19.3 (3.3) -17.1%
Derivatives 154 G0 20.5 ns.
Trading results 324 18.4 14.0 76.2%
Net profit (loss) from financial assets and

liabilities measured at fair value through (112.6) 1.1 (113.7) ns.
profit and loss

Disposal / repurchase 39.3 6354 (596.1) -93.8%

Net profit (loss) from trading and financial

assets and liabilities measured amortised 40.9) 654.9 (695.8) .

cost and measuerd at fair value through
profit and loss

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.

The following items also make up Revenues:

e Net profit (loss) from hedging amounting to EUR -17 mln, a slight improvement
compared to 31 December 2017;

e Other operating income /expense was negative for EUR 32 mln (EUR -10 mln at the end
of 2017), an increase with respect to 2017 due to higher expenses for rulings, settlement
agreements and contingent liabilities.

BANCA MONTE DEI PASCHI DI SIENA
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Operating expenses

Operating expenses totalled EUR 2,215 mln in 2018, down 8.0% on the previous year due to the
trend in personnel expenses and other administrative expenses. A closer look at the individual
aggregates reveals the following:

e Administrative expenses were EUR 2,139 mlIn (-8.5% Y/Y). A breakdown of the aggregate
shows:
= Personnel Expenses, which totalled EUR 1,337 mln, declined year on year by 7.2% (EUR -
104 mln) mainly as a result of workforce downsizing, also due to the Solidarity Fund initiatives
of 1 May and 1 November 2017.
= Other Administrative Expenses stood at EUR 802 mln, down by 10.6% against 2017,
attributable to structural cost control measures which involved, in particular, the management
of the real estate segment, and of legal expenses connected to debt collection.
¢ Net value adjustments to property, plant and equipment and intangible assets amounted to
EUR 76 mln in 2018, higher than the values from 2017 due to higher write-downs on property,
plant and equipment.

°
Chg Y/Y
Type of transaction 3112 2018 3112 2017
Abs. %

Wages and salaries (1,008.6) (1,088.9) 80.3 -74%
Social-welfare charges (275.0) (293.2) 18.2 -6.2%
Other personnel expenses (53.0) (58.7) 5.6 9.6%
Personnel expenses (1,336.6) (1,440.8) 104.1 -7.2%
Taxes (202.2) (230.5) 28.3 -12.3%
Furnishing, real estate and security 226) 2365) _ e
expenses

General operating expenses (175.3) (183.3) 8.0 -4.4%
Information technology expenses (23.9) (17.3) (6.6) 38.2%
Legal and professional expenses (115.2) (148.8) 33.6 -22.6%
Indirect personnel costs 94 102 0.8 -7.8%
Insurance (40.2) (27.5) (12.7) 46.2%
Advertising, sponsorship and promotions (2.6) 6.0) 34 -56.7%
Other (280.3) (340.7) 60.4 -17.7%
Expenses recovery 2694 303.6 (34.2) -11.3%
Other administrative expenses (802.3) (897.2) 94.9 -10.6%
Tangible assets (76.2) (69.3) 6.9) 10.0%
Intangible assets 0.1) 0.1) 0.0) 0.0%
Amortization and impairment losses (76.3) (69.4) (6.9) 10.0%
Operating costs (2,215.3) (2,407.4) 192.1 -8.0%

As a result of these factors, the Bank’s Gross Operating Income totalled EUR 799 mln (EUR 1,537
mln as at 31 December 2017).
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Net impairment (losses)/reversals on financial assets measured at amortised cost and
financial assets measured at fair value through other comprehensive income

As at 31 December 2018, the Bank accounted for Net impairment (losses)/teversals on financial
assets measured at amortised cost and at fair value through other comprehensive income for
EUR 563 mln, down EUR 3.9 bn from those recorded in 2017, which primarily included adjustments
to loans recorded on the perimeter of bad loans transferred following the adjustment to their realisable

value.

The ratio of net impairment losses on loans to total Loans to Customers as at 31 December 2018

shows a Provisioning Rate of 78 bps.

Items

Loans to banks measured at amortised cost
- Loans
- Debt securities
Loans to customers measured at amortised cost
- Loans
- Debt securities

Gains (losses) due to modifications in contractual

cash flows without derecognition

Impairmet loss on loans measured at amortised
cost

Financial assets measured at fair value through

comprehensive income

Total adjustments due to credit risk

3112 2018

(1.5)
20)
0.5
(557.9)
(554.4)
35)

82)

(567.6)

5.1

(562.5)

3112 2017*

a7
22)
05
(4,386.0)
(4,386.2)
02

(4,387.7)

89.7)

(4,471.4)

Chg. Y/Y
Abs. %

0.2 -11.8%
0.2 -9.1%
- 0.0%
3,828.1 -87.3%
3,831.8 -87.4%
(3.7) ns.
8.2) n.s.
3,820.1 -87.1%
94.8 n.s.
3,914.9 -87.4%

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS' 9.

The Bank’s Net Operating Income in 2018 was approximately EUR +236 mln, compared to EUR

-2,940 mln in the previous year.
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Non-operating income, tax and net profit for the year

The Result for the year included the following items:

Net provisions for risks and charges of EUR -71 mln, net negative impact attributable primarily
to the provisions for legal actions and commitments assumed by the bank in relation to transactions
with customers, partly offset by the revaluation of the commitment assumed to cover the hedging
costs of the vehicle with regard to the disposal of bad loans as per the binding agreement signed on
26 June 2017 with Quaestio, charged to the transferor. As at 31 December 2017, a negative balance
of EUR 269 mln was registered, adversely impacted by the higher provisions for legal actions and
the negative valuation of the commitment undertaken vis-a-vis the above vehicle.

Losses on investments of roughly EUR -334 mln, for the most part represented by write-downs
on the subsidiaries MPS Capital Services and MPS Leasing & Factoring, partially offset by
revaluations of the investments held in Banca Monte Paschi Belgio S.A and Monte Paschi Banque.
As at 31 December 2017, the aggregate was negative for EUR 103 mln. For more details, please
refer to the discussion provided in the Part C of the Notes to the financial statements - “Profit/loss
on equity investments”.

Restructuring costs/One-off costs, totalling EUR -136 mln, mainly encompass the costs set
aside for eatly retirement incentives/solidarity fund for EUR 147 mln, partially offset by recoveries
recognised by INPS for previous eatly retitement/solidarity fund manoeuvres (EUR +35 mln) and
the charges relating to projects, also seeking to implement the commitments made with DGComp
(for a total of EUR -23 mln).

Risks and charges related to SRF, DGS and similar schemes, amounting to EUR -108 mln,
comprised of i) the ordinary contribution of EUR 53 mln to the Single Resolution Fund (SRF), ii)
the additional amount of EUR 20 mln to the National Resolution Fund (NRF) and iii) the total
contribution of EUR 35 mln recognised to the DGS.

DTA Fee, amounting to EUR -62 mln. This amount, determined according to the criteria set forth
in Law Decree 59/2016, converted into Law no. 119 of 30 June 2016, represents the fee on DTA
(Deferred Tax Assets) as at 31 December 2018 that can be converted into a tax credit, net of the
portion recovered from subsidiaries (EUR 71 mln and EUR 9 mln, respectively).

Gains (losses) on disposal of investments for an amount of EUR 0.5 mln, down with respect
to 2017 (EUR 523 mln), which benefitted from the gain on the sale of the merchant acquiring
business unit.

Due to the changes discussed above, the Group’s Loss before tax from continuing operations was
EUR -473 mln. In 2017, the Bank posted a loss of EUR -3,253 min.

Tax expense (recovery) on income from continuing operations amounted to EUR +384 min.
This result can essentially be attributed to the new tax regulations introduced by the Financial Measure
for 2019, the assessment of DT'As from tax losses accrued but not recognised in previous years and
the ACE deduction attributable to the year.

Considering the net effects of the PPA (EUR -22 mln), the loss for the year of Banca Monte dei
Paschi di Siena for 2018 amounted to EUR -112 mln, compared to a loss of EUR 2,857 mln in 2017.
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Reclassified balance sheet

Reclassified Balance Sheet

Chg
ASSETS 3112 2018 3112 2017*
abs. %
Cash and cash equivalents 9343 4,083.9 (3,149.6)  -771%
Financial assets measured at amortised cost : 0.0
a) Loans to customers 72,766.5 714735 1,293.0 1.8%
b) Loans to banks 28,836.8 24,9274 3,909.4 15.7%
Financial assets measured at fair value 13,085.3 15,922.0 (2,836.7) -17.8%
Equity investments 2,653.3 3,079.2 (4259)  -13.8%
Property, plant and equipment / Intangible assets 1,040.3 1,103.9 (63.6) -5.8%
Other assets 5,541.1 8,909.1 (3,368.0)  -37.8%
Total assets 124,857.6 129,499.0 (4,641.4) -3.6%
Chg
LIABILITIES 3112 2018 3112 2017* . ”
Payables
a) Deposits from customers and securities issued 82,040.5 87,087.0 (5,046.5) -5.8%
b) Deposits from banks 28,0634 26,675.3 1,388.1 52%
Financial liabilities held for trading 623.0 802.5 (179.5)  -22.4%
Provisions for specific use - - - 0.0%
a) Provisions for staff severance indemnities 185.5 192.5 (7.0) -3.6%
b) Provisione re'lated to guarantees and 2435 2233 202 9.0%
other commitments given
c) Pensions and other post retirement benefit obligation 334 442 (10.8)  -24.4%
d) Other provisions 1,108.0 974.1 133.9 13.7%
Other liabilities 42482 3,852.6 395.6 10.3%
Bank net equity 8,312.1 9,647.5 (1,3354)  -13.8%
a) Valuation reserves (276.9) (61.5) (2154) n.s.
¢) Equity instruments - - - -
d) Reserves (1,441.7) 2423.8 (3,865.5) ns.
e) Share premium - - - -
f) Share capital 10,328.6 10,328.6 - -
@) Treasury shares (-) (186.0) (186.0) - -
h) Net profit (loss) for the year (111.9) (2,857.4) 2,745.5 -96.1%
Total Liabilities and Shareholders' Equity 124,857.6 129,499.0 (4,641.4) -3.6%

* The Bank bas elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.
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Customer funding

As at 31 December 2018, the Bank’s Total funding volumes amounted to around EUR 174.6 bn,
down compared to the result at the end of 2017 (-2.5%), principally due to the decrease in volumes
from direct funding.

Customer Funding

Chg Y/Y
31/12/18 31/12/17 Abs. %
Direct funding 82,040.5 87,087.0 -5,046.5 -5.8%
Indirect funding 92,567.5 91,941.5 626.0 0.7%
assets under management 51,265.3 53,331.7 -2,066.4 -3.9%
assets under custody 41,302.2 38,609.8 2,692.4 7.0%
Total funding 174,608.0 179,028.5 -4,420.5 -2.5%

Volumes of Direct Funding, which stood at EUR 82.0 bn at the end of 2018, recorded a dectrease of
EUR 5.0 bn compared to the end of December 2017, primarily due to the drop in the bond component,
impacted by burden sharing, only partially offset by growth in current accounts and repurchase
agreements.

The following table shows a breakdown of major types of direct funding from customers:

Direct funding

Change Y/Y
Type of transaction 31/12/18 31/12/17 Abs. %
Current accounts 50,379.1 49,287.8 1,091.3 2.2%
Time deposits 7,136.5 8,817.7 (1,681.2) -19.1%
Reverse repurchase agreements 5,874.0 1,848.2 4,025.8 n.s.
Bonds 11,3549 18,002.7 (6,647.8) -36.9%
Other types of direct funding 7,296.0 9,130.6 (1,834.6) -20.1%
Total 82,040.5 87,087.0 (5,046.5) -5.8%

Indirect funding came to EUR 92.6 bn at the end of December, a slight increase from 31 December
2017 (EUR +0.6 bn), due mainly to assets under custody, which was influenced by the movement in a
large corporate position. On the other hand, assets under management were down (EUR -2.1bn), also
impacted by the negative market effect. The Funds and SICAVs component was especially down.

Indirect Funding
Change Y/Y
31/12/18 31/12/17 Abs. %

Assets under management 51,2653 53,331.7 (2,066.4) -3.9%

Mutnal Funds/ Sicav 23,394.9 25,1238 (1,728.9) -6.9%

Individual Portfolio under Management 4,812.7 56937 (881.0) -15.5%

Insurance Products 23,057.8 22,514.2 543.6 24%
Assets under custody 41,302.2 38,609.8 2,692.4 7.0%
Total funding 92,567.5 91,941.5 626.0 0.7%
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Loans to customers
The book value of Loans to Customers in 2018 was impacted by both:

- the effects of the reclassification attributable to the introduction of IFRS 9, which led to a total net
reduction of EUR 2 mln, due to decreases following reclassifications to other financial assets
measured at fair value as per mandatory requirements (EUR 819 mln), partially offset by increases
following reclassifications of bond securities from financial assets available for sale, formerly AFS
(EUR +817 mln); and

- the negative impact stemming from the transition from IAS 39 to IFRS 9, connected to the new
provisions regarding impairment (higher Expected Credit Losses — ECL) of cash exposures (in
addition to endorsement credit exposures), amounting to EUR 1.1 bn, before the tax effect, booked

to equity.

As at 31 December 2018, the Bank’s Loans to customers stood at EUR 72.8 bn, up EUR +1.3 bn
compared to the end of December 2017, within which an increase was registered by securities (primarily
as a result of the recognition of senior notes deriving from the securitisation transaction and the
purchase of government bonds) and mortgages, partially offset by the decrease in non-performing
loans (EUR -2.1 bn), repurchase agreements, current accounts and other loans. As already noted above,
this item was affected by the negative impact of the transition from IAS 39 to IFRS 9.

Loans to customers

Change Y/Y
Type of transaction 31/12/18 3112 2017* Abs. %

Current accounts 4957.7 5,820.1 (862.4) -14.8%
Mortgages 42,7382 41,459.2 1,279.0 3.1%
Other forms of lending 12,608.4 15,245.0 (2,636.0) -17.3%
Repurchase agreements - 1247 (124.7) -100.0%
Securities lending 6,795.6 1,052.9 5,742.7 n.s.
Non performing loans 5,606.6 7,771.7 (2,105.1) -27.1%
Total 72,766.5 71,473.5 1,293.0 1.8%

Stage 1 57,687.1

Stage 2 9412.8

Stage 3 5,666.6

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.
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Non-performing loans

As at 31 December 2018, the Bank’s net exposure to non-performing loans totalled around EUR
6.0 bn, down EUR 5.2 bn compared to the end of December 2017, primarily as a result of the
deconsolidation of bad loans subject to disposal. Specifically, there was a decline in all risk categories:
bad loans (EUR -3.2 bn), unlikely to pay (EUR -1.9 bn), and non-performing past due exposures (EUR

-0.2 bn).

In the table below, non-performing financial assets include all cash exposures regardless of the
accounting portfolio they belong to, with the exception of equity securities, UCITS, assets held for
trading and hedging derivatives. Moreover, the gross value and the adjusting provisions of non-
performing financial assets are shown net of arrears interest and of the relative adjustments. Performing
customer loan exposures are represented by loans at amortised cost and loans measured at fair value
as per mandatory requirements.

Loans to customers

Gross exposut

311218

Net exposure
Coverage ratio

% on Loans to custor

Gross exposut

311217

Net exposure

Coverage ratio

% on Loans to custor

Provisions

Provisions

Bad loane  Unlikely
to pay

61656 60513
37298 26209
24358 34304
60.5% 43.3%
3.3% 46%
249994 85927
194079 32671
55915 53256
77.6% 38.0%
7.4% 7.1%

Non-
performing
Past due

134.9
26.6
108.3

19.7%

0.1%

420.6
89.2
3314

21.2%

04%

Non-
performing

exposures

12,351.8
6,377.3
5,974.5

51.6%

8.0%

34,012.6

22,764.1

11,248.5
66.9%

15.0%

Perfoming

exposures

68,862.9
489.3
68,373.6

0.7%

92.0%

64,2348
419.6
63,8152

0.7%

85.0%

Total

81,214.7
6,866.6
74,348.1

85%

100.0%

98,247.4

23,183.7

75,063.7
23.6%

100.0%

- of which
Jorbone
impaired

4,539.5
1,909.2
2,630.3

42.1%

6,345.6
2,748.0
3,597.6

43.3%

* The Bank bas elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.

- of which
Jorborne
not
impaired
1,790.4
140.6
1,649.8
7.9%

1,650.3
66.3
1,584.0

4.0%
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Capital adequacy
Regulatory capital and statutory requirements
Risk Weighted Assets Chg. 3112 2017
Categories / Values
3112 2018 3112 2017 Abs. %
OWN FUNDS
Common Equity Tier 1 (CET1) 7.736.0 8,649.9 (913.8) 10.56%
Tier 1 (T'1) 7,736.0 8,649.9 (913.8) -10.56%
Tier 2 (T2) 819.2 78.0 7412 ns.
Total capital (TC) 8,555.2 8,727.8 172.7) -1.98%
RISKASSETS
Credit and Counterparty Risk 36,755.1 38,749.0 (1.993.9) 515%
Credit valuation adjustment risk 168.1 85.6 82.5 96.45%
Settlement risk - - -
Market risks 64.1 60.2 3.8 6.35%
Operational risk 8,584.3 8,927.6 (343.2) -3.84%
Other prudential requirements - - -
Other calculation elements - - -
Risk-weighted assets 45,571.6 47,822.4 (2,250.8) -4.711%
CAPITAL RATIOS -
CET]1 capital ratio 16.98% 18.09% -1.11%
Tier1 capital ratio 16.98% 18.09% -1.11%
Total capital ratio 18.77% 18.25% 0.52%
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Prospects and outlook on operations

Please refer to the paragraph of the same name in the Consolidated Report on Operations, the content
and statements of which also apply to the Bank.
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Annexes

Reconciliation between the reclassified income statement and balance sheet and the
related statutory accounts
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Report on operations
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Reconciliation between the reclassified balance sheet and related statutory accounts

Reclassified balance-sheet items -

Balance-sheet Items - Assets 31122018 | 3112 2017*
Assets
934.3 4,083.9| Cash and cash equivalents

Item 10 — Cash and cash equivalents 934.3 4,083.9

Financial assets measured at amortised cost: Receivables

72,766.5 71,473.5 a) Loans to customers
Item 40 — Loans to customers 72,766.5 71,4735
28,836.8 24,927.4 b) Loans to banks

Item 40 — Loans to banks L 28,836.8 249274
: 13,085.3 15,922.0 Financial assets measuerd at fair
i value
51 20 — Fi . .
: tern- 0 — Financial assets measured at fair value through 25521 9013
iproﬁt and loss
iItem 30 — Fi i fai h h
lem 0 Fmancla% ass-cts measured at fair value throug] 105332 15,0207
iother comprehensive income
2,653.3 3,079.2| Equity investments
{Ttem 70 — Equity investments N 2,6533 92
é 1,040.3 1,103.9 Proper'ty, plant and equipment /
i Intangible assets
;Item 90 — Property, plant and equipment 1,026.3 1,065.3
iTtem 100 — Intangible assets 14.0 38.6
: 5,541.1 8,909.1|Other assets

Item 50 — Hedging Derivatives 257.7 3333

Item 60 — Change in value of macro-hedged financial 165.7 569

assets (+/-)

Ttem 110 — Tax assets 3319.2 3,072.3

Ttem 120 — - held f

t?m O Non curr.ent assets held for sale and 77 36002

discontinued operations

Item 130 - Other assets 1,726.8 1,846.4

Total Assets 124,857.6 129,499.0 | Total Assets
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Report on operations

Balance-sheet Items - Liabilities

3112 2018

3112 2017*

Reclassified balance-sheet items -

E Liabilities

i Payables

E 82,0405 §7,087.0 a) Deposits from customers and
! securities issued

iIternlO — Deposits from customers 68,343.9 606,718.2

iItem 10 — Debt securities issued 13,326.4 19,953.6

iTtem 30 — Financial liabilities designated at fair value 370.2 4152

; 28,063.4 26,675.3 b) Deposits from banks

iltem 10 — Deposits from banks 28,063.4 26,6753

i 623.0 802.5|Financial liabilities held for trading
iTtem 40 — Financial liabilities held for trading 623.0 802.5

: - |Provisions for specific use

Eltem 90 — Provision for employee severance pay 185.5 192.5 i)ml:'rovlslon for employee severance
Eltem 100 - Provisions for rlsks and charges - a) financial 2435 2233|b) Provision for pension
iguarantees and other commitments

Eltem 100 - Provisions for risks and charges - a) pension 334

1and similar obligations '

;Item .190 - Provisions for risks and charges - b) other 1,108.0 9741|c) Other provisions

ihf(\‘ 1S10NS

! 4,248.2 3,852.6 | Other liabilities

iltcrn 40 — Hedging Derivatives 907.6 833.6

;I'terr‘l .59 — Change in value of macro-hedged financial 181 08)

iliabilities (+/-)

iTrem 60 — Tax liabilities - 0.7

iItem 70 — Liabilities associated to disposal groups held

Efor sale i i

iItem 80 — Other liabilities 3,322.5 3,019.1

8,312.1 9,647.5| Bank net equity

iltem 110 — Valuation reserves (276.9) (61.5) a) Valuation reserves

iltem 140 — Reserves (1,441.7) 24238 d) Resetves

;ltem 150 — Share premium reserve - - e) Share premium reserve
iTtem 160 — Share Capital 10,328.6 10,328.6 f) Share Capital

éItem 170 Treasury shares () (186.0) (186.0) @) Treasury shares

iItem 180 — Profit (loss) for the year (+/-) (111.9) (2,857.4) h) Profit (loss) for the year
ITotal liabilities and shareholders' equity 124,857.6 | 129,499.0 | T Ot liabilities and sharcholders'

cquity

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9.
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Separate financial statements - Balance Sheet

Balance Sheet

Assets 3112 2018 3112 2017*
10.  Cash and cash equivalents 934,343,468 4,083,948,406
20.  Financial assets measured at fair value through profit and loss 2,552,063,507 901,297,688
a) financial assets held for trading 800,567,990 901,297,688
c) other financial assets measured at fair value mandatory 1,751,495,516 -
30, Financial ass'ets @e%ured at fair value through other 10,533,159,628 15000745 447
comprehensive income
40.  Financial assets measured at amortised cost 101,603,299,471 96,400,902,429
a) Loans to banks 28,836,807,852 24,927,358,098
b) Loans to customers 72,766,491,619 71,473,544,331
50.  Hedging derivatives 257,675,737 333295169
60.  Change in value of macro-hedged financial assets (+/-) 165,689,537 56,878,368
70.  Equity investments 2,653,300,592 3,079,196,911
80.  Property, plant and equipment 1,026,254912 1,065,298,436
90.  Intangible assets 13,991,121 38,620,679
100. Tax assets 3,319,249,166 3,072,335,223
a) current 583,878,179 529,292,388
b) deferred 2,735,370,987 2,543,042,835
110, dhilstr;::zz]e:; Zs;zz;zisgroups of assets held for sale and 71682737 3.600,130,535
120.  Other assets 1,726,899,432 1,846,313,003

Tatal assets

124,857,609,308

129,498,962,294

* The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9; in addition, the comparative
data were reclassified on the basis of the new acconnting statements set forth in the 5th update of Bank of Italy Circular 262.
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Separate financial statements - Balance Sheet
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continued: Balance Sheet

Total Liabilities and Shareholders' Equity

10.

20.

30.

40.

50.

60.

80.

90.

100.

110.

120.
130.

140.

150.
160.

170.

180.

*The Bantk has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9; in addition, the comparative

Financial liabilities measured at amortised cost
a) loans to banks
b) loans to customers
¢) debts securities issued

Financial liabilities held for trading

Financial liabilities designated at fair value

Hedging derivatives
Fair value change of financial liabilities in hedged portfolio (+/-)

Tax liabilities
a) current
Other liabilities
Provision for employees severance pay
Allowances for risks and charges:
a) financial guarantees and other commitments
b) post-employment benefits
c) other provisions

Valuation reserves

discontinued operations
Redeemable shares
Equity instruments

Reserves

Share premium reserve

Share capital
Treasury shates (-)
Profit (loss) (+/-)

Total Liabilities and Shareholders' Equity

3112 2018

109,733,724,900
28,063 446,258
68,343,924,860

13,326,353,782
623,032,334
370,199,542

907,617,281

18,145,090

3,322,426,667
185,483,335
1,384,836,669
243 454,586
33,392,233
1,107,989,850

(276,918,630

(1,441,676,532)

10,328,618,260
(185,957,994)
(111,921,614)

124,857,609,308

3112 2017*

113,347,177,306
26,675,292,287
66,718 244,647

19.953,640,372
802,506,687
415215413

833,623,443

(788,287)

650,902
650,902
3,018,861,283
192,525,201
1,241,651,192
223,325,000
44213006
974,113,186

(61,469,886

2,423,788,969

10,328,618,260
(185,957,994)
(2,857,440,195)

129,498,962,294

data were reclassified on the basis of the new accounting statements set forth in the 5th update of Bank of Italy Circular 262.
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Separate financial statements - Income statement

#

Income Statement

Items
10.

20.
30.
40.
50.
60.
70.
80.
90.

100.

110.

120.

130.

140.

150.

160.

170.

180.
190.
200.
210.
220.
250.
260.
270.
280.
300.

*¥The Banfk has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9; in addition, the comparative

Interest income and similar revenues
of which interest income calcnlated applying the effective interest rate method
Interest expense and similar charges
Net interest income
Fee and commission income
Fee and commission expense
Net fee and commission income
Dividends and similar income
Net profit (loss) from trading
Net profit (loss) from hedging
Gains/ (losses) on disposal/repurchase of:
a) financial assets measured at amortised cost

b) Financial assets measured at fair value through other
comprehensive income

¢) financial liabilites

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

value through other comprehensive income

a) financial assets and liabilities measured at fair value

b) other financial assets mandatorily at fair value through profit or |

Net interest and other banking income
Net impairment (losses)/reversals on
a) financial assets measured at amortised cost
b) financial assets measured at fair value through
other comprehensive income
Modification gains/(losses)
Net income from banking activities
Administrative expenses:
a) personnel expenses
b) other administrative expenses
Net provision for risks and charges:
a) commitments and guarantees issued
b) other net provisions
Net adjustments to/recoveries on property, plant and equipment
Net adjustments to/recoveries on intangible assets
Other operating expenses/income
Operating expenses
Gains (losses) on investments
Gains (losses) on disposal of investments
Profit (loss) before tax from continuing operations
Tax (expense)/recovery on income from continuing operations
Profit (loss) after tax from continuing operations

Profit (loss)

3112 2018
2,186,632,336
2,101,311,797
(664,705,411)
1,521,926,925
1,661,259,978
(187,843,875)
1,473,416,103
99,282,738
32,296,958
(16,999,867)
39,305,237
4,331,226

24,502,652

10,471,359
(112,641,530)

3,958,608
(116,600,138)
3,036,586,564
(554325 478)
(559,426,018)

5,100,540

(8,184,379)
2,474,076,707
(2,717,915,547)
(1,452,567,532)
(1,265,348,015)
(75,699,768)
2,891,057
(78,590,825)
(76,224,401)
(24,672,423)
247,059,078
(2,647,453,061)
(333,753,633)
482,430
(506,647,557)
394,725,943
(111,921,614)
(111,921,614)

£ab

3112 2017*
2,584,962,004
(855,974,744)
1,728,987,260
1,796,528,626
(262,462,879)
1,534,065,747
34313915
13,954,006
(18,247,548)
635,423,853
(5,621,039)

85,890,553

555,154,339
1,113,735

1,113,735
3,929,610,968
(4,477 420,640)
(4,387,724,012)

(89,696,628)

(547,809,672)
(3,102,022,792)
(1,720,232,528)

(1,381,790,264)
(268432,661)
(53,851,306)
(214,581,355)
(69,348,501)
(25936474)
302,923,341
(3,162,817,087)
(102,929,923)
522,683,770
(3,290,872,912)
433,432,717
(2,857,440,195)
(2,857,440,195)

data were reclassified on the basis of the new acconnting statements set forth in the 5th update of Bank of Italy Circular 262.
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Statement of Comprehensive Income

10.

20.

30.

70.

80.

100.
110.
120.

140.

150.

170.

180.

Items

Profit (loss)
Other comprehensive income after tax not recycled to profit and loss

Equity instruments measured at fair value through other comprehensive

income
Financial liabilities measured at fair value through other comprehensive income

Actuarial gains (losses) on defined benefit plans
Non-current assets and groups of assets held for sale and discontinued

operations

Other comprehensive income after tax recycled to profit and loss

Hedges on foreign investments
Exchange differences

Cash flow hedges

Fair value changes of debt instruments measured at fair value through other

comprehensive income
Non-current assets and disposal groups classified as held for sale

Total other comprehensive income after tax

Total comprehensive income (Item 10+170)

3112 2018

(111,921,614)

19,140,628

7,100,916

6,332,985

5,706,727

(230,915,535)

2,887,515
(17,402,286)

(216,400,764)

(211,774,907)

(323,696,521.00)

3112 2017*

(2,857,440,195)

(151,245,191)

(154,914,055)
3,585,982

82,882

97,515,630

(6,158,794)
37,132,042

81,972,133

(15,429,751
(53,729,561)

(2,911,169,756)

*The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9; in addition, the comparative

data were reclassified on the basis of the new accounting statements set forth in the 5th update of Bank of Italy Circular 262.
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31122018
Changes in equity
investments
Stock options
Treasury shares
derivatives
Change in equity
instruments
Extraordinary
distribution of
dividends
Purchase of treasutry
shares
Issue of new share
payout
Reserves

income for
Dividends and other

31122018

Total equity as at
Total comprehensive
Changes in reserves

suonoesuen Amba sropioareyg

Balance as at 01 01 2018

seak yorrd woagy

Change in opening balances
Balance as at 31 12 2017
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Separate financial statements - Statenent of changes in equity - 2017

38

As at 31 December 2018, the Bank’s net equity amounts to EUR 8,312.1 mln, as compared to EUR 9,647.5 mln as at 31
December 2017, with a total net decrease of EUR 1,335.4 mln.

Note that the column “Changes in opening balances” represents the effects of First-Time Adoption (FTA) in applying the IFRS
9 and IFRS 15 accounting standards, as described in further detail in section 2 “General accounting standards” of the Notes to
the financial statements, under the chapters “Disclosure on first-time adoption of IFRS 15 ‘Revenue from Contracts with
Customers™ and “Disclosure on first-time adoption of IFRS 9 ‘Financial Instruments™

The most significant phenomena impacting net equity, in addition to the EUR 111.9 mln loss for the year, were:

1. in the column “Changes in reserves”, the item “Reserves a) from profits” includes the reversal of the OCI reserve
due to the sale of certain securities, totalling EUR 26.4 mln;

2. “Valuation reserves” show an overall negative change amounting to EUR 211.8 mln, the details of which are available
in the statement of comprehensive income.
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As at 31 December 2017 the Bank’s net equity amounts to EUR 9,647.5 mln, as compared to EUR 4,767.3 mln as at 31
December 2016, with a total increase of EUR 4,880.2 min.

Please note that the column “Changes in opening balances” includes the impact deriving from the early application of IFRS 9,
limited to the treatment of the creditworthiness of fair value option financial liabilities (for additional information, please refer
to the “Accounting policies” section).

The most significant phenomena impacting the net equity, in addition to the EUR 2,857.4 mln loss for the year, were the

following.

1. The loss for the year 2016, equal to EUR 3,722.8 mln, was covered to the extent of EUR 1,398.7 mln during the
same year through a share capital reduction in the corresponding amount in accordance with the shareholders’
resolution of 24 November 2016 and by catrying forward the remaining EUR 2,324.0 min.

2. The Bank’s share capital increase was completed in August 2017 following the issue on 27 July 2017 of the Ministry
of Economy and Finance (“MEF”) decrees relating to:

“Capital strengthening initiatives of Banca Monte dei Paschi di Siena, pursuant to art. 18, paragraph 2 of Law
Decree no. 237 of 23 December 2016 converted, with amendments, by Law no. 15 of 17 February 2017” and

“Capital strengthening initiatives of Banca Monte dei Paschi di Siena, pursuant to art. 18, paragraph 3 of Law
Decree no. 237 of 23 December 2016 converted, with amendments, by Law no. 15 of 17 February 20177,
published in Official Gazette no. 175 on 28 July 2017.

These decrees provided for:

an increase in the Bank’s share capital, in the amount of EUR 4,472.9 mln, through the issue of 517,099,404
ordinary shares fully subscribed as a result of the conversion into ordinary shares of the AT1 and AT2 bond
issues; and

an increase in the Bank’s share capital for the subscription of 593,869,870 shares by the MEF, for a total of EUR
3,854.2 mln.

As a result of the above-mentioned events, the changes laid out below took place.

“New share issue” column:

the item “Share capital - a) ordinary shares” increased by a total of EUR 8,327.1 mln;

the item “Reserves - other” decreased by EUR 3.9 mln due to the costs of the share capital increase, net of the
relative taxes;

the item “Treasury shares”, a negative component of net equity, rose by EUR 186.0 mln, associated with the
conversion of the AT1 bond issues present in the Bank’s balance sheet assets.

“Changes in reserve” column:

“Share capital - a) ordinary shares”: the reduction of EUR 5,364.2 mln is due to the shareholders’ resolution
passed by the Bank on 18 December 2017 relating to the coverage of the total loss of EUR 5,364.2 mln (of
which EUR 2,506.0 mln referring to the loss recognised as at 30 September 2017, EUR 534.1 mln for other
equity adjustments and lastly EUR 2,324 mln concerning previous losses) by reducing the share capital by a
corresponding amount;

“Reserves - a) from profits™: the increase by a total of EUR 2,510.9 mln is due to:

a.  the increase of EUR 2,485.5 mln due to the coverage of previous losses and of part of the adjustments
made to net equity;

b. the increase of EUR 76.8 mln deriving from the closure of the creditworthiness reserve of the fair value
option liabilities involved in the conversion into ordinary shares;

c.  the decrease of EUR 51.7 mln resulting from taxes previously recognised on negative components of net
equity, which translated into a tax loss with unrecognisable DT As;

d.  the decrease generated during the year of EUR 371.2 mln as the difference between the fair value of the
ordinary shares assigned to holders of the AT1 and AT2 bond issues subject to conversion and the value
of conversion into share capital;

e.  the coverage of the amount pursuant to the previous point.

“Reserves - b) other”: coverage of the loss of the Bank recognised as at 30 September 2017 for EUR 2,506 mln

and of part (EUR 1.4 mln) of the costs incurred for the share capital increase.

“Valuation reserves” show overall a negative change amounting to EUR 53.7 mln, the details of which are available in the
statement of comprehensive income.
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Cash Flow Statement - indirect method

A. OPERATING ACTIVITIES 3112 2018 3112 2017*

1. Cash flow from operations 774,554,268 1,129,661,764
profit (loss) (+/-) (111,921,614) (2,857,440,195)
capital .gai'n's/'losses on financital assets held for trading and on 108976,603 16066215
assets/liabilities measured at fair value (+/-)

net profit (loss) from hedging 16,999,867 18,247,548
net losses (recoveries) on impairment (+/-) 843,964,500 4,271,643,038
On:';i;s;;sé;::;si (()f/i—;npairment on property, plant and equipment and 104,027,667 95284975
net provisions for risks and charges and other costs/revenues (+/-) 360,474,460 228,965,682
tax espense (recovery) on income from continuing operations (394,067,648) (433,575,002)
other adjustments (153,899,567) (209,530,497)
2. Cash flow from (used in) financial assets 271,096,380 15,270,054,067
financial assets held for trading 83,293,070 469,552,227
other financial assets measured at fair value mandatory (619,488,375) -
.Financial assets measured at fair value through other comprehensive 3.280.720,842 1347055332
income

Financial assets measured at amortised cost (3,445,010,512) 12,655,346,365
other assets 971,572,355 798,100,143
3. Cash flow from (used in) financial liabilities (4,305,566,885) (17,372,713,103)
Financial liabilities measured at amortised cost (3,600,978,642) (13,604,370,509)
Financial liabilities held for trading (179,474,352) (236,840,270)
Financial liabilities designated at fair value (45,015,871) (1,251,009,775)
other liabilities (474,098,020) (2,280,492,549)
Net cash flow from (used in) operating activities (3,259,916,237) (972,997,272)
B. INVESTMENT ACTIVITIES

1. Cash flow from 158,455,847 550,558,046
sales of equity investments 55,815,909 20,000,000
dividends collected on equity investments 89,239,823 2,239,971
sales of property, plant and equipment 13,400,115 2,967,957
sales of subsidiaries and undertakings - 525,350,118
2. Cash flow used in (48,144,550) (65,030,969)
purchase of property, plant and equipment (48,144,550) (64,904,223)
purchase of intangible assets - (126,746)
Net cash flow from (used in) investment activities 110,311,297 485,527,077
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C. FUNDING ACTIVITIES

issue/purchase of treasury shares - 3,850,289,460
dividend distribution and other - (348,475,658)
Net cash flow from (used in) funding activities - 3,501,813,802
NET CASH FLOW FROM (USED IN) OPERATING, INVESTM (3,149,604,940) 3,014,343,607
Reconciliation
Accounts 3112 2018 3112 2017*
Cash and cash equivalents at beginning of period 4,083,948,406 1,069,604,797
Net increase (decrease) in cash and cash equivalents (3,149,604,938) 3,014,343,609

Cash and cash equivalents: foreign exchange effects - -

Cash and cash equivalents at end of period 934,343 468 4,083,948, 406

*The Bank has elected not to restate comparative data on a consistent basis in the year of initial application of IFRS 9; in addition, the comparative
data were reclassified on the basis of the new acconnting statements set forth in the 5th update of Bank of Italy Circular 262.

The “distribution of dividends and other purposes” line - in section C. 2017 funding activities - shows
the difference between the fair value of the ordinary shares assigned to holders of the AT1 and AT2
financial instruments subject to conversion, in compliance with the provisions of art. 23, paragraph 3 of
Law Decree 237, as well as art. 2 of the Burden Sharing Dectee, and the value of conversion into share
capital.

For further information on the net cash flow generated/absorbed during the year, please refer to the
section "Liquidity Risk" in Part E "Information on risks and hedging policies".
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A.1 - General

Section 1 - Statement of compliance with international accounting principles

Pursuant to Legislative Decree no. 38 of 28 February 2005, these separate accounts were prepared in
accordance with the international accounting principles issued by the International Accounting
Standards Board (IASB) including interpretations by the IFRS Interpretations Committee, as endorsed
by the European Commission, pursuant to EC Regulation no. 1606 of 19 July 2002 which was effective
as at 31 December 2018,

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

Failing a principle or an interpretation specifically applicable to a certain transaction, event or
circumstance, the Bank’s Management used its own judgment in developing and applying the accounting
principles for the purpose of providing a report which is:

e relevant for the purpose of economic decision-making by the users;
e reliable so that the Financial Statements:

- result in a true and fair view of the Bank’s assets, financial position, profit and loss and cash
flows;

- reflect the economic substance - and not merely the juridical form - of transactions, other events
and circumstances;

- are neutral, that is with no prejudice;
- are consetrvative;

- are complete in all relevant respects.

In its judgement, the Bank’s Management made reference to and considered the applicability of the
following provisions, listed in a hierarchically decreasing order:

e the provisions and implementation guidance contained in the principles and interpretations dealing
with similar or related cases;

e the definitions, recognition and measurement criteria for the accounting of assets, liabilities, income
and expenses contained in the Framework.

In making its judgement, the Bank’s Management may also take account of:

e the most recent provisions set forth by other entities in charge of establishing the accounting
principles which use a conceptually similar Framework for the purpose of developing the accounting
principles;

e other accounting literature;

e consolidated practices of the banking industry.

In compliance with art. 5 of Legislative Decree no. 38 of 28 February 2005, if — in exceptional cases —
the application of a provision set forth in the international accounting standards proved to be non-
compliant with a true and fair view of the Group’s financial situation, then such provision would not be
applied. The reasons for deviation and its impact on the representation of the financial situation would,
in such a case, be explained in the notes to the financial statements.

In the separate financial statements, any profits arising from this deviation are posted to a reserve which
is only distributable in proportion to the value recovered.
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Section 2 - General accounting standards

The Separate Financial Statements have been prepated in accordance with the IAS/IFRS International
accounting standards issued by the International Accounting Standards Board (IASB) including the
interpretations issued by the International Financial Reporting Interpretations Committee (IFRIC), as
endorsed by the European Union with mandatory application from the 2018 financial year, as well as
consistent with the general assumptions envisaged in the Framework for the preparation and
presentation of financial statements developed by IASB. No exceptions were made in applying the
IAS/IFRS accounting standards.

For an overview of the standards endorsed during 2018 or those endorsed in previous years, whose
application is scheduled for 2018 (or future years), please refer to “Section 4 - Other Aspects” below,
which also describes the main impacts for the Bank.

Moreover, to the extent applicable, the communications of supervisory authorities (Bank of Italy,
Consob and ESMA) were considered, which provide recommendations on disclosures to be included in
the financial statements on the most significant issues or on the accounting treatment of specific
transactions.

The Separate Financial Statements as at 31 December 2018 have been prepared based on the provisions
contained in Circular no. 262 of 22 December 2005 issued by the Bank of Italy “Bank financial
statements: layout and rules for compilation”, as amended by the fifth update on 22 December 2017.

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

The Separate Financial Statements are prepared with transparency and provide a true and fair view of
the financial situation and results for the year.

The notes to the financial statements contain all information required by the international accounting
standards and provisions contained in Bank of Italy Circular no. 262, together with other non-
compulsory information deemed necessary to provide a true and fair, relevant, reliable, comparable and
intelligible view of the Bank’s performance.

The balance sheet, income statement, and statement of comprehensive income consist of items (marked
with numbers), sub-items (marked with letters) and further details (under “including/of which” in the
items and sub-items). Items, sub-items and their details constitute the accounts.

Each item in the balance sheet, income statement and statement of comprehensive income also indicates
the amount for the prior year.

In consideration of the first application of the IFRS 9 and IFRS 15 standards, whose relative impacts
have been reflected through an adjustment of opening net equity balances as at 1 January 2018, note that
Banca MPS elected not to restate the comparative data, as permitted in the provisions of the
aforementioned standards. Therefore, the balance sheet and income statement balances for the previous
year are not entirely comparable with the new accounting categories and with the related measurement
criteria introduced by the new standard, as they were developed with specific reference to financial
instruments in compliance with the previous IAS 39 standard (that is, accounting standards in effect as
at 31 December 2017 and used to prepare the related financial statements, to which reference should be
made). In the issuing deed for the 5th update of Circular no. 262, the supervisory authority left to the
competent corporate bodies the right to independently determine the form and content of the disclosure
regarding the IFRS 9 transition. Hence, Banca MPS, in order to restate the comparative data as at 31
December 2017 within the new official schedules established by the 5th update of Bank of Italy Circular
262, in effect from 1 January 2018, performed the following reclassifying transactions, on a purely
conventional basis and without changing the corresponding values.
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With regard to the asset and liability items in the balance sheet:

o item 20 “Financial assets held for trading’ has been reclassified under item 20 “Financial assets
measured at fair valne through profit and loss, a) Financial assets held for trading”;

e items 60 and 70 “Loans to banks” and “Loans to customers” have been reclassified under item 40
“Financial assets measnred at amortised cost”, in sub-items @) and b), respectively;

o item 40 “Financial assets available for sale” has been reclassified under item 30 “Financial assets
measured at fair value through other comprebensive income”;

o items 10 “Deposits from banks”, 20 “Deposits from customers” and 30 “Debt securities issned”’, have been
reclassified under item 10 “Financial liabilities measured at amortised cost”, respectively in sub-items
a), b) and ¢J;

e item 120 “Other assets”, in relation to “Real Estate Warehouse”, was reclassified into item 80
“Property, plant and equipment”,

o the new item 100 “Provisions for risks and charges”, sub-item “a) commitments and financial gnarantees

given”’, which did not exist in the 2017 schedules, includes the relative balances from item 100
“Otbher liabilities”.

With reference to the income statement:

o under item 130 “Nez impairment (losses)/ reversals for credit risk”, the previous sub-item “a) loans” has
been reclassified under sub-item “a) financial assets measured at amortised cost’ and the previous sub-
item “b) financial assets available for sale” has been reclassified under “b) financial assets measured at
fair value through other comprebensive income”.

o item 130 “Nez impairment (losses)/ reversals for credit risk”, sub-item ““d) other financial transactions” was
reclassified in the new item 170 “INez provisions for risks and charges”, sub-item “a) for credit risk related
to commitments and gnarantees issued’.

At the same time, the comparative balances as at 31 December 2017 included in the tables in Part B
“Information on the balance sheet” and Part C “Information on the income statement” of the
explanatory notes, have been shown according to the aforementioned reclassifications.

The section "Disclosure on first-time adoption of the IFRS 9 and FRS 15 accounting standards" includes
the reconciliation statements that provide details on the reclassifications made between the previous
items of the official schedules and those of the new official schedules envisaged in Circular 262.

Assets and liabilities, expenses and income cannot be mutually offset, unless this is permitted or required
by the international accounting standards or the provisions set forth in Circular no. 262 of the Bank of
Italy.

The balance sheet, income statement, and statement of comprehensive income do not include items
which did not have balances for the reference year or prior year. If an item of the assets or liabilities is
part of several items of the balance sheet, the notes to the financial statements indicate — whenever this
is necessary for the purpose of intelligibility — that this component may also be referred to items other
than the one it is posted to.

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

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

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

The cash flow statement has been prepared according to the indirect method, based on which cash flows
from operations are represented by the income for the year adjusted to take into account the effects of
non-monetary transactions. Cash flows are broken down amongst those deriving from operations, those
deriving from investment activities and those generated by funding activities. In the statement, cash
flows generated during the year have no sign, while those absorbed are shown between brackets.

In compliance with the provisions of art. 5 of Legislative Decree no. 38 of 28 February 2005, the financial
statements have been prepared using the Euro as the accounting currency: the financial statements are
denominated in Euro units, while the notes are denominated in thousands of Euto.

The Separate Financial Statements have been prepared based on a going concern assumption, according
to the generally accepted principles of accrual accounting, relevance and materiality of information,
priority of substance over form and with a view to encouraging consistency with future statements.

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

Disclosure on first-time adoption of IFRS 15 “Revenue from Contracts with Customers”

Regulation no. 1905 of 22 September 2016 endorsed the new international accounting standard IFRS
15 "Revenue from Contracts with Customers”, with compulsory application from 1 January 2018,
which introduced a single reference framework for recognising revenue deriving from contracts with
customers, replacing IAS 18 “Revenue” and IAS 11 “Construction Contracts” and related
interpretations (IFRIC 13, IFRIC 15, IFRIC 18, and SIC 31).

This standard proposes a model according to which an entity must recognise revenue to accurately
depict the transfer of promised goods or services to customers at the amount that reflects the
remuneration the entity expects to receive in exchange for those goods or services. In this regard, the
standard establishes five steps:

1. identify the contract with the customer, defined as an agreement (written or verbal) with
commercial substance between two or more parties that generates legally enforceable rights
and obligations with the customer;

2. identify the performance obligations in the contract;

3. determine the transaction price, i.e., the amount an entity expects to receive in exchange for
the transfer of goods and services in line with the techniques set forth in the standard and
based on any financial components that may be included;

4. allocate the transaction price to the performance obligations in the contracts;

5. recognise revenue when (or as) the entity satisfies a performance obligation, taking into
consideration that services may be rendered either over time or at a point in time.

The services that resulted in the recognition in the income statement of fee and commission income
were analysed, with the objective of verifying the proper method for recognising revenue, as the Bank
did not have other types of revenue that fell under the scope of IFRS 15. More specifically, the analysis
focused on the “variable” revenue components and on those subject to possible reversal, in particular
attributable to the placement of third-party products.

Based on the analyses performed, it was found that the methods for recognising revenue introduced
by the new accounting standard are essentially consistent with the accounting treatment that was
previously in force.

48
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Bearing in mind that IFRS 15 specifies the need to recognise a liability for amounts collected that may
later be reversed (known as “refund liabilities”), an estimate was made of the relative amounts, which,
for the Bank is generated by the placement of certain products linked to consumer credit for which, if
the products are repaid in advance, the placement bank must reimburse a portion of the placement
fees collected at the time proportional to the residual duration. This liability was quantified by making
reference to historical data on early repayments and amounts to EUR 25.6 mln. Considering the related
tax effect of EUR 8.4 mln, the reduction in net equity amounts to EUR 17.2 mln.

For a more immediate indication of the impacts on the Bank’s balance sheet, please refer to the
reconciliation schedule between the balance sheet at 31 December 2017 and the reclassified balance
sheet as at 1 January 2018, shown below.

In addition to quantitative impacts, the new standard requires greater disclosure on the nature, amount,
timing, and degree of uncertainty for revenue, as well as on the cash flows generated by contracts with

customers.

Disclosure on first-time adoption of IFRS 9 “Financial Instruments”
Regulatory provisions

Regulation no. 2067 of 22 November 2016 endorsed the new international accounting standard IFRS
9 “Financial Instruments”, with compulsory application from 1 January 2018, which regulates the
classification and measurement, impairment and hedge accounting related to financial instruments,
replacing IAS 39 “Financial Instruments: recognition and measurement”.

IFRS 9 is divided into the three different areas for classification and measurement of financial
instruments, impairment, and hedge accounting,.

Classification and measurement requirements for financial assets and liabilities according to
IFRS 9

IFRS 9 establishes that the classification of financial assets depends on the combination of the two
following drivers:

1. The entity’s business model: which reflects the objectives that management intends to achieve
by holding the financial assets. More specifically:

e “Held to collect” (HTC), if the objective is to receive contractual cash flows, holding the
financial instrument until maturity;

e “Held to collect and Sell” (HTC&S), if the financial assets are held with the objective of
receiving the contractual cash flows throughout the duration of the asset, and to collect
proceeds from its sale;

e  “Other”: if the objectives are different from those described in the previous points,
attributable to, for example, the desire to collect cash flows through a negotiation (“Sell”).

2. Contractual characteristics of cash flows: depending on whether the cash flows are based solely
on principal and interest (known as “Solely Payments of Principal and Interest”, or SPPI) or
if they also depend on other variables (e.g., profit participation, such as dividends, or
repayment of invested capital based on the issuer’s financial performance, etc.). The
assessments conducted in order to ascertain the contractual charactetistics of cash flows ate
indicated with the term “SPPI test”.

Based on the various combinations of the business model and contractual characteristics of the cash
flows, the following accounting categories can be identified:

e financial assets measured at amortised cost: these include debt instruments (loans and
securities) with a “Held to collect” business model, whose contractual terms are represented
solely by the payment of principal and interest (passing the SPPI test);
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e financial assets measured at fair value through other comprehensive income, with the
measurement and realisation components charged to the income statement: these include debt
instruments (loans and securities) with a “Held to collect and Sell” business model, whose
contractual terms are represented solely by the payment of principal and interest (passing the
SPPI test);

e financial assets measured at fair value through profit and loss: these comprise all trading assets,
including non-hedging derivatives and, regardless of the business model, those assets that must
be valued at fair value since the cash flows do not represent solely the payment of principal
and interest (failing the SPPI test). Hence, this category includes all equity securities, unless
the entity chooses the irrevocable option of classifying them in the category of financial assets
measured at fair value through other comprehensive income, without any recharges to the
income statement for the measurement and realisation components (with the exception of
dividends, which continue to be recognised in the income statement).

In addition to the categories described above, there is also the option to use the accounting category
of financial assets measured at fair value through profit and loss; this option is irrevocable and is only
permitted to eliminate or significantly reduce an inconsistency in the measurement or recognition that
would otherwise result from the valuation of assets or liabilities or from the recognition of the related
profits and losses on different bases (or “accounting asymmetry”).

For the new classification rules based on cash flow characteristics, IFRS 9 eliminates the tules for
unbundling implicit derivatives in financial assets that are not measured at fair value through profit and
loss.

With reference to financial liabilities, the new IFRS 9 accounting standard confirms the classification
and measurement rules envisaged by IAS 39, on the basis of which they are measured at amortised
cost, with the exception of financial liabilities held for trading, including derivative liabilities, and
financial liabilities for which the option to measure at fair value through profit and loss is chosen. In
relation to the latter type of liabilities, IFRS 9 envisages that changes in fair value associated with the
entity’s own creditworthiness must be recognised as an offsetting entry to a specific equity reserve, ,
thatwill never be reversed to the income statement, even if the liability expires or lapsesIf changes in
fair value associated with the entity’s own creditworthiness creates or amplifies an accounting
asymmetry in profit and loss, the entire change in the liability’s fair value must be recognised in the
income statement

IFRS 9 impairment methodology based on expected losses (ECL)

According to IFRS 9, all financial assets not measured in the financial statements at fair value through
profit and loss, represented by debt securities and loans, and off-balance sheet exposures
(commitments and guarantees issued) must use the new impairment model based on expected losses
(ECL - Expected Credit Losses). The objective of the new approach is to ensure a more timely
recognition of losses with respect to the previous IAS 39 model, according to which losses were
recognised only if there was objective evidence that emerged after the initial recognition of the asset
(known as “incurred losses” model).

More specifically, the impairment model introduced by IFRS 9 is based on the concept of “forward-
looking” measurement, i.c., on the notion of expected loss (Expected Credit Loss), cither calculated at
12 months (Stage 1) or for the entire residual life of the asset (lifetime loss for Stage 2 and Stage 3). In
particular, the model provides that financial assets must be classified in three distinct “stages” that
correspond to different measurement criteria:

e Stage 1: to be assessed based on an estimate of expected loss over a one-year time horizon.
Stage 1 includes performing financial assets for which there has been no significant increase
in credit risk with respect to the initial recognition date;
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e Stage 2: to be assessed based on an estimate of expected loss over the entire residual life of
the financial asset. Stage 2 includes financial assets that have incurred a significant increase in
credit risk with respect to the initial recognition date;

e Stage 3: to be assessed based on an estimate of expected loss that assumes a 100% probability
of default. Stage 3 includes financial assets that are considered non-performing.

According to the Expected Credit Losses calculation model, losses must be recorded not only with
reference to the objective evidence of losses in value that ate already apparent at the reporting date,
but also based on expectations of future losses of value for which there is not yet evidence, which must
reflect:

e the probability of various scenarios taking place;
e the effect of discounting through the use of the effective interest rate;
e historical data and current and future valuations.

Hedge Accounting

With reference to the accounting for hedging transactions (“hedge accounting”), the new rules
introduced by IFRS 9 have the objective of ensuring greater alignment between the accounting
representation of hedges and the underlying management logic (risk management); however, these
rules pertain to the macro-hedging model, for which an ad hoc project has been launched, separate from
IFRS 9, which has not yet resulted in an accounting standard.

Decisions made by Banca MPS

It is appropriate to state a premise about the “general” decisions made by Banca MPS related to the
early application permitted by the standard, recognition of impacts from applying the new impairment
rules on own funds according to recent amendments introduced to prudential regulations, and the
presentation of comparative balances for the first year that standard is adopted:

e as the regulation requirements were met, the Bank decided to apply in advance, starting in 2017,
the new rules envisaged in the IFRS 9 accounting standard relative to the presentation of profits
and losses on fair value option liabilities attributable to changes in own creditworthiness. The
accounting treatment for these liabilities envisages that changes in fair value associated with the
entity’s own creditworthiness must be recognised as an offsetting entry to a specific equity reserve
(“Valuation reserve”), unless this treatment creates or amplifies an accounting asymmetry in profit
and loss; in this case, the entire change in the liability's fair value must be recognised in the income
statement.

e with reference to the methods for representing the effects of first adoption of the standard, the
Bank has exercised the option envisaged in paragraph 7.2.15 of IFRS 9 and paragraphs E1 and E2
of IFRS 1 “First-Time Adoption of International Financial Reporting Standards”, according to
which - without prejudice to retrospective application of the new measurement and presentation
rules required by the standard - it is not mandatory to restate the comparison data for the financial
statements on a similar basis upon first application of the new standard. As stated in the
instructions contained in the issuing deed for the 5th update of Circular 262 “Bank financial
statements: layout and rules for compilation”, banks that take advantage of the exemption from
the obligation to recalculate the comparative values must, however, include, in the first financial
statements drawn up based on the new Circular 262, a reconciliation schedule that illustrates the
methodology used and provides a reconciliation between the data of the last approved financial
statements and the first financial statements prepared according to the new provisions. However,
the form and content of this disclosure are left to the discretion of the competent corporate bodies.

Moreover, note that the investments in associates Axa Mps Assicurazioni Danni S.p.A. and Axa Mps
Assicurazioni Vita S.p.A., as entities whose business predominantly consists of insurance activities,
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decided to take advantage of the option to apply the “Deferral Approach” (or Temporary Exemption),
according to which the financial assets and liabilities of insurance companies will continue to be
recognised in their financial statements consistent with IAS 39 rules, pending the entry into force of
the new international accounting standard on insurance contracts (IFRS 17), currently expected in
2022. Pursuant to par. 200 (a) of the document “Applying IFRS 9 TFinancial Instruments’ with IFRS
4 ‘Insurance Contracts’ - Amendments to IFRS 47, the Group is exempt, until 2022, from applying the
equity method, from using homogeneous accounting policies for the two associate insurance
companies and will provide appropriate disclosure of this fact pursuant to paras. 391 and 39] of the
aforementioned document.

The following is a brief review of the main areas of impact of the new accounting standard as defined
above, as well as the principal choices made by the Bank in this regard.

Classification and Measurement

Based on the discussion above, as part of the transition to IFRS 9, the Bank defined the financial
instrument classification in accordance with the new accounting categories envisaged in IFRS 9 - taking
into account the “business model” as at 1 January 2018 and the characteristics of the instrument’s
contractual cash flows at its origination date - and to perform a new measurement of these instruments
based on the respective measurement criteria.

The “business model” is defined taking into consideration all relevant information, including historical
data on past sales, methods for measuring and reporting the performance of financial assets, methods
of managing and measuring risks that may influence the performance of financial assets, and
remuneration policies of senior management. Specific guidelines were then developed to define the
Bank’s business model and its possible changes. For the portfolio of financial assets measured at
amortised cost, considering that the business model’s objective is to collect the related cash flows, the
eligibility criteria for sales were defined under certain circumstances (such as a significant increase in
credit risk or sales close to maturity) or in relation to their immateriality in terms of amount or
frequency.

For the SPPI test, the Group’s methodological approach was defined and target models were
implemented, in terms of procedures and processes, to conduct the test for all financial assets, for both
debt securities and loans. As part of the aforementioned methodological approach, a specific procedure
was determined to verify that the “Benchmark Cash Flow Test” had been passed, required for financial
instruments that have a changed time value of money, represented, for example, by a misalignment
between the schedule for setting the interest rate for the payment of the respective instalment (fixing)
and the reference rate (tenor).

The analyses that were performed in accordance with a specific, internally developed tool are presented
below, based on a check list of indicators designed to verify that the instruments pass the SPPI test,
rather than based on information from external providers.

For the portfolio of debt securities outstanding as at 31 December 2017 under a Held to collect
business model rather than Held to collect and Sell, the SPPI test was carried out to verify the possibility
of classifying the securities in question in the accounting categories of “Financial assets measured at
amortised cost” and “Financial assets measured at fair value through other comprehensive income”,
respectively. The analyses conducted found that a very limited percentage of debt instruments did not
pass the test, both in terms of number and value, represented by subordinated or structured securities;
therefore, these instruments were classified in the accounting category of “Other financial assets
measured at fair value through profit and loss as per mandatory requirements’.

For financial instruments represented by loans, the analysis approach was differentiated based on
whether they refer to standard products, codified as such in catalogues or product sheets, typical of the
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retail and small business sector, rather than “tailor-made” disbursements!. For the first type, the analysis
focused on reviewing the fact sheets for the products currently on sale. For the second type, the analysis
focused on a detailed review of individual loan contracts. The inquiries conducted resulted in the
identification of specific types of standard products (which represent a marginal number of financial
instruments compared to the Bank’s overall exposures) and some “tailor-made” contracts which, by
virtue of specific contractual clauses, do not pass the test.

The assets represented by units of UCITS have been classified as “other financial assets measured at
fair value as per mandatory requirements”, also on the basis of the clarifications provided by the IFRIC,
as will be better explained below. As part of equity securities held for purposes of a strategic investment,
not for trading and not classified as exclusive control, associate, or joint control, the instruments were
identified for which the option to designate at fair value through other comprehensive income would
be chosen.

IFRS 9 impairment methodology based on expected losses (ECL)

With regard to impairment:

e methods were defined for measuring the trend (or “tracking”) of credit quality of positions in
financial asset portfolios measured at amortised cost and at fair value with an offsetting entry
in shareholders’ equity;

e parameters were established for determining a significant increase in credit risk, for the
purpose of properly allocating performing exposures into stage 1 or stage 2. Instead, with
reference to impaired exposures, the definitions of accounting and regulatory default - which
were already aligned - makes it possible to consider the current rationale for classification of
exposures in the “non-performing” category as identical to the approach for classification of
exposures in stage 3;

e models - including forward-looking information - were developed to be used both for stage
assignment (lifetime PD) and to calculate expected credit loss at one year (to be applied to
exposures in stage 1) and lifetime (to be applied to exposures in stage 2 and stage 3).

With reference to credit quality “tracking”, a detailed analysis of the credit quality of each individual
relationship was performed (both in the form of certificate exposure and credit exposure), for purposes
of identifying possible “significant increases” in credit risk from the date of initial recognition and the
resulting need for classification in stage 2, as well as, conversely, of the conditions for returning to stage
1 from stage 2. The decision made envisages, on a case-by-case basis and at each reporting date, the
comparison - for purposes of “staging” - of the credit quality of the financial instrument at the time it
is measured with that of the initial moment of delivery or purchase. In relation to the above, the
elements that constitute the main determining factors to be taken into consideration for assessing the
“transfers” between different stages are as follows:

e change (beyond established thresholds) in the lifetime probability of default compared to when
the financial instrument was initially recognised in financial statements. Therefore, it is an
assessment performed by adopting a “relative” criterion, which is the main “driver”;

e presence of an exposure that has been past due for at least 30 days, without prejudice to the
materiality thresholds identified in regulations. If there is such a case, in other words, the credit
risk of the exposure is presumed to be “significantly increased”, unless proven otherwise and,
consequently, it is “transferred” to stage 2 (where the exposure was previously included in
stage 1);

1 “Tailor-made” products - which were analysed for purposes of the SPPI test - include all exposures managed by specialised
units of the Group, related both to customised disbursements based on specific financial needs of the customers, typically
corporate, as well as exposures that had been restructured, whose specific characteristics required intervention by the
aforementioned specialised units.
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e presence of forbearance measures, which - again on a discretionary basis - entail the
classification of exposures among those whose credit risk is “significantly increased” compared
to the initial recognition;

e some of the indicators of credit monitoring systems, in particular the reference, are to “watch-
lists”, that is, to those credit monitoring systems which, based on the current credit quality of
the borrowing counterparty, show performing exposures above an established risk level (High
Risk and Requalification management perimeter as well as borrowers with negative EBITDA).

With particular reference to the relative quantitative criterion applicable to credit exposures with
customers, the Bank has determined as a reference the change between the lifetime forward-looking
cumulative probability of default (PD), calculated at the beginning of the contractual relationship and
the probability of default recorded at the measurement date. In developing the model, specific internal
thresholds of variation were identified between the PD at the beginning of the contractual relationship
and the PD recognised at the valuation date, broken down by counterparty, initial rating class and
vintage. If these thresholds are exceeded, it signifies a significant increase in credit risk and the resulting
transfer of the individual credit line from stage 1 to stage 2. The comparison is based on the
homogeneous residual durations? and on homogeneous PD models, for example, if the definition of
default changes over time, the original lifetime forward-looking cumulative PD is recalculated to take
account of said new definition of default. Cumulative PDs subject to comparison are based on the
same model used for ECL purposes (e.g. definition of PIT (Point in Time) PD, macroeconomic
scenarios, expected life/contractual life). In order to obtain a unique classification result, use is made
of a cumulative PD resulting from the weighted average of the cumulative PDs calculated for the
individual prospective scenarios using the probabilities of the scenarios as weights. The threshold of
significance is determined by historically measuring, through quantile regression analysis per cluster,
that level of ratio, between the lifetime forward-looking cumulative PD at the reporting date and that
at the origination date, which may be considered predictive of the classification as NPE3. The threshold
is determined so as to minimise so-called false positives and false negatives and maximise true positives
and true negatives.

The “staging” of securities entails some unique considerations. In fact, unlike loans, for this type of
exposure, purchase and sale transactions subsequent to the first purchase (made with reference to the
same ISIN) can typically fall under the ordinary activity of position management (with consequent need
to identify a methodology to adopt for the identification of sales and reimbursements in order to
determine the residual quantities of the individual transactions to which a credit quality/rating is
associated that will be compared with that of the reporting date). In this context, using the “first-in-
first-out” or "FIFO" methodology (for the transfer to the income statement of the recognised ECL,
in the case of sales and reimbursements) contributes to more transparent portfolio management,
including from the perspective of front-office operators, allowing, simultaneously, a continuous
updating of the assessment of creditworthiness based on new purchases.

Finally, for securities that, at the transition date, had an “investment grade” rating (or similar quality),
the “low credit risk exemption” envisaged in IFRS 9 was used, based on which all exposures with the
above characteristics were identified as low risk exposures and classified in stage 1, regardless of the
precise measurement of the change in credit risk; the latter is therefore relevant for staging purposes
only in the event in which the rating is sub-investment grade at the reporting date.

For these latter cases, the relative quantitative criterion is based on the variation in lifetime forward-
looking cumulative PD between the reporting date and the origination date above a certain threshold.
For corporate issuers, the multi-year PD curve is the corporate one estimated entirely by the Bank; for
government issues, the multi-year PD curve is the one prepared on the basis of the Moody’s matrix of
1-year defaults of government bonds. Cumulative PDs subject to comparison are adjusted based on
macroeconomic scenarios. In order to obtain a unique classification result, use is made of a cumulative

2 Therefore, the valuation at 31/12/T of the significant increase in credit risk of a thirty-year mortgage disbursed on 31/12/T-
5 is carried out by comparing the lifetime forward-looking cumulative PDs over the residual life of 25 years.
3 The classification as NPE is measured over multi-year time horizons.
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PD resulting from the weighted average of the cumulative PDs calculated for the individual prospective
scenarios using the probabilities of the scenarios as weights. The exposures are classified into stage 2
if the ratio between the lifetime forward-looking cumulative PD at the reporting date and that of the
origination date exceeds a given threshold of significance equal, both for corporate bonds and
government bonds, to that used for corporate exposures in the form of loans.

Once the assignment into the various credit risk stages has been defined, the expected losses (ECL)
are calculated, at the level of individual transaction or security tranche, starting from IRB/management
modelling, based on the parameters of Probability of Default (PD), Loss Given Default (LGD), and
Exposure at Default (EAD), to which appropriate adjustments are made, in order to ensure compliance
with the specific requirements of IFRS 9. In particular, these interventions include the adoption of a
Point in Time (PIT) PD against the Through the Cycle (TTC) PD, used for Basel regulatory purposes,
the PD estimate and, if applicable, multi-year LGD to determine, where necessary, the expected loss
for the entire residual life of the financial instrument, the removal from the LGD calculation of the
component linked to an adverse economic cycle (or downturn), as well as the use, in the discounting
process, of the effective interest rate of the individual positions.

Furthermore, the measurement of financial assets - both those performing and those included in stage
3 - reflects the best estimate of the effects of future conditions, especially in relation to the economic
context, on which the forward-looking PD and LGD are dependent. With reference to incorporating
this information in determining the impairment of a loan, a useful indication was received from the
IFRS Transition Resource Group for impairment of financial instruments (ITG or TRG) which,
among other things, addressed the following issues: (i) if it is sufficient to use a single scenario, or
should several scenarios be incorporated in the impairment estimates; (ii) in the event that it is necessary
to incorporate several scenarios, which methodology should be adopted for this purpose. With regard
to issue (i), the TRG observed that, when there is a non-linear relationship between macroeconomic
variables and losses in value, a single macroeconomic scenario is not representative of the entire
distribution of possible scenarios; therefore, the estimate of losses in value must be based on several
scenarios. With regard to issue (ii), the TRG noted that two methods can be used, alternatively:

a) estimate of losses in each scenario considered and calculation of the average of these losses,
weighted by the probability that each scenario will occur;

b) estimate of losses based on the “most likely” scenario, and subsequent adjustment of the
amount thus obtained through the application of an “add-on” (also called "ovetlay
adjustment") to take into account scenarios that are less likely.

The information on future macroeconomic scenarios in which the Bank may operate affects the
situation of borrowers in reference to both the “riskiness” that exposures migrate to lower quality
classes (thus referring to “staging”) as well as recoverable amounts (thus the calculation of expected
loss on exposures).

From a methodological perspective, several possible alternative approaches have been analysed in
order to take these elements into consideration. With regard to the various alternatives considered, the
Bank decided to adopt approach a), applied using the procedures described below:

e forecasted values for macroeconomic factors deemed relevant in estimating the Bank’s risk
factors with a future time horizon of three years under different scenarios are considered;

e these values are used as the inputs for appropriate models, developed internally by the Parent
Company, in order to incorporate macroeconomic and forward-looking information in the
PD (“Satellite Model”) and LGD (Sensitivity Analysis) risk parameters;

e expected loss is calculated in relation to each scenario, considering the multi-year PDs and the
LGD adjusted in accordance with the specific scenario;

e starting from these expected losses relating to each scenario, the expected loss was determined
as the average of the relative losses weighted for the likelihood of occurrence of each scenario.

This approach permits any non-linearity in the relationship between macroeconomic factors, risk
parameters, and expected loss to be considered.
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The forecasts of the macroeconomic indicators (forward-looking), provided by a leading external
consultant and internally re-formulated by the Research Function, are quantified based on three
possible future scenarios, which consider the economic variables deemed relevant (Italian GDP,
interest rates, unemployment rate, commercial and residential property prices, inflation, equity indices),
with a future time horizon of three years to which the respective probabilities of occurrence are
assigned, determined internally by the Bank. In greater detail, alongside the “baseline” scenario deemed
most probable, i.c., the macroeconomic forecast scenario which the Bank uses as a basis to develop its
projections for financial statement and risk data across a short- and medium-term time horizon, an
alternative “better” scenario (decidedly favourable) and “worse” scenario (unfavourable) was

developed.

Special considerations apply to exposutes classified in stage 3 (those corresponding - as indicated above
- to the current perimeter of non-performing assets). As regards more specifically to non-performing
loans, note that, despite the fact that the definition of a non-performing loan (credit-impaired financial
asset) in IFRS 9 is essentially the same as the previous accounting standard, the methods for calculating
the lifetime ECL have entailed changes in the methodology, including for purposes of measurements
to be carried out in this area, mainly in relation to:

e inclusion of forward-looking information, such as that relating to macroeconomic scenarios,
estimates and recovery timing, the probability of transfer to lower ranked classes, as well as
those that may influence the value of collateral or the expected duration of the relative
collection;

e consideration of alternative collection scenatios, such as the sale of credit assets, in connection
with possible sales of units of the non-performing portfolio, in relation to business objectives
to reduce non-performing assets, to which a realisation probability must be attributed, as part
of the overall measurement.

With regard to the inclusion of forward-looking information, note that the same methodological
framework applies to non-performing exposures that is also used for performing loans. Therefore, the
same three macroeconomic scenarios are considered in the time horizon of the subsequent three years,
according to the procedures indicated above. As previously stated, the forward-looking scenario
component is designed to capture the non-linearity of the relationship between the macroeconomic
variables and ECL measurement, by analysing forecast uncertainty for the variables used to develop
the scenario.

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

Supporting this sales scenario with the ordinary collection scenario through internal management
therefore responds to the requests received from supervisory authorities. This change in strategy
envisaged in the new plan was taken into consideration in the first application of IFRS 9, a standard
that, as already discussed, entails important innovations compared to IAS 39. In addition to the above,
note that TRG - on the impairment of financial instruments 