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Introduction

Notes on the report

The prudential standards for banks include public disclosure obligations on capital adequacy, risk exposure and the general
characteristics of the systems used to identify, measure and manage risk, in addition to requirements regarding the disclosure of
information on governance systems, including remuneration policies and practices.

The prudential Supervisory Provisions applicable to banks and investment firms from 1 January 2014 are contained in Bank of
Italy Circular 285/2013, the purpose of which was to implement Regulation (EU) 575/2013 (the Capital Requirements Regulation,
or “CRR”) and Directive 2013/36/EU (the Capital Requirements Directive, or “CRD IV”), containing the reforms required in order
to introduce the “Basel llI” standards.

The public disclosure obligations are regulated by the CRR (Parts 8 and 10, Title I, Chapter 3), European Commission regulations
containing regulatory and implementing technical standards and the Guidelines set out by the EBA.

Banks are required to publish the disclosures at least annually, unless a bank itself decides that there is a need to disclose some
or all of the required information on a more frequent basis, above all disclosures relating to own funds and capital requirements.

Application of the prudential regulation for banks was extended to BancoPosta RFC by the third update of Bank of Italy Circular
285/2013, dated 27 May 2014". Application was made possible by the establishment, in May 2011, of BancoPosta RFC.

In making the prudential regulation for banks applicable to BancoPosta RFC, the Supervisory Authority took into account the
entity’s peculiar nature, which has made it necessary to apply certain exemptions. These primarily regard the regulations gov-
erning “large exposures” and “related parties”, the countercyclical capital buffer?, the Leverage Ratio, and the Liquidity Coverage
Ratio (LCR) and Net Stable Funding Ratio (NSFR).

In addition to Pillar 1 capital requirements (credit, counterparty, market and operational risks) and the self-assessment of capital
adequacy with respect to all the identified risks (ICAAP/ILAAP — Internal Capital Adequacy Assessment Process/Internal Liquidity
Adequacy Assessment Process), requiring preparation of an annual report to be sent to the Bank of Italy for the purposes of the
Bank’s SREP (Supervisory Review and Evaluation Process), the prudential regulation applied to BancoPosta RFC also require
public disclosure of capital adequacy, risk exposure and the general characteristics of the related management and control
systems.

In January 2018, the EBA issued the “Guidelines on uniform disclosures under Article 473a of Regulation (EU) No 575/2013
as regards transitional arrangements for mitigating the impact of the introduction of IFRS 9 on own funds” (EBA/GL/2018/01),
which define the disclosure templates relating to the impact on own funds of Regulation (EU) 2017/2395 containing “Transitional
arrangements or mitigating the impact of the introduction of IFRS 9 on own funds”. BancoPosta RFC opted for the transitional
arrangement in accordance with the “dynamic” approach to mitigate such impact. To mitigate the potential impact of a sudden
increase in provisions for expected credit losses caused by the COVID-19 pandemic, Regulation (EU) 2020/873 of 24 June
2020 (CRR “Quick fix") introduced a two-year extension of the transitional arrangements. For more details, reference is made to
chapter 3.

In addition, as it opted for the “dynamic” approach, BancoPosta RFC is required to disclose also information on own funds,
Common Equity Tier 1, Tier 1 capital, CET 1 Capital Ratio, Tier 1 Capital Ratio and, in case it does not apply such transitional
arrangement, fully loaded Total Capital Ratio.

1. Amended with Update no. 34 of 22 September 2020.
2. The Supervisory Authority decided not to set prudential limits for “large exposures”, “related parties” or the countercyclical capital buffer, given that BancoPosta RFC is
prohibited from making loans to members of the public. BancoPosta is, however, required to disclose “large exposures” and “related parties”.
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The document is submitted to the Board of Directors for approval of the statements made by the Chief Executive Officer (“CEO”),
contained in this document, regarding the adequacy of risk management processes and BancoPosta RFC’s overall risk profile.
In accordance with art. 154-bis of Legislative Decree no. 58/98, the document also includes the attestation by the Manager
responsible for financial reporting, who declares that it is consistent with the underlying accounting books and records.

Unless otherwise stated, all amounts in this report are shown in millions of euros.

Poste ltaliane publishes this Basel lll Pillar 3 Report and subsequent revisions on its website at:
http://www.posteitaliane.it/it/governance/documenti_bancoposta/informativa_pubblico_rischi.html

The “Report on corporate governance and ownership structure” (available in the “Governance” section on the website:
https://www.posteitaliane.it/it/governance.html) provides all the information on the governance of Poste Italiane SpA
required by paragraph 2 of article 435 of the CRR.


http://www.posteitaliane.it/it/governance/documenti_bancoposta/informativa_pubblico_rischi.html
https://www.posteitaliane.it/it/governance.html
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1. Risk management policies and
objectives

Existing statutory and regulatory provisions consider BancoPosta RFC to be comparable to a bank in term of controls, establish-
ing that the related operations must be carried out in compliance with the provisions of the Consolidated Law on Banking (TUB)
and the Consolidated Law on Finance (TUF), which apply to the corresponding activities carried out by banks, brokers and other
regulated intermediaries, with the exception of specific provisions adopted by the relevant authorities.

The prudential provisions have imposed the same obligations on BancoPosta as those applicable to banks, requiring it to estab-
lish a system of internal controls in line with the provisions laid down in Part | — Title IV — Chapter 3 of Circular 285/2013, requiring,
among other things, achievement of the following objectives:

e oversight of implementation of the Company’s strategies and policies;

e the containment of risks within the limits set by the entity’s Risk Appetite Framework (RAF);
e protection of the value of assets and against losses;

e cffective and efficient internal processes;

e reliable and secure corporate information and IT systems and procedures;

e prevention of the risk that the entity is involved, voluntarily or involuntarily, in illegal activities (with particular regard to money
laundering, usury and the financing of terrorism);

e the compliance of transactions with the law and supervisory requirements, and with internal policies, regulations and
procedures.

The Bank of Italy’s prudential provisions also require each intermediary to define a Strategic Plan and Budget, a Risk Appetite
Framework, the ICAAP process and the system of internal controls through an integrated process that aims to ensure that the
entity’s operations are sustainable in terms of its adopted strategies and policies, and in relation to the pre-determined target
risk profile.

1.1 Risk management strategies and processes

The risk management process, implemented before extension of the Supervisory Provisions to include BancoPosta RFC, has
been further strengthened following compliance with prudential standards. BancoPosta RFC pays great attention to the risk
management process, consisting of a body of rules, procedures, resources (human, technological and organisational) and con-
trols designed to identify, measure or assess, monitor, prevent or mitigate and communicate to the appropriate organisational
levels all the risks assumed or assumable®.

Within the overall risk management system, particularly important is the Internal Control and Risk Management System (or
“SCIGR”), created in line with the corporate governance requirements for listed companies and the Supervisory Provisions
applicable to BancoPosta’s operations. It also ensures that the entity’s operations are in line with the Company’s strategies and
policies and are conducted in a sound and prudent manner. For this reason, the SCIGR is of strategic importance and regards
the entire organisation, beyond the various control functions.

The Poste lItaliane SCIGR is a combination of tools, organisational structures, corporate rules and policies designed to ensure
that the business is managed in a way that is sound, fair and consistent with the corporate objectives, through an adequate
definitions of players, duties and responsibilities of the various corporate bodies and control functions as well as through the
identification, measurement, management and monitoring of the main risks, and through the structuring of adequate reporting
lines to expedite the flow of information.

3. Seethe Part 1 - Title IV - Chapter 3 of Bank of Italy Circular 285/2013.
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An effective SCIGR fosters informed decision-making and helps to protect corporate assets and BancoPosta RFC, the efficiency
and effectiveness of corporate processes, the reliability of the information provided to management and the market, compliance
with laws and regulations, the Articles of Association and internal rules and policies.

The document aims to disseminate the SCIGR guidelines issued by Poste Italiane’s Board of Directors, which include:

reference principles and framework;

SCIGR architecture;

duties and responsibilities of Poste Italiane’s SCIGR players;
implementation of SCIGR in the subsidiaries;

manners of coordination and collaboration among control functions;

reporting lines between the different functions/corporate bodies and between these and management.

BancoPosta RFC carries out three different types of control in line with prudential regulation:

first-level controls: line controls designed to ensure that operations are conducted correctly.

These controls are conducted by operating units themselves (e.g., hierarchical, systematic and sample controls), in part using
dedicated units whose sole role is to conduct controls and which report to the heads of the operating units, or in the form of
controls conducted within the back office;

second-level controls: risk and compliance controls with the aim of ensuring, among other things:

a. correct implementation of the risk management process;

b. respect for the operating limits assigned to the various functions;

c. the compliance of operations with the related regulations, including self-regulatory guidelines.

These controls are conducted by BancoPosta’s Risk Management, which includes BancoPosta’s Anti-Money-Laundering and
Compliance unit;

third-level controls: controls that aim to identify violations of procedures and regulations and periodically assess the complete-
ness, adequacy, functionality (in terms of efficiency and effectiveness) and reliability of the system of internal controls and of
the IT system (ICT audit), with a frequency predetermined on the basis of the nature and intensity of risks.

These controls are carried out by BancoPosta’s Internal Auditing function.

Definition and approval of the guidelines for the SCIGR and of risk management policies is the responsibility of corporate bodies
(the CEOQ, the Board of Directors and the Board of Statutory Auditors), as is implementation of strategic guidelines and objec-
tives and, in particular, of the RAF and the ICAAPR, and assessment of the adequacy of the system of internal controls and the
organisational structure.

The Head of BancoPosta exercises the powers of ordinary administration delegated by the CEO of Poste Italiane and is the
party, within BancoPosta RFC, responsible for proposing, implementing and controlling the guidance provided by the Board of
Directors and the CEQ, reporting directly to them.

In December 2014, when approving the strategic plan and annual budget, the Board of Directors defined a risk appetite frame-
work (the “RAF”), summarising the strategies to be followed by BancoPosta RFC when assuming risks in line with the Business
Plan, the business model and the ICAAP. Specifically:

the Board of Directors has defined and approved risk appetite targets, risk tolerance thresholds and risk capacity limits;

a structured process is used to assess the direction in which operations are developing, as part of the wider strategic plan-
ning and budgeting process, resulting in definition of the risk appetite. This process enables an assessment of the financial
sustainability of the strategic plan and to highlight circumstances in which the assumption of certain categories of risk must
be avoided or contained;

the scope of risk appetite monitoring and the related metrics have been defined;

procedures and management actions (so-called escalation) have been provided for should it be necessary to reduce the
degree of risk to within the pre-determined threshold or limits.
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Oversight of the effective risk profile, with respect to the targets set out in the RAF, involves monitoring the following:

e capital adequacy, with the aim of assessing whether or not capital is sufficient to cover pillar one and two capital require-
ments generated by the key risks to which BancoPosta RFC is exposed;

e capital allocation, to monitor the optimum composition, in terms of required capital, of the key risks to which BancoPosta
RFC is exposed on the basis of its business model;

e financial structure, monitored in order to ensure a form of control that is both consistent with regulatory requirements
regarding the leverage ratio and with the needs of the business, with the aim of overseeing the composition of funding (private
customer or bank deposits) on the basis of the entity’s operations;

e liquidity, with the aim of monitoring short- and medium/long-term liquidity;

e economic performance, with the aim of overseeing not just the overall risk profile, but also the earnings profile, taking into
account the role carried out in terms of viability and balance sheet growth.

Risks that are difficult to quantify (reputational and strategic risk) are covered in a specific section of the RAF in order to monitor
their evolution and activate the internal management processes, the internal control system.

Following introduction of the RAF and to ensure compliance with it, operating limits have been established for the main types of
risk. Operating units must respect these limits.

To ensure correct implementation of the RAF, BancoPosta RFC requires compliance with the risk appetite to be subject to:

e ex-post assessment by monitoring the risk profile of each of the above areas at least on a quarterly basis;

e ex-ante checks by evaluating transactions of greater significance, meaning transactions that, due their size, innovative nature
or expected impact on the risk/return profile, may have a material impact on achievement of the risk appetite targets defined
and approved by the Board of Directors.

1.2 Structure and organisation of the Risk
Management unit

Within BancoPosta RFC, the role of the risk control function required by the Supervisory Provisions is played by BancoPosta’s
Risk Management unit. This unit reports, in coordination with the Group Risk Management function, to Poste Italiane SpA’'s Board
of Directors, the CEO and the Head of BancoPosta, preparing the necessary reports on specific matters required by the above
standards (e.g. the work plan, the annual report and the dashboard) for Poste Italiane SpA's corporate bodies (Board of Directors
and Board of Statutory Auditors), in their respective roles of strategic oversight and control of BancoPosta RFC.

BancoPosta’s Risk Management unit contributes to the integrated risk management process, operating in keeping with the
standards defined by the Group Risk Management (“GRG”) function and ensuring that information is shared at the consolidated
level. In particular, BancoPosta’s Risk Management, in collaboration with the GRG function:

e ensures, with specific regard to BancoPosta RFC, an integrated, retrospective and prospective view of BancoPosta RFC’s
risk, capital and organisational adequacy (ICAAP);

e develops, in compliance with the supervisory provisions, systems and methods for managing and measuring BancoPosta
RFC'’s significant risks, identifying, classifying and updating continuously risk events;

e measures Poste ltaliane’s financial risks.

Furthermore, BancoPosta’s Risk Management unit, with specific reference to the Ring-Fenced Capital:

e s involved in the definition and implementation of the Risk Appetite Framework and risk management policies, through an
adequate risk management process, as well as in setting operating limits to the various types of risk;

e determines the risk appetite in keeping with the targets and the business plan assumptions, developing awareness in the
corporate bodies during the analysis and approval or strategic and operational guidelines;

e checks the adequacy of the RAF, the risk management process and the operating limits;
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constantly monitors the effective risk profile and its consistency with the risk appetite, working with the relevant functions in
order to identify risk management and mitigation initiatives;

is responsible for the development, validation (in accordance with the established independence requirements) and mainte-
nance of risk measurement and control systems;

determines common metrics to assess operational risks consistent with the RAF, in cooperation with the competent corporate
functions;

determines the manners in which reputational risk is assessed and controlled, working with the competent corporate func-
tions and the corporate functions that are mostly exposed to such risk;

is involved in the assessment of strategic risk, by participating in the process to prepare the Strategic Plan and the Budget, the
identification of the relevant inherent risks and the review of the sustainability of the strategic assumptions in terms of capital
adequacy and consistency with the risk appetite approved by the Board of Directors;

ensures consistency between the risk measurement and control systems and the processes and methodologies to assess
corporate activities, cooperating with the corporate departments concerned, with specific reference to the manner in which
the value of financial instruments is determined;

provides advice and support to operating and business units during the ex-ante assessment of their risk profiles in relation
to new offerings and/or product design, by also providing a prior opinion on consistency with the risk appetite for larger
transactions;

checks the adequacy and effectiveness of the measures adopted to remedy any flaws in the risk management process;

defines, on an ex-ante basis, the customer and counterparty risk of BancoPosta RFC in view of the business and measure-
ment of expected loss as set forth in IFRS 9.

1.3 Risk measurement systems, monitoring and
mitigation policies

The scope of the risk measurement and capital adequacy assessment systems described below is limited to BancoPosta RFC.

The principal types of risk to which BancoPosta RFC is exposed in the course of its ordinary activities are briefly described below:

operational risks;

banking book interest rate risk;

banking book spread and price risk;

risk of excessive leverage;

credit and counterparty risk;

market risks*;

liquidity risk;

concentration risk — large exposures and related parties;

other risks.

In terms of capital adequacy, in line with the related Supervisory Provisions, BancoPosta RFC has adopted simplified regulatory
models to estimate its Pillar 1 capital requirements (credit, counterparty, market and operational risks). Instead, BancoPosta RFC
uses internal methods in order to estimate its Pillar 2 capital requirements relating to interest rate and operational risks.

4.

BancoPosta RFC is only exposed to market risk in relation to foreign exchange risk, deriving from foreign currency current accounts, foreign currency cash and dollar-
denominated VISA shares.
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The above operational and interest rate risks are of greater relevance in terms of capital requirements, partly in relation to
BancoPosta RFC’s business model, given that it is not authorised to conduct the financing and lending activities typical of banks.
The risks to which BancoPosta RFC is most exposed are analysed below, describing the nature of the related measurement
systems and any risk mitigation policies.

1.3.1 Operational risks

Operational risk refers to the risk of losses resulting from inadequate or failed internal processes, people and systems, or from
external events. This category of risk includes losses resulting from fraud, human error, business disruption, systems failures,
breach of contracts and natural disasters. This form of risk also includes non-compliance risk, in its direct form, relating to the
risk of legal or administrative fines and of material financial losses as a result of the violation of laws, regulations, or self-regulatory
principles or codes of conduct.

Operational risk can result from any of the business processes falling within the scope of BancoPosta RFC’s operations, including
those carried out by Poste Italiane’s functions in accordance with the related Operating Guidelines.

Operational risks also include information technology risk, referring to the risk of incurring economic losses, reputational damage
and loss of market share as a result of the use of information and communication technology (ICT).

The quantification of Pillar 1 capital requirements in respect of these risks is carried out applying the basic approach to calculation
provided for in Regulation (EU) 575/2013.

Given the significance of operational risk and in order to enhance effective mitigation, BancoPosta RFC has adopted an
Operational Risk Management system that uses guiding principles based on sound and prudent management and aligned with
prudential supervisory regulation®.

The internal model enables calculation of a measure that is more sensitive to the effective risk identified within the scope of
BancoPosta RFC’s operations. The internal model used by BancoPosta RFC to measure its exposure to operational risk incor-
porates and sums up the four sources of risk indicated in the regulations in force:

e internal data: information on operational risk events gathered internally with all the data needed to analyse such events, in
accordance with the general criteria for recording and classifying the historical loss data fed into the operational loss database;

e external data: information on operational risk events gathered by the consortium database known as DIPOS, classified and
recorded in accordance with the rules established by the consortium and in line with the internal rules for gathering data, after
appropriate standardisation and integration;

e scenario analyses: scenario analyses carried out by risk champions and specialist units within Poste Italiane on BancoPosta
RFC processes, with the aim of identifying risks not adequately revealed by the historical loss data. The analyses focus on
both the frequency and impact of operational risk events;

e evaluation of the business environment and internal control system: indicators that summarise the environment in
which the risk arises and play a role in determining the related capital requirements, both indirectly, through inclusion in the
process of estimating risk scenarios, and directly, in determining the weightings used in the qualitative-quantitative integration
model for calculating VAR.

Mitigation initiatives are based on the output from the above internal measurement model, in accordance with a cost/benefit
approach.

The activities of the specialist functions play a role in both measuring and managing risk, each according to their area of exper-
tise (physical security, information security, Compliance, Audit, Anti-money laundering, etc.). The management of BancoPosta
RFC’s operational risk is, therefore, conducted across the organisation by a range of different specifically appointed entities within
BancoPosta RFC’s and Poste ltaliane’s organisation.

5. See Regulation (EU) 575/2013 (Basel 3). In this regard, in the absence of specific supervisory instructions (issued on 27 May 2014), BancoPosta RFC was not authorised to
use an internal model to calculate its regulatory capital requirements. It should be noted that an Internal Validation function has been created within the Risk Management unit,
with the role of validating internal models and the related inputs and outputs.

6. The ltalian Operational Loss Database managed by ABI, the Italian Banking Association.

10
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In this regard, the Operational Risk Management unit is, among other things, responsible for:

e steering mitigation initiatives, in part by allocating the operational losses generated by the processes managed by the Poste
ltaliane’s functions that have signed operating guidelines with BancoPosta RFC;

e calculating and monitoring exposure to this risk and consistency of the measures with the Risk Appetite Framework.

Finally, the validation process assesses the accuracy of estimates of all the relevant risk components and expresses an opinion
on both the implementing rules and the robustness of the risk management system used.

1.3.2 Banking book interest rate risk

BancoPosta RFC defines banking book interest rate risk as the risk of incurring losses that have an impact on the economic value
and net interest income, as a result of potential changes in “risk free” interest rates’.

Exposure to banking book interest rate risk reflects the peculiar nature of the investment of liquidity generated by postal current
account deposits forming part of BancoPosta RFC’s operations.

In quantifying the banking book interest rate risk, BancoPosta RFC adopted, starting from the end of 2019, an internal model
for measuring the economic value, consistent with the evolution of prudential regulations on the matter®, which provides for the
estimate of the current value of assets and liabilities on the basis of 6 distinct rate scenarios. It differs from the simplified method
of the Bank of Italy mainly in the component relating to the estimate of the expected duration of postal current accounts and
prepaid cards, contractually on demand® and in the full evaluation with respect to discretisation in maturity bands. Further details
are provided in section 13.

As part of second-level controls, the Risk Management unit conducts a weekly audit of the established operating limits™ and a
monthly audit of compliance with the risk appetite. In case of transactions that — in terms of size, innovative characteristics or
expected impact on the risk/return profile — might affect the achievement of targets set and approved by the Board of Directors,
it checks compliance with the risk appetite limits ex ante.

In the event of any divergence, appropriate risk containment and mitigation measures are taken.

The validation process assesses the accuracy of estimates of all the relevant risk components and expresses an opinion on both
the implementing rules and the robustness of the risk management system used.

Finally, in terms of reporting, the Risk Management unit is responsible for producing periodic reports on interest rate risk for cor-
porate bodies and the relevant committees and functions.

As regards the mitigation of interest rate risk, BancoPosta RFC uses derivatives to hedge this form of risk. To hedge its exposure
to government securities, BancoPosta RFC uses the following hedges:

e cash flow hedges;
e cash flow hedges of forecast transaction;

e fair value hedges.

Cash flow hedges aim to stabilise cash flows from securities through the use of swap contracts, under which BancoPosta RFC
undertakes to pay third parties the coupon interest earned on inflation-linked or variable rate securities in return for collecting a
fixed rate which, in traditionally structured transactions, is determined at the execution date and remains unchanged over the life
of the swap.

Cash flow hedges of a forecast transaction take the form of Bond Forwards, that is forward purchases and sales. Forward pur-
chases enable the purchaser to both reinvest liquidity with reasonable certainty that it will be available in the short term, and to
fix the purchase price - and the matching return — of a security on the basis of market conditions at a specific moment in time
prior to the date of the effective need to invest. Forward sales enable the seller to lock in capital gains under favourable market
conditions, so as to stabilise revenue and limit interest rate and spread risk.

7. These rates do not include the component relating to the change in the credit risk premium embedded in securities in the banking book, represented by spread risk in the
banking book.

EBA Guidelines of July 2018 ABE/GL/2018/02 and Bank of Italy Circular 285/2013, 32nd update April 2020.

9. Compliance is required with the limit, defined in the EBA Guidelines, which sets the average maturity of contractual liabilities on demand to 5 years.

10. These include duration limits and time thresholds by maturity.

@©
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Forward sales enable the seller to lock in capital gains under favourable market conditions, so as to stabilise revenue and limit
interest rate and spread risk. Hedging aims to stabilise changes in value through the stipulation of swap contracts according to
which BancoPosta RFC exchanges coupon flows at fixed rate with coupon flows at floating rate. The hedge may be spot (and
immediately operational starting from the contract stipulation date) or, partial, when the hedging instruments have forward start.

1.3.3 Banking book spread and price risk

Banking book spread risk

Given the nature of BancoPosta RFC’s operations, banking book spread risk is linked to potential falls in the value of bonds held
in the banking book following deterioration in the creditworthiness of the issuer.

At 31 December 2020, the banking book consists entirely of bonds issued or guaranteed by the Italian government. As a result,
the principal source of risk is represented by the risk premium resulting from Italy’s sovereign credit rating, which is inherently
linked to BancoPosta RFC’s operations.

In 2020, average ltalian government bond yields fell, bringing the spreads between ten-year Italian government bonds and
German bunds to 111 bps, compared to approximately 160 bps of the previous year.

Over the period under review, the above situation resulted in an overall positive change in the fair value of BancoPosta RFC’s
financial assets measured at fair value through other comprehensive income by approximately €3.7 billion (a nominal value of
approximately €34 billion).

Banking book price risk

Banking book price risk regards the risk of incurring losses following changes in the value of financial assets that are not due to
movements in interest rates.

The financial assets subject to banking book price risk held by BancoPosta RFC are the Visa Incorporated Series C Convertible
Participating Preferred Stocks and Series A Preferred Stocks, which are recognised among Financial assets measured at fair
value through profit or loss and allocated to BancoPosta RFC under commercial agreements regarding the sale of payment
instruments. The principal source of risk for these financial instruments is represented by potential movements in the related
share prices. This volatility was mitigated by the partial forward sale of approximately 90% of Visa Incorporated Series C ordinary
shares in 2019.

BancoPosta RFC monitors price risk attributable to the shares by calculating VaR (Value at Risk), estimated over a 1-day time

horizon and at a 99% confidence level, whilst from a prudential viewpoint the exposures attract capital charges due to credit and
foreign exchange risks.

1.3.4 Risk of excessive leverage

This risk occurs when Tier 1 capital is insufficient in proportion to total on-balance sheet assets (not risk-weighted) increased
by off-balance sheet exposures. This is a condition of financial stability that must be complied with, for which Regulation (EU)
2019/876 (CRR ) established a Pillar 1 threshold value of 3% for banks.

Whilst exempted from application of the related regulatory requirements'!, BancoPosta RFC controls this risk by monitoring the
leverage ratio introduced by Basel llI'> on a quarterly basis and by including it in the Risk Appetite Framework.

Further details are provided in section 15.

11. See Part Four — Chapter 1- Section Ill of Bank of Italy Circular 285/2013.
12. See Regulation (EU) 575/2013 and Regulation (EU) 62/2015.

12
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1.3.5 Credit and counterparty risk

Credit risk is defined as the possibility that a change in the creditworthiness of a counterparty, to which the entity is exposed,
could result in a matching change in the value of the credit position. It thus represents the risk that the debtor is partially or entirely
unable to repay the principal and interest due.

The method used to calculate the credit risk capital requirements is the standardised approach defined in Regulation (EU)
575/2013". Application of this method entails the use of Standard & Poor’s, Moody’s, Fitch and DBRS for the computation of
counterparty credit rating classes. Quantitative information regarding credit risk is provided in section 4.

The majority of BancoPosta RFC’s Statement of Financial Position assets, consisting of euro area government securities or
those guaranteed by the government and deposits with the MEF, do not give rise to credit risk capital requirements, in accord-
ance with the relevant prudential regulation'. The exposure to credit risk, associated with exposures other than those linked to
securities held in portfolio and deposited with the MEF, relates to assets deriving from BancoPosta RFC conduct of the following
transactions:

e jtems in progress: cheque clearing, use of electronic cards, collections;
e trade receivables payable by partners in relation to financial/insurance product placement;

e cash collateral for outstanding transactions with banks and customers, in accordance with agreements intended to mitigate
counterparty risk (CSA - Credit Support Annexes and GMRA — Global Master Repurchase Agreements);

e securities provided as collateral in accordance with agreements intended to mitigate counterparty risk (CSAs and GMRAS);

e cash deposits made as a pre-funded contribution to the guarantee fund of the Central Counterparty “Cassa Compensazione
e Garanzia” for repo transactions;

e shares (VISA) held in the banking book;

e temporarily overdrawn postal current accounts caused by debiting fees: limited to those which were not classified as impaired
since the accounts were in funds in early 2021;

e any credit position with the ltalian Treasury due to deposit transfers minus any advance received.

Credit risk is controlled through the following:
e minimum rating requirements for issuers/counterparties, based on the type of instrument;
e concentration limits per issuer/counterparty;

e monitoring of changes in the ratings of counterparties.

The limits referred to above have been established by the “Guidelines on Poste ltaliane SpA’s financial management”'® for
BancoPosta RFC. Specifically, as regards rating limits, transactions are allowed solely with investment grade counterparties and
euro area government issuers with a rating at least equal to that of the Italian Republic.

13. The supervisory instructions for BancoPosta RFC, issued on 27 May 2014, require sole use of the standardised approach to calculate credit risk.

14. See article 114 paragraph 4 of Regulation (EU) 575/2013.

15. On 24 March 2021, in the same meeting for approval of the draft financial statements, Poste Italiane SpA's Board of Directors approved the updated version of the Guidelines
on Poste Italiane SpA's financial management, upon proposal of the CEO and with the consent of the Control, Risk and Sustainability Committee.
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With reference to the monitoring thresholds of concentration risk, the limits set by prudential regulation are applied'®.

Counterparty risk is the risk that a counterparty could default on obligations of a financial instrument during its term. This risk is
inherent in certain types of transaction which, for BancoPosta RFC, would be financial derivatives and repurchase agreements.

The method used to calculate the counterparty risk capital requirements is the standardised approach defined in Regulation (EU)
575/2013. The exposure to risk is determined according to the methods shown below for each of the categories of transactions
which give rise to counterparty risk:

e OTC financial derivatives: market value method;
e |ong settlement transactions: market value method;

e Securities Financing Transactions (SFT): the full method with the prudential adjustments for volatility required by credit risk
mitigation techniques.

Further details of the categories of instrument linked to this risk and of the methods used to calculate capital requirements are
provided in section 5 of this document.

ISDA (International Swaps and Derivatives Association) agreements, CSAs (Credit Support Annexes) and GMRAs (Global Master
Repurchase Agreements) are used to mitigate counterparty risk on financial derivatives and SFTs. These agreements provide for
the netting of asset and liability positions and the posting of cash or government securities as collateral.

[t is also noted that, in order to mitigate counterparty risk and have easier access to the market, the centralised clearing process
of OTC derivative contracts with Qualified Central Counterparty is expected to start in 2021.

Lastly, for the same purpose, since December 2017, BancoPosta has stipulated repurchase contracts through the Central
Counterparty “Cassa Compensazione e Garanzia”. In this context, capital requirements are calculated in accordance with article
308 of Regulation (EU) 575/2013 on own funds requirements for pre-funded contributions to the guarantee fund of a Qualified
Central Counterparty.

In line with the indications introduced by Basel 3, BancoPosta RFC has included Credit Valuation Adjustment (CVA) risk in
counterparty risk. This represents the risk of potential losses as a result of movements in market prices due to deterioration in
the creditworthiness of counterparties and is quantified using the standardised approach. The capital requirement for CVA risk is
calculated in relation to exposures to derivatives.

As part of second-level controls relating to credit and counterparty risk, the Risk Management unit conducts a weekly audit of
the established operating limits. In the event of any divergence, appropriate risk containment and mitigation measures are taken.
In order to enable the Top Management to appropriately assess the need for action to manage and/or mitigate risks, the Risk
Management unit produces quarterly risk reports, including credit and counterparty risk, for corporate bodies and the relevant
committees and functions. These reports are then sent on to the Bank of Italy, together with those produced by the other control
functions.

1.3.6 Market risks

As defined by the relevant standards, BancoPosta RFC does not have a trading book. As a result, the only component of market
risk relevant to BancoPosta RFC regards foreign exchange risk, being the risk of incurring losses due to adverse movements in
the value of foreign currencies across all the positions held, regardless of the book to which they are allocated. In BancoPosta
RFC’s case, this risk primarily derives from foreign currency current accounts, foreign currency cash and VISA shares'.

Foreign exchange risk is controlled by the Risk Management unit using the measurement of exposure to the risk in accordance
with the Guidelines on financial management which restrict currency trading to the foreign exchange service and international
bank transfers.

Foreign exchange risk is measured using the prudential methodology provided for in Regulation (EU) 575/2013.

16. According to prudential regulation, with reference to the rules on Large Exposures, risk-weighted assets must remain below 25% of own funds. As a rule, exposures are
recognised at nominal value, taking into consideration any credit risk mitigation techniques. To take into account the lower risk related to the nature of the borrower, more
favourable weighting factors are applied.

17. The foreign exchange risk relating to VISA shares was mitigated through a forward sale transaction carried out during 2019.
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1.3.7 Liquidity risk

In accordance with the definition provided in the related regulations, liquidity risk may be defined as the risk that a financial insti-
tution is unable to meet its payment obligations due to its inability to raise sufficient funds in the market (funding liquidity risk) or
to sell financial assets quickly and not on excessively onerous terms (market liquidity risk).

The specific financial policy adopted by BancoPosta RFC aims to minimise liquidity risk through:

diversification of the various forms of short-term and long-term loans and counterparties;
gradual and consistent distribution of the maturities of medium/long-term borrowings;
use of dedicated analytical models to monitor the maturities of assets and liabilities;

the availability of the interbank markets as a source of repurchase agreement finance, with collateral in the form of securities
held in portfolio, due to the fact that such assets consist of financial instruments deemed to be highly liquid assets by current
standards.

In order to mitigate liquidity risk in the event of extreme market scenarios, from 26 June 2020 BancoPosta RFC may access a
three-year committed line of funding from Cassa Depositi € Prestiti for repurchase agreements of up to €4.25 billion.

BancoPosta RFC’s exposure to liquidity risk reflects the specific nature of its business model and regards the investment of the
liquidity resulting from current account deposits and the margins related to derivative and repo transactions. BancoPosta RFC’s
liquidity risk is managed in the following manner:

Liquidity risk deriving from private customer postal current account deposits is managed by monitoring of the related cash
flows, enabling “dynamic” treasury management based on the efficient management of short-term cash shortfalls and excess-
es. In this regard, BancoPosta RFC makes use of specific instruments to meet its liquidity requirements, as described below:

a. a liquidity buffer in the form of a demand current account held at the MEF, aimed at managing BancoPosta RFC'’s liquidity
requirements in keeping with the current account dynamics;

b. a portfolio of Euro area Government securities and other securities guaranteed by the Italian Republic, which presents the
following characteristics:

— it consists of financial instruments that, in accordance with the relevant regulations, may be used as collateral in inter-
bank repurchase agreements and may, therefore, be assimilated with primarily liquidity reserves (PLR'®), given that they
are highly liquid assets, suitable to cope with short-term stress scenarios;

— it is the result of application of the funding model defined as part of the process of managing interest rate risk, identi-
fying a medium- to long-term maturity and repricing profile for private customer current account deposits and prepaid
cards, resulting in the vector in hypothetical “virtual runoff rates”. Construction of the securities portfolio based on the
funding maturity model aims to minimise liquidity risk;

— it consists primarily of government securities which, given the breadth and depth of the markets in which they are
generally traded, may be considered among the securities most readily and rapidly convertible into cash under normal
market conditions;

c. the option of meeting its temporary liquidity requirements, relating to both current account deposits and margin deposits
for cash collateral agreements resulting from CSAs and GMRAs, by entering into repurchase agreements in which the
underlyings are the securities held in portfolio';

d. possibility of depositing with the Bank of Italy account temporary excess of liquidity deriving from private customer deposits.

The fact that there is a substantial match between the contractual maturities of liabilities and assets helps to minimise liquidity
risk deriving from the postal current account deposits of Public Administration entities.

In terms of its intraday liquidity risk, BancoPosta RFC’s exposure regards the following:

. The Fair Value of highly liquid assets at 31 December 2020 amounted to approximately €65.9 billion and consists of 57.5 billion of eligible securities, 3 billion of cash, 2 billion

of deposit with the MEF (Buffer) and 3.4 billion in deposits with central banks.

. To mitigate liquidity risk, starting from December 2017, BancoPosta enters into repurchase agreements though “Cassa Compensazione e Garanzia”, the Central Counterparty.

This allows easy access to a transparent, orderly and regulated market, with a large number of participants, and makes it possible to conserve liquidity thanks to the netting
of opening and closing positions and the lending and borrowing transactions.
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a. the ordinary daily operations of post offices and settlement systems (the transfer of customers’ funds), for which BancoPosta
makes use of the following instruments:

— short-term advances from the MEF generally with maturities of 2 days via an account with the Bank of Italy, requested
and obtained at the beginning of the day without any limits on amount with the aim of meeting estimated daily liquidity
requirements;

— intraday credit from the Bank of Italy, in order to ensure flexibility in settling intraday interbank transactions. It should
be noted, however, that the funds obtained from the Bank of Italy under the intraday credit facility must be repaid by
the end of the business day.

b. trading in securities in which intraday liquidity risk regards switch transactions in particular: in cases where the amount of pur-
chases temporarily exceeds liquidity in the buffer account or generated by sales, the depositary bank’s Self Collateralization
service allows the securities owned by BancoPosta RFC and held by the depositary bank to be used as collateral in order
to ensure satisfactory completion of the settlement process. Also, in this case, it is necessary that the amount is repaid by
the end of the business day. In this case, the risk is mitigated via an uncommitted, non-specific line of credit provided by
the depositary bank, which, when necessary, enables BancoPosta RFC to obtain funding of up to €50 million;

c. the settlement of repurchase agreements, entered into to finance day-to-day operations, for more efficient portfolio man-
agement, and margin deposits for CSAs, GMRAs and with “Cassa Compensazione e Garanzia” for Repo-MTS activities.
In this context, a minimum liquidity buffer was set up as a mitigation tool in the Bank of Italy account, to address any
intraday liquidity shortages resulting from margin requests subsequent to market cut-offs. This buffer is monitored through
sensitivity analyses.

In addition to the foregoing, in the event of sudden and unplanned intraday liquidity needs, it is possible to activate the committed
line with Cassa Depositi e Prestiti and/or request liquidity from the Parent Company, which provides it at market conditions, also
through the use of its own credit lines with selected banking institutions.

BancoPosta monitors its exposure to liquidity risk by using:

e a maturity ladder to analyse the mismatch between cash in and outflows for specific time band. These mismatches indicate
the volume of liquidity that BancoPosta RFC may potentially need to have in each time band if all the outflows occur at the
earliest possible date;

e indicators required by the prudential standards contained in Regulation (EU) 575/2013 and in Delegated Regulation (EU)
61/2015, such as the Liquidity Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR);

e Early Warning Indicators (EWI) defined internally, consisting of specific indicators and market indicators, in order to promptly
identify any stress situations impacting liquidity.

Under the RAF, the entity also monitors the funding gap, which is an indicator of the level of BancoPosta RFC’s funding obtained
through the different forms of medium/long-term deposits other than current accounts.

As part of second-level controls, the Risk Management unit conducts a weekly audit of the established operating limits. Following
this process, in the event of any divergence, the relevant Poste ltaliane and BancoPosta RFC functions take appropriate risk
containment and mitigation measures. The Risk Management unit also produces periodic reports for corporate bodies and the
relevant committees and functions on the outcome of its audits and the performance of the Early Warning Indicators.

In order to mitigate liquidity risk, a Contingency Funding and Recovery Plan, referred to in the ICAAP/ILAAPR, has also been drawn
up, with the aim of preparing the Top Management to respond to a sudden liquidity crisis (whether systemic or specific) and to
ensure that BancoPosta RFC conserves an adequate level of liquidity, by predefining the roles, responsibilities, procedures, tim-
ings and methods of communication to be used in implementing and executing the planned contingency measures.
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1.3.8 Risk concentration - large exposures

In compliance with the supervisory provisions in force, “large exposures” means exposures to customers or groups of connected
customers that exceed 10% of total own funds.

Given the nature of BancoPosta RFC’s operations, risk concentration results from positions deriving from:

e operating trade receivables due from partners in relation to the distribution of financial products;

e OTC derivatives;

e forward trading in government securities;

e collateral pledged for contracts entered into to hedge counterparty risk (CSAs/GMRAS);

e repurchase agreements.

The largest proportion of transactions entered into by BancoPosta RFC involve exposure to the Italian Republic, to which the
prudential regulation assigns a risk weighting of 0%, thereby rendering the concentration risk resulting from such transactions
equal to zero.

Even if the specific Supervisory Provisions do not impose quantitative limits, BancoPosta’s Risk Management unit conducts
weekly audits of the level of the risk-weighted exposures assumed, applying the method described in Regulation (EU) 575/2013.
The results of the audits are, if necessary, brought to the attention of the Top Management.

The full method with prudential adjustments is used to mitigate credit risk and regards netting agreements and securities and
cash received as collateral for ISDAs, CSAs and GMRAs.

1.3.9 Related parties

The specific Supervisory Provisions do not impose quantitative limits on BancoPosta RFC with regard to the risk exposure to
related parties. However, in order to comply with regulatory requirements regarding authorisations and reporting, BancoPosta
RFC conducts quarterly monitoring of outstanding positions applying the method described in Bank of Italy Circular 285/2013.

1.3.10 Other risks

Residual risk

Residual risk is defined as the risk that the recognised techniques used to mitigate credit and counterparty risk are less effective
than expected. This risk has been considered relevant for BancoPosta RFC since 2014, following completion of the internal
process that enabled the entity to take into account mitigation techniques for prudential purposes with regard to derivatives and
repurchase agreements.

BancoPosta RFC monitors residual risk applying a conservative approach that involves assessing compliance with minimum
capital requirements for counterparty risk assuming the absence of collateral.

Strategic and business risk

Strategic risk consists of two components described below:

e Dbusiness risk, regarding potential unexpected declines in profit/margins, not linked to other risk factors, but to the volatility of
volumes or to changes in customer behaviour;

e “pure” strategic risk, associated with significant business discontinuity linked to key strategic decisions.
Strategic and business risk is monitored through the participation of BancoPosta’s Risk Management in the process of preparing
the Strategic Plan and verifying the sustainability of the related assumptions. The study of the Company’s business model is

also carried out within the ICAAP/ILAAP processes. It analyses the consistency of the business model in relation to the strategic
targets assumed and the related vulnerabilities, also analysing the external positioning through benchmarking.
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The evolution of BancoPosta’s revenues is also monitored through a management method for measuring the Ebit@risk, in
accordance with the analyses at Group level.

Moreover, the monitoring of RAF metrics, designed to identify and assess any discrepancies over time with respect to the plans
drawn up when preparing the Strategic Plan, is used to manage strategic risk. It involves both the Risk Management unit, which
conducts the monitoring process, and the Top Management, who receive appropriate information.

If periodic monitoring reveals the failure to meet one or more objectives, thresholds or limits defined in the Risk Appetite
Framework, or if it identifies a deterioration in the risk profile not covered by the framework, a process of escalation is initiated in
order to inform corporate bodies and, if necessary, take the appropriate corrective action to reduce the risk assumed to within
the desired level.

Reputational risk

Reputational risk is defined as the current or future risk of a loss or decline in profits or capital as a result of a negative perception
of the entity’s image among customers, counterparties, shareholders, investors or regulators. Given its importance in relation
to achievement of the targets set out in the business plan, BancoPosta RFC monitors this form of risk in order to manage its
exposure.

BancoPosta recognizes the non-autonomous origin of this risk category and the substantial dependence on a heterogeneity of
specific risk factors of which it can represent a derivative.

In identifying BancoPosta’s exposure to reputational risk, importance has been given to interconnections between its reputational
profile and the Poste Italiane Group’s overall reputational profile.

In 2020, activities were strengthened aimed at defining the system for measuring and monitoring BancoPosta’s reputational risk
based on a BancoPosta reputational index, which represents a synthetic and quantitative overview of the assets that influence
BancoPosta’s reputation as perceived by the different stakeholders. This index is based on the behavioural study of one or more
indicators for each of the four reputational assets identified. The reputational dashboard also includes a section for the moni-
toring of the trend in complaints, which represent an early warning with respect to the development of said index. Starting with
the information reported on the BancoPosta reputational index, a reputational KRI for RAF monitoring was defined, calculated
as the difference of the value registered for BancoPosta with respect to the market benchmark value, in order to best monitor
BancoPosta’s reputational performances.

Regulatory risk

In BancoPosta RFC’s case, regulatory risk primarily regards its exposure to potential changes in the regulations governing the
weightings assigned to government securities for the purposes of credit risk, counterparty risk, operational risk, interest rate risk
and the leverage ratio.

Of particular importance for BancoPosta was the update of the prudential regulation following the publication in the Official
Journal of the European Union on 7 June 2019 of Regulation (EU) 2019/876 - also known as CRR |l (Capital Requirements
Regulation) - falling within the broader package of regulatory reforms which also includes Directive (EU) 2019/878 - also referred
to as CRD V (Capital Requirements Directive).

The new legislation, among other things, with particular reference to BancoPosta RFC’s operations, introduces significant chang-
es in the methodologies for calculating the exposure to counterparty risk that will come into force from June 2021; changes are
also envisaged with reference to the calculation of the financial leverage, which however does not represent a binding regulatory
obligation for BancoPosta, implemented starting from March 2020, and for the monitoring of the Banking Book Credit Spread
Risk and of the Net Interest Income for which the publication of the technical standards is pending.

BancoPosta RFC monitored the regulatory developments from the outset, and has, over time, carried out the necessary simula-
tions in order to verify their capital sustainability.
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1.4 Adequacy of risk management procedures and
consistency with the overall risk profile and the
business strategy

With regard the requirements of article 435 — paragraph 1, letters e) and f) of the CRR, the following section:

e presents the concluding summary on the adequacy of risk management procedures and consistency between risk manage-
ment systems and BancoPosta RFC’s profile and strategy;

e Driefly describes BancoPosta RFC’s overall risk profile and the related business strategy.

BancoPosta RFC’s risk management process, consisting of a body of systems, processes and methods, is periodically assessed
and audited by the various corporate functions involved in control procedures, according to their areas of responsibility.

The following table shows key aspects of BancoPosta RFC’s risk profile:

(€m) 31/12/2020 31/12/2019 Delta Delta (%)
OWN FUNDS

Common Equity Tier 1 (CET1) 2,449 2,388 61 3%
Additional Tier 1 capital (AT1) - - -

Tier 1 capital 2,449 2,388 61 3%
Tier 2 capital (T2) - - -

Total own funds 2,449 2,388 61 3%
RISK-WEIGHTED ASSETS

Credit and counterparty risk 3,007 2,283 723 32%
Risk of changes in credit ratings 293 248 46 19%
Market risks 90 87 4 4%
Operational risk 10,112 10,412 -301 -3%
Total risk-weighted assets 13,502 13,030 472 4%
CAPITAL RATIOS

Common Equity Tier 1/Risk-weighted assets (CET1 capital ratio) 18.1% 18.3% -0.2%

Tier 1 capital/Risk-weighted assets (Tier1 capital ratio) 18.1% 18.3% -0.2%

Total own funds/Risk-weighted assets (Total capital ratio) 18.1% 18.3% -0.2%

Own funds, risk weighted assets (RWAs) and capital ratios at 31 December 2020 have been calculated on the basis of the “Basel
II” standards contained in Directive 2013/36/EU (the Capital Requirements Directive, or “CRD IV”) and Regulation (EU) 575/2013
(the Capital Requirements Regulation, or “CRR”) and on the basis of Bank of Italy Circular 285/20183.

At 31 December 2020, own funds, taking into account the transitional arrangements, amount to €2,449 million and consist solely
of Common Equity Tier 1 (CET1).

Total risk-weighted assets amount to €13,502 million and primarily consist of operational and credit risks and to a lesser extent
counterparty risk, with market risk accounting for a marginal proportion (relating solely to foreign exchange risk).

Given the composition of own funds, the Total Capital Ratio, the ratio of Tier 1 Capital to all RWAs (the Tier 1 ratio) and the
ratio of CET1 to RWAs (the Common Equity ratio) are the same at 18.1%, well above the thresholds imposed by Bank of Italy
Circular 285/2013, after also taking into account the capital conservation buffer. This value is satisfactory, in relation to
the BancoPosta RFC’s risk management objectives, taking into account the limits imposed by the Risk Appetite
Framework.
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In order to ensure consistency between the risk appetite strategy and policy and the Strategic Planning process, a prior analysis
of the performance of risks in the operating and market scenarios envisaged in the Budget/Plan has been conducted, and the
target levels, risk tolerance thresholds and risk limits for 2021 set out in the Risk Appetite Framework (approved in March 2021).
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2. Scope of application

2. Scope of application

The information provided in the following report regards “Poste ltaliane SpA - “BancoPosta RFC”.

As it is not part of a banking group, BancoPosta RFC does not prepare consolidated accounts, nor does it engage in transfers of

own funds or the repayment of liabilities to subsidiaries, nor does it make use of deductions permitted by supervisory regulation
with regard to capital requirements.
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3. Own Funds

3.1 Qualitative information

The prudential regulation, known as Basel 3, contained in Directive 2013/36/EU (CRD IV) and Regulation (EU) 575/2013 (CRR)
were applicable to banks and investment firms from 1 January 2014. These rules and regulations were implemented within
the European Union through the Regulatory Technical Standards and Implementing Technical Standards issued by the EBA. In
[taly, application of the new regulatory framework was introduced through the issue and/or revision of the following Bank of Italy
Circulars:

e Circular 285/2013: “Supervisory Provisions for Banks”;
e Circular 286/2013: “Instructions for Preparing Prudential Reports for Banks and Investment Firms”;

e Circular 154/1991: “Supervisory Reporting by Credit and Financial Institutions. Preparation and Transmission”.

Under the regulatory framework, own funds (previously referred to as “Regulatory Capital”) represent the algebraic sum of the
following elements:

e Tier 1 Capital, in turn consisting of:
d. Common Equity Tier 1 — CETT;
e. Additional Tier 1 - AT1;

e Tier 2 Capital - T2.

CET1 consists of elements that enable the entity to absorb any losses and continue operating as a going concern, thanks to its
particular nature, such as the level of subordination, unredeemability and the absence of any obligation to pay dividends.

The AT1 category includes equity instruments with a lower level of subordination with respect to CET1.

Tier 2 Capital is capital that enables the entity to absorb losses in the event of a crisis situation (gone concern capital) and gen-
erally consists of subordinated liabilities. Tier 2 has a lower level of subordination with respect to the above categories of own
funds (CET1 and AT1).

The supervisory authority’s application of the prudential regulation for banks to BancoPosta RFC, which dates from 27 May 2014
with the third update of Bank of Italy Circular 285/2013, also took into account the specific nature of BancoPosta RFC in relation
to own funds. Based on the regulations contained in the above Circular, BancoPosta RFC’s own funds, used to make up its
regulatory capital, consist of:

e revenue reserve originating from the creation of the ring-fence;
e undistributed earnings, being BancoPosta RFC’s profits appropriated on approval of Poste ltaliane SpA'’s financial statements;

e further capital contributions by Poste Italiane®® that meet the requirements for inclusion in own funds.

The transitional arrangements, governing the gradual application of Basel lll standards, and the deductions and prudential filters
provided for in the CRR are thus not applicable to BancoPosta RFC.

20. Contributions from non-controlling shareholders to BancoPosta RFC are excluded, as they are not provided for in the special regulations governing the Ring-Fenced Capital.
Poste Italiane’s overall capital, which has to meet different requirements with respect to those to which BancoPosta RFC is subject, is not included in the computation of
BancoPosta RFC’s own funds.
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The transitional period (2018-2022) intended to mitigate the impacts related to the introduction of IFRS 9 took effect on 1 January
2018. BancoPosta RFC has availed itself of the possibility, provided by Regulation (EU) 2017/2395, to adopt a “transitional
approach” (phase in) of the impact deriving from the application of the new impairment method under IFRS 9 over a 5-year peri-
od, by offsetting the effect on CET 1 with the application of decreasing percentages over time (95% in 2018, 85% in 2019, 70%
in 2020, 50% in 2021 and, lastly, 25% in 2022).

To mitigate the potential impact of a sudden increase in provisions for expected credit losses caused by the COVID-19 pandemic,
Regulation (EU) 2020/873 of 24 June 2020 (CRR “Quick fix”) introduced a two-year extension of the transitional arrangements
under which institutions are permitted to fully reinstate, in their Common Equity Tier 1 capital, any increases in new ECL pro-
visions recognised in 2020 and in 2021 for their performing financial assets. Following this provision, BancoPosta RFC availed
itself of the possibility of taking advantage of the additional transitional period of 5 years, sterilising the impact of expected losses
recognised starting from 2020 in CET1 with the application of decreasing percentages over time (100% in 2020, 100% in 2021,
75% in 2022, 50% in 2023 and lastly, 25% in 2024).

At 31 December 2020, own funds amounted to €2,449 million and consist solely of Common Equity Tier 1 (CET1).

Specifically, BancoPosta’s CET1 consists of:

e other reserves, being revenue reserves, amounting to €1 billion originating from the creation of the Ring-Fenced Capital, and
any further amounts attributed by Poste Italiane SpA that meet the requirements for inclusion in own funds;

e undistributed earnings, being BancoPosta RFC’s profits appropriated on approval of Poste Italiane SpA'’s financial statements.
At 31 December 2020, CET 1 amounted to €2,449 million, €50 million of which deriving from the calculation of the profit for 2020
(in compliance with the provisions of art. 26 of Regulation (EU) no. 2013/575), €35 million from the application of the transitional

arrangements to mitigate the effects of IFRS 9 and €12 million from the application to BancoPosta RFC of prudential supervisory
institutions.
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3.2 Quantitative information

Composition of own funds

The composition of BancoPosta RFC’s own funds at 31 December 2020 is summarised in the following table.

Annex 1 shows the composition using the “own funds disclosure template” contained in annex IV to Implementing Regulation
(EU) 1423/2013 issued by the European Commission on 20 December 2013, in compliance with the provisions of article 492,

paragraph 3 of the CRR.

Summary composition of own funds

Items/Amounts
(€m) Amount at 31/12/2020 Amount at 31/12/2019
Common Equity Tier 1 - CET1, before application of prudential filters 2,449 2,388

of which CET1 instruments subject to transitional requirements - -
Prudential CET1 filters (+/-) = -
CET1 before investments to be deducted and adjustments for the transitional regime (A+/- B) 2,449 2,388
Elements to be deducted from CET1 = -

Transitional regime - Impact on CET1 (+/-) - -
Total Common Equity Tier 1 - CET1 (C - D +/- E) 2,449 2,388

Additional Tier 1 - AT1 before elements to be deducted and adjustments for the transitional regime - -

of which AT1 instruments subject to transitional requirements - -

Elements to be deducted from AT - -

Transitional regime - Impact on AT1 (+/-) - -
Total Additional Tier 1 - AT1 (G - H +/- ) - -

Tier 2 - T2 before investments to be deducted and adjustments for the transitional regime - -

of which T2 instruments subject to transitional requirements - -

Elements to be deducted from T2 - -

Transitional regime - Impact on T2 (+/-) = -
Total Tier2 - T2 (M - N +/- O) - -
Total own funds (F + L + P) 2,449 2,388
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Reconciliation of net book value and CET1

The following table shows the reconciliation of BancoPosta RFC’s own funds and the statement of financial position.

Reconciliation of the net book value and regulatory capital

Liabilities Amounts relevant for own Ref. “Transitional model for
(€m) Accounting data funds purposes own funds disclosure”
110. Valuation reserves 2,278 -
140. Reserves, of which: 2,353 2,399
- Undistributed earnings 1,142 1,154
- Other reserves 1,211 1,210 3
- Reg. EU 2017/2395 23
- Reg. EU 2020/873 12
180. Profit/(Loss) for the year 629 50
Total own funds 5,260 2,449

As at the relevant date, total own funds were lower than the net book value, mainly due to the effects of the application to
BancoPosta RFC of prudential supervisory institutions of a transitional nature only for €35 million. The elements included in
BancoPosta RFC’s regulatory capital are, therefore, of high quality given that they consist exclusively of Poste Italiane SpA’s
contributions and revenue reserves.
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4. Capital Requirements

4.1 Qualitative information

Assessment of BancoPosta’s capital adequacy is conducted taking into account the following requirements of an internal (the
Risk Appetite Framework - RAF) and external (prudential standards) nature:

e pillar 1 requirements. Capital must be sufficient to cover regulatory capital requirements for operational risk, credit and coun-
terparty risk and, to a lesser extent, foreign exchange risk. In relation to pillar 1 regulatory capital requirements, based on
the prudential supervisory provisions applicable from 31 December 2014, BancoPosta RFC is required to comply with the
following minimum capital ratios:

— Common Equity Tier 1 ratio (the ratio of CET1 to total risk weighted assets - RWAs?"): equal to 7.0% (4.5% being the
minimum requirement and 2.5% being the capital conservation buffer??);

— Tier 1 ratio (the ratio of Tier 1 to total risk weighted assets - RWAS): equal to 8.5% (6.0% being the minimum require-
ment and 2.5% being the capital conservation buffer);

— Total capital ratio (the ratio of total own funds to total risk weighted assets - RWAs), equal to 10.5% (8% being the
minimum requirement and 2.5% being the capital conservation buffer).

Given that BancoPosta RFC’s own funds consist solely of CET1 capital, the applicable limits for 2020 can be summed up as a
minimum Common Equity Tier 1 ratio of 10.5%;

e pillar 2 requirements. In addition to pillar 1 risks, capital must be sufficient to also cover banking book interest rate risk.
Additional capital is also held to cover capital requirements resulting from model risk, risks that are difficult to quantify and
stress scenarios;

e |everage ratio®®. For the Leverage Ratio, i.e. the ratio between Tier1 capital and Total Assets (including the provisions for deriv-
atives and off-balance sheet items), in the current RAF for 2020, a target value of 3% has been set.

As previously noted, BancoPosta RFC gives great importance to risk management and control, aiming to achieve sustainable
current and prospective levels of earnings within a controlled risk environment. The measures of capital adequacy, combined with
the remaining RAF metrics, have been determined in order to monitor and preserve, over time, the earnings and financial stability
incorporated in the strategic plan and that the entity intends to guarantee for the following financial year and over the medium
to long term. In line with BancoPosta RFC’s Risk Appetite Framework, compliance with the capital adequacy targets set by the
Board of Directors is thus monitored on at least a quarterly basis.

BancoPosta RFC prepares the ICAAP Report annually (Second Pillar requirements) based on the final data of 31 December and
future figures for the next two-year period for transmission to the Bank of Italy - based on prior approval by the Board of Directors.
The analyses conducted show that BancoPosta RFC presents adequate levels of capital resources with respect to the risks
assumed, measured in current and future terms and under stress conditions and aggregated according to a prudential building
block approach?. The level of capital is guaranteed, also on a prospective basis, by the ability to self-finance capital growth,
linked to the highly profitable nature of operations, and the possibility of additional contributions by Poste Italiane.

The methods used to determine capital requirements are described in section 1.3.

21. Risk weighted assets, or RWAs, are calculated by multiplying the capital requirements for credit, counterparty, market and operational risks by 12.5.

22. The capital conservation buffer is designed to ensure a minimum level of regulatory capital under adverse market conditions by enabling the build-up of high-quality capital
outside periods of market stress.

23. Financial leverage is only monitored for internal purposes (the RAF), given that BancoPosta RFC is exempted from the related regulatory requirements contained in Bank of
Italy Circular 285/2013.

24. In accordance with Part One, Title Ill, Chapter 1, Section Il of Bank of Italy Circular 285/2013, BancoPosta RFC, as class 2 intermediary, computes its total internal capital
requirements using a simplified building block approach, based on the sum of prudential capital requirements for Pillar 1 risks (or internal capital requirements for such risks
computed using internal methods) and any internal capital requirements for other identified risks.
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4.2 Quantitative information

4. Capital Requirements

As noted in the qualitative information, based on the prudential regulation applied, BancoPosta RFC’s Common Equity Tier 1
capital must represent at least 10.5% of its total risk-weighted assets (the Common Equity Tier 1 ratio).

The following tables show BancoPosta RFC’s position with regard to Pillar 1 capital requirements.

Capital requirements and capital ratios

Categories / Amounts Unweighted amounts Weighted amounts/Requirements
(€m) 31.12.2020 31.12.2019 31.12.2020 31.12.2019
A. RISK ASSETS
A.1 Credit and counterparty risk 106,171 84,337 3,007 2,283
1. Standardised approach 106,171 84,337 3,007 2,283
2. Internal ratings based approach - - - -
2.1 Base = - = -
2.2 Advanced = - = -
3. Securitisations = - = -
B. SUPERVISORY CAPITAL REQUIREMENTS
B.1 Credit and counterparty risk 241 183
B.2 Risk of changes in credit ratings 23 20
B.3 Regulatory risk - -
B.4 Market risks 7 7
1. Standard approach 7 7
2. Internal models = -
3. Concentration risk - -
B.5 Operational risk 809 833
1. Basic approach 809 833
2. Standardised approach - -
3. Advanced approach - -
B.6 Other elements in the calculation - -
B.7 Total prudential requirements 1,080 1,042
C. RISK ASSETS AND CAPITAL RATIOS
C.1 Risk-weighted assets 13,502 13,029
C.2 Common Equity Tier 1/Risk-weighted assets (CET1 capital ratio) 18.1% 18.8%
C.3 Tier 1 capital/Risk-weighted assets (Tier1 capital ratio) 18.1% 18.8%
C.4 Total own funds/Risk-weighted assets (Total capital ratio) 18.1% 18.8%

Unweighted risk exposures do not take into account risk mitigation techniques® and the credit conversion factors used for

off-balance sheet exposures.

The principal risk for BancoPosta RFC is operational, which absorbs approximately 75% of total prudential requirements.

25. Counterparty risk exposures in the form of derivatives and repurchase agreements take into account netting and master netting agreements. Exposures resulting from

repurchase agreements are shown net of the corresponding funding.
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Market risk solely regards foreign exchange risk, which absorbs less than 1% of total capital requirements.

Credit risk amounted to €222 million (approximately 21% of total capital requirements), whilst the remaining amount absorbed
regards counterparty risk (€19 million)?® and the CVA component (€23 million).

Capital requirements for credit and counterparty risk

Capital requirement Capital requirement
Information
(€m) 31.12.2020 31.12.2019
Credit risk 222 171
Counterparty risk 19 12
Total capital requirement for credit and counterparty risk 241 183

Details of capital requirements for credit and counterparty risk by regulatory portfolio are shown below?’.

Capital requirements for credit and counterparty risk: details by regulatory portfolio

Regulatory portfolio Capital requirement Capital requirement

(€m) 31.12.2020 31.12.2019
Exposures to or secured by central governments and central banks 10 16
Exposures to or secured by regional governments or local authorities 0 0
Exposures to or secured by public sector organisations 2 1
Exposures to or secured by supervised institutions 176 121
Exposures to or secured by corporates and other entities 23 17
Retail exposures 1 0
Equity exposures 6 6
Other exposures 23 22
Total capital requirement for credit and counterparty risk 241 183

The component linked to “Central governments and central banks” refers to net deferred tax assets that, given that they are not
deducted from own funds, are given a risk weighting of 250%, in accordance with the CRR.

The component relating to “Supervised intermediaries” is composed primarily of deposits of cash and securities delivered as
guarantee (collateralisations set forth in counterparty risk mitigation agreements: CSA and GMRA), and by operating trade receiv-
ables due from partners deriving from financial product placement activities (in particular Cassa Depositi e Prestiti).

26. Counterparty risk includes capital charges related to the transactions with “Cassa Compensazione e Garanzia”, the Central Counterparty, for a negligible amount.
27. The details do not reflect the capital charges for transactions with “Cassa Compensazione e Garanzia”, the Central Counterparty, as these depend on the more specific CVA
risk.
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4. Capital Requirements

Comparison of own funds, capital and financial ratios with and without the application of the transitional
arrangements for IFRS 9.

(€m) 31.12.2020

Available Capital

1 Common Equity Tier 1 capital (CET1) 2,449
Common Equity Tier 1 capital (CET1) if IFRS 9 or analogous ECLs transitional arrangements

2 . 2,426
had not been applied

3 Tier 1 capital 2,449

4 Tier 1 capital if IFRS 9 or analogous ECLs transitional arrangements had not been applied 2,426

5  Total capital 2,449

6  Total capital if IFRS 9 or analogous ECLs transitional arrangements had not been applied 2,426

Risk Weighted Assets

7 Total risk-weighted assets 13,501.99

8  Total risk-weighted assets if IFRS 9 or analogous ECLs transitional arrangements had not been applied 13,475.22

Capital Ratios

9  Common Equity Tier 1 capital (as a percentage of the risk exposure amount) 18.1%
Common Equity Tier 1 capital (as a percentage of the risk exposure amount) if IFRS 9 or analogous ECLs

10 it : 18.0%
transitional arrangements had not been applied

11 Tier 1 capital (as a percentage of the risk exposure amount) 18.1%
Tier 1 capital (as a percentage of the risk exposure amount) if IFRS 9 or analogous ECLs transitional o

12 . 18.0%
arrangements had not been applied

13 Total capital (as a percentage of the risk exposure amount) 18.1%
Total capital (as a percentage of the risk exposure amount) if IFRS 9 or analogous ECLs transitional o

14 X 18.0%
arrangements had not been applied

Leverage ratio

15 Total leverage ratio exposures 92,303

16 Leverage ratio 2.65%

17 Leverage ratio if IFRS 9 or analogous ECLs transitional arrangements had not been applied 2.63%

As described in the section on “Own funds”, the adoption of the “dynamic” approach under Regulation (EU) 2017/2395 and
Regulation (EU) 2020/873 entailed the following effects on the available capital and on capital ratios at 31 December 2020, as
shown in the above table:

e increase in the Common Equity Tier 1 capital following the partial reinstatement of expected losses therein;

e slight increase of risk-weighted assets due to the reversal of expected losses, which are no longer deducted from RWA as
they are included in Own Funds.
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5. Exposure to counterparty risk

5.1 Qualitative information

Counterparty risk is the risk that a counterparty could default on obligations of a financial instrument during its term. This is a
particular type of credit risk, generating a loss if the transactions entered into with a certain counterparty have a positive value
at the time of default.

The financial instruments that, in line with the rules and regulations, are exposed to this risk in respect of BancoPosta RFC are
described below:

e OTC financial derivatives, which include over-the-counter (OTC) derivatives entered into for hedging purposes, primarily
relating to interest rate swaps;

e |ong settlement transactions, regarding bond forwards on government securities used as cash flow hedges in order to
stabilise returns;

e SFTs (Securities Financing Transactions), a category that includes the financial instruments used in managing the liquidity
buffer, such as repurchase agreements.

In calculating its exposure to counterparty risk, BancoPosta RFC applies the simplified approach defined in accordance with the
prudential regulation. More specifically, for each category of transaction giving rise to counterparty risk, the following methods of
calculation are used to determine the internal capital requirement:

e OTC financial derivatives: market value method??;
e |ong settlement transactions: market value method;

e SFT: the full method with the prudential adjustments for volatility required by credit risk mitigation techniques®.

The method used by BancoPosta RFC to calculate the counterparty risk capital requirement is the standardised approach
defined in the CRR, which involves the weighting of exposures with factors that take into account the type of exposure and the
nature of counterparties, partly in relation to the risk associated with external credit rating classes.

Capital requirements for transactions with the Qualified Central Counterparty “Cassa Compensazione e Garanzia” are calculated
in accordance with article 308 of Regulation (EU) 575/2013 and applicable to pre-funded contributions to the guarantee fund.

Lastly, regarding the credit valuation adjustment (CVA) component of financial derivatives, capital requirements are calculated
with the standardised approach under the CRR.

To control and manage this risk, BancoPosta RFC has defined a system of targets, thresholds or limits included in the Risk
Appetite Framework, enabling it to continuously monitor its risk profile. In view of the particular nature of its operations,
BancoPosta RFC is only minimally exposed to counterparty risk, as is the case with credit and foreign exchange risk. Checks are
conducted to ensure that the capital requirement for these risks does not erode the capital allocated to cover the main risks to
which BancoPosta RFC is exposed (operational risk and interest rate risk).

In addition, BancoPosta RFC has adopted rating limits that only permit dealings with investment grade counterparties.

28. According to the “market value” method, the exposure to the risk of derivatives is calculated through the sum of the two components: the current replacement cost,
represented by fair value, if positive, and an add-on equal to the product of the nominal value and the probability that the fair value, if positive, increases the value or, if negative,
turns positive [see article 274 of Regulation (EU) 575/2013].

29. The full Credit Risk Mitigation (CRM) method entails reducing risk exposure by the value of the guarantee. Specific rules are applied to take into account market price volatility
of the guaranteed asset as well as the collateral received.
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5. Exposure to counterparty risk

In order to limit the counterparty risk exposure, BancoPosta RFC concludes standard ISDA master agreements and special
agreements for the mitigation of risk for repo transactions (GMRAs) and OTC derivatives (CSAs). These agreements provide for
the netting of asset and liability positions and the posting of cash or government securities as collateral.

In compliance with the disclosure obligations provided for in article 453 of the CRR, it should be noted that the techniques used
to mitigate credit and counterparty risk (collateral underlying ISDAs, CSAs and GMRAs) have been recognised for prudential
supervisory purposes. For this purpose, the procedures required by the CRR have been adopted, including monitoring of the
legal validity and enforceability of the mitigation agreements and of the fair value of the collateral received on a daily basis.

Given the type of collateral received (cash and/or government securities), the absence of any material link between the debtor’s
creditworthiness and the collateral is guaranteed.

The amount of any additional collateral to be provided by BancoPosta RFC in the event of a downgrade of Poste Italiane SpA
is negligible. Such contracts include those for margin lending of derivatives, which require the threshold amount to be reduced
to zero in the event that Poste Italiane SpA's rating is downgraded to below “BBB-". The threshold amounts relating to margin

lending contracts included in repurchase agreements are equal to zero, meaning that these transactions are not subject to
liquidity risk.

5.2 Quantitative information

The following tables show the quantitative information required by the CRR.

The following table summarises the exposure to counterparty risk for each type of transaction, applying the methods described
in the qualitative information®.

Counterparty risk: Total exposures

Total exposure Total exposure
Category of transaction
(€m) 31.12.2020 31.12.2019
Derivatives 187 162
SFTs (Securities Financing Transactions) and long settlement transactions 375 157
Total exposures 562 319

30. The table does not show the amount of pre-funded contributions to the guarantee fund of qualified central counterparties.
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The following table provides, for derivatives alone, details of the positive fair value of derivatives, netting benefits, the netted cur-
rent credit exposure, any collateral held and the resulting net credit exposure.

OTC derivatives: exposure to counterparty risk and benefits of netting

Govern-
ments and Non-

Central Other public Financial Insurance financial Other
(€m) Banks entities Banks companies companies companies entities Total
Nominal value - - 28,958 6,295 - - - 35253
Positive fair value - - 64 14 - - - 78
Negative fair value - - (7,083) (1,200) - - - (8,263)
Benefits of netting - - 64 14 - - - 78
Netted current credit exposure - - - - - - - -
Potential future credit exposure - - 153 34 - - - 187
Total gross counterparty credit risk exposure - - 153 34 - - - 187
Guarantees - - - - - - - -
Total counterparty credit risk exposure - - 153 34 - - - 187
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6. Capital reserves

6. Capital reserves

Given that BancoPosta RFC is not authorised to engage in lending, Bank of Italy Circular 285/2013 exempts it from the require-
ment to institute a countercyclical capital buffer with the aim of protecting the banking sector in the event of excessive credit
growth.
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7. Impairment losses

7.1 Qualitative information

“Non-performing” financial assets include on- and off-balance sheet assets, as classified in accordance with Implementing
Regulation (EU) 680/2014 issued by the European Commission, as amended and supplemented. Financial instruments classified
as “Financial assets held for trading” and derivatives are excluded.

In classifying non-performing assets in the various risk categories (doubtful, unlikely to pay, past-due and/or non-performing
overdue), BancoPosta RFC makes reference to the regulations issued by the Bank of Italy®!.

Assets in the “Doubtful” category are on- and off-balance sheet exposures (loans and debt securities) to borrowers in a state of
insolvency (even when not recognised in a court of law) or borrowers in a similar situation, regardless of any loss forecasts made
by the entity. Exposures where the doubtful nature is attributable to country risk are excluded from this category.

The “Unlikely to pay” category regards on- and off-balance sheet exposures (loans and debt securities) where, in the view of the
entity, full repayment (in terms of principal and/or interest) is unlikely, without recourse to actions such as enforcement of collateral
arrangements.

“Past-due and/or non-performing overdue” exposures are on-balance sheet exposures, other than those classified as “Doubtful”
or “Unlikely to pay”, that are past-due or where repayment is over 90 days overdue.

BancoPosta RFC holds a single non-performing financial asset, which relates to items illegally taken away but that are now being
recovered; such financial asset, which amounts to €13 million, has been written off.

IFRS 9 introduced new methods to determine impairment (via expected credit loss — ECL). Specifically, for loans and debt
securities classified as “Financial assets measured at amortised cost” and “Financial assets measured at fair value through other
comprehensive income”, impairment is calculated by applying the “General deterioration model”, based on risk parameters esti-
mation models associated with the type of counterparty:

e internal risk parameter estimation models for debt securities and deposits with Sovereign, Banking and Corporate
counterparties;

e risk parameters deriving from external agency ratings or average default rates for the sector for Public Administration and
Central Counterparties.

Expected losses are determined: (i) over a 12-month time horizon, if the credit risk related to the financial instrument at the report-
ing date has not increased significantly since initial recognition; or (i) over the lifetime of the financial instrument if at the reporting
date the credit risk has increased significantly since initial recognition or the instrument has deteriorated.

As to trade receivables, a simplified approach is used to calculate the loss allowance based on a provision matrix of observed
historical losses. No significant increase in credit risk is determined but the loss allowance is based on lifetime expected losses.

31. See Bank of Italy Circular 272/2008.
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7.2 Quantitative information

7. Impairment losses

With reference to the changes due to COVID-19 relating to the methods of measuring expected losses, please refer to the infor-
mation contained in BancoPosta RFC’s Separate Report (Notes, Part E, Section 1 — CREDIT RISK).

The quantitative information required by article 442 of the CRR, relating to impairment losses on receivables, is provided below.

Distribution of credit exposure by portfolio and credit quality (gross and net amounts)

Portfolios/quality Non-performing Performing Total
(€Em) . (net
Gross Total Net  Total partial Gross Total Net exposure)
exposure impairment exposure write-offs* exposure impairment exposure
losses losses
" Eg\;naal assets measured at amortised 13 13 ) - 52110 82 52028 50,028
o Financial assets measured .at fglr value } ) ) ) 42,656 18 42,638 42,638
through other comprehensive income
3. Financial assets measured at fair value - - - - X X - -
Other financial assets mandatorily
4, ) - - - - X X - -
measured at fair value
5. Financial assets held for sale - - - - - - - -
Total at 31/12/2020 13 13 - - 94,766 100 94,666 94,666
Total at 31/12/2019 13 13 - - 76,669 78 76,591 76,591

* Amount reported for disclosure purposes.

Portfolios/quality
(€m)

1. Financial assets held for trading

Assets of evidently low credit quality

Cumulative losses

Net exposure

Other assets

Net exposure

2. Hedging derivatives - - 78
Total at 31/12/2020 - - 78
Total at 31/12/2019 - - 73
Distribution of on and off-balance sheet credit exposures to customers by geographic area
OTHER EUROPEAN REST OF THE
ITALY COUNTRIES AMERICAS ASIA WORLD
Net Total im- Net Total im- Net Total im- Net Total im- Net Total im-
Exposures/geographic areas exposure pairment exposure pairment exposure pairment exposure pairment exposure pairment
(€m) losses losses losses losses losses
A. On-balance sheet credit exposures
A1 Bad loans - - - - - - - - - -
A.2 Unlikely to pay - - - - - - - - - -
A.3 Non-performing past-due exposures - 13 - - - - - - - -
A.4  Performing exposures 87,116 100 1,206 - - - - - - -
TOTAL A 87,116 113 1,206 - - - - - - -
B. Off-balance sheet credit exposures
B.1 Non-performing exposures - - - - - - - - - -
B.2 Performing exposures 401 - 14 - - - - - - -
TOTAL B 401 - 14 - - - - - - -
TOTAL (A+B) at 31/12/2020 87,517 113 1,220 - - - - - - -
TOTAL (A+B) at 31/12/2019 71,297 91 606 - - - - - - -

35



Basel lll Pillar 3 — Report at 31 December 2020 — BancoPosta RFC
Poste Italiane SpA

Distribution of on and off-balance sheet credit exposures to banks by geographic area

ITALY

Net Total im-
exposure pairment
losses

Exposures/geographic areas
(€m)

A. On-balance sheet credit exposures

OTHER EUROPEAN
COUNTRIES

Net Totalim-
exposure pairment
losses

AMERICAS ASIA

Net Total im- Net Total im-
exposure pairment exposure pairment
losses losses

REST OF THE
WORLD

Net Totalim-
exposure pairment
losses

A.1 Bad loans - - - - - - - - . -
A.2 Unlikely to pay - - - - - - - - - -
A.3 Non-performing past-due exposures - - - - - - - - R -
A.4  Performing exposures 908 - 5436 - - - - - - -
TOTAL A 908 - 5,436 - - - - - - -
B. Off-balance sheet credit exposures

B.1  Non-performing exposures - - - - - - - - - R
B.2 Performing exposures 618 B 288 - - - - - - -
TOTAL B 618 - 288 - - - - - - -
TOTAL (A+B) at 31/12/2020 1,526 - 5,724 - - - - S o -
TOTAL (A+B) at 31/12/2019 1,077 - 4,238 - - - - - - -

Distribution of on and off-balance sheet credit exposures to customers by economic sector

Public
Administration
entities

Net Total im-
exposure pairment
losses

Exposures/Counterparties
(€m)

A. On-balance sheet credit exposures

Financial companies

Net Total im-
exposure pairment
losses

Financial companies

(of which: insurance Non-financial
companies) companies
Net Total im- Net Total im-

exposure pairment
losses

exposure pairment
losses

Households

Net Total im-
exposure pairment
losses

A.1 Bad loans - -

- of which: forborne exposures - -

A.2  Unlikely to pay - -

- of which: forborne exposures - -

A.3 Non-performing past-due exposures - -

13

- of which: forborne exposures - -

A.4  Performing exposures 81,990 43

5,411 2

223 - 917 26

4 29

- of which: forborne exposures - -

TOTALA 81,990 43

5,411 2

223 - 917 39

4 29

B. Off-balance sheet credit exposures

B.1 Non-performing exposures - -

B.2 Performing exposures 401 -

14 -

TOTAL B
TOTAL (A+B) at 31/12/2020
TOTAL (A+B) at 31/12/2019

401 -
82,391

65,542 26

5,425 2
5,675

223 =
147 -

917
680

39
39

29
24
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7. Impairment losses

Distribution of financial assets and liabilities and off-balance sheet items by residual contractual term to maturity

Currency: Euro

Items/Time-to-maturity

(€m)
A.

On-balance sheet assets

Demand

11,342

1-7
days

7,495

7-15
days

55

15 days -
1 month

300

1-3
months

3,408

3-6
months

163

6 months
-1year

1,926

1-5
years

6,726

Over 5
years

49,290

Unspec-
ified
maturity

13

Al

Government bonds

4

300

3,074

153

1,893

6,726

46,290

A2

Other debt securities

22

10

33

3,000

A3

UCls

A4

Loans

11,342

7,495

51

312

13

- Banks

53

6,289

- Customers

11,289

1,206

51

312

13

On-balance sheet liabilities

71,369

392

425

1,863

3,388

Deposits and current accounts

66,601

- Banks

720

- Customers

65,881

B.2

Debt securities

B.3

Other liabilities

4,768

392

425

449

1,863

1,294

3,388

7,276

Off-balance sheet transactions

C.1

Financial derivatives with exchange
of principal

- Long positions

482

346

685

400

936

- Short positions

401

250

1,818

C.2

Financial derivatives without exchange
of principal

- Long positions

63

98

- Short positions

93

N

180

C.3

Deposits and loans to be received

- Long positions

- Short positions

C.4

Commitments to disburse funds

- Long positions

- Short positions

C5

Financial guarantees given

C.6

Financial guarantees received

C.7

Credit derivatives with exchange
of principal

- Long positions

- Short positions

C.8

Credit derivatives without exchange
of principal

- Long positions

- Short positions
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Currency: US dollar

Items/Time-to-maturity

(€m)
A.

On-balance sheet assets

De- 1-7
mand days

1 -

7-15
days

15 days -
1 month

1-3
months

3-6 6 months

months

-1year

1-5
years

Over 5
years

Unspec-
ified
maturity

AA

Government bonds

A2

Other debt securities

A3

UCls

A4

Loans

- Banks

- Customers

On-balance sheet liabilities

Deposits and current accounts

- Banks

- Customers

B.2

Debt securities

B.3

Other liabilities

Off-balance sheet transactions

C.1

Financial derivatives with exchange
of principal

- Long positions

- Short positions

C2

Financial derivatives without exchange
of principal

- Long positions

- Short positions

C.3

Deposits and loans to be received

- Long positions

- Short positions

C4

Commitments to disburse funds

- Long positions

- Short positions

C5

Financial guarantees given

C.6

Financial guarantees received

C.7

Credit derivatives with exchange
of principal

- Long positions

- Short positions

c.8

Credit derivatives without exchange
of principal

- Long positions

- Short positions
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Currency: Swiss franc

Items/Time-to-maturity

(€m)
A.

On-balance sheet assets

De- 1-7
mand days

1 -

7-15
days

15 days -
1 month

1-3
months

3-6 6 months

months

-1year

7. Impairment losses

1-5
years

Over 5
years

Unspec-
ified
maturity

A1

Government bonds

A2

Other debt securities

A3

UCls

A4

Loans

- Banks

- Customers

On-balance sheet liabilities

Deposits and current accounts

- Banks

- Customers

B.2

Debt securities

B.3

Other liabilities

Off-balance sheet transactions

C.1

Financial derivatives with exchange
of principal

- Long positions

- Short positions

Cz2

Financial derivatives without exchange
of principal

- Long positions

- Short positions

C.3

Deposits and loans to be received

- Long positions

- Short positions

C4

Commitments to disburse funds

- Long positions

- Short positions

C5

Financial guarantees given

C.6

Financial guarantees received

C.7

Credit derivatives with exchange
of principal

- Long positions

- Short positions

C.8

Credit derivatives without exchange
of principal

- Long positions

- Short positions
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8. Unencumbered assets

8.1 Qualitative information

Disclosure of encumbered and unencumbered assets is provided in accordance with the guidelines issued by the EBA on 27
June 2014 in the document “Disclosure of encumbered and unencumbered assets” (EBA/CP/2014/03), as provided for in arti-
cle 443 of the CRR. Under the guidelines, an asset should be treated as encumbered if it has been pledged or if it is subject to
any form of arrangement to secure, collateralise or credit-enhance any on-balance-sheet or off-balance-sheet transaction from
which it cannot be freely withdrawn (for instance, to be pledged for funding purposes). Assets pledged that are subject to any
restrictions in withdrawal, such as assets that require prior approval before withdrawal or replacement by other assets, should
be considered encumbered.

Otherwise, all assets not falling within the scope of the above definition are considered unencumbered.

In BancoPosta RFC’s case, the most important component of encumbered assets is represented by securities pledged as col-
lateral for repurchase agreements, which are used as:

e an alternative to current account deposits for funding purposes, as part of clearly-defined operating strategies, or a response
to temporary liquidity gaps;

e collateral for derivatives/repos required under CSAs/GMRAs.

In addition the amount of cash deposits set up as guarantee for derivative transactions is also relevant.

8.2 Quantitative information

The tables required by document EBA/CP/2014/03, showing detailed quantitative information for BancoPosta RFC, are provided
below.

Encumbered and unencumbered assets

Encumbered Unencumbered

Technical forms

(€m) Carrying amount Fair value Carrying amount Fair value
Equity instruments - - 72 72
Debt securities 16,030 16,805 59,863 60,593
Other assets 7,494 X 20,521 X
Total at 31.12.2020 23,524 16,805 80,456 60,665
Total at 31.12.2019 18,696 13,222 66,313 48,329
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8. Unencumbered assets

Collateral received

Fair value at 31.12.2020 Fair value at 31.12.2019

Collateral received or Collateral received or own Collateral received or Collateral received or own
Technical forms own debt securities debt securities potentially own debt securities debt securities potentially
(€m) encumbered encumbered encumbered encumbered
Equity instruments - - - -
Debt securities - 379 - 1,158
Other assets = 392 - 112
Total collateral received - 77 - 1,270

Debt securities issued other than covered bonds
and ABSs

In order to comply with article 453 of the CRR regarding credit risk mitigation techniques, it should be noted that the collateral
received in the form of debt securities relate to repurchase agreements. The item “Other assets” reflects the collateral received
to cover exposures to supervised intermediaries for repurchase agreements for €392 million; This collateral consists solely of
cash deposits.

Encumbered assets/collateral received and the associated liabilities

Assets, collateral and own debt securities

Matching liabilities, contingent liabilities or issued other than covered bonds and ABSs
(€m) securities lent encumbered
Carrying amount of selected financial liabilities 22,902 25,142
Total at 31.12.2020 22,902 25,142
Total at 31.12.2019 17,695 22,738

Liabilities in the above table include funding in the form of repurchase agreements and, as required by the EBA guidelines, liabil-
ities without any associated funding, such as derivatives. The latter have been included after any netting.

Assets include collateral (securities, reported at fair value, and cash) pledged in relation to the above liabilities.
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9. Use of ECAIs

9.1 Qualitative information

To identify a counterparty’s creditworthiness, necessary in order to measure credit and counterparty risks using the standardised
approach, BancoPosta RFC uses the ratings issued by Standard & Poor’s, Moody'’s, Fitch and DBRS.

BancoPosta RFC applies the standardised approach for calculating the credit and counterparty risk capital requirements to all
the regulatory portfolios, given that the Bank of Italy has not provided the option of using advanced approaches based on internal
ratings.

The association of the external rating of each ECAI (External Credit Assessment Institution)® to the classes of credit rating is done
according to the standard scheme set forth in Implementing Regulation (EU) 2019/2028 of the Commission.

9.2 Quantitative information

The following tables show the quantitative information required by the CRR, detailing the value of exposures, with or without
credit risk mitigation, associated with each credit rating class and the value of exposures deducted from own funds.

Distribution of exposures by regulatory asset class with or without credit risk mitigation

31.12.2020 31.12.2019

Exposure Exposure Exposures Exposure Exposure  Exposures

without with deducted without with deducted

credit risk credit risk from credit risk credit risk from

Regulatory portfolio mitigation mitigation  regulatory mitigation mitigation  regulatory

(€m) capital capital

Exposures to or secured by central governments and central banks 87,730 90,730 X 68,437 72,187 X

Exposures to or secured by regional governments or local authorities 2 2 X 2 2 X

Exposures to or secured by public sector organisations 22 22 X 11 11 X

Exposures to or secured by supervised institutions 13,313 9,909 X 10,732 6,871 X

Exposures to or secured by corporates and other entities 1,183 1,183 X 858 858 X

Retail exposures 16 16 X 6 6 X

Equity exposures 72 72 X 71 71 X

Other exposures 3,833 3,833 X 4,220 4,220 X
Total 106,171 105,767 84,337 84,226

32. External rating agencies.
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9. Use of ECAls

Distribution of exposures by credit rating class and regulatory asset class: exposures without credit risk mitigation

Regulatory portfolio 91.12:2020

(€m) 0% 20% 50% 75%  100%  150%  250% Total
Exposures to or secured by central governments and central banks 87,678 0 0 52 87,730
Exposures to or secured by regional governments or local authorities 2 2
Exposures to or secured by public sector organisations 0 22 22
Exposures to or secured by supervised institutions 9,265 4,037 11 18318
Exposures to or secured by corporates and other entities 902 1 280 1,183
Retail exposures 16 16
Equity exposures 72 72
Other exposures 3,042 628 163 3,833
Total 91,622 9,895 4,038 16 548 - 52 106,171

In the previous table, the counterparty risk exposures in derivatives and repurchase agreements take into account the impact of
netting and master netting agreements. Exposures resulting from repurchase agreements are shown net of the corresponding

funding.

Exposures with a weighting of 250% regard net deferred tax assets which, not being deducted from own funds, are assigned

this risk weighting in accordance with the CRR.

Distribution of exposures by credit rating class and regulatory asset class: exposures with credit risk mitigation

Regulatory portfolio 81122020

(€m) 0% 20% 50% 75%  100%  150%  250% Totale
Exposures to or secured by central governments and central banks 90,678 0 0 52 90,730
Exposures to or secured by regional governments or local authorities 2 2
Exposures to or secured by public sector organisations 0 22 22
Exposures to or secured by supervised institutions 9,191 711 7 9,909
Exposures to or secured by corporates and other entities 902 1 280 1,183
Retail exposures 16 16
Equity exposures 72 72
Other exposures 3,042 628 163 3,833
Total 94,622 9,821 712 16 544 - 52 105,767

The €8 billion increase in “Exposures to or secured by central governments and central banks” in the 0% post-credit-risk-miti-
gation weighting derives from the application of the guarantees of the Italian Republic on securities issued by Cassa Depositi e
Prestiti SpA. From this it follows that “Exposures to or secured by supervised intermediaries” decreased by the corresponding

amount in the 50% weighting column.
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10. Exposure to market risk

As defined by the relevant standards, BancoPosta RFC does not have a trading book. As a result, the only component of market
risk relevant to BancoPosta RFC is foreign exchange risk, defined as the risk of incurring losses due to adverse movements in the
value of foreign currencies across all the positions held, regardless of the book to which they are allocated. In BancoPosta RFC’s
case, this risk primarily derives from foreign currency current accounts, foreign currency cash and VISA shares.

At 31 December 2020, application of the standardised approach required by the CRR for calculating the capital requirement for
exchange risk results in a capital requirement of €7.2 million for BancoPosta RFC.
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11. Operational risks

11. Operational risks

In calculating the capital requirement for operational risks, BancoPosta RFC applies the simplified approach (BIA — Basic Indicator
Approach) provided for by Regulation (EU) 575/2013. This consists of applying a percentage of 15% to the average of the rele-
vant indicator for the last three years® as at the end of the reporting period.

The capital requirement for operational risks obtained by applying this method amounts to €809 million at 31 December 2020.

With reference to the Covid-19 crisis, it is noted that, despite the costs associated with the measures activated for the manage-
ment of the Covid-19 emergency were incurred by Poste Italiane and not re-attributed to BP, in line with EBA Guidelines®, a spe-
cific loss event of approximately 0.27 million was included in the loss data collection, referring to the “one-off” costs attributable
to BP incurred for the Covid-19 emergency.

In addition, in order to ensure greater control over operating risks deriving from the new working methods implemented (smart
working), in addition to the normal persistence of all security measures already in place, the Company has undertaken additional
initiatives aimed at further mitigating risks (security tools for “Bring Your Own Device” stations; specific monitoring of VPNs with
the production of daily/weekly reports; increased controls on VPN access and cyber posture in order to combat possible attacks/
threats; provision of training for all employees on the treatment and recognition of suspicious emails; updating/publication of
communications regarding the secure use of corporate tools in the Cybersecurity section of the corporate Intranet).

33. BancoPosta RFC calculates the relevant indicator as the sum of the following income statement items (in accordance with applicable financial accounting standards): net
interest income (items 10-20); net fee and commission income (items 40-50); the portion of “other operating income” not generated by extraordinary or non-recurring items
(a portion of the positive component of item 200); net profits on the trading book (items 80, 90, 100, 110); dividends and similar income (item 70).

34. This method is only used for Pillar 1 risks, as BancoPosta RFC uses an advanced internal approach for computing operational risk capital requirements (details are provided
in section 1.3.1).

35. Ref. “EBA REPORT ON THE IMPLEMENTATION OF SELECTED COVID-19 POLICIES” of 21/12/2020.
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12. Exposures to equity instruments not
included in the trading book

12.1 Qualitative information

Investments in equity instruments included in the BancoPosta RFC’s banking book consist of Visa Incorporated Series C
Convertible Participating Preferred Stocks and Series A Preferred Stocks®.

BancoPosta RFC classifies this type of financial instrument in “Financial assets measured at fair value through profit or loss”

(FVTPL), particularly in “Other financial assets mandatorily measured at fair value”. Information on the measurement criteria used
is provided in Parts A.2 and A.4 of the “Notes” in BancoPosta RFC’s Separate Report.

12.2 Quantitative information

The following table provides the information required by article 447 of the CRR.

Exposure to equity instruments not included in the trading book

Carrying Fair Value Market Realised gains/ Unrealised gains/ Unrealised gains/
amount Value losses losses losses included in
CET1
Type
(€Em) Level 1 Level 2 Level 3 Level 1 Gains Losses Gains Losses Plus (+) Minus (-)
Financial assets measured at fair value
S 72 - 38 34 - - - 2 - - -
through other comprehensive income
Investments - - - - - - - - - - -
Total at 31/12/2020 72 - 38 34 - - - 2 - - -
Total at 31/12/2019 71 - - 71 - 1 - 26 - - -

36. During 2019, a partial-term sale agreement was entered into for approximately 90% of the Visa Incorporated Series C ordinary shares with maturity March 2021.
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13. Exposures to interest rate risk on positions not included in the trading book

13. Exposures to interest rate risk on
positions not included in the trading
book

13.1 Qualitative information

Exposure to banking book interest rate risk reflects the peculiar nature of the investment of liquidity generated by postal current
account deposits forming part of BancoPosta RFC’s operations, as detailed below:

e the liquidity deriving from private customer current account deposits (including inflows into prepaid cards issued by the
PostePay SpA Group) which represent a form of funding without a contractual term to maturity, in keeping with the finance
act of 27 December 2006, as amended?, is invested in euro area government securities or other securities guaranteed by the
ltalian government. The investment profile is based on the constant monitoring of habits of account holders and the update
of the statistical/econometric model that estimates the duration of deposits. The above-mentioned model is thus the general
reference for the investments (the limits of which are determined by specific guidelines approved by the Board of Directors) in
order to limit exposure to interest rate and liquidity risks;

e liquidity deriving from current account deposits by Public Administration entities represents a form of funding without a
contractual term to maturity. The only permitted form of investment of these deposits, which are periodically monitored by
BancoPosta’s Risk Management unit with the aim of determining the expected maturity profile, is currently their deposit with
the MEF in return for payment of a variable rate of interest.

Exposure to interest rate risk primarily reflects the potential impact on the economic value of BancoPosta RFC resulting from the
existing mismatch, in terms of the rate revision term profile, between assets and liabilities.

BancoPosta RFC adopted an internal sensitivity analysis model, since the end of 2019, in order to quantify internal capital against
banking book interest rate risk. It provides for the estimate of the current value of assets and liabilities on the basis of 6 distinct
rate scenarios, assuming:

e for postal current accounts, contractually on demand, adoption of the internal statistical/econometric model to estimate the
duration, in compliance with the average maturity limit set by the EBA guidelines of July 2018 equal to 5 years®.

e for government securities, which mainly make up the assets, compliance with regulatory indications®® that provide for the
possibility of sterilising the cash flows from the credit spread components and discounting them to a risk-free curve?.

Specifically:

e regarding deposits, the duration is estimated for each segment (retail customers, business customers, prepaid cards and
Public Administration current account holders*') by maturity analysis. Based on historical trends and the volatility of average
postal current account deposits, this process results in the computation of the minimum deposit base that, with a confidence
level of 99%, may be available in future periods (the Profile of Likely Minimum Volumes) and, to complete the process, portions
of deposits maturing in each time horizon are taken into account. The maturity profile for liabilities produced by the internal
model tends towards infinity and, therefore, in order to apply the model, a cut-off point is established, based on reasonable
assumptions regarding the duration of deposits. Based on the different characteristics of customers, the cut-off point is 20
years for retail customer deposits, as these are more stable on average, 10 years for business customer deposits and for
PostePay* and 5 years for Public Administration deposits, as these are assumed to be more volatile. As a result, all the
estimated volumes still present beyond these time horizons are allocated on a time linear basis to the deposits estimated to
mature in all the periods prior to the maximum maturity date;

37. The 2015 Stability Law (of 23 December 2014) made it possible to invest up to 50% of its deposits in securities guaranteed by the ltalian government.

38. Ref. EBA/GL/2018/02 and Bank of Italy Circular no. 285/2013, Title Ill, Annex C.

39. Ref. EBA/GL/2018/02: “Class 1 and 2 banks may consider commercial margins and other components relating to differentials in the banking book interest rate risk in terms
of changes in economic value and changes in net interest income or expected profits, evaluating the opportunity for inclusion in the measurement also on the basis of the
assessment of the materiality of any distorting effects.”

40. The risk-free curve adopted is the Euribor curve

41. The components of deposits by Public Administration entities relating to INPS and INPDAP are not relevant to the quantification of banking book interest rate risk. Deposits
by treasuries are prudently considered on demand.

42. Following the transfer of the monetics and payment services unit to PostePay SpA on 1 October 2018, prepaid cards are now managed by PostePay SpA, a separate
company which operates as a “hybrid” electronic money institution. The liquidity raised through these cards is transferred to BancoPosta, which invests it in euro area
government securities or securities guaranteed by the Italian government. As such, for the purposes of specific risk analyses, the rationales related to each model underlying
the different types of deposits continue to apply.
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e with regard to government securities, the chosen approach consists in netting the cash flows of the securities from the credit
spread components present at the date of purchase of the individual securities (trade date), using the Asset Swap Spread
method.

The economic value of equity is obtained on the basis of the estimate of the current value of assets and liabilities carried out in
full evaluation according to the discounted cash flow logic. The discount curve used is the risk-free curve. The present value
is calculated in the 6 different scenarios indicated in the EBA Guidelines with the application of a floor to negative rates*. The
difference between the economic value of equity obtained by applying the 6 scenarios and the base one represents the effect of
the application of each of the scenarios on the economic value (A EVE).

The exposure measure in terms of economic value is equal to the A EVE corresponding to the most adverse scenario. In particu-
lar, at 31 December 2020, the exposure to interest rate risk is obtained with the curve flattening scenario.

This model is subject to internal validation with the aim of providing assurance on the method, the sources and the supporting
IT systems used.

Measurement of the sensitivity of the net interest income is based on an analysis of movements in income over a twelve-month
period, generated by a sudden parallel shock on the interest rate curve of +/- 100 bps. This measure shows the impact of move-
ments in rates on the banking book at the measurement date, without taking into account any future changes in the asset and
liability mix. As a result, it cannot be considered an indicator of the projected future level of the net interest income.

As part of BancoPosta’s Risk Appetite Framework (RAF), two metrics have been included which quantify, respectively, the portion
of equity absorbed by the banking book interest rate risk in terms of economic value, and the sensitivity, in percentage terms, of
the net interest income with parallel movements of the interest rate curve. Both were then used as the basis for determining the
risk appetite, risk tolerance and risk capacity.

13.2 Quantitative information

The interest rate risk generated by the BancoPosta RFC’s banking book, measured using the internal sensitivity analysis model,
amounted to an average of approximately €324 million in 2020, standing at €196 million at the end of the year*. The change in
economic value is equal to 8% of Common Equity Tier 1.

Banking book interest rate risk — Sensitivity of the economic value*®

(€m) 31.12.2020 31.12.2019

Economic value 196 272

The sensitivity of the net interest income amounts to +/-€299 million at the end of 2020 based on a hypothetical parallel move-
ment in rates of 100 bps.

43. Ref. EBA/GL/2018/02 and Bank of Italy Circular no. 285/2013, Title Ill, Annex C:
1. Parallel up: movement parallel to the upward swap curve equal to +200 bps
2. Parallel down: movement parallel to the downward swap curve equal to -200 bps, with floor
3. Short up: movement upward in short-term rates
4. Short down: movement downward in short-term rates
5. Flattening: flattening of the swap curve, with short-term rates rising and long-term rates falling
6. Steepening: steepening of the swap curve, with short-term rates falling and long-term rates rising.
44. In 2020, the worst scenario was the parallel up until June and then the flattener scenario. The transition from one scenario to another is mainly attributable to the low level of
rates and the application of the floor, which neutralised the asset sensitive exposure beyond 5 years.
45. The value at 31 December 2019 was re-performed on the basis of the rate risk model in force in 2020.
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The following table summarises the quantification of banking book interest rate risk. The only currency of significance for
BancoPosta RFC in terms of the impact of interest rate risk on economic value is the euro.

Banking book interest rate risk — Sensitivity of the net interest income

Interest margin

Interest margin

(€m) 31.12.2020 31.12.2019
Shift +100 bps 299 207
Shift -100 bps (299) (207)

The risk in above mentioned is due mainly to:
e the placement of Public Administration customers postal current account deposits with the MEF;

e fixed rates on bonds issued by the Italian government swapped into variable rates through fair value hedge derivatives;
e receivables resulting from collateral posted for derivative liabilities.
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14. Remuneration policy

In pursuing the objectives of profitability and financial stability over the medium to long term, BancoPosta RFC is committed to
adopting remuneration policies based on the principles of transparency and the sound and prudent management of risk, effec-
tively managing any potential conflicts of interest and its capital and liquidity positions.

Pursuant to Bank of Italy Circular 285, Part One, Title IV, Chapter 2 of 17 December 2013 and subsequent amendments, - it is
noted that, at the date of preparation of this Document, the update of Bank of Italy Circular no. 285/2013 aimed at transposing
into the Italian regulatory framework the new discipline introduced with the V iteration of the CRD has not been published -, the
remuneration and incentive policies of BancoPosta personnel, consistent with those of the Company, represent a fundamental
tool for pursuing the objectives of the strategic plan and are aimed at:

i. Improve the culture of merit and performance;

ii. create value and direct personnel towards achievement of short-, medium- and long-term objectives within a set of rules
established to ensure appropriate management of the related risks;

iii. align the behaviour of Material Risk Takers and of other BancoPosta RFC personnel with the interests of stakeholders, medi-
um- to long-term strategies and the entity’s objectives, within a set of rules established to ensure appropriate management of
current and future risks and adequate levels of liquidity and capital;

iv. attract, motivate and retain high qualified staff;

v. ensure internal equity, linking remuneration with responsibilities and rewarding everyone’s contribution to the achievement of
the targets set;

vi. ensure external competitiveness through a continuous process of market benchmarking, conducted with the support of anal-

ysis tools also devised by specialist international consulting firms who provide the related benchmarks;

vii. ensure that the remuneration and incentive policies are sustainable in terms of BancoPosta RFC’s operating performance and
financial position.

In view of the particular nature of BancoPosta RFC and its relations with Poste Italiane functions, the remuneration and incentive
policies outlined in the “Guidelines for BancoPosta RFC’s remuneration and incentive policy for 2021” apply to the following
parties, regarding their activities relate to BancoPosta RFC:

e Poste Italiane’s Board of Directors (the Chairwoman, the Chief Executive Officer and General Manager, other Directors);
e Poste Italiane’s Board of Statutory Auditors;

e Poste Italiane’'s Manager Responsible for Financial Reporting;

e the Head of the BancoPosta function;

e BancoPosta’s internal control function personnel;

e other Material Risk Takers;

e other BancoPosta personnel not identified as Material Risk Takers.

Further details are provided in Poste Italiane SpA's “Report on 2021 Remuneration and on the amounts paid in 2020” and the
annexed “Guidelines for BancoPosta RFC’s remuneration and incentive policy for 2021”.
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15. Leverage ratio

15. Leverage ratio

15.1 Qualitative information

Monitoring the Leverage Ratio is a way of controlling BancoPosta RFC’s exposure to the risk of excessive leverage, despite not
being binding from a regulatory point of view.

The indicator is the ratio of Common Equity Tier 1 to total assets, including exposures to off-balance sheet risks. In addition to
total assets in the financial statements, in application of Regulation (EU) 2013/575 (as amended by Regulation (EU) 2015/62), the
denominator thus includes the following:

e the add-on for derivatives that takes into account the effects of netting agreements;

e exposure to counterparty risk deriving from repo agreements without applying, as required by the Regulation, prudent addi-
tional haircuts (applicable to securities pledged as collateral) and without considering collateral received under GMRAS;

e other off-balance sheet exposures represented by securities pledged as collateral for CSAs and GMRAs and securities under-
lying forward contracts;

e deductions from assets in the Statement of Financial Position:
— of receivables (cash collaterals and derivative assets) resulting from derivatives guaranteed by cash collateral with daily
variation margins;
— the valuation effects of the HTC&S portfolio in accordance with the provisions of article 429 bis, paragraph 1, point b)
of Regulation (EU) 2013/575 as amended by Regulation (EU) 2019/876;
— Exposures to the central bank in accordance with the provisions of article 500-ter, paragraph 1 of Regulation (EU)
2013/575 as amended by Regulation (EU) 2020/873.
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15.2 Quantitative information

The summary of the data relating to the calculation of the BancoPosta RFC’s Leverage ratio is provided below, rendered
according to the CRR regulatory principles and reported in accordance with the provisions of the Implementing Regulation (EU)
2016/200. The tables below reported the leverage ratio as at 31 December 2020 and the opening of the total exposure in the
main categories, according to the provisions of articles 451(1)(a), 451(1)(b) and 451(1)(c).

Table LRSum - Summary reconciliation of accounting assets and leverage ratio exposure

(€m) 31.12.2020
1 Total assets as per published financial statements 103,981
5 Adjustment for entities which are consolidated for accounting purposes but are outside the scope of regulatory 0
consolidation
(Adjustment for fiduciary assets recognised on the balance sheet pursuant to the applicable accounting framework
3 but excluded from the leverage ratio exposure measure in accordance with Article 429 (13) of Regulation (EU) 0
no. 575/2013 "CRR")
Adjustments for derivative financial instruments 109
Adjustments for securities financing transactions "SFTs" 799
Adjustment for off-balance sheet items (i.e. conversion to credit equivalent amounts of off-balance sheet exposures) 843
EU-6a (Adjustment for intragroup exposures excluded from the leverage ratio exposure measure in accordance with Article 0
429 (7) of Regulation (EU) no. 575/2013)
EU-6b (Adjustment for exposures excluded from the leverage ratio exposure measure in accordance with Article 429 (14) 0
of Regulation (EU) no. 575/2013)
Other adjustments -13,429
8 Total leverage ratio exposure 92,303
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Table LRCom - Leverage ratio common disclosure

(€m) 31.12.2020
On-balance sheet exposures (excluding derivatives and SFTs)
1 On-balance sheet items (excluding derivatives, SFTs and fiduciary assets, but including collateral) 103,902
2 (Asset amounts deducted in determining Tier 1 capital) -3,065
3 Total on-balance sheet exposures (excluding derivatives, SFTs and fiduciary assets) (sum of lines 1 and 2) 100,837
Derivative exposures
4 Replacement cost associated with all derivatives transactions (i.e. net of eligible cash variation margin) 0
5 Add-on amounts for PFE associated with all derivatives transactions (mark-to-market method) 187
EU 5a Exposure determined under Original Exposure Method 0
6 Gross—up for derivatives collateral provided where deducted from the balance sheet assets pursuant to the applicable 0
accounting framework
7 (Deductions of receivables assets for cash variation margin provided in derivatives transactions) -7,494
8 (Exempted CCP leg of client-cleared trade exposures) 0
9 Adjusted effective notional amount of written credit derivatives 0
10  (Adjusted effective notional offsets and add-on deductions for written credit derivatives) 0
11 Total derivative exposures -7,307
Securities financing transaction exposures
12 Gross SFT assets (with no recognition of netting), after adjusting for sales accounting transactions 364
13 (Netted amounts of cash payables and cash receivables of gross SFT assets) -363
14 Counterparty credit risk exposure for SFT assets 799
EU 14a Derogation for SFTs: counterparty credit risk exposure in accordance with articles 429 ter (4) and 222 of Regulation 0
(EU) no. 575/2013
15 Agent transaction exposures 0
EU 15a (Exempted CCP leg of client-cleared SFT exposure) 0
16  Total securities financing transaction exposures 800
Other off-balance sheet exposures
17 Off-balance sheet exposures at gross notional amount 843
18 (Adjustments for conversion to credit equivalent amounts) 0
19 Other off-balance sheet exposures 843
Exempted exposures in accordance with CRR Article 429 (7) and (14) (on and off balance sheet)
EU 19a (Exemption of intragroup exposures (solo basis) in accordance with Article 429 (7) of Regulation (EU) no. 575/2013 (on 0
and off balance sheet))
EU 19b (Exposures exempted in accordance with Article 429 (14) of Regulation (EU) no. 575/2013 (on and off balance sheet)) -2,869
Capital and total exposures
20  Tier 1 capital 2,449
21 Total leverage ratio exposures 92,303
Leverage ratio
22  Leverage ratio 2.65%
Choice on transitional arrangements and amount of derecognised fiduciary items
EU 23 Choice on transitional arrangements for the definition of the capital measure fully loaded
EU 24  Amount of derecognised fiduciary items in accordance with Article 429 (11) of Regulation (EU) no. 575/2013 0

53



Basel Il Pillar 3 — Report at 31 December 2020 — BancoPosta RFC
Poste Italiane SpA

Table LRSpl - Split-up of on-balance sheet exposures (excluding derivatives, SFTs and exempted exposures)

(€m) 31.12.2020
EU 1 Total on-balance sheet exposures (excluding derivatives, SFTs, and exempted exposures), of which: 103,902

EU2 Trading book exposures

EU 3 Banking book exposures, of which: 103,902
EU4 Covered bonds

EUS Exposures treated as sovereigns 87,295
EU6 Exposures to regional governments, MDB, international organisations and PSE NOT treated as sovereigns 25
EU7 Institutions 11,5083
EU8 Secured by mortgages of immovable properties

EU9 Retail exposures 1
EU 10 Corporate 1,184
EU 11 Exposures in default

EU 12 Other exposures (e.g. equity, securitisations, and other non-credit obligation assets) 3,894

In 2020, the particular trends in deposits and market rates due to the pandemic, determined significant growth in assets and a
subsequent decrease in the ratio during the year. The leverage ratio as at 31 December 2020 stood at 2.65%, taking into account
the increase in capital deriving from the calculation of the part of result for 2020.
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Declarations of the General Manager of
BancoPosta pursuant to art. 435, Letters
e) and f) regulation (eu) 575/2013 of 26-06-
2013

The BancoPosta General Manager, Guido Nola, under the authority granted to him by Poste Italiane SpA's Board of Directors,
declares, pursuant to letters €) and f) of Art. 435 of Regulation (EU) 575/2013 of 26 June 2013, that:

a. the risk management systems implemented by BancoPosta RFC and described in the “Basel Il Pillar 3 Report at 31 December
2020 — BancoPosta RFC”, are adequate in respect of the entity’s profile and strategy;

b. the particular section “Adequacy of risk management procedures and consistency with the overall risk profile and the business
strategy”, in the above document, briefly describes BancoPosta RFC’s overall risk profile in relation to the business strategy
implemented.

28 May 2021

Guido Nola

BancoPosta General Manager

4/%1&5\
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Declaration by the Manager Responsible
for financial reporting

The manager responsible for financial reporting, Alessandro Del Gobbo, declares, pursuant to paragraph 2 of article 154-bis of
the Consolidated Law on Finance, that the accounting information contained in this document is consistent with the underlying
accounting records.
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Annex 1

Annex 1

Own funds disclosure template

The following table shows the composition of own funds, assuming no retention of earnings for the year, in accordance with the
template defined in annex IV of Regulation (EU) 1423/2013.

©)
Amounts pre-
Regulation (EU) no.

2013/575 or residual

(A) amounts required by

Categories / Amounts Amount at the Regulation (EU) no.
(€m) reporting date 2013/575

Common Equity Tier 1 (CET1): instruments and reserves

1 Equity instruments and the related share premium reserves

of which: type of instrument 1

of which: type of instrument 2

of which: type of instrument 3

Undistributed earnings 1,154

3  Other accumulated components of profit or loss (and other reserves) 1,210

3a Provisions for general banking risk

Amount of eligible items under article 484 (3) and the related share premium reserves, subject to

4 phase-out from Tier 1 capital

5 Non-controlling interests (amount allowed in consolidated CET1)

5a  Independently audited profit for the period after any foreseeable charges or dividends 50
6 Common Equity Tier 1 (CET1) before regulatory adjustments 2,414
Common Equity Tier 1 (CET 1): regulatory adjustments

9 Transitional period adjustments for IAS 19 and IFRS 9 35
28 Total regulatory adjustments to Common equity Tier 1 (CET1) 35
29 Common Equity Tier 1 capital (CET1) 2,449

Additional Tier 1 (AT1) capital: instruments

36 Additional Tier 1 (AT1) capital before regulatory adjustments

Additional Tier 1 (AT1) capital: regulatory adjustments

43 Total regulatory adjustments to Additional Tier 1 (AT1) capital
44 Additional Tier 1 (AT1) capital
45 Tier 1 capital (T1 = CET1 + AT1)

Tier 2 (T2) capital: instruments and provisions

51 Tier 2 (T2) capital before regulatory adjustments

Tier 2 (T2) capital: regulatory adjustments

57 Total regulatory adjustments to Tier 2 (T2) capital
58 Tier 2 capital (T2)

59 Total capital (TC =T1 + T2) 2,449
60 Total risk-weighted assets 13,502
Capital ratios and buffers

61 Common Equity Tier 1 capital (as a percentage of the risk exposure amount) 18.1%
62 Tier 1 capital (as a percentage of the risk exposure amount) 18.1%
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©

Amounts pre-
Regulation (EU) no.
2013/575 or residual

(A) amounts required by
Categories / Amounts Amount at the Regulation (EU) no.
(€m) reporting date 2013/575
63 Total capital (as a percentage of the risk exposure amount) 18.1%
Institution specific buffer requirement (CET1 requirement in accordance with article 92 (1) (a) plus
64 capital conservation and countercyclical buffer requirements, plus systemic risk buffer, plus the 7.00%
systemically important institution buffer, expressed as a percentage of risk exposure amount)
65  of which capital requirement of capital conservation buffer 2.50%
66  of which: countercyclical buffer requirement
67  of which: systemic risk buffer requirement
of which: Capital buffer of Global Systemically Important Institutions (G-Sll) and Other Systemically
67a P
Important Institutions (O-Sl)
68 Common Equity Tier 1 available to meet buffers (as percentage of amount of risk exposure) 11.1%
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