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GLOSSARY

Chief Executive Officer: is the “body charged with managing” the Parent Company, namely
the member of the Board of Directors to whom - pursuant to the Civil Code and by statutory
provisions - tasks of current management are delegated, intended as the implementation of the
policies defined in discharge of the strategic oversight function.

General Meeting: the General Meeting of the shareholders of the Bank

Shareholders: the shareholders of the Bank.

Bank/BFF/Company/lIssuer/Parent Company: Banca Farmafactoring S.p.A., a parent
company of the Banca Farmafactoring Banking Group, listed on the MTA market organized
and operated by Borsa Italiana.

BFF Lux or BFF Luxembourg S.a rl.. the Luxembourg company controlled by
Centerbridge Partners Europe L.P. (a fund belonging to the family of private equity funds
included in the investment platform of Centerbridge Capital Partners), and ultimately
managed by BFF JE GP Ltd. (Jersey), which, in turn, controls the Issuer pursuant to Article 93
of the CFA and Article 2359 of the Italian Civil Code.

Borsa Italiana: Borsa Italiana S.p.A., the privately-owned company is responsible for the
organization and management of the Italian stock exchange and for the trading of financial
instruments.

Circular No. 263: the Circular of the Bank of Italy No. 263 of 27 December 2006 (“New
Prudential Supervision Provisions for Banks”), as subsequently amended.

Circular No. 285/Supervisory provisions: the Circular of the Bank of Italy No. 285 of 17
December 2013 (“Supervisory provisions for banks”), as subsequently amended.

Italian Civil Code: the Italian Civil Code adopted by Royal Decree of 16 March 1942, No.
262, as subsequently amended.

Code/Code of Conduct: the new version of the Code of Conduct of Listed Companies,
approved in March 2006 by the Committee for Corporate Governance, and promoted by, as
last updated on 9 July 2015.

Board of Statutory Auditors: the Board of Statutory Auditors of the Bank.

Board/Board of Directors: the “body entrusted with strategic supervision” of the Bank. The

corporate body to which - pursuant to the Italian Civil Code and by statutory provision - are

Corporate governance and share ownership report — Financial Year 2017
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assigned management functions of the Bank, through, inter alia, the examination and
resolution of the industrial and financial plans, or strategic operations.

Subsidiary/ies: the Companies belonging to the Group.

Officer in Charge: the Corporate Accounting Documents Officer pursuant to Article 154-bis
of the CFA.

Provisions on Corporate Governance: Part 1, Title IV, Chapter 1 (“Corporate Governance”)
of the Supervisory provisions

Fit and Proper Decree: the Ministerial Decree containing the “Regulations on the
requirements and criteria of eligibility for the engagement of corporate officers of banks,
financial intermediaries, credit unions, electronic money institutions, payment institutions and
deposit guarantee schemes , pursuant to Articles 26, 110, paragraph 1-bis, 112, paragraph 2,
114-quinquies.3, paragraph 1-bis, 114-undecies, paragraph 1-bis, 96-bis.3, paragraph 3, of
the Legislative Decree 1 September 1993, No. 385 (CBA)”, the issuing of which is still
pending.

Financial Year: the financial year to which the report refers (2017).

FFE: Farmafactoring Espafia S.A..

Corporate and control functions: collectively, the Compliance and AML function, the Risk
Management function, the Internal Audit function and other control departments, namely,
taken, the obligatory corporate functions that, for legislative, statutory, regulatory or self-
regulation provisions, have control tasks in the Group.

Compliance and AML function: the corporate function of compliance with regulations and
the prevention and countering of the implementation of money laundering and terrorist
financing operations, assigned to the Parent Company’s Compliance and AML function.
Internal Audit function: the internal audit function assigned to the Parent Company’s
Internal Audit function.

Risk Management function: the corporate risk control function assigned to the Parent
Company's Risk Management function.

Company Functions or Business Structures: all the Group’s corporate structures, such as,

for example, the Departments, the Functions and the Organizational Units.

Corporate governance and share ownership report — Financial Year 2017
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Banca Farmafactoring Banking Group/Group/BFF Group: collectively, the Bank and its
Subsidiaries.

Magellan Group/MAG: the Magellan Group is made up of the Magellan parent company, a
Polish company active in the field of loans to the National Health Service and local
authorities, and its subsidiaries: (i) MEDFinance S.A.; (ii) Magellan Central Europe S.R.O.;
(iii) Magellan Ceskd Republika S.R.O.; (iv) Debt-Rnt S.p Z.0.0.; (v) the Kancelaria
Prawnicza Karnowski i Wspolnik Spotka Komandytowa law firm, (vi) Restrukturyzacyjna
Prawnicza Karnowski Wspolnik sp.k., and (vii) the Municypalny Fundusz Inwestycyjny
Zamkniety closed-end fund, with offices in Poland, Czech Republic, and Slovakia.

ICAAP: the“Internal Capital Adequacy Assessment Process”, or the internal process of
determining the capital adequacy of banks, which carry out an independent assessment of
their current and future capital adequacy, in relation to the risks assumed and the company
strategies, in accordance to the effects of Part 1, Title 111, Chapter 1, of Circular No. 285.
Magellan: Magellan S.A..

MTA: the Screen-based Stock Market managed by Borsa Italiana.

Supervisory Body/SB: the Supervisory Body set up by the Bank pursuant to Legislative
Decree No. 231/2001, as subsequently amended.

Corporate Bodies: collectively, the Board of Directors, the Chief Executive Officer and the
Board of Statutory Auditors.

Stock Option Plan: the “Stock Option Plan in favor of directors, employees and managers of
the Company and its subsidiaries” approved by the Board of Directors on 8 July 2016 and by
the General Meeting on 5 December 2016.

IPO: the process ended on 4 April 2017 with the institutional placement of the Bank's
ordinary shares, aimed at establishing the free float necessary for negotiating the Company's
shares on the MTA, which was launched on 7 April 2017.

RAF: the Risk Appetite Framework (risk objectives system), or the document approved by the
Bank's Board of Directors, which defines, at Group level, risk appetite, tolerance thresholds,
risk limits, risk management policies, reference processes necessary to define and implement

them, consistent with the maximum risk assumable, the business model and the strategic plan.

Corporate governance and share ownership report — Financial Year 2017
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Recovery Plan: the plan adopted by the Bank, which outlines strategies and actions to be
taken in the event of a significant deterioration of the Group's equity and financial situation, to
ensure, among other things, restoration.

Regulation of the Board of Directors: the “Regulation of the Board of Directors” adopted by
the Board, in order to regulate the composition and operation of the aforementioned body, in
accordance, inter alia, with the principles set forth in the Corporate Governance Provisions.
The Regulation of the Board of Directors is published on the Bank's website at the following
address:  https://www.bancafarmafactoring.it/documents/33221/50115/BFF+-+2016-04-28-
Regolamento+CdA/d36ec49c-d7d0-4998-9441-4ccldaef7fa9.

Regulation of Corporate Bodies, Control Functions and Information Flows / ROA: the

“Regulation of Corporate Bodies, Control Functions and Information Flows”, adopted by the
Board of Directors, to regulate duties and responsibilities of the Corporate Bodies and Control
Functions, as well as the information flows between them, and towards the Control and Risk
Committee, and the Supervisory body. The ROA is published on the Bank's website at the
following  address:  https://www.bancafarmafactoring.it/documents/33221/50115/BFF+-
+ROA+24lug2017/85cdcOad-ff7c-4af4-9c17-5e2fe42ef8dO.

Consob Issuers' Regulation: the Issuers’ Regulations, issued by Consob with resolution No.

11971 of 1999, as subsequently amended.

Consob Market Regulations: the Market Regulation, issued by Consob with resolution No.
20249 of 2017.

Consob Related Party Regulation: the Regulation on transactions with related parties issued
by Consob with resolution No. 17221 of 2010, as subsequently amended.

Report: the Report on Corporate Governance and Share Ownership that companies are
required to prepare under Article 123-bis of the CFA.

Remuneration Report: the “Annual report on the remuneration and incentive policies of the
Banca Farmafactoring Banking Group”, prepared under Article 123-ter of the CFA, Article
84-quater of the Consob Issuers’ Regulation, and of the provisions pursuant to Title IV,
Chapter 1, Table 15, of Circular No. 263, available on the website in the section “Investor

Relations/Shareholders”Meeting Documentation”.
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Internal Control System/ICS: the set of rules, functions, structures, resources, processes and
procedures aimed at ensuring, in compliance with sound and prudent management, the
achievement of the objectives identified in the Supervisory Provisions on the internal control
system, such as, among other things, risk management.

Website: the Bank’s website, at the following address www.bancafarmafactoring.it.

Audit firm: the independent auditor PricewaterhouseCoopers S.p.A., in charge of the
statutory audit of the Bank’s accounts.

Bylaws: the Bank's Bylaws, in force at the time of this Report. The Bylaws are published on
the website at the following address:
https://www.bancafarmafactoring.it/documents/33221/50115/BFF+Statuto+2016+5dic_ITA/7
3365178-98ea-4fa5-alc5-eb9581ddb34f.

Consolidation Law on Banking/CBA: the Legislative Decree of 1 September 1993, No. 385

— “Consolidated Act on banking and credit provisions”, as subsequently amended.
Consolidated Law on Finance/CFA: the Legislative Decree of 24 February 1998, No. 58 —
“Consolidated Law on Financial Intermediation”, as subsequently amended.
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CORPORATE GOVERNANCE AND SHARE OWNERSHIP REPORT
YEAR 2017

INTRODUCTION

This Report has been prepared pursuant to Article 123-bis of the CFA and Code of Conduct!
(to which the Bank adheres as follows), as well as in compliance with the indications
contained in the “Format for the Corporate Governance and Share Ownership Report” (Year
January 2018) prepared by Borsa Italiana, with the aim of providing an overview of the
ownership structure of the Company and the corporate governance system adopted by this
latter.

The Report is also aimed at fulfilling the public disclosure obligations envisaged for banks by
the Corporate Governance Provisions, to which BFF, as a bank, is subject.

The Report was approved by the Board of Directors during the meeting of 22 February 2018.
The Report is, therefore, submitted to the approval of the General Meeting called on 5 April
2018, in single call. To this end, the Report shall be made available to the public at the Bank's

registered office and published on the website at the section “Investor Relations/Shareholders’

Meeting Documentation”.
The information contained in this Report, unless otherwise specified, refers to the date of its
approval by the Board of Directors.

1. PROFILE OF THE ISSUER

1.1 PARENT COMPANY

The Company, established in 1985, is the leader in Italy in management and non-recourse
factoring, of receivables towards the Public Administrations, and the Italian Health Service.
Over the last few years, the Bank has had an important evolution, which has led it to become
a Group established in several European countries. The Group operates in Italy, Portugal and
Greece through BFF, in Spain through FFE, and in Poland, the Czech Republic, and the
zSlovak Republic through Magellan and its subsidiaries. The Bank also offers retail and

corporate customers deposit products in Italy, Spain and Germany?. In particular, the Bank:

! The Code of Conduct is available on the website of the Corporate Governance Committee at:
http://www.borsaitaliana.it/borsaitaliana/regolamenti/corporategovernance/codice2015.pdf.
% In Portugal, Germany and Greece, the activity is carried out by way of freedom to provide services.

Corporate governance and share ownership report — Financial Year 2017
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- In 2010, established FFE (a wholly owned subsidiary of the Issuer) to carry out the non-
recourse factoring business in Spain;

- from 2013, it is registered with the Bank Register under the name “Banca
Farmafactoring S.p.A.”, in order to continue the process of corporate strengthening to
guarantee the services offered to its customers and to the reference market. At the same
time, the Bank was also registered in the Banking Group Register as "Banca
Farmafactoring Banking Group™;

- In 2014, the deposit account online “Conto Facto” was launched in Italy, to increase
the diversification of funding sources;

- In 2015, a Spanish branch Farmafactoring Espafia (“BFE”) was established, through
which the collection activity through the deposit account online “Cuenta Facto” is
launched in the local market. During the same year, an important change takes place in
the shareholding structure: the controlling package is transferred to BFF Lux;

- in 2016, through BFE, the collection activity through the online deposit account was
launched in Germany, and acquired the Magellan group, as part of the Group's
commercial and geographical diversification strategy;

- in 2014 and 2017, it began operating under the freedom to provide services in Portugal
and Greece respectively.

From 7 April 2017, the Bank'’s shares are traded on the MTA. For more information on the

IPO, please refer to the section “Investor Relations/IPO Info” of the website.

BFF - as a listed company - falls under the prudential supervision of the Bank of Italy

regarding corporate governance, among the largest and most complex banks.

Following the IPO, in full awareness that an efficient corporate governance is an essential

element for the pursuit of its objectives, the Company has reviewed the composition and

functioning of its Corporate Bodies and Structures and the Board Committees; consequently,
it has updated its own internal regulations, also at Group level, to adopt a corporate
governance system compliant with the corporate governance provisions of the CFA and the

Code of Conduct, as well as the Supervisory Provisions, with respect to which it was already

compliant.

Corporate governance and share ownership report — Financial Year 2017 11
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BFF adopts a traditional administration and control system based on two Corporate Bodies
appointed by the General Meeting: the Board of Directors (body with strategic supervision
and management function of the company) and the Board of Statutory Auditors (body with
control function). The corporate governance also provides that the Board of Directors
designates among its members a Chief Executive Officer, who is entrusted with the
management of the company.
The Board of Directors also resolved to set up the SB and the following Board committees,
charged with examining, advising and proposing duties towards the Board of Directors and
the Chief Executive Officer:

the Remuneration Committee;

the Nomination Committee;

the Risks and Control Committee;

the Committee for the Evaluation of Transactions with Related Parties and Associated

Persons.
The statutory audit of the accounts is entrusted by the General Meeting to the Audit Firm.
In addition, the Issuer qualifies as a "SME" pursuant to Article 1, paragraph 1, lett. w-
quater.1) of the CFA.

Corporate governance and share ownership report — Financial Year 2017
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1.2 THE BFF GRrRoup

The Issuer is registered in the Banking Groups Register, as per Article 64 of the CBA, as
parent company of the Banca Farmafactoring Banking Group, which includes the Issuer, FFE
and the Magellan Group, as well as the specific companies Farmafactoring SPV | S.r.l. and
BFF SPV S.r.l..

The following graphically represents the Group, with an indication of the investments held by

the Issuer at the date of this Report.

Banca Farmafactoring S.p.A.

100% L 0% L 0%

Farmafactoring Farmafactoring
Espafia S.A. 100% SPVI18.r.l

Magellan S.A. [T ;

MEDFin Magellan Masellan DERT —
ance x4 = RNT sp
SA Ceska Central
Republika Europe £-0-9.

SR.O. SR.O. i Kancelaria

: Prawnieza

Karnowski j

Wspolnik

sp.k.

Restrukturyzacyjna Kancelaria Prawnicza
Karnowski I Wspélnik sp. k

As parent company of the BFF Group, the Bank, in addition to banking, performs, pursuant to
Avrticle 60 et seq. of the CBA and the provisions of Part 1, Title I, Chapter 2, Section I, of
Circular No. 285, the management and coordination functions, as well as the unitary control

of FFE and Magellan.
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For the aforementioned purposes, the Board of Directors approved the “Infra-group
Regulation”, which defines the organizational architecture, the objectives and the contents of
the management, coordination and control activities, and the “Group Regulations”, which
regulate the regulatory sources within the Bank - as the Parent Company of the BFF Group -
and its Subsidiaries, defining, in particular, the hierarchy and the methods of adoption and
updating.

The “Infra-group Regulation” is intended to ensure the realization of the unitary business plan
of the Group, and the business development, through the exercise, by the Parent Company, of
its role of government over the subsidiaries, ensuring their direction, coordination and control.
In the aforesaid activity, the Company promotes the single Subsidiaries and the Group as a
whole, orienting the policies of development and management according to objectives of
operational efficiency and sustainable profitability over time. The management of the
Subsidiaries contributes to the achievement of the Group's objectives.

In particular, the Parent Company, in its capacity as the referent of the Supervisory Authority,
issues the provisions necessary to implement the general and specific instructions issued by
the Bank of Italy in the interest of the Group’s stability to the Subsidiaries, pursuant to Article
61, paragraph 4, of the CBA and the Circular No. 285.

The Company is not subject to management and coordination by other legal entities (as
specified in Section 2.10 of this Report).

Corporate governance and share ownership report — Financial Year 2017

14



FARMAFACTORING

BFF BANKING GROUF

2. INFORMATION ON OWNERSHIP STRUCTURE (PURSUANT TO ARTICLE 123-BIS,
PARAGRAPH 1, CFA)

2.1 SHARE CAPITAL STRUCTURE (UNDER ARTICLE 123-BIS, PARAGRAPH 1, LETTER A),
CFA)

The subscribed and paid up share capital of the Bank amounts to Euro 130,982,698 (one
hundred and thirty million nine hundred eighty-two thousand six hundred ninety eight)
divided into n. 170,107,400 (one hundred and seventy million one hundred and seven
thousand four hundred) ordinary shares with no par value, all representing the same fraction
of capital. Ordinary shares are issued in a dematerialized form pursuant to Article 83-bis of
the CFA, are indivisible and freely transferable. Each ordinary share of the Bank assigns the
right to one vote in the Ordinary and Extraordinary General Meetings of the Company, as well
as the other administrative rights provided by the applicable law provisions, and the Bylaws.
In 2016, the Bank carried out, through a free share capital increase, a free, — one-off and non-
performance-related allocation of special shares to each of the Group's employees (so called,
“Stock Grant Plan”). The free allocation of the special shares was carried out through the
allocation of capital reserves, with the same accounting par value as the Bank’s ordinary
shares. The special shares have been converted into ordinary shares, after splitting up with the
ratio of 1:100, from the IPO date®.

At the time of this Report, therefore, there are no categories of shares other than
ordinary shares.

With regard to other financial instruments granting the right to subscribe for newly issued
shares, it should be noted that the General Meeting, on 5 December 2016, approved a
divisible increase in share capital, for a maximum of Euro 6,899,200 (six million eight
hundred ninety-nine thousand two hundred), through the issue, even in several tranches, of
maximum no. 8,960,000 (eight million nine hundred and sixty thousand) new shares,
excluding the option right pursuant to Article 2441, paragraph 8, of the Italian Civil Code, at
the service of the implementation of the Stock Option Plan (approved by the General
Meeting on the same date), within the 12th year from 5 December 2016. With regard to the

Stock Option Plan, which came into force on the IPO date, the Board of Directors, on 13

* For more information, see Chapter 21, Paragraph 21.1.7, of the Registration Document, available on the
website in the section “Investor Relations/IPO Info”.
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February 2017, assigned a certain number of options of the first tranche to the Chief
Executive Officer and to some senior managers of the Group (as indicated in Table 1 —
“Information on share ownership” attached to this Report, as well as in the Analytical tables
on the “stock options granted to the members of the administrative body, general managers
and other managers with responsibility strategic” referred to in Section Il, paragraph 3.2 of
the Remuneration Report).

Finally, we inform you that, pursuant to Article 5, paragraph 5 of the Bylaws, the
Extraordinary General Meeting may resolve the issue of warrants, within the limits and under
the conditions prescribed by the Bank of Italy, provided that the exercise of same happens
within five years from the relative issue.

At the end of the financial year, the Bank does not hold ordinary shares.

At 31 December 2017, the share ownership is as follows (over 5%):

SHAREHOLDER SHARES NoO. 0% ON CAPITAL
BFF Luxembourg S.ar.l. 94,935,905 55.809

The additional Shareholders of BFF hold 44.191% of the Bank's shares.

For the sake of completeness, in addition, certain managers hold through Cordusio Fiduciaria

S.p.A. (“Cordusio Fiduciaria”) some participations altogether and cumulatively

corresponding to n. 12,913,047 shares, equal to 7.591% of the Bank's share capital (as better

specified in Section 2.3 of this Report).

For more information, see Chapter 18.

2.2 RESTRICTIONS ON THE TRANSFER OF SHARES (PURSUANT TO ARTICLE 123-BIS,
PARAGRAPH 1, LETTER B), CFA)

The shares of the Company are liberally transferable. There are no ownership limitations and

acceptability clauses.

It should be noted, however, that, at this IPO time, BFF Lux and the managers of the

Company which, as part of the IPO, received shares of the Issuer have assumed, acting as

Global Coordinators, a lock-up commitment towards the parties, a substantially standard

content, expiring on 5 April 2018.
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2.3 SIGNIFICANT SHAREHOLDINGS (PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 1, LETTER
C), CFA)

Based on the communications received pursuant to Article 120 of the CFA and the

information available to the Company, the only Shareholder who holds (directly or indirectly)

a percentage of shareholding, with voting rights, more than 5% of the share capital is BFF

Lux, as detailed in Table 1 — “Information on share ownership” attached to the Report.

With regard to the shares held by some managers through Cordusio Fiduciaria, equal to

7.591% of the Bank's share capital, it should be noted that the individual holdings of the

managers in the Issuer's share capital are not such as to integrate the communication

thresholds established by the Article 120, paragraph 2, of the CFA and, therefore, do not

exceed, on an individual basis, 5%.

2.4 SECURITIES THAT GIVE SPECIAL RIGHTS (PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 1,
LETTER D), CFA)

No securities have been issued conferring special control rights or special powers. The

Bylaws do not provide multiple or increased voting shares.

2.5 EMPLOYEE SHAREHOLDINGS: MECHANISM FOR THE EXERCISE OF VOTING RIGHTS
(PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 1, LETTER E), CFA)

There is no system of employee shareholding in which the right to vote is exercised by their

representatives.

2.6 RESTRICTIONS ON VOTING RIGHTS (PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 1,
LETTER F), CFA)

The Bylaws do not provide restrictions on voting rights.

2.7 AGREEMENTS BETWEEN SHAREHOLDERS (PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 1,
LETTER G) CFA)

The existence of agreements among Shareholders has not been communicated to the Bank.

2.8 CHANGE OF CONTROL CLAUSES (PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 1, LETTER
H), CFA) AND PROVISIONS CONTAINED IN BYLAWS ON TAKEOVER BIDS (PURSUANT TO
ARTICLE 104, PARAGRAPH 1-TER, AND ARTICLE 104-BIS, PARAGRAPH 1)

The Issuer is a party, as beneficiary of the loan, of certain loan agreements which provide that,
in the event of a change of control by the Issuer, the relevant lender has the right to request
early repayment of the entire loan granted. This right is, however, affected by the fact that the
change of control occurs (i) in the absence of prior authorization by the Bank of Italy, or (ii)
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following a legislative change, which no longer requires such authorization of the Bank of
Italy.

In addition, Magellan and its subsidiaries are beneficiaries of certain loan agreements
providing for some significant events - including the fact that the Issuer ceases to have control
of Magellan, or indirectly, its subsidiaries - in which the related bank occurs lender will have
the right to: (i) terminate the related loan contract; (ii) suspend the right of the beneficiary to
use their current account (overdraft facility); (iii) request the establishment of new and

additional guarantees; or, as the case may be, (iv) declare the expiry of the benefit of the term.

* * *

About Takeover Bids, it should be noted that the Bank’s bylaws do not provide the following:
i)  exceptions to the provisions on the passivity rule provided by Article 104, paragraphs
1 and 1-bis, of the CFA,
i)  the application of the neutralization rules under Article 104-bis, paragraphs 2 and 3, of
the CFA.
2.9 MANDATES TO INCREASE THE SHARE CAPITAL AND AUTHORIZATION TO BUY TREASURY
SHARES (PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 1, LETTER M), CFA)
At the date of this Report, the General Meeting did not delegate the Board of Directors to
increase the share capital pursuant to Article 2443 of the Italian Civil Code through the
issuance of shares, no powers have been conferred on the Board of Directors for the issue of
participative financial instruments pursuant to Article 2346, paragraph 6, of the Italian Civil
Code.

* * *

On 5 December 2016, the General Meeting authorized the Bank to purchase treasury shares in

compliance with Article 2357 of the Italian Civil Code. Below are the essential terms of the

aforementioned resolution:

- Duration of the authorization: 18 (eighteen) months from the IPO date;

- Maximum number of shares purchasable: the total par value of the shares purchased,
including any shares held by the Subsidiaries, may not exceed 20% of the Company's

share capital,
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- Purchase price of each share: it should not be less than 20% or 10% higher than the
average official price of the stock registered on the MTA in the 20 (twenty) days
preceding each individual transaction.

The Bank may not acquire treasury shares except within the limits of distributable profits and
available reserves resulting from the latest financial statements, duly approved.
The Board of Directors resolved to present an application to the Bank of Italy to obtain
authorization to purchase the Bank’s treasury shares in order to fulfill the purposes of
balancing the variable remuneration of the so called “Risk Takers” in compliance with the
incentive system envisaged by the current “Remuneration and incentive policy for the
members of the strategic supervision, management and control bodies, and the personnel of
the Banca Farmafactoring Banking Group”.

For more information, please refer to Section 18 of this Report.

2.10 MANAGEMENT AND COORDINATION ACTIVITIES (PURSUANT TO ARTICLE 2497 ET SEQ. OF
THE ITALIAN CiviL CODE)

As stated, inter alia, in Section 1.2 of this Report, the majority shareholding in the Issuer’s

capital, equal to 55.909% at the end of the financial year, is held by BFF Lux, a company

indirectly owned for a portion majority shareholding in the Centerbridge Capital Partners 1l

(PEI) LP fund, part of the private equity fund family included in the investment platform of

Centerbridge Capital Partners, and ultimately managed by BFF JE GP Ltd. (Jersey).

The Issuer believes, however, that it is not subject to management and coordination activities

pursuant to Article 2497 of the Italian Civil Code, as the relative presumption referred in

Article 2497-sexies of the Italian Civil Code the Issuer’s controlling stake shall be overcome

by the fact that BFF Lux's concrete exercise of this activity towards the Issuer is not

considered to exist.

The lack of direction and coordination by BFF Lux is inferred, inter alia, by the following

circumstances:

(i) the decisions relating to the management of the company by the Issuer and its
Subsidiaries are taken within the Bank’s Corporate Bodies;

(i)  the Board of Directors is responsible, inter alia, for
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a) the approval/revision of the industrial and financial plans and/or the budget, and
the verification of the achievement of the related objectives,

b) the determination of the criteria for the coordination and management of the
Group companies, and for the implementation of the instructions of the Bank of
Italy,

c) the competence in matters of risk management policy, as well as the evaluation of
the functions, efficiency, effectiveness of the internal control system and the
adequacy of the organizational, administrative and accounting structure;

(iii) the Issuer operates in conditions of corporate and entrepreneurial autonomy, having,
inter alia, full autonomy with respect to the conduct of relations with customers and
suppliers, without any interference by persons unrelated to the Company itself;

(iv) BFF Lux does not exercise any centralized treasury function in favor of the Issuer;

(v) the Board of Directors of BFF Lux and that the Issuer are two separate bodies, made up
of different subjects except for Mr. Luigi Sbrozzi, who, as will be described below,
holds the role of non-executive director in the Issuer.

* * *

the information required by Article 123-bis, first paragraph, letter i), of the CFA are contained
in Section I, chapter 2, paragraph 2.3 of the Remuneration Report and the information
required by Article 123-bis, first paragraph, letter 1), of the CFA are illustrated in Section 4.1
of this Report, devoted to the Board of Directors.
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3. COMPLIANCE (PURSUANT ARTICLE 123-BIS, PARAGRAPH 2, LETTERA), CFA)
Starting from the IPO date, the Bank adheres to the Corporate Governance Code, which is
available on the website of the Corporate Governance Committee promoted by Borsa Italiana

at the following address http://www.borsaitaliana.it/comitato-corporate-

governance/codice/codice.htm.

BFF’s corporate governance structure is not influenced by legal provisions other than Italian

or European Union regulations.

Magellan and FFE, 100% controlled by the Issuer, are companies established under Polish
and Spanish law respectively, and are therefore subject to Polish and Spanish law,
respectively, which, however, does not in any way affect the corporate governance structure
of the Bank.
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BOARD OF DIRECTORS

4.1 APPOINTMENT AND REPLACEMENT (ARTICLE 123-BIS, PARAGRAPH 1, LETTER L), CFA)

4.1.1 Appointment of the Board of Directors.

The Bylaws* provide that the Company is administered by a Board of Directors made up of

several members established by the General Meeting, which in any case cannot be less than 5

(five) or more than 13 (thirteen).

The members of the Board of Directors hold office for a period, not exceeding 3 (three) years,

established at the time of appointment, and expire on the date of the General Meeting called

to approve the financial statements relating to the last financial year of their charge, and are

re-eligible.

The appointment of the BFF Directors takes place, as required by the Bylaws, on the basis

of the list voting mechanism, and the composition of the Board of Directors ensures the

following:

all the Directors met the requirements of integrity and professionalism required by
current legislation;

there is No. 1 (one) Minority Director, because, at the end of the vote, the candidates of
the two lists that obtained the highest number of votes are appointed, according to the
following criteria: (A) from the list that has obtained the majority of the votes expressed
(so called the “majority list”) a number of Directors equal to the total number of
members to be elected, except one, shall be taken, in the progressive order with which
they are listed in the same list; (b) the remaining Director shall be taken from the second
list that obtained the highest number of votes in the meeting (so called the “minority
list”), that is not connected in any way, not even indirectly, with those who presented or
voted for the majority list;

the gender balance; in fact, if the application of the slate voting mechanism does not
ensure the appointment of directors belonging to the less represented gender, at least to
the minimum extent envisaged by Law No. 120/2011, the candidate belonging to the

most represented gender elected as the last in the majority list, is replaced by the first

4

Articles 14 et seq. of the Bank's Bylaws, available on the website at the following address:
https://www.bancafarmafactoring.it/documents/33221/50115/BFF+Statuto+2016+5dic_ITA/73365178-98ea-

4fa5-alc5-eb9581ddb34f

Corporate governance and share ownership report — Financial Year 2017

22


https://www.bancafarmafactoring.it/documents/33221/50115/BFF+Statuto+2016+5dic_ITA/73365178-98ea-4fa5-a1c5-eb9581ddb34f
https://www.bancafarmafactoring.it/documents/33221/50115/BFF+Statuto+2016+5dic_ITA/73365178-98ea-4fa5-a1c5-eb9581ddb34f

FARMAFACTORING

BFF BANKING GROUF

candidate belonging to the less represented and unelected gender, taken from the same
list, according to the progressive presentation order; failing that, by the first candidate of
the less represented and unelected gender, taken from the other lists, according to the
number of votes obtained by each. This replacement procedure shall be used (limited to
the lists containing several candidates equal to or higher than three) until the
composition of the Board of Directors complies with current laws and regulations
concerning gender balance;

- the existence of independent Directors, at least in the minimum number provided by
regulations, including regulatory provisions, in force, replacing, where necessary, the
non-independent candidate with the highest sequential number in the list obtaining the
most votes shall be replaced by the unelected candidate in the same list in the sequential
order of presentation or, in default, by the first independent candidate in accordance
with the progressive order not elected from other lists, in accordance with the number of
votes each obtained. This replacement procedure shall be used (limited to the lists
containing several candidates equal to or higher than three) until the minimum number
of Independent directors has been completed, as required by laws and regulations
concerning gender balance.

Finally, if these procedures do not ensure gender balance and/or the existence of the minimum

number of independent Directors required by the regulations, the replacement takes place by

means of a resolution passed by General Meeting with a relative majority, following the
presentation of candidates belonging to the gender less represented, or meeting independence
required by law.

The procedure for appointing and replacing Directors is also governed by the Bylaws, where

the following is pointed out.

The filing of lists of candidates for the office of Director at the registered office shall take

place in accordance with Article 147-ter of the CFA, within the twenty-fifth day preceding the

date of the General Meeting called to resolve on the appointment of the members of the

Board. The lists are made available to the public at the registered office, on the website and

with the other methods provided by current legislation, at least twenty-one days before the

date of the General Meeting. Only the Shareholders who, alone or together with other
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Shareholders, may hold Shareholders representing a percentage of at least 2.5% of the Issuer's
share capital, or the smaller extent required by the regulatory provisions issued by Consob
may present lists (Article 144-quater of the Consob Issuer’s Regulation)

In compliance with current regulations, the Board of Directors, for the purposes of both the
appointment and the co-option of its members, defines, following the self-assessment process
described above, its qualitative and quantitative composition considered optimal for the
effective performance of tasks and responsibilities entrusted to the administrative body by
law, the Supervisory Provisions and the Bylaws.

In its Rules of Procedure, the Board of Directors has also established the requirements that the
BFF Directors shall meet, in addition to those required by applicable law®, and has expressed
its orientation regarding the maximum number of positions that may be held in other
companies by Directors themselves (Article 7 et seq. of the Rules of the Board of Directors).
Before a new administrative body is appointed, the Board informs the Shareholders of the
composition deemed optimal for the selection of candidates considering the required
professional skills. The Board of Directors, with the contribution of the Appointment
Committee, makes available to the Shareholders, on its renewal, a document for the selection
of candidates for the position of Chief Executive Officer of the Bank. This, to obtain an
adequate composition of the Board of Directors in terms, among other things, of skills,
experience, age, gender and international projection.

Of course, the faculty for Shareholders to perform autonomous and various assessments on
the optimal composition of the administrative body remains obviously, justifying the variance
of the candidacies with respect to the indications provided by the Board.

When the General Meeting does not do so, the Board of Directors shall elect a Chairman from
among its non-executive members, who shall meet the requisites of independence under the

CFA, and may elect a Deputy Chairman from among its non-executive members.

4.1.2 Replacement
If one or more Directors are missing during the year, they are replaced in accordance with

Article 2386 of the Italian Civil Code, without prejudice to compliance with the minimum

> Reference is made to articles 147-ter, paragraph 4, and 148 of the CFA, as well as the provisions contained in

the Ministerial Decree 18 March 1998, No. 161 (the “M.D. No. 161/1998”) and in the Ministerial Decree 30
March 2000, No. 162 (the “M.D. No. 162/2000”), to Article 26 of the CBA and the Code of Conduct.
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total number of independent Directors and gender balance provided by law. If, however, most
of the Directors appointed by the General Meeting cease to exist, the entire Board of Directors
shall expire with effect as from its reconstitution, and the General Meeting shall be called

without delay to appoint a new Board of Directors.

4.1.3 Succession Plans

At its meeting on 20 December 2017, the Board of Directors approved the “Succession Plan

for the Chief Executive Officer” (the “Succession Plan”), composed of: (i) “Contingency

Plan”, aimed at identifying (a) the actions to be carried out immediately following the

occurrence of a definitive or temporary impediment, and (b) the person appointed to take over

provisionally to the Chief Executive Officer, for the period necessary for the appointment of a

new Chief Executive Officer in cases of definitive impediment, or until the termination of the

impediment, in cases of temporary impediment; (ii) “Succession Planning”, which establishes
the actions to be undertaken for the identification and appointment of a new Chief Executive

Officer in the event of an ascertainment of a definitive impediment.

The Succession Plan provides, inter alia, that:

- if a temporary or definitive impediment occurs to the Chief Executive Officer, the
Deputy Chairman of the Board of Directors will provisionally take over the Managing
Director, and will be granted by the Board of Directors powers for the management of
the Company and for the coordination of the activities of the Subsidiaries;

- upon the occurrence of a definitive impediment ascertained by the Board of Directors,
the latter will resolve the early termination of the Chief Executive Officer and, having
previously obtained appropriate indications regarding the replacement of the Chief
Executive Officer by the Appointment Committee, will co-opt one of the identified
candidates, whose appointment will have to be confirmed by the first subsequent
General Meeting;

- alternatively, if the definitive impediment is ascertained by the Board of Directors
within 90 days prior to the date of an already scheduled General Meeting, the Board of
Directors has the right to refer to the General Meeting the appointment of the

replacement of the Chief Executive Officer ceased.
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The Succession Plan is reviewed annually by the Appointment Committee, which informs the

Board of Directors for taking the related resolutions.

4.2 COMPOSITION (ARTICLE 123-BIS, PARAGRAPH 2, LETTERS D) AND D-BIS), CFA)

The Board of Directors consists of (i) executives, (ii) non-executive and (iii) independent
Directors, in compliance with a diversification principle also in terms of experience, gender,
skills, age, geographical origin and international projection.

Starting from the first renewal of the Board of Directors following the IPO, and therefore
from the General Meeting to approve the financial statements to be held on 5 April 2018, (i)
the mechanism of the so called “list voting system” (described in Section 4.1 above, and
referred in Article 14 et seq. of the Bylaws) for the appointment of the members of the Board
of Directors, and (ii) the Issuer will comply with the provisions on gender balance in the
composition of the administrative and control bodies of listed companies, pursuant to Articles
147-ter, paragraph 1-ter, and 148, paragraph 1-bis of the CFA.

The current Board of Directors, appointed by the Ordinary General Meeting on 4 November
2015 and modified, on 21 December 2015, through co-option, with No. 2 (two) new
members, Mr. Gabriele Michaela Aumann and Mr. Mark John Arnold, later confirmed by the

Ordinary General Meeting on 31 March 2016, is composed of the following No. 10 (ten)

members:
Mr. Salvatore Messina Chairman
Mr. Luigi Sbrozzi Deputy Chairman
Mr. Massimiliano Belingheri Chief Executive Officer
Mrs. Gabriele Michaela Aumann Independent Director
Mr. Mark John Arnold Non-executive Director
Mr. Federico Fornari Luswergh Independent Director
Mr. Ben Carlton Langworthy Non-executive Director
Mrs. Elisabetta Oliveri Independent Director
Mr. Marco Riccardo Rabuffi Non-executive Director
Mr. Giampaolo Zambeletti Rossi Independent Director

For the sake of completeness, it should be noted that some of the current members of the
Board of Directors have already held the office of Directors of the Issuer prior to the
aforementioned appointment. Particularly: (i) Mr. Salvatore Messina was appointed for the
first time as Director and Chairman of the Issuer's Board of Directors on 14 January 2013; (ii)

Mr. Massimiliano Belingheri was appointed for the first time as non-executive Director of the
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Issuer on 19 December 2006 and, as of 24 December 2013, he became Chief Executive
Officer; (iii) Mr. Federico Fornari Luswergh was appointed for the first time as Director of the
Issuer on 24 April 2010; (iv) Mrs. Elisabetta Oliveri was appointed for the first time as
Director of the Issuer on 14 July 2014; (v) Mr. Marco Riccardo Rabuffi was appointed for the
first time as Director of the Issuer on 22 July 1985.

No changes in the composition of the Board took place during the 2017 financial year.

The Board of Directors, as described above, will remain in office in its current composition
until the approval of the financial statements at 31 December 2017.

The Board of Directors verified, on the basis of the declarations made by the Directors at the
time of appointment and subsequently on an annual basis (most recently in the meeting of 26
October 2017), the existence of the requirements, pursuant to Article 26 of the CBA, of
professionalism and honorability referred to in the M.D. No. 161/1998 and to the M.D. No.
162/2000, and, according to some Directors, of independence pursuant to Article 148,
paragraph 3 of the CFA, as well as the absence of causes of incompatibility (including those
provided in Article 36 of Decree Law No. 201/2011) on interlocking matters) and compliance
with the limit on the number of offices referred to in Article 7 et seq. of the Regulations of the
Board of Directors (without prejudice to what is specified in the following paragraph).

The composition of the Board of Directors, with reference to the number of Directors who
shall meet the independence requirements reflects the provisions of Section IV, point 2.2, lett.
c), of the Corporate Governance Regulations®, as well as the CFA and the Corporate
Governance Code.

The Board of Directors has verified the existence of the independence requirement pursuant to
Article 148, paragraph 3, of the CFA by the Chairman of the Board of Directors, and pursuant
to Article 148, paragraph 3, of the CFA and of the Article 3 of the Corporate Governance
Code by the following Directors: Mrs. Gabriele Michaela Aumann, Mr. Federico Fornari

Luswergh, Mrs. Elisabetta Oliveri and Mr. Giampaolo Zambeletti Rossi.

Point 2.2, lett. c) of Section IV of the Corporate Governance Provisions, in fact, provides that: “In the body
with strategic supervision function, at least a quarter of the members shall meet the independence
requirements”, and where this ratio is not a whole number, is rounded down to the nearest whole number
if the first decimal is equal to or less than 5, otherwise, is rounded up.
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Pursuant to the Board of Directors’ Regulations, in addition to the professional qualifications
required by current legislation, Directors shall meet at least one of the following
requirements:

a) adequate knowledge of the banking sector, of the dynamics and of the economic-
financial system, of banking and financial regulation and, above all, of risk management
and control methods, acquired through long-term experience of administration,
management and control in the financial sector;

b)  experience gained in the management of operations aimed at facilitating the sale,
management and collection of receivables, in particular for health service providers and
for the Public Administration;

c)  experience of business management and business organization acquired through a long-
term activity of administration, management or control in companies, groups of
substantial worth, or in the Public Administration;

d) reading and interpretation skills of economic-financial data acquired through long-term
experience of administration and control in companies or the exercise of professional or
university teaching activities;

e) international experience and knowledge of foreign markets acquired through multi-year
entrepreneurial or professional activities at foreign institutions or institutions,
international companies or groups.

The Board of Directors has verified that its members met at least one of the above

requirements.

In addition to the information on the composition of the Board of Directors shown in Table 2

— “Structure of the Board of Directors and its Committees” attached to this Report, pursuant to

Article 144-decies of the Consob Issuers' Regulation, the main personal characteristics and

professional profiles of each Director are shown below (whose curricula vitae were published

in the form of a notice on the website in the section “Governance / Governance Structure /

Board of Directors™).

High Official of the Order of Merit of the Republic of Italy and lawyer. He

S&':Sitiﬂ;e graduated with honors in Law at the University of Catania. In 1971, he
(Chairman began his activity in the Bank of Italy, where he held various functions
. ; until becoming, in July 2004, director of the Milan branch of the Institute.
independent)

During his activity at the Institute, he also coordinated and was part of
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numerous corporate study groups on issues of institutional importance; he
also represented the Institute as a speaker at conferences and seminars
organized by public and private bodies and members of the financial and
academic world. He left the Bank of Italy in 2011. From 18 April 2012
until 30 June 2014 he was an independent member of the board of
directors of Banca Esperia SpA, and from 1 October 2015 he was
chairman of the board of directors of Diners Club Italia S.r.l.. He is
Chairman of the Issuer since 14 January 2013. Currently, he is a member
of the supervisory body pursuant to Legislative Decree No. 231/2001 of
the Bank Monte dei Paschi di Siena S.p.A., and of some companies of the
group, of Unicredit S.p.A. and Fineco Bank S.p.A., controlled by Unicredit
S.p.A. From the academic year 2011/2012, he is a lecturer of Institutions
of Public Law at the Faculty of Banking, Finance and Insurance Sciences
of the Universita Cattolica del Sacro Cuore of Milan.

He graduated with honors in Economics and Finance at the Bocconi
University in Milan in 2006. He was associated with the private equity
investment firm TA Associates of London, before being appointed as
director of the CVC Capital Partners financial services team , which he
held for four years. During the latter, he played a leading role in the
acquisition of Skrill Group Ltd and in investing in Avolon Aerospace Ltd,
a company in which he was a member of the board of directors. In 2014,
he joined the European financial services investment team of Centerbridge
Partners, where he held the position of managing director. He managed the
acquisition of the Bank and the investment in Tranquilidade.

He graduated with honors in Economics of Public Administrations and
International Institutions at the Bocconi University in Milan in 1997,
spending a period also at the Wharton School of the University of
Pennsylvania in Philadelphia. He began his professional career as a
business analyst at McKinsey & Company, in Milan and London. In 2001,
he obtained an MBA (Baker Scholar) at the Harvard Business School.
After the MBA, he joined Apax Partners in the financial services team
being promoted to principal in 2003, and to partner in 2007. In 2008, he
assumes responsibility for the financial services team in Europe. Apax
Partners has followed numerous investment and divestment operations,
mainly in the financial services and media sectors. He was a director of
Azimut Holding S.p.A. from 2002 to 2004, and of Psagot Investment
House from 2011 to 2013. He is a Director of the Issuer since December
2006, and Chief Executive Officer since December 2013. He is a board
member and member of the executive committee of Assifact, as well as a
director of the Spanish Chamber of Commerce in Italy.

She graduated in Economics (specialized in Finance and Banking) at the
University of Augsburg in 1977. SHE was head of credit department at the
Bayerische Landesbank in Munich from 1991 to 1998. She held various
positions within the same Institute, as follows: head of credit department
large corporates and energy (1998-2002), head of lending department
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globals (in 2003) and global division head of credit and collateral services
(from 2004 to 2008). Subsequently, she was general manager of the Milan
office of the same Bayerische Landesbank from 2008 to 2014.

He graduated with honors in Management from the University of
Liverpool in 1990, and in 1993 earned a master’s degree in Marketing
from Farnbourough College, Hampshire. Since 2001, he held several
managerial positions at leading banking institutions: he was, in fact, CEO
of GE Consumer and Commercial Finance in Lisbon from 2001 to 2004;
chairman and CEO of Budapest Bank from 2004 to 2008; chairman and
CEO of GE Banking Asia (Bangkok) and Bank of Ayudhya (Krungsri)
Thailand from 2008 to 2013; and, finally, CEO at Sherbank Europe
(Vienna) from 2013 to 2014. Since August 2015, he is executive in
residence at the London headquarters of Centerbridge Partners.

He graduated with honors in Economics and Business from La Sapienza
University in Rome in 1989. He is registered in the Order of Chartered
Accountants since 1990, and in the Register of Accounting Auditors since
1992. In 1990, he began his professional career in Deloitte & Touche
S.p.A., where he became senior auditor. Between 1994 and 2002, he held
several positions in the finance and management control area within the
Goodyear Italia group, U.S.A., Belgium, until becoming CFO of the Italian
group and president of Goodyear Italiana S.p.A. Between 2002 and 2007,
he was general manager of the centralized services of Pharmaceutical
Industry Serono S.p.A. and from 2007 to today is CFO of Merck Serono
S.p.A.. He was a member of the Board of Directors of Goodyear Italiana
S.p.A, Goodyear Dunlop Tires Italiana and Industria Farmaceutica Serono
S.p.A.. He is currently Chief Executive Officer of Merck S.p.A. and
director of Merck Serono S.p.A., of the A. Marxer Biomedical Research
Institute “RBM  S.p.A.”, Allergopharma S.p.A. and Fonchim -
Complementary Contribution Pension Fund for employees of the chemical
and pharmaceutical industries and similar sectors.

He graduated with honors from Yale University - where he was elected a
member of Phi Beta Kappa - in 2000, and then earned an MBA from
Harvard Business School. After his studies, he worked with mergers &
acquisitions departments of Donaldson, Lufkin & Jenrette and Credit
Suisse First Boston, and was later associated with the private equity group
of Soros Fund Management. He joined Centerbridge Partners in 2006,
where he holds the position of senior managing director in charge of the
private equity in Europe.

She graduated with honors in Electronic Engineering from the University
of Genoa in 1987. She, then, developed her career in Marconi S.p.A.,
gradually acquiring roles of increasing responsibility and becoming
strategies senior vice president of Marconi Mobile SpA. In 2001, she
joined the Sirti Group as director of strategies and business development.
From 2003 to 2008, she was general manager and managing director of
several companies in the group. From 2008 to 2010, she was the group's

Corporate governance and share ownership report — Financial Year 2017

30



FARMAFACTORING

BFF BANKING GROUF

chief executive officer. She is currently CEO of the Fabbri Vignola S.p.A.
Group. Since 2010, she has held the role of non-executive director of
important Italian and foreign companies. From 2011 to 2014, she was
director of ATM - Azienda Trasporti Milanesi S.p.A.. From 2010 to date,
she is director of Snam SpA, of which she is chairman of the risk and
control committee. Since 2012, she is also director of Gruppo L’Espresso,
of which she is chairman of the risk and control committee.

Achieved Classical Maturity in 1967, he began his career as a programmer
at the organizational consulting company Praxis Calcolo S.p.A.. Between
1973 and 2005, he held several job positions at the Bracco Group, until he
became group vice president of Bracco S.p.A.. He held several director

Rl;gggﬁgo positions of companies (including foreign ones) of the Bracco group. From
Rabuffi Jun(_a 2011 to June_ 2014, he was a member of the board of directors of
(Non-executive Assifact where, since October 2012, he was also a member of the
Director) executive committee. Slnce_lts foundation (Ju_ly 1985),_ he ha_s been a
Director of the Issuer, of which he was also Chief Executive Officer from
1987 to April 2007, from March to September 2010, from February 2011
to December 2013, and Chairman of the same from 2000 to January 2013.

He is president of the Farmafactoring Foundation since its establishment.
He graduated in Chemistry from the University of Pavia in 1966. In 1968
he founded Zambeletti Espafia S.A. of which he was CEO until 1980. In
the same year, he became chairman and CEO of Zambeletti S.p.A. which
he sells in 1984, and of which he remained chairman, CEO and general
manager until 1989. In 1989, he acquired control of Ellem Pharmaceutical
Industry, having as partner the second French pharmaceutical group, and
Giampaolo be_com_ing it_s CEO_. A_fter having.sold his participation in 1_993,_he degls
Zambeletti with flqanqlal activities, based in Lopdon, and some lItalian industrial
ROSSi companies in the phemlcallpharmaceutlcal sector. In November 2001, he
(Independent took part directly in the _sale of some companies of the Telecom group. In
Director) June 2003, he was appointed group senior vice president of International

Affairs and in March 2008, with the change in the group’s top
management he became senior advisor for M&A projects. In November
2008, he was appointed vice president of Unidad Editorial, the Spanish
subsidiary of RCS Mediagroup. From 2009 to 2012, he is president of
Italgas S.p.A.; from 2012 to 2014, he was a director of Tages Group. Since
2010, he is chairman of RCS Investimenti, and since April 2015, an
independent director of Cellnex S.A.

4.2.1 Diversity policies
In 2017, the Company did not adopt ad hoc policies on the diversity of the Corporate Bodies,
considering them included, inter alia, in the Bylaws, in the Regulations of the Board of

Directors and in the Rules of the Board of Statutory Auditors.
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With regard to the Board of Directors, it should be noted that the results of these policies were
reflected inter alia in the Shareholder Guidelines published on the website in the section

“Investor Relations/Shareholders’ Meeting Documentation”.

4.2.2 Maximum number of offices held in other companies

Guidelines about the maximum number of governance positions that can be held by the
Company's Directors - in line with the provisions of the Code of Conduct and the Supervisory
Provisions - is expressed in the Regulations of the Board of Directors, in which - without
prejudice to the different provisions in argument that could derive from the implementation of
the CRD IV Directive (Directive 2013/36/EU of 26 June 2013) in the national law and,
therefore, from the issuing of the Fit & Proper — Decree established that:

a) the Chief Executive Officer cannot hold: i) any other executive role; ii) more than No. 2

(two) non-executive positions;

b)  the independent Directors and the non-executive Directors cannot assume at the same
time, alternatively: i) more than No. 4 (four) positions of non-executive director; ii) No.

1 (one) as executive director and No. 2 (two) positions of non-executive director,

whereas:
a)  shall count as one single position:

- executive and non-executive director positions held in the same group;

- the positions of executive and non-executive director in the following areas: i) bodies
that are members of the same institutional protection system if are met the conditions
set forth in Article 113, par. 7, of Regulation (EU) No. 575/2013, and ii) companies
(including non-financial entities) in which the institution holds a qualified
shareholding;

b)  they do not include those of executive and non-executive directors in organizations that
do not primarily pursue commercial objectives.

Therefore, in the calculation of the offices the following positions are not considered: a) in

companies controlled by the Bank or in the parent company; b) in companies belonging to the

same group; c) in onlus, foundations, associations, no profit organizations, and in committees

of an advisory or propositional nature.
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Executive appointments include the following offices: managing director, member of
corporate management bodies with operational powers, general manager; for non-executive or
control positions the following offices are considered: member of the board of directors
without delegations, member of the supervisory board, member of the board of statutory
auditors.

The Chairman and the Chief Executive Officer cannot assume the office of board of statutory
auditors.

Candidates as Chief Executive Officer of the Company shall provide the Board with the
updated status of the positions of administration, management and control held by each
person. Following the appointment, the Directors shall keep the Board promptly updated on
their duties, in order to allow the Board itself to check whether the limits indicated above
have been exceeded.

If the limit is exceeded, the Board assesses the situation in light of the current legislation.

For the designation in the investee companies of the Bank, the Board shall first assess
compliance with the limit of offices and, in the event that the limit is exceeded after the
appointment, take the resulting determinations.

If a member of the Board is a candidate for an executive position in a banking, insurance or
financial company, before accepting it, he shall be authorized in advance by the General
Meeting pursuant to Article 2390 of the Italian Civil Code, without prejudice to the applicable
regulations in force in the matter of prohibition of interlocking directorships (Article 36,
paragraphs 2-bis and 2-ter, of the Decree Law of 6 December 2011, No. 201, so-called “Salva
Italia Decree”, converted into a law, after amendment, by Law of 22 December 2011, No.
214).

The table below shows the total number of offices as director or statutory auditor held by the

Directors in office at other companies at the date of approval of the Report.

Overall number of Overall number of

Director appointments in Director appointments in

other companies other companies
Salvatore Messina 1 ST (e 1

Luswergh
_ . Ben Carlton

Luigi Sbrozzi 1 Langworthy 6
Massimiliano 0 Elisabetta Oliveri 4
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Overall number of Overall number of
Director appointments in Director appointments in
other companies other companies
Belingheri
Gabriele Michaela 0 Marco Riccardo 1
Aumann Rabuffi
Mark John Arnold 0 Clempsels 2

Zambeletti Rossi
The Nomination Committee and the Board of Directors considered the limits of the

accumulation of offices by Directors in other companies respected in light of the weightings
applicable to the positions held in the same group, and of the statements made by them.

In this regard, it should be noted that the Nomination Committee and the Board of Directors
considered the number of offices held respectively by Mr. Langworthy (No. 6 positions as
non-executive director) and by Mrs. Oliveri (No. 1 as executive director and 3 positions as
non-executive director). In fact, although in both cases it is higher than the limit established
by Article 9 of the Regulations of the Board of Directors, Mr. Langworthy and Mrs. Olivieri
have shown that they can guarantee, with a constructive contribution, a regular presence at the
meetings of the Board of Directors and the Committees of which they are respectively

members.

4.2.3 Induction Programme

Article 5 of the Regulations of the Board of Directors provides that the Bank adopts
appropriate training plans to ensure that the technical expertise of the members of the Board
of Directors and the Board of Statutory Auditors, as well as those responsible for the main
Company Functions, are necessary to awareness of one's role, be preserved over time; in case
of new appointments, specific training programs are set up to facilitate the inclusion of new
members in the Corporate Bodies.

For the aforementioned purposes, in 2017, at the instigation of the Chairman of the Board of
Directors, initiatives were promoted aimed at providing the Directors with an in-depth
knowledge of the Bank's and the Group's business sector, company dynamics and their
evolution, principles of correct risk management, as well as of the regulatory and self-
regulatory framework of reference.

During the year, the Board members took part, with charges borne by the Bank, in training

sessions organized by Assogestioni and Assonime, addressed, inter alia, to the members of the
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administrative and control bodies of listed companies. The sessions focused on topics related
to the corporate governance, financial and non-financial information, internal control and risk
management systems, transactions with related parties, and remuneration. The Statutory
Auditors took part, with charges borne by the Bank, in training sessions organized by ABI,
Assonime and Assogestioni, concerning issues related to the role of the Board of Statutory
Auditors, the latter's supervisory duties, and the statutory audit.

Furthermore, the Board begun the preliminary activities to prepare a detailed plan of
induction to be distributed to the new Board, mainly aimed at any new Directors and Statutory
Auditors.

4.3 ROLE OF THE BOARD OF DIRECTORS (ARTICLE 123-BIS, PARAGRAPH 2, LETTER D), CFA)
4.3.1 Meetings and operation

During the year, the Board of Directors met No. 17 times (in addition to 3 times in which the
meeting was adjourned at a later date), and each session had an average duration of about 3

hours and 29 minutes.

On 29 March 2017, the Board of Directors approved, inter alia, the financial calendar for the
Year, available on the website in the section “Investor Relations/Next Events”.

As for the percentage of participation of each Director in Board meetings, please refer to
Table 2 — “Composition of the board of directors and committees” attached to the Report.
With reference to the 2018 financial year, No. 17 meetings are scheduled; at the date of this
Report, the Board of Directors met No. 3 times, and in particular, 25 January 2018, 9
February 2018, and 22 February 2018.

In Bylaws and in the Regulations of the Board of Directors, adequate procedures are
formalized for the functioning of the administrative body, as well as adequate information
flows, working methods and call/meeting times, which guarantee the correct and efficient
functioning of the Board of Directors; as well as the timeliness of its action.

In accordance with article 17 of the Bylaws, the Board of Directors meets upon convocation
by the Chairman and convened by the Board of Statutory Auditors, at the registered office,
without prejudice to reasons of expediency the meetings shall be held elsewhere.

Avrticle 19 of the Bylaws also provides the possibility that Board meetings may also take place

through interventions in several adjoining or distant places, audio and/or video linked,
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provided that the collegial method and the principles of good faith and equal treatment of
participants. In particular, it is necessary that all the participants can be identified, be they
allowed to follow the discussion and intervene in real time in the discussion and simultaneous
voting on the topics on the agenda. In this case, the Board is considered to be held in the place
where the Chairman is located, which shall be the same in which the Secretary is located, in
order to allow the drafting and signing of the relative minutes.

With regard to the pre-meeting information, the Chairman and the Company's Corporate
Affairs Secretarial Unit took care to forward to the Directors and to the Statutory Auditors the
documentation on the items on the agenda of each meeting with appropriate notice, also on
the basis of content of the topics dealt with, according to the provisions of Article 12 of the
Regulations of the Board of Directors, which expressly states: “the Chairman shall adopt the
agenda, coordinate the works of the Board and ensure that all the Directors receive adequate
and timely information on the items on the agenda”.

To allow an optimal and informed participation in the activities of the Board, the deadline
considered appropriate for the transmission of the documentation before each meeting was set
equal to No. 3 (three) days, and was generally respected.

It should also be noted that this practice has become established that the documentation made
available to Directors and Statutory Auditors is accompanied by specific summary notes
and/or executive summary, in order to make it easier to understand the items on the agenda.
Board meetings are held in compliance with the indications provided by article 1 of the Code,
which has been substantially implemented in the Regulations of the Board of Directors. In
particular, the Chairman of the Board of Directors ensures that the time allocated to allow for
a constructive debate is dedicated to the topics on the agenda, encouraging the contributions
of the Directors during the meetings.

All Board meetings are minuted by the Secretary, who may also be appointed outside its
members.

It should be noted that the Board of Directors appointed Mrs. Romina Guglielmetti, external
party to the Board, which, in coordination with the Chairman and the General Counsel

Function, takes care of the activities necessary for the functioning of the Board's activity.

Corporate governance and share ownership report — Financial Year 2017

36



FARMAFACTORING

BFF BANKING GROUF

The minutes are signed jointly by the Chairman of the Board of Directors and the Secretary

(or by the Notary, in the cases provided by current regulations). These minutes are brought to

the attention of the Directors and the Board of Statutory Auditors at the first meeting of the

subsequent Board and remain available for consultation at the request of each of the Directors

or Statutory Auditors.

The members of the Board of Statutory Auditors take part in the Board meetings and may be

invited to participate, in the cases and in the manner established by the Chairman from time to

time, the Bank's executives and employees, representatives of the Auditing Firm and

consultants, whose presence is deemed useful in relation to the topics to be discussed (limited

to the phase of dealing with the matters for which they are responsible) or for carrying out the

work.

With regard to the members of the Board of Statutory Auditors, it should be noted that: Mr.

Marco Lori (Chairman) participated in No. 17 meetings (as well as all the updating sessions),

Mrs. Patrizia Paleologo Oriundi to No. 16 meetings (and three updating sessions), Mrs.

Sabrina Pugliese to No. 8 meetings (and an updating session).

On the meetings of the Board of Directors, those were invited to attend: to

- No. 15 meetings (and two updating sessions), the General Counsel;

- No. 9 meetings, the Head of the Compliance and AML Function;

- No. 10 meetings, the Head of the Risk Management Function;

- No. 10 meetings, the Head of the Internal Audit Function;

- No. 11 meetings, the Head of the Organization, Systems and Personnel Department;

- No. 4 meetings, the Head of the Online Banking Department;

- No. 5 meetings, the Vice President of the Factoring Department;

- No. 7 meetings, the Vice President of the Finance and Credit Department;

- No. 12 meetings, the Vice President of the Planning, Administration and Control
Department;

- No. 3 meetings, the Officer in charge;

- No. 3 meetings, the Chairman of the SB;

- No. 1 meeting, the Head of the Organizational Unit Administration and Reports;
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- No. 2 meetings, the Head of the Organizational Unit Information and Communication
Technologies;

- No. 1 meeting, the Head of the Organizational Unit Credit Management;

- No. 3 meetings, the Investor Relator;

- No. 3 meetings, the Integration Manager;

- No. 3 meetings, the FEE Chief Executive Officer;

- No. 1 meeting, a representative of the Auditing Company;

- No. 2 meetings, representatives of Spencer Stuart S.r.l.,

to provide appropriate insights on the topics on the agenda.

The Head of the Organizational Unit Corporate Affairs Secretariat, also took part in the

meetings of the Board of Directors. It is reported that the General Counsel Function (which

the Organizational Unit Corporate Affairs Secretariat belongs) constitutes the oversight and

specialized control of the main corporate governance processes, ensuring all appropriate legal

advice for the proper functioning of the corporate governance institutes of the Bank and the

Group, including those relating to the eligibility requirements of corporate officers, to

relations with parties related to the correctness of the decision-making process, as well as to

the related interactions with the Supervisory Authorities.

4.3.2 Duties

Pursuant to the Italian Civil Code, Article 18 of the Bylaws and Article 4 of the ROA, the

Board of Directors has all the powers of ordinary and extraordinary administration, excluding

only those that the law or the Bylaws strictly reserve for the General Meeting.

In addition to the powers that cannot be delegated by law, and without prejudice to the

provisions of the regulatory and supervisory provisions in force and the last paragraph of

Article 16 of the Bylaws, the Board of Directors shall:

a) approve/revise the industrial and financial plans and/or the budget, and verify the
achievement of the related objectives;

b)  decide about the assumption and sale of Group holdings, as well as define the criteria
for the coordination and management of the Group companies, and for implementing

rules issued by the Bank of Italy.
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In accordance with the ROA, the Board of Directors also defines the overall governance

structure and approves the Bank's organizational structure, verifies its correct implementation,

and promptly promotes corrective measures against any gaps or inadequacies.

Particularly, it shall:

a)

b)

c)
d)

f)

9)

approve the Bank’s organizational and corporate governance structure, ensuring the
clear distinction of tasks and functions, as well as the prevention of conflicts of interest;
approve accounting and reporting systems (reporting);

supervise the process of informing the public and communication of the Bank;

ensure an effective dialectical confrontation with the Chief Executive Officer and with
the heads of the main Company Departments, and verify over time choices and
decisions made by them;

process, submit to the General Meeting and review, at least annually, the remuneration
and incentive policies, and shall be responsible for its correct implementation, ensuring
that it is adequately documented and accessible within the corporate structure;

define the remuneration systems, for example remuneration, and incentives for the
Chief Executive Officer, the General Manager, where appointed, and for the Directors
who hold particular positions, as well as for the “most important personnel”, as
identified in the Remuneration and Incentives Policy for the members of the Strategic
Supervisory Bodies, Management and Control, and of the Banca Farmafactoring
Banking Group Personnel, published on the website. Specifically, the Board of
Directors shall ensure that these systems are consistent with the Bank’s overall choices
in terms of risk assumption, strategies, long-term objectives, corporate governance
structure and internal controls;

define the content of the proxies in favor of the Chief Executive Officer in an analytical,
clear and precise manner, also in the indication of the quantitative and value limits, and
of the possible methods of exercise, also in order to allow the collegiate body to
precisely verify their correct fulfillment, as well as the exercise of their own directive

and call-back powers.
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Pursuant to the Intragroup Regulation, the Board of Directors, as the body with strategic

supervisory functions of the Bank, the parent company of the BFF Group, shall also exercise

the following responsibilities at Group level:

a)

b)
c)

d)

f)

9)

h)

approve/revise the industrial and financial plans and/or the budget and of the Group,
and verify the achievement of the related objectives;

define and approve the corporate governance system and the Group structure;

assess the adequacy of the organizational, administrative and accounting structure of the
Subsidiaries, with particular reference to the Internal Control System and the
management of conflicts of interest. In this regard, inter alia, periodically check that the
Internal Control System is consistent with the strategic guidelines, and that the
Corporate Control Functions are independent within the organizational structure, as well
as having professional resources and appropriate Budget .

define and approve the Group’s business model, being aware of the risks inherent to it,
and understanding the ways in which these risks are detected, measured and assessed,;
define and approve the strategic guidelines of the Group and their review, having regard
to the evolution of Group activities and market conditions, in order to ensure their
effectiveness over time;

define and approve the organizational structure of the Group and Group regulations,
ensuring that, within them, the tasks and responsibilities are allocated in a clear and
appropriate manner, including with regard to delegation mechanisms;

define and approve the risk management process, and assessment of its compatibility
with the strategic guidelines and risk governance policies adopted by the Bank at Group
level;

define and approve the framework for determining the RAF, to establish ex ante the
risk/return objectives that the Group intends to achieve and the resulting operational
limits, as well as verifying that the implementation of the RAF is consistent with the
risk objectives and the tolerance threshold identified therein, and the periodic
assessment of the adequacy and effectiveness of the RAF, and the compatibility between

the actual risk and the risk objectives;
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i)  decide about the assumption and sale (direct or indirect) of investments in other
companies that involve a change in the composition of the Group, as well as
determining the criteria for the coordination and management of the Subsidiaries and

for implementing rules issued by the Bank of Italy.

At the meeting of 13 February 2017 and 2 August 2017, on the approval, respectively, of the
annual consolidated financial statements as of 31 December 2016, and of the BFF Group’s
half-yearly consolidated financial statements as at 30 June 2017, the Board of Directors
assessed the adequacy of the Issuer’s organizational, administrative and accounting structure,
with particular reference to the internal control and risk management system, based on the
investigation carried out by the Risk and Control Committee - in coordination with the Board
of Statutory Auditors - and of the report presented by the Officer in charge, on the adequacy

and application of the administrative and accounting procedures.

The Board of Directors, in the meetings of 13 February 2017 and 2 August 2017, on the
approval, respectively, of the annual consolidated financial statements as of 31 December
2016 and of the Group’s half-yearly consolidated financial statements as at 30 June 2017,
assessed, inter alia, the adequacy of the organizational structure of the subsidiaries with
strategic importance. Specifically, these assessments were adopted after the opinion of the
Risk and Control Committee which, in the context of its meetings - in coordination with the
Board of Statutory Auditors - (which you can see below), was able to verify the adequacy and
the continuity effective functioning of the Group’s internal risk and control management
system, with particular reference to the Subsidiaries with strategic importance.

At the meeting of 31 May 2017, the Board of Directors, in line with the provisions of the
relevant legislation’, conducted the usual verification of the Subsidiaries with strategic
importance within the Group, as they contribute more to the risk profile, profitability and, in a
broad sense, are more important for the survival of the Group itself. Specifically, it was
assessed whether each Subsidiary: i) contributes significantly to the consolidated profit,
funding, assets or equity of the Group; ii) incorporates key activities or essential functions; iii)

performs centralized operational, risk or administrative functions; iv) assumes considerable

T See Delegated Regulation (EU) 2016/1075 of the Commission of 23 March 2016 - Article 7.
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risks that could, in the most unfavorable scenario, threaten the survival of the Group; v)
cannot be sold or liquidated without compromising the Group's business continuity. From the
analysis carried out, the following companies have been classified as Subsidiaries with
strategic importance: FFE and Magellan.

In general, the Board oversees and guarantees the adequacy of the administrative and general
organizational structure of the Subsidiaries with strategic importance - also implemented
through the issue of specific internal regulations, such as policies, guidelines and internal
regulations - by examining the structure of the Group and the structures of the individual
companies. In particular, it periodically verifies that the Group's internal control structure is
consistent with the proportionality principle and strategic guidelines, and that the corporate
control functions of the Bank and the Group are autonomous within the organizational
structure, as well as level of resources. With reference to this assessment, reference should be

made to the details in this regard in the following Section 11 — “Internal control system”.

During the financial year, the Board assessed the general management trend at least quarterly,
taking into account, in particular, the information received from the Chief Executive Officer,

as well as periodically comparing the results achieved with those planned.

On the basis of the own powers of the Bank as Parent Company, the Board of Directors
examines and approves in advance the transactions of the Bank and its Subsidiaries with a
significant strategic, economic, equity and financial importance for the Group itself.

Pursuant to Article 18 of the Bylaws, the Board of Directors is responsible for decisions
concerning the assumption and sale of shareholdings of the BFF Group.

According to the ROA, in fact, the Board is exclusively competent to: i) examine and approve
the strategic guidelines, their periodic review, in relation to the evolution of the business
activity and the external context, in order to ensure its effectiveness over time; ii) the criteria
for identifying the most significant transactions to be submitted to the prior screening of the

Risk Management Function.

In the different areas of operation of the Group, there is a transaction “of greater importance”
(the “OMR”) according to the importance of the risk aspects attributable to it, pertaining to

the transaction itself and/or to the complex of similar transactions already existing.
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Defining OMRs is fundamental in the process of assumption and management of risks, as it
allows to identify the operations (or the complex of the same) that, although falling within the
delegation powers of the single organizational unit/department and/or legal entity of the
Group, show potential significant impacts on the group of risks to which the Group is
exposed; for a preventive assessment of these impacts, the OMRs are analyzed by the Risk
Management Function.

The identification of OMRs takes place on the basis of qualitative and quantitative criteria,
distinct and specific for each area of operation. These criteria are defined by the Parent
Company's Board of Directors in a “risk based” perspective, also on the basis of the surveys
carried out by the Risk Management Function, and in line with the risk propensity levels
established in the RAF,

The transactions approved directly by the Board of Directors and/or the Chief Executive
Officer are not included in the definition of OMR. However, for these transactions the Board
of Directors and/or the Chief Executive Officer have the right to request an advisory opinion
to the Risk Management Function.

The prior opinion of the Risk Management Function on the OMRs represents, therefore, an
escalation measure aimed at involving the Board of Directors and/or the Chief Executive
Officer on transactions that fall within the powers delegated to the business functions, and
which, for the particular profiles of risk, are considered worthy of attention; the assessments
on the risk aspects that characterize a OMR concern both individual transactions and those
accumulated over time.

4.3.3 Self-assessment by the Board of Directors

In compliance with the provisions of Circular No. 285, the Board of Directors defined in the
“Regulation on the self-assessment process of the Board of Directors” — approved on 11
December 2015 - the process of self-assessment on the size, composition and functioning of
the Board itself (the “Self-assessment”).

Self-assessment concerns aspects relating to the composition and functioning of the Board
and its internal Committees, also taking into account, also, the qualitative and quantitative
composition, the size, the degree of diversity and the professional preparation of the members,

the presence of non-executive and independent members, the adequacy of nomination
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processes and selection criteria, in order to verify and guarantee over time the most correct
functionality and the consequent effectiveness of the body with strategic supervision and of
the internal board committees, and guarantee the effectiveness of a governance that is
dutifully inspired by the principles of sound and prudent management.

During the year, the self-assessment took place between September and October 2017, and
was carried out by an external consultant of Spencer Stuart S.r.I. (the “Consultant”).

The Consultant has supported the Bank both in the self-assessment process and in
determining the optimal qualitative and quantitative composition to be submitted to the
General Meeting for the renewal of the Board of Directors®, as well as in defining the summit
profile of the Executive, for example of the CEO, for the purpose of preparing the Succession
Plan (see Section 4.1.3 above). The Consultant has not provided additional services to the
Issuer or its Subsidiaries.

The board evaluation process was divided into several phases including, also, the completion,
by the Directors and the Statutory Auditors, of a structured questionnaire with questions and
interviews, the processing of data and information collected, the participation of the
Consultant at No. 1 (one) council meeting, the examination of the corporate documentation,
the preparation of the “Board Review 2017 containing the results of the self-assessment
process, and identifying the strengths and weaknesses found.

Taking into account the indications formulated by the Consultant, the Nomination Committee
has expressed to the Board of Directors its determinations on the self-assessment process of
the Board itself, in order to assist it in the activities for which it is responsible.

The outcome of the self-assessment was overall positive, with some indications for
improvement.

Specifically, as regards the strengths, it was also found the ability of the Board of Directors to
(i) address and monitor the Bank's evolutionary process, and (ii) ensure adequate supervision
of corporate governance, remuneration and incentive systems, as well as the internal control

and risk management system.

8 The indications on the qualitative and quantitative composition of the Board of Directors have been reported
in the “Guidelines on the qualitative and quantitative composition of the Board of Directors: indication for
shareholders and the new Board of Directors”.
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Suggestions of improvement concern, in particular, the need to: (i) devote more space to the

strategic activities of the Bank; (ii) increase opportunities, including informal ones, for the

exchange of information and suggestions among the Directors, and between them and the

Chief Executive Officer; (iii) further improve the management of Board meetings and of the

internal board committees.

Finally, it should be noted that, compared to the indications emerging during the Self-

assessment for 2016, significant improvements emerged, also in the following areas:

a)  planning of Board meetings;

b)  defining the agenda and addressing the priority themes order;

c) planning of Committees meetings;

d) sending the pre-meeting documentation;

e) role of the Committees, which is carried out with greater authority by the respective
Chairmen;

f)  strengthening of control structures.

The General Meeting has not authorized, as a general or preventive measure, any exemptions

from the prohibition on competition laid down in Article 2390 of the Italian Civil Code.

4.4 DELEGATED BODIES

4.4.1 Delegated Directors

In the model adopted by BFF, the Board of Directors has identified the body with
management function in the CEO, chosen among its members, determining their powers and
terms in office.

The Bank has not appointed general managers.

The Board conferred to the Chief Executive Officer all sector powers of the Bank's business,
within pre-established limits and with the power to sub-delegate. Specifically, the Chief
Executive Officer manages the activities of the Company, within the limits of the powers
granted to him and in compliance with the general management guidelines established by the
Board of Directors, and oversees the implementation of the resolutions of the Board of
Directors and of the obligations required by law. He is head of the personnel and the structure,
and takes care that the organizational, administrative and accounting structure of the

Company is adequate to the nature and size of the company itself.
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Detailed information on these powers is shown in Table 4 — “Operational Powers” attached to

this Report.

The Chief Executive Officer is Mr. Massimiliano Belingheri, who, as ascertained by the

Nomination Committee and the Board of Directors, respectively, at the meetings of last 25

and 26 October, does not hold other positions outside the Group.

4.4.2 Chairman of the Board of Directors

The Chairman of the Board of Directors plays a crucial role in ensuring the proper

functioning of the Board of Directors, fostering internal dialogue and ensuring the balancing

of powers, consistently with the tasks relating to the organization of the Board's work and the
circulation of information, that are attributed to him by the Italian Civil Code and the

Corporate Governance Regulations. Corporate Bodies, placing himself as interlocutor for

them and the internal Committees, in which he participates by right. The Chairman of the

Board of Directors, if not provided by the General Meeting, is appointed by the Board among

its non-executive and independent members.

The Chairman ensures the effectiveness of the Board debate, and favors in a neutral manner

the meditated participation of the Directors, in particular, non-executive, asking them to

actively participate in the discussion and adopting resolutions on the items on the agenda.

The President works to ensure that the resolutions adopted by the Board are the result of an

adequate dialectic, and of the conscious and reasoned contribution of all its members.

More specifically, pursuant to Article 13 of the Regulations of the Board of Directors, the

Chairman shall:

a)  have the legal representation of the Bank before third parties and in court, as well as the
signing power, separately from the Chief Executive Officer and the General Manager, if
appointed, within the limits of their respective powers;

b)  chair the General Meeting and coordinate the General Meeting meetings, also verifying
that the Meeting has been duly constituted, confirming the identity and legitimate title
of members present, regulating the discussion and establishing the voting procedures;

c)  convene the Board, set the agenda and coordinate the work. In the preparation of the
agenda and in conducting the Board debate, he shall ensure that matters of strategic
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importance are treated with priority, ensuring that all the necessary time is devoted to
them;

ensure that the documentation supporting the Board resolutions or, at least, an initial
disclosure on the matters to be discussed is forwarded to the Directors well in advance.
For the purposes of correct disclosure, the documentation relating to the items on the
agenda is sent to the Directors and Auditors, normally, at least three days before the date
set for the Board meeting (unless they preclude reasons of confidentiality, having
particular regard to “price sensitive” information);

ensure that the documentation supporting the resolutions, in particular that given to non-
executive members, is adequate in quantitative and qualitative terms with respect to the
items on the agenda; favor a meditated participation of the Directors in the discussion
and resolution of the matters being discussed;

ensure that Directors and Auditors may participate, in the most appropriate ways, in
initiatives aimed at providing them with adequate knowledge of the business sector in
which the Bank operates, of the company dynamics and their evolution, of the
principles of correct risk management, as well as the reference and regulatory
framework;

organize at least once a year a meeting among all the Directors, even outside the board
of directors, to deepen and to discuss strategic issues, asking to all Board members to
participate;

he shall ensure that: (i) the self-assessment process provided by the Supervisory
Provisions is carried out effectively, the manner in which it is conducted is consistent
with the degree of complexity of the Board’s work, the corrective measures necessary to
deal with any deficiencies found are adopted; (ii) the Bank prepares and implements
integration plans and training plans for members of the bodies, and plans for the
succession of senior management positions of the Company;

exercise the powers delegated to him by the Board, provided that they do not
compromise their independence and are compatible with the applicable provisions of

law and regulations;
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J)  oversee the execution of the General Meeting and the Board resolutions, as well as the
adherence of company policy to strategic guidelines.

In the absence of the Chairman, its powers are exercised by the Deputy Chairman (who is a
non-executive director). Before third parties, the signature of the Deputy Chairman makes full
proof of the absence or impediment of the Chairman. In the event of absence or impediment
of the Chairman, the Board of Directors is chaired by the Deputy Chairman or, in the event of
his absence or impediment, by the Director with the highest number of consecutive mandates.
The Chairman contributes, as a member of the Board of Directors with the relative voting
prerogatives, to the elaboration of the business strategies, whose approval is of exclusive
competence of the Board itself.

The Chairman, Mr. Salvatore Messina, has no operational powers and does not hold the role
of Chief Executive Officer or that of a controlling shareholder of the Company.

4.4.3 Executive Committee (only if established) (Article 123-bis, paragraph 2, letter d),
CFA)

Article 16 of the Bylaws provides that the Board may also delegate its powers to an Executive
Committee by setting, with the limitations set out in Article 2381 of the Italian Civil Code, the
powers, the number of members and the rules that regulate its operation.

To date, the Company has not established any Executive Committee.

4.4.4 Reporting to the Board

During the year, the Chief Executive Officer reported to the Board of Directors on the general
performance of the management and on its foreseeable evolution, as well as on the major
economic, financial and equity transactions carried out by the Company and its subsidiaries,

at least quarterly and, in any case, at the first useful meeting.

4.5 OTHER EXECUTIVE DIRECTORS

Pursuant to the Regulations of the Board of Directors, the Directors are considered to be

executive directors who:

i)  are recipients of delegations or perform functions, even of mere fact, relating to the
management of the company;

i) hold managerial positions in the Bank, or are responsible for supervising specific areas

of company management, ensuring the constant presence in the company, acquiring
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information from the relevant operating structures, participating in managerial
committees and referring to the collegial body on the activity carried out;
i) hold the positions under sub i) and sub ii) in any company of the BFF Group.
The assignment of vicarious powers or only for cases of urgency to directors who do not have
management powers does not constitute them as executive directors, unless such powers are
in fact exercised with considerable frequency.
There are no other Executive Directors on the Board of Directors of the Bank, in addition to

Mr. Massimiliano Belingheri, Chief Executive Officer.
4.6 INDEPENDENT DIRECTORS

As indicated in Section 4.2 of the Report, the Board of Directors of BFF includes No. 1 (one)
Independent Director pursuant to Article 148, paragraph 3 of the CFA and No. 4 (four)
Independent Directors pursuant to Article 148, paragraph 3 of the CFA and Article 3 of the
Code of Conduct.

Pursuant to the Regulations of the Board of Directors, the Board assesses, on the basis of the

information and declarations provided by the interested parties or the information in any case

at its disposal, the existence of the requisites of independence:

- at the moment of the appointment, for the director who qualifies as independent;

- on an annual basis, after the year of appointment, for all the directors appointed as
independent.

As already mentioned, the Board of Directors, after their appointment, verified the existence

of the independence requirements established by the CFA and by the Code for each of the

non-executive Directors.

Following the appointment, the evaluation took place on 28 October 2016 and 26 October

2017, respectively, on an annual basis. In both cases, the presence on the Board of Directors

of No. 1 (one) Independent director pursuant to Article 148, paragraph 3 of the CFA was

confirmed (Mr. Salvatore Messina), and No. 4 (four) Independent Directors, pursuant to

Article 148, paragraph 3, of the CFA and Article 3 of the Code of Conduct (Mr. Federico

Fornari Luswergh, Mrs. Elisabetta Oliveri, Mrs. Gabriele Michaela Aumann and Mr.

Giampaolo Zambeletti Rossi).
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In compliance with the provisions of the Board of Directors' Regulations, for the assessment
of the existence of the independence requirement, the credit relationships maintained with the
Bank and attributable to independent Directors have been taken into consideration, as well as
any professional, commercial or financial relationships, direct or indirect, independent
Directors with Group companies, also taking into account the following criteria of
significance: duration of the commercial relationship passed, value of the service compared to
the turnover of the company or professional firm to which the Director belongs, or with

respect to the income of the Director same as a natural person.

Pursuant to the Code of Conduct, the Board of Statutory Auditors verified the correct
application of the criteria and procedures for ascertaining the independence requirements of
the members of the Board of Directors, at its meeting on 27 November 2017, upon the
outcome of which it considered the procedures adopted by the Board of Directors, suitable for

ascertaining the independence requirements of its members.

The Independent Directors met, during the 2017 financial year, in the absence of the other
Directors No. 4 times. The meetings focused on budget and strategic issues for the business

development.

As required by the Regulations of the Board of Directors, the candidacy of the independent
Directors is accompanied by a declaration by the candidate stating the requisites of
independence pursuant to the law, the Bylaws and the Regulations itself.

The Directors have undertaken to promptly inform the Board of Directors of any future
assumption of positions that may affect the Board of Directors' assessments with regard to the

independence requirements.
4.7 LEAD INDEPENDENT DIRECTOR

Considering that, in compliance with the regulatory provisions set by the Bank of Italy for
banking companies, the Chairman of the BFF Board of Directors i) has not received any
management delegation from the Board, ii) does not hold the position of principal responsible
for the management of the company (so-called chief executive officer), and iii) is not the

controlling shareholder of BFF, the Board has not designated an independent director as lead
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independent director, not using the conditions set out in Application Criterion 2.C.3 of the
Code.
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5. HANDLING CORPORATE INFORMATION

In compliance with Regulation (EU) No. 596/2014 on market abuses (“MAR”) and related
implementing regulations, the treatment of privileged information is governed by the
“Procedure for the internal management and disclosure of privileged information” (the “Pl
Procedure”), as well as the “Procedure for keeping and updating the register of persons who
have access to privileged information” (the “Register Procedure”), adopted on 28 July 2016
by the BFF Board of Directors, upon proposal of the Chief Executive Officer, and
implemented by all Group companies. The IP Procedure regulates the evaluation,
management and disclosure of the Bank’s privileged information to the market. The Register
Procedure regulates the behavioral rules, roles and responsibilities of the subjects and
organizational structures involved in the holding and updating of the register of persons who,
due to their work or professional activity or because of the functions performed, have access
to privileged information of the Bank and/or the Subsidiaries. The aforementioned procedures
were last updated by the Board, on 28 July 2016, also to take into account the Guidelines No.
1/2017 on the “Management of Privileged Information” published by Consob on 13 October
2017. The IP Procedure of the Bank is available on the website at the following address:
https://www.bancafarmafactoring.it/documents/33221/50115/BFF+-

+Procedura+interna+gestione+e++comunicazione+info+priv-1TA.pdf/bb2alall-7aec-4d54-
b881-3cfb04622778. The Register Procedure of the Bank is available on the website at the
following  address:  https://www.bancafarmafactoring.it/documents/33221/50115/BFF+-
Regolamento+tenuta+registro+insiders+-1TA.pdf/8d37e1e0-b7cb-42d6-b0f2-06d15ee3dc35.
The Board of Directors also approved, as from 23 February 2004, the “Code of Ethics of the
Group” (revised and updated, lastly, on 24 July 2014, the “Code of Ethics”) addressed to all

those that, in the Bank and in any other Group company, in all the countries in which the
Group operates, they hold functions of representation, administration or management, or that
exercise the management and control of the legal entity to which they belong, to all
employees, without exception, and to collaborators. The Code of Ethics requires, in
compliance with the MAR, the obligation not to use or disclose to others, without justified
reason, confidential and/or price sensitive information. Furthermore, the Code of Ethics
provides the obligation not to use confidential information for purposes not directly connected
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with the exercise of professional activity carried out within the Group. This information shall
be managed in ways that ensure compliance with current legislation on privacy: in particular,
confidential information cannot be disclosed to third parties inside or outside the Group,
unless such communication is necessary for the performance of their duties or is requested by

the Authorities in the context of official investigations.
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6. BOARD INTERNAL COMMITTEES (ARTICLE 123-BIS, PARAGRAPH 2, LETTER D),
CFA)

In compliance with the Corporate Governance Provisions, and in line with the provisions of
the Code, there were set up within the Board of Directors No. 3 (three) Committees, with
instructive, consultative and propositional duties, and composed only, or for the most part, by
independent Directors, in order to support the Board of Directors in taking decisions, above
all with reference to the more complex sectors of activity.

They are made up as follows:

o the Nomination Committee (“Nomination Committee”);

o the Remuneration Committee (“Remuneration Committee”); and

. the Risk and Control Committee (“RC Committee”).

None of the functions that the Code assigns to the Board Committees has been reserved to the
Board of Directors. Moreover, none of these Committees performs the functions of two or
more committees provided by the Code. The functions were distributed among the
Committees in a manner consistent with the provisions of the Code, and in compliance with
the Supervisory Provisions.

For the description of the characteristics of the aforementioned Committees, please refer to
Sections 7 for the “Nomination Committee”, 8 for the “Remuneration Committee”, and 10 for

the “Risk and Control Committee” of this Report.

In addition to the Nomination Committee, the Remuneration Committee and the Risk and
Control Committee, the Board of Directors established the Committee for the Evaluation of
Transactions with Related Parties and Associated Persons (the “RPT Committee”), to ensure
an efficient system information and consultation that allows the Board to better assess the
transactions with related parties and related parties, in compliance with the provisions of the
Consob Related Parties Regulation and Circular No. 263.

Composition and functioning of the RPT Committee

Pursuant to the “Regulations of the Committee for the Evaluation of Transactions with Related
Parties and Associated Persons”, the RPT Committee is made up of No. 3 (three) members
appointed by the Board of Directors, all independent pursuant to Article 148, paragraph 3, of
the CFA and Avrticle 3 of the Code.
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Until the IPO date, the RPT Committee was composed by Salvatore Messina (Chairman),
Mrs. Elisabetta Oliveri and Mr. Giampaolo Zambeletti Rossi. After the IPO, the RPT
Committee is composed by Mrs. Elisabetta Oliveri (Chairman), Mr. Giampaolo Zambeletti
Rossi and Mrs. Gabriele Michaela Aumann.

The duration of the RPT Committee is equal to that of the Board of Directors. Therefore, it
lapses at the termination of the Board itself. Should one or more of its members fail for any
reason, the Board provides their replacement with their independent members pursuant to the
regulations in force above.

The Chairman of the Board of Directors, Mr. Salvatore Messina, participates by right in the
meetings of the RPT Committee.

The Chairman of the RPT Committee: i) formulates the agenda and convenes the RPT
Committee whenever it deems it appropriate or is asked to be jointly requested by the other
members of the RPT Committee, by the Chairman of the Board of Directors or by the Chief
Executive Officer, a specific notice sent at least 5 (five) days before (subject to urgency); ii)
chairs the meetings, organizing their work, and provides prior information so that members
can act in an informed manner; iii) directs, coordinates and moderates the debate; iv) reports
to the Board of Directors on behalf of the RPT Committee, and v) represents the Committee
itself in relations with the other Corporate Bodies, being able to sign on behalf of the RPT
Committee reports and opinions to be submitted to the Board. A special report is drawn up for
each meeting, signed by the Chairman and the Secretary, who from time to time has been
appointed by the Committee itself even outside its members.

During 2017, the RPT Committee met No. 5 times, and the average duration of the meetings
was about 30 minutes.

During 2018, approximately No. 5 meetings, of which No. 2 were held respectively on 9
February 2018 and 22 February 2018.

The RPT Committee has the necessary resources for the performance of its functions.

For further information, please refer to Table 2 — “Composition of the board of directors and

committees” attached to the Report.
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Functions of the RPT Committee

The RPT Committee acts to prevent the risk that the possible closeness of certain subjects to
the decision-making centers of the Bank could compromise the objectivity and impartiality of
the decisions regarding transactions with respect to the same subjects, with possible
distortions in the process of allocation of resources, exposures of the Bank to inadequately
measured or manned risks, potential damage to Shareholders stakeholders.

The RPT Committee has the task of expressing a prior opinion on the procedures and
transactions with related parties pursuant to Circular No. 263 (the “Associated Persons”) and
related parties pursuant to the Consob Related Parties Regulation (the “Related Parties”),
and plays a role of evaluation, support and proposal on the organization and conduct of
internal controls on the overall activity of Assumption and management of risks towards
Associated Persons and Related Parties, as well as for the general verification of the
consistency of the activity with the strategic and management guidelines.

It should also be noted that, in addition to the Secretary and the Chairman of the Board of
Directors, at a meeting of the RPT Committee, the Head of the Corporate Affairs Secretariat,
invited by its Chairman, participated in order to contribute to the individual items of the
agenda. At least one member of the Board of Statutory Auditors participated in Mo. 4

meetings of the RPT Committee.
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1. NOMINATION COMMITTEE

In order to conform its corporate governance model to the provisions of Circular No. 285 and
to best governance practices, the Board of Directors set up a Nomination Committee in July
2014. The members of the current Nomination Committee were appointed by the Board of
Directors on 4 November 2015, and subsequently integrated on 21 December 2015, with
regard to Mrs. Gabriele Michaela Aumann.

7.1 COMPOSITION AND FUNCTIONING OF THE NOMINATION COMMITTEE (ARTICLE 123-BIS,
PARAGRAPH 2, LETTER D), CFA)

7.1.1 Composition

Pursuant to the “Regulations of the Nomination Committee”, the Committee is composed of
No. 3 (three) members of the Board of Directors, appointed by the latter, all non-executive
and mostly independent pursuant to the Bylaws and Regulations of the Board of Directors
(i.e. of the CFA and of the Code). Therefore, the Nomination Committee consists of No. 3
(three) Non-executive Directors: Mr. Federico Fornari Luswergh (Chairman), Mrs. Gabriele
Michaela Aumann and Mr. Ben Carlton Langworthy. The Chairman, Mr. Fornari Luswergh
and Mrs. Aumann are independent pursuant to Article 148, paragraph 3 of the CFA and Article
3 of the Code. Mr. Ben Carlton Langworthy he is a non-executive Director.

The Nomination Committee is assigned to an independent Director.

The duration of the Committee is equal to that of the Board of Directors. Therefore, it lapses
at the termination of the Board itself. Should one or more members of the Nomination
Committee fail for any reason, the Board of Directors provides replacement with its own
members who meet the above requirements.

The Chairman of the Board of Directors, Mr. Salvatore Messina, participates by right in the
meetings of the Nomination Committee.

7.1.2 Functioning

The Nomination Committee meets, under invitation of its Chairman or his deputy, in the place
determined by the latter, preferably at the Bank's offices, by means of a notice containing the
indication of the items on the agenda, transmitted to all its members at least 3 (three) days
before the meeting (subject to urgency). The Chairman chairs the meetings of the Nomination

Committee, prepares its work, also including the transmission of illustrative and explanatory
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documentation of the items on the agenda, directs, coordinates and moderates the discussion.
In his absence, the Committee is chaired by its oldest member. The Chairman represents the
Committee in the meetings of the Board of Directors, and signs the reports and opinions
submitted to them by the Committee itself.

All meetings of the Committee are minuted by the Secretary appointed from time to time also
outside the members of the Committee itself; the minutes are signed jointly by the Secretary
and the Chairman of the Committee, stored in chronological order together with the
documentation supporting the assessments expressed by the Committee.

At the first useful Board of Directors, the Chairman informs about the decisions taken by the
Committee.

During 2017, the Nomination Committee met No. 5 times, and the average duration of the
meetings was about 1 hour.

During 2018, approximately No. 4 meetings, of which No. 1 was held on February 9.

For further information, please refer to Table 2 — “Composition of the board of directors and
committees” attached to the Report.

In addition to the Secretary and the Chairman of the Board of Directors, under invitation of
the Chairman, the Chief Executive Officer, the General Counsel, the Chairman of the Board
of Statutory Auditors and/or a member of the Board of Directors, Board of Statutory Auditors,
representatives of the Consultant appointed to assist the Board of Directors in the annual self-
assessment process, as well as an external expert, in order to provide a useful contribution on
the individual items on the agenda, took part in the work of the Nomination Committee.

7.2 FUNCTIONS OF THE NOMINATION COMMITTEE

The Nomination Committee carries out proactive and advisory functions to support the Board
of Directors in the process of appointing and co-opting the Directors.

To this end, the Nomination Committee assists the Board of Directors in the process of
defining the composition of the Bank’s Board of Directors, taking care that this reflects an
adequate degree of diversification, also in terms of competence, experience, gender and
international projection, and that is consistent and adequate with respect to the requisites
envisaged by current legislation, by the Bylaws and by the Regulations of the Board of

Directors, as well as by the results of the self-assessment process. Specifically, the
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Nomination Committee plays an advisory and proactive role in favor of the Board of

Directors in the process of:

a) prior identification of the optimal qualitative and quantitative composition of the Board
of Directors, respecting, inter alia, provisions on gender equality; having regard to the
results of the self-assessment, it also expresses recommendations on the professional
figures whose presence may favor the correct and effective functioning of the Board,;

b) determination of the maximum number of administration and control offices, and
assessment of the cases that should be implemented in derogation of the ban on
competition provided by Article 2390 of the Italian Civil Code; and

c) verifies the correspondence between the composition of the Board of Directors referred to
in point a) and that effectively resulting from the appointment process.

In case of co-option - that is, in the case of appointment of the members in office, a director

who replaces a member of the Board of Directors ceased to be appointed before the deadline -

the Nomination Committee expresses its opinion on the suitability of the candidates that,
based on the analysis performed by the Board of Directors on a preventive basis, they were
deemed suitable to replace the Director who had ceased. This opinion is disclosed by the

Bank to Shareholders during the first General Meeting following the co-option.

The Committee also proposes to the Board of Directors candidates for the office of Director in

cases of co-option, where it is necessary to replace independent Directors.

In the event of co-option, the Nomination Committee verifies in advance the existence of the

requisites of honor, professionalism and independence as per the applicable laws in force, the

Bylaws and the Regulations of the Board of Directors, for candidates to the position of Bank

Director.

Furthermore, the Committee issues an opinion to the Board of Directors regarding the

resolutions concerning the possible replacement of the members of the Internal Board

committees.

The Nomination Committee has also advisory and propositional tasks in the following
processes:

a)  Self-assessment by the Board of Directors;

b)  possible definition of succession plans in executive top management.
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I.  Self-assessment by the Board of Directors

The Nomination Committee supports the Chairman and the Board of Directors in the self-
assessment process of the Board itself, as required by the “Regulation on the self-assessment
process of the Board of Directors”. Specifically, the Nomination Committee proposes to the
Chairman the internal staff who will conduct the self-assessment process. In order to ensure
independence of judgment, it was envisaged that an external professional could be appointed
to support the Board of Directors in this activity. In this case, the Nomination Committee shall
assist the Board of Directors in selecting the external professional. The criteria for identifying
internal personnel or any external professional are outlined in the “Regulation on the self-
assessment process of the Board of Directors”, taking into account the requirements of
neutrality, objectivity and independence of judgment necessary for the self-assessment
process.

Il.  Possible definition of succession plans in executive top management

The Nomination Committee assists the Board of Directors in the eventual process of
formalization of plans aimed at ensuring the orderly succession in executive positions in the
event of termination due to expiry of the assignment or for any other cause, in order to
guarantee the business continuity and avoid economic and reputational repercussions on the
Bank and the Group.

In addition, the Nomination Committee supports the Board of Directors in the annual
verification of the existence of the requisites of honorability, professionalism, independence,
compliance with the limits on the number of offices and the prohibition of interlocking
directorships pursuant to Article 36 of the “Salva Italia Decree”, in the hands of the members
of the Council itself.

Furthermore, the Nomination Committee is responsible for supporting the Risk and Control
Committee in identifying the Managers of the Corporate Control Functions whose
appointment shall be submitted to the approval of the Board of Directors, having heard the
opinion of the Board of Statutory Auditors.

The Nomination Committee performs its functions taking care to avoid that the decision-
making processes of the Board of Directors are dominated by a single entity or by groups of

subjects that could prejudice the Bank.
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During the year, the Nomination Committee has, also:

i)

i)

iv)

assisted the Board of Directors in selecting the Support Consultant (a) in the Board of

Directors’ self-assessment process, (b) in developing the guidelines for Shareholders on

the optimal qualitative and quantitative composition of the future Board of Directors, as

well as ( c) defining the executive top management profile for the purpose of preparing

a “Succession Plan of the Chief Executive Officer” (see Section 4.1.3 above);

examined the results of the activity carried out by the Consultant with reference to the

aforementioned areas;

prepared and approved:

- the “Report of the Nomination Committee on the self-assessment process of the Board
of Directors”;

- the above mentioned “Succession Plan of the Chief Executive Officer”;

carried out the annual verification of the permanence of the requirements of

professionalism, integrity and independence for the Directors.

In its tasks, the Committee had the right to access all the necessary information, and to the

relevant company departments. The Committee has availed itself of the support of the

aforementioned Consultant.

The Board of Directors sets annually the spending budget available to the Committee to

perform its tasks, which can be increased upon its motivated request. For the financial year,

the Board of Directors, upon proposal of the Nomination Committee, approved the

consideration of the appointed Consultant referred to above.
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8. REMUNERATION COMMITTEE
For the information required in relation to the constitution, duties and functioning of the
Remuneration Committee, please refer to Section I, chapter 6 and Section Il, chapter 2.4 of

the Remuneration Report.

9. REMUNERATION OF DIRECTORS
Information on remuneration policies is provided in Section | of the Report on Remuneration,

to which reference should be made.
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10. RISKS AND CONTROL COMMITTEE

In order to conform its corporate governance model to the provisions of Circular No. 285 and

to best governance practices, the Board of Directors set up, with resolution of 24 July 2014,

established the “Risks Committee”. Following the General Meeting of 4 November 2015,

during which the Shareholders appointed the new Board of Directors, the Bank's

administrative body - on the same date - renewed the “Risks Committee” with a different

composition, and it subsequently integrated on 21 December 2015. The composition of the

“Risks Committee” was reconfirmed by the Bank's Board of Directors on 31 March 2016,

following the confirmation of the Directors co-opted by the General Meeting held on the same

date.

10.1 COMPOSITION AND FUNCTIONING OF THE RISK AND CONTROL COMMITTEE (PURSUANT
TO ARTICLE 123-BIS, PARAGRAPH 2, LETTER D), CFA)

10.1.1 Composition

Until the IPO, the “Risk Committee” was made up of No. 3 (three) members - all non-

executive and of which No. 2 (two) in possession of the requisites of independence pursuant

to Article 148, paragraph 3, of Legislative Decree no. 24 February 1998, No. 58 - and, more

precisely, by Mrs. Gabriele Michaela Aumann (Chairman), Mr. Salvatore Messina and Mr.

Luigi Sbrozzi.

The changes in the composition of the Committee - starting from the appointment of the

Board of Directors on 4 November 2015 - are shown in the following table:

COMPOSITION OF THE “RISK COMMITTEE” FROM 4 NOVEMBER 2015 TO 21 DECEMBER 2015

Name and Surname Title Role
Alessandro Decio Independent Director Chairman of the
Committee
Salvatore Messina Independent Director Committee member
Giorgia Rodigari Non-executive Director Committee member
COMPOSITION OF THE “R1SKS COMMITTEE” FROM 22 DECEMBER 2015 TO 7 APRIL 2017
Name and Surname Title Role
Gabriele Michaela Aumann Independent Director Chairman of the
Committee
Salvatore Messina Independent Director Committee member
Luigi Sbrozzi Non-executive Director Committee member

Following the IPO, all the resolutions passed by the General Meeting and by the Board of
Directors became effective, with effectiveness subordinated to the IPO itself; therefore, also,
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the “Risks Committee”: (i) became “Risk and Control Committee”; (ii) adopted the
“Regulation of the Risk and Control Committee” (in the version approved by the Board on 28
April 2016, with effectiveness subordinated to the IPO), and (iii) changed its composition.
Pursuant to the “Regulation of the Risk and Control Committee”, the RC Committee is
composed of No. 3 (three) members of the Board of Directors, all non-executive and mostly
independent pursuant to the Bylaws and Regulations of the Board of Directors. Therefore, the
RC Committee is composed of No. 3 (three) members and, specifically, by non-executive
Directors: Mrs. Gabriele Michaela Aumann (Chairman), Mr. Federico Fornari Luswergh and
Mr. Luigi Sbrozzi. It should also be noted that the Chairman, Mrs. Gabriele Michaela Aumann
and Mr. Fornari Luswergh are also independent pursuant to Article 148, paragraph 3 of the
CFA and Article 3 of the Code Mr. Luigi Sbrozzi he is a non-executive Director.

The Chairman of the RC Committee is assigned to Mrs. Aumann, an independent Director
with adequate accounting, financial and/or risk management skills, as ascertained at the time
of appointment by the Board of Directors.

At the time of appointment, the Board of Directors ascertained that all the members of the RC
Committee has the requisites of professionalism and honorableness envisaged by the current
regulatory provisions. The members of the RC Committee have the knowledge, skills and
experience to fully understand and monitor the strategies and the risk orientations of the Bank
and the Group. At least one member of the RC Committee shall have adequate experience in
accounting and financial matters and/or risk management process, which shall be subject to a
specific assessment by the Board of Directors at the time of appointment.

The term of the Committee is exactly the same of the Board of Directors and, therefore, the
RC Committee expires at the time of termination of the Board itself.

Should one or more members of the RC Committee fail for any reason, the Board of Directors
provides the replacement with its members, ensuring the presence of at least two independent
directors and at least one member with adequate experience in accounting and accounting
financial and/or risk management.

It should also be noted that, pursuant to the “Regulations of the Risk and Control Committee”,
the Chairman of the Board of Directors, Mr. Salvatore Messina, participates by right in the

meetings of the RC Committee.
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10.1.2 Functioning

The RC Committee meets, when convened by its Chairman, or its deputy, in the place

determined by the latter, preferably at the Company’s headquarters, by means of a specific

notice containing the items on the agenda, transmitted to all its members at least 3 (three)

days before the meeting (subject to urgency). The RC Committee shall also be convened

whenever required by the Chairman of the Board of Statutory Auditors.

The following are permanently invited to attend the meetings of the RC Committee as well:

- as stated before, the Chairman of the Board of Directors and

- the Chairman of the Board of Statutory Auditors, so that the presence of at least one
member of the control body is guaranteed.

The activity of the RC Committee is coordinated by the Chairman, who prepares the work of

the Committee, presides over it and directs, moderates and coordinates the meetings. In his

absence, the Committee is chaired by its oldest member.

All meetings of the RC Committee are minuted by the Secretary, appointed from time to time,

even outside its members; the minutes are signed jointly by the Secretary - appointed from

time to time and also chosen from subjects outside the RC Committee - and by the Chairman

of the RC Committee, stored in chronological order and adequately accompanied by

illustrative and explanatory documentation of the items on the agenda, on the basis of which

the relevant determinations have been taken.

The Chairman informs on each meeting of the RC Committee at the first useful meeting of the

Board of Directors.

During 2017, the RC Committee met No. 15 times, and the average duration of the meetings

was about 1 hour and 51 minutes.

During 2018, approximately No. 14 meetings, of which No. 3 were held respectively on

January 24, February 8, and February 21, 2018.

For further information, please refer to Table 2 “Composition of the board of directors and

committees” attached to the Report.

Given that all the members of the RC Committee have the professional qualifications required
by the current regulatory provisions, at the time of appointment, the Board of Directors
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ascertained that Mrs. Aumann had adequate experience in accounting and financial matters

and/or risk management process.

Under invitation of the Chairman, the Chief Executive Officer, the Directors, the Heads of

Corporate Control Functions may be called upon to participate in the Committee’s work,

where it is deemed useful and appropriate for the correct handling of the items on the agenda,

as well as those responsible for other functions or other subjects, including third parties.

During the meetings of the Committee, in addition to the Chairman of the Board of Directors,

as a participant by right, and to the members of the Board of Statutory Auditors, the following

were invited to take part in the discussion of individual items on the agenda:

i)  the Chief Executive Officer, in his capacity as Director in Charge (above stated);

i)  the Head of Risk Management;

iii)  the Head of Compliance and AML;

iv) the Head of Internal Audit;

v) the Head of the Planning, Administration and Control Department, and the Officer in
charge;

vi) the Head of Integration of Magellan in the BFF Group (so-called Integration Manager);

vii) the Head of the Corporate Affairs Secretariat;

viii) the Head of the Administration and Reports Department;

iX) the Head of the Organization, Systems and Personnel Department;

X)  the Head of Information and Communication Technologies;

xi)  the Head of the Personnel Organizational Unit;

xii) the Head of the Finance and Credit Department;

xiii) representative of the Auditing Company;

10.1.3 Functions assigned to the Risk and Control Committee

The RC Committee performs advisory and consultative functions vis-a-vis the Board of

Directors, in order to support, with an adequate preliminary activity, the assessments and

decisions of the Board relating to the Internal Control and Risk Management System, and to

periodic financial reports.
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Pursuant to the “Regulation of the Risk and Control Committee” and the current applicable

regulation, with particular reference to the tasks relating to risk management and control, the

RC Committee provides support to the Board of Directors in:

a)

b)

defining and approving strategic guidelines and risk governance policies. Within the
framework of the RAF, the RC Committee carries out the evaluation and propositional
activity necessary to the Board of Directors, in compliance with the provisions of
Circular No. 285 - and implemented in the ROA adopted by the Bank -, to define and
approve the Risk Appetite and the Risk Tolerance;

verifying the effective implementation of the strategies, the risk governance policies and
the RAF, approved by the Board of Directors;

defining policies and processes for the evaluation of company activities, including the
periodic verification of the consistency as regards profitability and the risks assumed by
the Bank and the Group in transactions with customers, with respect to the business

model and the strategies defined by the Company regarding risk

In assisting the Board of Directors, the RC Committee also:

a)

b)

with the contribution of the Nomination Committee, identifies and proposes to the Board
of Directors the Managers of the Company Control Functions to be appointed,;

examines in advance the business plans (including the audit plan prepared by the Internal
Audit Function) and the annual reports of the Corporate Control Functions sent to the
Board of Directors;

examines the periodic reports, concerning the evaluation of the Internal Control System,
prepared by the Corporate Control Functions;

expresses opinions and makes proposals to the Board of Directors on compliance with the
principles to which the Internal Control System and the corporate structure of the Bank
and the Group shall be standardized;

evaluates opinions and makes proposals to the Board of Directors on the requirements
that shall be respected by the Corporate Control Functions, and on specific aspects
concerning the identification of the main corporate risks, bringing to the Board of
Directors attention any weaknesses found and the consequent actions to be promoted. To

this end, assess the proposals of the Chief Executive Officer;
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monitors the autonomy, adequacy, effectiveness and efficiency of the Company Control
Functions;

contributes, through evaluations and opinions, to defining the corporate outsourcing
policy of the Corporate Control Functions;

verifies that the Corporate Control Functions conform correctly to the indications and
lines established by the Board of Directors, and assists the latter in the preparation of the
ROA;

assesses, together with the Financial Reporting Manager, after consulting the Auditing
Firm and the Board of Statutory Auditors, the correct use of accounting principles in
preparing the financial statements and their uniformity in the consolidated financial
statements or interim financial statements;

supports, with adequate preliminary activities, the assessments and decisions of the Board
of Directors relating to the management of risks deriving from injurious facts, of which
the Board of Directors has come to know;

expresses opinions on specific aspects concerning the identification of the main business
risks;

reports to the Board, at least every six months, at the approval of the annual and semi-
annual financial statements, on the activity carried out, as well as on the adequacy of the
Internal Control System; in any case, after each meeting, the Committee updates the
Board of Directors, at the first useful session, on the topics discussed and the

observations, recommendations and opinions formulated therein.

In its tasks, the RC Committee exchanges with the Board of Statutory Auditors all information

of mutual interest and, where appropriate, coordinates with the control body. The RC

Committee identifies any information flows that shall be addressed to it in terms of risks,

identifying its object, format and frequency. The RC Committee, where necessary, has the

right to intervene with the individual Control Functions, including the Internal Audit

Function, according to the issues identified, for the performance of checks on specific

operating areas, giving simultaneous notice to the Chairman of the Board of Statutory
Auditors.
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Furthermore, the RC Committee, without prejudice to the responsibilities of the
Remuneration Committee, ascertains that the incentives underlying the remuneration and
incentive system of the Bank and the Group are consistent with the RAF.

As regards the Recovery Plan, the Risk and Control Committee: i) expresses opinions in
support of the Board, both during the elaboration and updating of the Recovery Plan itself,
and in the event of the thresholds being exceeded and the recovery options; ii) monitors the
implementation of the recovery option and informs the Board thereof; iii) supports the Chief
Executive Officer (or other specifically appointed Director) and the Board of Directors in

defining communications once the state of recovery has been declared.

The RC Committee has fulfilled the provisions of the specific operating standards of

reference. Inter alia, it has:

i)  examined the reports prepared by the Corporate Control Functions, and reported the
contents considered relevant and their observations and assessments in this regard to the
Board of Directors;

i)  examined in advance the 2016-2017 Audit Plan and its subsequent additions, as well as
the annual reports of the Corporate Control Functions;

iii)  positively assessed and informed the Board of Directors of the level of completion of
the control activities carried out in the previous year on the Group by the individual
Corporate Control Functions;

iv) with reference to the consistency of the remuneration and incentive systems with
respect to the RAF, also examined: (i) the “Remuneration and incentive policies for the
members of the BFF Group Strategic Supervision Bodies, Management and Control and
personnel”, both in the unlisted company version and in the version subject to IPO; (ii)
the Phantom Share Plan; and (iii) the incentives for the Group's remuneration and
incentive system, evaluating them in line with the RAF;

v)  verified — together with the Officer in Charge and coordinated with the Board of
Statutory Auditors — the correct use of accounting standards for the preparation of the
individual and consolidated financial statements of the Bank and the Group as at 31

December 2016, as well as for the preparation of individual accounting statements of
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the Consolidated First Half Financial Statements as at 30 June 2017, considering them
to be correct and in continuity with previous years;
reviewed the Recovery Plan, prepared by the Risk Management Function, and also the
“Auditing Report on the recovery plan” prepared by the Internal Audit Function, taking
note of it and evaluating the Recovery Plan consistent with the Group business model,
and with the RAF and the Internal Capital Adequacy Assessment Process (“ICAAP”);
shared the revision and update of the RAF as a consequence, inter alia, of the adoption
of the Recovery Plan, as well as verified its consistency with the 2017 budget;
acknowledging the results of the ICAAP, and the relative judgment expressed by the
Internal Audit Function, evaluating them in line with the guidelines of the business plan
and the 2017 budget, as well as with the RAF and the Internal Control System;
having taken note of the annual report on the important outsourced operational
functions, prepared by the Internal Audit, Function, and of the favorable opinion
expressed by the Board of Statutory Auditors, proposing its approval to the Board of
Directors and timely transmission to the Bank of Italy;
noting the updates to the “Contingency Funding Plan of the Bank and the Banca
Farmafactoring Banking Group”, also aimed to align the content with that of Recovery
Plan, considering them congruous, opportune and necessary, and considering not having
to make further observations to the Board of Directors;
prepared and approved the reports of the RC Committee on the activity carried out, and
on the adequacy of the internal control and risk management system at 31 December
2016 and 30 June 2017;
as part of the assessment of the strategic planning process of the Internal Control
System and risk management, also examined the results of the mapping of non-
compliance risks and the presidia adopted for their mitigation;
analyzed the performance of the Internal Control System and the evolution of
significant risks, also examining:
- Policies, governance guidelines and regulations, for example, on the management of
risks of non-compliance and anti-money laundering and counter-terrorism,

management of credit risk mitigation techniques, and outsourcing,
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- the management of information systems and business continuity;

- the document containing the disclosure to the public, at 31 December 2016, regarding
capital adequacy, exposure to risks and the general characteristics of the systems used
to identify, measure and manage the risks adopted by the Bank;

Xiv) assessed the revision of the Bank’s business model in view of the adoption of the new

accounting standard IFRS 9;

xv) received information on obtaining the quality certification (according to the
international standard UNI-EN 1SO 9001:2015 entered into force in 2017) for the

Bank's internal audit process, in compliance with international standard.

All No. 15 meetings held during the year by the RC Committee were attended by at least one
member of the Board of Statutory Auditors.

In its tasks, the RC Committee has the right to access company information and can directly
interact with the individual Corporate Control Functions, according to the issues identified,

for carrying out specific controls.
The Committee has the right to make use of external consultants, if it deems it necessary.

If the Board of Directors has not determined the annual budget available to the RC Committee
for the performance of its tasks, the RC Committee will present a request for approval of the

related expense items to the Board of Directors.
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INTERNAL CONTROL AND RISK MANAGEMENT SYSTEM

The Group has adequate management and control mechanisms in order to face the risks to

which it is exposed. These presidia are part of the organization and of the ICS, aimed at

ensuring management based on efficiency, effectiveness and fairness, covering every type of

corporate risk, in line with the characteristics, dimensions and complexity of the Group's

activities.

The Bank has adopted an Internal Control and Risk Management System which involves,

each for its own competences:

a)

b)

f)

the Board of Directors, that plays a role of addressing and assessing the adequacy of
the system, and that has identified within it: (i) the Chief Executive Officer, as the
officer in charge of the establishment and maintenance of an effective Internal Control
and Risk Management System (as specified in Section 11.1 of the Report), as well as (ii)
the RC Committee, with the task of supporting, with adequate activity preliminary
assessment, evaluations and decisions of the Board of Directors relating to the Internal
Control and Risk Management System, as well as, also, those relating to the approval of
periodic financial reports;

the Risk Management Function and the Compliance and AML Function, with
specific tasks in terms of internal control and risk management, articulated in relation to
the size, complexity and risk profile of the company;

the Internal Audit Function, charged with verifying that the Internal Control and Risk
Management System is functional and adequate;

the Officer in Charge, with specific risk management and internal control tasks
associated with the consolidated financial reporting process;

the Board of Statutory Auditors, that oversees the effectiveness of the Internal Control
and Risk Management System;

the Supervisory Body, to which the tasks of verification, application and updating of
the organization, management and control model are assigned, pursuant to Article 6 of
Legislative Decree No. 231/2001.

The Board of Directors defines and approves the guidelines for the Internal Control and Risk

Management System, in line with the strategic guidelines, the significant risks identified and
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the risk appetite established by the same, also assessing that this ICS is capable of to

understand the evolution and interaction of business risks.

The Board of Directors has defined the guidelines for the Internal Control System, ensuring

that the main business risks are identified, managed and monitored appropriately. Specifically,

the Board assessed all types of risk at a consolidated level, and approved the hiring in a

structured manner for all Group entities and for all countries and markets in which it operates.

In this context, in compliance with the Supervisory Provisions, the Parent Company’s Board

of Directors defines and approves the RAF on an annual basis, based on the business model

and the related risk profiles of each Group company, the budget, the strategic plan, the ICAAP

and the Internal Control System, in order to ensure that the Group's operations develop within

the identified risk profile and in compliance with national and international regulations.

For each type of risk, the RAF envisages the risk objectives or the risk appetite that the Bank

intends to assume at Group level for the pursuit of its strategic objectives (“Risk Appetite”),

any tolerance thresholds (“Risk Tolerance”) and operating limits under both normal operating

and stress conditions.

Therefore, the Board of Directors, with reference to each type of risk, in the RAF:

- has identified the set of risk appetite indicators and the relative calculation metrics;

- has defined and approved the risk objectives (“risk appetite”), the tolerance thresholds
(“risk tolerance”), and the risk governance policies;

- has established operating limits consistent with risk appetite;

- has ensured that the implementation of the RAF is consistent with the risk objectives
and the expected tolerance thresholds.

The Parent Company's Board of Directors has the ultimate responsibility for the definition

and execution of the Recovery Plan. Particularly:

- evaluates and approves the Recovery Plan, as well as any modifications or additions
thereto;

- approves the internal regulations of reference, as well as any amendments or additions
thereto;

- evaluates, on the basis of the information produced by the Risk Management Function,

the actual relevance of the Group's tension situation, assuming the appropriate
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resolutions for the activation of the Recovery Plan and for the management of the crisis
status, through the appropriate recovery options, or by establishing to manage the
exceeding of the thresholds in the context of other risk governance presence;

- defines the operational powers to manage the Recovery Plan, as well as the execution of
recovery, to assign to the CEO or another Director delegated by the Board of Directors;

- decides on the communication strategies (instruments, recipients, timing), while at the
same time granting specific operational delegation to the CEO or another Director
delegated by the Board of Directors for the management and governance of
communication within the crisis phase;

- is the recipient of reporting and a specific communication on the implementation and
effectiveness of the implemented recovery actions;

- resolves the completion of the recovery status;

- resolves the possible launch of malus and claw back actions against Group personnel,
taking into account the external and internal regulations of the Group itself.

The Board of Directors assesses, at least on an annual basis, the completeness, adequacy,

functionality and reliability of the ICS and, more generally, its compliance with regulatory

requirements.

The ICS has been designed in line with the regulatory and regulatory framework, with the

Group's organizational structure and in line with the best national and international standard

and practices. Specifically, in compliance with the provisions of the regulatory provisions, it

is based on the following three levels of protection.

I.  First level checks

The first level checks (so-called “line controls) are designed to ensure the smooth operation

of operations, and are experienced by the same operating structures that perform them, with

the support of IT procedures.

Il.  Second level checks

The second level checks (so-called “checks on risks and compliance™) — aimed at ensuring the

correct implementation of the risk management process and compliance of the company's

operations with the rules and monitoring of the risk of money laundering and terrorist

financing — are respectively assigned to the Risk Management Function and the Compliance
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and AML Function, which, in line with the current prudential supervision regulations, perform

the following main tasks:

i)

the Risk Management Function: (I) ensures the consistency of risk measurement and
control systems with the processes and methods of company activities, coordinating with
the Company Structures concerned; (ii) oversees the implementation of the process of
determining capital adequacy; (iii) oversees risk management controls, in order to
contribute to the definition of measurement methods; (iv) supports the Corporate Bodies
in the definition of the RAF; (v) verifies compliance with the limits assigned to the
various operating functions, and checks the consistency of the operations of the
individual areas of the Group with the assigned risk-return objectives;

the Compliance and AML Function it is an integral part of the reference framework
relating to the set of presidia prepared by the Bank, as the Parent Company, for the
management and management of the risk of incurring legal or administrative sanctions,
significant financial losses or damage to reputation as a result of violations of mandatory
rules (laws, regulations) or self-regulation (e.g. statutes, codes of conduct, self-regulatory
codes). More specifically, the Compliance and AML Function: (i) oversees, according to a
risk-based approach, the management of the risk of non-compliance with the rules, with
regard to all the activities falling within the reference regulatory framework of the Bank
and the Group, continuously assessing the internal processes and procedures adopted are
adequate to prevent this risk, and identifying the significant risks to which the Bank and
its Subsidiaries are exposed; (ii) measures, assesses and monitors the relevant risks; (iii)
guarantees an overall and integrated view of the risks to which the Bank and its
Subsidiaries are exposed, ensuring adequate disclosure to the Corporate Bodies of the
Bank and its Subsidiaries. As regards anti money laundering, the Compliance and AML
Function has the task to: (i) preventing and combating the implementation of money
laundering and terrorist financing operations, also identifying the rules applicable in this
area on an ongoing basis; (ii) verify the consistency of the processes with the aim of
ensuring compliance by the Bank and its subsidiaries of the rules aimed at combating

money laundering and terrorist financing, and is responsible for controls under the anti-
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money laundering legislation for prevention of the use of the financial system for the

purpose of laundering the proceeds of criminal activities and the financing of terrorism.
I11.  Third level checks
Internal audit activities are carried out by the Compliance and AML Function, placed on the
staff of the Board of Directors. The Internal Audit Function performs independent audits, as
well as for the Parent Company, for the subsidiary FFE, as part of a special servicing contract
that regulates the provision of the audit service, and in the institutional setting, as a Parent
Company, for the Magellan group. The ROA specifies that the Internal Audit Function, with a
view to third-level controls, evaluates the overall functionality of the ICS, bringing to the
attention of the Corporate Bodies the possible improvements, with particular reference to the
RAF, to the risk management process, as well as the instruments for measuring and
controlling them.
The ICS includes the risk management and internal control system associated with the
consolidated financial reporting process.
Pursuant to Article 154-bis of the CFA, the Officer in charge prepares adequate administrative
and accounting procedures for the preparation of the financial statements of BFF and the
consolidated financial statements, and ensures that they are effectively applied.
In order to be able to fully comply with the provisions of the law, the Board of Directors
approved the “Regulations of the Officer in charge”, which describes the general criteria, and
defines the responsibilities and relationships between the Parent Company and its Subsidiaries
in the evaluation of the status of the Internal Control System, on financial reporting.
As part of the financial reporting process, all the main key controls relating to the relevant
administrative and accounting processes have been defined and formalized, which should
guarantee the reliability and correctness of the economic-financial information and an audit
activity has been planned to attest the adequacy of procedures and the effectiveness of
controls.
The methodological approach applied is aimed at allowing the highest level of analysis by the
Officer in charge of the Internal Controls System, with a view to the risks of incorrect

representation at the level of financial reporting.
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The approach adopted provides the analysis of the results of the verification activities of
adequacy and effectiveness of accounting controls, conducted by the structure of the Officer
in charge.

In light of this, the methodological approach involves the execution of the following

activities:

- identifying the scope of analysis for the purposes of attesting the consolidated half-
yearly financial statements and the consolidated financial statements;

- carrying out checks on the Internal Controls System at entity level,

- carrying out adequacy and effectiveness checks on the internal control system at the
process level;

- examining the results of the verification activities performed by control functions in
place within the Group, in order to identify any elements useful for assessing the
monitoring provided by the Internal Control System on the risks of financial
misstatement;

- identifying any gaps, analyzed to assess the impact in terms of residual risk and the
potential impacts on the economic result.

The purpose of the methodology used by the Parent Company is to provide the Group's

corporate bodies at consolidated level with an effective tool for the management and

monitoring of the ICS, the essential elements of which can be described as follows:

- control environment : allows to reflect the importance of the culture of internal control
in the organization of the company, set up by the executive, with particular regard to
integrity and ethical values, the philosophy and corporate style of management, the
organizational structure, the attribution of authority and responsibility to personnel
management policies and personnel skills;

- risk assessment: allows the assessment of risks that could have an impact on the
achievement of company objectives, by resorting to the definition of methods for
identifying and analyzing the risks;

- information and communication: it allows a correct management of information flows
between the various company structures, so that all the subjects belonging to the

structure correctly perform the activities of competence;
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- auditing activities: allows a correct management of the information flows among the
different set of activities that allows a correct management of the risks, in order to
achieve the pre-established company objectives;

- monitoring: continuously verifies the reliability of the implemented SCI.

The theoretical model underlying the integrated SCI is represented, in its specific analysis

dimensions, by:

a)  process level checks: able to verify the presence of an efficient ICS on the processes
examined, which guarantee the correct formation of the accounting data. Therefore, the
reliability of the financial information is guaranteed by the presence of a structured first
and second level ICS, with regard to the individual company, which is functional for
ascertaining the adequacy and effective and continuous application of the
aforementioned processes;

b) company-level checks: suitable for verifying the existence of an adequate ICS at
company level, which reduces the risk of errors and/or incorrect behavior for the
purposes of financial reporting;

c) checks on ICT processes: suitable for assessing the adequacy of the governance rules
of the technological infrastructure and of the applications relating to sensitive processes.

Due to the significant responsibilities entrusted to him, the Officer in Charge has the

appropriate powers and means to perform his tasks, as specified in section 11.5 of the Report.

The Officer in Charge receives from the organizational units of the Bank the maximum

collaboration necessary for the execution of the activities within its competence, having

guaranteed free access to all environments, information, accounting records and
documentation relating to its activities. In case of need, moreover, this can request
information or documents located at external suppliers, through the relative internal contact
person for the outsourced activity. Finally, the Officer in Charge has the right to agree with
each organizational unit involved in the process, the methods of transmission of the
information flows necessary for performing its tasks. The Officer in Charge, in carrying out
its tasks, uses a staff resource, which has as main responsibility the assessment of the

completeness, adequacy, functionality and reliability of the Internal Control System, with
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specific reference to the production of the information financial and risk management that the

latter may be incorrect.

The Board, with the support of the RC Committee, and after sharing of the Chief Executive
Officer and the Board of Statutory Auditors, during the year, approved the “2016-2018 Banca
Farmafactoring Group Audit Plan - 2017 Revision” prepared by the Head of the Internal
Audit.

The Board of Directors, with the support of the RC Committee, during the year, assessed, in
line with the Supervisory Provisions, the functioning of the Internal Control System and risk
management, judging it to be adequate, effective and effectively implemented with respect to
the characteristics of the Bank and the Group. This assessment takes into account the plan for
the implementation of the improvement points identified following the checks carried out by

the Corporate Control Functions.

11.1 DIRECTOR IN CHARGE OF THE INTERNAL CONTROL AND RISK MANAGEMENT SYSTEM

On 28 April 2016, the Board of Directors, for the purposes of the Listing procedure and
subject to its effectiveness, assigned the Chief Executive Officer the task of managing the
institution and maintaining an effective Internal Control and Risk Management System (the
“Director in charge”), by also performing the strategic guidelines relating to the same
Internal Audit System, defined by the Board of Directors, with the support of the RC

Committee, and ensuring the adoption of all the actions necessary to implement the ICS.

In particular, in accordance with Article 7.C.4 of the Code, the Director in charge, without

prejudice to the provisions of primary and secondary banking legislation:

a)  has an understanding of all business risks and, within the framework of an integrated
management, of their mutual interrelations and with the evolution of the external
context. In this context, he is able to identify and evaluate factors, including the
complexity of the organizational structure from which risks may arise for the Bank;

b)  executes the strategic guidelines, the RAF and the risk governance policies defined by
the Board of Directors, and is responsible for the design, implementation and

management of the Internal Control System and risk management, in compliance with
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the Supervisory Provisions on the internal control system, constantly monitoring
compliance with it;

c) implements the initiatives and interventions necessary to continuously guarantee the
completeness, adequacy, functionality and reliability of the Internal Control System, and
brings the results of the checks to the knowledge of the Board of Directors;

d) deals with adapting this system to the dynamics of operating conditions and the
legislative and regulatory framework;

e)  may request the Internal Audit Function to carry out checks on specific operating areas
and compliance with internal rules and procedures in the execution of company
operations, giving simultaneous notice to the Chairman of the Board of Directors, the
Chairman of the RC Committee and the Chairman of the Board of Statutory Auditors;

f)  promptly reported to the RC Committee (or the Board of Directors) regarding problems
and critical issues that emerged in the performance of his business or of which he had

any news, so that the committee (or the Board) could take the appropriate initiatives.

11.2 HEAD OF INTERNAL AUDIT FUNCTION
Mrs. Marina Corsi is the Head of the Internal Audit® since 22 March 2004.

The “Regulation of Internal Audit” provides that the Head of the Internal Audit is appointed
by the Board of Directors, upon the proposal of the RC Committee, which makes use of the
Appointments Committee's contribution, after consulting the Board of Statutory Auditors and
after evaluating the requirements of authority, professionalism and independence™. The Head
of the Internal Audit exercises, with reference to the Magellan group, the direction,
coordination and supervision of the audit activities carried out by the competent structure, and

reports to the Board of Directors of FFE in relation to the internal audit service provided.

The Board, after obtaining the favorable opinion of the 'Risk Committee' and after consulting

the Board of Statutory Auditors, defined the remuneration of the Head of the Internal Audit in

% The appointment was made in compliance with the Supervisory Provisions at the time in force.

19 The aforementioned nomination procedure complies with the Supervisory Provisions, which prevail over
those of the Code, according to which the proposing role of the subject who should hold the position of Head
of the Internal Audit lies with the RC Committee.
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line with the Bank's remuneration and incentive policies, and ensured its adequate resources
to fulfill its duties.

The remuneration of the Head of the Internal Audit is defined by the Board of Directors, upon
the proposal of the Remuneration Committee, in line with the Bank's remuneration and
incentive policies and in compliance with the regulations on remuneration and incentives'*.
The remuneration policies envisaged for the Head of the Internal Audit, in accordance with
the remuneration and incentive policies approved by the General Meeting of the Bank's
shareholders, provide the exclusion from its remuneration from the stock options, as well as
attributing the variable part of the remuneration within the limit of one third of the fixed part,
within the criteria and parameters released from the Bank’s economic results.

The Head of the Internal Audit has adequate financial resources to carry out its tasks.

In order to guarantee the independence of the Head of the Internal Audit, he does not have
direct responsibility of operational areas nor he depends from persons in charge of operational

areas, hierarchically only depending on the Board.

The Head of the Internal Audit both on an ongoing basis and in relation to specific needs, and
in compliance with international standards , the operation and suitability of the internal
control and risk management system, through an audit plan, approved by the Board of
Directors, based on a structured process of analysis and “prioritization” of the main risks

(“risk based” approach) valid for the whole Group.

The audit plan, as required by the Internal Audit Regulation, is multi-year, and indicates the
control activities planned over a period of three years, and according to a “process oriented”
logic. The audit plan is updated whenever the need arises, at the request of the Corporate
Bodies, of the Supervisory Body and/or on the proposal of the Head of the Internal Audit. The

plan is annually reviewed and approved by the Board of Directors.

The Internal Audit Function, in 2017, had access to all the Issuer’s activities, including
outsourced activities, carried out both at central offices and at peripheral structures. In the
case of assignment to third parties of activities relevant to the operation of the Internal

1 Also in this regard, the process of determining the remuneration of the Head of the Internal Audit has been
identified pursuant to the Supervisory Provisions, which prevail over those of the Code of Conduct,
according to which the proposed role is assigned to the Remuneration Committee

Corporate governance and share ownership report — Financial Year 2017

81



FARMAFACTORING

BFF BANKING GROUF

Control System (for example, of the data processing activity), the Internal Audit Function has

also been able to access the activities performed by these subjects. Furthermore, it has direct

access to all information useful for the performance of the assigned task.

The Head of the Internal Audit has submitted a “tableau de bord” to the Corporate Bodies on

a quarterly basis, summarizing the results of the audit and follow-up activities (any

shortcomings found, level of problems, corrective action, timing and owner) concerning the

Bank, the Subsidiaries and the branches of the Bank itself. This information is promptly

transmitted to the Bank of Italy.

In addition, the Head of the Internal Audit, as required by the “Internal Audit Regulation”,

reports with the following frequency:

annually, to the Board of Directors and the Board of Statutory Auditors of the Bank, in
its capacity as Parent Company, on the results of the checks carried out on the Group as
a whole and on the individual companies that comprise it. The annual report is promptly
transmitted to the Bank of Italy;

periodically, to the Board of Directors of Group companies, on the audit activity carried
out on the basis of a service contract;

annually (by 30 April), to the Board of Directors, with the considerations of the Board
of Statutory Auditors, on the verification activity performed on the important outsourced
operational functions, on any deficiencies or anomalies found, and on the consequent
corrective actions taken. The information is promptly transmitted to the Bank of Italy;
annually, at the General Meeting, on the correspondence of the remuneration practices
with the approved policies and the relevant legislation, after having taken note of the
report of the Internal Audit by the Remuneration Committee, the Board of Statutory
Auditors and the Board of Directors;

annually, to the Corporate Bodies, on the proper functioning of the internal reporting
systems (so-called whistleblowing);

annually, to the Board of Directors, on the audit report on related parties, upon prior

review by the RPT Committee.
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The Internal Audit collaborates on an ongoing basis with the other corporate control functions
of the Parent Company and its Subsidiaries, as well as with the Board of Statutory Auditors
and with the Supervisory Body.

Furthermore, the Head of the Internal Audit, as head of internal reporting systems (so-called
whistleblowing), is required to prepare an annual report on the proper functioning of internal
reporting systems, containing aggregate information on the results of the activities carried out
following the reports received, which must be approved by the Corporate Bodies and made

available to Bank staff.

Pursuant to the “Internal Audit Regulation”, its Head may directly communicate the results of

the assessments and investigations to the Corporate Bodies.

During the financial year, in addition to the quarterly report, the Head of the Internal Audit
provided the Corporate Bodies with specific reports on particularly significant events, both of

a regulatory nature and of an operational nature.

The Internal Audit carried out periodic checks on the reliability of the information systems,
including the accounting recognition systems, both with ad hoc checks and as part of the
activities envisaged in the “2016-2018 Three-year Audit Plan - 2017 Revision”; the Head of

the Internal Audit reported the outcome in the quarterly report.

The Head of the Internal Audit has a specific annual budget approved by the Board of
Directors, which can be used independently for the performance of its activities within the
Group. This budget was 165,000 euros for the year 2017.

During the year, the Head of the Internal Audit carried out the verification activities envisaged
by the “2016-2018 Three-year Audit Plan - 2017 Revision”, both on the Bank and on the
Subsidiaries and on the Spanish branch, carrying out on a continuous basis the follow-up

activity on all companies.

The Head of the Internal Audit reported for the Parent Company the interventions carried out
on the following areas: (i) compliance (in particular: outsourcing of important functions,
ICAAP process, anti-money laundering, supervisory reporting, Recovery Plan, compliance
function, conflicts of interest management, business continuity and ICT, Magellan intragroup

follow-up; (i) credit, with reference to the process of originator and debtor, credit monitoring
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and management of third-party networks; (iii) liquidity; (iv) governance, with regard to
remuneration and incentive policies. The foreign subsidiaries have been reported (i) the
activities relating to the credit and accounting area (process acquired) for FFE, and (ii) the

areas of accounting, credit, compliance, liquidity and governance for the Magellan group.
Furthermore, during 2017, the Head of the Internal Audit has:

collaborated with the other control functions and with the Officer in Charge, also by

1

transmitting the reporting of his activity;

- interacted with the RC Committee, with the Board of Statutory Auditors and with the
Supervisory Body (of which it is also a member), reporting on its work and transmitting

the reporting of its activities. also held contacts with the external auditing company;

- interacted with the Bank's management, to share with the process managers the audit

activity and transmitting the reporting of the follow-up;

- prepared and implemented, for the staff of the Internal Audit of the Parent Company and
of Magellan, training plans, also with support, in order to promote their professional
growth;

- promoted a quality improvement program, obtaining the certification, according to the
UNI EN ISO 9001: 2015 standard, of the planning and execution process of the audit
activity.

During the year, the Bank has no total or partial outsourcing contract for the Internal Audit.

11.3 ORGANIZATIONAL MODEL LEGISLATIVE DECREE NO. 231/2001

The Bank has a model of organization, management and control pursuant to Legislative
Decree no. 231/2001 (the “231 Model”), prepared in compliance with the provisions of
Legislative Decree no. 231/2001, as well as the guidelines issued by ASSIFACT, ABI and
Confindustria, in accordance with industry best practice. 231 Model has been updated and
reviewed recently, with resolution of the Board of Directors on 27 September 2017.

The 231 Model envisages, first of all, a “General Section” which includes, in addition to a
brief description of the contents of Legislative Decree No. 231/2001, the essential

characteristics and components of 231 Model, the functions and powers of the Supervisory
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Body, the system of information flows and communications from / to the Supervisory Body,
the system of sanctions for violations of the provisions contained in 231 Model and its
disclosure requirements, and personnel training.

231 Model also provides some “Special Sections”, as follows: (i) a “Special Section | - Matrix
of activities at risk of crime”, with the purpose of identifying, pursuant to Legislative Decree
no. 231/2001, the types of crime that may potentially be committed in carrying out the
activities pertaining to the Issuer; (ii) a “Special Section Il — Protocols”, which specifies the
activities, controls and reporting mechanisms to ensure the adequacy of the Issuer’s
organizational and control system to the rules envisaged by the decree in question; (iii) a
“Special Section 111 - Information flows to the Supervisory Body”.

The Group's Code of Ethics sets out the founding values and the rules of corporate ethics that
the Group recognizes as its own, which requires compliance by all the subjects identified as
recipients within the code itself. The Code of Ethics adopted by the Group, despite having its
own independent value, affirms the ethical-behavioral principles that are also suitable for
preventing illegal behavior pursuant to Legislative Decree no. 231/2001, thus acquiring
relevance also for the purposes of 231 Model, and becoming a complementary element.

The Bank undertakes to disseminate these behavioral rules at Group level, in order to ensure
that its activities are carried out in compliance with the ethical principles referred to in the
Code of Ethics. To this end, it transmits the Code of Ethics to the companies of the Group so
that they adopt it, integrating it, if necessary, with the values and principles related to the
specific area of operation and the actual exposure to the risks involved in the Legislative
Decree No. 231/2001, which typically characterize every single company of the Group.

At 31 December 2017, the Supervisory Body is composed of Mr. Giovanni Maria Garegnani
(independent expert professional), who holds the role of Chairman, by Mr. Marco Lori
(Chairman of the Board of Statutory Auditors) and Mrs. Marina Corsi (Head of the Internal
Audit).

The activity of the Supervisory Body carried out in 2017 was mainly directed to the
verification of the adequacy of the 231 Model also in a Group logic, to the control of

information flows, to the examination of the reports of the Internal Audit and of all the other
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control functions, to carry out independent checks carried out also with the support of the
Internal Audit.

The Supervisory Body has also kept constantly updated, to the extent of its competence, on
projects of strategic importance for the Bank, and has shared the updates of 231 Model
approved by the Board of Directors in the course of 2017, both in relation to the new ones
significant crimes pursuant to Legislative Decree 231/2001, and in relation to the evolutions
of the Bank's organizational structure.

Lastly, it should be noted that the Spanish subsidiary FFE has adopted its own organizational
model in compliance with Article 31-bis of the Spanish Penal Code (the “Model 31-bis”), and
structured in a similar way, to the extent compatible, with the 231 Model of the Bank (e.g.
with a general part, a special part with a matrix of the assets at risk, and a part relating to
information flows); as part of the approval of Model 31-bis, a specific local Supervisory Body
was also appointed, established in a monocratic form.

With regard to the Polish subsidiary Magellan, in accordance with Polish regulations, specific
guidelines have been adopted to oversee the 'anti-corruption’ issues, with the identification of
a specific single-minded body responsible for this, represented by the local Compliance and
AML functions.

11.4 LEGAL AUDITING COMPANY

The Auditing Company responsible for auditing is PricewaterhouseCoopers S.p.A., with

registered office in Milan, Viale Monterosa, no. 91; the assignment was conferred by the

General Meeting, on the motivated proposal of the Board of Statutory Auditors, on 3 May

2012, for the years from 2012 to 2020. On 11 April 2016, the General Meeting supplemented

the task entrusted to the Legal Auditing Firm, for the financial years 2016-2020, in order to

make it compliant with the provisions applicable to companies with shares listed on regulated

markets.

11.5 THE OFFICER IN CHARGE OF PREPARING CORPORATE ACCOUNTING DOCUMENTS AND
OTHER CORPORATE ROLES AND FUNCTIONS

11.5.1 The Officer in charge

On 28 April 2016, the Board of Directors, with the favorable opinion of the Board of

Statutory Auditors, appointed - Mr. Carlo Maurizio Zanni, Head of the Planning,
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Administration and Control Department - as Officer in Charge, with effect from the IPO- with
the powers described in Section 11 in relation to the financial reporting process). On that
occasion, the Board of Directors positively verified that Mr. Zanni has the requisites of
integrity and professionalism envisaged for that role by the Bylaws and by current legislation,
as well as a proven financial, administrative and accounting experience, being employed by
the Company since 2002 and Head of the Planning, Administration and Control Department
since 2010.

Pursuant to Article 18 of the Articles of Association, the Board of Directors, after having
obtained the mandatory (but not binding) opinion of the Board of Statutory Auditors, appoints
and revokes the Officer in charge, and determines the remuneration and duration of the
appointment. In addition, the Officer in Charge shall have, in addition to the requisites of
honorableness prescribed by law for those who perform administrative and management
functions, also professional requirements characterized by specific financial, administrative
and accounting competence. This competence, to be ascertained by the same Board of
Directors, shall be acquired through work experience in positions of adequate responsibility

for a reasonable period of time.

The Officer in Charge has adequate powers and resources for the exercise of the tasks

assigned to him by law. In this regard, the Parent Company's Board of Directors monitors the

effective availability by the Officer in charge of these means and powers, in compliance with
the accounting procedures (Article 154-bis, paragraph 4, of the CFA).

The Officer in Charge shall:

i) access all information relevant or necessary for the purpose of carrying out its tasks. He
may, therefore, request information, data or processing of the same to all the corporate
structures of the Companies included in the scope of consolidation;

i)  be invited to take part in every meeting of the Parent Company's Board of Directors
which has on the agenda the approval of the financial statements, of the consolidated
financial statements, of the half-yearly financial reports, or of other data/decisions
relevant to the statements that he is required to provide. The Officer in Charge is also

invited to attend the General Meetings whenever deemed appropriate by the Chairman
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of the Board of Directors or the Chief Executive Officer, or if matters of relevance for
accounting information are included in the agenda;

Iii)  access to the minutes/documentation of the meetings of the Board of Directors of all the
Subsidiaries included in the scope of consolidation.

The Officer in charge, in addition to holding a managerial position with a hierarchical level

reporting directly to the Chief Executive Officer of the Parent Company, has the right to:

a)  carry out checks on company processes with direct or indirect impact on the formation
of periodic financial reports;

b) be assisted, where necessary, by other Corporate Structures functional to the
management of the Internal Control System (for ex. Internal Audit, Risk Management,
ICT, etc.);

c) to propose changes to the company processes and procedures for which the Officer in
Charge is not a process owner, including IT, which have an indirect impact on
reporting.

The Officer in Charge operates within the budget determined annually by the Parent

Company's Board of Directors.

The Officer in Charge is burdened with the burden to promptly notify to the Chairman of the

Board of Directors of the need to make any adjustments or additions to its own budget. To this

end, in an emergency, the budget assigned to the Officer in Charged is likely to be exceeded

by the latter - with immediate communication to the Chairman of the Board of Directors of

the Parent Company, and subsequent approval by the Board of Directors.

Within the framework of the Internal Control System and risk management, the Risk
Management and Compliance and AML Functions also play an important role.

11.5.2 The Head of Risk Management

The Board of Directors has appointed Mr. Piergiorgio Bicci as Head of the Risk
Management'?. The “Regulation of Risk Management” envisages that the Head of the Risk
Management is appointed by the Board of Directors, after consultation with the Board of

Statutory Auditors, after assessing the independence and integrity requirements, autonomy

2" The appointment was made on the proposal of the then "Risks Committee", after consulting the Board of
Statutory Auditors, after assessing the requirements of independence and integrity, autonomy and
professionalism, and in compliance with the methods set forth in the Supervisory Provisions.
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and professionalism, and in compliance with the procedures set forth in the Supervisory

Provisions.

As regards powers, the Risk Management, upon the motivated request and approval of the

Chief Executive Officer, may avail itself of specialist resources, including external ones, in

carrying out his activities.

The Risk Management had an annual spending budget which is agreed with the Chief

Executive Officer according to the annual activity program presented to the Board of

Directors.

With regard to the available tools, the Risk Management, in order to fulfill its tasks, shall:

operate autonomously and independently, on the basis of an annual activity program
approved by the Board of Directors;

have the necessary resources to detect the effective monitoring of risks;

have the maximum collaboration of the other Corporate Structures;

have resources qualitatively (in terms of technical and professional skills and updating)
and quantitatively (in numerical terms) adequate to the tasks to be performed,

as well as the resources that hierarchically coordinates, avail of resources placed in
different Corporate Structures referring directly to them for matters pertaining to the
Risk Management tasks;

access to all the activities carried out by the Bank and the Subsidiaries, and to any
information deemed relevant, as well as to company and external data necessary to
carry out their duties properly;

have a separate organization from the Internal Audit, being subject to verification by
this latter;

collaborate on an ongoing basis with the other corporate control functions of the Parent
Company and its Subsidiaries, as well as with the Control Bodies and with the
Supervisory Body;

guarantee the confidentiality of the acquired information.

The Risk Management makes use of suitable IT tools, having particular regard to the analysis

of the most important assessed risks.
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The Head of the Risk Management reports directly to the Corporate Bodies. In particular, he
has direct access to the Board of Directors and the Board of Statutory Auditors, and
communicates with them without restrictions or intermediaries.

11.5.3 The Head of Compliance and AML

The Board of Directors appointed Mr. Mario Gustato as Head of the Compliance and AML®,

The “Regulation of the Compliance and AML” envisages that the Head of the Compliance and

AML is appointed by the Board of Directors, after consultation with the Board of Statutory

Auditors, after assessing the independence and integrity requirements, autonomy and

professionalism, and in compliance with the procedures set forth in the Supervisory

Provisions.

As regards powers, the Compliance and AML, upon the motivated request, and subject to

approval of the Chief Executive Officer, may avail itself of specialist resources, including

external ones, in carrying out his activities.

The Compliance and AML operate autonomously and independently, on the basis of an

activity plan approved by the Board of Directors; In this regard, the Compliance and AML

shall:

- have the maximum collaboration of the other Corporate Structures;

- have resources qualitatively (in terms of technical and professional skills and updating)
and quantitatively (in numerical terms) adequate to the tasks to be performed,

- as well as the resources that hierarchically coordinates, avail of resources placed in
different operational areas referring directly to them for matters pertaining to the
Compliance and AML tasks;

- access to all the activities carried out by the Bank and the Subsidiaries, and to any
information deemed relevant, as well as to company and external data necessary to
carry out their duties properly;

- have a separate organization from the Internal Audit, being subject to verification by
this latter;

¥ The appointment was made on the proposal of the then "Risks Committee", after consulting the Board of
Statutory Auditors, after assessing the requirements of independence and integrity, autonomy and
professionalism, and in compliance with the methods set forth in the Supervisory Provisions.
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- collaborate on an ongoing basis with the other corporate control functions of the Parent
Company and its Subsidiaries, as well as with the Board of Statutory Auditors and with
the Supervisory Body.

- guarantee the confidentiality of the acquired information.

The Head of the Compliance and AML reports directly to the Corporate Bodies. In particular,

he has direct access to the Board of Directors and the Board of Statutory Auditors, and

communicates with them without restrictions or intermediaries.

11.6 COORDINATION BETWEEN THE SUBJECTS INVOLVED IN THE INTERNAL CONTROL AND RISK
MANAGEMENT SYSTEM

In the ROA the duties and responsibilities of the various Corporate Bodies and the Corporate

Control Functions are described in detail, as well as the information flows between the several

Functions/Bodies and between these and the Corporate Bodies and are defined, in the case

control areas of potential overlap or allow synergies to develop, coordination and

collaboration arrangements.

With regard to the regulation of information flows between the Corporate Bodies and the

Corporate Control Functions, please refer to Table 5 — “Information Flows” attached to the

Report.

Consistent with the rules contained in the Supervisory Provisions on the control system, the

Bank has identified some formalized moments of coordination between the Corporate Control

Functions, in order to:

a)  promote the understanding and correct assessment of business risks;

b)  plan future control activities among Corporate Functions;

c) identify shared remediation actions.

In order to provide an integrated management of business risks, an internal meeting in

convened (so-called “Risk Meeting”), at least quarterly and/or at event, with the objective of

sharing the risks identified during the audit performed by the Corporate Control Functions
among themselves (and the other Company Functions).

These meetings are also planned following the information flows between the Corporate

Control Functions, and strengthen the monitoring of the various types of risk to which the

Bank is exposed.

Corporate governance and share ownership report — Financial Year 2017

91



FARMAFACTORING

BFF BANKING GROUF

Given the identified risks, based on an agreed agenda, the participating functions share:

a)  the definition of remediation actions uniquely identified among all the participants;

b) a summary of the risks identified by the participating functions and the actions
necessary to mitigate the risks.

These meetings are also aimed at avoiding overlaps in common activities, while at the same

time allowing constant monitoring of the implementation status of the mitigation actions

themselves.

The Bank pays particular attention to the articulation of information flows among the

Corporate Control Functions; in particular, the heads of the Risk Management, and

Compliance and AML inform the Head of the Internal Audit of the criticalities detected in

their activities, which may be of interest for the audit activity. The Head of the Audit, in turn,

informs the managers of the other Corporate Control Functions of any inefficiencies,

weaknesses or irregularities that have emerged during the activities for which they are

responsible, and regarding specific areas or matters pertaining to the latter.

For more information, refer to the ROA available on the website.
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12. INTERESTS OF DIRECTORS AND TRANSACTIONS WITH RELATED
PARTIES

On 11 November 2016 (subject to the IPO), the Board of Directors approved, under the
favorable opinion of the RPT Committee and the Board of Statutory Auditors, in accordance
with Circular No. 263 and the Consob Related Parties Regulation, the “BFF Banking Group's
Regulation for the management of the transactions of parties with a conflict of interest
related-party transactions ” (the “RPT Regulation”), available on the Website at the
following address:
https://www.bancafarmafactoring.it/documents/33221/50115/BFF+Regolamento++OPC+IPO
/1892fa013-6f0c-47b2-a278-f6de1d690fa7.

The RPT Regulation pursues to protect over the risk that the possible closeness of certain

subjects to the decision-making centers of the Bank could jeopardize the objectivity and
impartiality of decisions concerning transactions with the same subjects, with possible
distortions in the process of allocation of resources, exposures of the Bank to risks not
adequately measured or monitored, potential damage to shareholders and stakeholders.
Specifically, the RPT Regulation also governs (i) the scope of the Related Parties, Associated
Persons and corporate officers pursuant to Article 136 of the CBA; (ii) the scope of operations
with the persons indicated in point (i); (iii) the procedures applicable to transactions with
these parties in relation to the significance, with particular reference to the operational
management of the same, from the preliminary requirements up to the decision-making
process; (iv) the presidia adopted by the Issuer with reference to transactions with Related
Parties and Associated Persons; (v) the identification of the prudential limits within which the
assumption of risk assets towards the Associated Persons must be contained; (vi) exemptions
and exceptions to procedures as defined; (vii) procedures for updating procedures; (viii) the
information flow, internal and external, also to the public, and the consequent obligations.

On 11 November 2016 (subject to the IPO), the Board of Directors approved, following the
favorable opinion of the RPT Committee and the Board of Statutory Auditors, the “Policies
on internal controls adopted by the BFF Group for the management of conflicts of interest”
(the  “Policy”), available on the website at the following address:
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The Policy establishes the guidelines to ensure that the organizational structure of the BFF

Group and the Internal Control System ensure constant compliance with the prudential limits
and the decision-making procedures set by the applicable legislation.

To this end, the Policy regulates the control processes aimed at guaranteeing the correct
measurement, monitoring and management of the risks assumed by the Group towards the
Related Parties and the Related Parties, as well as verifying the correct design and effective
application of the policies. internal, identifying the roles and responsibilities of the Corporate
Bodies, the Corporate Control Functions and the RPT Committee.

In particular, the Policy sets the objectives to: (i) identify, in relation to the operating
characteristics and strategies of the Bank and the Group, the business sectors and the types of
economic relationships, even if different from those involving the assumption of risk
activities, in relation to which conflicts may arise of interest; (ii) establish levels of risk
appetite consistent with the strategic profile and with the organizational characteristics of the
Bank and the Group, also in terms of the maximum extent of risk assets with Associated
Persons considered acceptable in relation to regulatory capital, with reference to the totality of
exposures to all connected parties; (iii) establish and regulate organizational processes to: (a)
identify and fully identify the Associated Persons and the Related Parties, and to identify and
quantify the related transactions at each stage of the relationship; (b) guarantee the correct
measurement and management of the risks assumed towards the same Connected Persons and
to the Related Parties, and verify the correct design and effective application of the internal

policies.
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13. APPOINTMENT OF STATUTORY AUDITORS

BFF Bylaws™ provides that the Board of Statutory Auditors is composed of No. 3 (three)

regular members and No. 2 (two) alternates, appointed on the basis of lists to be deposited at

the registered office at least twenty-five days before the date set for the General Meeting. The
lists may be presented by a large number of Shareholders representing the percentage of share
capital required by the regulations in force at the date of the General Meeting. The lists are
accompanied by the professional curricula of the individual candidates and the declarations of
acceptance of the candidacy, certifying the existence of the requisites prescribed by law and
by the “Regulations of the Board of Statutory Auditors”. The latter provides, in particular,
that: (i) candidates shall have the requisites of honor, professionalism and independence
pursuant to Article 148, paragraph 3 of the CFA, and comply with the provisions regarding the
accumulation of offices, and that (ii) cannot be members of the Board unions who hold offices
in bodies other than control bodies in other companies of the BFF Group, as well as in
companies in which the Bank holds, even indirectly, strategic participation (as qualified by the

Supervisory Provisions), nor those who hold the office as a director, manager or officer in

companies or entities, or in any case collaborate in the management of companies, which

operate, directly or indirectly, and also through subsidiaries, in the same sectors of the Bank.

The election of the members of the Board of Statutory Auditors proceeds as follows:

a) two full members and one alternate member are taken from the list that obtained the
highest number of votes (the majority list);

b)  from the list that obtained the majority of votes in the General Meeting after the
majority list, and that is not connected in any way, not even indirectly, with those who
presented or voted for the majority list (the so-called minority list) are traits, in the order
in which they are listed in the same list, the remaining effective member and the other
alternate member; in the event that more than one list obtains the same number of votes,

a new ballot will be held between these lists by all those entitled to vote in the General

""" Articles 22 et seq. of the Bank's Bylaws, available on the website at the following address:
https://www.bancafarmafactoring.it/documents/33221/50115/BFF+-+2016-12-05-
BFF+STATUTO+IPO.pdf/038b695f-24ff-4260-b5dc-446fa2f7214a.
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Meeting, with the candidates elected from the list obtaining a simple majority of the

votes.
The chairmanship of the Board of Statutory Auditors belongs to the actual member indicated
as the first candidate on the minority list. In the event of replacing the Chairman of the Board
of Statutory Auditors, the chairmanship is assumed by the alternate auditor belonging to the
same minority list of the terminated chairman, according to the progressive order of the list
itself, without prejudice to the possession of the legal requirements and / or by-laws to cover
the position and respect of the gender balance provided by the regulations.
If the application of the slate voting mechanism does not ensure, considering the standing
statutory auditors and the alternate auditors separately, the minimum number of statutory
auditors belonging to the less represented gender envisaged by the regulations, the candidate
belonging to the most represented and elected gender, indicated as last in progressive order in
each section of the majority list, will be replaced by the candidate belonging to the less
represented and unelected gender taken from the same section of the same list according to
the progressive presentation order.
In the event of death, renunciation or forfeiture of a statutory auditor, the first substitute
belonging to the same list as the one terminated shall take over. In the event that the takeover
does not allow the reconstitution of a Board of Statutory Auditors complying with the law,
also concerning gender balance, the second alternate from the same list takes over.
If, subsequently, it becomes necessary to replace a further statutory auditor taken from the
majority list, the additional substitute statutory auditor drawn from the same list shall in any
case take over.
If it is not possible to proceed with substitutions according to the aforesaid criteria, a General
Meeting is convened for the integration of the Board of Statutory Auditors that decides by
relative majority.
When in the case described above, or in accordance with the law, the General Meeting shall
appoint the standing auditors and/or the alternate auditors necessary to integrate the Board of

Statutory Auditors, proceed as follows:
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- whether it is necessary to replace elected auditors in the majority list, the appointment is
made by a relative majority vote without a list restriction, without prejudice, in any
case, to compliance with the gender balance provided by the regulations;

- if, on the other hand, statutory auditors elected on the minority list are to be replaced,
the General Meeting replaces them by a relative majority vote, choosing them, where
possible, from the candidates indicated in the list of the auditor to be replaced, and in
any case principle of the necessary representation of minorities, without prejudice, in
any case, to respect the gender balance provided by law.

If only one list has been submitted, the General Meeting expresses its vote on it; if the list

obtains the relative majority, the candidates indicated in the respective section of the list are

elected as permanent and alternate auditors; the chairmanship of the Board of Statutory

Auditors lies with the person indicated in first place in the aforementioned list.

Outgoing auditors are re-eligible.

14. COMPOSITION AND FUNCTIONING OF THE BOARD OF AUDITORS
(ARTICLE 123-BIS, PARAGRAPH 2, LETTERS D) AND D-BIS), CFA)

As from the first renewal of the Board of Statutory Auditors following the Listing, the
mechanism of the so-called “slate vote” (described in Section 13 above, and referred to in
Articles 22 and following of the Articles of Association) for the appointment of the members
of the Issuer's Board of Statutory Auditors.
The current Statutory Auditors of the Bank were appointed by the Ordinary General Meeting
of 4 November 2015 (and subsequently integrated on 31 March 2016 and on 13 February
2017), their appointment will expire with the General Meeting approving the financial
statements as of 31 December 2017.
In particular, it should be noted that:
Mr. Marco Lori, former Statutory Auditor since 25 March 2015, has been appointed
Chairman of the Board of Statutory Auditors from the General Meeting on 13 February
2017 (subject to the IPO), in place of the resignation, on the same date, of Mr.

Francesco Tabone;
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Mrs. Patrizia Paleologo Oriundi was appointed Statutory Auditor on 16 February 2016,

replacing the resigning Mr. Lorenzo Pozza, and confirmed by the General Meeting on
31 March 2016;
Mrs. Sabrina Pugliese was appointed Regular Auditor from the General Meeting on 13
February 2017 (subject to the IPO).
As mentioned before, Mr. Francesco Tabone terminated to be Chairman of the Board of
Statutory Auditors with effect from the date of IPO.

In addition to information on the composition of the Board of Statutory Auditors shown in

Table 3 — “Composition of the Board of Statutory Auditors” attached to this Report, pursuant

to Article 144-deciesof the Consob Issuers' Regulation, the main personal characteristics and

professional profiles of each Auditor are shown below (whose curricula vitae were published

in the form of a notice on the website in the section “Governance/Governance Structure/Board

of Statutory Auditors”).

Marco Lori
(Chairman of the
Board of
Statutory
Auditors)

Patrizia
Paleologo
Oriundi
(Regular
Auditor)

He graduated in Business Administration (specialized in Corporate
Finance) from the Bocconi University of Milan in the academic year 1981-
1982. He is registered in the Order of Chartered Accountants since 1993,
and in the Register of Accounting Auditors since 1995. From 1982 to
today, he works as a Chartered Accountant at Studio Lori & Associati, in
which he held, and still holds, various positions as a member of the board
of statutory auditors. He also acts as head of the compliance, internal audit
and/or anti-money laundering functions with financial intermediaries
(closed-end real estate funds and closed-end funds for corporate holdings).
He is Chairman and member of the supervisory body pursuant to
Legislative Decree No. 231/2001 in various financial intermediaries and
listed companies.

She graduated in Business Administration (specialized in professional
service of chartered accountant) from the Bocconi Commercial University
in Milan in 1980. She is a member of the Order of Chartered Accountants
in Milan since 1983. She is a registered certified public accountant since
1992, and an Auditor since 1995. After having worked as a professional
collaborator with the Luigi Biscozzi - Augusto Fantozzi Law Firm in
Milan from 1980 to 1986, in 1987, she began her professional
collaboration at the Studio Associato Palumbo of Milan - a collaboration
lasting until 1997. Since 1998, she is the owner of the Professional
Association “Studio Tributario e Legale — Studio Tributario”, whose
business is directed both to direct clients and to professional law firms and
accountants. She is a member of the AODV23l1 association, and
participates in anti-money laundering position papers - For over 30 years,
she has carried out auditing activities as chairman of the board of auditors,
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regular auditor or member of supervisory bodiespursuant to Legislative
Decree No. 231/2001 in several companies operating in the industrial,
commercial, financial and insurance sectors.

She graduated in Law from the LUISS University of Rome in 1993. She is
enrolled in the Register of Lawyers of Milan since 1999 and is a member
of the International Bar Association. After carrying out her professional

Sabrina activity at law firms in Rome, Bologna and London, she is working at K
Pugliese Studio, an associate firm of legal and tax advice, since 1996, of KPMG
(Regular network. She gained significant experience in M&A transactions both in
Auditor) Italy and abroad, as well as in antitrust, commercial contracts, including

international, and legal assistance to companies in crisis. She is the
referent for the European Commission in “monitoring and divestiture
trustee” activities in the field of both mergers and agreements.

In 2017, there were No. 29 meetings of the Board of Statutory Auditors, for an average
duration of approximately 2 hours and 49 minutes, with an average attendance percentage of
94.25%.

With regard to participation in the meetings of the corporate bodies to which the Board of

Statutory Auditors is required to participate, in 2017:

- compared to the meetings of the Board of Directors, the average percentage of
participation is 90% (all the absences were justified by the involved Statutory Auditors
from time to time);

- compared to the Shareholders' Meetings (held on 13 February 2017 and 9 March 2017),
the participation percentage is 83.33%);

- compared to the meetings of the RC Committee, the percentage of participation is
77.78%.

With reference to the current year, approximately No. 30 meetings, of which there are already

held No. 7, in particular, on January 15, January 19, January 31, February 5, February 8,

February 16 and February 19.

For more details, refer to Table 3 — “Composition of the Board of Statutory Auditors” attached

to the Report.

In 2017, the Company did not adopt ad hoc policies on the diversity of the Corporate Bodies,
considering them included, inter alia, in the Bylaws, in the Regulations of the Board of
Directors and in the Rules of the Board of Statutory Auditors.

* * *
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At the time of appointment (November 2015), the members of the Board of Statutory Auditors
certified under their own responsibility that there were no grounds for ineligibility and
incompatibility, as well as the possession of the legal requirements to hold the office of
Statutory Auditor.

The Board of Directors, for IPO, ascertained, in the presence of the Board of Statutory
Auditors, the permanence and possession of the requirements, also in compliance with the
CFA and the Code with reference to the independence requirement, of Mr. Marco Lori and
Mrs. Patrizia Paleologo Oriundi, on 13 May 2016.

The Board of Directors, after consulting the Board of Statutory Auditors, has verified the
possession of the requisites, including that of independence in compliance with the CFA and
the Code, of Mr. Sabrina Pugliese, in the meeting of 13 February 2017,

The Board of Statutory Auditors ascertained the existence of the independence requirements
of Mr. Marco Lori, Mrs. Patrizia Paleologo Oriundi and Mrs. Pugliese, during the meeting of
13 October 2017.

With reference to compliance with the limits on the cumulation of offices and the prohibition
of interlocking referred in Section 4.2.1 of this Report, Mrs. Patrizia Paleologo Oriundi
informed the Bank that she took over the position of Statutory Auditor of BNP Paribas Cardif
Vita S.p.A. and, as a result, having exceeded the limits on the accumulation of offices
pursuant to the combined provisions of Article 148-bis of the CFA e Article 144-terdecies of
the Issuers' Regulation, and finding herself in circumstances of incompatibility under Article
36 pars. 2-bis and 2-ter of the so-called “Salva Italia” decree. In this regard, it should be noted
that on 22 December 2017 (i.e. in the 90-day deadline set by the applicable regulations), Mrs.
Patrizia Paleologo Oriundi exercised the option in favor of the office of standing auditor held
in the Bank.

With reference to the requirement of independence, the Board of Statutory Auditors applied
the criteria set forth in Article 148, paragraph 3 of the CFA, also for the purposes of Article 26
of the CBA, in accordance with the Bylaws.

In this regard, please refer to Section 4.2.2 of this Report.
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The General Meeting, on 13 February 2017, resolved on the change in the composition of the
Board of Statutory Auditors subordinated to the IPO, and confirmed the emolument already
attributed to the Auditors by the previous General Meeting, on 4 November 2015.

Article 5, paragraph 2 of the “Regulations of the Board of Statutory Auditors” provides that
the Statutory Auditor who, on his own behalf or on behalf of third parties, has an interest in a
specific transaction of the Bank promptly and comprehensively informs the other Statutory
Auditors and the Chairman of the Board of Directors of the nature, terms, origin and scope of
their interest. Furthermore, the Statutory Auditors are relevant subjects pursuant to the RPT
Regulation and Article 136 of the CBA; therefore, the related procedures put in place with the
Bank or with its Subsidiaries will apply the related reinforced procedures to oversee the
substantial and procedural correctness of the transactions with related parties.

According to the “Regulations of the Board of Statutory Auditors”, as part of its activities, the
Auditors may request the Internal Audit to perform checks on specific operating areas or
company transactions. In addition, the Board of Statutory Auditors and the RC Committee
promptly exchange information relevant to the performance of the related tasks.

The Board of Statutory Auditors, in carrying out its activities, has been coordinated on a
continuous basis with the Internal Audit, the Officer in charge, and the Audit Firm.
Appropriate functional links, within the sphere of their respective competences, have been
activated with the RC Committee, at whose meetings during the year the Board of Statutory
Auditors participated, as well as through the continuous dialogue and the effective exchange

of information between the two Bodies.
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15. RELATIONSWITH SHAREHOLDERS

In the interests of a dialogue with institutional and private investors, analysts and rating,
agencies, and of a constant flow of information to the market, the Bank has set up specific
sections (“Governance” and “Investor Relations”) on its website, easily identifiable and
accessible, in which information regarding the governance of the Company is made available,
so as to allow its Shareholders to exercise their rights, as well as access to economic and
financial information, to the data and to the updated documents of interest for the generality

of the Shareholders themselves.

On 8 July 2016, the Board of Directors appointed Mrs. Luisa Spotorno as the person in charge
of managing relations with Shareholders (“Head of Investor Relations Strategy and
Communication”, the “Investor Relator”), so adhering, inter alia, to the recommendations set
forth in Article 9.C.1. of the Code of Conduct.

Subsequent to the resignation of Mrs. Spotorno, the Board of Directors on 29 June 2017,
appointed as Investor Relator: (i) Mr. Emanuele Bona, pro tempore; (ii) Mr. Enrico Tadiotto,

effective from the date of employment in BFF, which took place on last July 31.

On 13 May 2016, the Board of Directors established the Investor Relations Strategy and

Communication Department. On 29 June 2017, the Board of Directors resolved to change the

Bank's corporate structure, involving the termination of the Investor Relations Strategy and

Communication Department, and the simultaneous constitution of two new Functions, both in

the Chief Executive Officer’s staff:

- the Investor Relations and M&A Functions, which is assigned the task of managing
relations with Shareholders and with equity and bond investors, and with responsibility
for the valuation of extraordinary corporate transactions;

- the Communication and Institutional Relations Function, which is assigned the task of
managing: institutional relations that the Bank and the Group have with the Public

Administration,; (iii) relations with the Farmafactoring Foundation.

The Investor Relator is responsible for the public disclosure of privileged information
(interfacing, to this end, also with the Supervisory Authorities), supports the CEO in

managing relations with market operators, and takes care of publishing press releases on the
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website, and of the documentation subject to disclosure to the public, also for the purpose of

exercising its rights by the Shareholders.
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16. GENERAL MEETINGS (PURSUANT TO ARTICLE 123-BIS, PARAGRAPH 2, LETTER C),
CFA)

The General Meeting, regularly convened and constituted, represents the universality of the
Members, and its resolutions, taken in accordance with the law and the Bylaws, bind all
Members, even if absent or dissenting.

In accordance with current regulations, the Bylaws (Articles 9 et seq.) provide that the
General Meeting is convened in ordinary and extraordinary cases in the cases of the law, and
decides on the matters assigned to it by law and by the Bylaws. It is held at least once a year,
within one hundred and twenty days from the end of the financial year, or within one hundred
and eighty days of such closure (where this term is required in relation to the preparation of
the consolidated financial statements, or in relation to the Company’s structure and the
object). The Extraordinary General Meeting is, however, called whenever it is necessary to
resolve on any of the matters reserved by the applicable legislation.

The General Meeting is held in a single call, in compliance with the provisions of the law. The
Bylaws, however, in order to maintain adequate organizational flexibility, reserves to the
Board of Directors the right to provide, for single Shareholders' Meetings, a plurality of calls,
including a possible third call.

The meeting is called by the Board of Directors in accordance with the law and regulations,
by means of a notice published on the website, as well as by the other methods provided by
current regulations, including the publication of an abstract in daily newspapers. The agenda
is established by law and the Bylaws by those exercising the power to call. Within the term of
publication of the convocation notice provided for each of the subjects on the agenda - or the
different deadline envisaged by other legal provisions -, the Board of Directors makes a report
on each of the subjects available to the public on the agenda.

Shareholders who, even jointly, represent at least 2.5% of the share capital may - in the cases,
ways and terms indicated by current legislation - request the integration of the agenda, or
present proposals for resolutions on matters already on the agenda. Shareholders requesting
the integration of the agenda prepare a report containing the motivation for the proposed
resolutions on the new subjects they are proposing to discuss, or the other proposed

resolutions on matters already on the agenda.
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Shareholders, in accordance with the provisions of Article 127-ter of the CFA, may ask
questions on the items on the agenda even before the General Meeting. The questions
received before the General Meeting will be answered at the latest during the same, even
through a single response to questions with the same content.
The intervention in the General Meeting is ruled by the Bylaws and by the General Meeting
Regulations (Articles 2 et seq., the “General Meeting Regulations”), which establish that it
Is legitimate to participate and vote the person for whom the Issuer has received, by the end of
the third open market day preceding the meeting, a communication made by the intermediary
on the basis of the evidence relating to the end of the accounting day of the seventh open
market day preceding the date set by the General Meeting, in single call; the entitlement to the
intervention and to the vote remains valid if the communication is received by the issuer
beyond the terms indicated above, provided that it is within the start of the meeting's work for
the single call.
The parties entitled to attend and vote may be represented in the General Meeting by written
proxy, or conferred electronically when required by the regulatory provisions and in
accordance with the same, without prejudice to the incompatibilities and limits established by
law. They can also give free proxy, with voting instructions on all or some of the proposals on
the agenda, to a representative appointed by BFF pursuant to Article 135-undecies of the
CFA.
The General Meeting Regulations regulate and guarantee the orderly execution of the General
Meeting works, assigning to the Chairman of the General Meeting - identified in the person of
the Chairman of the Board of Directors - the task of ascertaining the proper constitution of the
same, ascertaining the identity and legitimacy of those present, directing and regulating the
General Meeting, and ascertaining and proclaiming the voting results.
The General Meeting is competent to resolve, inter alia, on:
i)  approval of the financial statement and distribution of profits;
i) appointment and revocation of the Board of Directors and the Board of Statutory
Auditors;
iii)  responsibility of the members of the Board of Directors and of the Board of Statutory
Auditors;
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iv) appointment and revocation of the company in charge of the legal audit;

V)  operations relating to the extraordinary General Meeting pursuant to the law;

vi) remuneration policies and compensation plans based on financial instruments for the
Directors, employees and collaborators of the Group, the criteria for determining the
remuneration to be paid in the event of early termination of the employment relationship
or office, as well as the possible setting of the limit 200% of the fixed remuneration for
variable remuneration, in accordance with the provisions of the Bank of Italy on the
matter™.

The Board of Directors reports to the General Meeting on the activities carried out in the

context of the management report and prepares the reports on the matters on the agenda

within the time prescribed by the applicable legislation.

In addition to the possibility of exercising its own shareholder's rights by proxy, the General
Meeting Regulations do not provide other mechanisms to make the General Meeting
intervention and the exercise of voting rights by the Shareholders less difficult or
burdensome.

The votes of the General Meeting are made by open scrutiny. The Chairman of the General
Meeting may also establish that the voting takes place using informatics detection tools, and,
in this case, he may also request assistance from technicians external to the Company for the
related obligations.

Given that the General Meetings held during the financial year took place prior to IPO, this
recommendation is not applicable to the Company for this Year. It should be noted, however,
that, in view of the General Meeting to be held on next April 5, the Board of Directors
recommended to Shareholders that any proposals on items on the agenda be presented well in
advance of the date of the General Meeting, in line with what was hoped for in the note on
Article 9 of the Code.

5 In compliance with the provisions of the Bank of Italy on the matter, the Bylaws provide that the General
Meeting decides on the proposal of the Board of Directors on the limit between fixed remuneration and
variable remuneration, approved with: (i) the favorable vote of at least 2/3 of the share capital represented in
the General Meeting, when this is constituted with at least half of the share capital; or (ii) with a favorable
vote of at least 3/4 of the capital represented in General Meeting, whatever the share capital with which it is
incorporated
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On 11 April 2016, the General Meeting approved the General Meeting Regulations, which,
together with the law and the Bylaws, rule the conduct of the Ordinary and Extraordinary
General Meeting of the Bank. The General Meeting Regulations are available on the website
at the following address: https://www.bancafarmafactoring.it/documents/33221/50115/BFF+-
+2016-04-11-Regolamento+Assembleare.pdf/4046¢c508-e208-4ed8-bbd2-af6a3d9827c3.

Article 6 of the General Meeting Regulations states that the Chairman of the General
Meeting, identified as the Chairman of the Board of Directors, establishes the procedures for
requesting intervention and the order of the interventions in the General Meeting.

Who is entitled to exercise the right to vote may ask to speak on the matters under discussion
only once, making observations and requesting information. These can also make proposals
regarding the items on the agenda. The request can be made until the Chairman of the General
Meeting has declared the discussion on the subject of the meeting closed.

Who is entitled to exercise the right to vote may ask to take the floor a second time during the
same discussion, solely for the purpose of replying or issuing explanations of vote.

The Chairman, considering the object and the importance of the individual items on the
agenda, as well as the number of requests for action and any questions asked before the
General Meeting, to which the Company has not already given an answer, in the opening of
the works predetermines the duration of the interventions and of the replies - normally not
less than ten minutes for the interventions and five for the replies - available to each entitled
person. After this time, the Chairman may invite the participant to conclude within the
following two minutes.

Questions received before the General Meeting will be answered at the latest during the
meeting. The Company can provide a single answer to questions with the same content, which
is not due when the information requested is already available in the "Q&A" format in a
specific section of the Company website. The Charmain or, under his invitation, those who
assist him, answer the questions received before the General Meeting, to which the Company
has not already given an answer and to those posed by those present, immediately, or at the

end of all the interventions.

During the General Meeting of 13 February 2017, No. 4 Directors.
During the General Meeting of 9 March 2017, No. 5 Directors.
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On that occasion, the Board reported to the General Meeting on the activities carried out and
planned and worked to ensure that the Shareholders had adequate information on the elements
necessary for them to be able, with full knowledge of the facts, to take decisions regarding the

General Meeting.

Information on the activities carried out by the Remuneration Committee was provided to
shareholders with the Annual Report on the remuneration and incentive policies of the BFF
Group, on the occasion of the General Meeting on 9 March 2017.

The market capitalization of the shares recorded the following values at the beginning of the
IPO and at the end of the period:

Date Market price | Number of shares outstanding Market capitalization
07-Apr-17 4,700 ¥ 170,107,400 799,504,780
12/29/2017 6,400 170,107,400 1,088,687,360

® IPO Price

Following the IPO and the end of the financial year, there were no significant changes in the
composition of the Issuer's corporate structure.
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17. FURTHER CORPORATE GOVERNANCE PRACTICES (ARTICLE 123-BIS,
PARAGRAPH 2, LETTERA), CFA)

During 2017, No. 4 extra-board meetings were held in order to deepen specific topics.
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18. CHANGESAFTER THE END OF THE RELEVANT FINANCIAL YEAR
After the end of the financial year, the relevant events described below have occurred.
On 5 January 2018, the Bank of Italy informed the Company, with reference to the latter's
intention to open a branch in Portugal, to have proceeded, on the same date, to the relative
notification to the Banco de Portugal.
On 15 January 2018, the Bank of Italy informed the Company, with reference to the latter's
intention to start factoring without recourse in Croatia under the freedom to provide services,
to have proceeded with the related notification to the Bank of Croatia. The Issuer, therefore, is
authorized to operate in that country.
On 21 February 2018, BFF Luxembourg S.ar.l., has informed the market that it has concluded
the sale of 17.25 million shares of BFF, equivalent to 10.1%, through an accelerated
bookbuilding. Also on the basis of what was communicated by BFF Lux, following the
transaction, the participation of BFF Luxembourg S.ar.l. in the Group it fell from 55.8% to
45.7%. To carry out the transaction, the banks that acted as Joint Global Coordinator in the
IPO process of the Bank have agreed to grant a waiver to the lock up commitments assumed
by BFF Lux during IPO.
It should be also noted that the Board of Directors intends to propose to the General Meeting
to be held on April 5, to dismiss (with reference to the part not executed within the date of the
resolution and without prejudice to the transactions carried out in the meantime) the
authorization issued on 5 December 2016 by the General Meeting, as better specified in the
“Report of the Board of Directors on the third item on the agenda of the Ordinary General
Meeting (convened for 5 April 2018 on single call) - Authorization to purchase and dispose of
treasury shares. Related resolutions” are available on the website in the section “Investor
Relations/Shareholders’Meeting Documentation”.
Under Article 135-undecies of the CFA, the representative appointed for participation in the
General Meeting set on 5 April 2018, in single call, is Computershare S.p.A., to which the
holders of voting rights may confer a written proxy with voting instructions, in accordance

with the procedures established by law.
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CONSIDERATIONS ON THE LETTER OF 13 DECEMBER 2017 BY THE
CHAIRMAN OF THE CORPORATE GOVERNANCE COMMITTEE

On 20 December 2017, the Chairman of the Board of Directors made available to the

members of the Board of Directors and the Board of Statutory Auditors a copy of the letter

accompanying the Chairman of the Corporate Governance Committee, Mrs. Patrizia Grieco,

to the fifth report on the application of the Code, on the effects of the recommendations

formulated in 2016, and on the main areas of improvement found in 2017 (the “Letter”).

Following the suggestion expressed therein, on 25 January 2018, the Directors and Auditors

discussed the contents of the Letter, sharing the following:

a)

b)

d)

Remuneration policies: the Group has adopted a regulation in full compliance with the
provisions of the Bank of ltaly;

Pre-meeting information: the Company has progressively improved the times and
methods (including technical ones) of making Directors and Statutory Auditors
available to the pre-meeting documentation, also in terms of usability and expository
effectiveness. Directors and statutory auditors, as also emerged in the annual self-
assessment process, believe that the pre-meeting obligation for disclosure has been
satisfactorily fulfilled, in line with the Supervisory Provisions and the Code;

Succession Plans: the Bank adopted the “Succession plan of the CEO” (as per Section
4.1.3 of this Report), in line with the Supervisory Provisions and with the
recommendations of the Code of Conduct;

Principle of independence: the criteria adopted by the Bank with reference to the
independence requirements of the members of the Board of Statutory Auditors and of
the independent Directors are consistent with the indications of the Code of Conduct;
Board review: in line with the Supervisory Provisions and the Code of Conduct, the
Board of Directors and the Board of Statutory Auditors annually undergo a self-

assessment process, conducted by external consultants, on its operations.
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TABLE 1: INFORMATION ON SHARE OWNERSHIP

SHARE CAPITAL STRUCTURE

%

Listed (indicate

compared stock . .
No. shares to the share | markets)/unlisted Rights and obligations
capital shares
The partners have the
Ordinary shares 170,107,400 100% SIMTA right to one vote per

ordinary share

Multiple-vote shares

Shares with
limited voting rights

Shares with no voting
rights

Other — — - —
OTHER FINANCIAL INSTRUMENTS
(granting the right to subscribe for newly issued shares)
LIStegtggS Icate No. Ca;[ggs%?\//i?:];stuzres No. shares to service the
markets)/unlisted putstandlng conversion/financial conversion/financial
shares instruments years years
Bonds — - - -
Warrants - — — —
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SIGNIFICANT SHAREHOLDINGS

% share on

% share on

General Partner”)

Declarant Direct Shareholder ordinary : :
. voting capital
capital
BFF JE GP LTD ("BFF | pere | \vembourg Sarl. | 55.81% 55.81%
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TABLE 2: COMPOSITION OF THE BOARD OF DIRECTORS AND COMMITTEES

. Risk and Control | Remuneration Nominatin .
Board of Directors X M RPT Committe
Committee Commette Commettee
Date of
) X X . No. other
X Year of first Inoffice | Inoffice List - " " - " - " - " -~
Office Members birth |appointm| from until . Exec. |Non-exec.| Indep. Code Indep. CFA 011?5 * * * * % *) ) *) )
ent*
7017
Chairman Messina Salvatore 1946 14.01.201104.11.201) Financial N.A N \ 1 NON-EXEC 20/20 5/5 M 4/9 2/2 P
3 5 Statements
Annr
2017
R 04.11.201|04.11.201| Financial
Deputy Chairman | Sbrozzi Luigi 1982 5 5 Statements N.A v 1 NON-EXEC 20/20 14/15 M 9/9 M
Appr.
2017
Chief Executive | Belingheri 19.12.200(04.11.201| Financial
Officer » 0 Massimiliano 1974 6 5 Statements NA v 20/20
Appr.
2017
: 21.12.201{21.12.201| Financial
Director Arnold Mark John 1968 5 5 Statements N.A v 19/20
Appr.
2017
. Fornari Luswergh 24.04.201(04.11.201]| Financial [
Director Federico 1964 0 5 Statements N.A N Y 1EXEC 20/20 7/10 M 5/5 P
Appr.
2017
. Langworthy Ben 04.11.201|04.11.201| Financial
Director Carlton 1978 s s satements || VA v 6 NON-EXEC 16/20 5/5 M
Appr.
2017
- 14.07.201(04.11.201| Financial | 1EXECe
Director Oliveri Elisabetta 1963 . : satemens | VA B \/ 3 NON-EXEC 18/20 9/9 P 5/5 M/P
Appr.
2017
. Rabuffi Marco 22.07.198|04.11.201| Financial |
Director Riccardo 1948 5 5 Statements N.A N 1EXEC 16/20
Appr.
2017
Aumann Schindler 21.12.201(21.12.201| Financial |
Director Gabriele Michaela 1953 5 5 Statements N.A v v 20/20 15/15 P 5/5 M 3/3 M
Appr.
2017
Zambeletti Rossi 04.11.201|04.11.201| Financial
i / -
Director Gampack 1941 5 5 statements | VA N v 2 NON-EXEC 10/20 4/5 M 5/5 M
Appr.
DIRECTORS WHO RESIGNED DURING THE RELEVANT YEAR
Surname | [ [ [ [ 1 [ [ [ [ [ [ [ [ [
No. of meetings held during the relevant year Board od Directors: 20 (1) Risk and Control Committee: 14 | Remuneration Code: 9 Nominating Committee: 5 RTP Committee: 5
Indicate the quorum required for the submission of lists by minorities for the election of one or more members (pursuant to Article 147-ter CFA): 2,5%
NOTES

The symbols below shall be entered in the "Office™ column:

« This symbol indicates the director in charge of the internal control and risk management system.

¢ This symbol indicates the main person responsible for managing the issuer (Chief Executive Officer or CEO).

o This symbol indicates the Lead Independent Director (LID).

* The date of first appointment of each director means the date on which the director was appointed for the first time (ever) in the BoD of the issuer.

** This column shows the list from which each director was taken ("M": majority list, “m": minority list, "BoD" list presented by the Board).

*** This column indicates the number of offices as director or statutory auditor held by the relevant subject in other companies listed on regulated markets, including foreign markets, in financial, banking, insurance or large-sized companies. In this Report on corporate governance, these offices are listed in
detail.

(*). This column indicates the participation of the directors in the meetings of the BoD and the committees respectively (indicate the number of meetings attended with respect to the total number of meetings that could have been attended, eg 6/8, 8/8 etc.).

(**).This column indicates the position of the director within the Committee: "C": chairman; "M". member.

(1) this number includes No. 3 updating meetings at a later date than that of the board.
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TABLE 3: COMPOSITION OF THE BOARD OF STATUTORY AUDITORS

Board of Statutory Auditors

Date of first List Attendance at the No. other offices
Office Members Year of birth| appointment | In office from In office until o Indep. Code Board meetings T
* *k%k
Chairman Lori Marco 1956 | 25.03.2015 | 07.04.2017 (1) 2017 Financial N.A. N 28129 No. 10 control
Statements Appr. n. 2 management

Regular Patrizia Paleologo 2017 Financial
Auditor Oriundi 1957 21.02.2007 | 16.02.2016 (2) Statements Appr. N.A. \/ 29/29 No. 10 control
Regular Pugliese Sabrina 1969 | 07.04.2017 | 07.04.2017 2017 Financial N.A. N 20124 No. 7 control
Auditor Statements Appr.
Alternate Cavallaro Alessandro 1974 | 04112015 | 04.11.2015 2017 Financial N.A. \ N.A. No. 5 control
Auditor Statements Appr.
Alternate De Marchi Giancarlo 1950 | 31.03.2016 | 04.11.2015 2017 Financial N.A. N N.A. No. 7 control
Auditor Statements Appr.

AUDITORS WHO RESIGNED DURING THE RELEVANT YEAR

Chairman [ Tabone Francesco 1956 | 19.12.2006 | 04.11.2015 06042006 | NA | NA | 5/5

No. of meetings held during the relevant year: 29

Indicate the quorum required for the submission of lists by minorities for the election of one or more members (pursuant to Article 148 CFA): 2,5%

NOTES

* The date of first appointment of each auditor means the date on which the director was appointed for the first time (ever) in the Board of Statutory Auditors of the issuer

**This column shows the list from which each auditor was taken ("M": majority list, "m": minority list, "BoD": list presented by the Board).

*** This column indicates the participation of the auditors in the meetings of the Board of Statutory Auditors and the committees respectively (indicate the number of meetings attended with

****This column indicates the number of offices as director or statutory auditor held by the interested party pursuant to Article 148-bis TUF and the related implementations contained in the
Consob Issuers' Regulations. The complete list of offices is published by Consob on its website pursuant to Article 144-quinquiesdecies of the Consob Issuers' Regulations.

(1) Mr. Lori, formerly Statutory Auditor, has been appointed Chairman of the Board of Statutory Auditors effective as of and subject to the commencement of trading of the Company's shares on
the MTA.

(2) Mrs. Paleologo, former Alternate Auditor, was appointed Statutory Auditor on 16 February 2016, replacing the resigning Mr. Lorenzo Pozza, and confirmed by the General Meeting on 31
March 2016.
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TABLE 4: OPERATIONAL POWERS TO THE CHIEF EXECUTIVE OFFICER

GENERAL OPERATIONAL POWERS

The Chief Executive Officer shall implement the following:

1.

corporate policy guidelines and resolutions of the superordinate bodies overseeing the

performance of the Company for the purposes of achieving the corporate goals;

resolutions of the Board of Directors regarding risk organization, control and

management;

formulate proposals to the Board of Directors on the guidelines of the annual budget and
the multi-year plans; propose projects to develop the Company's activities including the
diversification of products, customers an or services; submit the annual budget and multi-

year plans to the Board of Directors;

propose acquisition and extraordinary finance operations for the purpose of achieving the

corporate goal;

provide everything necessary to fulfill legal and regulatory obligations including, but not
limited to those relating to privacy, supervision, occupational health and safety, anti-

money laundering, etc.;

as an Employer, provide expenses related to the protection of health and safety of
workers within the limits set by the annual budget, and also for any unexpected expenses
or exceeding these limits by giving timely and justified communication to the Board of

Directors;

perform every necessary and appropriate act for the ordinary management of the

Company within its powers.

FINANCIAL POWERS
The Chief Executive Officer shall:

8.

negotiate, stipulate, modify and resolve contracts for the opening of credit and financing
of any type and duration in favor of the Company, also by issuing commercial paper, for
an amount not exceeding EUR 200 million per individual transaction. This limit does not

apply to transactions with the ECB/Eurosystem;
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negotiate, stipulate, modify, transfer and resolve framework or individual contracts and

the related contractual documentation, separately for each transaction, relating to

currency swap transactions, domestic currency swaps, interest rate swaps, currency

options, bond options, future rate agreements, foreign exchange netting agreement caps,

floors, collars and any other financial transaction that can be directly assimilated by

structure and purpose to those indicated above, in compliance with the following limits:
maximum capital amount of € 60 million;

maximum duration of the transaction of 36 months.

The exceeding of the limits identified above shall be authorized by the Board of Directors;

10.

11.

12.

13.

14.

15.

16.

17.

negotiate, stipulate, modify and resolve open credit and financing agreements under any
type, duration and currency also through the subscription of bonds, or other debt
securities and the issue of commercial paper according to terms and conditions applicable

from time to time, issued by subsidiaries, both directly and indirectly;
purchase and hold Government Securities on behalf of the Company;
grant credit to financial institutions for interbank deposits;

open and close banking accounts of any kind and type with banks and other financial
institutions, by negotiating active and passive rates, collect sums from the accounts held
in the name of the Company, for this purpose by issuing the relative checks or equivalent,
and arrange transfers based on actual availability whether against current account credit

lines;

open and close banking accounts and/or deposit accounts with customers defining active

and passive rates, conditions and how relevant is for this activity;

make payments to the banking and postal accounts and run for credit checks and money

orders on these accounts;

stand out among the customers, also run for a promissory notes discount, bills, drafts and

checks of any kind, and perform any other operation resulting in or related,

negotiate, undersign, lend, execute and revoke, also abroad, in the name and on behalf of
the Company, sureties, comfort letters, letters of patronage, securities and, more

generally, any other warranty, whether they are ruled by Italian or foreign laws in favor of
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18.

third parties, Italian or foreign, in relation to which the Group companies have the quality
of guaranteed obligor, within and for the purposes inherent to the ordinary activities of

the companies of the Group;

perform any other deed that, in its opinion, should be necessary or appropriate as a result
of the release of the warranties referred to in the previous point; all of this within the

maximum limit, including the amount of loans disbursed, of Euro 200 million;

SPECIFIC OPERATIONAL POWERS FOR THE FACTORINGACTIVITY
The Chief Executive Officer shall:

19.

20.

21.

22.

23.

negotiate and sign contracts for credit management and for the purchase of receivables
without and with recourse, by agreeing all the terms and conditions, including the

determination of the amount due;

grant, modify and revoke factoring transactions and sign all related deeds, up to Euro
200 million for each transferor, together with other cumulated related risks; he may also
resolve additional extraordinary and temporary grants (up to a maximum of 3 months)
equal to 20% of the amount defined for the single transferor, up to a maximum of an
additional 15 million euros. He may also negotiate and stipulate, or deliberate,
cancellations, postings, subrogations, reductions and refunds of real and personal
guarantees of any kind acquired in relation to the risks resolved within the above

mentioned limits, even when the company's credit has not yet been extinguished;

negotiate and sign contracts for assignment of receivables without and with recourse, up
to € 100 million per individual transaction, and stipulate all the terms and conditions,

including the determination of the amount due;
sign all the deeds, including amendments, and contracts regarding customer relations;

negotiate and sign transaction documents and related and consequential acts against
debtors, defining, inter alia, clauses for the waiver of interests and other charges,
including legal fees, as well as transact disputes and sign the renunciation acts and related

actions against debtors, all in compliance with the following limits:

- full payment of the capital;
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- the maximum payment term agreed with the debtor cannot in any case exceed 18

months;

24. negotiate and propose to the Board of Directors transactions with debtors for the recovery
of credits beyond the limits established by Article 31. subscribe deeds and documents

related to these transactions;

ORDINARY OPERATIONAL POWERS
The Chief Executive Officer shall:

25. assume and grant properties under lease and sublease and stipulate, modify and resolve

the relative contracts, provided that the annual fee does not exceed 300 thousand Euro;

26. handle all the Company's current expenses up to a maximum of 300 thousand euros per
unit amount and per individual transaction; negotiate, stipulate, modify and resolve the
relative contracts, in particular, including but not limited to:

a. works and supplies required for the transformation and maintenance of buildings and
plants;

b. purchases and disposals of furniture, equipment, machinery and movable goods in
general, including those registered in public registers, as well as financial leases and
rentals of the assets, with a limit on the cost of the annual fee;

c. purchases, also under license, with a spending limit related to the annual fee, of
information programs and IT services in outsourcing;

d. insurance policies with a spending limit referring to the annual premium;

e. commercial information;

f.  professional consultancy contracts and services related to the ordinary management of the
Company.

27. propose to the Board of Directors the allocation of funds to the budget, reporting on the

uses of the fund itself;

28. authorize writedowns, adjustments and loss of credit up to a limit of € 300 thousand for

each debtor and/or transferor and per individual transaction;

29. propose to the Board of Directors the recruitment, promotion, disciplinary sanctions,

dismissal and any other measures against Senior Executives and Executives that are
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directly reported by the Chief Executive Officer, subject to the limitations set by

supervisory provisions;

30. decide the recruitment, promotion, disciplinary sanctions, dismissal and any other
provision towards the Executives - which are not directly reported by the CEO himself -
the 3rd and 4th level Managers, and fix the relative economic treatment, within the limits

set by the Board of Directors, subject to the limitations set by the supervisory provisions;

31. decide the recruitment, promotion, disciplinary sanctions, dismissal and any other
measures against the 1st and 2nd level Managers, belonging to the 1st, 2nd, 3rd
Professional Area, and fie the relative economic treatment, within the limits established

by the Board of Directors, subject to the limitations set by the supervisory provisions.
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