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INTRODUCTION

This Report is drafted in the context of the information required pursuant to Article 123-ter of Legislative
Decree 1998 No. 58 of the TUF and Article 84-quater of the Issuers' Regulation.

The Report is structured in two sections, according to the provisions of Scheme 7-bis of Annex 3A to the

Issuers' Regulation,
The first section contains the Policy.
The second section is composed of the Remuneration Report, which, in turn, is divided into two parts:

1.1.1ai.la.l. the first part provides information on the implementation of the 2018
incentive remuneration policy for the members of the Strategic Supervision Bodies,
Management and Control, and Group Personnel. In this context, the disclosure pursuant
to Article 114-bis of the TUF is provided with reference to the incentive plans based on

Financial Instruments;

1.1.1ai.l.aii. the second part illustrates, in an analytical way, the compensation paid in
2018 to the members of the administrative and control bodies and to the other managers
with strategic responsibilities, provided for by the relevant legislation. In this context, the
information required by Article 84-bis, paragraph 5 of the Issuer Regulation is also
provided, through Table no. 1, Schedule 7, Annex 3A of Regulation No. 11971/1999.

The *“definitions” in the Policy are used throughout the Report.

1 In particular, Annex 3A, scheme 7-bis to the Issuers Regulation allows for fulfilment, in a single
document, of the obligations laid down in article 123-ter of the TUF and Supervisory Remuneration Rules.
Considering the relevant legislation, additional information on Risk takers is included in the report, in aggregate,
without the scope of the cited article of the TUF.
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SECTION |

2019 REMUNERATION AND INCENTIVE POLICY IN FAVOUR OF THE MEMBERS
OF STRATEGIC SUPERVISION, MANAGEMENT AND CONTROL BODIES, AND
THE PERSONNEL OF BANCA FARMAFACTORING BANKING GROUP

1. PREAMBLE: MAIN INNOVATIONS

Compared to the 2018 version, the Policy? presents changes in content and form, made with a
view to continuous improvement.
Following the updating of the Remuneration Supervisory Provisions, the following main changes
were introduced in the Policy.

I.  the definitions of Remuneration and Variable Remuneration have been updated and the

definition of Fixed Remuneration has been introduced;

ii. the HR and Organizational Development BU is no longer included in the definition of

“Corporate Control Functions’;

iii. the figure of the Chief Reporting Officer has been introduced, whose Variable
Remuneration is subject to the rules applicable to the members of the Corporate Control
Bodies, except for the limit of one third in the relationship between Variable and Fixed

Remuneration; its Remuneration is very limited;

iv. they were excluded from the 2:1 limit between Variable Remuneration and Fixed

Remuneration:

a) non-competition clauses, for the portion that, for each year of the term of the

agreement, does not exceed the last year of Fixed Remuneration;

b) any amounts recognised for the settlement of a current or potential dispute, if
equal or lower than the average risk of the case calculated according to the criteria
established by law.

v. the amounts recognised as non-competition agreements, for the portion that does not

exceed the last year of Fixed Remuneration, have been excluded from the application of

2 The Policy in this report concerns the 2019 financial year, according to the guidelines by article 123-ter of
the TUF and the Scheme 7-bis of Annex 3A to Issuers' Regulations. In particular, this Scheme provides that the
report should state "any changes in remuneration policy with respect to the previous financial year".
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Vi.

the limits on quali-quantitative criteria for quantification, balancing of cash/financial

instruments, deferment, retention.

Variable Remuneration of the Chief Executive Officer, Senior Executives and Executives
who report directly to the Chief Executive Officer is subject to stricter rules than those
established by the Policy regarding deferral and balancing between cash instruments and

financial instruments when it is of ““particularly high” amount;

Main innovations are the following:

liquidity and capitalization limits beyond which the MBO (so-called gate) is allowed
have been prudently raised to the level of c.d. “Risk tolerance” set by the Board of
Directors within the RAF?, i.e. above the regulatory minimum and levels set by the
Supervisory Authority following the outcome of the SREP process, consistent with the

operations of the Bank.

Through the application of a multiplier mechanism, MBO disbursement also remains
subject to compliance with a profitability parameter linked to the achievement of the
Group's economic objective, which can only be waived on the basis of predetermined
criteria and the outcome of a decision-making process including an opinion by the

Remuneration Committee and a determination by the Board of Directors.

some specifications have been introduced to monitor the effectiveness of the retention
period: in particular, was clarified that the sale of Financial Instruments during this period
may involve the activation of malus and claw back mechanisms and, for Employees,

disciplinary proceedings pursuant to art. 7, Law of May 20, 1970, No. 300.

There was also a formal review, mainly aimed at simplifying the text, in order to provide clear

and easily accessible information as possible.

3

“Risk tolerance” is “the maximum deviation from the permitted risk appetite”; the tolerance threshold is

set so as to ensure in any case the Group sufficient margins to operate, even under stress conditions, within the Risk
Capacity).
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2. GENERAL PRINCIPLES*

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

principles:

Vi.

being consistent with the objectives and business culture, the overall corporate

governance structure and internal controls;
not creating conflict of interest situations;
not discouraging, in the responsible bodies and departments, the control activity;

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

needs, valorising said persons through paths of professional growth;

basing behaviour on utmost diligence and correctness in relationships, in line with the

Group's values;
identifying and guiding the achievement of objectives:
a) linked to business results, appropriately adjusted to take account of risks,

b) consistent with the levels of capital and liquidity required to cover the activities

undertaken,

c) 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 to the:

Group’s size profiles and operational complexity;

Group's business model and the consequent risk levels to which the same may be

exposed.

4

Legislative sources: Scheme 7-bis of Annex 3A to the Issuers' Regulation according to which the report

should specify, inter alia, “its purposes pursued with the remuneration policy and the underlying principle”.
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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 1V, 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.

Excluded Benefit

Monetary allocations excluded from the concept of
Remuneration, since (i) marginal value, (ii) non-
discretionary, (iii) falling within a general policy of the
Bank and (iv) do not affect the Bank's risk profile. These
conditions must exist jointly so that an Excluded Benefit
can be identified.

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

10
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Claw Back

The total or partial refund of the Variable Remuneration

already received.

Corporate Governance Code

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

Code of Ethics

The code of ethics adopted by the Group.

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 IV, 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 1V,
Chapter 1 (““Corporate Governance™), Title 1V, First Part
of the 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.

Capital requirements directive
(CRD 1V)

EU Directive 2013/36/EU of 26 June 2013.

Chief Reporting Officer

The Chief Reporting Officer for the preparation of the
company’s financial statements pursuant to article 154-
bis of the TUF.

11
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Supervisory Rules

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

Supervisory Remuneration
Provisions articles 53 and 67 of the TUB and the Ministerial Decree

The 25th update on 23 October 2018 of Supervisory
Provisions, assimilating the CRD 1V, issued pursuant to

of 27 December 2006, no. 933

EBTDA  Risk  Adjusted | capital targets defined in the RAF and in accordance with
(EBTDA R4

such performance parameter is defined as EBTDA
adjusted on a correction mechanism which takes account

of the risks taken by the Group, in consistency with the

the strategic/budget plan, at the beginning of the
reporting year. This according to the following formula:
EBTDA RA = EBTDA (RWA M * TCR Target * Ke)®.

Executives contributing

The managers of organizational units articulated or
characterised by a high professionalism reporting to the
Chief Executive Officer or Senior Executives,

significantly and with a broad autonomy to the
achievement

of the objectives of the structure they belong to, or

5

Where:

EBTDA: profit from current operations gross of income taxes (Item 290) with the exclusion of net
value adjustments on tangible assets (Item 210), net value adjustments on intangible assets (Item 220) and
income statement items that are offset from corresponding changes in equity (for example, loss on
exchange rates and costs related to Stock Option Plan);

RWA M: the average in the year of total risk-weighted assets, on an single company and
Group basis, established on the average of end-month RWA, calculated by the Planning, Administration
and Control Department on the basis of monthly accounting closings and through the replication of
prudential planning activities required for quarterly supervisory reports;

TCR Target: without a subordinated eligible Tier 2, consists of the risk appetite threshold
defined for the Total Capital Ratio (15%). In case of existence of a subordinated eligible Tier 2,
the TCR Target value to be applied in the formula is equal to the difference between 15% and the
percentage of Tier 2 over the Group’s Total Capital;

Ke: cost of capital is set at 10%.

12
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providing

qualified support/advisory to the Top Managers and the
rest of the organization. They may belong to the Risk
Takers. Executives are identified through specific Board

of Directors resolution.

Compliance & AML Function

The corporate function to manage the risk of non-
compliance with legislation, as well as to control the risk

of money laundering and terrorist financing.

General Counsel Function

The corporate function of legal support to the Chief

Executive Officer and other corporate structures.

Internal Audit Function

The corporate internal audit function.

Risk Management Function

The corporate risk control function.

Corporate Control Bodies

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

BFF Group or Group

The Banca Farmafactoring Banking Group.

The loss of entitlement to payment of the variable

Malus . i

remuneration, not yet perceived.

The incentive system, for the Chief Executive Officer
Management By Objective and Employees, which provides for a possible payment
(“MBO”) of annual incentive proportional to the annual gross

remuneration.

The members of the bodies discharging strategic
Personnel

supervision, management and control functions, as well

6

See Supervisory Remuneration Provisions.

13
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as the Group employees and collaborators.

Relevant Personnel
Board of Directors

of

the

The Personnel whose remuneration and incentive
systems, annual targets and its evaluation are defined by
the Board of Directors, namely:

(i) the Chief Executive Officer;

(i) Directors who perform special functions;

(iii) Senior Executives of the Group;

(iv) Executives who are directly reporting to the CEO;

(v) Managers of Corporate Control Functions.

Employees

The employees of the Group.

Stock Option Plan

The Stock Option Plan originally approved by the
Meeting of 5 December 2016.

Policy

This Policy.

Policy 2018

The “remuneration and incentive policy in favour of the
members of Strategic Supervision, Management and
Control Bodies, and the Personnel of BFF Group”
approved by the Meeting on 5 April 2018.

RAF

“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.

Issuers’ Regulations

CONSOB Regulation n0.11971/1999

Report

This annual report on 2019 remuneration drafted within
the information required in accordance with art. 123-ter
of the TUF and article 84-quarter of the Issuers'
Regulations.

Remuneration

Every form of payment or benefit paid, including any

accessory items (so-called allowances), directly or

14
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indirectly, in cash, financial instruments or services or
goods in kind (fringe benefits), in exchange for the
provision of work or professional services rendered by
the Personnel to the Bank or other Group companies,
except the Excluded Benefits.

Fixed Remuneration

A stable and irrevocable remuneration, determined and
paid on the basis of established and non-discretionary
criteria — such as, in particular, levels of seniority and
responsibility — that do not create incentives for taking

risk and are independent of Bank performance.

Variable Remuneration

(i) Remuneration whose recognition or which payment
may change in relation to performance, however
measured (income targets, rates, etc.), or other
parameters (eg. assignment period), excluding the
severance entitlements laid down by the general standard
for working relations and compensation failure to give
notice, when their amount is established in accordance
with the law and within the limits set therein.

(ii) Discretionary pension benefits and amounts agreed
between the Bank and the Personnel in view or for the
early termination of the employment relationship or for
the early termination of Office, regardless of title, legal
status and the economic rationale for which they are
recognised. Among these amounts, those recognised as a
non-competition clause or under an agreement in the
resolution of an actual or potential dispute are
recognised, regardless of the Forum where it is reached.
(iii) The carried interest, as qualified by the provisions
regarding compensation and incentive policies and
practices in the field of asset management, implementing
directives 2009/65/EC (so called UCITS) and
2011/61/EU (AIFMD).

(iv) Any other form of remuneration which is not

uniquely qualified as fixed remuneration, except the
Excluded Benefits.

Risk Takers

Individuals whose professional activities have or can
have significant impact on the risk profile of the Group,

as identified in accordance with the criteria established in

15
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Chapter 7 of this Policy.

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 Risk Takers,

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.

Financial Instruments

The Bank's financial instruments with which is paid part
of the variable remuneration to Risk Takers.

The level of annual budgeted EBTDA™* approved by the

EBTDA™ Target Board of Directors for the relevant year
The Consolidated law on banking and lending under
TUB Legislative Decree No. 385 of 1 September 1993, as
amended.
The Consolidated Law on Financial Intermediation under
TUF Legislative Decree No. 58 of 24 February 1998, as
amended.
T.U.LR. Consolidated law on Income Taxes.

Commercial B.U.

The organizational unit responsible for managing the
Bank's business through the development of relationships
with new customers and relationships with existing

customers.

Organization and Legislation
B.U.

The organizational unit with the task of ensuring, on the
one hand, the development of the Bank's organizational
model, in line with the guidelines set out by the Chief

Executive Officer, and, on the other hand, the constant

16




BFF

updating of national and Government legislation of the

Group.

HR and Organizational
Development B.U.

The organizational unit with the task of managing and
developing Group's HR according to the guidelines laid
down by the Chief Executive Officer.

Planning and Control B.U.

The organizational unit with the task of ensuring an
appropriate disclosure of corporate economic events
through the performance of accounting processes aimed
at reporting; that unit also performs the task of the
Group's economic planning/management periodic asset,
and supervises and monitors the achievement of

budget/business plan through management reporting.

Strategy and Projects B.U.

The organizational unit with the task of managing the
development projects of its direct responsibility and

monitor the project portfolio of the Bank and the Group.

Company bonus (VAP)

Corporate Award based on the national collective
agreement applied for middle managers and personnel of
professional areas of credit, financial and securities

enterprises.

17
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4. LEGISLATIVE CONTEXT OF THE POLICY

The main regulatory framework for defining compensation and incentive processes of the Group

consists of the supervisory remuneration provisions’.

For the purposes of supervisory remuneration provisions, the Bank falls within the category of

intermediate banks?.

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 Risk Takers, 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.

As concerns the EU regime, the CRD IV 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;

7 See Section One, Title 1V, Chapter 2.

8 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. 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 [...]”.
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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 Risk Takers,
so-called Risk takers. In fact, the rules defined by (EU) Delegated Regulation dated 4 March
2014, no. 604 are applied®.

Reference is also made to the guidelines issued by EBA (Guidelines - GL 2014/7 and 2014/8
dated16 July 2014) which, in compliance with CRD 1V, 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 ™.

Supervisory Remuneration Provisions establish for banks and banking groups an organic
discipline on remuneration practices and policies. They define overall limits that are more
stringent than the corresponding provisions in the Corporate Governance Code to which the
Bank adheres. Therefore, in the matter of remuneration practices and policies, the Supervisory

9 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 In particular, those guidelines concern:

. 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”);

. the so-called benchmarking activity, aimed at monitoring and comparing remuneration trends
and practices — particularly of risk takers —ina 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™).
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Remuneration Provisions are applied, which absorb and replace the provisions in the Corporate

Governance Code.

5. GOVERNANCE OF THE REMUNERATION AND INCENTIVE SYSTEM

The Bank draws up the Policy, which constitutes the report on the overall Group remuneration
policies, ensures the overall coherence, establishes the necessary Guidelines for its

implementation and verifies the proper enforcement.

Subsidiaries are responsible for complying with these laws directly applicable, the proper

implementation of guidelines provided by the Bank and compliance regarding the Policy.

In cases of non-conformity between the Policy and the legislation of the countries of the
subsidiaries, the CEO shall first obtain the opinion of the Compliance & AML Function in order

to resolve the conflict of laws and implementing the Policy.

Whether the Bank finds that Policy implementation by the Subsidiaries is inconsistent with the
guidelines, which it dictated, or comply with the legal regulations, calls for appropriate

adjustments, if required, by removing the defaulting administrative bodies.

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.

51  MEETING

With reference to remuneration policies, the Ordinary Meeting:

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

Independent Auditors entrusted with the audit engagement;
ii.  approves this Policy;
iii.  approve any remuneration plans based on Financial Instruments;

iv.  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;
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v. 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.

vi.  approves the possible increase of the limit to the ratio between variable component 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 Bodies, was approved.
The aforementioned meeting resolution, was adopted:

a) in compliance with the qualified majorities required by Supervisory Remuneration

Provisions™;
b) after completion of the preliminary consultation procedure provided for by the
rules of Supervisory Remuneration Provisions *2.
52  BOARD OF DIRECTORS
The Board of Directors:
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;

11 Supervisory Remuneration Provisions provide for the approval by the Meeting to require the favorable 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 favorable 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.

12 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.
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5.3

defines remuneration and incentive systems for the relevant Personnel of the Board of
Directors. In particular, approves the entire remuneration package of the Chief Executive

Officer, including the opportunity to assign stock options to the same;

is in charge of administering the Stock Option Plan providing, inter alia, with:

a) determining the maximum number of Options to be granted overall to all
beneficiaries, pursuant to the Stock Option Plan, in respect of each tranche;

b) identifying beneficiaries of each tranche as regards the Relevant Personnel of the

BoD;

ensures that compensation and incentive systems are consistent with the Bank's overall
choices in terms of risk-taking, long-term strategies, targets, governance structure and

internal auditing.

CHIEF EXECUTIVE OFFICER

The Chief Executive Officer:

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

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:
a) the Group Executives not directly reporting to the Chief Executive Officer;

b) the remaining Bank Personnel not included, in terms of Remuneration, among the

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

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

regulations in force from time to time;

identifies the beneficiaries of the Stock Option Plan and the number of stock options to be
assigned to those who are not part of the Relevant Personnel of the BoD, as established by

22



BFF

the Stock Option Plan, also performing administrative activities of this latter demanded by
the Board of Directors or pursuant to the same plan.

54 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.
As part of those functions the Remuneration Committee:
I.  contributes to the definition of the General Principles as contained in Chapter 2 above;

Ii.  expresses proposals and/or opinions to the Board of Directors on the Remuneration and
the performance targets linked to the Variable Remuneration of the Relevant Personnel of

the Board of Directors;
Iii.  expresses to the Board of Directors:

a) 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;
b) opinions and proposals on identifying Risk Takers;

c) 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;

iv.  directly oversees the correct application of the rules relating to the Remuneration of the
heads of the Control Corporate Functions (i.e. HR and Organizational Development BU

and Chief Reporting Officer), in close cooperation with the Board of Statutory Auditors;

v. 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,
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Vi.

Vii.

viii.

Xi.

Xil.

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™3, and submits the relating analysis to the Board of Directors;

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 the relevant Personnel of the Board of Directors 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;

13

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

xiv.  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.

5.5 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.

5.6 CORPORATE CONTROL BODIES

Corporate Control Functions, each to the extent of competence, ensure, among other things, the
compliance and adequacy of the Policy 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
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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 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, including EBTDA ™ results 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
and the Board of Directors. 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.

5.7 CHIEF REPORTING OFFICER

The Chief Reporting Officer is a subject whose Variable Remuneration, as responsible for the
preparation of corporate accounting documents, is subject to the rules applicable to the members
of the Corporate Control Bodies, with the exception of the limit of one third of the ratio between
Variable and Fixed Remuneration. Its VVariable Remuneration is limited, as shown in Chapter 9
(REMUNERATION POLICIES OF THE MANAGEMENT FUNCTIONS, OF THE
MANAGER OF HR AND ORGANIZATIONAL DEVELOPMENT BU AND THE CHIEF
REPORTING OFFICER).

The Chief Reporting Officer provides the accounting data necessary for targets verification and,
where required by its business plan, checks the performance management process for Variable
Remuneration payment, referred to in point (10.2.2.1) (MBO for Employees).
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5.8

HR AND ORGANIZATIONAL DEVELOPMENT B.U.

The HR and Organizational Development B.U.:

Vi.

Vii.

6.1

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,;

ensures the correct application of Remuneration and incentive system criteria and

parameters within the Group;

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

within the company in order to determine:
a) review proposals of the Policy;

b) review of the remuneration and incentive system in terms of instrume