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1. INTRODUCTION

This “2018 remuneration and incentive policy in favour of the members of Strategic Supervision,
Management and Control Bodies, and the Personnel of BFF Group” (the “Policy”) has been

prepared in compliance with the provisions set out in Title IV, Chapter 2 of the Supervisory Rules™.

The Policy also transposes the provisions of delegated Regulations (EU) no. 604/2014 of the
Commission of 4 March 2014 supplementing directive 2013/36/EU of the European Parliament and
the Council with regard to regulatory technical standards with respect to qualitative and appropriate
quantitative criteria to identify categories of staff whose professional activities have a material

impact on an institution's risk profile, entered into force on 26 June 2014,

The Policy is updated and was approved with resolution of the Board of Directors of the Parent
Company on 28 February 2018, subject to prior exam of the Remuneration Committee, and
subsequently submitted to the approval of the Shareholders’ Meeting of the Parent Company on 5

April 2018, in compliance with legal and regulatory regime.

! The Policy contained in this Report is relating to financial year 2018, in accordance with the regime laid down in
art.123-ter of the TUF and scheme 7-bis of Annex 3A to the Issuers Regulation.
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2. GENERAL PRINCIPLES?

The Remuneration and incentive system of the BFF Group draws inspiration from the following

principles:

e Dbeing consistent with the objectives and business culture, the overall corporate governance

structure and internal controls, as well as prudent risk management policies and long-term

strategies;

e not creating conflict of interest situations;

¢ not discouraging, in the responsible bodies and departments, the control activity;

e attracting and retaining persons with professionalisms and skills adequate to the Group's

needs, valorising said persons through paths of professional growth;

e Dbasing behaviours on utmost diligence and correctness in relationships, in line with the
Group's values;

e identifying and guiding the achievement of objectives:

o linked to business results, appropriately adjusted to take account of risks,

o consistent with the levels of capital and liquidity required to cover the activities
undertaken,
o such as to avoid distorted incentives that may lead to an excessive risk taking for the

Group and the financial system as a whole.

In defining the remuneration policies, consideration was also given — in addition to size profiles and
operational complexity — to the Group's business model and the consequent risk levels to which the

same may be exposed.

The ultimate goal is to achieve, in the interest of stakeholders, remuneration systems, in line with
long-term business values, strategies and targets, linked to business results adjusted to take account
of the risks taken by the Group, and in particular the levels of capital and liquidity required to cover
the activities undertaken, so to avoid distorted incentives that may lead to regulatory breaches or an

excessive risk taking for the Group.

Z Legislative sources: Scheme 7-bis of Annex 3A to the Issuers Regulation, Circular no. 285, Section I, par. 5.
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3. DEFINITIONS

Chief Executive Officer:

The “management body” of the Parent Company, i.e. the
Board member to whom the Parent Company’s Board of
Directors delegated current management duties, intended as
implementation of the guidance resolved by the strategic
supervision function.

Meeting

Shareholders’ meeting

Bank, Parent Company or
Banca Farmafactoring:

Banca Farmafactoring S.p.A., parent company of the Banca
Farmafactoring Banking Group.

Intermediate Bank

According to the definition of par. 3, Section I, Chapter 2
(“Remuneration and incentive policies and practices”), Title
IV, First Part of the Supervisory Rules, the bank whose assets
are between 3.5 and 30 billion euro or the bank belonging to a
banking group whose consolidated assets are between 3.5 and
30 billion euro, which is not considered significant pursuant to
Regulation (EU) no. 1024/2013.

Discretionary pension

The benefit granted to the Personnel or limited groups of

beneficiary: personnel, on an individual or discretionary basis, excluding
the rights accrued under the pension system adopted by the
Bank or other Group companies for all employees.

Benefit The so called fringe benefits represent complementary

remuneration elements to the main remuneration. They
specifically consist in the granting of the use of goods and
services by the employer in favour of employees.

Corporate Governance Code

The Corporate Governance Code of listed companies prepared
by the Corporate Governance Committee set up by Borsa
Italiana S.p.A.

Board of Statutory Auditors

The “body with control functions”.

Control and Risk Committee:

The committee set up by the Board of Directors pursuant to
and to the effects of paragraph 2.3.3 of Section 1V, Chapter 1
(“Corporate Governance™”), Title 1V, First Part of the
Supervisory Rules and art. 7 of the Corporate Governance
Code.

Remuneration Committee:

The committee set up by the Board of Directors pursuant to
and to the effects of paragraph 2.3.4 of Section IV, Chapter 1
(“Corporate Governance”), Title IV, First Part of the
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Supervisory Rules and art. 6 of the Corporate Governance
Code.

Board of Directors

The “body with strategic supervision functions” of the Parent
Company, to which the Bank’s management functions are
entrusted, through, inter alia, the exam of and resolution on
business or financial plans of strategic transactions.

Circular no. 285 or Supervisory
Rules:

The 7" update of the Bank of Italy’s Circular no. 285 of
December 17, 2013 “Banking Supervisory Rules”.

Executives:

The managers of organizational units articulated or
characterised by a high professionality reporting to the Chief
Executive Officer or Senior Executives, contributing
significantly and with a broad autonomy to the achievement
of the objectives of the structure they belong to, or providing
qualified support/advisory to the Top Managers and the rest of
the organization. They may belong to the Most Significant
Personnel. Executives are identified through specific Board of
Directors resolution.

Corporate Control Functions:

The Corporate Control Functions, as defined in the Bank of
Italy regime in the matter of Internal Control System?, i.e. the
Internal Audit Function, the Risk Management Function, the
Compliance & AML Function and, for the purpose of the
current Policy — as indicated in the Circular n. 285 — the HR
B.U..

BFF Group or Group

The Banca Farmafactoring Banking Group.

Personnel:

The members of the bodies discharging strategic supervision,
management and control functions, as well as the Group
employees and collaborators.

Most Significant Personnel or
Risk takers:

Those whose professional activity has or could have a
significant impact on the Group risk profile, as identified
according to the criteria laid down in chapter 8.1 of the
Policy.

Stock Option Plan:

The Stock Option Plan approved by the Board of Directors of
8 July 2016 and the Meeting of 5 December 2016, as updated
by the Board of Directors of 29 March 2017.

Policy:

This Policy.

* See Bank of Italy Circular no.285
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“Risk Appetite Framework”, namely the framework which
defines — in accordance with the maximum risk that can be
taken, the business model and the business plan — the risk
appetite, tolerance thresholds, risk limits, risk management
policies and reference processes necessary to define and
implement them, even at Group level.

Remuneration:

Every form of payment or benefit paid, directly or indirectly,
in cash, financial instruments or fringe benefits, in exchange
for the provision of work or professional services rendered by
the Personnel to the Bank or other Group companies. The
main components of the Remuneration are:

e fixed component: predefined and certain Remuneration
component

e variable Remuneration component:

I. every payment or benefit the granting or disbursement
of which depends on the performance, howsoever
measured  (profit, volumes targets etc.), or other
parameters (e.g. retention period), excluding the
severance treatment as provided for by the general
regime on labour relations;

ii. discretionary pension benefits and arrangements on
payments for the early termination of the employment
relation or office (so called golden parachute).

Senior Executives:

Roles directly reporting to the Chief Executive Officer,
contributing in a significant way to the achievement of the
Group strategic objectives, belonging to the Most Significant
Personnel, usually managing significant HR and/or economic
budgets, in the context of formal delegations and proxies.
Senior Executives are identified by specific Board of
Directors resolution.

Subsidiary/ies:

The companies belonging to the BFF Group, excluding the
Bank itself.

By-Laws:

The Corporate By-Laws of the Bank.

T.U.LR.

Consolidated law on Income Taxes.
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4. LEGISLATIVE CONTEXT OF THE POLICY

Remuneration and incentive processes are a key element of the organisation and corporate
governance systems of banks, representing one of the main drivers through which it is possible to

achieve the stakeholders objectives.

The domestic and international legislative framework on remuneration policies in the banking
sector has, over the last decade, undergone a strong evolution, leading to a series of legal and
regulatory interventions on the topic; that process was mainly caused by the awareness of the need
to achieve a weighted balance between, on the one side, companies adopting remuneration
mechanisms that are adequate to retain and attract strategic resources for their growth but, on the
other side, these mechanisms shall, at the same time, be proportionate and consistent with the
results achieved by the company.

>4 as well

The content of Circular no. 285 dated 17 December 2013 ““Supervisory Rules for Banks
as being adopted on the basis of Articles 53 and 67 of the Consolidated Banking Law (“TUB”) and
Italian Ministerial Decree dated 27 December 2006, no. 933>, incorporates the provisions contained
in European Directive 2013/36/EU dated 26 June 2013 (hereinafter, the “CRD 47), and the
guidelines developed at international level (including those of EBA and FBS).

The provisions of Circular no. 285 are applied to the employment contracts of the Bank employees
and the relations with directors, statutory auditors and members of the supervisory body. The
Policy, which transposes said provisions, is binding for the Bank employees and directors, statutory
auditors and members of the supervisory body, by virtue of the acceptance of the office and the
obligations deriving therefrom. As a consequence, any amendment to the Policy and/or legislation —
even in the delays of the consequent and necessary amendments to the Policy — are applied to the
employment contracts of the Bank employees as well as to the relations with the relevant directors,

statutory auditors and members of the supervisory body.

* See First Section, Title IV, Chapter 2.

> Decree dated 27 December 2006, no. 933, issued with urgency by the Minister of Economy and Finance in its capacity
of Chairman of the CICR, in relation to capital adequacy, risk containment and public disclosure of banks and banking
groups, as amended by Decree dated 27 July 2011, no. 676, issued with urgency by the Minister of Economy and
Finance in its capacity of Chairman of the CICR, in relation to remuneration and incentive systems in banks and
banking groups in compliance with international guidelines and European regulations.

8
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In particular, in the case of the BFF Group, the regime of Circular no. 285 dedicated to Intermediate
banks is relevant, being the Bank eligible for said category for the purpose of the remuneration

regime.

In particular, the First part, Title IV, Chapter | of Circular no. 285, relating to remuneration and
incentive policies and practices, defines as Intermediate banks, those banks whose assets are
between 3.5 and 30 billion euro or the bank belonging to a banking group whose consolidated assets
are between 3.5 and 30 billion euro, which is not considered significant pursuant to art. 6(4) of the
RMVU®,

Based on the parameters included in the above definition, the Bank is accordingly, as mentioned,
eligible as Intermediate bank for the purpose of the application of the regime on remuneration and

incentive policies and practices ’.

Intermediate banks apply to all personnel the entire regime on remuneration and incentive policies
and practices of the Supervisory Rules; the provisions under Section Ill, par. 2.1, items 3 and 4, and
par. 2.2.1, apply to the Most Significant Personnel, with percentages and deferral and retention
periods at least equal to half of those specified therein, and increasing depending on the

characteristics of the bank and the banking group.

® Art. 6(4) of the RMVU: “The significance shall be assessed based on the following criteria:

i) size;

ii) importance for the economy of the Union or any participating Member State;

iii) significance of cross-border activities.

With respect to the first subparagraph above, a credit institution or financial holding company or mixed financial
holding company shall not be considered less significant, unless justified by particular circumstances to be specified in
the methodology, if any of the following conditions is met:

i) the total value of its assets exceeds EUR 30 billion;

ii) the ratio of its total assets over the GDP of the participating Member State of establishment exceeds 20 %, unless the
total value of its assets is below EUR 5 billion;

iii) following a notification by its national competent authority that it considers such an institution of significant
relevance with regard to the domestic economy, the ECB takes a decision confirming such significance following a
comprehensive assessment by the ECB, including a balance-sheet assessment, of that credit institution .

The ECB may also, on its own initiative, consider an institution to be of significant relevance where it has established
banking subsidiaries in more than one participating Member States and its cross-border assets or liabilities represent a
significant part of its total assets or liabilities subject to the conditions laid down in the methodology.

Those for which public financial assistance has been requested or received directly from the EFSF or the ESM shall not
be considered less significant. [...]”.

" The listing of the Bank did not determine a qualification as major bank for the purpose of the application of the regime
on remuneration and incentive policies and practices. The listing is in fact not included among the elements of the
definition of major banks contained in the section of Circular no. 285 dedicated to remuneration policies (section | par.
3 — while it is included among the elements of the different definition given for governance purposes by the same
Circular no. 285 in title IV, Chapter I, Section I).
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As concerns the EU regime, the CRD 4 contains specific principles and criteria which banks must
comply with in order to: i) ensure the correct development and implementation of remuneration
systems; ii) effectively manage possible conflicts of interest; iii) ensure that the remuneration
system takes appropriate account of current and future risks, the degree of capitalisation and levels
of liquidity of each intermediary; iv) increase the level of transparency towards the market; v)
strengthen the control action by Supervisory Authorities. Those goals are also accompanied by a
general containment of operating costs, with the purpose of not excessively limiting the autonomy
of banks and respecting the fundamental principle of proportionality.

Said regulation must be read jointly with the regulatory technical standards (RTS), issued by the
European Commission, upon EBA proposal, again in accordance with the CRD 4, which are

binding and directly applicable to all member states.

The regulatory technical standards (RTS) govern the identification process of the Most Significant
Personnel, so-called Risk takers, i.e. the categories of persons whose professional activity has or
may have a substantial impact on the Group's risk profile. To identify the “Most Significant
Personnel”, in fact, the rules defined by (EU) Delegated Regulation dated 4 March 2014, no. 604®
are applied; the identification process of Risk takers must allow the Group to graduate the
application of the entire remunerations regime based upon the actual capacity of the individual
corporate figures to affect the Group's risk profile.

Reference is also made to the guidelines issued by EBA (Guidelines - GL 2014/7 and 2014/8 dated
16 July 2014) which, in compliance with CRD 4, outline the data collection methods and reporting
schemes to be used by intermediaries to transmit information, relating to their remuneration
systems, to the national supervisory authorities which then take care of forwarding the same
information to the EBA.

In particular, those guidelines concern:

e the collection activity from all banks and investment companies of data on high earners, i.e.
persons whose total Remuneration amounts to at least 1 million Euros on a yearly basis (GL

2014/07, “Guidelines on the data collection exercise regarding high earners”);

® Delegated Regulation (EU), adopted on 4 March 2014 in accordance with Article 94 of the CRD 4 at the proposal of
the EBA, which supplements Directive 2013/36/EU of the European Parliament and Council as regards the regulatory
technical standards relating to qualitative and quantitative criteria adequate for identifying the categories of Personnel
whose professional activities have a substantial impact on the institution's risk profile.

10



Policy

BFF

COURTESY TRANSLATION

e the so-called benchmarking activity, aimed at monitoring and comparing remuneration

trends and practices — particularly of risk takers — in a sample of significant European

intermediaries, selected by the relevant supervisory authorities in accordance with the

representativeness criteria provided by EBA (GL 2014/08, “Guidelines on the remuneration

benchmarking exercise”).

The objectives set by EU and domestic legislation with reference to remuneration and incentive

policies are reflected in the identification of control systems mainly oriented at containing risks.

Those controls provide for the definition, within banks, of remuneration systems that, as well as

having to be aligned with business targets and values, long-term strategies and prudent risk

management policies, are characterised by incentive systems (based upon financial instruments or

linked to business performances) consistent with:

e the reference framework for determining the maximum levels of risk the Group intends to

take and, accordingly, upon which the remuneration can be linked;

e governance and risk management policies;

e capital and liquidity required to cover the activities undertaken.

11
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5. BANCA FARMAFACTORING BANKING GROUP

The Banca Farmafactoring Banking Group consists of the Parent Company, Banca Farmafactoring,

and its Subsidiaries.

The Parent Company exercises its direction and coordination powers in order to assure uniformity
to the overall system management, therein including the Group's Remuneration and incentive

system as set out in the Policy.

The Parent Company develops the Policy, which constitutes the document on Remuneration
policies for the entire Group, ensures its overall consistency, provides the guidance necessary for its

implementation and verifies its correct application.

The single members of the Group, however, remain responsible for complying with the regulations
directly applicable to them, for the correct implementation of the guidance provided by the Parent

Company and compliance with the Policy.

In case the Parent Company finds that the implementation of the Policy by the Subsidiaries is not
consistent with the guidance indicated or compliant with the applicable provisions, it encourages the

necessary amendments.

12
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6. GOVERNANCE OF THE REMUNERATION AND INCENTIVE SYSTEM

The Group, through adequate remuneration and incentive mechanisms, intends to encourage
business competitiveness attracting and retaining its talents, in respect of the principle of sound
and prudent management and to strengthen the company governance, ensuring that decisions are
taken independently, promptly and in an informed manner at an appropriate level, so as to avoid
conflicts of interest and ensure full disclosure as required by the relevant authorities.

Set out below are the roles of the corporate bodies and Corporate Control Functions of the Parent
Company, in the definition and implementation of the remuneration and incentive system, as laid

down by the Supervisory Provisions.

Meeting

In addition to its legal responsibilities, according to the By-Laws of Banca Farmafactoring, with

reference to remuneration policies, the Ordinary Meeting:

o determines the degree of remuneration to be payed to Directors, Statutory Auditors,

Independent Auditors entrusted with the audit engagement;

. approves remuneration and incentive policies in favour of the strategic supervision,

management and control bodies and the personnel;
o approves possible security-based remuneration plans;

o approves the criteria for determining the remuneration to be granted in the event of early
termination of the employment relation or early termination of the office, including therein
the limits set to that remuneration in terms of annuities of the fixed component and the

maximum amount deriving from their application;

. acknowledges, at least annually, a disclosure on remuneration and incentive policies adopted
by the Bank, and their implementation in accordance with the methods defined in the
Supervisory Rules. That disclosure contains the same information regarding Remuneration
and incentive systems and practices provided to the public, in compliance with the

provisions of Circular no. 285.

Furthermore, the regulatory provisions laid down in Circular no. 285 assign to the Meeting the

competence to approve the possible increase of the limit to the ratio between variable component
13
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and fixed component of the Remuneration from 1:1 up to a maximum of 2:1. Said competence
found its concrete implementation with the meeting resolution of 5 December 2016 through which
the proposal of the Board of Directors to increase the limit to the ratio between variable and fixed
Remuneration component from 1:1 up to a maximum of 2:1 except for the Personnel belonging to

the Control Corporate Functions, was approved.
The abovementioned meeting resolution, was adopted:
e in compliance with the qualified majorities required by Circular no. 285°;

e after completion of the preliminary consultation procedure provided for by the rules of
Circular no. 285%.

The approval resolution of the increase of the limit to the 2:1 maximum was sent to the Bank of

Italy within the deadline provided for in Circular no. 285,

Board of Directors

The Board of Directors:

o develops, submits to the Meeting and re-examines at least annually the Policy, and is
responsible for its correct implementation, ensuring that said policy is adequately

documented and accessible within the corporate structure;

. defines remuneration and incentive systems for the Chief Executive Officer, Directors vested
with specific offices, Senior Executives, Executives directly reporting to the Chief Executive
Officer, and also — with reference to the Parent Company — for the Heads of the Corporate
Control Functions of the same Parent Company. Particularly, the Board of Directors ensures
that said systems are compliant with the overall Bank decisions in terms of risks-taking,

strategies, long-terms objectives, corporate governance structure and internal controls;

® Circular no. 285 provides for the approval by the Meeting to require the favourable vote of at least two thirds of the
share capital represented at the Meeting, when the latter is constituted with at least half of the share capital, or, should
this not be the case, with the favourable vote of at least three quarters of the share capital represented at the Meeting,
regardless of the share capital with which the Meeting is constituted.

1% The procedure provides for the transmission to the Bank of Italy or the European Central Bank, at least 60 days prior
to the date for which the meeting resolution is scheduled, of the proposal intended to be submitted to the Meeting,
together with the relating indications and evidences to prove that the higher limit or limits, for the most significant
personnel or certain categories thereof, are not prejudicial to compliance with prudential rules and, in particular, that
concerning own funds requirements.

! Circular no. 285 provides that within 30 days of the date on which the Meeting adopted the resolution increasing the
limit, the same decision with indication of the limit/s approved for each concerned personnel category.

14



Policy BFF & COURTESY TRANSLATION

o defines remunerations at a Group level, and also — upon proposal of the Chief Executive
Officer — annual targets, and the related assessment, of: Senior Executives, Executives
directly reporting to the Chief Executive Officer, and the heads of the Group’s Corporate

Control Functions, in compliance with applicable regulations and this Policy;

o identifies, having heard the Remuneration Committee, the Bank and the Group managers, as

defined by the Stock Option Plan*?, beneficiaries of the same Stock Option Plan;

o grants stock options to the Group managers and Senior Executives, as defined by the Stock
Option Plan®?;

o determines the maximum number of Options to be granted overall to all beneficiaries,

pursuant to the Stock Option Plan, in respect of each tranche.

Chief Executive Officer

The Chief Executive Officer:

o submits to the Board of Directors the review proposals of the Policy;

o defines and approves the operative definition process of the criteria on which the
remuneration and incentive system shall be based, in compliance with what provided for in

the Policy;
. defines the Remuneration for:

o the Group Executives not directly reporting to the Chief Executive Officer;

o the remaining Bank personnel not included, in terms of Remuneration, among the

competence of the Meeting and/or the Board of Directors.

J defines for the Group's Subsidiaries, the remuneration systems not included among the
competences of the Parent Company’s Board of Directors and Remuneration Committee,

taking account of possible other limits pursuant to the reference applicable domestic

12 The Stock Option Plan defines as “managers”, “the managers of the Bank and its subsidiaries (including foreign
subsidiaries’ employees who qualify as senior executives or in any case with equivalent qualification, under the
applicable regulations, to that of manager) included in the relating payrolls as at the date on which they will be
identified as Beneficiaries”.

13 See note 8.

15
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regulations in force from time to time. In cases of possible non consistency between the
provisions of the Policy and the regulations of the Subsidiaries’ Countries, it preliminarily
acquires an opinion of the Compliance & AML Function for the purpose of solving the

regulatory dispute and fully execute the Policy;

o identifies the Bank and Group employees, beneficiaries of the Stock Option Plan who are
not Group managers and Senior Executives according to the relating definition contained in

the Stock Option Plan** and grants them with their options.

Remuneration Committee

The Remuneration Committee is a body with advisory and proactive function towards the Board of
Directors on remuneration and incentive policies of Personnel. The Remuneration Committee is
composed of three non-executive members of the Board of Directors, at least two of whom shall be
independent. The Chairman of the Remuneration Committee is identified from among independent

board members. The Remuneration Committee:

e has proposal duties on the remunerations of the personnel, whose remuneration and

incentive systems are defined by the Board of Directors, and

e has advisory duties regarding the determination of the remuneration criteria of the Most
Significant Personnel and in the matter of identification of the Bank and Group

“managersl5”, beneficiaries of the Stock Option Plan.
As part of those functions the Remuneration Committee:

a) contributes to the definition of the guidelines on the policies and principles in the matter of
Remuneration as contained in the Policy to be submitted for approval to the Meeting, in

accordance with the provisions of Circular no. 285;

b) expresses proposals and/or opinions to the Board of Directors on the Remuneration of the
following persons (i) the Chairman of the Board of Directors, (ii) the Chief Executive
Officer, and the other directors holding particular offices and/or mandates (therefore
including Committee members), including the setting of the performance targets linked to

the variable Remuneration component of executive directors, (iii) Senior Executives, (iv)

14 See note 8.
1> See note 8.

16
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d)

9)

Executives directly reporting to the Chief Executive Officer, and (v) the heads of the
Parent Company’s Control Corporate Functions.

Opinion and proposals are expressed taking account, inter alia, of the following parameters:
—  the materiality of the responsibility in the corporate organisational structure;
—  the achievement of specific targets previously identified by the Board of Directors;
- possible requirements imposed by regulations,

and, for individuals other than the heads of the Parent Company’s Control Corporate

Functions, also of the following parameters:
- impact on the company results;
— economic results achieved by the Bank;

expresses to the Board of Directors non-binding opinions and proposals on the adoption
(and possible subsequent integration) of possible incentive plans (stock option, stock grant,
“dispersed ownership” etc.), the targets linked thereto, as well as the assessment criteria of

their achievement;

expresses to the Board of Directors opinions in the matter of determination of indemnities
to be paid in case of early termination of the employment or cessation of the office (so
called golden parachutes); assesses the possible effects of the termination on the rights
granted in the context of security-based incentive plans;

directly oversees the correct application of the rules relating to the Remuneration of the
heads of the Control Corporate Functions, in close cooperation with the Board of Statutory
Auditors;

takes care of the preparation of the documents to be submitted to the Board of Directors on
occasion of meetings called to discuss remuneration-related topics, in particular, prepares

the Report, in accordance with the deadlines provided for its presentation at the Meeting;

examines the vote expressed by the Meeting on the Report drafted pursuant to art 123-ter
of the TUF*®, and submits the relating analysis to the Board of Directors;

18 Art. 123-ter of the TUF: “(Omissis). The first section of the remuneration report illustrates:
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h)

)

K)

cooperates with the other internal committees of the Board of Directors, in particular with
the Control and Risk Committee, on matters concerning remuneration and incentive
policies; the Control and Risk Committee, in turn, examines, in coordination with the
Remuneration Committee, whether incentives provided by the remuneration system are

consistent with the RAF, also with the possible support of the Risk Management function;

assures the involvement of the competent corporate functions, each for the relating
competences, (HR, Group Planning & Control, Risk Management, Compliance & AML
and Internal Audit) in the preparation and control process of remuneration and incentive

policies and practices;

expresses itself, also using the information received from the competent corporate
functions, on the achievement of the performance targets to which incentive plans are linked

and on the verification of the other conditions set for the payment of remunerations;

periodically assesses the adequacy, overall consistency and correct application of the
Remuneration Policy as regards directors, Senior Executives, Executives not directly
reporting to the Chief Executive Officer, and the Corporate Control Functions, using in this
letter respect the information provided by the Chief Executive Officer and expresses

proposals on the matter to the Board of Directors;

monitors the application of the decisions adopted by the Board of Directors on the basis of
the proposals submitted by the same Committee in the matter of Remuneration, verifying,

in particular, the actual achievement of performance targets;

monitors the evolution and application over time of the incentive plans approved by the
Board of Directors;

provides an adequate feedback on the activity carried out thereby to the corporate bodies,
to be rendered in accordance with the applicable regulations. In particular, through the
Chairman of the Committee or another member designated thereby, reports to the Meeting

called to approve the annual financial statement on the exercise modalities of its functions;

a) the company's policy on the remuneration of the members of the administrative bodies, general managers
and managers with strategic responsibilities with reference to at least the following year;
b) the procedures used to adopt and implement this policy. (Omissis)”
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0) carries out the other duties possibly entrusted by the Board of Directors with specific

resolutions.

No director attends the meetings of the Remuneration Committee where proposals to the Board of

Directors relating to his or her remuneration are expressed.

In case the Board of Directors has not determined the annual expense budget available to the
Committee for the performance of its activities, the Committee will submit an approval request of

the relating expense items to the Board of Directors.

Control and Risk Committee

The functions of the Control and Risk Committee include that of verifying that incentives
underlying the Group's remuneration system are consistent with the maximum level of risk the

Group intends to take.

In exercising said function, it cooperates with the other internal committees of the Board of
Directors, specifically with the Remuneration Committee. The Control and Risk Committee
reviews, in coordination with the Remuneration Committee, whether the incentives provided by the
Remuneration system are consistent with the RAF, also with the support of the Risk Management

function.

Corporate Control Functions

Corporate Control Functions, each to the extent of competence, ensure, among other things, the
compliance and adequacy of the remuneration policies adopted by the Group with the existing

regulations as specified below.

The Compliance & AML Function verifies that the company’s reward system is consistent with the
objectives of compliance with the rules, the By-Laws, as well as any codes of ethics or other
standards of conduct applicable to the Bank, so that legal and reputational risks inherent particularly
in the relationships with customers are assessed and limited, and informs the Chief Executive
Officer, the Remuneration Committee and, in the context of periodic reports, the Board of Directors
and Board of Statutory Auditors thereof. The Meeting is informed of said findings through the

Board of Directors.

The Compliance & AML Function further verifies that Subsidiaries fully and correctly implement

the Policy, assessing possible further limits imposed by local regulations. Should any conflict
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emerge with the local regulations, the Compliance & AML Function provides an opinion to the
Chief Executive Officer on the solution of the legislative conflict, and identifies the operating

solutions capable of correctly implementing the Policy.

The Risk Management Function verifies the achievement of the gate to access the variable
remuneration component and consistency of the incentive system with risk management

methodologies.

The Internal Audit Function verifies at least annually, compliance of the Remuneration practices
with Remuneration and incentive policies, in particular, on the basis of the Audit Plan, developed
with a risk-based logic. The findings of the verifications conducted are disclosed to the Meeting.
The Internal Audit Function also collaborates with the HR B.U. in the activation of the malus and
claw-back mechanisms carrying out the necessary investigations and analyses upon request of the
HR B.U. or the Chief Executive Officer, for the establishment of facts that may entail the activation

of malus or claw back mechanisms.
HR B.U.

The HR B.U.:

e applies the provisions contained in the Policy translating them under an operational point of
view, within the limits provided for by the office and delegations granted;

e ensures the correct application of Remuneration and incentive system criteria and

parameters within the Group;

e performs benchmark analyses on the reference labour market and the fairness analyses

within the company in order to determine:
0 review proposals of the Policy

o review of the remuneration and incentive system in terms of instruments, modalities,

operational mechanism and parameters adopted by the Bank

e coordinates the identification and definition process of the Most Significant Personnel,

according to the process described under chapter 8 below;
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provides support to the Remuneration Committee, and where appropriate, to the Control

and Risk Committee;

monitors the legislative evolution in labour-law related matters and the regime on the

remuneration system;

launches the verification process on the malus and claw back conditions with the support of

the Internal Audit Function for the appropriate assessments.
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7. CORPORATE BODIES, SUPERVISORY BODY AND REMUNERATION
COMMITTEE

The remuneration system of corporate bodies is based upon compliance with existing regulations,
inclusive of regulatory provisions in the matter of policy and practices issued by the Bank of Italy.
7.1  DIRECTORS

All Directors

e receive a remuneration set by the Meeting in addition to the refund of costs actually
incurred in the exercise of their functions, as well as, where resolved, a remuneration linked

to possible offices held in the context of board committees;

o for those who are Chairmen of Committees and their members, a remuneration may be
determined by the Board of Directors pursuant to Art. 2389, third paragraph of the Italian
Civil Code;

e have a “civil liability” insurance policy, the cost of which is paid by the Bank.

Except for what provided for the Chief Executive Officer, under no circumstances Directors are

recipients of a variable remuneration component.

The information on the remunerations paid to Directors are set out in part H of the Notes to the
annual Financial Statements as part of the information on the remuneration of managers with

strategic responsibilities.

Chairman of the Board of Directors:

The Chairman of the Board of Directors receives a fixed component established by the Board of
Directors in accordance with Art. 2389, third paragraph of the Italian Civil Code determined in

advance and consistent with the office entrusted thereto.

Chief Executive Officer

The Chief Executive Officer receives:

e a fixed component consisting of a remuneration established by the Board of Directors in
accordance with Art. 2389, third paragraph of the Italian Civil Code, and a Benefit package;

e avariable Remuneration component including:
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o] in incentive plan linked to the achievement and exceeding of the economic target
identified in the budget, adjusted for risk as indicated in the RAF, as well as to the

maintaining of the minimum standards of regulatory capital and liquidity;
O  options granted under the Stock Option Plan;
0  golden parachute, including a non-competition covenant.
To the aforementioned variable component the following shall apply:

v' the limits provided for by Circular no. 285 in terms of ratio between fixed and variable

component and balance between cash and financial instruments;
v malus and claw back mechanisms as per chapter 8.2 below.

Independent directors®’

Independent directors, as the other directors, receive the remuneration set established the Meeting
for all directors in addition to the refund of expenses actually incurred in exercising their functions.
No further remuneration is provided for, except for that granted due to the offices held within board

committees.
7.2  STATUTORY AUDITORS
Statutory Auditors:
e receive a remuneration established by the Meeting;

e do not receive any variable Remuneration component or linked to the results of the Bank, or

the Group;

e have a “civil liability” insurance policy, the cost of which is paid by the Bank.

Furthermore, the Chairman of the Board of Statutory Auditors receives an addition remuneration

determined by the Meeting.

The information on remunerations paid to Statutory Auditors are set out in part H of the Notes to
the Financial Statement as part of the information on the remuneration of managers with strategic

responsibilities.

7 Independent directors are those members of the Board of Directors who possess the independency requirements laid
down in art. 148, subsection 3, of the TUF, and/or art. 3 of the Corporate Governance Code, save where otherwise

provided for by the law..
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7.3 SUPERVISORY BODY SET UP PURSUANT TO LEGISLATIVE DECREE NO. 231/2001

The members of the Supervisory Body who are not employees of the Group receive a fixed
remuneration established by the Board of Directors, based upon market conditions and the
responsibilities accepted, in guarantee of the independence and autonomy of the function and the

diligent performance of the office.

The members of the Supervisory Body who are employees of the Group, instead, receive no

remuneration for the office.

The members of the Supervisory Body under no circumstance can receive a variable Remuneration

component linked to the Group results.
7.4 REMUNERATION COMMITTEE AND OTHER BOARD COMMITTEES

The chairman and members of the Remuneration Committee and other board committees may
receive an additional remuneration pursuant to art. 2389, third subsection of the Italian Civil Code,

determined by the Board of Directors for those offices.
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8.

ADOPTION AND CONTROL PROCESS OF THE POLICY™

Adoption process of the Policy

The Parent Company adopts the Policy setting out the Remuneration policies for the entire Group

through the following process which takes place at least annually.

a)

b)

d)

The HR B.U. prepares the Policy text. The Policy preparation process also provides for the

involvement:

v' of the Risk Management Function which provides support in the identification of the
Most Significant Personnel providing indications relating to the current and
prospective risk profile in line with the RAF, also at consolidated level. Furthermore,
it proposes the founding parameters of the incentive system and verifies compliance

with the access gates to the variable component;

v' the Organization, ICT & HR Department which provides support in the
identification of the Most Significant Personnel providing indications relating to the
current and prospective risk profile in line with the regulations in the matter of duties

of corporate structures and corporate procedures.

Once the Policy is drafted, the Compliance & AML Function verifies it and expresses
possible observations. In this case, the HR B.U. transposes the observations of the
Compliance & AML Function, updates the Policy text accordingly and resubmits it to the
Compliance & AML Function which, after a further verification, if there are no further
observations, attests the compliance thereof with the applicable legislation by issuing a

compliance note.

The HR B.U. then transmits the Policy, together with the compliance note, to the

Remuneration Committee.

The Remuneration Committee reviews the Policy and expresses possible observations. In
this case, the Policy is retransmitted to the HR B.U. which, with the support of the
Compliance & AML Function, transposes the observations of the Remuneration Committee,
taking care of updating the Policy which is then retransmitted to the Remuneration
Committee. The Policy is submitted, for the verifications of competence, to the Internal

18 egislative references: art. 123-ter TUF, Scheme 7-bis of Annex 3A to the Issuers Regulation.
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Audit Function, which provides a specific report. If there are no further observations, the
Remuneration Committee submits the Policy to the Board of Directors for its approval.

e) The Board of Directors in turn resolves to submit the Policy to the approval of the Meeting.

f) The Meeting resolves the approval of the Policy.

Application and implementation control process of the Policy

The HR B.U. is the corporate structure in charge for applying the content of the Policy through HR

management instruments, assuring its implementation at Group level.

The control exercised by the Company Control Functions is an additional