


Consolidated Annual Report as at 31 December 2018

Banca Monte dei Paschi di Siena S.p.a.
Share Capital: € 10,328,618,260.14 fully paid in

Registered with the Arezzo - Siena Company Register — registration no. and tax code 00884060526
MPS VAT Group - VAT no. 01483500524

Member of the Italian Interbank Deposit Protection Fund. Registered with the Register of Banks
under no. 5274

Monte dei Paschi di Siena Banking Group, registered with the Register of Banking Groups.

BANCA MONTE DEI PASCHI DI SIENA



2018 ANNUAL REPORT



CONSOLIDATED ANNUAL REPORT

GOVERNING AND CONTROL BODIES ... ssssssssss s 6
CONSOLIDATED REPORT ON OPERATIONS........ocooiiiiciini s sssssssss s 7
General QECOUNTING STANAATAS.........eoeenviiiiariiinciiiiiiiiis st 8
RESHILS G DITES . 9
TEXCOCUPIVE SUPMIATY ..ottt bbbt 12
GIOUD OVETVIEID ...t 14
SBDATCHOICTS .. s 16
Information om the BIMPS SDATe..........cc.coeuveimveiiiiiiiicieieeeiee e 17
OFGaANISALIONGL STTUCIUTC.........ceeiniiiiciciiiee sttt sttt 18
GOVErnance €2 CONIFOL SYSIENIS ......ouuvvuiiuciiaciiiiciiicisi it 20
DIESEIOULION CDANNELS ..ot 24
CUSIOMIEE DASE ... 26
REfCIEHCE COMIEX ...ttt 27
Significant events i 20718 ... 28
Significant events after 2078 ... 31
HUIIAN RESOUTOES..oeeiiiiiii bbb 32
STFAIOQY oo 35
Income statement and balance sheet reclassification PrinCIPLEs ...........ceceveuveeeueeeeuveneuveneieeneieeeeieeseiseseseeseaeesenennes 39
Reclassified income STatement ... 43
ReCIASSUIEA DAIANCE SDEEL........oncoeccccce ettt 51
Resnlts by 0perating Segment ...t 64
Prospects and outlook 01 OPErations ............c...ccevvcerecenieenicenieriesees et 95
AANNEXES .ttuttetettteteteseestetesesteteseseststssesaststssesesttesesesessssesestssssesessnsssesessntesesessnsesesesensssesesentesesesensesesesensssess 97
CONSOLIDATED FINANCIAL STATEMENTS ..o 102
Consolidated Dalance SHECE .................ouvuucvviniiiiniiiiniiiiiiiiiiici s 103
Consolidated iN00ME STAIEMENT ................ouvviniiiniiiniiiniiiciciciie s 105
Consolidated statement of COMPTEDENSIVE INCOME...........ecuvecuvererreereereieeeieeereerereessaeesse s essseens 107
Consolidated statement of changes in equity — 2078 ......cuwucvviiiviiiviiiiiiiciiicci s 108
Consolidated statement of changes in equity — 2077 ......cuvecuveeeuveecureeerreneieeneeeneieeseeesie e sssenns 110
Consolidated cash flow statement - iNdirect MO ...............coeuvecuviiiviiiiiiiiiiciniciicce s 113
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS ..., 115
Part A — ACCOUNIING POLCIES ...ttt 116
Part B — Information o1 the Dalance SHEEt .............uceeuceneeeonecerecenieenieesieeneesseeeseesssesssesssaesssaesssaesssaces 218
Part C — Information on the consolidated income SItement .............c.ceveeeneeoneccunecneeriecresereeseceseenseaens 311

BANCA MONTE DEI PASCHI DI SIENA



Part H — Related-party ransactions...........vevevieineisiisiisisisineissisiisisississssssssssssssssssssssssssssssssesssins 494

Part I — Share-Based Payiment AGIeements .........cvnececreerenieeereoneneccrersenisesseseseesessesesssessssessessessesssnes 504
Part L — Segment FEPONIING. .........uvuveeuiiiiiiciiisiiccieiice ettt 506
Public disclosure pursuant to art. 89 - Communication by country of Directive 2013/36/EU (“CRD I17”)
................................................................................................................................................................... 512

CERTIFICATION OF THE CONSOLIDATED FINANCIAL STATEMENTS PURSUANT TO
ART. 81-TER OF CONSOB REGULATION NO. 11971 OF 14 MAY 1999, AS SUBSEQUENTLY

AMENDED AND SUPPLEMENTED ..ottt ettt ettt ettt ettt et et nens 515
INDEPENDENT AUDITORS’ REPORT ON THE FINANCIAL STATEMENTS ..ovoviviiirieeeereeeereeeeeessenessesenens 516
AANINEXES ...ttt ettt ettt et et et et et s e et et sae et ssesaesssesesaseatesteateaseatesseateasaateatsateatessenteateatententeatensent et enseatent et ensenes 525

2018 ANNUAL REPORT



BANCA MONTE DEI PASCHI DI SIENA



GOVERNING AND CONTROL BODIES

BOARD OF DIRECTORS

Stefania BARIATTI
Antonino TURICCHI
Marco MORELLI

Maria Elena CAPPELLO
Roberta CASALL

Matco GIORGINO
Fiorella KOSTORIS
Roberto LANCELLOTTI
Nicola MAIONE

Stefania PETRUCCIOLI
Salvatore Fernando PIAZZOLLA
Angelo RICCABONI
Michele SANTORO

Giorgio VALERIO

Chairman
Deputy Chairman
Chief Executive Officer
Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

BOARD OF STATUTORY AUDITORS

Elena CENDERELLI

Raffaella FANTINI

Paolo SALVADORI

Daniele Federico MONARCA

SENIOR MANAGEMENT

Marco MORELLI

INDEPENDENT AUDITORS

Chairman
Standing Auditor
Standing Auditor

Alternative Auditor

General Manager

EY S.p.A.

2018 ANNUAL REPORT



CONSOLIDATED REPORT ON OPERATIONS

General QECOUNTING STANAATAS...........cuvuvaviainciiiiiiiisie et 8
RESHIES G DITES et 9
TEXCOCUPIVE SUPMIATY ..ottt 12
GFOUD OVETDIIV ...ttt 14
SDATCHOIETS .o 16
Information on the BMPS SDATe............cccuvwcmviiiiiiiiiciiicisiciic ettt saes 17
OFGaANISALIONGL STTUCTUTE ...ttt ettt ettt 18
GOVEINance €3 CONIFOL SYSIENIS c.....uvuvuviuiniiciiisiiiiiisi s 20
DISHIOULION CDANNELS.....cocoonoiiiniiiti s 24
CHUSIOMIEE DASC ..o 26
REfCIEHCE COMIEXT ..ot 27
Significant events i 20718 ... s 28
Significant events after 20T 8. 31
Hu11a1 RESOUTOES ..o 32
STQIOY v 35
Income statement and balance sheet reclassification PrinCIPLES .............vecuveocuvecurecureseericiricireeeseessee e sseaessnaens 39
Reclassified income SIAtement ...t s 43
Reclassified Dalance SHEEr ...............ocuveeuveemveniueeiiceeeieeeete ettt 51
Restlts by 0perating Segment ...............ccvviuviiiviniiiiiiiiiiciiciic s 64
Prospects and 0ntlook 011 OPETALIONS ...........ccuveeureeurecirieiricirieiree ettt saes 95
AANINEXES ..ottettettstetettetetesesteteseststesesesetssesesessesesesestssesesestasesesensssesesestssesesessssesesessstesesesensesesesensssesesensesesessnssseseses 97

BANCA MONTE DEI PASCHI DI SIENA



Consolidated Report on Operations

General accounting standards

The Consolidated Report on Operations as at 31 December 2018 provides a snapshot of the activities
and results which largely characterised the Group's operations during the year, both as a whole and in
the various business sectors.

In particular, economic and financial indicators, based on accounting data, are those used in internal
performance management and management reporting systems, and are consistent with the most
commonly used metrics within the banking industry, thereby ensuring the comparability of presented
figures.

The income statement and balance sheet have been reclassified based on presentation critetia that are
more suitable for representing the contents of the items according to consistent operational criteria.

In addition, the Report incorporates non-financial company information providing the details on the
activities, capital, risks and relations that are significant to the Group’s current and future performance.
This information is also more thoroughly analysed in the corporate communications found on the
Banca MPS website www.mps.it., such as: the “Consolidated Non-Financial Statement”, “Report on
Corporate Governance and Ownership Structure”, the “Remuneration Report” and the “Pillar 3
Disclosure”.
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Results in brief

Economic and financial indicators, based on accounting data, are those used in internal performance
management and management reporting systems, and are consistent with the most commonly used
metrics within the banking industry, thereby ensuring the comparability of presented figures.

Pursuant to the requirements set forth in the “Guidelines on Alternative Performance Measures”
published by the European Securities and Markets Authority (ESMA) in June 2016, this section
contains the definitions and calculation methods of alternative performance measures.

In order to allow continued disclosure and understanding of the performance results, the subsidiary
BBMP Belgio S.A., even if subject to transfer, is included in the individual income statement and
balance sheet items.

CONSOLIDATED REPORT ON OPERATIONS
Highlights at 31/12/2018

INCOME STATEMENT AND BALANCE SHEET FIGURES

MONTEPASCHI GROUP

INCOME STATEMENT FIGURES 31/12/18 31/12/17* Chg.
Net interest income 1,742.8 1,788.3 -2.5%
Net fee and commission income 1,523.3 1,576.5 -3.4%
Other operating income 21.4 660.8 -96.8%
Total Revenues 3,287.5 4,025.6 -18.3%

Net impairment losses (reversals) on financial assets mesured at
amortised cost and finanaicl assets measured at fair value through other (624.6) (5,416.8) -88.5%
comprehensive income

Net operating income 312.2 (3,934.2) n.s.
Net profit (loss) for the period 278.6 (3,502.3) ns.
EARNING PER SHARE (EUR) 31/12/18 31/12/17* Var.
Basic earnings per share 0.252 (7.299) n.s.
Diluted earnings per shate 0.252 (7.299) n.s.
BALANCE SHEET FIGURES AND INDICATORS 31/12/18 31/12/17 * Var.
Total assets 130,481.0 139,154.2 -6.2%
Loans to customers 86,855.5 86,456.3 0.5%
Direct funding 90,471.7 97,801.8 -7.5%
Indirect funding 96,488.6 95,845.7 0.7%

of which: assets under management 55,887.7 58,599.4 -4.6%

of which: assets under custody 40,600.8 37,246.3 9.0%
Group net equity 8,992.0 10,429.1 -13.8%
OPERATING STRUCTURE 31/12/18 31/12/17 Var.
Total head count - end of period 23,129 23,463 -334
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
Group

* The Group bas elected not 1o restate comparative data on a consistent basis in the year of initial application of IFRS' 9.
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CONSOLIDATED REPORT ON OPERATIONS
Highlights at 31/12/2018

REGULATORY MEASURES

MONTEPASCHI GROUP

CAPITAL RATIOS (%) 31/12/18 31/12/17 * Chg.
Common Equity Tier 1 (CET1) ratio 13.7 14.8 -1.1
Total Capital ratio 15.2 15.0 0.2
FINANCIAL LEVERAGE INDEX (5) 31/12/18 31/12/17 * Chg.
Leverage ratio - Transitional Phase 5.5 6.0 -0.5
LIQUIDITY RATIO (%) 31/12/18 31/12/17 * Chg.
LCR 231.7 199.5 32.2
NSFR 1123 110.0 2.3
Encumbered asset ratio 35.5 33.5 2.0
Loan to deposit ratio 96.0 88.4 7.6
Counterbalancing capacity 21.2 211 0.1

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

Encumbered asset ratio: ratio between carrying amount of encumbered assets and collateral and total assets and collateral (XVII, section

1.6, point 9, of Regulation (EU) 2015/79).

Loan to deposit ratio: ratio between loans to customers and the sum of customer deposits including bonds issued (deposits from customers
and debt securities issued).
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Consolidated Report on Operations 12

Executive summary

A summary of the trend in key items of the main aggregates of the Group as at 31 December 2018 is
provided below:

e The Group recorded Total revenues of EUR 3,288 mln, down by 18.3% compared to the
previous year, 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, which amounted to EUR 1,743 mln (-
2.5% Y/Y), suffered above all from the negative performance of interest-bearing assets,
particularly commercial lending (decrease in average volumes and decline in the relative returns),
the trend of which was only partially attenuated by the lower interest expense resulting from the
decreased cost of commercial funding and the reimbursement of more expensive bonds (some of
which subject to burden-sharing measures). Net fees and commissions, totalling EUR 1,523
mln as at 31 December 2018, recorded a 3.4% decline compared to the previous year, mainly
impacted by lower income on traditional services, particularly from payment services, following
the disposal of the merchant acquiring business on 30 June 2017, and income connected with asset
management. Within other revenues, the Net profit (loss) from trading and financial
assets/liabilities measured at amortised cost and at fair value through profit and loss
totalled around EUR -13 mln, down from the previous year (EUR 575 mln), which included the
effects relating to the burden-sharing operation.

e Operating Expenses amounted to EUR 2,351 mln (-7.6% Y/Y). Personnel Expenses, which
totalled EUR 1,463 mln, declined year on year by 7.1%, in particular as a result of the headcount
reduction brought about, firstly, by the Solidarity Fund exits of 600 individuals on 1 May 2017 and
of 1,200 individuals on 1 November 2017. Other Administrative Expenses as at 31 December
2018 amounted to EUR 638 mln, down by 9.4% compared to the previous year, thanks to
continuous structural cost control measures. Net value adjustments to property, plant and
equipment and intangible assets amounted to EUR 250 mln, lower than the values in the
previous year, which was impacted by higher impairment.

e Net impairment (losses)/reversals on financial assets measured at amortised cost and at
fair value through other comprehensive income amounted to EUR 625 min, down EUR 4.8
bn from the previous year, which included adjustments to loans recorded on the perimeter of bad
loans transferred following the adjustment to their recovery value. The ratio of net impairment
losses on loans to total Loans to Customers as at 31 December 2018 shows a Provisioning Rate
of 72 bps. With regard to Net provisions for risks and charges relating to commitments and
guarantees given, a recovery of EUR 15 min was recorded, against EUR -43 mln recorded in
2017, mainly due to the revaluation of the commitment made to cover the hedging costs met by
the SPV for the disposal of bad loans in accordance with the binding agreement signed on 26 June
2017 with Quaestio, to be borne by the transferor.

e As a result of the trend of the above-mentioned economic aggregates and also considering 1)
restructuring costs (EUR -202 mln, of which EUR -150 mln set aside for eatly retirement
incentives/personnel solidarity fund for 2019), ii) the profit from the sale of the Juliet platform
(EUR 50 mln), iii) the costs connected to the SRF, National Resolution Fund (NRF) and
Deposit Guarantee Schemes (DGS), amounting to EUR -131 mln and iv) the partial
reassessment of DTAs from tax losses, accrued but not recognised in previous years, the Group
recorded a profit of EUR 279 min as at 31 December 2018, against a loss of EUR 3,502 mln
recorded in December 2017.

e At the end of December 2018, Total Funding amounted to approximately EUR 187.0 bn, down
EUR 6.7 bn from 31 December 2017, primarily due to the decline in Direct Funding (especially in
Bonds). Both Direct Funding (EUR -3.4 bn) and Indirect Funding (EUR -2.9 bn) were down
compared to 30 September 2018.

2018 ANNUAL REPORT



13

Loans to customers stood at around EUR 86.9 bn as at 31 December 2018, basically stable
(EUR +0.4 bn) compared to 31 December 2017, within which an increase was registered by
securities lending as a result of the recognition of senior notes detiving from the securitisation
transaction and the acquisition of government bonds in 4Q18, partially offset by the decrease in
non-performing loans (EUR -3.1 bn, mainly due to FTA/IFRSY), repurchase agreements (EUR -
1.1 bn) and Other loans (EUR -2.3 bn). The decrease in the aggregate (EUR -0.6 bn) compared to
30 September 2018 is concentrated in the mortgages (EUR -0.7 bn), current accounts (EUR -0.3
bn), non-performing loans (EUR -0.7 bn) and other loans (EUR -1.7 bn) components, only
partially offset by growth in securities lending due to the purchase of government bonds in 4Q18
(EUR +2.8 bn).

The net exposure to non-performing loans, which includes all cash exposures regardless of
which accounting portfolio they belong to, with the exception of equity securities, UCITS,
financial assets held for trading and hedging derivatives, stood at EUR 7.9 bn at the end of
December 2018, a reduction of EUR 6.9 bn since the beginning of the year, due mainly to the
deconsolidation of bad loans transferred in 2018 and the impacts connected with FTA/IFRS9,
with a decrease in the incidence of net bad loans (from 8.3% in December 2017 to 3.7% as at 31
December 2018) and unlikely to pay (from 7.6% in December 2017 to 5.2% as at 31 December
2018) and substantial stability of Non-performing past-due exposures. The percentage of coverage
of non-performing loans stood at 53.1%, a decrease compared to 31 December 2017 (65.5%) due
to the above-mentioned deconsolidation. The coverage of bad loans fell from 75.7% in December
2017 to 62.4% in December 2018.

With regard to capital ratios, as at 31 December 2018 the Common Equity Tier 1 Ratio stood at
13.7% (14.8% at the end of 2017) and the Total Capital Ratio at 15.2%, compared to 15.0%
recorded at the end of December 2017.

As at 31 December 2018, the operating liquidity position had an unencumbered
Counterbalancing Capacity of approximately EUR 21.2. bn, in line with the value recorded as
at 31 December 2017 and up by EUR 2.7 bn compared to 30 September 2018 due to sales trends
in the last quarter and structured financing transactions.
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Group overview

The Montepaschi Group is the banking hub led by Banca Monte dei Paschi di Siena, which does
business primarily in Italy, mainly providing traditional retail & commercial banking services.

The Group is also active through its specialised product companies in business areas such as leasing,
factoring, corporate finance and investment banking. The insurance-pension sector is covered by a
strategic partnership with AXA while asset management activities are based on the offer of investment
products of independent third parties.

The Group combines traditional services offered through the network of branches and specialised
centres with an innovative self-service and digital services system enhanced by the skills of the Banca
Widiba financial advisor network.

Foreign banking operations! are focused on supporting the internationalisation processes of corporate
clients in all major foreign financial markets.

! For Monte Paschi Belgio S A., negotiations have concluded for its disposal. On 5 October 2018, the Parent Company reached an agreement with
an investee of the funds managed by Warburg Pincus for the sale of Banca Monte Paschi Belgio, as set forth in the Commitments of the
Restructuring Plan. The sale is subject to the approval of the supervisory anthorities.

For Monte Paschi Banque S.A., the Parent Company has decided to launch the orderly winding-down process by drafting a plan in compliance with
what is specified in Commitment no. 14 “Disposal of participations and businesses”, i.e., (i) progressive deleveraging of the current loan portfolio, (ii)
acceptance of deposits only from existing customers, (iiz) interruption of business development activities, (iv) no new initiative in new segments or
markets, as well as other regulatory restrictions in place.
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COMPANY ACTIVITIES

Banca Monte dei Paschi di Siena and its subsidiaties operate in the different segments of the banking and

MONTE financial industry, with activities ranging from traditional banking to special purpose loans, assets under
DEI PASCHI1 management, bancassurance and investment banking. The Bank performs functions of direction,
DI SIENA coordination and control over the Group’s companies, as part of the more general guidelines set out by
BANCA DAL 1472 the Boatd of Directors in compliance with the instructions provided by the Bank of Italy in the interest of

the Banking Group’s stability.

| MPS Monte Paschi Fiduciaria aims to satisfy the needs of individuals and legal entities wishing to have their
el assets managed with the utmost confidentiality. Monte Paschi Fiduciaria may take on the custody of assets
FIDUCIARIA in its capacity as a trustee and act as a protector in trusts.
g MPS MPS Capital Services Banca per le Imprese provides customers with solutions to financial and credit
issues, focusing its business on medium-long term credit facilities, special-purpose loans, corporate
CAPITAL SERVICES finance, capital matkets and structured finance.
@ MPS MPS Leasing & Factoring is the Group bank specialised in developing an offer of integrated leasing and

factoring packages for businesses, artisans and professionals.
LEASING & FACTORING

T Widiba (Wlse-DIalog-Banking) is the Group’s direct bank that integrates a self-service offer with the
P2 widiba

competencies of MPS’s financial advisor network.

@ MPS Consorzio Operativo is the centre for the development and management of ICT and telecommunication

systems.

CONSORZIO OPERATIVO

‘f,"-ﬁ% MONTE

@; PASCHI
T

BANQUE Monte Paschi Banque SA and Banca Monte Paschi Belgio SA are the Group’s banks that support

Py BANCA commercial trade and investments of Italian companies abroad.
MNEMONTE
¢ : PASCHI1

S BELGIO
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Shareholders

As at 31 December 2018, the Parent Company Banca Monte dei Paschi di Siena’s share capital
amounted to EUR 10,328,618,260.14, broken down into 1,140,290,072 ordinary shares, of which
36,280,748 treasury shares.

According to the communications received pursuant to the applicable legislation and based on other
information available, the entities that, as at 31 December 2018, directly and/or indirectly hold
ordinary shares representing a shareholding exceeding 3% of the share capital of the Issuer and which
do not fall under the cases of exemption set forth in art. 119-bis of the Issuers’ Regulations, as well as
on the basis of what is set forth on the Consob institutional website, are as follows:

BMPS main shareholders as at 31 December 2018

% of
Shareholder outstanding

ordinary shares

Ministry of Economy and Finance 68.247%
Assicurazioni Generali S.p.A* 4.319%
BMPS S.p.A** 3.181%

* Share held directly and through subsidiary companies.

** Own shates held by MPS Group following the capital strengthening transaction pursuant to Italian Law Decree no.
237/2016 (as subsequently amended and converted into law) and Ministerial Decrees of 27 July 2017.
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Information on the BMPS share
Share price and trends

In the financial markets, 2018 was a two-speed year. In the first part of the year, the markets were
particularly positive thanks to growth in manufacturing and trade, but starting in early summer investor
confidence with respect to global economic outlooks was on the decline, partly due to the US-China
trade war.

In 2018, the US economy grew at a sustained rate, with the Fed continuing to raise the cost of money
to avoid an excessive overheating of the economy and inflation; the dollar appreciated against the main
currencies, placing the economies of many emerging countries under pressure. In any event, the year
closed with the S&P 500 down -6.2% (-14.0% in the fourth quarter), while the Nikkei recorded an
annual decline of -12.1% (-17.0% in the final quarter).

The European markets had negative performance due to the domestic political situation of the
individual countries as well as economic growth which, although sustained, was less dynamic than in
the prior year. All of the main stock markets closed the year in negative territory: Frankfurt posted a
decline of -18.3% (-13.8% in the fourth quarter), Madrid -15.0% (-9.0% in the fourth quarter), London
-12.5% (-10.4% in the fourth quarter) and Paris -11.0% (-13.9% in the final quarter of the year).

The performance of the FTSE MIB was particulatly impacted by the political situation: turbulence
began with the March elections and the difficult formation of the government in May until the month
of December with the approval of the Budget Law and negotiations with the European Commission.
The Milan stock exchange recorded -16.1% during the year (-11.5% in the fourth quarter), while the
FTSE IT Banks closed 2018 with a decline of -30.3% (-17.8% in the fourth quarter) due primarily to
the increase in the BTP-Bund spread registered starting in May, which significantly impacted the stock
prices of Italian banks.

The BMPS share closed the day at EUR 1.495 on 28 December 2018, while it opened trading on 2
January 2018 at EUR 3.89, a decline of 61.8% (in the fourth quarter alone, it fell by 33.3%). During the
2018 trading period, the security posted an average daily trading volume of approximately 2.2 million
shares.

SHARE PRICE SUMMARY STATISTICS (from 31/12/2017 to 31/12/18)

Average 2,53
Minimum 1,34
Maximum 4,02

BANCA MONTE DEI PASCHI DI SIENA
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Ratings

The ratings assigned by the rating agencies as at 31 December 2018 are provided below:

Rating Agencies Short-term debt Outlook Long-term debt Outlook Latest update
DBRS R-4 Stable B (High) Stable 19/06/18
Fitch Ratings B - B Stable 24/07/18
Moody's Investors Service NP - Caal Negative 03/12/18

e On 19 June 2018, the rating agency DBRS confirmed the long-term rating of “B (high)” and
the short-term rating of “R-4”, “Stable” outlook.
On 14 December 2018, DBRS increased the rating on the Bank’s long-term deposits by one
notch from “B (high)” to “BB (low)”.

e On 24 July 2018, the Fitch rating agency confirmed the long-term rating of “B” with a
“Stable” outlook and the short-term rating of “B”.

e On 3 December 2018, the rating agency Moody’s Investors Service lowered the long-term
rating to “Caal” from “B3”. The long-term rating outlook was confirmed as “Negative”.

Organisational structure
Through its Head Office, Banca Monte dei Paschi di Siena performs functions of direction,
coordination and control over the Group’s companies, as part of the more general guidelines set out

by the Board of Directors and in the interest of the Group’s stability.

Otrganisational chart of the Bank’s Head Offices as at 31 December 2018

Parent Company's - Organizational Chart

Board of Directors

Chief Audit Executive
(CAE) Division

Chief Risk Officer

[GECieRy (CRO) Division

Fo nrrtonal Complianee Area
Relations Division

Chief Financial Chief Lending Officer
Officer (CFO) Division (CLO) Division

Chief Operating.
Officer (CO0)
Division

Retail Division Branch Division Wealth Management Wl o porate Division Operations Division

Chief Human Capital

Chief Commereial Officer (CHCO)

Division

Officer (CCO) Division

Performing Loans
Division

Non Performing
Loans Division
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by the Board of Directors in the 4th quarter of 2017 and several revision and streamlining activities
intended to facilitate the implementation of the Bank’s Restructuring Plan agreed upon with the
competent Authorities.

An overview of the most significant actions taken is presented below, broken down by area.

In the Compliance Area, the Compliance functions of the Group Companies (MPS Capital
Services, MPS Leasing & Factoring, Widiba and MPS Group Operational Consortium) and of the
Foreign Network were centralised.

In the Chief Commercial Officer (CCO) area, in February 2018 the Regional Areas were
reduced from 6 to 5 and the organisational model was revised to orient the structures and
processes towards sales objectives with a market-based specialisation. Furthermore, one
organisational level was eliminated (the Regional Area sales & distribution structures), so product
specialists and pricing processes and autonomies are now directly associated with the Regional
Departments. The Network Department was also established, reporting directly to the Regional
Areas and with operational pricing management. Furthermore, non-sales functions were
transferred from the Regional Areas:

0 Control and Network Compliance Functions reporting directly to the CCO

0 Ancillary and Logistics Products and Services Middle Office Functions reporting to the

COO

Lastly, the line of reporting was changed from the CCO to the Chief Executive Officer.

In the Chief Operating Officer (COO) area, the restructuring guidelines called for strengthening
the operating machine by establishing the Operations Department, which includes all activities and
resources from the centralisation of the Ancillary and Logistics Products and Services Middle
Office Functions. In addition, the Project Governance function, previously reporting to the Chief
Executive Officer, now reports directly to the COO and has been reinforced with Cost and
Service Quality Governance, while the Demand function was transferred to the MPS Group
Operational Consortium, which at the same time changed lines of reporting from the COO to the
Chief Executive Officer.

Lastly, to ensure a greater focus of Network activities on sales processes, the Branch Operating
Support functions have been centralised within a specialised structure.

Within the Group General Counsel (GGC) Department, revision of the internal structure of the
Legal and Corporate Area through the integration of the legal debt collection functions with the
legal advisory functions.

For the Chief Financial Officer (CFO), the reorganisation guidelines entailed defining a single
governance of responsibilities relating to the Management Planning and Control areas, in order to
maximise synergies, with a view to ensuring explicit directives and assessing the integration of the
specialist areas that are managed.

For the Chief Lending Officer (CLO), the reorganisation guidelines entailed revising the Debt
Collection Area (Workout Area) due to the disposal of the NPL Portfolio to Juliet S.p.A. through
the establishment of structures and processes intended to oversee outsourced activities.

With respect to Network processes, actions continued to improve the quality of work, free up more
time to be dedicated to sales activities and increase customer service quality, while reducing service
response/provision times by streamlining/centralising residual “administrative” activities and
document management costs, heavily oriented toward increasing digitalisation of processes.
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Governance & control systems
Corporate governance

The Bank’s corporate governance takes into account the objective of creating a system of coordinated
rules and structures capable of guaranteeing transparent and accurate management of relations with
shareholders as well as between them and the directors and top management.

The Bank’s bodies work so as to pursue the overall proper functioning of the business.

The Bank’s fair and transparent corporate governance system and shared Code of Ethics provide it
with rules to ensure that the legitimate expectations of all stakeholders are incorporated within
corporate objectives.

The overall corporate governance system makes reference to banking and financial supervision
regulations in force and the Corporate Governance Code of listed companies issued by the Italian
Stock Exchange to ensure a clear delineation of roles and responsibilities, the appropriate separation of
powers, balanced composition of the corporate bodies, effective controls, monitoring of business risks,
adequacy of information flows and the company’s social responsibility.

In particular, the administration and control system includes the following: the Board of Directors, the
Board of Statutory Auditors and the Shareholders' Meeting. In addition, there are the CEO, who is
also General Manager, and four Board committees, specifically, the Risk Committee, Appointments
Committee, Remuneration Committee and Related-Party Transactions Committee.

In compliance with the provisions of Italian Legislative Decree no. 231/2001, the Bank has also
established a 231 Supervisory Body entrusted with the task of supervising the functioning and
observance of the 231 Model, as well as managing its updating.

The Bank decided to assign the role of the 231 Supervisory Body to an ad hoc collegial structure
separate from the Board of Statutory Auditors, which is “mixed” in nature and consists of three
members, including two outside professionals and a director qualified as independent based on the
requirements set forth in the Corporate Governance Code of listed companies.

The Bank’s internal control system is meant to ensure that risks are identified, measured, managed and
monitored in such a way so as to enable sound, proper business management in line with pre-
established objectives.

Further information about governance, including as regards the concept of diversity in the corporate
bodies, is provided in the “Report on Corporate Governance and Ownership Structure”, available on
the  Bank’s  website  (https://www.gruppomps.it/corporate-governance/relazioni-corporate-

oovernance.html).
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Risk governance

Risk governance strategies are defined in line with the Group business model, medium-term
Restructuring Plan objectives and external regulatory and legal requirements.

Policies relating to the assumption, management, coverage, monitoring and control of risks are defined
by the Board of Directors of the Parent Company. Specifically, the Board of Directors periodically
defines and approves strategic risk management guidelines and quantitatively expresses the Group’s
overall risk appetite, in line with the annual budget and multi-year projections.

The Parent Company’s Board of Directors defines the overall Risk Appetite Framework (RAF) for the
Group and approves the “Group Risk Appetite Statement” (RAS) at least once per year. The Risk
Control Function is specifically assigned the task of conducting the monitoring of indicators, drawing
up a pertiodic report for the Board of Directors and implementing the escalation/authorisation
processes in the event of overdrawn amounts.

The RAS represents an essential element in defining the Group’s risk strategy. The risk
objectives/restrictions are identified and the indicators are broken down by Business Unit/Legal
Entity (known as “cascading down” of the Risk Appetite). The objective is to increase the Group’s
Risk Culture and fully instil accountability in all relevant Business Units with regard to respect and
pursuit of the risk appetite objectives, as required by the regulations and recommended by best
practices.

The overall RAF system is broken down in terms of the Group’s main Business Units and Legal
Entities, also in terms of operating limits for the various business areas, and formalised in governance
policies and processes for the management of the various corporate risks.

The Risk Appetite Process is structured so as to ensure consistency with the ICAAP and ILAAP as
well as with Planning and Budget and Recovery processes, in terms of governance, roles,
responsibilities, metrics, stress testing methods and monitoring of key risk indicators.

Group Risk governance is provided centrally by the Parent Company’s Board of Directors, which also
supervises and is responsible for the updating and issue of internal policies and the main internal
regulations in order to promote and guarantee a continuously greater and more widespread risk culture
at all levels of the organisation. Awareness of risks and the correct knowledge and application of the
internal processes and models governing those risks - first and foremost for those validated for
regulatory purposes - are fundamental requirements for effective, sound and prudent business
management.

The incorporation of macro risk and risk-adjusted performance indicators, consistent with the RAF,
within staff remuneration and incentive policies represents an additional tool to promote awareness of
the conduct of all resources and the cultivation of a healthy risk culture.

Furthermore, during 2018 internal initiatives proceeded to ensure continued compliance with national
and international regulatory provisions. With regard to risk management, the Group has prepared a
Directive on Model Risk Management and updated internal regulations on Product Oversight and
Governance, Credit Risk Management, RAS processes and Recovery.

In addition, the ICAAP and ILAAP packages were sent to the Regulator in accordance with the ECB’s
regulatory prescriptions regarding the “Technical implementation of the EBA Guidelines on
ICAAP/ILAAP information for SREP Purposes”.

In addition, initiatives continued in order to strengthen Group governance over risk reporting, in light
of the instructions of the Basel Committee on Banking Supervision (BCBS Paper no. 239).

In reference to the Group’s Risk Culture, in addition to pursuing initiatives regarding corporate bodies
(board induction cycles on specific issues) as well as general training programmes (on-line courses) for
all personnel in the areas of risk management and mitigation and other classroom training sessions, in
2018 a “pilot” induction programme was carried out for the main business functions supporting the
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understanding of risk appetite objectives specified by the Board of Directors in the RAS and the
relative monitoring reporting.

The Montepaschi Group is one of the Italian banks subject to the ECB’s Single Supervisory
Mechanism.

Compliance systems

Within the broader internal control system, the Compliance Function of the Parent Company
autonomously and independently governs non-compliance risk at Group level, periodically reporting to
business top management and supervisory authorities on the overall status of compliance of systems,
processes, and operations.

In 2018, activities were completed to lay the groundwork for the “Compliance Function
Reinforcement Plan”; aimed at satisfying the concerns identified by the European Central Bank.
Specifically, the following activities were completed:

» review of the taxonomy of the regulatory areas overseen by the Function, with a redefinition of
the areas for oversight at Group level;

» adoption of a Group regulatory map, outlining the scope of the regulatory areas identified and
unambiguously identifying oversight responsibilities for all applicable regulatory areas;

» standardisation of compliance risk assessment and reporting processes for the Italian subsidiaries
subject to supervision, followed by the outsourcing to the Parent Company of the compliance
functions of the Italian subsidiaries;

« the strengthening of oversight over the two remaining specialised structures (Tax Compliance and
Prevention, Protection and Environment), with a review of methodologies and the reinforcement
of direct control activities by the Compliance Function over such regulatory areas;

« the extension to the Italian subsidiaries of IT tools already used by the Parent Company.
Additional initiatives were carried out in 2018, particularly in matters related to:

» adaptation to the measures set forth in the new regulatory provisions on personal data protection
(GDPR);

» investment services, with the definition of preparatory activities to respect deadlines regarding
measures planned and implemented to come into line with the new MiFID II regulation;

o Related-Party Transactions, with the issue of the new Group Directive, also necessary due to the
changes made in the Bank’s shareholding structure and the increased interest held by the Ministry
of Economy and Finance, which has become the controlling shareholder of BMPS;

 usuty, with the consolidation of IT procedures checking compliance with threshold rates and with
the revision of internal regulations so as to render level I and II controls more efficient;

o the transparency of banking and loan products and services, adapting to the new supervisory
guidelines on credit facilities and overdrafts;

o the distribution of insurance products, adapting to the provisions pursuant to the European IDD
Directive;

o the new methods for recognising contractual offsetting agreements pursuant to update XX of
Bank of Ttaly Circular 285/13.
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Executive Remuneration Policy

The Group’s remuneration and incentive policies are described every year in the “Remuneration
Report”, prepared under Article 123-ter of the Consolidated Law on Finance and subject to approval
by the Shareholders' Meeting.

(https:/ /www.gruppomps.it/ corporate-governance/remunerazione.html)

The enhancement of professional skills and taking management decisions aimed at long-term value
creation reflect a corporate culture based on the ethics of responsibility, a strong sense of belonging
and continuous focus on human capital growth, in compliance with prudent risk management policies.
Thus, the Group approved a specific structured management plan so that the passage from business
strategies to results is guaranteed, including through initiatives launched to ensure a continuous process
of employee engagement, merit recognition, opportunities for professional growth, and a distinct and
distributed leadership based on measurement of performance and responsibilities fulfilled. In
particular, the distinctive element for managerial levels is the weighting of the business position (grade)
based on its true effect on the business.

BANCA MONTE DEI PASCHI DI SIENA



Consolidated Report on Operations 24

Distribution channels

The Group operates with a view to developing and rationalising its distribution network, by combining
regional coverage with the strengthening of innovative channels.

Traditional domestic branches are supported by specialist sales centres, which oversee relations with
and the specific management of particular customer segments (e.g. SMEs, Private individuals,
Institutions, etc.) and by 567 Financial Advisors (606 as at 31 December 2017) that carry out their
activities by making use of the offices open to the public that are distributed nationwide (up by 2
compared to 31 December 2017).

MONTEPASCHI GROUP - DISTRIBUTION NETWORK AS AT 31/12/2018

f"‘"%ié MONTE
[ DEI PASCHI
"@ DASIENA
) Client Centres"” Financial
Regione lf)om;stl((j) Inc. Private ] o Cotporate Advisory Inc.
RIS SME  Corporate Top Private  Istitutions Top Tot. Inc. Offices
Emilia Romagna 100 6.5% 7 6 5 18 9.0% 9 7.7%
Friuli Venezia Giulia 40 2.6% 3 2 2 7 3.5% 3 2.6%
Liguria 19 1.2% 2 1 1 4 2.0% 4 3.4%
Lombardia 217 14.2% 7 3 1 7 5 23 11.5% 10 8.5%
Piemonte 36 2.4% 3 1 2 6 3.0% 2 1.7%
Trentino Alto Adige 3 0.2%
Valle d'Aosta 2 0.1%
Veneto 198 12.9% 14 1 1 6 5 27 13.5% 5 4.3%
Notrthern Italy 615 40.2% 36 4 2 23 20 85 42.5% 33 28.2%
Abruzzo 31 2.0% 3 1 2 6 3.0% 3 2.6%
Lazio 131 8.6% 8 1 3 5 17 8.5% 13 11.1%
Marche 40 2.6% 4 1 2 7 3.5% 4 3.4%
Molise 4 0.3% 1 1 0.5% 1 0.9%
‘Toscana 325 21.3% 13 1 1 8 9 32 16.0% 8 6.8%
Umbria 38 2.5% 2 2 4 2.0% 5 4.3%
Central Italy 569 37.2% 29 3 2 15 18 67 33.5% 34 29.1%
Basilicata 10 0.7% 1 1 0.5% 2 1.7%
Calabria 42 2.7% 2 2 4 2.0% 3 2.6%
Campania 84 5.5% 5 1 1 3 3 13 6.5% 20 17.1%
Puglia 93 6.1% 6 4 4 14 7.0% 16 13.7%
Sardegna 11 0.7% 1 1 1 3 1.5% 2 1.7%
Sicilia 105 6.9% 4 1 3 5 13 6.5% 7 6.0%
Southern Italy and island 345 22.6% 18 2 1 1 16 48 24.0% 50 42.7%
Total 1,529 100.0% 83 9 5 49 54 200 100.0% 117 100.0%

(*) as reported to the Bank of Italy
(**) of which n. 20 reported to the Bank of Italy as Office not having the same location of the branch.

The Italy Network has 1,529 branches registered by the Supervisory Body at the end of 2018, a
reduction of 216 operating units compared to 31 December 2017, in implementation of the initiatives
laid out in the Restructuring Plan (-68 operating units in the last quarter).

The Group also relies on 200 Specialised Centres (-33 compared to 31 December 2017), of which
146 dedicated to Corporate and Institutions and 54 to Private customers.

The Group’s ATM network comprises a total of 2,794 machines (-160 compared to 31 December
2017), of which 2,238 coinciding with traditional branches (1,769 of these are located in premises with
an independent entrance also accessible outside of branch hours) and 556 installed in public places
with high operational potential, of which 93 in institutions/companies. There are 1,246 ATMs with the
“cash in” function (of which 792 located in self-service areas and 454 inside branches), up by 273
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compared to 31 December 2017, in line with the provisions of the project to revise the Retail business
model, aimed at reinforcing the use of remote channels and optimising service lines.

The Group has an international presence with a Foreign Network distributed, geographically
speaking, in some of the major financial and economic markets and in several emerging countries with
the highest rates of growth and/or key relations with Italy, currently structured as follows:

1 operational branch in Shanghai. In line with the provisions of the Commitments of the
Restructuring Plan, final activities are under way to close the branches in London, New York
and Hong Kong, which discontinued all banking activities on 31 December 2018;

10 representative offices (in target areas of the EU, Central-Eastern Europe, North Africa,
India and China);

2 banks under foreign law, i.e., Monte Paschi Belgio S.A. and Monte Paschi Banque S.A.
With respect to Monte Paschi Belgio S.A., on 5 October 2018 the Parent Company reached an
agreement with an investee of the funds managed by Warburg Pincus for the sale of the entire
investment in Banca Monte Paschi Belgio, as set forth in the Commitments of the
Restructuring Plan. The sale is subject to the approval of the supervisory authorities. With
respect to Monte Paschi Banque S.A., the Parent Company has decided to launch the orderly
winding-down process by drafting a plan in compliance with what is specified in Commitment
no. 14 “Disposal of participations and businesses”, i.e., (I) progressive deleveraging of the
current loan portfolio, (i) acceptance of deposits only from existing customers, (iii)
interruption of business development activities, (iv) no new initiative in new segments or
markets, as well as other regulatory restrictions in place.

In addition to its presence across the country, the Parent Company offers banking services to
customers through electronic channels, through internet banking products for Retail and Corporate
customers. As at 31 December 2018, there were 998,499 active users (-60,914 compared to 31
December 2017, including roughly 40,000 active users transferred to Widiba). Internet banking services
for retail customers have 903,564 active users and those for corporate customers have 94,935.
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Customer base

As at 31 December 2018, the Group had around 4.8 million customers (compared to 4.9 million as at
31 December 2017) broken down as follows:

e roughly 4.5 million (down with respect to 31 December 2017) are managed by the Sales Network
of the Parent Company Banca Monte dei Paschi;

e approximately 0.3 million (up compared to 31 December 2017) managed exclusively by Widiba,
the Group’s online bank.

Ripartizione Clienti Clientela Commerciale

Breakdown by type

B Small Business-7.2%

® Valore-804%

B Premium - 10.6%

B Private-0.8%

B Family Office-0.05%

= SMEs and other ompanies -0.8%
Institutions- 02%
Cotporate Top -0.07%
TLarge Corporate-0.03%

Breakdown by type

B Distributi k- 93.6% ™ Widiba - 6.4
Distribution Network - 93.6% ™ Widiba - 6.4% Breakdown by geography

m North East - 16.6%
m North West - 13.6%
W Centre - 35.4%

South - 34.4%

At the end of 20182, the Retention indicator stood at 93.0%, up compared to 2017 (92.5%), while the
Acquisition indicator was also up to 4.0% (3.4% in the previous year).

2 The indicators refer to the Parent Company only and were cleared of the effect of the migration of customers to Widiba.
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Reference context

The expansionary cycle that has been ongoing since the middle of 2016 is continuing, with expected
global growth of 3.7% in the 2018-2019 two-year period, the same level as 20173. At the same time, the
expansion is quite uneven across the various areas and characterised by increasing risks of a downturn.

US economic growth remained robust in the first nine months of 2018 (third quarter annualised GDP
+3.4% QoQ - decelerating compared to +4.2% in the previous quarter), still supported by the
expansionary fiscal policy, but growth forecasts for 2019 have been revised downward, also in light of
weaker global growth. Trade tensions between the US and China, and in general the development of
the US trade policy, continue to represent one of the major risks in the international scenario, fuelling
uncertainty. In addition, the speed of the withdrawal of monetary stimulus measures in the US could
represent a risk; the response of the Monetary Authority to an unexpected acceleration in US inflation
(core inflation at 2.2% YoY - net of the most volatile components - in November) could cause
extreme portfolio adjustments, limit investment flows and impact exchange rates.

The cooling of global trade and the slowdown in industrial production in the first part of 2018
impacted the economic prospects of the United Kingdom and the Euro Area (+1.2% YoY for
industrial production of the Eurozone in October). Some emerging economies (Argentina, Brazil, Iran
and Turkey) have seen their growth prospects slashed, reflecting growing macroeconomic imbalances
and heightened geopolitical tensions with subsequent capital outflows, also suffering from the effects
of the rise in oil prices on their imports.

In this global context, Italian growth marked a quarterly decline of 0.1% in the second and third
quarters, interrupting the cycle of growth initiated in 2015. The Economy and Finance Document
approved at the end of 2018 still represents a potential risk factor; the compromise reached concerning
a reduction of the deficit to 2% did not completely ease the concerns of the European Commission
with respect to Italy’s public finances.

2018 was a negative year for the markets, with Europe recording its worst performance since 2008
(roughly -15% for the Euro Stoxx). The Italian stock index was impacted by clashes with the EU on
the approval of the new financial manoeuvre (the FTSE MIB lost more than 16% during the year),
while the US stock indexes saw the end of a series of consecutive rises that had lasted eight years (-
0.2% for the S&P 500). The Nikkei was also down considerably (approx. -12%). In mid-May, Italian
government bond yields started rising, to a significant extent on shorter maturities, reaching a
maximum of 3.68% on 18 October and closing 2018 at 2.80% on ten-year maturities. The spread
against the Bund, which had increased over the year with broad fluctuations due to political tensions
between the Italian government and the European Commission, reaching a high of 325 basis points on
20 November, dropped back below 300 basis points only after the manoeuvre correction, closing 2018
at around 250 basis points. After reaching nearly 3.25%% in November, the US ten-year yield closed
2018 at 2.7%, while the ten-year Bund, having reached 0.57% in October, closed 2018 down at 0.25%.

On the monetary policy front, the Fed continued with its restrictive phase, implementing the planned
fourth 25 basis point interest rate hike in December. Consequently, the rates on Fed Funds rose to
2.25% - 2.50%. However, the Federal Reserve announced a slowdown in future hikes, indicating that it
may implement two in 2019 (no longer three, as expected in September) and revising growth estimates
downward for both 2018 and 2019. At its meeting in mid-December, the ECB confirmed the end of
the bond-buying programme in December 2018 (without prejudice to repurchases of maturing bonds,

which will continue) and its intention to leave its monetary policy unchanged at least until the summer
of 2019.

3 source: International M onetary Fund - October 2018
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Significant events in 2018

On 11 January 2018, the Parent Company successfully concluded the issue of a fixed-rate Tier 2
subordinated bond with 10-year maturity (redeemable in advance starting from the fifth year at the
issuer’s option, subject to regulatory approval), for EUR 750 mln. The bond, issued at par, envisages a
coupon payment at a fixed rate of 5.375%, equivalent to a spread of 500.5 basis points above the 5-
year swap rate. As confirmation of the return of market interest in Montepaschi Group with this
subordinated issue, the transaction saw demand for more than EUR 2.7 bn - 3.6 times higher than the
offer - from approximately 250 institutional investors. The geographic distribution of the bond
allocation was as follows: United Kingdom (52%), Italy (25%), Germany, Austria and Switzerland
(9%), Nordic countries (3%), France (2%), BeneLLux (2%), Spain and Portugal (1%), Asia (1%), and
others (5%). The allocation by investor type was instead as follows: fund managers (52%), hedge funds
(29%), banks and private banks (15%), insurance companies (3%), and others (1%). The bond, which
is reserved for institutional investors, is listed on the Luxembourg stock exchange. The ratings of the
bond are CCC+ (Fitch) and Caa2 (Moody’s). Goldman Sachs International and Mediobanca acted as
Global coordinator and Joint bookrunner; Bank of America Merrill Lynch, Barclays, JP Morgan, MPS
Capital Services and UBS as Joint bookrunners.

On 17 April 2018, the Parent Company launched a new organisational structure, making some changes
to the management team with a view to a gradual generational renewal and the enhancement of
internal resources. The aim of new structure is to support the overall relaunch of the Bank, which will
have a strong focus on the local areas and on innovation, seeking to enhance management and boost
business development. More specifically, a new Network Department has been created to directly
support the CCO, which will oversee the sales network of MPS through 5 regional areas, concentrating
on sales coordination with a strong focus on customer needs. Adopting an approach that seeks to
focus increasingly on the technological innovation and the digitalisation of the Group’s product range,
Widiba, the Group’s online network bank, and the Consorzio Operativo di Gruppo (Group
Operational Consortium) now report directly to the Chief Executive Officer of Banca MPS, focusing
on the Bank’s digitalisation process, to bring it to the highest market standards.

On 10 May 2018, the Parent Company completed the securitisation process for the disposal of a
portfolio of EUR 24.1 bn of bad loans (data relating to the end of December 2017) and obtained an
investment grade rating for the senior tranche.

This transaction highlights progress towards achieving the objectives of the Parent Company’s
Restructuring Plan.

On 14 May 2018, the Parent Company, Cerved Group SpA (“Cerved”) and Quaestio Holding SA
(“Quaestio”) announced the conclusion of the purchase of the bad loans recovery platform (“Juliet”)
of Banca Monte Paschi di Siena by Quaestio Cerved Credit Management SpA, a company established
ad hoc by Cerved and Quaestio. The Juliet platform will carry out special servicing activities on
portfolios of bad loans, and will manage at least 80% of bad loans generated by BMPS for a ten-year
period (with an initial value of around EUR 4.5 bn), plus other bad loans deriving from the
securitisation transaction of Banca Monte Paschi di Siena and from other securitisations promoted by
Quaestio (amounting to around EUR 17.6 bn as of today).

The consideration for the transfer was EUR 52.6 mln, in line with the consideration of EUR 52.5 min
communicated on 2 August 2017 and corrected for some adjustments relating to working capital items,
which could be augmented by an earn-out for a maximum total amount of EUR 33.8 mln, payable in
two possible tranches, upon the occurrence of given economic results, following the approval of
Juliet’s financial statements as at 31 December 2020 and as at 31 December 2025.

On 22 June 2018, the transfer of 95% of the junior notes for a nominal EUR 565 mln was completed
with Quaestio Capital SGR S.p.A., on behalf of the Italian Recovery Fund (former Atlante II Fund),
relating to the securitisation of the MPS Group bad loan portfolio. This transaction, following the
transfer of 95% of the mezzanine notes for a nominal EUR 847.6 mln, which took place on 9 January
2018, again to the Italian Recovery Fund, marked the full achievement of the objectives set out in the
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agreements signed with Quaestio Capital SGR S.p.A. on 26 June 2017, which made provision for the
acquisition, by the latter, of the mezzanine and junior tranches of the securitisation of the MPS Group
bad loan portfolio by 30 June 2018. The remaining 5% of the junior and mezzanine notes was retained
by the MPS Group for the purposes of observance of the “retention rule”. The overall transaction
represents the biggest securitisation ever completed at European level and marks an important step in
the process, envisaged in the 2017-2021 Restructuring Plan, approved on 4 July 2017 by the European
Commission, of disposal of the prevailing portion of its bad loans by the MPS Group. The transfer of
the junior notes, in addition to the transfer of the mezzanine notes and the full outsourcing of
porttfolio recovery activities, actually involved, on the same date, the deconsolidation of the securitised
porttfolio at the end of December 2017 for a gross value of around Euro 24.1 bn (net value of Euro 4.3
bn). With regard to the economic impacts related to the valuation of the portfolio sold through the
securitisation transaction, it should be noted that these were already accounted for in 2017, based on
the realizable values deriving from the agreements signed.

On 12 July 2018, the Board of Directors deemed that, at the current state of play, the conditions were
not in place for joining the proceedings 955/2016 as a civil party claiming damages, in whose context
the former Chairman of the Board of Directors Alessandro Profumo and the former Chief Executive
Officer Fabrizio Viola were charged with alleged market manipulation and false corporate
communications, while the then Chairman of the Board of Statutory Auditors and current Standing
Auditor Paolo Salvadori was charged with alleged false corporate communications. In formulating its
judgments, the Board of Directors considered all the available decision-related elements as a whole,
with exclusive regard to the pursuit of the Bank’s interests and protection of the integrity of its assets.

On 16 July 2018, the Parent Company received communication from the Ministry of Economy and
Finance (MEF), of the granting - by means of its decree of 28 June 2018, registered by the Court of
Auditors on 10 July 2018 and the Central Budget Office of the MEF on 13 July 2018 - of the
Government guarantee (GACS) on the senior tranche of the securitisation of NPLs, whose nominal
amount is Euro 2,918 mln (the bonds were initially issued in December 2017 for a higher amount,
equal to Euro 3,095.6 mln, reduced after the first payment date of 30 April 2018).

On 27 September 2018, the Parent Company announced that it had taken the decision to promote an
all-inclusive voluntary public tender offer, regarding all classes of asset-backed securities indicated
hereunder, issued on 22 December 2010 by Casaforte and outstanding as at 27 September 2018, net of
the securities already held by the Bidder and announced that it had filed, on 28 September 2018, at
CONSOB, the offer document relating to the all-inclusive voluntary public tender offer, regarding
class A asset-backed securities (“Class A Securities” validly tendered to the offer for which participants
will be paid an amount of EUR 622.06 for every EUR 608.70 of current nominal value, corresponding
to an original nominal value of EUR 1,000.00) and Class B asset-backed securities (“Class B Securities”
validly tendered to the offer for which participants will be paid an amount of EUR 1,525.14 for every
EUR 1,245.60 of current nominal value, corresponding to an original nominal value of EUR 1,000.00)
issued by Casaforte S.r.l. The offer document, published on 26 October 2018, envisages an offer
subscription period from 29 October 2018 to 16 November 2018, except in the case of extensions.
(For more details, please refer to the full versions of the press releases on www.mps.it).

On 5 October 2018, the Parent Company reached an agreement with an investee of the funds
managed by Warburg Pincus for the sale of Banca Monte Paschi Belgio (BMPB), the Belgian
subsidiary with total assets of EUR 1.5 bn, customer loans of EUR 0.8 bn, direct funding of EUR 1 bn
and shareholders’ equity of EUR 110 mln as at 31 December 2017. The agreement falls under the
commitments undertaken with the European Commission as part of the 2017/2021 Restructuring Plan
and marks another important step in the relaunch process of the Monte Paschi Group. The sale price
was set at EUR 42 mln, subject to a price adjustment mechanism. The impact on the MPS CET1 is
insignificant and has already been included in the projections of the Restructuring Plan.

On 9 November 2018, on the basis of discussions with the various counterparties and in relation to
assessments concerning the Bank’s I'T platform and its management, the Parent Company decided to
select WRM, with Oracle and TAS as technological partners, as the only current candidate in order to
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look into the fulfilment of requirements that may result in the parties continuing with negotiations and
q y p 8 g

possibly formalising a binding offer. The Parent Company notes that in relation to the foregoing, no

strategic decision has yet been made.

On 20 November 2018, pursuant to article 41, paragraph 6 of the regulation adopted by Consob
resolution no. 11971 of 14 May 1999, as amended, the Parent Company announced the final results at
the end of the relative acceptance period of the all-inclusive voluntary public tender offer on Class A
asset-backed securities and Class B asset-backed securities issued by Casaforte S.r.l.:

(i) with respect to the Class A securities, taking into account the Class A securities with an Original
Nominal Value of EUR 89,768,000.00 purchased as part of the Offer during the Acceptance Period
(equal to roughly 5.842% of the total Class A securities issued by the Issuer) and the Class A securities
with an Original Nominal Value of EUR 1,409,900,000.00 already held by the Offering Party before
the Acceptance Period (equal to around 91.752% of the total Class A securities issued by the Issuer),
after the Acceptance Period the Bank holds, at the Payment Date (i.e., 21 November 2018), total Class
A securities with an Original Nominal Value of EUR 1,499,668,000.00, equal to roughly 97.594% of
the total Class A securities issued by the Issuer;

(if) with respect to the Class B securities, taking into account the Class B securities with an Original
Nominal Value of EUR 10,700,000.00 purchased as part of the Offer during the Acceptance Period
(equal to roughly 8.231% of the total Class B securities issued by the Issuer) and the Class B securities
with an Original Nominal Value of EUR 119,050,000.00 already held by the Offering Party before the
Acceptance Period (equal to around 91.577% of the total Class B securities issued by the Issuer), after
the Acceptance Period the Bank holds, at the Payment Date (i.c., 21 November 2018), total Class B
securities with an Original Nominal Value of EUR 129,750,000, equal to roughly 99.808% of the total
Class B securities issued by the Issuer.

(For more details, please refer to the full versions of the press releases on www.mps.it)

On 3 December 2018, the rating agency Moody’s Investors Service changed its long-term rating on
the Parent Company’s senior unsecured debt from “B3” to “Caal”, confirming the long-term rating on
deposits of “B1” and the standalone baseline credit assessment (BCA) of “Caal”. The long-term
outlook on deposits was changed from “stable” to “negative”, in line with the negative outlook on
senior unsecured debt. In June and July 2018, DBRS Ratings Limited and Fitch Ratings instead
confirmed their ratings of the Parent Company: DBRS: long-term rating of “B (high)”, short-term
rating of “R-4 and “stable” outlook; Fitch: long- and short-term rating of “B”, “stable” outlook.

On 14 December 2018, DBRS Ratings Limited increased the rating on the Parent Company’s long-
term deposits by one notch from “B (high)” to “BB (low)”. Therefore, the ratings currently assigned to
the Parent Company by DBRS are: Long-Term Issuer Rating: B (high), Short-Term Issuer Rating: R-4,
Long-Term Senior Debt: B (high), Long-Term Deposits: BB (low) with a ‘stable’ trend on all ratings.
This rating action anticipates the introduction in Italy, as of 1 January 2019, of the full depositor
preference in the case of bank insolvency and resolution procedures, following the implementation of
European Directive no. 2014/59/EU (BRRD). The full text of the DBRS press release is available on
the rating agency’s website www.dbrs.com.

In the final days of 2018, the Parent Company entered into binding agreements for the sale of: i) a
portfolio of a total of EUR 2.2 bn* in non-performing unsecured loans for small amounts and
consumer credit (the “Merlino Project”). The portfolio purchasers, broken down into 4 different
clusters on the basis of type of credit and/or the amounts of the individual exposures are: IFIS NPL
S.p.A. (Small and Consumer Clusters), Credito Fondiario S.p.A. and Fire S.p.A. (Mid Cluster) and
Balbec Capital LP (Large Cluster); ii) a portfolio of EUR 0.9 bn in bad leases (the “Morgana Project”),

4 The scope subject to disposal was revised with respect to the value of EUR 2.4 bn, following the exclusion of several positions that
were found fo be non-transferable or were reclassified to lower risk categories.
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sold to Bain Capital Credit; iii) a portfolio of EUR 0.4 bn in unlikely to pay positions (the “Alfa 2
Project”).

On 31 December 2018 important agreements were entered into with the trade unions concerning the
management of surplus Group staff in line with the 2017-2021 Restructuring Plan, measures for
limiting the cost of labour for 2019 and second level bargaining agreements. With regard in particular
to the objective of recovering efficiency in terms of staff, the agreement of 31 December 2018
permitted, in line with Plan targets, the departure of 650 resources at 1 April 2019, to be managed by
making recourse to the extraordinary benefits of the “Solidarity Fund for professional retraining and
requalification, for the support of employment and the income of credit personnel” pursuant to art. 5,
paragraph 1, letter b) of Interministerial Decree no. 83486 of 28 July 2014, on a voluntary basis. After
verifying its sustainability, during the request acceptance phase this scope was expanded by a further
100 resources, with a view to reaching the number of employees set forth in the Restructuring Plan
within the cost limits already accounted for in the 2018 financial statements (agreement amended on 15

February 2019).

Significant events after 2018

On 23 January 2019, the Parent Company completed a new 5-year EUR 1 bn covered bond issue
(bonds secured by Italian residential mortgages), intended for institutional investors. The expected
rating is A1/A+/AAL (Moody’s/Fitch/DBRS), it matures in January 2024 and the annual coupon is
2%. Taking into account the “below patr” reoffer price, at 99.61%, the yield to maturity is 2.08% per
annum. The transaction was settled on 29 January 2019.

On 19 February 2019, a preventive attachment decree was carried out against the Bank for a total of
EUR 35.7 million in relation to the investigations under way by the Public Prosecutor of Milan on the
reporting to DPI of the customer involved in the purchase of diamonds.
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Human Resources

KPI as at 31.12.18

Indicators 31/12/2018  31/12/2017 31/12/2016  31/12/2015 31/12/2014  31/12/2013  31/12/2012
Headcount 23,129 23,463 25,566 25,731 25,961 28,417 30,303
Operational location (%)

Head Offices* 25.8 22.3 22,5 22.6 21.6 24.0 26.2
Ttaly Network** 72.5 75.8 75.5 75.3 76.3 74.1 72.0
Foreign Network 1.7 1.9 2.0 21 2.0 1.9 1.8
Professional/occupational level

Executives 1.2 1.2 1.2 1.4 1.3 1.3 1.5
Middle Managers 39.1 38.9 39.6 39.2 38.8 38.3 38.8
Professionals 59.7 59.9 59.2 59.4 59.9 60.4 59.7
Other indicators

Training per capita (hours) 45.9 41.9 46 37 36 35 36
Female staff (%) 50.0 49.7 48.0 47.8 47.6 46.2 45.1
Female executives (%) 10.3 8.2 7.8 71 6.1 5.6 5.2

* Bank Parent Company (net of the Contact Centre and Large Groups Services) including the Departments net of the Unit; Specialised
Services Area for the Business and the Group Companies net of the sales areas (trends in the aggregate figure were impacted by the
organisational changes made in the regional lending chain - quality and debt collection - now reporting directly to the head office units)

** Regional Areas, DTMs (local unit offices), Branches, Unit, Specialised Centres and sales & distribution structures of the Group

Companies

Headcount changes

As at 31 December 2018, the Group had a total of 23,129 employees, down 334 compared to 31
December 2017. In the course of 2018, there were 108 people hired (of which 46 pursuant to
contractual, legislative and regulatory provisions on mandatory placement) and 361 terminations and a
negative balance of 81 due to other changes in the Group’s scope of consolidation® Staff hiring
involved 2 Executives, 11 Middle Managers and 95 Professionals, while the terminations concerned 45
Executives, 135 Middle Managers and 181 Professionals. Distribution of the workforce in favour of
customer interface units stands at 72.5% (figure does not include the international banking division

which represents 1.7% of the total staff) and 25.8% as regards the Head Office units.

5 Net of changes in the scope of consolidation, the staff on the payroll was 23,234 resources
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Personnel management initiatives

The personnel management policies support the reorganisation projects, in line with the restructuring
plan objectives, through mobility plans (geographical and professional) with a view to development
opportunities for employees according to approaches based on transparency and participation. Thus,
operational initiatives were supported by: the Performance Management system; professional and
managerial plans which, based on a business continuity approach, ensure adequate quality-quantity
staff coverage levels; training programmes to enhance skills, provide managerial career guidance and
support requalification processes; as well as engagement and human resource motivation leverage
(incentive policies, BMPS welfare system, and internal communication plans). In particular, the Group
approved a series of personnel engagement and development initiatives through three specific
programmes:

*  MPS Development, based on Performance Management results and similar to the process for
external customers, for which the population is segmented then coherent and specific HR
development initiatives are activated for each segment, which become engagement levers in terms
of a merit-based approach.

*  MPS Academy, the Group’s permanent training institute based on three pillars: People, Business,
and Compliance & Safety;

*  Welfare, which plays a central role in second-level bargaining agreements and is broken down into
a set of contractual benefits differentiated based on traditional and new employee needs, with
respect to: supplementary pensions, income support (hiring family members of deceased
employees, new hire indemnity, meal vouchers, subsidised loan conditions), health (illness and
accident insurance coverage) and work-life balance, with the introduction of innovative initiatives
(agile work), also in terms of internal solidarity (MPSolidale).

Furthermore, mechanisms were activated to ensure the enhancement of internal skills, job rotation and
continual turnover, with limited recourse to hiring from the external market. With this in mind,
internal job postings were published, making it possible to fill more than 150 open positions.

The pilot phase has concluded for the “Sinergicamente” project, which will become a method for
continuously exchanging experiences between central and peripheral structures, with the intent of
enabling resources to acquire greater awareness of reciprocal characteristics and develop synergies.

In relation to enhancing diversity, the LeaderShe Project is continuing for the entire Group, designed
to enhance the feminine expression of leadership, identifying and eliminating any obstacles
(organisational and cultural) that prevent the expression of women’s managerial skills.

The initiatives of “MPS Orienta”, the programme encompassing all activities that Banca MPS dedicates
to work orientation, have also been consolidated and expanded, in the areas of the Sales Network,
Corporate Social Responsibility and Employer Branding.

In 2018, operational plans were key to achieving operational efficiency objectives and strengthening
the core business in accordance with the project activities set forth in the Restructuring Plan. In this
context, activities were carried out to refine the Parent Company’s organisational model, such as the
reorganisation of the Chief Operating Officer Department in October 2018 and the transfer of the
Demand function from the COO Department to the Group Operational Consortium, which began
reporting to the Chief Executive Officer.

Mobility plans concerned roughly 1,330 resources in the course of the year, based on an approach
meant to ensure professional continuity and the best allocation of people with respect to the new
organisational roles.

In May 2018, when the non-performing loan recovery platform was sold and during the simultaneous
reconfiguration of the management and collection activities of the Non-Performing L.oan Department,
90 resources were seconded to the company Juliet S.p.A. for 24 months, in line with the provisions of
the union agreement entered into following the relative discussion procedure.

BANCA MONTE DEI PASCHI DI SIENA



Consolidated Report on Operations 34

In relation to the Sales & Distribution Network, on one hand activities to streamline the branches
(closure of roughly 150 branches in January and 63 in November) continued in line with Plan forecasts
- supported by the activation of operational plans for the reallocation of resources primarily at the
merging branches and in any event according to an approach which seeks to leverage the professional
skills gained and takes into consideration individual needs and aspirations - and on the other hand the
process of reducing the number of Regional Areas from 6 to 5 continued, by merging the Lombardy
South, Emilia Romagna and Marche Area due to its geographical positioning, regional breakdown and
commercial dimensions with the North West, Central and Sardinia and Antonveneta Regional Areas,
renamed the North East Regional Area. In order to simplify and optimise regional governance
decision-making processes, specialise responsibilities in the individual markets and make specialised
support figures (execution and product) more local, in February 2018 the Network organisational
model was updated so that Regional Departments are now broken down into the Retail, Corporate and
Private markets.

The scope of activities has also been changed in Controls and Compliance (allocated in the RA
Compliance and Controls Coordination Office), which were migrated under the responsibility of the
Compliance Controls and Complaints Area in the CCO Department. Under the responsibility of the
COOQO, the Operational Services component in the Network Operations Area, Products Middle Office
activities and several Branch Operating Support processes have been migrated to the Purchasing, Cost
Management and Logistics Area.

To optimise commercial governance and strengthen oversight over relationships and operational risks,
also in line with the new Regional Area structure, in March 2018 the Private and Family Office Centres
were streamlined to optimise their geographical coverage, with the possibility of secondments (“Private
Corner”). In medium/large-sized Centres (at least 8 resources), the account managers were organised
into teams, with the operational coordination of a team manager, in turn assigned a portfolio. Within
the Family Office Centres, the “Wealth Management Specialist” has also been introduced, who reports
directly to the Branch Manager to guarantee prompt and exclusive advisory services to the reference
Family Office Centre.

In 2018, total Network mobility came to roughly 6,670 employees, accompanied by a training offer
appropriately set up to favour the continuing education and professional strengthening process in light
of the new service models.

In line with the operational efficiency objectives laid out in the 2017-2021 Restructuring Plan, on 31
December 2018 the trade union agreement for the activation of the banking industry’s Solidarity Fund
was signed for the exit of 650 resources (as at 1 April 2019), favouring voluntary participation and
closer proximity to retirement benefits as priority selection criteria. These exits join the 1,800 that
already took place in 2017 (also through the use of the Solidarity Fund).

With respect to training, in its three main areas - People, Business, Compliance & Safety -
MPSAcademy provided more than 1,053,097 training hours in 2018, equal to 45.9 hours per capita;
roughly 98% of personnel participated in training activities.

In 2018, the main training projects wete carried out with a view to:

* boosting the level of personnel instruction and professionalism, also in line with European and
national requirements (e.g., MiFID 2, IDD, Bank of Italy Directive on Real Estate Credit);

* spreading a fair and effective risk culture;

* guaranteeing the effective coverage of roles within the company.

Business training accounted for 57% of the courses, with a particular impact on the Network in terms
of financial and insurance topics (involving more than 12,000 resources), as well as credit, through the
completion of the Credit Standard project.

Particular attention was also dedicated to risk training, through multi-media training on risk culture and
governance provided to all personnel (90% of those enrolled completed the course) and professional
training courses (with a final certification) for auditors, CRO department specialists and anti-money
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laundering topics. The anti-money laundering training structure was also redesigned, with a risk
assessment carried out to identify the main relevant risks to which the various roles are exposed and a
subsequent assessment of training gaps for more than 2,500 people, with ensuing classroom and online
training provided based on the needs identified (classroom training for roughly 800 individuals and 3
multi-media courses made available to the Network as well as the Parent Company).

For branch managers, dedicated training (5 days) with the issue of a final EQF certificate was provided
for those newly entering this role as well as those who have been in this position for 3-5 years, to
strengthen their skills.

Strategy

For further details of the Restructuring Plan approved on 4 July 2017 by the European Commission,
please refer to the “Strategy” section of the 2017 Consolidated Financial Statements.

The Restructuring Plan is subject to formal monitoring by the European Commission, through a
Monitoring Trustee (the Bank confirmed Degroof Petercam Finance, with the favourable opinion of
the European Commission Directorate General for Competition - hereinafter “DG Comp”). It should
be noted that the monitoring based on 31 december 2018 figures, is in progress, specifying that, as
regards to the verification of compliance with commitments, this assumes formal relevance only when
specific deadlines are agreed upon with the European Commission.

With reference to the Restructuring Plan, the Parent Company has continued with the process of
relaunching its commercial business and implementing the various operational policies.

In the Retail area, the distribution, sales and operating models continue to evolve to consolidate and
reinforce a new business model confirming the Parent Company as the reference partner for private
and small business customers, setting up customer relations with an increasing focus on “solutions for
needs” throughout the lifecycle. The maximisation of the value proposition is oriented towards
satisfying and understanding customer investment, protection and credit needs, with simple offerings
to meet ordinary needs and personalised responses to more complex requirements. In parallel, the
evolution of the digital platforms continues, with a multi-channel approach in which the model
‘hinging’ on the manager is enhanced by the opportunities offered by new technologies, to render a
physical relationship digital through remote collaboration tools that offer continuously updated
solutions to meet customer needs, in the consumer and small business markets.

An increasing focus is being directed towards Private customers, where we expect new relationships to
be formed and existing ones to be recovered by:

e focusing on an advisory approach, by setting up dedicated advisory centres, to identify high
value investment solutions, by virtue of a wide and diversified range of solutions and services
in an open architecture;

e developing synergies with other segments (i.e. Private-Corporate cross selling) to extend the
customer base and increase assets;

e developing the service model by means of a plan to revise the regional footprint (which took
place in the first quarter), seeking to attract customers to recover the Parent Company’s
multitouch relationship with the Customer and to technologically update sales processes.

The process to leverage the contribution of Widiba as a vehicle for digitalisation and innovation
continues, through the extension to the Group of technological and automation solutions for certain
processes, which, when fully implemented, will enable the Group to benefit from an overall reduction
in the cost-to-serve; incorporated in this context is both the transfer, in 2017, of around 46 thousand
retail customers from BMPS, characterised by a behavioural profile marked by a strong liking for self-
banking and compatibility of the scope of products already held with the Bank’s current and future
offering, and the additional transfer of around 106 thousand customers in October. This second
tranche, aside from being an order of magnitude greater than the first, is also characterised by a more
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detailed structure, in terms of products and accounts held by the customers, with particular reference
to the credit and investments segments.

In the Corporate segment, activities continue to streamline the network, simplify service models to
optimise the cost to serve, maximise the profitability that can be extracted from the relationship
through the convergence of a coverage team of specialists from the product factories around the
manager/customer, extend the value proposition with tools and setrvices that also reduce capital
absorption and increase the level of digitalisation of manager instruments and front-end and internet
banking platforms.

With regard to the new operating model and the greater efficiency expected:

e the migration of cash transactions to cash-in ATMs is underway, which resulted in 49.5% of
deposits made in self-service mode (calculated on all branches with cash-in at 31 december
018) and at the same time increasing the number of cash-light branches (cash desks closed in
the afternoon), which enables to «recover time for commercial activies». Currently there are
234 cash-light branches and the programme envisages extending this to additional branches
through the «Banca Piu» programme. The Parent Company has 2,794 ATMs, of which 1,246
feature the advanced cash-in function; these enable customers to operate autonomously not
just for inquiry and withdrawal transactions, but also for paying in and order transactions
(paying bills, bank transfers, topping up mobile phones and prepaid cards etc.). In 2018, more
than 320 new advanced ATMs were installed and roughly 180 obsolete advanced ATMs were
replaced, to improve the efficiency of the machines and expand the presence of the cash-in
function within the ATM network;

e the new Network Governance model was implemented at the end of February 2018. This
manoeuvte led to the reduction of the sales governance structures (Regional Areas) from 6 to
5, centralising the products middle office to General Management, eliminating an intermediate
organisational level with a view to simplification, and creating specialist Regional Departments
for individual markets. The process of streamlining the distribution network led to the closure
of 216 domestic branches during the year, of which 148 in the first quarter and 68 in the last
quarter (these include 3 specialised centres with the Bank of Italy licence);

e with respect to digitalisation, the Parent Company has roughly 900 thousand active customers
on internet banking channels for retail customers, of which more than 800 thousand on the
upgraded digital banking platform which can be used for the main online transactions as well
as to open a current account and request an estimate for a mortgage. Furthermore, digital
banking is now usable by and accessible to the blind, guaranteeing the full inclusion of all of
our customers;

e with respect to streamlining the number of resources, the Parent Company has confirmed the
planned departure of 650 resources by making recourse to the Solidarity Fund, to be
completed by the end of the first half of 2019; after verifying its sustainability, during the
request acceptance phase this scope was expanded by a further 100 resources, with a view to
reaching the number of employees set forth in the Restructuring Plan within the cost limits
already accounted for in the 2018 financial statements.

In accordance with the provisions of the Restructuring Plan, initiatives that seek to improve the
performing and non-performing credit portfolio risk profile, processes, methodologies and company
instruments have continued, including:

e the monitoring of credit policy guidelines;
e advanced maintenance of the “credit algorithms” (so-called Score Engines) to support
decision-making mechanisms for the disbursement of small scale loans to the Private and

Small Business customers, in line with the best practices of the system and the new credit
standards of Banca MPS;
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e the monitoring and review of default detection mechanisms, in order to ensure their
development with regards to regulatory and business compliance; special attention has been
focused, in this regard, on the management of overdrafts, positions registered as high risk and
those intended for large-scale recovery;

e the design and implementation of an NPE portfolio document processing monitoring system;

e the roll-out of the outsourcing of management of the flow of bad loans (activation of “Juliet”
platform) and launch of ordinary interaction operations according to defined and shared
processes.

Lastly, with reference to some of the main commitments of the Restructuring Plan, pursuant to art.
114, paragraph 5 of Italian Legislative Decree 58/1998, the implementation status of the Restructuring
Plan as at 31 December 2018 is described below:

e Risk containment:

- transfer of the portfolio of NPLs concluded successfully on 22 June 2018, with the
relevant deconsolidation for a value of roughly EUR 24 bn of gross exposuret. On 9
January 2018 and on 22 June, the transfer of 95% of the mezzanine notes for a nominal
EUR 847.6 mln and 95% of the junior notes for a nominal EUR 565 mln was completed
with Quaestio Capital SGR S.p.A., on behalf of the Italian Recovery Fund. The economic
impacts related to the valuation of the portfolio sold through the securitisation transaction
were already accounted for in 2017. With reference to the prudential aspects, it should be
noted that the ECB authorised the recognition of the Significant Risk Transfer to the
Parent Company and in this context, the Parent Company also received the LGD waiver,
which forms the basis of the projections of capital adequacy of the Restructuring Plan and
which makes it possible not to include in the LGD estimate process the effects of the
derecognition of the securitised portfolio;

- continuation of programmes involving the sale/reduction of the portfolio of unlikely to
pay positions, with a reduction of around EUR 2.3 bn’ (including EUR 0.2 bn of
exposures classified pursuant IFRS 5) in 2018;

- continuation of the divestment and deconsolidation transactions, with a specific bad loan
disposal plan, represented by receivables resulting from lease agreements for EUR 0.9 bn,
with deferred implementation in the course of 2019, and by receivables for limited single
amounts for EUR 2.2 bn, for a total of approximately EUR 3.1 bn$;

e Exposure to sovereign debt: financial assets measured at fair value are lower than 2017 by
approximately EUR 4 bn, due primarily to Italian government bonds.
e Transfer of foreign banks:

- for BMP Belgio S.A., the Parent Company reached a sale agreement with an investee of
funds managed by Warburg Pincus, at a price of EUR 42 mln, subject to a price
adjustment mechanism. The sale is subject to approval by the National Bank of Belgium
and the BEuropean Central Bank;

- for Monte Paschi Banque S.A., given the unsuccessful attempts at the transfer, the Parent
Company, as set out in the Plan, resolved the run-off of the subsidiary, which consists of
limiting the bank’s activities strictly to those targeted at the deleveraging of loans,
excluding the development of new business; during said period, the Monte Paschi Banque
will retain the banking licence.

é Corresponding originally, in the Restructuring Plan, to EUR 26.1 bn as at 31 December 2016, restated as at 31 December 2017 to EUR 24.6
bn due to the exclusions subsequently effected on the reference petimeter as at 31 December 2016 and, finally, certified at a value of
approximately EUR 24 bn, which also includes recoveries made in the meantime on the reference perimeter as at 31 December 2017.

7 . . . .
Referring to gross exposures inclusive of interest on arrears

8 The scope of EUR 2.2 bn subject to disposal was revised with respect to the value of EUR 2.4 bn, following the exclusion of several
positions that were found to be non-transferable or were reclassified to lower risk categories. The total value refers to gross exposures
inclusive of interest on arrears
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Closure of foreign branches: as of 31 December 2018, all assets and liabilities of the foreign
branches in New York, London and Hong Kong were closed or transferred to Italy and all
customer relationships were terminated; however, activities for the return of the banking
licence and the preparation of regulatory reporting are still under way.

Cost reduction measures:

- 2018 annual operating expenses lower than planned objectives;

- reduction of approximately 1,800 resources by activating the Solidarity Fund. Planned
departure of 650 resources by making recourse to the same fund, to be completed by the
end of the first half of 2019; after verifying its sustainability, during the request acceptance
phase this scope was expanded by a further 100 resources, with a view to reaching the
number of employees set forth in the Restructuring Plan within the cost limits already
accounted for in the 2018 financial statements;

- around 500 branches closed (of which 216 in 2018), equal to 83% of the total objective to
be met by 31 December 2021;

- in relation to the results for 2018, it is not necessary to activate further cost reduction
measutes.

Sale of property assets: for the purposes of compliance with said commitment, which
ultimately makes provision for the disposal, over the term of the Plan, of owned properties
with a total value of around EUR 500 mln (EUR 80 mln of which already involved in sales
agreements), the Parent Company launched the restructuring of the Chianti Classico
transaction, which includes the Casaforte securitisation and the transfer of property assets
relating to it to the Consorzio Perimetro. On 11 January 2019, the Parent Company
announced that, based on the authorisation issued by the European Central Bank on 27
December 2018, it had filed the draft terms of the merger by absorption of Perimetro S.C.p.A.
into Banca Monte dei Paschi di Siena S.p.A. Through the consolidation of the processes and
activities on specific Parent Company functions and the reduction of the number of
companies involved, property assets relating to the securitisation (currently held by Perimetro)
may be managed with greater flexibility and the administrative and decision-making processes
may be governed more effectively.

Strengthening of the capital position: after the issuing of the first tranche of the subordinated
Tier 2 loan in January 2018 for an amount of EUR 750 mln, the Parent Company constantly
monitors the market conditions with the objective of performing a second issue of the same
type. For 2018, the level of capitalisation is higher than the Restructuring Plan objectives,
thanks to the implementation of alternative capital strengthening measures.
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Income statement and balance sheet reclassification principles

Reclassified income statement

It should be noted that, in order to allow continued disclosure and understanding of the performance
results, the subsidiary BBMP Belgio S.A., even if subject to transfer, is included in the individual
income statement items.

= 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, and supplemented by the
amount relating to the subsidiary BMP Belgio S.A. for EUR +15 mln.

® Item “Net fee and commission income” was supplemented by the amount relating to the
subsidiary BMP Belgio S.A. for EUR +2 mln.

* Item “Dividends, similar income and profit/loss on equity investments” incorporates item 70
“Dividends and similar income” and a portion of item 250 “Gains/loss on investments” (EUR 65
mln, corresponding to the contribution to the income statement of profits from investments in the
associate AXA, consolidated at equity). The aggregate was also cleared of dividends earned on
equity securities other than equity investments (EUR 1 mln), reclassified to 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 at fair value through profit and loss” includes item 80 “Net profit (loss)
from trading”, item 100 “Gains (losses) on disposal/tepurchase of: a) financial assets measured at
amortised cost; b) at fair value through other comprehensive income and c) financial liabilities” and
110b “Net profit (loss) from financial assets and liabilities measured at fair value through profit and
loss”. The item also incorporates dividends earned on equity securities other than equity
investments (EUR 1 mln), and the amount relating to the subsidiary BMP Belgio S.A. for EUR +5
mln.

= The item “Other operating income (expenses)” includes the balance of income statement item
230 “Other operating expenses/income” net of the recovery of stamp duties and client expenses,
which are stated under the reclassified item “Other administrative expenses” (EUR 287 mln) and
the amount relating to the subsidiary BMP Belgio S.A. for EUR +0.5 mln.

® The item “Personnel expenses” decreased by a net amount of EUR 118 mln (EUR -150 mln
relating to provisions for early 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 retitement/solidarity fund initatives 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 charges”. The item also includes the
amount of the cost relating to BMP Belgio S.A. for EUR 9 min.

® The item “Other administrative expenses” includes the balance of income statement item 190b
“Other administrative expenses”, reduced by the following cost items:

* expenses, amounting to EUR 131 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 SRF, DGS and similar schemes”);

* DTA fee, convertible into tax credit, for an amount of EUR 71 mln (posted to the reclassified
item “DTA fee”);

* extraordinary charges, relating to project initiatives also aimed at complying with the
commitments undertaken with DG Comp (also including the closure of domestic and foreign
branches), for EUR 24 mln (stated under reclassified item ‘“Restructuring costs/One-off
charges”).
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This item also incorporates the recovery of stamp duty and client expenses recoveries (EUR 287
mln) posted in the income statement under item 230 “Other operating expenses/income” and the
amount of the cost relating to subsidiary BMP Belgio S.A. for EUR 10 mln.

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. The item
also includes the amount relating to the subsidiary BMP Belgio S.A. for EUR 1 mln.

Item “Net impairment (losses)/reversals on financial assets measured at amortised cost”
includes income statemet items 130a “Net impairment (losses)/reversal on financial assets
measured at amortised cost” and 140 “Modification gains/(losses)”. The item was supplemented by
the amount relating to the subsidiary BMP Belgio S.A. for EUR -8 mln.

The item “Net impairment (losses)/reversals on financial assets measuted at fair value
through other comprehensive income” includes the item 130b “Net impairment losses/reversals
on financial assets measured at fair value through other comprehensive income” and was
supplemented for the portion related to the subsidiary BMP Belgio S.A. for EUR 0.3 mln.

The item “Net provisions for risks and charges” was cleared of the allocation for expenses
relating to commitment initiatives for EUR 1 mln, re-allocated to the reclassified item
“Restructuring costs/One-off costs”. The item was supplemented by the amount relating to the
subsidiary BMP Belgio S.A. for EUR -0.5 mln.

Item “Gains (losses) on investments” includes the balance of item 250 “Gains/loss on
investments”, cleared of the amount contributed to the income statement by investments in AXA,
consolidated at equity and posted under the reclassified item “Dividends, similar income and
profit/loss on equity investments” (EUR 65 mln).

“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 150 mln, partially
offset by recoveries recognised by INPS for previous early retirement/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 -87 mln, including the expected loss from the sale of the
subsidiary BMP Belgio S.A. of EUR -59 mln).

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 190b “Other
administrative expenses”. As at 31 December 2018, total contributions of EUR 131 mln were
recorded, of which EUR 69 mln to the Single Resolution Fund (SRF), EUR 26 mln to the National
Resolution Fund (NRF) and EUR 36 mln to DGS.

Item “DTA fee” includes the expenses related to the fees paid on DTAs that 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, recognised in the Financial Statements under item 190b “Other administrative
expenses”, for EUR 71 mln.

The item “Tax expense (recovery) on income from continuing operations” was cleared of the
theoretical tax component relating to the Purchase Price Allocation (PPA), included in a specific
item in the amount of EUR 11 mln.

The item “Gains (losses) from assets held for sale” was cleared of the effects of the expected
loss from the sale of the subsidiary BMP Belgio S.A. (EUR -59 mln), reclassified to “Restructuring
costs/One-off costs”, as well as the net profit (loss) for the year of the subsidiary.

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 “INet interest income”
for EUR -9 mln and “Net adjustments to (recoveries on) propetty, plant and equipment/Net
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adjustments to (tecoveries 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 income statement figures
referring to FY 2017, based on the first application of IFRS 9; whit comparative data reclassified
according new accounting format envisaged by the 5% update fo Circular 262 of the Bank of Italy. In
particular, amounts relating to former item 130d “Net impairment losses (reversals) on other
financial transactions” were reclassified to item 200a “Net provisions for risks and charges:
commitments and guarantees issued” (see annexes).

Reclassified balance sheet

In order to allow continued disclosure and understanding of the performance results, the subsidiary
BMP Belgio S.A., even if subject to transfer, is included in the individual balance sheet items.

a) The asset item “Cash and cash equivalents” includes the amount relating to the subsidiary BMP
Belgio S.A. for EUR 5 mln.

b) 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”. The portion relating to the subsidiary BMP Belgio
S.A. amounts to EUR 351 mln.

¢) The asset item “Loans to banks” was increased by the amount relating to the subsidiary BMP
Belgio S.A. for EUR 174 mln.

d) The asset item “Loans to customers” was increased by the amount relating to the subsidiary
BMP Belgio S.A. for EUR 689 mln.

e) The asset item “Property, plant and equipment/intangible assets” was increased by the
amount relating to the subsidiary BMP Belgio S.A. for EUR 7 mln.

f) Asset item “Other assets”, includes balance sheet items 50 “Hedging derivatives”, 60 “Change in
value of macro-hedged financial assets (+/-)”, 110 “Tax assets”, 120 “Non-current assets and
groups of assets held for sale and discontinued operations” (excluding an amount of EUR 1,234
mln relating to the total assets of the subsidiary BMP Belgio S.A., net of the intercompany
amount) and 130 “Other assets”. The item also includes the portion relating to subsidiary BMP
Belgio S.A. for EUR 9 mln.

@) Liability item “Deposits from customers and debt securities issued”, includes balance sheet
items 10b “Financial liabilities measured at amortised cost — deposits from customers”, 10c
“Financial liabilities measured at amortised cost - Debt securities issued” and 30 “Financial
liabilities designated at fair value”. The portion relating to the subsidiary BMP Belgio S.A. amounts
to EUR 964 mln.

h) The liability item “Deposits from banks” was increased by the amount relating to the subsidiary
BMP Belgio S.A. for EUR 148 mln.

1)  The liability item “Financial liabilities held for trading” was increased by the amount relating to
the subsidiary BMP Belgio S.A. for EUR 2 min.

j)  The item “Pensions and other post retirement benefit obligations” was increased by the
amount relating to the subsidiary BMP Belgio S.A. for EUR 0.4 mln and “Other provisions for
risks and charges” was increased by the amount relating to the subsidiary BMP Belgio S.A. for
EUR 1 mln.

k) 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 non-current assets held for sale and discontinued operations” (excluding an
amount of EUR 1,123 mln relating to the total liabilities of the subsidiary BMP Belgio S.A., net of
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the intercompany amount) and 80 “Other liabilities” (including the amount relating to the
subsidiary BMP Belgio S.A. for EUR 8 mln).

A conventional and simplified reclassification was carried out, exclusively for 2017 balance sheet
figures whit comparative data reclassified according new accounting format envisaged by the 5% update
fo Circular 262 of the Bank of Italy. In particular, balances in the item “Other assets”, as the portion
of the real estate warehouse, were reclassified in item 90 “Property, plant and equipment”, and the
balances in the item “Other liabilities” as the portion of commitments and guarantees, were
reclassified to item 100a “Provisions for risks and charges: financial guarantees and other
commitments”.

kkekokok

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

Reclassified Consolidated Income Statement

Change
MONTEPASCHI GROUP 31/12/18 3112 2017*
Abs. %

Net interest income 1,742.8 1,788.3 (45.5) -2.5%
Net fee and commission income 1,523.3 1,576.5 (53.2) -3.4%
Income from banking activities 3,266.1 3,364.8 (98.7) -2.9%
Dividends, similar income and profit (losses) on equity investments 74.5 101.0 (26.5) -26.2%
oot o fom gl e Wil sty sy s
Net profit (loss) from hedging 0.2) 3.7 3.5 -94.6%
Other operating income (expenses) (39.9) (11.3) (28.6) n.s.
Total Revenues 3,287.5 4,025.6 (738.1) -18.3%
Administrative expenses: (2,100.6) (2,279.6) 179.1 -7.9%

a) personnel expenses (1,462.9) (1,575.4) 112.5 -7.1%

b) other administrative expenses (637.7) (704.3) 66.5 -9.4%
N s s ) e oot (N gy g s s
Operating expenses (2,350.7) (2,543.0) 192.3 -7.6%
Pre Provision Profit 936.8 1,482.6 (545.8) -36.8%
Net impairment (losses)/reversals on: (624.6) (5,416.8) 4,792.2 -88.5%

a) financial assets measured at amortised cost (628.1) (5,323.7) 4,695.6 -88.2%

b) f;:;:il;s;itj irrxlqcej::ll;ed at fair value through other 35 ©93.1) 9.6 s,
Net operating income 312.2 (3,934.2) 4,246.4 n.s.
Net provisions for risks and charges (69.0) (276.1) 207.1 -75.0%

of which commitments and gnarantees issned** 4.9 “#3.2) 58.1 n.s.
Gains (losses) on investments 1.3 (14.0) 15.3 n.s.
Restructuring costs / One-off costs (201.7) (330.2) 128.5 -38.9%
Risks and charges associated to the SRF, DGS and similar schemes (131.1) 91.9) (39.2) 42.7%
DTA Fee (70.9) (70.9) 0.0 -0.1%
Gains (losses) on disposal of investments 50.0 531.2 (481.2) -90.6%
Profit (loss) before tax from continuing operations (109.2) (4,186.2) 4,077.0 -97.4%
Tax expense (recovery) on income from continuing operations 410.1 709.6 (299.4) -42.2%
Net profit (loss) for the year including non-controlling interests 300.9 (3,476.6) 3,777.5 n.s.
Net profit (loss) attributable to non-controlling interests 0.1 0.1 - n.s.
Profit (loss) for the year before PPA 300.8 (3,476.7) 3,771.5 n.s.
PPA (Purchase Price Allocation) (22.2) (25.6) 3.4 -13.1%
Net profit (loss) for the year 278.6 (3,502.3) 3,780.9 n.s.

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

** The item “Net provisions for risks and charges” encompasses, for the comparative fignres, what was previously booked under “Net impairment
(losses)/ reversals: other transactions”.
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Quarterly trend in reclassified consolidated income statement

MONTEPASCHI GROUP

Net interest income
Net fee and commission income

Income from banking activities

Dividends, similar income and profit (losses) on equity investments

Net profit (loss) from trading and financial assets/liabilities measured at
amortised cost and at fair value through profit and loss
Net profit (loss) from hedging
Other operating income (expenses)
Total Revenues
Administrative expenses:
2) personnel expenses
b) other administrative expenses

Net adjustments to (recoveries on) property, plant and equipment / Net
adjustments to (recoveries on) intangible assets

Operating expenses
Pre Provision Profit
Net impairment (losses) /reversals on:
a) financial assets measured at amortised cost

b) Financial assets measnred at fair value throngh other
comprehensive income

Net operating income
Net provisions for risks and charges

of which commitments and guarantees issued**
Gains (losses) on investments

Restructuring costs / One-off costs

Risks and charges associated to the SRF, DGS and similar schemes
DTA Fee

Gains (losses) on disposal of investments

Profit (loss) before tax from continuing operations

Tax expense (recovery) on income from continuing operations

Net profit (loss) for the year including non-controlling interests

Net profit (loss) attributable to non-controlling interests
Profit (loss) for the year before PPA
PPA (Purchase Price Allocation)

Net profit (loss) for the year

4°Q 2018

430.8
360.4
791.2

19.5

(18.8)

0.8
(23.6)
769.1
(554.3)
(364.9)
(189.5)

(81.0)

(635.4)
133.7
(256.5)
(267.0)

10.5

(122.8)
(53.7)

0.3
(140.6)

(7.6

a7.7)
1)
(342.2)

245.7

(96.6)
(96.6)
@)
(100.7)

2018
3°Q2018  2°Q 2018
442.1 4485
353.4 403.0
795.5 851.5
20.7 16.2
@.0) (29.5)
1.2 0.9)
(3.4 6.1
809.5 832.2
(504.2) (526.4)
(364.0) (366.2)
(140.2) (160.1)
(56.9) (55.1)
(561.1)  (581.4)
248.3 250.8
(121.4)  (108.8)
(115.9) (108.1)
(5.5) ©.7)
126.9 142.0
(16.6) (51.3)
1.8
5.0 0.0
(7.8) 16.3)
(28.6) (25.9)
a7.7) a7.7
02 49.6
414 80.4
55.0 26.1
96.4 106.5
0.1 -
96.3 106.5
G.5) (5.6)
90.8 100.9

1°Q 2018

421.5
406.5
828.0

18.1

374

1.1
7.8
876.8
(515.7)
(367.8)
(147.9)

(57.1)

(572.8)
304.0
(137.9)
(137.1)

0.8)

166.1
52,6
44.9
(4.0)

7.0)

(69.0)

a7.7
03
111.3
83.3

194.6
194.6

(7.0)
187.6

2017

4°Q 2017* 3°Q 2017* 2°Q 2017* 1°Q 2017*

414.6
363.3
777.9

32.3

3.4

0.8
(12.0)

802.4
(579.4)
(387.1)
(192.3)

1.1

(650.5)
151.9
(581.6)
(551.7)

(29.9)

(429.7)
(142.1)
24.0
8.9
(34.5)

2.3

a7.7
23)
(615.2)

119.7
(495.5)

©.1)
(495.6)
6.0)
(501.6)

470.4
355.7
826.1

22.4

528.5

@7
(3.9
1,370.5
(561.1)
(388.8)
172.3)

(64.7)
(625.8)
744.7
(204.7)
(175.0)

(29.7)

540.0
(27.6)
(19.8)
19.1)

(278.0)

(31.2)

a7.7
1.8
168.2

79.9
2481

0.1

248.0
©.1)

241.9

4459
431.2
877.1

257

18.3

@.0)

03
919.5
(568.2)
(395.1)
73.1)

(70.9)

(639.1)
280.4

(4,321.4)

4,288.8)

(32.6)

(4,041.0)
(66.8)
(53.4)

0.2
a7.7)

0.4

(17.5)
532.0
(3,610.6)

5435
(3,067.1)

©.1)
(3,067.0)
(6.4)
(3,073.4)

457.4
426.3
883.7

20.5

245

02
43
933.2
(570.9)
(404.4)
(166.5)

(56.6)

(627.5)
305.6

(309.1)
(308.2)

©0.9)

(3.5)
(39.6)
6.0
(4.0)

(63.4)

(18.0)
03)
(128.6)
(33.5)

(162.1)
(162.1)

@
(169.2)

* The Group 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 figures, what was previonsly booked under “Net impairment

(losses)/ reversals: other transactions”.
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Revenue trends

In 2018, the Group recorded total Revenues of EUR 3,288 mln, down by 18.3% compared to the
previous year, 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. In 4Q18, Revenues fell by EUR 40 mln against the previous quarter.
More specifically, Net interest income (EUR -11 mln), Other operating expenses and income (EUR -
20 mln) and Net profit (loss) from trading and financial assets/liabilities (EUR -17 mln) decreased,
while Net fee and commission income registered a recovery (EUR +7 mln).

Revenues deriving from contracts with customers were disaggregated according to customer type. The
table below shows these revenues from customers reconciled with segment reporting,.

SEGMENT REPORTING Business Segments Total
o— Corporate Mot hi
ontepascl
Primary Segment Retail banking Manaegement Corporate banking Widiba Center Groip
Chg. % Chg. % Chg. % Var. % Chg. % Chg. %
{UR ml 1/12/1 31/12/1 1/12/1 31/12/1 1/12/1 31/12/1
(EUR min) /12/18 LT B8 0 Us//s T s/eis 0 Us/es Ty /sl 00

PROFIT AND LOSS AGGREGATES

Net interest income 989.2  -15.4% 75 -70.9% 5652 -12.6% 515 65.6% 129.5 ns. 1,742.8 -2.5%
Net fee and commission income, of which 1,240.1 -3.5% 115.1 -11.3% 3105 -8.8% 17.1 24.4% (1594)  -17.2% 1,523.3 -3.4%

Fee and commission income 1,261.6 n.d. 118.1 n.d. 3615 n.d. 674 n.d. (27.0) n.d. 1,781.7 6.6%

Fee and commision expense (21.6) n.d. (3.1) n.d. (51.0) n.d. (50.3) n.d. (132.5) n.d. (2584)%  21.99,
Other income 59  -855% 04 -54.6% (18.5) ns. 0.1) n.s. 736  -87.3% 61.3 -90.9%
Other operating expenses/income 133 ns. 0.4 n.s. a17.1) 90.4% 04)  -640% 36.1) ns. (39.9) n.s.
Total Income 22485  -10.0% 1233 -21.1% 840.2  -184% 68.0 56.1% 75  -975% 32875 -18.3%

Net interest income in 2018 amounted to EUR 1,743 min, down by 2.5% compared to 2017, mainly
related to the negative trend of interest-bearing assets, in particular commercial loans (reduction in
average volumes and decline in the related returns). This trend was partially mitigated by the decrease
in interest expenses following the reduction in the cost of commercial funding and the maturity of
bonds with more costly conditions (including those relating to burden sharing). The 4Q18 result
decreased compared to the previous quarter (-2.5%).

Chg. Y/Y Chg. Q/Q
Items 31122018 31122017% ————— 4°Q 2018  3°Q2018 —0 0 ———
Abs. % Abs. %
L
oans to customers measured at 1,809.7 20839 (2742  -132% 454.7 444.6 101 23%
amortised cost
Securiries issued 272.8) (396.3) 1235  -31.2% (62.4) 618 (0.6 1.0%
Net Differentials on hedging
13.2 e . . ] 2. A s
o (13.2) 62 (1.0 ns ©.8) @8 (10 ns
Loans to Banks measured 3.9 (336 375 as. 1.9 0.6 13 as
at amortised cost
Trading portfolios 35.3 45.3 (10.0)  -22.1% 8.4 10.3 (1.9) -18.4%
Portfolios measured at fair value 46.0 (56.6) 102.6 n.s. 12.0 16.5 4.5) -27.3%
Financial assets measured at fair val
fnanciatassets meastired at fair vaue 134.8 1529  (181) -11.8% 293 35.1 G.8) -165%
through other comprehensive income
Other net interest income 0.9) (1.1 02 -182% (.3) 04 29 as
Net interest income 1,742.8 1,7883  (45.5)  -2.5% 430.8 4421 (113) -2.5%
of whicls: inferest income on impaired 267.5 478 (1803)  -40.3% 57.2 63.3 ©1)  -9.6%

Jinancial assets**

* The Group 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.
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Net fees and commissions, totalling EUR 1,523 mln as at 31 December 2018, recorded a 3.4%
decline compared to the previous year, mainly on commissions from services due to lower income
from payment services (Bancomat and cards), following the disposal of the merchant acquiring
business on 30 June 2017, and on services connected with asset management, due primarily to lower
income from product placement, only in part offset by growth in continuing business. The trend is up
by 2.0% from the previous quarter, due in particular to the higher fees and commissions from asset
management and from services (payment systems).

Change Y/Y Change Q/Q
Services/value 31122018 31122017 4°Q 2018 3°Q 2018
abs. % abs. %

Assets under management fee 663.2 725.8 (62.7) -8.6% 153.7 150.7 3.0 2.0%
Product placement 224.8 315.9 (91.2) -28.9% 43.9 429 1.1 2.5%
Continuing fees 354.0 331.1 229 6.9% 87.6 89.2 1.6 -1.8%
Placement of securities 39.2 41.6 (2.3) -5.6% 9.5 8.2 1.4 16.8%
Sales of Protection 45.1 37.2 7.9 21.3% 12.7 10.5 22 21.1%
Fee and commisions from

L. . 1,049.1 1,084.5 (35.4) -3.3% 256.0 246.5 9.5 3.8%
traditional activities
Credit fees 519.5 488.2 31.4 6.4% 120.4 117.4 3.0 2.6%
fees from foreign service 535 59.0 (5.5 -9.4% 11.9 13.5 (1.6) -11.9%
Other services 476.1 537.4 (61.3) -11.4% 123.7 115.6 8.1 7.0%
Other fee and commission income (189.0) (233.8) 44.9 -19.2% (49.3) (43.9) (5.5) 12.4%
Net fees and commission income 1,523.3 1,576.5 (53.2) -3.4% 360.4 353.4 7.0 2.0%

Dividends, similar income and gains (losses) on equity investments, lower than those at 31
December 2017, totalled EUR 75 mln, mainly due to the AXA-MPS contribution®. In 4Q18, this
component recorded a decline compared to the previous quarter (EUR -1 mln).

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 -13 mln (detailed below), down from the
previous year (EUR 575 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 +34 mln, marking growth over 31 December
2017 as well as compared to the previous quarter;

e Net profit (loss) from financial assets/liabilities measured at fair value through profit and
loss was a negative EUR 85 mln (as at 31 December 2017, the loss was EUR -3 mln),
attributable to the negative net results of assets/liabilities measured at fair value as per mandatory
requirements;

e Gains on disposals/repurchases for a positive EUR 38 mln, down against last year (EUR 578
mln in 2017), which had been impacted by the effects of the burden-sharing operation. Down
compared to 3Q18 due to losses from disposals of receivables and securities.

9 AXA-MPS was consolidated in the Group’s financial statements using the equity method.
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Items

Financial assets held for trading
Financial trading liabilities
Exchange rate effects
Derivatives

Trading results

Net profit (loss) from financial assets and
liabilities measured at fair value through profit
and loss

Disposal / repurchase

Net profit (loss) from trading and financial
assets and liabilities measured amortised
cost and measuerd at fair value through
profit and loss

31122018 3112 2017*

(81.8)

103.7
22.4

10.1)
342

(85.4)

38.2

(13.0)

(51.2)
33.9
105

7.0
0.2

34

578.0

574.8

Chg.

Abs.
(30.6)
69.8
11.9
(17.1)
34.0

(82.0)

(539.8)

(587.8)

Y/Y

Chg. Q/Q
4°Q 2018 3°Q 2018 —mM8M8M8M8
Abs. %
65.6 (7.7 1233 ns.
(50.6) 544 (105.0) n.s.
3.6 4.4 0.8) -18.2%
5.4 53 0.1 1.9%
24.0 6.4 17.6 n.s.
QL) 55  (5.6)  361%
©1.7) 71 (288) ns.
(18.8) (2.0) (16.8) n.s.

* The Group 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 -0.2 mln, an improvement compared to 31

December 2017 and 3Q18;

e Other operating income/expense was negative for EUR 40 mln, a decrease with respect to
the end of 2017 (EUR -11 mln in 2017) and also down compared to the previous quarter (EUR -
20 mln), primarily due to higher expenses for rulings, settlement agreements and contingent

liabilities.
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Operating expenses

Operating expenses totalled EUR 2,351 mln as at 31 December 2018, down 7.6% on the previous
year. 4Q18 recorded an increase of 13.2% over 3Q18 (EUR +74 mln), due mainly to the trend in
Other administrative expenses and Net adjustments to/tecoveties on propetty, plant and equipment. A
closer look at the individual aggregates reveals the following:

¢ Administrative expenses were EUR 2,101 mln, down by EUR 179 mln over the previous year (-
7.9Y/Y) and up by EUR 50 mln over 3Q18. A breakdown of the aggregate shows:

» Personnel Expenses, which totalled EUR 1,463 mln, declined year on year by 7.1% (EUR -
113 mln) mainly as a result of workforce downsizing, also due to the Solidarity Fund initiatives
of 1 May and 1 November 2017. This trend is substantially in line with the previous quarter;

» Other Administrative Expenses stood at EUR 638 mln, down by 9.4% 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 the debt collection, as well as the
ICT segment (also following the disposal of the acquiring division in June 2017). The expenses
posted in 4Q18 were higher than those of the previous quarter.

¢ Net value adjustments to property, plant and equipment and intangible assets as at 31
December 2018 amounted to EUR 250 mln, lower than the values in the previous year (-5.0%),
which was impacted in particular by higher write-downs. Growth compared to the previous quarter
(+42.3% Q/Q) due to higher impairment on property, plant and equipment.

Chg Y/Y Chg Q/Q
Type of transaction 31122018 31122017 ———————— 4°Q 2018 3°Q 2018
Abs. % Abs. %
Wages and salaries (1,058.3) (11375 792 7.0%  (2656)  (263.7) 19 0.7%
Social-welfare charges (287.3) (082 209  -68%  (TL1) (71.6) 05  -0.7%
Other personnel expenses (117.3) (129.7) 124 96% (282 28.7) 05  -1.7%
Personnel expenses (1,462.9)  (1,575.4) 1125  -71%  (364.9)  (364.0)  (0.9)  02%
Taxes (236.0) 2635 275 -104%  (49.0) (53.0) 40 7.5%
ei ;::::“g’ real estate and security (154.3) 714 171 -100%  (37.9)  (38.3) 04 -10%
General operating expenses (193.0) (201.5) 85  42%  (50.1) 45.0) G 113%
Information technology expenses (153.0) (166.7) 137 82% (417 (37.3) @4  11.8%
Legal and professional expenses (136.2) (172.8) 36.6  -21.2% (60.6) (30.0) (30.6) n.s.
Indirect personnel costs (102) (11.4) 12 -105% 5.9) (1.1) 48  ns
Insurance (42.0) @92) (128 438%  (100) (125 25 200%
;?S;:E:Zf sponsorship and (.9) (12.5) 6.6 -52.8% (1.4 (1.0) 0.4y 40.0%
Other 6.1 15 4.5 n.s. 4.3 1.5 29 n.s.
Expenses recovery 286.8 323.2 364 -11.3% 62.8 76.5 (13.7)  -17.9%
Other administrative expenses (637.7) (704.3) 66.5 -9.4% (189.5) (140.2) (49.2) 35.1%
Tangible assets (150.7) 1331  (17.6) 132%  (54.8) Gl2)  (23.6) 75.6%
Intangible assets 99.4) (130.3) 309 237%  (262) @25.7) 05  1.9%
Amortization and impairment losses (250.1) (263.4) 13.3 -5.0% (81.0) (56.9) (24.1) 42.3%
Operating costs (2,350.7)  (2,543.0) 1923 7.6%  (635.4)  (56L1)  (74.2) 13.2%

As a result of these trends, the Group’s Gross Operating Income totalled EUR 937 mln (EUR 1,483
mln as at 31 December 2017), with a contribution of EUR 134 mln of 4Q18, down compared to the
previous quarter.
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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 Group accounted Net impairment (losses)/teversals on financial
assets measured at amortised cost and at fair value through other comprehensive income for
EUR 625 min, down EUR 4.8 bn from the previous year, which mainly included adjustments to loans
recorded on the perimeter of bad loans transferred following the adjustment to their realisable value.
Growth compared to 3Q18 primarily due to the increase in defaults and increases in coverage on
already non-performing positions.

The ratio of net impairment losses on loans to total Loans to Customers as at 31 December 2018
shows a Provisioning Rate of 72 bps.

Chg. Y/Y Chg. Q/
31122018 3112 2017* g— 4°Q 2018 3°Q 2018 &
Abs. % Abs. %

Loans to banks measured at amortised cost 1.1 .7 2.8 n.s. 0.3 3.0 2.7) -90.0%

- Loans 0.6 2.2) 2.8 n.s. 0.2) 1.7 1.9 ns.

- Debt securities 0.5 0.5 - 0.0% 0.5 13 0.8) -61.5%
Loans to customers measured at amortised cost (616.5) (5,322.0)  4,705.5 -88.4% (261.4) (117.3) (144.1)  n.s.

- Loans (612.7) (5,322.2)  4,709.5 -88.5% (259.5) (115.7)  (143.8)  ns.

- Debt securities (3.8 0.2 (4.0) ns. 1.9) (1.6 0.3) 18.8%
Gains (losses) due to modifications in contractual cash
flows without derccognition (12.7) - (12.7) ns. (5.9) 1.5 44 ns.
Impairmet loss on loans measured at amortised cost (628.1) (5,323.7)  4,695.6 -88.2% (267.0) (115.8) (151.2) nus.
Financial a5§ets_ measured at fair value through 35 ©93.1) 96.6 s, 105 ) 160 s,
C()mpfﬁhCHSIVC ncome
Total adjustments due to credit risk (624.6)  (5416.8) 4,792.2  -88.5% (256.5) (121.3)  (135.2) n.s.

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

The Group’s Net Operating Income in 2018 was approximately EUR +312 mln, compared to
EUR -3,934 mln in the previous year. Negative result for the quarter of EUR 123 mln, down by EUR
250 mln compared to the previous quarter primarily as a result of growth in net impairment losses on
financial assets and operating expenses.

Non-operating income, tax and net profit for the year

The Result for the year included the following items:

e Net provisions for risks and charges of EUR -69 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 276 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.

¢ Gains on investments of around EUR 1 mln compared to a loss of EUR 14 mln registered on
31 December 2017, mainly due to impairment losses on the associates Trixia, Interporto Toscano
and Fidi Toscana. The 4Q18 result decreased compared to the previous quarter, which had
benefitted from the increase in the value of the equity investment in Fondo Etrusco.

¢ Restructuring costs/One-off costs, totalling EUR -202 mln, mainly encompass the costs set
aside for early retirement incentives/solidarity fund for EUR 150 mln, partially offset by recoveries
recognised by INPS for previous eatly retirement/solidarity fund manoeuvres (EUR +35 mln) and
the charges relating to projects, also seeking to implement the commitments made with DGComp
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(for a total of EUR -87 mln, including the expected loss from the sale of the subsidiary BMP
Belgio S.A. of EUR -59 mln).

e Risks and charges associated with SRF, DGS and similar schemes, amounting to EUR -131
mln, comprised of i) the ordinary contribution of EUR 69 mln to the Single Resolution Fund
(SRF) accounted for in the first quarter of 2018, ii) the additional amount of EUR 26 mln paid to
the National Resolution Fund (NRF) accounted for in the second quarter of 2018 and iii) the total
contribution of EUR 36 mln recognised to the DGS in the second half of the year.

e DTA Fee, amounting to EUR -71 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 as at 31
December 2018 on DTAs (Deferred Tax Assets) that can be converted into a tax credit.

¢ Gains on disposal of investments, for an amount of EUR 50 mln, attributable essentially to
income on the sale of Juliet, completed in 2Q18. As at 31 December 2017, the aggregate was a
positive EUR 531 mln, attributable primarily to the gain from the disposal of the merchant
acquiring business unit.

Due to the trends discussed above, the Group’s Loss before tax from continuing operations stood
at EUR -109 mln, up compared to the levels as at 31 December 2017, which had recorded a loss of
EUR -4,186 mln.

Tax expense (recovery) on income amounted to income of EUR +410 mln. This result can
essentially be attributed to the new tax regulations introduced by the Financial Measure for 2019, the
assessment of DTAs 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 Group consolidated profit as at 31
December 2018 amounted to EUR 279 mln, compared to a loss of EUR 3,502 mln in 2017.

SRkokokok

In compliance with Consob instructions, following is a statement of the reconciliation of the
Shareholders’ equity and Net profit and loss for the year of the Parent Company with the consolidated
items:

Reconciliation between Parent Company and Consolidated Net Equity and Profit (Loss) for the period

Shareholders' equity Net profit (loss)

Patent Company's net equity 8,312.1 (111.9)
of which Parent Company's valuation reserves (276.9) -
Impact of line-by-line consolidation of subsidiaries (2,003.7) 498.4
Impact of associates 230.3 70.5
Reversal of dividends from subsidiaties - (89.2)
Effect of write-off of depreciation/revaluation of equity investments 2,916.1 377.1
Other adjustments (563.0) (466.1)
Subsidiaries' valuation reserves 100.2 -
Consolidated balance 8,992.0 278.6
of which valuation reserves (176.7)
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Reclassified balance sheet

Reclassified Balance Sheet

Chg
ASSETS 31122018 3112 2017*
abs. %

Cash and cash equivalents 950.6 4,092.3 (3,141.7) -76.8%
Financial assets measured at amortised cost :

a) Loans to customers 86,855.5 86,456.3 399.2 0.5%

b) Loans to banks 12,504.2 9,966.2 2,538.0 25.5%
Financial assets measured at fair value 20,296.2 24,168.4 (3,872.2) -16.0%
Equity investments 922.8 1,034.6 (111.8) -10.8%
Property, plant and equipment / Intangible assets 2,727.3 2,897.4 (170.1) -5.9%

of which:

a) goodwill 7.9 7.9 -
Other assets 6,224.4 10,539.0 (4,314.6) -40.9%
Total assets 130,481.0 139,154.2 (8,673.2) -6.2%
Chg
LIABILITIES 31122018 3112 2017*
abs. %

Payables

a) Deposits from customers and securities issued 90,471.7 97,801.8 (7,330.1) -7.5%

b) Deposits from banks 21,986.3 21,084.9 901.4 4.3%
Financial liabilities held for trading 3,175.7 4,476.9 (1,301.2) -29.1%
Provisions for specific use - - -

a) Provisions for staff severance indemnities 192.1 199.5 (7.4) -3.7%

Y Poons el g

) EEE:;);jnasnd other post retirement benefit 379 501 122) 24.4%

d) Other provisions 1,199.9 1,088.4 111.5 10.2%
Other liabilities 4,180.8 3,794.8 386.0 10.2%
Group net equity 8,992.0 10,429.1 (1,437.1) -13.8%

a) Valuation reserves (176.7) 51.7 (228.4) n.s

¢) Equity instruments carried at equity - - -

d) Reserves (1,124.8) 3,864.8 (4,989.6) n.s

¢) Share premium - - - -

f) Share capital 10,328.6 10,328.6 - -

@) Treasury shares (-) (313.7) (313.7) - -

h) Net profit (loss) for the year 278.6 (3,502.3) 3,780.9 n.s
Non-controlling interests 2.2 2.3 0.1) -4.3%
Total Liabilities and Shareholders' Equity 130,481.0 139,154.2 (8,673.2) -6.2%

* The Group has elected not 1o restate comparative data on a consistent basis in the year of initial application of IFRS 9.
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Reclassified Balance Sheet - Quarterly Trend

ASSETS 31/12/18  30/09/18 30/06/18  31/03/18 | 31/12/17* 30/09/17* 30/06/17* 31/03/17*
Cash and cash equivalents 950.6 714.1 721.2 896.9 4,092.3 821.9 843.1 879.1
Financial assets measured at amortised cost : -

) Loans to customers 86,855.5 87,464.9 87,010.1 89,320.4] 86,456.3 91,041.1 89,713.1 102,406.9

b) Loans to banks 12,504.2 8,724.2 8,036.3 6,374.5 9,966.2 12,897.0 13,116.4 8,451.4
Financial assets measured at fair value 20,296.2 25,430.0 29,257.2 25,652.3 24,168.4 25,403.0 24,089.8 26,511.8
Equity investments 922.8 905.1 896.8 1,075.8 1,034.6 1,001.2 1,023.6 1,013.0
Property, plant and equipment / Intangible assets 2,727.3 2,746.9 2,789.9 2,831.2 2,897.4 2,878.6 2,889.6 2,940.0
of which: -

a) goodwill 7.9 7.9 7.9 7.9 7.9 7.9 7.9 7.9
Other assets 6,224.4 6,199.8 6,411.4 10,620.6 10,539.0 11,056.3 11,913.9 6,602.4
Total assets 130,481.0 132,185.0  135,722.8  136,771.8 139,154.2 145,099.1  143,589.5  148,804.6
LIABILITIES 31/12/18  30/09/18 30/06/18 31/03/18 | 31/12/17* 30/09/17* 30/06/17* 31/03/17*
Payables

2) Deposits from customers and securities issued 90,471.7 93,906.0 96,833.9 97,856.8 97,801.8 102,968.4 106,543.9 109,390.0

b) Deposits from banks 21,986.3 20,838.9 20,794.8 20,483.1 21,084.9 21,566.1 22,802.8 22,837.5
Financial liabilities held for trading 3,175.7 3,000.6 3,173.6 3,625.4 4476.9 4201.1 4,449.9 44124
Provisions for specific use

a) Provisions for staff severance indemnities 192.1 194.6 196.3 197.3 199.5 234.7 233.7 252.5

b) zr;:‘:‘:;;ﬁfjjnzggl‘jir;“tees and 242.4 219.2 209.7 223.4 2264 2493 230.6 177.2

9 zzi::;:ni“d other post retirement benefit 379 405 4338 49.4 50.1 459 473 525

d) Other provisions 1,199.9 1,067.4 1,112.5 1,086.6 1,088.4 959.8 958.8 954.2
Other liabilitics 4180.8 3,946.7 43615 39492 3,794.8 3,927.1 52726 4,684.0
Group net equity 8,992.0 8,968.9 8,994.5 9,298.3 10,429.1 10,944.5 3,047.7 6,041.9

) Valuation reserves (176.7) (305.0) (194.0) 196.7 51.7 60.5 102.0 7.4

¢) Equity instruments carried at equity - - - s = - - -

d) Reserves (11248 (1,1203) (1,149 (1,100.8)| 38648  (1,4944)  (1L1774)  (1,162.0)

¢) Share premium - - - - - - - -

f) Share capital 10,328.6 10,328.6 10,328.6 10,328.6 10,328.6 15,692.8 7,365.7 7,365.7

@) Treasury shares () 313.7) (313.7) (313.7) (313.7) (313.7) (313.7) - -

h) Net profit (loss) for the year 278.6 3793 288.5 1875 (35023)  (3,0007)  (3.242.6) (169.2)
Non-controlling interests 2.2 2.2 2.2 2.3 2.3 2.2 22 2.4
Total Liabilities and Shareholders' Equity 130,481.0 132,185.0  135,722.8  136,771.8 139,154.2 145,099.1  143,589.5 148,804.6

* The Group has 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

The Group’s total funding as at 31

Background

December 2018 amounted to EUR
187.0 bn, down by EUR 6.7 bn with
respect to 31 December 2017 and
by EUR 6.3 bn compared to 30
September 2018 mainly on the
direct funding component.

In the first ten months of 2018, direct funding remained basically unchanged with
respect to the same period of the previous year. An analysis of the various components
shows the net gap between short-term and medium/long-term sources. Deposits from
resident consumer clients (net of repurchase agreements with central counterparties and
deposits connected with the assignment of receivables) recorded a year-on-year change
of +2.5% in October 2018, while the annual change in bonds was -15.6% (EUR 36 bn).
It is appropriate to recall that in the next two years, bank bonds of roughly EUR 100
bn will reach their maturity and that the imminent revision of European regulations on
the MREL requirement, binding for the majority of significant Italian banking groups,
could make further new issues necessary, particularly of subordinated securities. The
recent difficulties in accessing international wholesale markets, which rose following
tensions in the government bond market, could amplify negative effects on the
availability of credit for the economy, in and of themselves possible due to the
introduction of the MREL requirement.

With reference to interest rates, the average rate on deposits of non-financial
companies and houscholds remained unchanged compared to 2017 in the first ten
months of the year, standing at 0.39% in October, while the average rate on bonds,
standing at 2.42% in October, continued to decline (-18 basis points below the level in
December 2017). The average weighted cost of direct funding for the ABI sample,
which includes larger banks, in any event continued to decline, reaching 0.53% in
October (0.66% in December 2017).

In terms of assets under management, after an extremely positive 2017, with net
funding from mutual funds which more than doubled compared to the figure recorded
in 2016 (around EUR 77,300 mln against EUR 34,400 mln), the first eleven months of
2018 recorded a sudden and significant downturn (only EUR 1,600 mln in net funding),
due essentially to redemptions from bond funds. Funding on individual retail portfolio
management, after a positive 2017 with flows of EUR 4,093 mln, recorded a
considerable inversion of the trend in 2018, with negative net flows in November 2018
for EUR 3,796 mln. In November 2018, assets under management from open-ended
funds were 4.2% lower than the levels of December 2017, with the stock relating to
individual portfolio management down by 7.3%.

Customer Funding

Chg Q/Q Chg Y/Y
31/12/18 30/09/18 31/12/17 Abs. Y% Abs. Y%
Direct funding 90,471.7 93,906.0 97,801.8 (3,434.3)  -3.7% (7,330.1)  -7.5%
Indirect funding 96,488.6 99,352.3 95,845.7 -2,863.8  -2.9% 642.9 0.7%

Total funding 186,960.3 193,258.3 193,647.5 -6,298.1 -3.3% (6,687.2) -3.5%

Volumes of Direct Funding, which

stood at EUR 90.5 bn, recorded a decrease of EUR 7.3 bn

compared to the end of December 2017 (primarily due to the bond component), and a drop of EUR
3.4 bn compared to the end of September 2018, due mainly to the decrease in current accounts (EUR -

2.6 bn) and Bonds (EUR -0.6 bn).

The Group’s market share'” on Direct
slightly compared to the end of 2017.

10

funding was 3.66% (figure updated in November 2018), down

Deposits and repurchase agreements (excluding repurchase agreements with central counterparties) from resident consumer

clients and bonds net of repurchases placed with ordinary resident customers as first-instance borrowers.
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Direct funding

Change Q/Q Change Y/Y

Type of transaction 31/12/18 30/09/18  31/12/17 Abs. % Abs. %

Current accounts 53,156.0 55,738.7 51,465.5 (2,582.7) -4.6% 1,690.5 3.3%
Time deposits 8,871.4 8,528.0 10,469.0 343.4 4.0% (1,597.6)  -15.3%
Reverse repurchase agreements 10,137.0 10,595.4 8,572.3 (458.4) -4.3% 1,564.7 18.3%
Bonds 11,052.4 11,615.8 18,521.7 (563.4) -4.9% (7,469.3)  -40.3%
Other types of direct funding 7,254.9 7,428.1 8,773.3 (173.2) -2.3% (1,518.4)  -17.3%
Total 90,471.7 93,906.0 97,801.8 (3,434.3) -3.7% (7,330.1)  -7.5%

Indirect funding came to EUR 96.5 bn, 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. The comparison with 30 September 2018 shows indirect funding down by EUR -2.9 bn, in
particular the assets under management component.

As regards Assets under management, which amounted to EUR 55.9 bn, this aggregate was down
compared to the end of December 2017 and September 2018, mainly due to the market effect.

Indirect Funding

Change Q/Q Change Y/Y
31/12/18 30/09/18 31/12/17 Abs. Y% Abs. %
Assets under management 55,887.7 58,454.5 58,599.4  (2,566.8) -4.4% (2,711.6) -4.6%
Mutnal Funds/ Sicav 26,308.4 28,175.8 284779  (1,867.4) -6.6% (2,169.5) -7.6%
]I\Z‘ZZZ Z orfolio under 5015.9 54156 59330  (399.7)  -7.4% ©17.0)  -15.5%
Insurance Products 24,563.4 24,863.1 24,188.5 -299.7 -1.2% 374.9 1.5%
Assets under custody 40,600.8 40,897.8 37,246.3 -297.0 -0.7% 3,354.5 9.0%
Total funding 96,488.6 99,352.3 95,845.7  -2,803.8  -2.9% 642.9 0.7%
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Loans to customets

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 0.1 bn, due to
decreases following reclassifications
to other financial assets measured at
fair value as per mandatory
requirements (EUR -1.1 bn) offset by
increases following reclassifications
of bond securities from financial
assets available for sale, formerly AFS
(EUR +1 bn);

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 1.5 bn, before the
tax effect, booked to equity.

Background

The first ten months of 2018 recorded modest growth in private sector bank
loans, nonetheless more sustained than 2017, due to an increase in demand and
persistently relaxed supply conditions, despite a slight deterioration witnessed in
the summer of 2018. In October, the annual increase of the aggregate was 2.6%,
compared to the growth rate in 2017 of 1.1%. The gap remains wide between the
trend in lending to households (up 2.8% during the petiod) and to non-financial
companies, which in any event showed a recovery of 1.4% in October, after a
substantially stagnant 2017. The former were impacted by increasingly more
encouraging signs of recovery of disposable income and the favourable prospects
of the real estate market, while the increase in the demand for loans from
companies was sustained primarily by the still contained cost of credit and the
requirements for loans for stocks and working capital.

With regard to interest rates, in October 2018 the interest rate on the total stock
of loans to housceholds and non-financial companies was 2.58%, 11 basis points
lower than that recorded in December 2017 and 17 basis points down on the
figures for October 2017. Interest rates on new disbursements were up slightly
starting in August, impacted by the widening yield spread on sovereign bonds,
but their average in 2018 remains lower than that of 2017; the rate referring to
loans to households for home purchases in 2018 was 1.85% on average (-21 basis
points compared to an average of 2.06% in 2017) and that for non-financial
companies was on average 1.49%, compared to 1.55% in 2017. The rate on new
loans of less than EUR 1 mln to non-financial companies in the first ten months
of 2018 was on average 1.96%, down 16 basis points compared to the average of
2.12% in 2017.

The considerable decline in stocks and flows of bad loans continued throughout
the first ten months of 2018, similar to what took place in 2017. The stock levels
in October were 30.6% lower than October 2017. After EUR 38,705 mln was
eliminated from banks’ financial statements in 2017, the first ten months of 2018
registered further disposals of EUR 45,490 mln, in line with the reduction plans
presented by them. Net of the disposal transactions, the change in the stock of
bad loans Y/Y as at October 2018 was positive in any event, and stood at 5.99%
(it was 8.40% in October 2017). Net of allowances for impairment, bad loans
represented approximately 2.15% of bank loans, down compared to the average
of 3.8% in 2017.

As at 31 December 2018, the Group’s Loans to customers stood at EUR 86.9 bn, up EUR +0.4 bn
compared to the end of December 2017, within which an increase was registered by securities
(following the recognition of senior notes deriving from the securitisation transaction and the purchase
of government bonds in 4QQ18) and mortgages, partially offset by the decrease in non-performing loans
(EUR -3.1 bn), repurchase agreements, current accounts and other loans. Down compared to 30
September 2018, in particular on mortgages, current accounts, non-performing loans and other loans,
offset only in part by the growth in securities lending (following the acquisition of government bonds
during the quarter). This item was also affected by the negative impact stemming from the transition

from IAS 39 to IFRS 9, connected to the new provisions regarding impairment, amounting to EUR
1.5 bn.

The Group’s market share!! stood at 5.30% (last available figure from November 2018), a decrease,
due to transfers, of 120 basis points compared to the end of 2017.

11 0ans to ordinary resident customers, including bad loans and net of repo transactions with central counterparties.
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Loans to customers

Change Q/Q Change Y/Y
Type of transaction 31/12/18  30/09/18  31/12/17* Abs. % Abs. %

Current accounts 4,941.0 5,239.0 5,757.5 (298.0) -5.7% (816.5) -14.2%
Mortgages 48,217.0 48,880.7 46,868.4 663.7) -1.4% 1,348.6 2.9%
Other forms of lending 15,614.7 17,341.4 17,903.5 (1,726.7) -10.0% (2,288.8) -12.8%
Repurchase agreements 3,394.9 3,380.8 4,524.8 141 0.4% (1,129.9)  -25.0%
Securities lending 7,386.0 4,636.0 1,050.1 2,750.0  59.3% 6,335.9 n.s.
Non performing loans 7,301.9 7,987.0 10,352.0 (685.1) -8.6% (3,050.1)  -29.5%
Total 86,855.5 87,464.9 86,456.3 (609.4)  -0.7% 399.2 0.5%

Stage 1 66,899.8 63,417.2 3482.6  55%

Stage 2 12,653.8 16,060.7 (3,406.9) -21.2%

Stage 3 7,301.9 7,987.0 685.1) -8.6%

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

In 4Q18, the medium/long-term component recorded new disbursements of EUR 2.1 bn, down
compared to 3Q18 (EUR -0.7 bn) and up Y/Y (EUR +3.7 bn).

Non-performing loans

As at 31 December 2018, the Group’s exposure to gross non-performing loans totalled EUR 16.8
bn, down compared to both the end of December 2017 (EUR -26.1 bn, essentially due to the
deconsolidation of bad loans subject to disposal) and 30 September 2018 (EUR -2.7 bn). The gross
exposure of the bad loans component fell by EUR 22.5 bn compated to 31 December 2017, mainly
due to the deconsolidation cited above, and 30 September 2018 (EUR -1.1 bn). The exposure of
unlikely to pay also fell by EUR 3.3 bn over December 2017 and EUR 1.4 bn over September 2018,
which was also impacted by the transfers performed in the quarter. Non-performing past-due
exposures declined by EUR 0.3 bn compared to the end of 2017 and by EUR 0.2 bn compared to 30
September 2018.

As at 31 December 2018, the Group’s net exposure in terms of non-performing loans totalled
EUR 7.9 bn, down compared to 31 December 2017 (EUR -6.9 bn), primarily due to the above-
mentioned deconsolidation, as well as 30 September 2018 (EUR -0.6 bn). The net exposure of the bad
loans component fell by roughly EUR 4.3 bn compared to 31 December 2017, and was up slightly
compared to 30 September 2018 (EUR +0.2 bn). The net exposure of unlikely to pay also fell by EUR
2.4 bn over December 2017 and EUR 0.7 bn over 30 September 2018. Non-performing past-due
exposures were down EUR 0.2 bn over 31 December 2017 and essentially stable with respect to
September 2018 (EUR -0.1 bn).

An improvement in the ratio of net non-performing loans to net loans to customers was recorded in
the quarter, which dropped from 9.6% in September 2018 to 9.0% in December 2018. Within the
aggregate, the incidence of Past due exposures remained essentially stable in the quarter with respect to
September 2018, while the incidence of Unlikely to pay fell from 5.9% in September 2018 to 5.2% in
December 2018. By contrast, the incidence of net bad loans rose from 3.4% in September 2018 to
3.7% in December 2018.

In the tables 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
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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 exposure
311218 Provisions
Net exposure

Coverage ratio

% on Loans to custome,

Gross exposure
3009 18 Provisions
Net exposure

Coverage ratio

% on Loans to custome,

Gross exposure
3112 17* Provisions
Net exposure

Coverage ratio

% on Loans to custome,

Bad loans

8,584.1
5,360.0
3224.1
624%
3.7%

9,686.0
6,645.9
3,040.1
68.6%
34%

31,0453
235137
7,531.6

75.7%
8.3%

Unlikely
to pay

8,065.7
3,550.5
45152
44.0%
5.2%

9,458.6
42472
52114
44.9%
5.9%

11,3742
44944
6,879.8

39.5%
7.6%

Non-

petforming

Past due

1775
32.5
145.0
18.3%
0.2%

3724
112.7
259.7
30.3%

0.3%

488.8
102.1
386.7

20.9%
04%

Non-
performing

exposures

16,827.3
8,943.0
7,884.3

53.1%
9.0%

19,517.0
11,005.8
8,511.2

56.4%

9.6%

42,908.3
28,110.2
14,798.1

65.5%
16.3%

Perfoming

exposures

804232
6588
79,764.4
0.8%
91.0%

80,8324
780.5
80,051.9
1.0%
90.4%

76,794.6
551.2
76,434

0.7%
83.7%

- of which
Total Jforbone

impaired

97,250.5  6,522.1
9,601.8 28877
87,648.7  3,634.4
9.9% 44.3%

100.0%

100,349.4 7,197.6
11,786.3  3,179.0
88,563.1 40186

11.7% 44.2%
100.0%

119,702.8  9465.1
28,661.3  4,328.6
91,041.5  5,136.5

23.9% 45.7%
100.0%

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

- of which
Jorborne
not
impaired
2,195.3
174.0
2,021.3
7.9%

2,323.0
164.5
2,158.5
7.1%

2465.8
953
2,370.5
3.9%

As at 31 December 2018, the percentage coverage of non-performing loans stood at 53.1%, a
reduction compared to 31 December 2017 (65.5%), mainly as a result of the deconsolidation of the
loans transferred, as mentioned above, and a decline when compared to 30 September 2018 (56.4%).

Changes in gross exposures *

abs.

Q/Q

%

Y/Y abs.

%,

Bad loans

(1,101.9)
11.4%

(22,461.2)
-72.3%

Unlikely Non performing
to pay past due
(1,392.9) (194.9)
-14.7% -52.3%
(3,308.5) (311.3)
-29.1% -63.7%

Non
performing

exposures

(2,689.7)
-13.8%

(26,081.0)
-60.8%

Performing

exposures

(409.2)
0.5%

3,628.6
47%

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

- of which
Total Jorbone
impaired
(3,098.9) (675.5)
-3.1% -94%
(22,452.3) (2,943.0)
-18.8% -31.1%

- of which
Jforborme not

impaired
(127.7)

-5.5%

(270.5)
-11.0%
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Changes in coverage ratio *

Non
formi formi
Bad loans  Ulikely to pay Non performing performing Performing Total
past due exposures
exposures
Q/Q | -6.17% -0.88% -11.95% -3.25% -0.15% -1.87%
Y/Y | -13.30% 4.51% -2.58% -12.37% 0.10% -14.07%

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

Financial assets/liabilities

As at 31 December 2018, the Group’s financial assets measured at fair value totalled EUR 20.3
bn, a decline of EUR 3.9 bn compared to 31 December 2017 and down EUR 5.1 bn from 30
September 2018, principally in relation to financial assets measured at fair value through other
comprehensive income as well as the trading component relating to the subsidiary MPS Capital
Services (which decreased, in particular, for Italian government debt securities, for which the company
acts as primary dealer). Financial liabilities held for trading declined compared to the end of December
2017 by EUR 1.3 bn but posted an increase of EUR 0.2 bn compared to 30 September 2018.

Chg. Chg. Y/Y
Items 31122018 30092018 31122017+ & Q/Q g Y/
Abs. % Abs. %
Tradable financial assets 20,296.2 25,430.0 24,1684 (5,133.8) -20.2%  (3,872.2) -16.0%
Financial assets held for trading 8,560.0 10,427.0 8718.0 (1,867.0) -17.9% (158.0) -1.8%
Financial assets measured at fair value mandatory 705.8 1,108.3 0.0 #02.5) -36.3% 705.8 ns.
Financial 755@{1 measured at fair value through other 11,0304 13,894.7 154504 (28643) 206%  (44200) -28.6%
comprehensive income
Financial liabilities held for trading 3,175.7 3,000.6 4,476.9 175.1 5.8% (1,301.2)  -29.1%

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

31122018 3009 2018 3112 2017*
Ttems Financial Financial Financial
Tradabl, Tradabl; Tradabl;
FACAYE iabilities held FACAYE Jabilities held for FACAYE iabilities held for
financial assets . financial assets . financial assets .
for tradig tradig tradig

Debt securities 16,299.6 - 21,2921 - 20,331.5 -
Equity instruments and
Units of UCITS 454.7 - 507.6 - 505.1 -
Loans 413.5 1,873.9 465.7 1,696.9 - 2,903.3
Derivatives 3,128.4 1,301.8 3,164.6 1,303.7 3,331.8 1,573.6
Total 20,296.2 3,175.7 25,430.0 3,000.6 24,168.4 44769

* The Group has elected not 1o restate comparative data on a consistent basis in the year of initial application of IFRS 9.
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Interbank position

At the end of December 2018, the net interbank position of the Group stood at EUR 9.5 bn in
funding, up by EUR 1.6 bn compared to the balance as at 31 December 2017 and EUR 2.6 bn
compared to September 2018.

Interbank balances

Change Q/Q Change Y/Y
31/12/18  30/09/18  31122017%  Abs. % Abs. %
Loans to banks measured at amortised cost 12,504.2 8,724.2 99662 37800  433% 25380 25.5%
ZGSI:OSitS from banks measured at amortised 219863 20,8389 21,0849 11474  55% 9014 4.3%
Net position ©0482.1) (12,1147  (L,1187)  2,632.6 217%  1,636.6 -14.7%

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

As at 31 December 2018, the operating liquidity position had an unencumbered Counterbalancing
Capacity of approximately EUR 21.2. bn, in line with the value recorded as at 31 December 2017
and up by EUR 2.7 bn compared to 30 September 2018 due to sales trends and structured financing
transactions.
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Shareholders’ equity

As at 31 December 2018, the Group Shareholders’ equity and non-controlling interests amounted
to around EUR 9.0 bn, down by approx. EUR 1.4 bn compared to the end of December 2017, due to
the negative impacts recorded for first-time application of IFRS 9 in the item “Reserves” and the
negative variations in value of the financial assets measured at fair value through other comprehensive
income, partially offset by the result for the year. Stable with respect to 30 September 2018, with an
increase in valuation reserves, essentially offset by the loss for the quarter.

Reclassified Consolidated Balance Sheet

Equity 31/12/18 30/09/18 31/12/17 Chg Q/Q Chg Y/Y
Abs. % Abs. %

Group net equity 8,992.0 89689  10429.1 231 03% (1,437.1) -13.8%

a) Valuation reserves (176.7)  (305.0) 51.7 1283 -421%  (228.4) n.s.

d) Reserves (1,124.8)  (1,120.3)  3,864.8 (4.5  04%  (4,989.6) n.s.

f) Share capital 10,328.6  10,328.6  10,328.6 . =

@) Treasury shares (-) (313.7) (313.7) (313.7) - - n.s.

h) Net profit (loss) for the year 278.6 379.3 (3,502.3) (100.7)  -26.5% 3,780.9 n.s.
Non-controlling interests 2.2 2.2 2.3 - 0.1) -43%
Total Group Shareholder's Equity and 89942 89711 10,4314 231 03% (1,437.2) -13.8%

Non-controlling interests
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Capital adequacy

Regulatory capital and statutory requirements

On 19 June 2017 the ECB informed the Parent Company of the results of the Supervisory Review and
Evaluation Process (SREP). In this document, the ECB ordered the Bank to maintain a Total SREP
Capital Requirement ratio of 11% at consolidated level as of 1 January 2018, which includes:

* a minimum CET1 (Pillar I) requirement of 8% and

* an additional requirement of 3% (“Pillar 2” or P2R), entirely in terms of Common Equity
Tier 1 capital.

As a result, at the reporting date, BMPS must meet the following requirements at consolidated level:
* CET1 Ratio of 9.44% on a transitional basis,

* Total Capital Ratio of 12.94% on a transitional basis including, aside from the P2R, 1.875%
for the Capital Conservation Buffer and 0.06% for the O-SII Buffer (Other Systemically
Important Institutions Buffer).

Furthermore, on 14 June 2018, the ECB communicated the additional requirements to be applied to
non-performing loans to obtain the authorisation from the same ECB for the implementation of the
specific models for the calculation of the LGD and ELBE with reference to the non-performing
exposures.

With reference to the impacts of the IFRS 9 impairment model, the Group has chosen to apply this
transitional regime both to the impact of the first application (with reference to exposures classified in
stages 1, 2 and 3), as well as the effect resulting from the comparison between the value adjustments at
1 January 2018 and the subsequent reporting periods up to 31 December 2022 (limited to any increases
in value adjustments on exposures classified in stages 1 and 2). Indeed, this transitional regime calls for
the possibility to mitigate such impacts within a 5-year period (from March 2018 to December 2022),
neutralising them in CET1 through the application of percentages which decrease over time.

As at 31 December 2018, the Group’s level of capital on a transitional basis was as shown in the
following table:
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Chg. 3112 2017

Categories / Values 3112 2018 3112 2017
Abs. %

OWN FUNDS
Common Equity Tier 1 (CETT1) 8,020.5 8,951.2 (930.7) -10.40%
Tier 1 (T1) 8,020.5 8,951.2 (930.7) -10.40%
Tier 2 (T2) 857.5 112.5 745.0 662.21%
Total capital (TC) 8,878.0 9,063.7 (185.7) -2.05%
RISK ASSETS
Credit and Counterparty Risk 45,925.4 47,712.7 (1,787.3) -3.75%
Credit valuation adjustment risk 457.7 345.6 112.1 32.43%
Settlement risk - - -
Market risks 2,426.0 2,492.6 (66.6) -2.67%
Operational risk 9,562.5 10,011.5 (449.0) -4.49%
Other prudential requirements - - -
Other calculation elements - - -
Risk-weighted assets 58,371.6 60,562.4 (2,190.8) -3.62%
CAPITAL RATIOS
CET]1 capital ratio 13.74% 14.78% -1.04%
Tierl capital ratio 13.74% 14.78% -1.04%
Total capital ratio 15.21% 14.97% 0.24%

Compared to 31 December 2017, CET1 recorded an overall reduction of EUR 931 mln, essentially
due to the deterioration of the OCI Reserve for EUR 228 mln, higher deductions for DTAs and
significant investments, (totalling EUR 258 mln) and the decline in Reserves due to the IFRS 9 FTA
effect, partially offset by the profit for the year.

Tier 2 showed a rise of EUR 744 mln, mainly due to the issue of a subordinated Tier 2 bond, finalised
in January 2018, for the amount of EUR 750 mln.

The Total Capital Ratio therefore shows an overall decrease in own funds of EUR 186 mln.

RWASs recorded an overall decline of EUR 2,191 mln, primarily associated with the decrease in RWAs
relating to “credit and counterparty risk” (EUR 1,787 mln) and “operational risk” (EUR 449 mln).
Within credit risk, the increase due to the application of specific requirements on non-performing
exposures (EUR 3,674 mln) is more than offset by the reduction in capital absorption linked to the
decrease in lending volumes, loans assignments carried out during the year and the reduction in RWAs
from capital.

It should be noted that the ECB authorised the recognition of the Significant Risk Transfer for the bad
loan securitisation transaction. This recognition allowed the Group to also deconsolidate the portfolio
of securitised bad loans for prudential purposes.

Within this context, the LGD waiver was also received, whereby on an exceptional basis the ECB
authorised the Bank to exclude the effects of several large-scale transfers from the estimate of LGD
used to calculate credit risk. In particular, the waiver is limited to securitised bad loans and assignments
relating to bad leases and small ticket loans already in that status at the end of 2016. This waiver
confirms one of the assumptions used in the capital adequacy projections in the Restructuring Plan,
which makes it possible to exclude the majority of the effects of the securitisation and assignments of
bad loans transferred in 2018 or in the course of disposal (leases) from the estimated LGD.

Furthermore, the Parent Company received the new SREP decision from the Supervisory Authority on
8 February 2019. As regards own funds, the ECB asked BMPS to maintain a total SREP capital
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requirement of 11% at consolidated level starting from 1 March 2019, which includes a minimum Pillar
1 requirement (P1R) of 8% and an additional Pillar 2 requirement (P2R) of 3%. The P2R is therefore
the same as in 2018. As regards its guidance, the ECB expects BMPS to adjust on a consolidated basis
to a P2G of 1.3%, compared to 1.5% in 2018.

Specifically with respect to the coverage of non-performing loans (NPLs), BMPS received several
recommendations based on the ECB’s objective of ensuring constant progress in the reduction of pre-
existing risks in the Eurozone and reaching the same level of coverage for NPL balances and flows
over a medium-term time horizon. In a press release issued last year (11 July 2018), the ECB
announced that it would interact with each bank to define supervisory expectations on an individual
basis, on the basis of benchmarking with similar banks and taking into account the current NPL ratio
and other financial indicators of each bank. Within this context, Banca MPS is notified that in the
coming years (until the end of 2026) it would need to gradually increase levels of coverage on the stock
of non-performing loans existing at the end of March 2018, according to an approach complementary
to the indications provided in the Addendum to the ECB Guidelines for banks on non-performing
loans (NPLs) generated starting from April 2018.

The ECB also highlighted points of weakness/attention that BMPS should address. The main ones are
linked to the capacity to achieve the restructuring plan objectives: improving profitability, which is
below Plan objectives, and the capital position, weakened by the fact that it was not possible to issue
the second tranche of T2 bonds by the end of 2018 and the direct and indirect impacts of the BTP-
Bund spread, especially considering the significant exposure of BMPS to Italian sovereign debt.
Furthermore, BMPS is dealing with the significant challenges set forth in the restructuring plan in
terms of funding and its capacity to successfully carry out its funding strategy, given the turbulence
taking place in the Italian markets.

Moreover, as of 1 January 2019, the Group will no longer be required to comply with the O-SII
Buffer as, for 2019, it was not identified by the Bank of Italy as a systemically important institution
authorised in Italy. The Capital Conservation Buffer will be fully implemented in 2019 (2.5%).

Lastly, in January 2019 the ECB launched an inspection for the assessment and management of
operational risks and in particular legal risks. The inspection is ongoing,.
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Results by operating segment
Identification of operating segments

For the purpose of identifying the Operating Segments provided for by IFRS 8, the Group has
adopted the business approach. Consolidated income statement and balance sheet data are broken
down and re-aggregated based on criteria including: business area concerned, operating structure of
reference, relevance and strategic importance of activities carried out, and customer clusters served.

The Parent Group structure envisages the implementation of a specialised commercial organisational
model with three Departments (Retail, Wealth Management and Corporate), each of which is
responsible for the pertinent markets, segments and products.

In order to allow continued disclosure and understanding of the performance results, the income
statement and the reclassified balance sheet of the Group maintain the results relating to the subsidiary
BMP Belgio S.A. in the original items, rather than the item “Profit (loss) after tax from assets held for
sale and discontinued operations” for the income statement section and items 120 “Non-current assets
held for sale and discontinued operations” and 70 “Liabilities associated with individual assets held for
sale”, for the balance sheet section.

Similar to the approach adopted for the Income statement and the Balance Sheet of the Group, the
results relating to the subsidiary BMP Belgio S.A. were maintained in the Corporate Banking operating
segment.

Based on the Group’s current organisational structures and the reporting criteria at the highest
decision-making level, the following operating segments were identified:

¢ Retail Banking, which includes the sales activities of Retail customers (Value, Premium and Small
Business segments);

¢ Wealth Management, which includes the sales activities of Private Banking customers (Private
Banking and Family Office segments) and the subsidiary MPS Fiduciaria;

e Corporate Banking, which includes the sales activities of Corporate customers (SME, Entities and
Top Corporate segments), Large Corporate Area, Foreign Branches and the subsidiaries MPS
Capital Services, MPS Leasing & Factoring and the foreign banks BMP Belgio S.A. and MP
Banque;

e Banca Widiba SpA, which includes the financial advisor network and the self-service channel;

e Corporate Centre, which in addition to cancellations of intragroup entries, incorporates the results
of the following business centres:

e service operations supporting the Group’s business, dedicated in particular to the management
and development of IT systems (MPS Group Operational Consortium);

e companies consolidated at equity and held for sale;

e operating units, such as proprietary finance, ALM, Treasury and Capital Management which,
individually, fall below the disclosure requirements for primary reporting.

With regard exclusively to the income statement data for FY 2017, note that a conventional and
simplified restatement has been made whit comparative data reclassified according new accounting
format envisaged by the 5% update fo Circular 262 of the Bank of Italy. In particular, the balances
relating to the former item 130d “Net impairment losses (reversals) on other financial
transactions” have been reclassified to item “INet allocations to provisions for risks and charges:
commitments and guarantees given”, therefore the commercial segments have been restated based
on this approach.
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Results in brief

The following table reports the main income statement and balance sheet items that characterised the
Group’s Operating Segments as at 31 December 2018:

SEGMENT REPORTING Business Segments
Corporate Total
5 . ) Wealth . -
Primary segment Retail banking Niewrmamen Corporate banking Widiba Center MPS Group
Chg % Chg % Chg % Chg % Chg % Chg %
R ml 1/12/1 1/12/1 1/12/1 1/12/1 1/12/1 31/12/1
(EUR mln) /1218 00 1/12/18 Uit /a8 R s1/12/18 it s1/a2/sg Ut | s1/a2/18f G
PROFIT AND LOSS AGGREGATES
Total Income 22485 -10.0% 1233 -211% 8402 -184% 68.0 56.1% 7.51 97.5% 32875 -18.3%
Operating expenses (1,668.4) -8.0% -62.1 -7.6% -5944  -51% -619  -12% 360} 33.8%i (2350.7) -7.6%
Pre Provision Profit 580.1  -15.0% 613 -31.2% 2458  -39.1% 6.2 n.s. 4351 -86.7% 936.8 -36.8%
Net impai 1 s (reversal 1 d
f_e“m_i“rmem osses (reversals) on loans an (2482) 87.0% 45 200% 3850 -88.0% 06 ns 138) nsi  (6246)] 885%
1nancial asscts
Net Operating Income 3319 ns. 567 -33.5% -1392 -95.0% 55 ns. 57.3 ns. 3122 ns.
BALANCE SHEET AGGREGATES
Interest-bearing loans to customers 39,914.7 -0.8% 5353 -21% 329634  -88% 4717 98.5% 10,0109  62.3% 83,896.0 0.7%
D sits fi and debt s ities
; EP‘J;E;; rom customers and debt seeurities 397034 64% 31781  75% 183989  -56% 27488 280%f 2644251 -128%) 904717 7.5%
1ssue
Indirect funding 45,857.1 -29% 149763  -11.9% 153446 31.4% 4,886.6 -9.5% 15424.0 6.0%:  96,488.6 0.7%
Assets under management 36,696.2 20% 108257 -8.5% 1472.2 -7.5% 43246 -12.2% 2,569.0 -8.4% 55,887.7 -4.6%
Assets under custody 9,160.9 -6.2% 41506 -198% 138724  37.5% 5620 18.8% 12855.0 9.5%1  40,600.8 9.0%
N.B.: The Group has elected not to restate comparative data on a jstent basis in the year of initial application of IFRS 9.

(*) The values stated in the Sales & Distribution segments are gross interest-bearing loans and therefore do not include the allowance for
impairment.
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Retail Banking

Aree di business

Clienti

® Raccolta del risparmio e offerta di prodotti assicurativi.

e Erogazione creditizia.
o Servizi di consulenza finanziaria.

e Servizi di pagamento elettronici.

1 clienti retail sono circa 4,4 miln.

Breakdown by type
H Value - 81.9%

B Premium - 10.8%

Small Business - 7.3%

Breakdown by geography

B North East-16.6%

®m North West - 13.6%

W Centre - 35.4%

South - 34.4%

Income statement and balance sheet results

As at 31 December 2018, Total Funding for Retail Banking amounted to approximately EUR 85.6
bn, down by roughly EUR 4.1 bn from the end of 2017 and about EUR 2.0 bn compared to

September 2018. More specifically:

¢ Direct Funding was EUR 39.7 bn, down by around EUR 2.7 bn compared to 31 December
2017, due to the short-term (EUR -2.7 bn) and medium/long-term components (EUR -1.4 bn),
only partly offset by the rise of demand funding (EUR +1.4 bn). The aggregate decreased by EUR
0.8 bn compared to 30 September 2018, in particular for demand (EUR -0.6 bn) and short-term
(EUR -0.2 bn) forms, while medium/long-term deposits were basically unchanged.

e Indirect Funding, amounting to approx. EUR 45.9 bn, decreased compared to 31 December
2017 by EUR 1.4 bn, due to the downward trend in assets under management (around EUR -0.8
bn) and assets under custody (around EUR -0.6 bn). Compared to the September 2018 levels, the
aggregate recorded a decrease (EUR -1.2 bn), with a slight increase in assets under custody (EUR
+0