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(SECTION 15 - OTHER OPERATING INCOME/COSTS - ITEM 220 )

15.1 Other operating costs: breakdown

Total Total
2014 2013

Financial charges: on collection and payment transactions - 1
Amortisation/depreciation relating to leasehold improvements 223 188
Other costs 328 56

TOTAL 551 245

15.2 Other operating income: breakdown

Total Total
2014 2013

Reimbursement of expenses on current accounts and deposits for taxes and other 169 57
Recovery of sundry expenses 26 27
Other income 18 143

TOTAL 213 227

-122-



(SECTION 16 - PROFITS (LOSS) FROM EQUITY INVESTMENTS - ITEM 240 J

16.1 Profits (loss) from equity investments: breakdown

Income components/Sectors 2014 2013

1) Joint ventures
A. | Income - -

1. Revaluations - -

2. Profit from disposal - -
3. Write-backs - -
4. Other income - -

B. | Expenses

1. Write-downs - -

2. Value adjustments from impairment - -

3. Losses from disposal - -
4. Other costs - -
Net result -

2) Companies subject to considerable influence

A. | Income - -

1. Revaluations - -

2. Profit from disposal - -
3. Write-backs - -
4. Other income 71 -
B. | Expenses - -

1. Write-downs - -

2. Value adjustments from impairment - -

3. Losses from disposal - -
4. Other costs - -

Net result 71 -
TOTAL 71 -
[SECTION 19 - PROFITS (LOSSES) FROM TRANSFER OF INVESTMENTS - ITEM 270 J

19.1 Profits (losses) from transfer of investments: breakdown

Income components/Sectors

A. Property - -

- Profit from disposal - -

- Losses from disposal - -
B. Other assets - (1,388)

- Profit from disposal - -

- Losses from disposal - (1,388)
Net result - (1,388)
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(SECTION 20 - INCOME TAXES FOR THE YEAR FOR CURRENT OPERATIONS - ITEM 290 J

20.1 Income taxes for the year for current operations: breakdown

Component/Amounts 2014 2013

Current taxes (-) (11,758) (2,770)

Changes in current taxes from previous years (+/-) 79 -

Reduction in current taxes for the period (+) - -

3.bis Reduction in current taxes for the year for tax credits pursuant - -

to Law 214/2011 (+)

Changes in prepaid taxes (+/-) 1,547 (2,427)

Changes in deferred tax liabilities (+/-) - -

Taxes for the period (-) (-14+/-243+/-4+/-5) (10,133) (5,197)

20.2 Reconciliation between theoretical tax charge and actual tax charge in financial statements

- Y ~ \
IRES (Corporate Income Tax) Taxable |R|E]?:o(r$](;l’[%(a)$te %
Theoretical IRES tax charge 29,528 (8,120) 27.50%
Permanent increases 1,484 (408) 1.38%
Temporary increases 3,984 (1,096) 3.71%
Permanent decreases (1,434) 394 -1.34%
Actual IRES tax charge 33,561 (9,229) 31.26%
IRAP (Regional Business Tax) Taxable Igﬁzr:sfsgg;?l %
Theoretical IRAP tax charge 29,528 (1,645) 5.57%
Permanent increases 36,706 (2,044) 6.92%
Permanent decreases (21,675) 1,207 -4.09%
Actual IRAP tax charge 44,558 (2,482) 8.41%
= Other tax costs
Total actual IRES and IRAP tax charge § 78,119 1 (11,711) ) 39.66% )
(SECTION 23 - OTHER INFORMATION J

Nothing to note.
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PART D - CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Analytical prospectus of the consolidated comprehensive income

Iltems

Gross
amount

Income
tax

Net
amount

10.

Profit (loss) for the year

19,539

Other income items without reversal to the income statement

20.

Property, plant and equipment

30.

Intangible assets

40.

Defined benefit plans

50.

Non-current assets held for disposal

60.

Share of the valuation reserves of equity investments designated
at equity

Other income items with reversal to the income statement

70.

Foreign investment hedges:

a) changes in fair value

b) reversal to income statement

c) other changes

80.

Exchange differences:

a) changes in value

b) reversal to income statement

c) other changes

90.

Cash flow hedges:

a) changes in fair value

b) reversal to income statement

c) other changes

100.

Available-for-sale financial assets:

381

126

255

a) changes in fair value

34

11

23

b) reversal to income statement

347

1

15

232

- impairment adjustments

- profits/losses on disposal

c) other changes

110.

Non-current assets held for disposal:

a) changes in fair value

b) reversal to income statement

c) other changes

120.

Share of the valuation reserves of equity investments designated
at equity:

a) changes in fair value

b) reversal to income statement

- impairment adjustments

- profits/losses on disposal

c) other changes

130.

Total other income items

381

126

259

140.

Comprehensive income (Items 10+130)
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PART E - INFORMATION ON RISKS AND RELATIVE

HEDGING POLICIES

( SECTION 1 - CREDIT RISK j

QUALITATIVE INFORMATION

In order to manage the significant risks to which it is or
could be exposed, the Banca Sistema Group has set up a
risk management system that reflects the characteristics,

size and complexity of the operations.

More specifically, this system revolves around four basic

principles:

= appropriate monitoring by the company bodies and

departments;
= adequate risk management policies and procedures;

= suitable methods and adequate tools for risk
identification, monitoring and management and
adequate measurement techniques; comprehensive

internal controls and independent auditing.

The “Risk Management System” is constantly monitored
by the Risk and Compliance Division, keeping capital
adequacy and the degree of solvency with respect to its

business under control.

In order to reinforce its ability to manage company risks,
the Group established the Risk Management Committee
which supports the CEO in defining strategies, risk
policies and profitability targets.

The Risk Management Committee continuously monitors
the relevant risks and any new risks, even if they are
only potential, resulting from changes in the working

environment or the planned operations.

With reference to the new rules on the functioning
of the internal controls system, in accordance with
the principle of collaboration between the control
departments, the Internal Control Committee (internal
council committee) was given the role of coordinating all

the control departments.

The methods used to measure, assess and combine
risks are approved by the Parent company’s Board of
Directors, upon proposal of the Risk Division subject to
approval by the Risk Management Committee. In order
to measure the Pillar | risks, the Group has adopted
standard methods to calculate the capital requirements

for Prudential Regulatory purposes.

In order to evaluate non-measurable Pillar Il risks, the
Group adopts - where possible - the methods provided
under regulatory regulations or those established by
trade associations. If there are no such indications,
standard market practices by operators that work at a
level of complexity and operation that is comparable to

the Group are assessed.

With reference to the new regulatory supervision provisions
(15th update of Circular 263 - New Provisions of
Prudential Supervision for Banks), a series of obligations
were introduced regarding risk management and control,
including the Risk Appetite Framework (RAF) and the
regulatory instructions defined by the Basel Committee.
During drafting of the 2014-2016 three-year business
plan, the Group combined the strategic objectives with

the first release of the RAF.

The RAF was designed with the key objectives of verifying,
over time, that the growth and development of the Plan
occur in observance of equity and liquidity strength,
by implementing monitoring and alert mechanisms and
the associated action processes which make it possible
to intervene promptly in the event of any significant

misalignment.

In particular, the RAF structure is based on two different

levels:

= primary indicators, which verify the strength of the
Bank’s equity and in terms of funding/liquidity;
= secondary

indicators, which verify the gradual

alignment to Basel 3 regulatory targets.
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Target levels are associated with the different indicators,
consistent with the values defined in the plan, level |
thresholds, defined “attention”, which spark debate
at Risk Management Committee level and subsequent
communication to the Board of Directors and level Il
thresholds, which involve discussion at the Board of

Directors to determine the actions to undertake.

The level | and Il thresholds are defined on the basis
of potential stress scenarios with respect to the plan
objectives and on dimensions with a clear impact for

the Group.

In addition, following the forecast growth for 2015
in the new business lines (i.e. Factoring for private
parties, non-recourse acquisition of receivables related
to pension and salary-backed loans and loans to Small
and Medium-sized Enterprises backed by guarantees
from the MedioCredito Centrale Fund (hereinafter “SME
loans”), and the possibility of evaluating operational
risks, the new KRIs were added to the RAF to monitor
these businesses and risks and to update the target and
threshold levels in accordance with the 2015 budget,
in December 2014.

Starting on 1 January 2014, the Group has used an
integrated reference framework both to identify its
risk propensity and for the Internal Capital Adequacy

Assessment Process - ICAAP.

The Individual Capital Adequacy Assessment Process
report will also allow the Group to comply with the
obligation to inform the public, using tables, about its
capital adequacy, exposure to risks and the general
characteristics of the risk management, control and
monitoring systems of the risks (“Pillar I11”). To that
end, the Group complies with the public disclosure
requirements pursuant to the third pillar of circular
263/2006, publishing the aforesaid information on its
website; the information will be published at least once
a year within the timeframes provided for publishing

financial statements.

1. General aspects

The prudential regulatory provisions give banks the
option of establishing the weighting coefficients to
calculate their capital requirements with respect to the
credit risks within the scope of the method standardised
on the basis of the creditworthiness ratings issued by
external credit assessment institution sources (ECAI)

recognised by the Bank of Italy.

As at 31 December 2014, the Banca Sistema Group
availed of the judgments issued by ECAI “DBRS”,
for exposures to the Central Authorities, Banks and
Public Sector Bodies, while as regards judgments
relating to the company regulatory segment, it uses the

agency “Fitch Ratings”.

The identification of a reference ECAI does not represent
- with respect to the objective or purpose - an evaluation
of merit of the ratings attributed by the ECAIls or
support for the methods used, for which the external
creditworthiness ratings agencies are the only ones in

charge.

The assessments issued by the rating agencies are not
enough to complete the creditworthiness assessment
process that the Group carries out with respect to its
clients, but rather provide an additional contribution
to the definition of the information framework on the

client’s credit-worthiness.

The adequate assessment of the creditworthiness of the
borrower, with respect to equity and income aspects,
and the correct remuneration of risk, are made on
the basis of documentation acquired by the Group,
along with information from the Bank of Italy Central
Credit Bureau and other infoproviders to complete the
information framework, both when deciding on the loan

and for the subsequent monitoring.

The credit risk for the Banca Sistema Group, is one of
the main components of the overall Group exposure; the
credit portfolio composition mainly comprises national
Public Administration Entities such as Local Health
Services/Hospital Groups, Territorial Entities (Regions,
Provinces and Municipalities) and Ministries, who,

by definition, have a very low default risk.
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The change introduced at legislative framework level
assumed special significance, regarding the weighting
factor applied to Public Sector Entities. The new
provisions envisage the return of weighting in terms of
Risk-Weighted Assets of ASL (Local Health Authorities)
at 20% fixed (with respect to the previous rate of 50%),
despite remaining in the regulatory sector of Public
Sector Entities. The exception that defines a preferential
weighting factor is applicable in the event in which
the receivables have an original duration of less than
three months. Said weighting factor allows the Group
to record a lower requirement also at concentration risk

level under Pillar 1.

This indication, applicable from 1 January 2014,
with the entry into force of the Supervisory Provisions
(Circular 285 - Bank of Italy), emerged in the Official
Journal (176 of 27 June 2013) of the European Union
which follows up Community Regulation no. 575/2013
of the European Parliament and Council of 26 June
2013 relating to prudential requirements for banks and
investment companies and which modifies regulation

(EU) no. 648/2012 (see article 116).

By contrast, no provision is made for the inclusion of ASL
(Local Health Authorities) in the regulatory segmentation
of Territorial Entities, a move the Group believes is more
relevant and which would therefore be more consistent

at Significant Exposures level too.

The operating components of the Banca Sistema Group

that give rise to the credit risk are:

= Factoring activities (with and non recourse);

= SME loans (backed by the National Guarantee Fund
- FNG);

= Non-recourse acquisition of salary-backed loan/

pension-backed loan portfolios;

= Financial instruments held in own accounts;

= Supervised intermediaries.

2. Credit risk management policies
2.1 Organisational aspects

the organisational model of the Banca Sistema Group

provides that the preliminary investigation of the

loan files are made accurately in accordance with the
decision-making powers reserved to the decision-making

Bodies.

These powers are reserved to the Board of Directors, the
Executive Committee and the CEO in consultation with

the Risk Management Committee.

In order to keep the credit quality of its credit portfolio
high, the Banca Sistema Group, as Parent Company,
considered it wise to concentrate all the phases
related to the assumption and control of risk within the
company, thereby obtaining - through the specialisation
of resources and the separation of departments at each
decision making level - a high level of standardisation in
granting loans and strong monitoring of the individual

positions.

In view of the above, the analyses carried out to grant
loans are made by the Underwriting Office of the Group.
This Department makes assessments aimed at the
separate analysis and reliance on the counterparties
(assignor, debtor/s) and the management of the related
financial relationships which is carried out at all the
typical phases of the loan granting process, summarised

as follows:

= “analysis and assessment”: the gathering of
quantitative and qualitative information from the
counterparties and the system ensures that an
assessment can be made on the reliability of the
parties and aimed at quantifying the proposed credit
lines;

= “decision formalisation”:

making and once

the proposal has been made, the contractual
documentation is prepared to be signed by the
assigning counterparty;

= “relationship monitoring”: the continuous control
of the counterparties allows any anomalies to be

identified leading to timely interventions.

Creditrisk is generally generated as a direct consequence
of the acquisition of credit on a definitive basis from
customer companies against the insolvency of the

assigned debtor. More specifically credit risk generated
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by the factoring portfolio mainly involves Public

Administration Entities.

In relation to each receivable acquired, Banca Sistema
uses its credit management structure to undertake the
activities described below in order to check the status of
the credit and whether there are any reasons that would
prevent the underlying invoices from being paid, along

with the expected date of payment.
More specifically, the structure does the following:

= checkthateach creditiscertain, liquid and collectible,
or that there are no disputes or claims, and that there
are no further requests for clarification or information
in relation to the receivable and if there are, that said
requests are promptly met;

= check that the debtor has received and registered the
assignment on its system, or that it is aware that the
credit has been assigned to Banca Sistema;

= check that the debtor, where so provided under the
contract of assignment or the acquisition proposal,
has formalised the agreement to the assignment of
the credit or has not refused in accordance with the
terms of the law;

= check that the debtor has received all the
documentation requested in order to make payment
(copy of the invoice, orders, delivery notes, transport
documents, etc.) and that it has registered its debt on
its system (existence of the credit);

= check the existence of specific allocations, cash
availability with local and/or regional Entities;

= check the payment status of the credits by meetings
with the Public Administration and/or debtor

companies, telephone contacts, e-mail etc. in order

to facilitate confirmation and the removal of any

obstacles that could delay and/or prevent payment.

With reference to the new businesses: with respect
to the SME Loan product, credit risk is related to the
incapacity of the two counterparties involved in the loan

to honour the financial commitments, i.e.:

= the debtor (SME);

= the Guarantee Fund (ltalian State).

This type of loan follows the standard operational
process with respect to the following phases: preliminary

investigation, grant and monitoring of the loan.

More specifically, two separate due diligence assessments
are carried out on these types of loans (one by the Bank

and the other by MCC) on the borrower.

The risk of insolvency of the debtor is lessened by the
direct guarantee (i.e. referring to a single exposure) which
is explicit, with no conditions attached, and irrevocable,
by the Guarantee Fund, where the sole Manager is

MedioCredito Centrale (known as “MCC").

With reference to the acquisition of pension and salary-
backed loans, the credit risk is related to the incapacity
of the three counterparties involved in the loan to honour

the financial commitments, i.e.:

= the Third Party Assignee Company;
= the assigning loan company;

= the insurance company.

The risk of non-payment by the Third Party Assignor

Company/debtor is generated in the following cases:

= default of the Third Party Assignee Company (e.g.:
insolvency);

= loss of the debtor’s job (for example if the debtor
resigns or is dismissed) or a reduction in the debtor’s
salary (for example the debtor is temporarily laid off/
on short-time);

= death of the debtor.

The above-mentioned risk cases are reduced by the
obligatory agreement to a life and employment risk

insurance policy. More specifically:

= the employment risk insurance policy would fully
cover any non-payment resulting from the reduction in
the debtor’s salary while, in the case of default by the
Third Party Assignee Company or loss of employment
by the debtor, the cover is limited to the residual
portion of the debt exceeding the post-employment
benefits accrued;

= the life insurance policy provides that the insurance

will cover the remaining portion of the debt falling
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due following death; however, any previously unpaid

instalments will be borne by the heirs.

The Bank is subject to the risk of non-payment by the
Insurance if a claim is made against a case. In order
to reduce said risk, the Bank requires the outstanding
credit portfolio to be insured by a number of different
insurance companies in accordance with the following

conditions:

= one single company without a rating or with a rating
lower than Investment Grade can insure a maximum
of 30% of the cases;

= one single company with an Investment Grade rating

can insure a maximum of 40% of the cases.

The risk of non-payment by the Assignor Company is
generated when a case is returned to the assigning party
who must therefore repay the amount to the Bank. The
Framework Agreement signed with the assigning party
provides for the possibility of returning the credit in the
event of fraud by the Third Party Assignee Company /
debtor or in any case in the event of failure by the
assigning party to comply with the criteria provided for

under the framework agreement.

The Bank acquired receivables only from a qualified
market operator as at 31/12/2014. With a view towards
lowering this risk, the Bank is extending its operations
and acquiring receivables from other specialised finance

companies.

As regards the financial instruments held in own
accounts, the Bank purchases securities related to the
Italian public debt which are allocated in the banking

portfolio for prudential regulatory purposes.

With reference to the aforesaid operation, the Bank
identified and selected a specific computer application
to manage and monitor the treasury limits on the security
portfolio and for the formulation of second level controls.
These operations are carried out by the Treasury Division
which operates within the scope of the limits established

by the Board of Directors.

In addition, with reference to the new regulatory

framework, specifically Circular no. 285 and the

associated Supervisory Bulletin no. 12, December 2013,

point 1.6, regarding own funds, the Bank subscribed to
the extension of the prudential treatment of unrealised
profits and losses, relating to the exposure to central
authorities classified in the category “available-for-sale
financial assets” for the entire period set out in art. 467,

sub-section. 2, last chapter of CCR.

2.2 Management, measurement and control systems

With special reference to the Factoring activities, the
Bank has the specific objective of efficiently managing
credit risk through integrated instruments and processes
in order to ensure correct credit management at all
stages (preliminary, granting credit, monitoring and

management, interventions on non-performing loans).

A number of Central Banca Sistema structures are also
involved to guarantee more efficiency and standardisation
in terms of tackling the credit risk and monitoring the
individual positions using specialised resources and

separating the functions at each decision-making level.

With specific reference to monitoring of the factoring

activity, through the “Collection Working Group”,
the Bank carries out checks and assessments on the
factoring portfolio based on the guidelines defined in the
“Collection policy”. In order to simplify the ascertainment
and remove any obstacles that could delay and/or prevent
payment, meetings and direct contacts with the entities
are provided for monitoring the credit payment status,
meetings with the Public Administration and/or debtor

companies, telephone contacts, fax, etc.

The Credit Risk framework described above aims to
promptly identify any anomalies and/or discontinuities
and ensure that a risk profile in line with the strategic

indications provided is maintained.

In relation to the credit risk of the bond securities
portfolio, government securities continued to be acquired
in 2014, classified as available-for-sale financial assets.
These financial assets fall within the “banking book”
definition due to their classification, even though they
fall outside the traditional investment activity of the

Bank, and are sources of credit risk. This risk lies in the
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inability of the issuer to repay all or part of the bonds

underwritten at maturity.

The securities held by Banca Sistema exclusively
comprise lItalian government bonds, with an average
portfolio duration of less than a year. The security
portfolio meets the requirement of protecting against
liquidity risk resulting from the potential volatility of the

on-line deposits introduced with the product “Si conto!”.

In addition, the establishment of an asset portfolio that
can be easily liquidated also meets the requirement
to stay ahead of prudential regulatory requirements in
relation to the governance and management of liquidity

risk management (Basel 3).

With reference to counterparty risk, Banca Sistema has
set up extremely prudent repurchase agreements and
reverse repurchase agreements since the underlying
assets are mainly ltalian Government Securities and the

Compensation and Guarantee Fund is the counterparty.

2.3 Credit Risk Mitigation Techniques

In order to reduce exposure of the factoring portfolio, and
more specifically its exposure with regard to the Public
Entities and local health authorities (ASL), the Bank
has drawn up a specific standard hedging credit default
swap (CDS) contract and credit linked notes (CLN)
compliant with international regulations in terms of
ISDA (International Swaps and Derivatives Association)
and European Market Infrastructure Regulation (EMIR)

derivatives.

The issuing of this type of instrument allows the Bank

to reduce exposures to Risk Concentration Limit levels.

As regards credit risk and counterparty risk on the AFS
portfolio and repurchase agreements, the risk is reduced
by careful management of operating independence,
establishing limits both in terms of responsibilities and
the extent and composition of the portfolios by type of

securities.

2.4. Impaired financial assets

With reference to factoring, customer relations are
constantly monitored by the competent Management

offices.

Banca Sistema established its credit quality policy in
accordance with the provisions of Circular 272 of the

Bank of Italy with the main definitions set out below.

In accordance with the definitions of the aforementioned
Circular, the Bank defines a financial asset as “impaired”
when it falls under one of the following categories: non-
performing, watchlist, restructured or past due and/or

impaired exposures.
More specifically, the following definitions apply:

Non-performing:

cash and off-balance sheet exposures (loans, securities,
derivatives, etc.) with a party who is insolvent (even if not
yet legally ascertained) or in a substantially equivalent
situation, regardless of any loss forecasts made by the
Group (see article 5 of the bankruptcy law). This does not
therefore take account of the presence of any guarantees

(secured or unsecured) to protect the exposures.
The following are included in this category:

a) exposures with local entities (municipalities and
provinces) who are undergoing financial difficulties
for the portion of the amount subject to applicable

payment procedure;

b) receivables acquired from third parties whose main
debtors are non-performing parties regardless of the

accounts allocation portfolio.

Watchlist:

cash and off-balance sheet exposures (loans, securities,
derivatives, etc.) with respect to parties who are
undergoing temporary situations of objective difficulty,
but where said difficulty is expected to be resolved in a
reasonable length of time. This does not take account of
the presence of any guarantees (secured or unsecured)

to protect the exposures.

Exposures to issuers who have not duly honoured their
payment obligations (either the principal or the interest)

relating to listed debt securities are included under
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watchlist items, unless the conditions are met to classify
them as non-performing exposures. To that end a “grace
period” is recognised as provided for in the contract or if
it is not, recognised by the market on which the security

is listed.

In any case, the watchlist items (so-called “objective
watchlist”) include exposures at book value that are
different from those a) classified as non-performing;
b) fall under the “Central authorities and central
banks” “Territorial Entities” or “Public Sector Entities”
portfolios in order to calculate the capital requirements
for the credit risk and the counterparty risk that the
exposures form part of, and for which both following

conditions are fulfilled:

1. they are past due and / or impaired on a continuous

basis:

= for over 150 days in the case of loans related
to the consumer loan activity with an original

duration of less than 36 months;

= for over 180 days in the case of loans related
to the consumer loan activity with an original

duration equal to or more than 36 months;

= for over 270 days for the loans not included in
those described under paragraphs 1) and 2)

above.

2. the total amount of the past due/impaired amounts
described in paragraph 1) above and the other past
due / impaired amounts of less than 150, 180 or
270 days (not including any late payment interest
requested from the customer), in accordance with
the type of exposure that is past due and relates to
the same debtor, equals at least 10% of the entire
exposure towards the debtor (not including any late
payment interest). Please refer to the provisions
for “Past due and/or impaired exposures” for more
information on the continuous nature of the past due
and/or impairment, apart from the fact that offsetting
is not permitted between past due positions and
default positions existing on certain lines of credit,
with the available margins existing on other lines

of credit granted to the same debtor. In addition,

this offsetting is not permitted for the purpose of
calculating the past due and/or impaired exposure

amount.

Restructured exposures:

cash exposures and “off balance sheet” exposures
(loans, securities, derivatives, etc.) for which the Group
(including for transactions in pools with other banks)
agrees to changes to the original contractual terms due
to a deterioration in the economic-financial conditions
of the debtor (for example rescheduling the conditions,
reduction of the debt and/or the interest) that gives rise

to a loss.

Exposures to companies where the activity is planned

to be terminated are not included (for example
cases of voluntary liquidation or similar situations).
The requirements relating to “deterioration of the
economic-financial conditions of the debtor” and the
presence of a “loss” are assumed to be met when the
restructuring regards exposures already classified under

the watch-list or past due /impaired or default categories.

Past due and/or impaired exposures:

relate to cash exposures at book value on the financial
statements and “off-balance sheet” (loans, securities,
derivatives, etc.) that are not those classified as non-
performing, watchlist or as restructured exposures,
which, as at the date of reference of the notification,

are past due or impaired for longer than 90 days.

With respect to checking the continuous nature of the
past due exposures within the scope of the factoring

operations:

= in the case of with recourse transactions, the past
due exposure, unlike that related to the assignment
of future credits, will become past due only upon the

occurrence of both of the following conditions:

= the advance is for an amount equal to or higher

than the total receivables due for payment;

= there is at least one invoice that has not been
paid (expired) for more than 90 days and all the
expired invoices (including those expired for less

than 90 days) exceed 5% of the total receivables.
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= in the case of non recourse transactions, for each
debtor, reference must be made to the individual

invoice that has the greatest delay.

Banca Sistema uses standard methods to calculate the
capital requirements for credit risk and counterparty
risk. This provides that exposures that fall under the
portfolios relating to “Central authorities and central
banks”, “Territorial Entities” or “Public Sector Entities”
or “Companies”, must apply the notion of past due and/

or impaired exposure at the level of the debtor.

Regulations also require the overall exposure to a
debtor to be recognised as past due and/or impaired if
the relevant threshold of 5% has been exceeded at the

reference date of the notification.
In order to calculate the relevant threshold:

a) subject to the past due and/or impaired positions
meeting the 90-day requirement, any past due
portions of less than 90 days on other exposures will

also be considered in the numerator;

b) any late payment interest requested from the customer

will not be considered in the numerator;

c) the denominator is calculated by considering the
book value for the securities and the cash exposure

for the other credit positions.

With reference to the loans relating to all the Public
Administration Entities, in order to determine the past
due amounts, and in line with best market practices,
Banca Sistema tests its past due portfolio starting from
the date of acquiring the receivable or from the expected
collection date (so-called final payment date) and if

present, from the novated payment date.

More specifically, the category “past due impaired
exposures” include the exposures for which Banca
Sistema has not received direct payment or is not able
to check, through the Credit Management department,
whether the Public Administration Authorities have
made the payment within the last 90 days from the

reference date.

To that end the Credit Management department will use

proof of payment from:

= Central government, with exclusive reference to
exposures with the Central Administrations;

= the various Banca Sistema Servicers and from the
Assignors,

= public information on payments made by the Territorial
Entities (especially the Municipalities) gathered by
the Bank of Italy, residing on the SIOPE platform -

Computer System on transactions with public entities.

Finally, if verification of the proof of payment yields a
negative result, Banca Sistema will check whether more
than 90 days have passed from the date of acquisition
of the invoice from the recognition date or whether the
credit has gone beyond the final payment date (or from

the novated payment date).

The above-mentioned rules apply to public debtors
regardless of the factoring product used. Proof of non-
direct payment is not applied to the company segment
unless it is traceable to the Public Administration.
The ninety-day check starts from the date of extension
granted to the debtor in the maturity factoring

transactions.

The “non-impaired past due loans” include the loans that
have gone beyond the final payment date in accordance
with what is shown in the liquidity risk and with the book
value at the amortised cost of the receivables recognised

on the financial statements.

The application of the definite rules in the collection
policy provides that if there are any anomalies discovered
and/or prejudicial elements regarding the counterparties,
the relationship will be kept under observation and the
Collection Manager will directly supervise until the

problematic issues have been resolved.

If the situation becomes worse and/or more critical,
the files are passed to the Legal Department until the
critical issues have been resolved or the position starts

to perform again.

On the basis of the elements of judgement available,

any classification of the counterparty as watchlist or non-
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performing is made in accordance with the guidelines

defined in the collection policy.

If the Risk Management Committee or the Collection
meetings decide to make any value adjustments, the

decision-making bodies are then informed.

The Bank has not recorded financial losses on its entire

credit portfolio since it was established.

The methods used to calculate the analytical and
generic write-downs applied to the credit portfolio are
described below. Loans classified as impaired loans are
analysed in order to quantify the potential impairment
of the individual loan. With reference to the non-
performing loans from the factoring portfolio with the
Public Administration, the Bank makes an analytical
write-down for the Municipalities who are registered as

having “financial difficulty” status in accordance with

legislative decree 267/00.

If appropriate write-downs were not made at the pricing
stage, the Bank makes an analytical write-down on the
outstanding value of the loan net of the rediscount which
has not yet fallen due. The percentage write-down,
without the Bank loss figures, was defined in accordance

with the market benchmark.

On the other hand, with respect to the credit positions
from the factoring portfolio where the debtor counterparty

is a private company, the Bank does not record non-

performing positions and therefore only applies a

collective write-down to those positions.

For all the factoring portfolio credit positions that
are classified as performing and past due (Public
Administration and private), the Bank makes a prudential
write-down, defining a segment of the portfolio through
specific clusters defined when acquiring the portfolios
and for which it makes in-depth assessments at the
pricing stage, and therefore on those types of receivables
and also exposures with Central Administration offices

(for example Ministries).

On the other hand, with respect to the exposures related
to ordinary factoring receivables, a generic write-down
was applied by applying a fixed percentage to the

factoring portfolio.

With reference to the impaired loans forming part of the
SME portfolio, the Bank writes-down the entire portion
of the loan that is not backed by the Guarantee Fund

issued by Mediocredito Centrale.

With respect to performing SME loans, the Bank defined
a generic write-down in accordance with the percentage

of impaired income observed on its portfolio.

With respect to the pension and salary-backed loans,
since no non-performing positions have been recorded,
the Bank wrote-down the receivables on the basis of

market benchmarks.

-134-



QUANTITATIVE INFORMATION

A. CREDIT QUALITY

A.1 Impaired and performing credit exposures: balance, value adjustments, movements and economic and territorial

distribution

A.1.1 Credit exposures distribution by related portfolio and by credit quality (book values)

4 Y Y Y Y Y Y \
() -
o0 » =] & o
£ S 3 o o9 2
QL (%] 4 0 —
E,| & | z¢| 8| B3 2 _
ios/quali e | 8 | 83| 23| 58 8 g
Portfolios/quality 5 S 2 = - 8 e N 5
a = = = a [ORNaR () ] =
7 3] n X =X € =
[ += L O © O - Qo =
[} S o aQ c = o
=z = I= :2'0
1. Held-for-trading financial
g - - - - - 63 63

assets

2. Available-for-sale financial

R - - - - 858,007 858,007
assets

3. Held-to-maturity financial

assets
4. Loans to banks - - - - - 16,682 16,682
5. Loans to customers 9,158 9,955 - 20,610 63,330 | 1,090,701 | 1,193,754

6. Financial assets carried at
fair value

7. Financial assets held for
disposal

8. Hedging derivatives - - - - - - -
Total 2014 9,158 9,955 - 20,610 63,330 | 1,965,453 | 2,068,506

Total 2013 4,504 - - 9,194 33,575| 1,946,671 | 1,993,944

J J J J J
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A.1.2 Credit exposures distribution by related portfolio and by credit quality (gross and net values)

) ) S
= @ o = @ o 5
0 ot > n o C > ©
Portfolios/quality 2 S 2 g 2 S 2 g g g
& 87 % & = % 2
2 &= - 2 £ 2 - @
& T % S ] 2 =
5] = 1G] =
1. Held-for-trading financial assets - - - 63 - 63 63
2. Available-for-sale financial assets - - - 858,007 - 858,007 858,007
3. Held-to-maturity financial assets - - - - - - -
4. Loans to banks - - - 16,682 - 16,682 16,682
5. Loans to customers 42,197 | 2,473 | 39,724| 1,156,487 | 2,457 | 1,154,030 | 1,193,754
6. Financial assets carried at fair value - - - - - -
7. Financial assets held for disposal - - - - - - -
8. Hedging derivatives - - - - - - -
Total 2014 | 42,197 | 2,473| 39,724 | 2,031,239 | 2,457 | 2,028,782 | 2,068,506
Total 2013 | 13,716 18| 13,698 | 1,981,545| 1,300| 1,980,246 | 1,995,944
. N\ N\ AN J N\ AN J

A.1.2.1 Distribution of the performing credit exposures for owned portfolios

OTHER EXPOSURES
SR

Past due Expired Expired Expired for Tota
Portfolios/seniority expired from 3to  |from 6 months| " Not past due (net
Up to 3 monthg 6 months to 1 over 1 year
year exposure)
1. Held-for-trading financial assets - - - - 63 63
2. Available-for-sale financial assets - - - - 858,007 858,007
3. Held-to-maturity financial assets - - - - - -
4. Loans to banks - - - - 16,682 16,682
5. Loans to customers 35,188 8,270 9,630 10,242 | 1,090,700 | 1,154,030
6. Financial assets carried at fair value - - - - - -
7. Financial assets held for disposal - - - - - -
8. Hedging derivatives - - - - - -
Total 2014 | 35,188 8,270 9,630 10,242 | 1,965,452 | 2,028,782
Total 2013 21,145 5,388 4,641 2,401 | 1,099,626 | 1,133,201
. AN . N . N J
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A.1.3 Banking Group - Cash and off-balance sheet credit exposures to banks: gross and net values

r ' ' 2
Type of exposure / Values Gross Spgcific value Por’gfolio value Net
exposure adjustments adjustments exposure
A. CASH EXPOSURE
a. Non-performing loans - - - -
b. Watchlist loans - - - -
c. Restructured exposures - - - -
d. Impaired past due exposures - - - -
e. Other assets 16,682 - - 16,682
TOTAL A 16,682 - - 16,682
B. OFF-BALANCE SHEET EXPOSURES
a. Impaired - - - -
b. Other 2,029 - - 2,029
TOTAL B 2,029 - - 2,029
TOTAL A+B 18,711 - - 18,711
L I\ I\ J
A.1.4 Banking Group - Cash credit exposures to banks: movements of gross impaired exposures
The cash exposures to Banks are all performing.
A.1.5 Banking Group - Cash credit exposures to banks: movements of total value adjustments
No impaired exposures to banks were registered.
A. 1.6 Banking Group - Cash and off-balance sheet credit exposures to customers: gross and net values
- e ' N
Type of exposure / Values Gross Spe_cific value Por’gfolio value Net
exposure adjustments adjustments exposure
A. CASH EXPOSURE
a. Non-performing loans 11,439 2,281 - 9,158
b. Watchlist loans 10,078 122 - 9,956
c. Restructured loans - - - -
d. Impaired past due exposures 20,680 70 - 20,610
e. Other assets 2,014,495 - 2,457 2,012,038
TOTAL A 2,056,692 2,473 2,457 2,051,762
B. OFF-BALANCE SHEET EXPOSURES
a. Impaired - - - -
b. Other 22 - - 22
TOTAL B 22 - - 22
TOTAL A+B \2,056,714)\ 2,473A 2,457 2,051,784)
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A.1.7 Banking Group - Cash credit exposures to Customers: movements in gross impaired exposures

e Y Y Y \
Reasons/Categories Nqn-perform- Watchlist | Restructured Past due
ing loans loans exposures exposures
A. Gross opening exposure 4,504 - 9,280
of which: exposures disposed of and not derecognised - - -
B. Increases 9,002 11,000 21,326
B.1 income from performing loans 7,954 7,126 20,927
B.2 transfers from other categories of impaired exposures - 3,874 -
B.3 other increases 1,048 - 399
C. Decreases 2,068 922 9,857
C.1 expenses due to performing loans 212 - 3,774
C.2 write-offs - - -
C.3 collections 1,856 922 2,209
C.4 gains on disposals - - -
C.4 bis losses from disposal - - -
C.5 transfers to other categories of impaired exposures - - 3,874
C.6 other decreases - - -
D. Gross closing exposure 11,438) 10,078) 20,749)
A. 1.8 Banking Group - Cash credit exposures to Customers: movements of total value adjustments
r g Y Y \
Reasons/Categories Ngn—perform— Watchlist | Restructured Past due
ing loans loans exposures exposures
A. Opening total adjustments 1 - 17
= of which: exposures disposed of and not derecognised - - -
B. Increases 2,281 122 80
B.1 value adjustments 2,273 118 58
B.1 bis losses from disposal - - -
B.2 transfers from other categories of impaired exposures - 3 -
B.3 other increases 8 1 22
C. Decreases 1 - 27
C.1 value write-backs from revaluation - - 2
C.2 value write-backs from collections - - 2
C.2 bis profit from disposal - - -
C.3 write-offs - - -
C.4 transfers to other categories of impaired exposures - - 3
C.5 other decreases 1 - 20
D. Closing total adjustments 2,281 122 70
= of which: exposures disposed of and not derecognised - - -
\ A A J
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A.2 CLASSIFICATION OF EXPOSURES ON THE BASIS OF EXTERNAL AND INTERNAL RATINGS

A.2.1 Banking Group - Distribution of cash and “off-balance sheet” loans by external rating classification

The risk classes for external ratings indicated in this table refer to creditworthiness classes of the debtors/guarantors

described in the prudential regulation (see Circular no. 263 of 27/12/2006 on “New prudential regulatory provisions

for the Banks” and subsequent amendments).

The bank uses the standardised risk mapping method of the ratings agencies:

“DBRS Ratings Limited”, for exposures to: central authorities and central banks; supervised intermediaries; public

sector entities; territorial entities.

External rating classes
-

Exposures Clzlalss Clgss Clgss CI?LSS Clgss Clgss raTicr)] . Total

A. Cash exposures -11,621,453 - - - - | 446,990 | 2,068,443
B. Derivatives - - - - - - 63 63
B.1 Financial derivatives - - - - - - - -
B.2 Credit derivatives - - - - - - 63 63

C. Guarantees issued - - - - - - 1,988 1,988
D. Commitments to grant finance - - - - - - - -
E. Other - - - - - - - -
Total - 11,621,453 - - - - | 449,041 | 2,070,494

I\ N\ N\ N\

Long-term rating

Risk weighting ratios m

Ve

AN

Creditwor- | Central authori- |Supervised intermediaries,| Multilateral | Companies DBRS Ratings
thiness | ties and central | public sector entities, |[development| and other Limited g
classes banks territorial entities banks entities

1 0% 20% 20% 20% from AAA to AAL
2 20% 50% 50% 50% from AH to AL
3 50% 100% 50% 100% from BBBH to BBBL
4 100% 100% 100% 100% from BBH to BBL
5 100% 100% 100% 150% from BH to BL
6 150% 150% 150% 150% CcC

\ D, A P, N\ I\ J

Short-term rating (for exposures to supervised intermediaries)

\“

- e
Creditwor- . - .
thiness | "o TEATTE P imited =

1 20% R-1 (high), R-1 (middle), R-1 (low)
2 50% R-2 (high), R-2 (middle), R-2 (low)
3 100% R-3
4 150% R-4, R-5
5 150%

L 6 I\ 150% I\ J
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“Fitch Ratings”, for exposures to companies and other entities.

Long-term rating

Risk weighting ratios m

Creditwor- | Central authori- |Supervised intermediaries,| Multilateral | Companies Fitch
thiness | ties and central public sector entities, |development| and other Ratings
classes banks territorial entities banks entities g

1 0% 20% 20% 20% from AAA to AA-
2 20% 50% 50% 50% from A+ to A-
3 50% 100% 50% 100% from BBB+ to BBB-
4 100% 100% 100% 100% from BB+ to BB-
5 100% 100% 100% 150% from B+ to B-
6 150% 150% 150% 150% CCC+ and lower
\_ A P, A J
Short-term rating
Creditwor- Risk .
; on Fitch
thiness welghtmg Ratings
classes ratios
1 20% F1+F2
2 50% F2
3 100% F3
from 4 to 6 150% lower than F3
L .\ \ J
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B.3 Geographic distribution of cash and “off-balance sheet” credit exposures to banks (book value)

ITALY O AN AMERICA ASIA REST OF THE
o g £ ® g2 o 2 ® g2 ) o2
Exposures / Geographic areas @ § ? jE: g3} 2 ? jEj k3] § ? jE: T 2 ? jE: ko) § i;’ jE:
o | =58 | fg | 25 | ¢ | 25 | ¢ | 25| T¢ | =5
Sleg | ® B3| ®leg| TRy | % e%
A. Cash exposures
Al. Non-performing loans - - - - - - - - -
A2. Watchlist loans - - - - - - - - -
A3. Restructured loans - - - - - - - - -
A4. Past due loans - - - - - - - - -
Ab. Other exposures 16,591 - 90 - - - - - -
TOTAL A 16,591 - 90 - - - - - -
B. “Off-balance sheet” exposures
B1. Non-performing loans - - - - - - - - -
B2. Watchlist loans - - - - - - - - -
B3. Other impaired assets - - - - - - - - -
B4. Other exposures 1,966 - 63 - - - - - -
TOTAL B 1,966 - 63 - - - - - -
TOTAL (A+B) 2014 18,557 - 153 - - - - - -
TOTAL (A+B) 2013 60,964 - 74
. \ AN N\ AN \ \ N\ AN N\
Italy Italy Italy Italy SOUTH and
NORTH-WEST NORTH-EAST CENTRE ISLANDS
Exposures / Geographic areas B g % % B g iﬁ % _ g :'_é % _ Gg % g
28| 55 | 28| g3 | %8| 53 | 2E | 52
s 5= s 5= s 5= s 5=
© © © ©
A. Cash exposures
Al. Non-performing loans - - - - . - - -
A2. Watchlist loans - - - - - - - B,
A3. Restructured loans - - - - - - - .
A4. Past due loans - - - - . - - -
Ab. Other exposures 475 - 1 -| 16,115 - - -
TOTAL A 475 - 1 -| 16,115 - - -
B. “Off-balance sheet” exposures
B1. Non-performing loans - - - - - - - B,
B2. Watchlist loans - - - - - - - -
B3. Other impaired assets - - - - - - - _
B4. Other exposures - - - - 1,966 - - -
TOTAL B - - - - 1,966 - - -
TOTAL (A+B) 2014 475 - 1 -| 18,081 - - -
TOTAL (A+B) 2013 (10,244 A 28 | -\ 50,692 | - A A -)
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B.4 Significant exposures

As at 31 December 2014 the significant exposures of the Parent Company comprise the following:
a) Book value: Euro 1,926,093 (in thousands);
b) Weighted value Euro 126,014 (in thousands);

¢) 34 positions.

C. SECURITISATIONS

D. INFORMATION ON STRUCTURED ENTITIES (OTHER THAN SECURITISATION VEHICLES)
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F. CREDIT RISK MEASUREMENT MODELS

1.2 market risks

Banca Sistema does not trade its financial instruments.
As at 31 December 2014, there were no active positions
in the trading portfolio for regulatory purposes that could

generate market risks.

The limitation system in place sets out a system
for the careful, balanced management of operating
independence, establishing limits in terms of the size
and composition of the portfolio in accordance with the

type of securities.

1.2.1 - Interest rate risk and pricing risk - regulatory

trading portfolio

QUALITATIVE INFORMATION

A. General aspects

Market risk involves the risk of loss that a financial
intermediary is exposed to due to carrying out trading
operations on financial instruments on the markets. More
specifically, it involves the risk of recording losses due
to unfavourable market trends that cause unexpected or
unforeseeable reductions in the value of the instruments

held.

These involve risks generated by operations on the

markets regarding the financial instruments and

currencies; the important components are:

= position risk: separated into generic risk, caused by
unfavourable price trends in the instruments traded,
and specific risk due to factors related to the situation
of the issuer;

= settlement risk: which includes transactions which
have not yet been settled after expiry exposing the
Bank to the risk of loss due to the failure to settle the
transaction;

= concentration risk: which provides for specific internal
capital for banks which - due to the risk positions
relating to the trading portfolio for regulatory purposes

- exceeds the limit identified by the credit line;

= exchange rate risk: which is the risk of suffering loss
due to unfavourable changes in the exchange rates in

foreign currencies.

B. Interest rate risk and pricing risk management

processes and measurement methods

The calculation of the market risk requirement, known as
the building-block approach, is given by the sum of the
capital requirements calculated against the individual
market risks (position, settlement and concentration
risk). This approach is prudential since by summing the
individual requirements on a linear basis, the benefits
provided by diversification are ignored, therefore
obtaining higher internal capital with respect to the risks

taken on.

More specifically, the following calculation methods were

adopted:

= for the general position risk on debt securities,
the internal capital is calculated by a method based
on the expiry date;

= for the specific position risk on debt securities,
the internal capital is calculated by a method that
assigns each security to one of four categories (issuers
with zero weighting, qualified issuers, unqualified
issuers and high risk issuers) with different weightings,
multiplied in turn by 8%;

= for the position risk on equity securities, the internal
capital is calculated as the sum of the general
requirement (equal to 8% of the net general position)
and the specific requirement (equal to 4% of the
gross general position);

= for the position risk for the UCITS units, the internal
capital is calculated by the residual method, i.e.
equal to 32% of the current value of the shares held
in the “regulatory trading portfolio”;

= for the settlement, concentration and exchange rate
risk, the internal capital is calculated with reference to
the other rules provided under Prudential Regulatory

Regulations.
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1.2.2 Interest rate and pricing risk - Banking Portfolio

QUALITATIVE INFORMATION

A. General considerations, interest rate risk and pricing

risk management procedures and measurement methods

Banca Sistema is not especially exposed to interest rate
risk since its sources are mainly from retail customers
through the deposit accounts and from interbank

deposits collateralised at very short-term fixed rates.

Customer deposits with deposit accounts are at fixed
rates for the entire duration of the term, reviewed by
the Bank on a unilateral basis in accordance with the

regulations and the contracts.

In addition, with specific reference to the product
“Sl conto” DEPOSITQ”, the Bank set new parameters
to calculate the capital requirements to deal with this
risk, duly evaluating the implicit redemption option.
The historic percentage recorded of early redemptions
is calculated for this item. This value is applied to all
the deposits from this product and the portion is entered
into the 1-day bucket and the remaining amounts are
“bucketed” in accordance with the contractual expiry

chosen by the customer.

The interest rates applied to the customers for the
factoring relationships are also at fixed rates and these
are also reviewable by the Bank on a unilateral basis in

accordance with regulations and contracts.

The bond securities portfolio comprises Government

securities with yields indexed at market rates.
The average financial term of the entire portfolio is

slightly less than a year.

At the reference date, the technical forms of the new
business products offered (SME loans and pension
and salary-backed loans) had no specific effect on the

interest rate risk.

The securities held are classified under the Available-
for-sale portfolio, and in accordance with the Bank's
compliance with the order of the Bank of Italy, provides

that the change in fair value - in any case modest given

the high credit standing and short average financial term

- is represented in the capital reserves of the Bank.

The assumption of interest rate risk related to the
funding activities of the Treasury Division of the Bank
is carried out in accordance with the policies and limits
established by the Board of Directors and is governed
by specific authorisations that set independence limits
for the parties authorised to work in the Treasury area of

the Bank.

The company departments in charge of ensuring the
correct management of interest rate risk include the
Treasury Department - which is involved in the direct
management of funding - and the Risk Management
department - which is in charge of identifying the most
suitable risk indicators and monitoring the performance
of funding assets and liabilities in relation to the pre-

established limits.

This management assesses and monitors the main assets
and liabilities subject to interest rate risk through the

ALM measuring report.

The results of these analyses are submitted to the Risk
Management Committee who evaluates the exposure of
the Bank to interest rate risk and proposes investment/
funding policies and interest rate risk management
policies, and during the year suggests any interventions
that should be taken to ensure that it is managed in

accordance with the risk policies approved by the Bank.

The interest rate risk position is also subject to periodic
reporting to the Board of Directors of the Bank within
the scope of the Risk Reporting prepared by the Risk

Management Department.

The Interest Rate Risk is considered to be a Pillar |1 risk,
and is kept under continuous assessment by the Treasury
Division and is subject to self-evaluation when drafting
the ICAAP (Internal Capital Adequacy Assessment
Process) Report. The Interest rate risk was subject to
specific measurement in terms of capital requirements
in the final document sent to the Supervisory Authority
in accordance with the regulations (Circular no. 263 of
27 December 2006 - Title Ill, Chapter 1, Attachment

C). With a warning threshold of 20% of the Regulatory
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Capital, the risk index value of the Bank was 3.0% as at

31 December 2014.

The Bank does not use interest rate hedging instruments

due to the extent of the risk.

B. Fair value hedging

The Bank did not carry any such transactions in 2014.

C. Cash flow hedging

The Bank did not carry any such transactions in 2014.
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QUANTITATIVE INFORMATION

1. Banking portfolio: distribution by residual life (re-pricing date) of the financial assets and liabilities

Type/Residual duration

Currency: Euro

Y Y

On
demand

3 months

Up to 3 months

Y
From

to
6 months

From
6 months
to 1 year

From

From

1 year to |5 years to

5 years

10 years

Over
10 years

Ve

N\

Duration
not defined

1. Cash assets

102.085

424.843

448.909

651.466

404.908

33.181

4.057

1.1 Debt securities

302.713

438.154

117.140

- with early redemption option

- other

302.713

438.154

117.140

1.2 Loans to banks

566

16.115

1.3 Loans to customers

101.519

408.728

146.196

213.312

287.768

33.181

4.057

- current accounts

16.971

- other loans

84.548

408.728

146.196

213.312

287.768

33.181

4.057

- with early redemption option

5.451

22.145

3.369

1.861

33.686

6.965

11

- other

79.097

386.583

142.827

211.451

254.082

26.216

4.046

2. Cash liabilities

951.396

1.023.805

12.093

8.017

2.1 Due to customers

914.992

238.805

- current accounts

881.145

- other amounts due

33.846

238.805

- with early redemption option

- other

33.846

238.805

2.2 Due to banks

36.404

785.000

- current accounts

- other amounts due

36.404

785.000

2.3 Debt securities

12.093

8.017

- with early redemption option

12.093

- other

8.017

2.4 Other liabilities

- with early redemption option

- other

3. Financial derivatives

3.1 With underlying security

- Options

+ long positions

+ short positions

- Other

+ long positions

+ short positions

3.2 No underlying security

- Options

+ long positions

+ short positions

- Other derivatives

+ long positions

+ short positions

4. Other off-balance sheet transactions

+ long positions

+ short positions
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2.3 Exchange risk
QUALITATIVE INFORMATION
A. General aspects, management processes and methods of measuring exchange risk

All items are in currency, therefore the Bank is not subject to exchange rate risk.

2.4 Derivative instruments
A. Financial derivatives

The Bank does not operate with derivative instruments on its own accounts.

B. Credit derivatives

As at 31 December 2014 the bank posted the Credit Default Swap (CDS) value as protection buyer on the Calabria

Region Public Administration.

B.1 Credit derivatives: notional year-end and average values

Regulatory trading Banking

portfolio portfolio

Transaction category
Individual Basket Individual Basket

1. Protection bought - - - _
a) Credit default products - - 5,035 _
b) Credit spread products - - - _
)
)

c) Total rate of return swap - - - _

d) Other - - - -

Total 2014 - - 5,035 -

Average values - - - -
Total 2013 - - - 10,000

2. Protection sold - - - -

a) Credit default products - - - _

b) Credit spread products - - - _

d) Other - - - i
Total 2014 - - - -
Average values - - - -
Total 2013 - - - -

)
)

c) Total rate of return swap - - - -
)
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B.4 Credit derivatives (OTC): gross fair values (positive and negative) by counterparty - contracts that do not come

under offsetting agreements

( Y Y Y Y Y Y )
Govern- Non-
Contracts that do not ments Other . . Insurance ) .
. ; Financial . financial Other
come under offsetting and public Banks ; companies . "
S companies companies | entities
agreements Central | entities
Banks

Regulatory trading - - - - - - -

1) Protection bought - - - - - - R

- notional value - - 5,035 - - - -

- positive fair value - - 63 - - - -

- negative fair value - = - - - - -

- future exposure - - - - _ _ B

2) Protection sold - - - - - - -

- notional value - - - - - - -

- positive fair value - - - - - - _

- negative fair value - - - - - - -

- future exposure - - - - - - -

Bank portfolios - - - - - - -

1) Protection bought - - - - - - R

- notional value - - - - - - -

- positive fair value - - - - - - -

- negative fair value - - - - - - -

2) Protection sold - - - - - - -

- notional value - - - - - - -

- positive fair value - - - - - - B

- negative fair value - - - - - - _

B.6 Residual maturity of the credit derivatives: notional values

( Y Y Y A
Underlying / Residual life G ELZTto 5%‘;;25 Total
5 years

A. Regulatory trading portfolio - - - -
A.1 Credit derivatives with “qualified reference obligation” - - - -
A.2 Credit derivatives with “unqualified reference obligation” - - - -
B. Banking portfolio 5,035 - = 5,035
B.1 Credit derivatives with “qualified reference obligation” 5,035 - - 5,035
B.2 Credit derivatives with “unqualified reference obligation” - - - -
Total 2014 5,035 - - 5,035

Total 2013 L 10,000A o\ 1 10,000)

C. FINANCIAL AND CREDIT DERIVATIVES

As at 31 December 2014, the item had no amount.
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1.3 Liquidity risks

QUALITATIVE INFORMATION

A. General aspects, management processes and methods

of measuring liquidity risk

The liquidity risk is represented by the possibility that
the Bank cannot keep its commitments to pay due to its
inability to obtain funds or its inability to sell assets on
the market in order to deal with any financial imbalances.
The inability to obtain new adequate financial resources
also represents a liquidity risk, in terms of amount
and cost, with respect to the operating requirements/
opportunities, forcing the Bank to slow down or stop
development of its business, or incurring excessive
funding costs to meet its commitments, with significant

negative impacts on the profitability of its business.

Funding sources are represented by the capital, customer
funding, funding from the Italian and international

interbank market and the Eurosystem.

In order to promptly discover and deal with any
difficulties in obtaining the funds needed for running
its business, Banca Sistema - in accordance with the
provisions of the Prudential Regulatory provisions -
established its own Contingency Funding Plan, i.e. a set
of specific strategies to adopt in the event of liquidity
issues, setting out the procedures to obtain funding

sources in the event of an emergency.

These strategies represent a basic feature in the

reduction of liquidity risk.

This policy defines - in terms of liquidity risk - the
objectives, processes and strategies to implement in the
event of liquidity problems, the organisational structures
set up to deal with these strategies, the risk indicators,
the calculation methods and warning thresholds and the
procedures to adopt to obtain funding sources that can

be used in the case of an emergency.

In 2014, the Bank had a particularly prudent funding
policy aimed at favouring the stability of the funding,
on some occasions obtaining higher funding sources

than strictly required for the immediate operating

requirements, acting as a stable provider on the interbank
markets, even with extremely short expiry periods.
This policy, which sacrificed economic efficiency of
treasury management in favour of certainty and stability
in terms of liquidity in relation to the rate differential
between interbank funding and investments, was proven
successful as can be seen by the Bank’s profitability

levels.

More specifically, at a prudential level, Banca Sistema
kept the quality of its securities high and its assets liquid
to cover all the funding from the “SlI conto!” deposit

product.

The Bank departments in charge of ensuring the correct
application of the liquidity policies include the Treasury
Division - which is involved in the direct management
of liquidity - and the Risk and Compliance Division -
which is in charge of identifying the most suitable risk
indicators and monitoring their performance in relation

to the pre-established limits.

Just as with the interest rate risk, this management
assesses and monitors the main assets and liabilities
subject to interest rate risk through the ALM (Asset
Liability Management) measuring report for the liquidity

risk.

The results of these analyses are submitted to the Risk
Management Committee which evaluates the exposure
of the Bank to liquidity risk and proposes investment/

funding policies.

The liquidity risk position is also subject to periodic
reporting to the Board of Directors of the Bank within
the scope of the Risk Reporting prepared by the Risk

Management Department.

In order to discover and deal with any difficulties in
obtaining the funds needed for running its business,
Banca Sistema - in accordance with the provisions of
the Prudential Regulatory provisions and its strategic
targets established in the Business Plan - established
the guidelines to manage cash flows, i.e. a set of specific
strategies to adopt in the event of liquidity issues, setting
out the procedures to obtain funding sources in the event

of an emergency.
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The Bank identified a specific section in charge of
monitoring liquidity risk in the Risk Appetite Framework
(RAF) in order to monitor the effects of the intervention

strategies and reduce liquidity risk.

The liquidity management policy is organised into the

following basic parts:

= identification of the duties and responsibilities to
assign to the company departments involved in the

liquidity management process;

= definition of the operating processes related to
execution of the activities;

= calculation of the measurement instruments;

= definition of the operating limits, warning indicators

and tolerance thresholds.

The Liquidity and Contingency Funding Plan Policy was
approved by the Board of Directors and is subject to
review on at least an annual basis by the Risk Division
with the assistance of the Treasury Division and the

Financial Division.
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QUANTITATIVE INFORMATION

1. Time distribution by residual contract duration of financial assets and liabilities

[tems/Timescales

Currency: Euro

On
demand

7

From 1 to
7 days

Y

From 7 to
15 days

From
15 days to
1 month

7

From
1 month
to
3 months

-

From
3 months
to
6 months

From
6 months
to 1 year

From
1 year to
5 years

Over
5 years

Y N\

Duration
not defined

Cash assets

96,864

280,762

1,638

28,083

78,426

449,785

651,202

410,938

36,366

16,115

A.1 Government securities

303,752

438,212

117,181

A.2 Other debt securities

A.3 UCITS units

A.4 Loans

96,864

280,762

1,638

28,083

78,426

146,033

212,990

293,757

36,366

16,115

= Banks

567

16,115

= Customers

96,297

280,762

1,638

28,083

78,426

146,033

212,990

293,757

36,366

Cash liabilities

951,395

518,805

150,000

355,000

20,000

B.1 Deposits and current accounts

917,529

50,000

5,000

= Banks

36,384

50,000

5,000

= Customers

881,145

B.2 Debt securities

B.3 Other liabilities

33,866

518,805

100,000

350,000

“Off-balance sheet” transactions

63

C.1 Financial derivatives with
exchange of capital

= Long positions

= Short positions

C.2 Financial derivatives without
exchange of capital

= Long positions

= Short positions

C.3 Deposits and loans
receivable

= Long positions

= Short positions

C.4 Irrevocable commitments to
grant finance

= Long positions

= Short positions

C.5 Financial guarantees issued

C.6 Financial guarantees received

C.7 Credit derivatives with ex-
change of capital

= Long positions

= Short positions

C.8 Credit derivatives without
exchange of capital

63

= Long positions

63

= Short positions
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2. Information on the committed assets recorded in the financial statements

4 Y \
Not Committed
Types Total 2014 | Total 2013
BV FV BV FV
1. Cash and cash equivalents - X 66 X 66 71
2. Debt securities 713,698 713,667 144,309 144,298 858,007 847,045
3. Equity securities - - - -
4. Loans 94,966 X| 1,115,470 X| 1,210,436 | 1,146,899
5. Other financial assets - X 2,611 X 2,511 -
6. Non-financial assets - X 10,233 X 10,233 9,335
Total 2014 808,664 713,667 | 1,272,589 144,298 | 2,081,253 X
Total 2013 835,907 807,230 | 1,167,443 39,832 X| 2,003,350
L I\ .\ .\ \ N J
Key:
BV = Book value
FV = Fair value
3. Information on owned committed assets not recorded in the financial statements
4 Y Y Y \
Types Committed Not Committed Total 2014 Total 2013
1. Financial assets 126,964 176,751 303,715 308,263
= Securities 126,964 176,751 303,715 308,263
= Other - - - -
2. Non-financial assets - - - -
Total 2014 126,964 176,751 303,715 X
Total 2013 308,263 X 308,263
. . N N J
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1.4 Operational risks

QUALITATIVE INFORMATION

Operational risk is the risk of suffering losses due to
the inadequacy or inefficiency of procedures, human
resources or internal systems, or by external events.
Operational risks include - among other things - losses
ensuing from fraud, human error, interruptions of
operations, the unavailability of systems, breaches
of contract, or natural catastrophes. Operational risk
includes legal risk, while strategic risk or reputational
risk are not included. Therefore operational risk refers
to the various types of events that are not individually
significant alone, but only if analysed together and

quantified by the entire risk category.

In order to calculate the capital requirements to cover
the operational risk, the Bank adopted the Basic method
(Basic Indicator Approach - BIA), which provides that
the capital requirements are calculated by applying a
regulatory coefficient equal to 15% of the three-year
average of the applicable indicator established by article

316 of EU Regulation 575/2013 of 26 June 2013.

A. General aspects, management processes and methods

of measuring operational risk

The Supervisory Authorities acknowledge that the
specific approach adopted by individual banks for
managing operational risk may depend on a series of
factors including the size, organisational set-up and
the nature and complexity of the transactions. In this
context, the Bank implemented an operational risk
management process (Operational Risk Framework) in
order to identify, measure and monitor the operational
risk. More specifically, the Risk Division helps the
persons in charge of the operational risk self-assessment
process and measures the degree of those risks net of the
controls and mitigation measures in place. This method
implies an initial evaluation of the possible related
risks in terms of probability and impact (known as

“Gross risk”) and a subsequent analysis of the controls

in place (qualitative assessment of the efficiency and

effectiveness of the controls) that could reduce the gross
risk emerged and a consequential evaluation of the levels
of risk (so-called “Residual risk”). The Risk Division
measures the operational risk using a calculation method
that generates a score with values from 1 to 5 (where 1
indicates a low level of risk and 5 indicates a high level

of risk).

The objective of the Operational Risk Framework is to
provide management with an instrument to manage
operational risk, i.e. the possibility of evaluating the
existing control system in the Bank in terms of ability
to efficiently deal with the risks and reduce the relevant
risks identified to an “acceptable” level (risks with a

scoring of more than 3.5)

The Risk Division produces and sends the Risk
Management Committee, the Internal Control Committee
and the Board of Directors a report every quarter which
shows - among other things - the concise indicator of the
degree of operational risk relating to company operations
(IROR), the capital requirements generated by the
operational risk and their development compared to the

previous report.

Following conclusion of the assessment of the Bank’s

operational risks, the Risk Division identified the
risks for which corrective action would be necessary.
The mitigation measures were defined with the Heads of
Management and the Risk Division monitors compliance

with the expiries of these actions.

The Bank also evaluates the operational risks related to
the introduction of new products, activities, processes
and systems and reduces the operational risk through the
preliminary analysis by the Risk Division which provides

an opinion on the Bank.

The Risk Division helps monitor the IT risks on the basis
of information data flows received from the IT manager
on the evaluation of the computer risk. On these results,
the Risk Division checks compliance with what emerged

in the assessment of operational risks.

In addition, in order to make the analyses consistent
and complete, the results of operational risks and the

checks carried out by the Compliance and Anti-money
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laundering Division are shared within the Risk and
Compliance Division and when coordinating the risk

control functions.

The Internal audit division monitors the valid performance
of the Bank’s operations and processes, and evaluates
the efficiency and effectiveness of the entire internal
control system established to monitor the activities that

are exposed to risk.

As further protection against operational risks, the Bank
took out insurance cover (where the Head of the Risk
Division is the owner of the operational risks resulting
from third party actions or which occur to third parties,
along with suitable contractual clauses covering damages
caused by infrastructure and service suppliers, however

it approved a Business Continuity Plan.
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PART F - INFORMATION ON CONSOLIDATED EQUITY

[ SECTION 1 - CONSOLIDATED EQUITY j

A. QUALITATIVE INFORMATION

The Bank manages its equity in accordance with the principles of prudential vigilance and aims to maintain adequate

levels of capitalisation when it takes on the risks that are typical of debt positions.

The policy for allocating the profits for the year is to strengthen the Bank capital situation, with specific emphasis
on the primary quality capital, the prudent distribution of the financial results and to guarantee the right balance of

the financial position.

B. QUANTITATIVE INFORMATION
B.1 Consolidated Equity: breakdown

As at 31 December 2014, the company’s equity was composed as follows:

e Y Y Y Y A
2
2 w | 85
2 s | ¢ | Ex
8 g s | 5=
Shareholders’ ity i m 3 g .§ 2 £
areholders’ equity item g et S 5 5 K]
2 s | 5 |58
g | S| £ |»%
7] o =
£ ® ©
=z
Share capital 8.451 - - -1 8.451
Share premiums 4.325 - - -1 4.325
Reserves 8.734 - - -| 8.734
Capital instruments - - - - -
(Treasury shares) - - - - -
Valuation reserves 2 - - - 2
Available-for-sale financial assets 23 - - - 23
Property, plant and equipment - - - - -
Intangible assets - - - - -
Foreign investment hedges - - - - -
Cash flow hedges - - - - -
Exchange differences - - - - -
Non-current assets held for disposal - - - - -
Actuarial profits (losses) on defined benefit pension plans (21) - - - (21)
Share of the valuation reserves of equity investments designated at ) ) i i )
equity
designated at equity - - - - -
Special revaluation laws - - - - -
Profit (loss) for the year for the Group and minorities 19.539 - - -1 19.539
TOTAL | 41.051 - - -1 41.051
\ AN N\ AN A J
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B.2 Valuation reserves of available-for-sale financial assets: breakdown

4 Y Y \ Y
a
£ g g5
o 5 2 Ex
2 g § 23
o 59 —
% S E T2 s
£ 8 & 28 =
Assets/Values 3 o 2 :}, L
[24] =1 P~ c o
7] o ==
= @
=
Positive | Negative | Positive | Negative | Positive | Negative | Positive | Negative | Positive | Negative
reserve reserve reserve reserve reserve reserve reserve reserve reserve reserve
1. Debt securities 113 90 - - - - - - 113 90
2. Equity securities - - - - - - - - - -
3. UCITS units - - - - - - - - - _
4. Loans - - - - - - - - - -
Total 2014 113 90 - - - - - - 113 920
Total 2013 17 250 - - - - - - 17 250
. N\ N\ J I\ J
B.3 Valuation reserves of available-for-sale financial assets: annual changes
' Y Y Y A
Debt_ Equ.|t_y UCI_TS Loans
securities securities units
1. Opening balance (233) - - -
2. Increases 368 - - -
2.1 Increases in fair value 113 - - _
2.2 Reversal of negative reserves to income statement 244 - - -
= From impairment - - - -
= From disposals 244 - - -
2.3 Other changes 11 - - -
3. Decreases 112 - - R
3.1 Decrease in fair value 90 - - -
3.2 Impairment adjustments - - - -
3.3 Reversal of positive reserves to income - - -
statement: from disposals 22 - - -
3.4 Other changes - - - -
4. Closing balance 23 - - -
\ \. N\ J
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( SECTION 2 - CAPITAL AND REGULATORY RATIOS )

2.1 Ambito di applicazione della normativa

By letter dated 5 May 2014, the Parent Company
informed the Bank of ltaly that it wished to exercise
the right to be exempted from sending consolidated
notifications (option provided under paragraph 1.4 of
circular 115 “Instructions to fill out the supervisory

notifications on a consolidated basis”).

A record of the own funds and regulatory ratios of the

Parent Company will be provided below.
2.2 Own funds
A. QUALITATIVE INFORMATION

Own funds, the weighted risk assets and solvency ratios
as at 31 December 2014 were calculated on the basis
of the new harmonised regulations for banks contained
in Directive 2013/36/EU (CRD IV) and Regulation (EU)
575/2013 (CRR) of 26 June 2013, which transpose the
standards defined by the Basel Committee on banking
supervision into the European Union (so-called Basel
3 framework) and on the basis of the Bank of Italy
Circulars nos. 285 and 286 (issued in 2013) and update
of Circular no. 154.

Own funds are set out in a 3-level structure:

= Common Equity Tier 1 (CET1)

= Additional Tier 1, AT1 which also forms part of the
Tier 1 Capital (Tier 1, T1); these are added to

= Tier 2 capital (T2).

The regulatory provisions relating to own funds provide
for the introduction of the new regulatory framework on
a gradual basis, through a transitional period, in general
up to 2017, during which certain elements which will be
fully calculated or inferred in the Common Equity when
fully operational, will only impact the Common Equity

Tier 1 for a certain percentage.

Generally the residual percentage with respect to the
applicable percentage is calculated/inferred from the
Additional tier 1 capital (AT1) and the Tier 2 capital
(T2) or considered in the weighted risk assets. If the AT1
and T2 aggregates are negative, this will also be used to

calculate the CET1.

Since the conditions set out under article 26, paragraph
2 of EU Regulation no. 575 of 26 June 2013 (CRR) for
the calculation were met, the common equity tier 1 took
account of the profit for the year net of the portion set

aside for dividends as per board decision.
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B. QUANTITATIVE INFORMATION

31/12/2014
A. Common Equity Tier 1 (CET1) Before application of the prudential filters 39,759
of which CET1 instruments subject to transitional provisions -6
B. Prudential CET1 filters (+/-) -
C. CET1 gross of deductible elements and the effects of the transitional regime (A+/-B) 39,759
D. Elements deductible from CET1 - 1,904
E. Transitional regime - Impact on CET (+/-) -6
F. Total Common Equity Tier 1 - CET1 (C-D+/-E) 37,849
G. Additional Tier 1 capital - AT1, gross of deductible elements and the effects
of the transitional regime 8,000
of which AT1 instruments subject to transitional provisions -
H. Elements deductible from AT1 -
I. Transitional regime - impact on AT1 (+/-) -
L. Total Additional tier 1 - AT1 (G-H+/-1) 8,000
M. Tier 2 capital - T2, gross of deductible elements and the effects of the transitional regime 12,000
of which T2 instruments subject to transitional provisions -
N. Elements deductible from T2 -
0. Transitional regime - impact on T2 (+/-) -
P. Total Tier 2 - T2 (M-N+/-0) 12,000
Q. Total Own Funds (F+L+P) 57,849

2.3 Capital adequacy

QUALITATIVE INFORMATION

The Shareholders’ Equity of the parent company amounted
to €57.9 million, compared to a weighted assets of 351

million, deriving almost exclusively from credit risk.

Based on Article 467, paragraph 2 of the RRC, imple-
mented by the Bank of Italy in Circular 285, the Bank has
adopted the option to exclude from capital, gains or los-
ses not related to exposures to the central administrations

classified as Financial Assets Available For Sale (AFS).

The effects of this exclusion on capital ratios are marginal.
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B. QUANTITATIVE INFORMATION

amOL\J,:I’I?ZISg/h iguire_
Categories / Values ments
31/12/2014 | 31/12/2014
A. RISK ASSETS
A.1 Credit risk and counterparty risk 1.799.310 298.803
1. Standard method 1.799.310 298.803
2. Method based on internal ratings - -
2.1 Base - -
2.2 Advanced - -
3. Securitisations - -
B. REGULATORY CAPITAL REQUIREMENTS
B.1 Credit risk and counterparty risk - 23.904
B.2 Risk of adjusting the value of the receivable - 1
B.3 Settlement risk - -
B.2 Market risk - -
1. Standard method - -
2. Internal models - -
3. Concentration Risk - -
B.5 Operational risk - 5.196
1. Basic method - 5.196
2. Standard method - -
3. Advanced method - -
B.6 Other calculation elements - -
B.7 Total prudential requirements 29.102
C. RISK ASSETS AND REGULATORY RATIOS - 363.771
C.1 Risk-weighted assets 363.771
C.2 Common Equity Tier 1 (CET1) / Weighted Risk Assets - 10,40%
(CET1 capital ratio)
C.3 Tier 1 capital / Risk-weighted assets - 12,60%
(Tier 1 capital ratio)
C.4 Total Own Funds / Risk-weighted assets - 15,90%

(Total capital ratio)
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PART H - TRANSACTIONS WITH RELATED PARTIES

With respect to payments made in 2014 to managers with
key responsibility, in addition to the fixed component of
their salaries, there is also a variable element linked to

reaching strategic objectives.

With reference to the fixed salary, there is both a
monetary element along with benefits which make up
the remuneration package such as additional pension,

health and accident policies.

More specifically, there are the following remuneration
entities (please refer to the accounting standard for the

definitions):

a. Short-term benefits
Short-term benefits include salaries, social security
charges, remuneration for former holidays not taken,
sick leave, paid holidays, and benefits such as

medical assistance;

b. Post-retirement benefits
The post-retirement benefits include social security

plans, pension plans and post-employment benefits.

1. Information on remuneration of key management

personnel

Key management personnel: payments amounted to

Euro 506 thousand in 2014.

2. Disclosure on transactions with related parties

a. Directors
Payments made to the Board of directors in 2014
amounted to Euro 363 thousand.
These payments do not include charges for social
security contributions and VAT.

No guarantees were issued in 2014 to directors.

b. Statutory auditors
Payments made to the Board of Statutory Auditors in
2014 amounted to Euro 84 thousand.
These payments do not include charges for social
security contributions and VAT.
No credit or guarantees were issued in 2014 to the

statutory auditors.

The transactions between Banca Sistema and the Group
companies were put in place in accordance with the
provisions of prevailing law on the basis of mutual cost-

effectiveness.

e Y Y Y N\
Type Asset Liability Revenue Costs
SF Trust Holding Ltd. 1,005 361 884 77
Candia S.P.A. 8,709 8 - 82
St.Ing. S.P.A. - 14 2 -
Corporate officers 1,384 1,141 6 9
Shareholders - SGBS - 19 1 -
Shareholders - Sof Luxco - 890 15 -
Shareholders - Fondazione Pisa - 25,682 1,697 224
Shareholders - Fondazione CR Alessandria - 480 - -
Shareholders - Fondazione Sicilia - 111 1 -
Total 11,099 28,705 2,606 392
. AN . AN J

The existing amounts refer to subjects with a considerable influence and are stated in thousands of Euros.
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PART | - PAYMENT AGREEMENTS BASED ON OWN EQUITY INSTRUMENTS

The Bank did not carry out any of these transactions during 2014.

Publication of amounts paid to Independent Auditors responsible for it, through suitable criteria, in order
In accordance with the provisions of art. 149 duodecies to reach a conclusion that provides the recipient

of the Consob Issuers’ Regulations, the table below with a degree of reliability in relation to that specific

shows the information on the payments made to the element.

independent auditors, KPMG S.p.A. and the companies 5. Tax consulting services.

belonging to its network for the following services: 6. Other services.
1. Auditing services including the following: The payments shown in the table for 2014 are those

2. Checking the annual accounts in order to make a which contractually include any indexing (but not also

out-of-pocket expenses, any regulatory contributions or

VAT).

professional judgement.
3. Checking the interim accounts.
4. Certification services including tasks with which  The payments made to any secondary auditors or parties
the auditor evaluates a specific element, where  belonging to the respective networks are not included as

the calculation is made by another party who is  per the cited provision.

e Y Y
Entit idi
Type of service iy prov.l ne Recipient Remuneration
the service
Independent Audit KPMG S.p.A. Banca Sistema S.p.A. 114
Limited half-yearly audit KPMG S.p.A. Banca Sistema S.p.A. 25
. N AN
Total 139

-166-



e

KPMG S.p.A. Telefono +39 02 6763.1
Revisione e organizzazione contabile Telefax  +39 02 67632445

Via Vittor Pisani, 25 e-mail it-fmauditaly@kpmg.it
20124 MILANO Ml PEC kpmgspa@pec.kpmg.it

(Translation from the Italian original which remains the definitive version)

Report of the auditors in accordance with articles 14 and 16 of
Legislative decree no. 39 of 27 January 2010

To the shareholders of
Banca Sistema S.p.A.

1 We have audited the consolidated financial statements of the Banca Sistema Group as at
and for the year ended 31 December 2014, comprising the statement of financial
position, income statement, statement of comprehensive income, statement of changes in
equity, statement of cash flows and notes thereto. The parent’s directors are responsible
for the preparation of these financial statements in accordance with the International
Financial Reporting Standards endorsed by the European Union and the Italian
regulations implementing article 9 of Legislative decree no. 38/05. Our responsibility is
to express an opinion on these financial statements based on our audit.

2 We conducted our audit in accordance with the auditing standards recommended by
Consob, the Italian Commission for Listed Companies and the Stock Exchange. Those
standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free of material misstatement
and are, as a whole, reliable. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
directors. We believe that our audit provides a reasonable basis for our opinion.

Reference should be made to the report dated 4 April 2014 for our opinion on the prior
year consolidated financial statements, which included the corresponding figures
presented for comparative purposes.

3 In our opinion, the consolidated financial statements of the Banca Sistema Group as at
and for the year ended 31 December 2014 comply with the International Financial
Reporting Standards endorsed by the European Union and the Italian regulations
implementing article 9 of Legislative decree no. 38/05. Therefore, they are clearly stated
and give a true and fair view of the financial position of the Banca Sistema Group as at
31 December 2014, the results of its operations and its cash flows for the year then
ended.

Societa per azioni
Capitale sociale
Euro 8.835.600,00 i.v.

Ancona Aosta Bari Bergamo Registro Imprese Milano e

Bologna Bolzano Brescia Codice Fiscale N. 00709600159

Catania Como Firenze Genova R.EA Milano N. 512867

Lecce Milano Napoli Novara Partita IVA 00709600159
KPMG S.p.A. & una societd per azioni di diritto italiano e fa parte del Padova Palermo Parma Perugia VAT number ITO0709600159
network KPMG di entita indipendenti affiliate a KPMG International Pescara Roma Torino Treviso Sede legale: Via Vittor Pisani, 25

Cooperative ("KPMG International “), entita di diritto svizzero Trieste Varese Verona 20124 Milano MI ITALIA



Banca Sistema Group
Report of the auditors
31 December 2014

4 The directors of Banca Sistema Group are responsible for the preparation of a directors’
report on the financial statements in accordance with the applicable laws and regulations.
Our responsibility is to express an opinion on the consistency of the directors’ report
with the financial statements to which it refers, as required by the law. For this purpose,
we have performed the procedures required by the Italian Standard on Auditing 001
issued by the Italian Accounting Profession and recommended by Consob. In our
opinion, the directors’ report is consistent with the consolidated financial statements of
the Banca Sistema Group as at and for the year ended 31 December 2014,

Milan, 20 February 2015

KPMG S.p.A.

(signed on the original)

Bruno Verona
Director of Audit
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