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Bond Guarantee), in accordance with the provisions of Law 130 and of the MEF Decree. The obligation of payment under the Covered Bond
Guarantee shall be limited recourse to the Portfolio and the Available Funds (as defined in the section headed “Terms and Conditions of the Covered
Bonds”).
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depositary banks appointed by Euroclear Bank S.A./N.V., 1 Boulevard du Roi Albert II, B-1210 Bruxelles as operator of the Euroclear System
(Euroclear) and Clearstream Banking, société anonyme, 42 Avenue JF Kennedy, L-1855, Luxembourg (Clearstream). Each Series of Covered
Bonds issued in dematerialised form will be deposited with Monte Titoli on the relevant Issue Date (as defined in the section headed “Terms and
Conditions of the Covered Bonds”). Monte Titoli shall act as depositary for Clearstream and Euroclear. The Covered Bonds issued in dematerialised
form will at all times be held in book entry form and title to the Covered Bonds issued in dematerialised form will be evidenced by book entries in
accordance with the provisions of Italian Legislative Decree No. 58 of 24 February 1998 (the Financial Law) and implementing regulation and with
the joint regulation of the Commissione Nazionale per le Societa e la Borsa (CONSOB) and the Bank of Italy dated 22 February 2008 and published
in the Official Gazette of the Republic of Italy (Gazzetta Ufficiale della Repubblica Italiana) No. 54 of 4 March 2008, as subsequently amended and
supplemented. No physical document of title will be issued in respect of the Covered Bonds issued in dematerialised form.

Before the Maturity Date the Covered Bonds will be subject to mandatory and optional redemption in whole or in part in certain circumstances, as set
out in Condition 9 (Redemption and Purchase).



Each Series is expected, upon the relevant issue, to be assigned a rating as specified in the relevant Final Terms by Moody’s Investors Service
(Moody’s). Conditions precedent to the issuance of any Series include that a rating letter assigning the rating to such Series of Covered Bonds is
issued by the Rating Agency. Whether or not the credit rating applied for in relation to relevant Series of Covered Bonds will be issued by a credit
rating agency established in the European Union and registered under Regulation (EC) No. 1060/2009 (as amended, the CRA Regulation) will be
disclosed in the Final Terms. The credit ratings included or referred to in this Base Prospectus have been issued by Moody’s, which is established in
the European Union and is registered under the CRA Regulation. As such Moody’s is included in the list of credit rating agencies published by the
European Securities and Markets Authority on its website http://www.esma.europa.eu/page/List-registered-and-certified-CRAs, in accordance with
such Regulation. In general, European regulated investors are restricted from using a rating for regulatory purposes if such rating is not issued by a
credit rating agency established in the European Union and registered under the CRA Regulation.

A credit rating is not a recommendation to buy, sell or hold Covered Bonds and may be subject to revision or withdrawal by the Rating
Agency.

For a discussion of certain risks and other factors that should be considered in connection with an investment in the Covered Bonds, see the
section headed “Risk Factors” of this Base Prospectus.
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RISK FACTORS

In purchasing Covered Bonds, investors assume the risk that the Issuer and the Covered Bond Guarantor
may become insolvent or otherwise be unable to make all payments due in respect of the Covered Bonds.
There is a wide range of factors which individually or together could result in the Issuer and the Covered
Bond Guarantor becoming unable to make all payments due in respect of the Covered Bonds. It is not
possible to identify all such factors or to determine which factors are most likely to occur, as they may not be
aware of all relevant factors and certain factors which it currently deems not to be material may become
material as a result of the occurrence of events outside the Issuer’s and the Covered Bond Guarantor’s
control. The Issuer and the Covered Bond Guarantor have identified in this Base Prospectus a number of
factors which could materially adversely affect their businesses and ability to make payments due under the
Covered Bonds.

In addition, factors which are material for the purpose of assessing the market risks associated with the
Covered Bonds issued under the Programme are also described below.

Prospective investors should also read the detailed information set out elsewhere in this Base Prospectus
(including any documents deemed to be incorporated by reference herein) and reach their own views prior
to making any investment decision.

1. General Investment Considerations

Set out below is a brief description of the principal market risks, including liquidity risk, exchange rate risk,
interest rate risk and credit risk:

Obligations to make payments when due on the Covered Bonds

The Issuer is liable to make payments when due on the Covered Bonds. The obligations of the Issuer under
the Covered Bonds are direct, unsecured, unconditional and unsubordinated obligations, ranking pari passu
without any preference amongst themselves and equally with its other direct, unsecured, unconditional and
unsubordinated obligations. Consequently, any claim directly against the Issuer in respect of the Covered
Bonds will not benefit from any security or other preferential arrangement granted by the Issuer. The
Covered Bond Guarantor has no obligation to pay the Guaranteed Amounts payable under the Covered Bond
Guarantee until the service on the Covered Bond Guarantor of an Article 74 Notice to Pay (which has not
been withdrawn) or a Notice to Pay. Failure by the Covered Bond Guarantor to pay amounts due under the
Covered Bond Guarantee in respect of any Series or Tranche would constitute a Covered Bond Guarantor
Event of Default which would entitle the Representative of the Covered Bondholders to serve a Covered
Bond Guarantor Acceleration Notice and accelerate the obligations of the Covered Bond Guarantor under the
Covered Bond Guarantee and entitle the Representative of the Covered Bondholders to enforce the Covered
Bond Guarantee. The occurrence of an Issuer Event of Default does not constitute a Covered Bond
Guarantor Event of Default.

The Covered Bonds will not represent an obligation or be the responsibility of any of the Dealers, the
Arrangers, the Representative of the Covered Bondholders or any other party to the Transaction Documents,
their officers, members, directors, employees, security holders or incorporators, other than the Issuer and,
upon service of an Article 74 Notice to Pay (which has not been withdrawn) or a Notice to Pay, the Covered
Bond Guarantor. The Issuer and the Covered Bond Guarantor will be liable solely in their corporate capacity
and, as to the Covered Bond Guarantor, limited recourse to the Available Funds, for their obligations in
respect of the Covered Bonds and such obligations will not be the obligations of their respective officers,
members, directors, employees, security holders or incorporators.

The secondary market generally

Covered Bonds may have no established trading market when issued, and one may never develop. If a
market does develop, it may not be very liquid. Therefore, investors may not be able to sell their Covered
Bonds easily or at prices that will provide them with a yield comparable to similar investments that have a
developed secondary market. This is particularly the case for Covered Bonds that are especially sensitive to
interest rate, currency or market risks, are designed for specific investment objectives or strategies or have
been structured to meet the investment requirements of limited categories of investors. These types of
Covered Bonds generally would have a more limited secondary market and more price volatility than
conventional debt securities. Illiquidity may have a severely adverse effect on the market value of Covered



Bonds. In addition, Covered Bonds issued under the Programme might not be rated or listed on a stock
exchange or regulated market and, in these circumstances, pricing information may be more difficult to
obtain and the liquidity and market prices of such Covered Bonds may be adversely affected. In an illiquid
market, an investor might not be able to sell his Covered Bonds at any time at fair market prices. The
possibility to sell the Covered Bonds might additionally be restricted by country specific reasons.

Exchange rate risks and exchange controls

The Issuer will pay principal and interest on the Covered Bonds in the Specified Currency. This presents
certain risks relating to currency conversions if an investor’s financial activities are denominated principally
in a currency or currency unit (the Investor’s Currency) other than the Specified Currency. These include
the risk that exchange rates may significantly change (including changes due to devaluation of the Specified
Currency or revaluation of the Investor’s Currency) and the risk that authorities with jurisdiction over the
Investor’s Currency may impose or modify exchange controls. An appreciation in the value of the Investor’s
Currency relative to the Specified Currency would decrease (1) the Investor’s Currency-equivalent yield on
the Covered Bonds, (2) the Investor’s Currency equivalent value of the principal payable on the Covered
Bonds and (3) the Investor’s Currency equivalent market value of the Covered Bonds. Government and
monetary authorities may impose (as some have done in the past) exchange controls that could adversely
affect an applicable exchange rate. As a result, investors may receive less interest or principal than expected,
or no interest or principal.

Interest rate risks

Investment in Fixed Rate Covered Bonds involves the risk that subsequent changes in market interest rates
may adversely affect the value of the Fixed Rate Covered Bonds.

Rating of the Covered Bonds
The rating assigned to the Covered Bonds address, inter alia:

(1)  the likelihood of full and timely payment to Covered Bondholders of all payments of interest on each
CB Payment Date;

(i1)  the likelihood of timely payment of principal in relation to the Hard Bullet Covered Bonds on the
Maturity Date; and

(ii1) the likelihood of ultimate payment of principal in relation to Covered Bonds on (a) the Maturity Date
thereof, or (b) if the Covered Bonds are subject to an Extended Maturity Date in accordance with the
applicable Final Terms, the Extended Maturity Date thereof.

Whether or not a rating in relation to any Series of Covered Bonds will be issued by a credit rating agency
established in the European Union and registered under the CRA Regulation will be disclosed in the relevant
Final Terms. The credit ratings included or referred to in this Base Prospectus have been issued by Moody’s
Investors Service Ltd. which is established in the European Union and is registered under the CRA
Regulation. As such Moody’s Investors Service Ltd. is included in the list of credit rating agencies published
by the European Securities and Markets Authority on its website http://www.esma.europa.eu/page/List-
registered-and-certified-CRAs in accordance with such Regulation. In general, European regulated investors
are restricted under CRA Regulation from using credit ratings for regulatory purposes, unless such ratings
are issued by a credit rating agency established in the EU and registered under the CRA Regulation (and
such registration has not been withdrawn or suspended), subject to transitional provisions that apply in
certain circumstances whilst the registration application is pending. Such general restriction will also apply
in the case of credit ratings issued by non-EU credit rating agencies, unless the relevant credit ratings are
endorsed by an EU-registered credit rating agency or the relevant non-EU rating agency is certified in
accordance with the CRA Regulation (and such endorsement action or certification, as the case may be, has
not been withdrawn or suspended). Certain information with respect to the credit rating agencies and ratings
will be disclosed in the Final Terms.

The expected rating of the Covered Bonds is set out in the relevant Final Terms for each Series of Covered
Bonds. The Rating Agency may lower its ratings or withdraw its rating if, in its sole judgement, the credit
quality of the Issuer or the Covered Bonds has declined or is in question, and the Issuer has not undertaken to
maintain a rating. In addition, at any time the Rating Agency may revise its relevant rating methodology with
the result that, amongst other things, any rating assigned to the Covered Bonds may be lowered. If any rating
assigned to the Covered Bonds is lowered or withdrawn, the market value of the Covered Bonds may reduce.
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A credit rating is not a recommendation to buy, sell or hold securities and may be revised or withdrawn by
the rating agency at any time. The ratings may not reflect the potential impact of all risks related to the
structure, market, additional factors discussed above and other factors that may affect the value of the
Covered Bonds.

The return on an investment in Covered Bonds will be affected by charges incurred by investors

An investor’s total return on an investment in any Covered Bonds will be affected by the level of fees
charged by the nominee service provider and/or clearing system used by the investor. Such a person or
institution may charge fees for the opening and operation of one or more investment accounts, transfers of
Covered Bonds, custody services and on payments of interest, principal and other amounts. Potential
investors are therefore advised to investigate the basis on which any such fees will be charged on the relevant
Covered Bonds. Certain information in that respect are available under the section headed “General
Information”.

Legal investment considerations may restrict certain investments

The investment activities of certain investors are subject to legal investment laws and regulations, or review
or regulation by certain authorities. Each potential investor should consult its legal and/or tax advisers to
determine whether and to what extent (1) Covered Bonds are legal investments for it, (2) Covered Bonds can
be used as collateral for various types of borrowing and (3) other restrictions apply to its purchase or pledge
of any Covered Bonds. Financial institutions should consult their legal advisors or the appropriate regulators
to determine the appropriate treatment of Covered Bonds under any applicable risk-based capital or similar
rules.

Law 130

Law 130 was enacted in Italy in April 1999 and amended to allow for the issuance of covered bonds in 2005.
Law 130 was further amended by Law Decree No. 145 of 23 December 2013 (Decreto Destinazione Italia),
as converted with amendments into Law No. 9 of 21 February 2014 (Law Decree No. 145), and by Law
Decree No. 91 of 24 June 2014 (Decreto Competitivita), as converted with amendments into Law No. 116 of
11 August 2014 (Law Decree No. 91).

As at the date of this Base Prospectus, no interpretation of the application of Law 130 as it relates to covered
bonds has been issued by any Italian court or governmental or regulatory authority, except for (i) the MEF
Decree setting out the technical requirements of the guarantee which may be given in respect of covered
bonds, (ii) the Bol OBG Regulations concerning guidelines on the valuation of assets, the procedure for
purchasing integration assets and controls required to ensure compliance with the legislation, and (iii) the
clarifications, provided for by the Bank of Italy, to certain queries concerning the OBG Regulations
submitted to the such authority by Italian banks and the Italian Banking Association (4ssociazione Bancaria
Italiana). Consequently, it is possible that such or different authorities may issue further regulations relating
to Law 130 or the interpretation thereof, the impact of which cannot be predicted by the Issuer as at the date
of this Base Prospectus.

Change of law

The structure of the Programme and, inter alia, the issue of the Covered Bonds and the rating assigned to the
Covered Bonds are based on the relevant law, tax and administrative practice in effect at the date of this Base
Prospectus, and having due regard to the expected tax treatment of all relevant entities under such law and
practice. No assurance can be given as to the impact of any possible change to the law (including any
change in regulation which may occur without a change in primary legislation), tax or administrative practice
or its interpretation will not change after the Issue Date of any Series or that such change will not adversely
impact the structure of the Programme and the treatment of the Covered Bonds. This Base Prospectus will
not be updated to reflect any such changes or events.

2. Risk factors relating to the Issuer
Risk management

The Intesa Sanpaolo Group is subject to risks that are an inherent part of its business activity. These risks
include credit risk, country risk, market risk, liquidity risk and operational risk, as well as business risk and
risks specific to its insurance business. The Intesa Sanpaolo Group’s profitability depends on its ability to
identify measure and continuously monitor these risks. As described below, the Intesa Sanpaolo Group



attaches great importance to risk management and control to ensure reliable and sustainable value creation in
a context of controlled risk.

The risk management strategy aims to achieve a complete and consistent overview of risks, considering both
the macroeconomic scenario and the Intesa Sanpaolo Group’s risk profile, by fostering a culture of risk-
awareness and enhancing the transparent and accurate representation of the risk level of the Intesa Sanpaolo
Group’s portfolios.

Risk-acceptance strategies are summarised in the Intesa Sanpaolo Group’s Risk Appetite Framework (RAF),
approved by the Board of Directors. The RAF, introduced in 2011 to ensure that risk-acceptance activities
remain in line with shareholders’ expectations, is established by taking account of the Intesa Sanpaolo
Group’s risk position and the economic situation. The framework establishes the general risk appetite
principles, together with the controls for the overall risk profile and the main specific risks.

The general principles that govern the Intesa Sanpaolo Group’s risk-acceptance strategy may be summarised

as follows:

— the Intesa Sanpaolo Group is focused on a commercial business model in which domestic retail activity
remains the Intesa Sanpaolo Group’s structural strength;

— the Intesa Sanpaolo Group does not aim to eliminate risks, but rather attempts to understand and manage
them so as to ensure an adequate return for the risks taken, while guaranteeing the Intesa Sanpaolo
Group’s solidity and business continuity in the long term;

— Intesa Sanpaolo has a moderate risk profile in which capital adequacy, earnings stability, a sound
liquidity position and a strong reputation are the key factors to protecting its current and prospective
profitability;

— Intesa Sanpaolo aims at a capitalisation level in line with its main European peers;

— Intesa Sanpaolo intends to maintain strong management of the main specific risks (not necessarily
associated with macroeconomic shocks) to which the Intesa Sanpaolo Group may be exposed;

— the Intesa Sanpaolo Group attaches great importance to the monitoring of non-financial risks and, in
particular:

e it adopts an operational risk assumption and management strategy geared towards prudent
management and, also by establishing specific limits and early warnings, it focuses on achieving an
optimal balance between growth and earnings objectives and the consequent risks;

» for compliance risk, it aims for formal and substantive compliance with rules in order to avoid
penalties and maintain a solid relationship of trust with all of its stakeholders;

» it works to ensure formal and substantive compliance with the provisions in terms of legal liability
with the aim of minimising claims and proceedings that it is exposed to and that result in outlays;

« with regard to reputational risk, it actively manages its image in the eyes of all stakeholders and
seeks to prevent and contain any negative effects on its image, including through robust, sustainable
growth capable of creating value for all stakeholders.

The general principles apply both at group level and business unit or company level. In the event of external
growth, these general principles must be applied, by adapting them to the specific characteristics of the
market and the competitive scenario.

The Risk Appetite Framework thus represents the overall framework in which the risks assumed by the
Intesa Sanpaolo Group are managed, with the establishment of general principles of risk appetite and the
resulting structuring of the management of:

—  the overall risk profile; and

—  the Intesa Sanpaolo Group’s main specific risks.

Management of the overall risk profile is based on the general principles laid down in the form of a
framework of limits aimed at ensuring that the Intesa Sanpaolo Group complies with minimum solvency,
liquidity and profitability levels even in case of severe stress. In addition, it aims to ensure the desired
reputational and compliance risk profiles.

Management of the main specific risks is aimed at determining the risk appetite that the Intesa Sanpaolo
Group intends to assume with regard to exposures that may represent especially significant concentrations.
Such management is implemented by establishing specific limits, management processes and mitigation



measures to be taken in order to limit the impact of especially severe scenarios on the Intesa Sanpaolo
Group. These risks are assessed also considering stress scenarios and are periodically monitored within the
Risk Management systems.

The definition of the Risk Appetite Framework and the resulting operating limits for the main specific risks,
the use of risk measurement instruments in loan management processes and controlling operational risk and
the use of capital at risk measures for management reporting and assessment of capital adequacy within the
Intesa Sanpaolo Group represent fundamental milestones in the operational application of the risk strategy
defined by the Board of Directors along the Intesa Sanpaolo Group’s entire decision-making chain, down to
the single operational units and to the single desk.

Risk-acceptance policies are defined by the Intesa Sanpaolo's Board of Directors and the Management
Control Committee, with management and control functions. The Board of Directors carries out its activity
through specific internal committees, among which the Risk Committee. The corporate bodies are assisted
by the action of management committees, among which mention should be made of the Steering Committee
and receive support of the Chief Risk Officer, reporting directly to the Chief Executive Officer.

The Intesa Sanpaolo Group sets out these general principles in policies, limits and criteria applied to the
various risk categories (described below) and business areas, in a comprehensive framework of governance
and control limits and procedures.

Risk hedging, given the nature, frequency and potential impact of the risk, is based on a constant balance
between mitigation/hedging action, control procedures/processes and capital protection measures, including
in the form of stress tests.

Particular attention is dedicated to managing the short-term and structural liquidity position by following
specific policies and procedures to ensure full compliance with the limits set at Intesa Sanpaolo Group level
and operating sub-areas, in accordance with international regulations and the risk appetite approved at Intesa
Sanpaolo Group level.

The Intesa Sanpaolo Group also attaches great importance to the management of reputational risk, which it
pursues not only through organisational units with specific duties of promotion and protection of the
company image, but also through ex-ante risk management processes (for example, defining prevention and
mitigation tools and measures in advance) and implementing specific, dedicated communication and
reporting flows.

Assessments of each single type of risk for the Intesa Sanpaolo Group are integrated in a summary amount -
the economic capital - defined as the maximum "unexpected" loss the Intesa Sanpaolo Group might incur
over a year. This is a key measure for determining the Intesa Sanpaolo Group's financial structure and risk
tolerance and guiding operations, ensuring the balance between risks assumed and shareholder return. It is
estimated on the basis of the current situation and also as a forecast, based on the budget assumptions and
projected economic scenario under ordinary and stress conditions. The assessment of capital is included in
business reporting and is submitted quarterly to the Intesa Sanpaolo Group Risk Governance Committee, the
Risk Committee and the Board of Directors, as part of the Intesa Sanpaolo Group's Risks Tableau de Bord.

Intesa Sanpaolo performs a steering and coordination role with respect to the Intesa San Paolo Group
companies, aimed at ensuring effective and efficient risk management at the Intesa Sanpaolo Group level.
For the corporate control functions in particular, there are two different types of models within the Intesa
Sanpaolo Group: (i) the centralised management model based on the centralisation of the activities at Intesa
Sanpaolo and (ii) the decentralised management model that involves the presence of locally established
corporate control functions that conduct their activities under the direction and coordination of the same
corporate control functions of Intesa Sanpaolo, to which they report in functional terms.

Irrespective of the control model adopted within their company, the corporate bodies of the Intesa Sanpaolo
Group companies are aware of the choices made by Intesa Sanpaolo and are responsible for the
implementation, within their respective organisations, of the control strategies and policies pursued and
promoting their integration within the group controls.

In view of compliance with the reforms of the previous accord by Basel Committee (Basel 3), the Intesa
Sanpaolo Group has undertaken adequate project initiatives, expanding the objectives of the Basel 2 Project
in order to improve the measurement systems and the related risk management systems.



With respect to credit risks, the Intesa Sanpaolo Group received authorisation to use internal ratings-based
approaches since 31 December 2008 starting with the corporate portfolio. Progressively, the scope of
application has been gradually extended to include all the exposures not authorized to the partial permanent
use of the standardized method. The Roll-out plan has been approved by the Board of Directors on its
meeting held on August 2nd 2016 and submitted to the Supervisor on 4 August 2016. Among the most
recent changes please note the authorisations received from the ECB to use internal ratings-based approaches
for the Public Sector Entities and Banks portfolios and use the new Corporate model for a scope extending to
Intesa Sanpaolo, the network banks in the Banca dei Territori Division and the main Italian and international
Intesa Sanpaolo Group companies.

The scope of application has since been gradually extended to include the Retail Mortgages and SME Retail
portfolios, as well as other Italian and international Intesa Sanpaolo Group companies.

The Intesa Sanpaolo Group is also proceeding with development of the IRB systems for the other business
segments and the extension of the scope of companies for their application in accordance with a plan
presented to the supervisory authorities.

As far as estimation of regulatory capital for counterparty risk is concerned, Banca IMI, Intesa Sanpaolo and
banks belonging to Banca dei Territori Division, are authorized to the use of internal model both for
derivative instruments and for securities financing transactions. An advanced methodology is also in place
for managerial purposes - definition and measurement of credit lines for substitution risk.

With regard to Operational Risk, the Intesa Sanpaolo Group obtained authorisation to use the Advanced
Measurement Approaches (AMA — internal model) to determine the associated capital requirement for
regulatory purposes, with effect from the report as at 31 December 2009.

Credit Risk

Credit risk is the risk of losses due to the failure on the part of the Intesa Sanpaolo Group’s counterparties
(customers) to meet their payment obligations to the Intesa Sanpaolo Group. Credit risk refers to all claims
against customers, mainly loans, but also liabilities in the form of other extended credits, guarantees,
interest-bearing securities, approved and undrawn credits, as well as counter-party risk arising through
derivatives and foreign exchange contracts. Credit risk also consists of concentration risk, country risk and
residual risks, both from securitisations and uncertainty regarding credit recovery rates. Credit risk represents
the chief risk category for the Intesa Sanpaolo Group.

Intesa Sanpaolo has developed a set of instruments which allows analytical control over the quality of the
loans to customers and financial institutions.

Risk measurement uses rating models that are differentiated according to the borrower’s segment (corporate,
SME Retail, Sovereign, Italian Public Sector Entities, Financial Institutions). These models make it possible
to summarise the credit quality of the counterparty in a measurement (the rating), which reflects the
probability of default over a period of one year, adjusted on the basis of the long run average default rate in
order to consider an entire economic cycle. In case of default, internal rating of loss given default (LGD)
model measures losses on each facility, including any downturn effect related to the economic cycle.

Ratings and mitigating credit factors (guarantees, technical forms and covenants) play a fundamental role in
the entire loan granting and monitoring process: they are used to set credit strategies and loan granting and
monitoring rules as well as to determine decision-making powers.

The main characteristics of the probability of default (PD) and LGD models for Corporate, Banks and Public
Sector Entities, SME Retail segment and Retail (Mortgages and Other Retail) segment, which are validated
for Basel II advanced approaches, are the following:

. PD model

- Corporate and Banks and Public Sector Entities segment models are based on financial,
behavioural and qualitative data of the customers. They are differentiated according to the
market in question (domestic or international) and the size bracket of the company. Specific
models are implemented for specialised lending (real estate development initiatives, project
finance transactions, leveraged buy-out acquisition finance and asset finance transactions).
On 18 April 2017, the Intesa Sanpaolo Group also received the authorisation from the ECB
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to use the new internal rating systems for the Corporate portfolio, effective after 31 March
2017. With regard to the re-estimation of rating models, steps were taken, on the one hand,
to broaden the information set used for counterparty evaluation and, on the other hand,
efforts were made to simplify their framework. Finally, various measures have been adopted
that are aimed at favouring a through-the-cycle profile of the probabilities of default
produced by the models, consistently with the relational-type commercial approach adopted
by the Intesa Sanpaolo Group.

Banks and Public Sector Entities model, authorised on 9 March 2017 and effective after 31
March 2017. The model is different for banks in mature economies and banks in emerging
countries. In short, the model consists of a quantitative part and a qualitative part,
differentiated according to mature and emerging countries, a country rating component
representing systemic risk, a component relating to specific country risk for banks most
closely correlated with country risk, and finally, a module (the relationship manager’s
judgement) that allows the rating to be modified in certain conditions. In the Public Sector
Entities portfolio, the reference models have been differentiated according to the type of
counterparty. Accordingly, default models have been developed for municipalities and
provinces and shadow rating models for regions. An approach to extend the rating of the
regulatory Entity (e.g.: Region) has been adopted for local healthcare authorities and other
sector entities, with possible changes on the basis of financial statement assessments
(notching).

For the Small Business segment, since the end of 2008 a rating model by counterparty has
been used for the Intesa Sanpaolo Group, following a scheme similar to that of the Corporate
segment, meaning that it is extremely decentralised and its quantitative-objective elements
are supplemented by qualitative-subjective elements; in 2011, the service model for the
Small Business segment was redefined, by introducing in particular a sub-segmentation of
“Micro” and “Core” customers according to criteria of size and simplicity and a partial
automation of the granting process.

The Intesa Sanpaolo Group model for the Retail Mortgages segment, adopted in late 2008,
processes information relating to both the customer and the contract. It differentiates
between initial disbursement, where the application model is used with a validity of one
year, and the subsequent assessment during the lifetime of the mortgage (behavioural
model), which takes into account behavioural information.

. LGD model

LGD model is determined according to differentiated models, specialised by borrower’s
segment and products (Corporate for Banking products, Corporate Factoring, Corporate
Leasing, Banks and Public Sector Entities, SME Retail, Retail, Factoring, Leasing).

The LGD models, for which advanced internal rating base method has been approved, are:
Retail Mortgages (effective from 30 June 2010), Corporate (these models are based on
different types of financial assets: banking, effective from 31 December 2010, leasing and
factoring, effective from 30 June 2012) and SME Retail (effective from 31 December 2012)
and Banks and Public Sector Entities (effective after 31 March 2017).

The LGD estimation is made up of the actual recoveries achieved during the management of
disputes, taking into account the (direct and indirect) costs and the recovery period, as
required by the regulation. All the models have been developed on the basis of a workout
approach, analysing the losses suffered by the Intesa Sanpaolo Group on historical defaults.

For the Corporate segment, the following drivers were significant: geographical area,
presence/absence of personal guarantee, presence/absence of real estate guarantee, facility
type, and legal form. As regards the LGD model for the Corporate segment authorized on 18
April 2017, the most significant change is represented by the development of the model
dedicated to non-performing loans. For the SME Retail segment, the following were
significant: geographical area, facility type, presence/absence of personal guarantee,
presence/absence of real estate guarantee, value to loan (amount of real estate coverage) and
exposure level. For the Retail Mortgages segment, the geographical area and the value to
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loan were significant. For Banks, the LGD calculation model partly diverges from the
models developed for the other segments as the estimation model used is based on the
market price of debt instruments observed 30 days after the official date of default and
relating to a sample of defaulted banks from all over the world, acquired from an external
provider. The model is completed by an econometric estimate aimed at determining the most
significant drivers, in accordance with the practice in use for the other models.

Furthermore, on 28 August 2017 the Intesa Sanpaolo Group received authorisation from the ECB, starting
with Supervisory reporting as at 30 September 2017, to use internal estimates of the credit conversion factor
(CCF) to calculate EAD for the Corporate segment. The credit conversion factor (CCF) is the percentage of
the margin on a given credit line that will become an exposure over a given time horizon. When multiplied
by the credit line's available undrawn margin, it generates exposure at default (EAD).The estimation model
is based on an analysis of drawdowns over the 12 months prior to the event of default and yields a grid
specific to each type of business ("International” and "Domestic"), portfolio ("Corporate" and "Large
Corporate"), product macro-aggregate ("On-Balance Sheet Portfolio" and "Medium-/Long-term Products"),
type of credit line ("Revocable" and "Irrevocable™), percent margin bracket on agreed amounts (thresholds of
15%, 30% and 55%), borrower's turnover (thresholds of 0.5 and 2 million euro) and business sector
("Industrial" and "Non-industrial"). The EAD of credit products without margins has been determined by
multiplying the drawdown by the "K-Factor" calculated as the ratio of drawn amounts at default to
performing drawn amounts. The statistical analysis supported the choice of a K-Factor of 100% (exposure at
default equivalent to drawdowns).

Country risk

Assessment of creditworthiness of countries is based on both an internal Sovereign Rating and Transfer risk
Rating model.

Country risk for sovereign entities is assessed by a rating model that assigns creditworthiness ratings to over
260 countries. The model’s structure includes a quantitative component for assessing country risk (which
takes into account the structural rating assigned to a country by leading international rating agencies, implicit
risk in market quotations of sovereign credit default swaps and bonds, and a macroeconomic model for more
than 130 countries) and a qualitative component (which includes a qualitative opinion taking into
consideration elements drawn from the broader scope of publicly available information concerning the
political and economic structures of individual countries).

Market Risks
Market risk trading book

Market risk arises as a consequence of the Intesa Sanpaolo Group’s trading and its open positions in the
foreign exchange, interest rate and capital markets. The risk is derived from the fluctuation in the value of
listed financial instruments whose value is linked to market variables. Market risk in the trading portfolio
arises through trading activities in the interest rate, bonds, credit derivatives, commodities, foreign exchange
and equity markets. Market risk in the banking portfolio arises from differences in fixed-rate periods.

The quantification of trading risks is based on daily value at risk (VaR) of the trading portfolios of Intesa
Sanpaolo and the subsidiary Banca IMI S.p.A., which represent the main portion of the Intesa Sanpaolo
Group’s market risks, to adverse market movements of the following risk factors:

. interest rates;

o equities and market indexes;

° investment funds;

o foreign exchange rates;

. implied volatilities;

o spreads in credit default swaps (CDS);
. spreads in bond issues;
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. correlation instruments;

D dividend derivatives;
o asset-backed securities (ABS);
o commodities.

Other Intesa Sanpaolo Group’s subsidiaries hold smaller trading portfolios with a marginal risk (around 2 per
cent. of the Intesa Sanpaolo Group’s overall risk). In particular, the risk factors of the international
subsidiaries’ trading books are local government bonds, positions in interest rates and foreign exchange
rates, both relating to linear pay-offs.

For some of the risk factors indicated above, the supervisory authority has validated the internal models for
the reporting of the capital absorptions of both Intesa Sanpaolo and Banca IMI S.p.A.

Effective from the report as at 30 September 2012, both banks have received authorisation from the
supervisory authority to extend the scope of the model to specific risk on debt securities. The model was
extended on the basis of the current methodological framework (a historical simulation in full evaluation),
and required the integration of the Incremental Risk Charge into the calculation of the capital requirement for
market risks.

Effective from June 2014, market risks are to be reported according to the internal model for capital
requirements for the Intesa Sanpaolo’s hedge fund portfolios (the full look-through approach). The risk
profiles validated are: (i) generic/specific on debt securities and on equities for Intesa Sanpaolo and Banca
IMI S.p.A., (ii) position risk on quotas of UCI underlying CPPI (Constant Proportion Portfolio Insurance)
products for Banca IMI S.p.A., (iii) position risk on dividend derivatives and (iv) position risk on
commodities for Banca IMI S.p.A., the only legal entity in the Intesa Sanpaolo Group authorised to hold
open positions in commodities. The analysis of market risk profiles relative to the trading book uses various
quantitative indicators and VaR is the most important.

Since VaR is a synthetic indicator which does not fully identify all types of potential loss, risk management
has been enriched with other measures, in particular simulation measures for the quantification of risks from
illiquid parameters (dividends, correlation, ABS, hedge funds). VaR estimates are calculated daily based on
simulations of historical time-series, a 99 per cent. confidence level and 1-day holding period.

Market risk banking book

Market risk originated by the banking book arises primarily in Intesa Sanpaolo and in the other main
subsidiaries involved in retail and corporate banking. The banking book also includes exposure to market
risks deriving from the equity investments in listed companies not fully consolidated, mostly held by Intesa
Sanpaolo and IMI Investimenti.

The following methods are used to measure financial risks of the Intesa Sanpaolo Group’s banking book:
(i) Shift sensitivity analysis. of value (EVE)
(i) VaR, and

(ii1) Shift sensitivity of net interest income (NII).

The sensitivity of economic value (EVE) measures the change in the economic value of the Intesa Sanpaolo
Group's commercial portfolio following shocks in the market rates curves. The sensitivity of EVE is
calculated by adopting various interest rate shock scenarios that consider not only parallel shifts in market
curves, but also a range of potential scenarios that include conditions of severe stress with regard to the
shape of the curve, the level of the current maturity structure of interest rates and historic and implicit rate
volatility. The standard stock is defined as a parallel, uniform shift in the curve of +100 basis points. The
measurements include an estimate of the prepayment effect and of the risk originated by on demand
customer deposits, whose features of stability and of partial and delayed reaction to interest rate fluctuations
have been studied by analysing a large collection of historical data, obtaining a maturity representation
model through equivalent deposits. Equity risk sensitivity is measured as the impact of a price shock of
+10%.
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VaR is calculated as the maximum potential loss in the portfolio’s market value that could be recorded over a
10 day holding period with a 99 per cent. confidence level (parametric VaR). Shift sensitivity analysis
quantifies the change in value of a financial portfolio resulting from adverse movements in the main risk
factors (interest rate, foreign exchange, equity). For interest rate risk, an adverse movement is defined as a
parallel and uniform shift of 100 basis points of the interest rate curve.

Furthermore, the sensitivity of net income focuses the analysis on the impact that changes in interest rates
can have on the Intesa Sanpaolo Group’s ability to generate stable profit levels. The component of profits
measured is represented by the difference between the net interest income of a generated by interest bearing
assets and liabilities, including the results of hedging activities through the use of derivatives. The time
horizon of reference is commonly limited to the short and medium term (from one to three years) and
assesses the impact that the institution is able to continue with its activity (the going concern approach).

To determine changes in net interest income (NII), standard scenarios of parallel rate shocks of +-50 basis
points are applied, in reference to a time horizon of twelve months.

Hedging of interest rate risk is aimed at (i) protecting the banking book from variations in the fair value of
loans and deposits due to movements in the interest rate curve or (ii) reducing the volatility of future cash
flows related to a particular asset/liability.

The main types of derivative contracts used are interest rate swaps (IRS), overnight index swaps (OIS),
cross currency swaps (CCS) and options on interest rates entered into with third parties or with other Intesa
Sanpaolo Group companies. The latter, in turn, cover risk in the market so that the hedging transactions meet
the criteria to qualify as IAS compliant for consolidated financial statements. Hedging activities performed
by the Intesa Sanpaolo Group are recorded using various hedge accounting methods. A first method refers to
the fair value hedge of specifically identified assets or liabilities (micro hedging), mainly consisting of bonds
issued or acquired by the Intesa Sanpaolo Group companies and loans to customers. On the basis of the
carved-out version of IAS 39, fair-value hedging is also applied for the macro hedging of the stable portion
of demand deposits (core deposits) and on the already fixed portion of floating-rate loans.

Moreover, in 2016 the Intesa Sanpaolo Group has extended the use of macro-hedging to a portion of fixed-
rate loans, adopting an open-portfolio macro hedging model for a portion of fixed-rate loans according to a
bottom-layer approach that, in accordance with the interest rate risk measurement method involving
modelling of the prepayment phenomenon, is more closely correlated with risk management activity and
asset dynamics.

Another hedging method used is the cash flow hedge which has the purpose of stabilising interest flow on
both floating rate funding, to the extent that the latter finances fixed-rate investments, and on floating rate
investments to cover fixed-rate funding (macro cash flow hedges).

The Financial and Market Risks Department is in charge of measuring the effectiveness of interest rate risk
hedges for the purpose of hedge accounting.

Foreign exchange risk

Currency risk positions are taken in both trading and non-trading books. As with market risk, the currency
risk in the trading books is controlled using VaR limits (see the methodological approach described above),
while the structural currency risk in the non-trading books is mitigated by the practice of raising funds in the
same currency as the assets.

Issuer risk

Issuer risk in the trading portfolio is analysed in terms of mark to market, by aggregating exposures in rating
classes and is monitored using a system of operating limits based on both rating classes and concentration
indices. A limit at legal entity level (for Intesa Sanpaolo and Banca IMI S.p.A.) is also defined and
monitored in terms of Incremental Risk Charge (Credit VaR calculated over a one year time horizon at a
confidence level of 99.9 per cent. on bonds, single name CDS and index CDS relating to the issuer trading
book portfolio of each bank).

Counterparty risk
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Counterparty risk, measured in terms of potential future exposure, is monitored both in terms of individual
and aggregate exposures by the credit department. In order to manage effectively risk, the risk measurement
system 1is integrated into decision-making processes and the management of company operations. Bank of
Italy has authorised the use of the internal model for counterparty risk (EPE — Expected Positive Exposure)
for regulatory purposes, with reference to Intesa Sanpaolo, banks belonging to Banche dei Territori division
and Banca IMI for OTC derivatives. The same model has been authorized for Securities Financing
Transactions. Moreover a stress programme has been implemented in order to check the impact of extreme
market movements on the counterparty risk measures. Back testing analysis is in place in order to assess the
model reliability.

Specifically, the following measures were defined and implemented:

- PFE (potential future exposure): evolution over time of the credit exposure (i.e. positive
mark-to-market) with a 95% confidence level; this is a prudent measure used for credit monitoring
purposes. PFE calculated for each counterparty is calculated every day by a risk management
calculation engine and sent to credit monitoring engine.

- EPE (expected positive exposure): weighted average for the expected time of the credit exposure,
where the weightings are the portions that each time step represents of the entire time period. This is
a regulatory measure.

— CVA capital charge: sum of spread VaR calculated in current and stressed market conditions, of a
CDS equivalent portfolios of sold protection with notional equal to the expected exposure of every
counterparty. This is a regulatory measure.

Liquidity risk

Liquidity risk is defined as the risk that the Intesa Sanpaolo Group may not be able to meet its payment
obligations due to the inability to procure funds on the market (funding liquidity risk) or liquidate its assets
(market liquidity risk).

Intesa Sanpaolo directly manages its own liquidity, coordinates liquidity management at Intesa Sanpaolo
Group level, verifies the adoption of adequate control techniques and procedures, and provides complete and
accurate information to the Operational Committees (Group Risk Governance Committee and Group
Financial Risks Committee) and the relevant statutory bodies.

Specific rules, metrics, processes, limits, roles and responsibilities are defined in the Intesa Sanpaolo
Group’s Liquidity Risk Management Guidelines to ensure a prudent control of liquidity risk and guarantee
an adequate, balanced level of liquidity for the whole Intesa Sanpaolo Group.

These Guidelines, annually updated, incorporate the latest international regulatory developments in order to
reflect international standards to the specificities of the liquidity requirements for EU credit institutions, as
implemented by the CRD IV/CRR, Delegated Regulation (EU) 2015/61 and the Implementing Regulation
(EU) adopted in the European Union.

In addition to the regulatory indicators, the Guidelines provide internal metrics and limits aimed at ensuring
an adequate, balanced level of cash inflows and outflows, in order to respond to periods of tension on the
various funding markets, also by establishing adequate liquidity reserves in the form of assets eligible for
refinancing with Central Banks or liquid securities on private markets. Specific metrics and limits measure
risks deriving from the mismatch of medium/long term maturities of the assets and liabilities, giving rise to
excessive imbalances to be financed in the short term essential for the strategic planning of liquidity
management.

The Intesa Sanpaolo Group Liquidity Risk Management Guidelines also call for periodic estimation of a
more stressed liquidity risk position in acute combined stress scenarios (both stress specific and market-
related ones) by setting a target threshold aimed at establishing an overall level of reserves suitable to meet
greater cash outflows to restore the Intesa Sanpaolo Group to balanced conditions.

Together with these indicators, Intesa Sanpaolo Group Guidelines provide management methods to be used
in a liquidity crisis scenario, defined as a situation wherein the Intesa Sanpaolo Group has difficulty or is
unable to meet its cash obligations falling due, without implementing procedures and/or employing
instruments that, due to their intensity or manner of use, do not qualify as ordinary administration.
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The Intesa Sanpaolo Group has a contingency liquidity plan in place, which has the objective of
safeguarding the Intesa Sanpaolo Group’s asset value and enabling the continuity of operations under
conditions of a liquidity constriction, or even in the absence of liquidity in the market. The plan ensures the
identification of the early warning signals and their ongoing monitoring, the definition of procedures to be
implemented in situations of liquidity stress, the immediate lines of action, and the intervention measures for
the resolution of emergencies.

Operational risk

Operational risk is defined as the risk of suffering losses due to inadequacy or failures of processes, human
resources and internal systems, or as a result of external events. Operational risk also includes legal risk,
compliance risk, model risk, ICT risk and financial reporting risk. Strategic and reputational risks are not
included.

The Intesa Sanpaolo Group has long defined the overall operational risk management framework by setting
up a group policy and organisational processes for identifying, measuring, managing and controlling
operational risk.

The control of the Intesa Sanpaolo Group's operational risk was attributed to the Board of Directors which
identifies risk management policies and to the Management Control Committee, which is in charge of their
approval and verification, as well as the guarantee of the functionality, efficiency and effectiveness of the
risk management and control system.

Moreover, the tasks of the Intesa Sanpaolo Group Internal Control Coordination and Operational Risk
Committee include periodically reviewing the Intesa Sanpaolo Group’s overall operational risk profile,
authorising any corrective measures, coordinating and monitoring the effectiveness of the main mitigation
activities and approving operational risk transfer strategies.

The Intesa Sanpaolo Group has a centralised function within the Enterprise Risk Management Head Office
Department for the management of the Intesa Sanpaolo Group’s operational risk. This function is responsible
for the definition, implementation, and monitoring of the methodological and organisational framework, as
well as for the measurement of the risk profile, the verification of mitigation effectiveness and reporting to
Top Management.

In compliance with current requirements, the individual organisational units are responsible for identifying,
assessing, managing and mitigating risks. Specific officers and departments have been identified within these
organisational units to be responsible for operational risk management (structured collection of information
relative to operational events, scenario analysis and business environment and internal control factors
evaluation).

The Self-diagnosis process, conducted on an annual basis, allows the Intesa Sanpaolo Group to:

(a) identify, measure, monitor and mitigate operational risk through identification of the main critical
issues and definition of the most appropriate mitigation actions;

(b) analyse exposure to ICT risk;

(©) create significant synergies with specialized functions that supervises, IT Security and Business
Continuity issues, with the Administrative and Financial Governance and with other control
functions (Compliance and Internal Auditing).

The Self-diagnosis process for 2017 identified a good overall level of control of operational risks and
contributed to enhancing the diffusion of a business culture focused on the ongoing control of these risks.
During the Self-diagnosis process, the organisational units also analysed their exposure to ICT risk. This
assessment is in addition to that conducted by the technical functions (ISGS - ICT Head Office Department,
Market Risk IT Infrastructure Office of the ISP Financial and Market Risks Head Office Department and the
IT functions of the main Italian and international subsidiaries) and the other functions with control
responsibilities (ISG - Information Security and Business Continuity Sub-Department and the IT Security
functions of the main Italian and international subsidiaries).

The process of collecting data on operational events (in particular operational losses, obtained from both
internal and external sources) provides significant information on the exposure. It also contributes to
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building knowledge and understanding of the exposure to operational risk, on the one hand, and assessing the
effectiveness or potential weaknesses of the internal control system, on the other hand.

The internal model for calculating capital absorption is conceived in such a way as to combine all the main
sources of quantitative (operational losses) and qualitative (Self-diagnosis) information.

The quantitative component is based on an analysis of historical data concerning internal events (recorded by
organisational units, appropriately verified by the central function and managed by a dedicated IT system)
and external events (by the Operational Riskdata eXchange Association - ORX).

The qualitative component (Scenario Analysis) focuses on the forward-looking assessment of the risk
exposure of each Unit and is based on the structured, organised collection of subjective estimates expressed
directly by management (of Subsidiaries and Parent Company’s Organisational Units) with the objective of
assessing the potential economic impact of particularly severe operational events.

Capital-at-risk is therefore identified as the minimum amount at the Intesa Sanpaolo Group level required to
bear the maximum potential loss (worst case); capital-at-risk is estimated using a "Loss Distribution
Approach" model (actuarial statistical model to calculate the Value at Risk of operational losses), applied on
quantitative data and the results of the scenario analysis assuming a one-year estimation period, with a
confidence level of 99.90 per cent; the methodology also applies a corrective factor, which derives from the
qualitative analyses of the risk level of the business environment (Business Environment Evaluation), to
take account of the effectiveness of internal controls in the various organisational units.

Operational risks are monitored by an integrated reporting system which provides Management with support
information for managing and/or mitigating the operational risk.

In order to support the operational risk management process on a continuous basis, a structured training
programme has been implemented for employees actively involved in this process.

The Intesa Sanpaolo Group has a traditional operational risk transfer policy (to protect against offences such
as employee disloyalty, theft and damage, cash and valuables in transit losses, computer fraud, forgery,
earthquake and fire, cyber-crimes and third-party liability), which contributes to mitigating exposure to
operational risk.

Moreover, at the end of June 2013, in order to allow optimum use of the available operational risk transfer
tools and to take advantage of the capital benefits pursuant to applicable regulations, the Intesa Sanpaolo
Group stipulated an insurance coverage policy named “Operational Risk Insurance Programme”, which
offers additional coverage to traditional policies, significantly increasing the limit of liability, transferring the
risk of significant operational losses to the insurance market.

In addition, with respect to risks relating to real property and infrastructure, with the aim of containing the
impacts of phenomena such as catastrophic environmental events, situations of international crisis, and social
protest events, the Intesa Sanpaolo Group may activate its business continuity solutions.

Strategic Risk

The Intesa Sanpaolo Group defines current or prospective strategic risk as risk associated with a potential
decrease in profits or capital due to changes in the operating context, misguided Intesa Sanpaolo Group’s
decisions, inadequate implementation of decisions, or an inability to sufficiently react to changes in the
competitive scenario.

The Intesa Sanpaolo Group’s response to strategic risk is represented first and foremost by policies and
procedures that call for the most important decisions to be deferred to the Board of Directors, supported by a
current and forward-looking assessment of risks and capital adequacy. The high degree to which strategic
decisions are made at the central level, with the involvement of the top corporate governance bodies and the
support of various company functions ensures that strategic risk is mitigated.

Strategic risk is also assessed as part of stress tests based on a multiple-factor model that describes the
relationship between changes in the economic scenario and the business mix resulting from planning
hypotheses, with analysis to assess the impacts on both interest income and margins from the performance of
net fees and commissions.

Reputational Risk
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The Intesa Sanpaolo Group attaches great importance to reputational risk, namely the current and
prospective risk of a decrease in profits or capital due to a negative perception of the Intesa Sanpaolo’s
image by customers, counterparties, shareholders, investors and supervisory authorities.

The reputational risk governance model of Intesa Sanpaolo envisages that, management and mitigation of
reputational risks is pursued:

— systematically and independently by the corporate structures with specific tasks aimed at preserving
corporate reputation, through a structured system of organisational monitoring measures;

— across the various corporate functions, through the Reputational Risk Assessment process governed
by specific Guidelines.

The “systematic” monitoring of reputational risk envisages:

— specific organisational structures which, each for its purview, monitor the Bank's reputation and
manage the relationships with the various stakeholders;

— an integrated monitoring system for primary risks, to limit exposure to them;
— compliance with standards of ethics and conduct;

— establishing the definition and managing customers’ risk appetite, through the identification of their
various risk tolerance profiles according to subjective and objective traits of each customer.

A fundamental tool for reputational risk monitoring is the Code of Ethics adopted by the Intesa Sanpaolo
Group. This contains the basic values to which the Intesa Sanpaolo Group intends to commit itself and
enunciates the voluntary principles of conduct for dealings with all stakeholders (customers, employees,
suppliers, shareholders, the environment and, more generally, the community) with broader objectives than
those required by mere compliance with the law. The Intesa Sanpaolo Group has also issued voluntary
conduct policies (environmental policy and arms industry policy) and adopted international principles (UN
Global Compact, UNEP FI, Equator Principles) aimed at pursuing respect for the environment and human
rights.

In order to safeguard customers’ interests and the Intesa Sanpaolo Group’s reputation, specific attention is
also devoted to establishing and managing customers’ risk tolerance, through the identification of their
various risk appetite profiles according to subjective and objective traits of each customer. The assessments
of adequacy during the process of structuring products and rendering advisory services are supported by
objective assessments that contemplate the true nature of the risks borne by customers when they undertake
derivative transactions or make financial investments.

More specifically, the marketing of financial products is also governed by specific advance risk assessment
from the standpoint of both Intesa Sanpaolo (along with risks, such as credit, financial and operational risks,
that directly affect the owner) and the customer (portfolio risk, complexity and frequency of transactions,
concentration on issuers or on foreign currency, consistency with objectives and risk tolerance profiles, and
knowledge and awareness of the products and services offered). The Intesa Sanpaolo Group aims to achieve
constant improvement of reputational risk governance also through an integrated compliance risk
management system, as it considers compliance with the regulations and fairness in business to be
fundamental to the conduct of banking operations, which by nature is founded on trust.

The "cross-function" monitoring of reputational risk is entrusted to the Reputational Risk Assessment
process, conducted yearly and aimed at integrating and consolidating the main findings provided by the
organisational structures more directly involved in monitoring the company's reputation. The objective of
that process is to identify and mitigate the most significant reputational risk scenarios to which the Intesa
Sanpaolo Group is exposed.

The Enterprise Risk Management Department has also established a risk framework consisting of:

- the Reputational Clearing activities, i.e. the set of processes, tools and methods aimed at detecting
and analysing the reputational risk within business operations;

- the Reputational Monitoring activities, aimed at collecting and analysing information to define the
reputational profile of the Intesa Sanpaolo Group.
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In establishing the framework and its elements, particular attention was dedicated to the involvement of the
corporate functions that are responsible for managing reputational aspects, to systematise their respective
duties and responsibilities and to build a shared corporate framework from the outset.

The Intesa Sanpaolo Group carefully considers all the risks associated with climate change that may result in
additional costs for Intesa Sanpaolo or its customers.

Risk on owned real-estate assets

The risk on owned real-estate assets is defined as a risk associated with the possibility of suffering financial
losses due to an unfavourable change in the value of such assets.

Real-estate management is highly centralised and represents an investment that is largely intended for use in
company operations.

Risks specific to Intesa Sanpaolo Group’s insurance business

Life business

The typical risks of life insurance portfolios (managed by Intesa Sanpaolo Vita, Intesa Sanpaolo Life and
Fideuram Vita) may be divided into three main categories: premium risks, actuarial and demographic risks
and reserve risks.

Premium risks are protected initially during the establishment of the technical features of the product and its
pricing, and over the life of the instrument by means of periodic checks on the sustainability and profitability
(both at product level and at portfolio level, including all liabilities). When preparing a product for market,
profit testing is used to measure profitability and identify any weaknesses beforehand.

Actuarial and demographic risks arise when an unfavourable trend is recorded in the actual loss ratio
compared with the trend estimated when the rate was calculated, and these risks are reflected in the level of
“reserves”. This loss ratio refers not only to actuarial loss, but also to financial loss (guaranteed interest rate
risk). Intesa Sanpaolo manages these risks by performing systematic statistical analysis of the evolution of
liabilities in its own contract portfolio divided by risk type and through simulations of expected profitability
of the assets hedging technical reserves.

Intesa Sanpaolo manages reserve risk through the calculation of mathematical reserves, with a series of
checks as well as overall verifications performed by comparing results with the estimates produced on a
monthly basis. Intesa Sanpaolo Group places an emphasis on using the correct assumption for contracts by
checking the relative portfolio against the movements during the period and the consistency of the amounts
settled compared with the reserves’ movements. The mathematical reserves are calculated in respect of the
portfolio on a contract-by-contract basis taking all future commitments into account.

Non-life business

The typical risks of the non-life insurance portfolio (managed through Intesa Sanpaolo Assicura) are
essentially premium and reserve risk. Premium risks are protected initially while the product’s technical
features and pricing are established, and over the life of the instrument by means of periodic checks on the
sustainability and profitability (both at product level and at portfolio level, including all liabilities). Reserve
risk is managed through the exact calculation of technical reserves. In particular, technical reserves may be
divided into a premium reserve, a damage fund, a reserve for profits and reversals, other technical reserves
and a reserve for equalisation.

Financial risks

In line with the growing focus in the insurance sector on the issues of value, risk and capital in recent years,
a series of initiatives have been launched to strengthen risk governance and manage and control risk-based
capital. With regard to both investment portfolios for the coverage of obligations with the insured and free
capital, an internal regulation was adopted in order to define the investment policy. The aim of the
investment policy is the control and monitoring of market and credit risks. The policy defines the goals and
operating limits to distinguish the investments in terms of eligible assets and asset allocation, breakdown by
rating classes and credit risk, concentration risk by issuer and sector, and market risks (in turn measured in
terms of sensitivity to variations in risk factors and VaR). Investment decisions, portfolio growth and
compliance with operating limits are reviewed on a monthly basis by specific investment committees.
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Investment portfolios

The investments of the insurance subsidiaries of Intesa Sanpaolo Group are aimed at covering free capital
and obligations with customers, namely life policies with profit participation clauses, index linked and unit-
linked policies, pension funds and casualty policies. Life policies with profit participation clauses offer the
insured the ability to receive a share of the profit from the fund management (the segregated fund) and a
minimum guaranteed level, and therefore generate proprietary market and credit risks for the insurance
company. Index linked and unit-linked policies, which usually do not present direct risks, are monitored with
regard to reputational risks.

Competition

In recent years the Italian banking sector has been characterised by ever increasing competition which,
together with the level of interest rates, has caused a sharp reduction in the difference between lending and
borrowing interest rates and subsequent difficulties in maintaining a positive growth trend in interest rate
margin.

In particular, such competition has had two main effects:

o a progressive reduction in the differential between lending and borrowing interest rate, which may
result in Intesa Sanpaolo facing difficulties in maintaining its actual rate of growth in interest rate
margins; and

o a progressive reduction in commissions and fees, particularly from dealing on behalf of third parties
and orders collection, due to competition on prices.

Both of the above factors may adversely affect Intesa Sanpaolo’s financial condition and result of operations.

In addition, downturns in the Italian economy could add to the competitive pressure through, for example,
increased price pressure and lower business volumes for which to compete.

Legal risks

The Intesa Sanpaolo Group is involved in various legal proceedings, including those relating to labour and
tax matters. Management believes that such proceedings have been properly analysed by the Intesa Sanpaolo
Group and its subsidiaries in order to decide upon, if necessary or opportune, any increase in provisions for
litigation to an adequate extent according to the circumstances and, with respect to some specific issues, to
refer to it in the explanatory notes to the consolidated annual financial statements in accordance with the
applicable accounting standards. For more detailed information, see paragraph headed “Legal Risks” in the
section “Description of the Issuer”.

Changes in regulatory framework

The Intesa Sanpaolo Group is subject to extensive regulation and supervision by the Bank of Italy, the Italian
Securities and Exchange Commission (CONSOB), the European Central Bank (the ECB) and the European
System of Central Banks. The banking laws to which the Intesa Sanpaolo Group is subject govern the
activities in which banks may engage and are designed to maintain the safety and soundness of banks, and
limit their exposure to risk. In addition, the Intesa Sanpaolo Group must comply with financial services laws
that govern its marketing and selling practices. The regulatory framework governing international financial
markets has recently undergone substantial amendments, some of which are still ongoing, in response to the
credit crisis, and new legislation and regulations are being introduced in Italy and the European Union that
will affect the Intesa Sanpaolo Group, including proposed regulatory initiatives that could significantly alter
the Intesa Sanpaolo Group’s capital requirements.

The rules applicable to banks and other entities in banking groups include implementation of measures
consistent with the regulatory framework set out by the Basel Committee on Banking Supervision (the Basel
Committee or BCBS) which aim to preserve stability and solidity and limit risk exposure of such entities.
The Intesa Sanpaolo Group is also subject to regulations applicable to financial services that govern, among
other things, the sale, placement and marketing of financial instruments as well as to those applicable to its
bank-insurance activities. In particular, the Intesa Sanpaolo Group is subject to the supervision of CONSOB
and the Institute for the Supervision of Private Insurance. The Issuer is also subject to the rules applicable to
it as an issuer of shares listed on the Milan Stock Exchange.
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In accordance with the regulatory frameworks defined by the supervisory authorities mentioned above and
consistent with the regulatory framework being implemented at the European Union level, the Intesa
Sanpaolo Group has in place specific procedures and internal policies to monitor, among other things,
liquidity levels and capital adequacy, the prevention and detection of money laundering, privacy protection,
ensuring transparency and fairness in customer relations and registration and reporting obligations. Despite
the existence of these procedures and policies, there can be no assurance that violations of regulations will
not occur, which could adversely affect the Intesa Sanpaolo Group’s results of operations, business and
financial condition. In addition, as at the date of this Base Prospectus, certain laws and regulations have only
been recently approved and the relevant implementation procedures are still in the process of being
developed.

The regulatory framework to which the Intesa Sanpaolo Group is subject is furthermore open to ongoing
changes. In particular, on 23 November 2016, the European Commission presented a comprehensive
package of reforms to further strengthen the resilience of EU banks (the EU Banking Reform). The
proposals contained in the EU Banking Reform amend many of the existing provisions set forth in the CRD
IV Package, the BRRD and the SSM Regulation (each as defined below). These proposals have been
submitted for consideration by the European Parliament and Council. Until such time as the proposals are
formally approved by the European Parliament and Council, there can be no assurance as to whether, or
when, the proposed amendments will be adopted and whether they will be adopted in the manner as currently
proposed in the EU Banking Reform package and the impact (if any) they will have on the Intesa Sanpaolo
Group’s results of operations, business and financial conditions.

Basel III and CRD 1V package

In December 2009, the Basel Committee proposed strengthening the global capital framework, and in
December 2010, January 2011 and July 2011, the Basel Committee issued its final guidance on the proposed
changes to capital adequacy and liquidity requirements (Basel III), which envisaged a substantial
strengthening of capital rules existing at the time, including by, among other things, raising the quality of
capital and the quantity of Common Equity Tier 1 required in a harmonised manner (including through
changes to the items which give rise to adjustments to that capital base), introducing requirements for
Additional Tier 1 and Tier 2 capital instruments to have a mechanism that requires them to be written off or
converted into ordinary shares at the point of a relevant entity’s non-viability, strengthening the risk
coverage of the capital framework, promoting the build-up of capital buffers and introducing a new leverage
ratio (the Leverage Ratio) and two global minimum liquidity standards (the Liquidity Coverage Ratio and
the Net Stable Funding Ratio) for the banking sector. On 7 December 2017 the Basel Committee published
the final features elements of the Basel III post-crisis reforms (so called ‘Basel IV’, more detailed
herebelow).

The Basel III framework has been implemented in the EU through Directive 2013/36/EU of the European
Parliament and of the Council of 26 June 2013 on access to the activity of credit institutions and the
prudential supervision of credit institutions and investment firms (the CRD IV), Regulation (EU) No
575/2013 of the European Parliament and of the Council of 26 June 2013 (the Final Corrigendum being
published on 30th November, 2013) on prudential requirements for credit institutions and investment firms
(the CRR and together with the CRD 1V, the CRD IV Package), Delegated Regulation (EU) 2015/61 and
its supplements and the Implementing Regulation (EU) 2016/313.

Full implementation began on 1 January 2014, with particular elements being phased in over a period of time
(the requirements will be largely fully effective by 2019 and some minor transitional provisions provide for
phase-in until 2024). Additionally, it is possible that EU Member States may introduce certain provisions at
an earlier date than that set out in the CRD IV Package.

The provisions of the CRR are supplemented, in Luxembourg, by the CSSF Regulation N°14-01 on the
implementation of certain discretions contained in the CRR (the CSSF Regulation N°14-01) and by technical
regulatory and execution rules relating to the CRD IV and the CRR published through delegated regulations
of the European Commission and guidelines of the European Banking Authority. The CRD IV was
implemented into Luxembourg law by the Luxembourg act of 23 July 2015 amending, among others, the
Luxembourg act of 5 April 1993 on the financial sector, as amended (the Banking Act 1993).

In Italy the Government has approved the Legislative Decree no. 72 of 12 May 2015, implementing the CRD
IV. Such decree entered into force on 27 June 2015 and impacted, inter alia, on:
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(1). proposed acquirers of credit institutions’ holdings, shareholders and Members of the management
body requirements (Articles 22, 23 and 91 CRD IV);

(i1). competent authorities’ powers to intervene in cases of crisis management (Articles 64, 65, 102 and
104 CRD IV);

(iii). reporting of potential or actual breaches of national provisions (so called whistleblowing, (Article 71
CRD 1V); and

(iv). administrative penalties and measures (Article 65 CRD IV).

Moreover, the Bank of Italy published new supervisory regulations on banks in December 2013 (Circular of
the Bank of Italy No. 285 of 17 December 2013 the Circular No. 285) which came into force on 1 January
2014, implementing the CRD IV Package and setting out additional local prudential rules concerning matters
not harmonised at EU level. Circular No.285 has been constantly updated after its first issue the last updates
being the 20th update of 21 November 2017 effective from 22 November 2017.

Italian banks are now at all times required to satisfy the following own funds requirements: (i) a CET 1
capital ratio of 4,5%; (ii) a Tier 1 Capital ratio of 6%; and (iii) a Total Capital Ratio of 8 %. These minimum
ratios are complemented by the following capital buffers to be met with CET1 Capital:

- Capital conservation buffer: set at (i) 1.25% from 1 January 2017 to 31 December 2017, (ii) 1.875%
from 1 January 2018 to 31 December 2018, and (iii) 2.5 per cent from 1 January 2019 (pursuant to
Article 129 of the CRD IV and Part I, Title II, Chapter I, Section II of Circular No. 285, as amended in
October 2016);

- Counter-cyclical capital buffer (CCyB): set by the relevant competent authority between 0% - 2.5%
(but may be set higher than 2.5% where the competent authority considers that the conditions in the
Member State justify this), with gradual introduction from 1 January 2016 and applying temporarily in
the periods when the relevant national authorities judge the credit growth excessive (pursuant to
Article 130 of the CRD IV and Part I, Title 11, Chapter I, Section III of Circular No. 285). By a press
release announced dated 22 September 2017, the Bank of Italy has set the CCyB (relating to exposures
towards Italian counterparties) at 0% for the fourth quarter of 2017;

- Capital buffers for globally systemically important banks (G-SIBs): set as an “additional loss
absorbency” buffer ranging from 1.0% to 3.5% determined according to specific indicators (size,
interconnectedness, lack of substitutes for the services provided, global cross border activity and
complexity); to be phased in from 1 January 2016 (pursuant to Article 131 of the CRD IV and Part I,
Title II, Chapter I, Section IV of Circular No. 285) becoming fully effective on 1 January 2019; Intesa
Sanpaolo has not been identified as a G-SIB in the 2017 list of global systemically important banks
published by the FSB on 21 November 2017 and does not need to comply with a G-SII capital buffer
(or leverage ratio buffer) requirement;

- Capital buffers for other systemically important banks at a domestic level (O-SllIs, category to which
Intesa Sanpaolo currently belongs): up to 2.0% as set by the relevant competent authority
(reviewed at least annually from 1 January 2016), to compensate for the higher risk that such banks
represent to the financial system (pursuant to Article 131 of the CRD IV and Part I, Title 11, Chapter 1,
Section IV of Circular No. 285). By press release announced dated 30 November 2016, the Bank of
Italy has identified Intesa Sanpaolo Group as an O-SII authorised to operate in Italy in 2017, and has
imposed on the Intesa Sanpaolo Group an O-SII capital buffer of 0.75%, to be achieved within four
years according to a transitional period, as follows: at 0% from 1 January 2017, 0.19% from 1 January
2018, 0.38% from 1 January 2019, 0.56% from 1 January 2020 and 0.75% from 1 January 2021.

In addition to the above listed capital buffers, under Article 133 of the CRD IV each Member State may
introduce a Systemic Risk Buffer of Common Equity Tier 1 Capital for the financial sector or one or more
subsets of the sector, in order to prevent and mitigate long term non-cyclical systemic or macro-prudential
risks not covered by the CRR, in the meaning of a risk of disruption in the financial system with the potential
to have serious negative consequences to the financial system and the real economy in a specific Member
State.

The Member States setting the buffer will have to notify the Commission, the EBA, and the European
System Risk Board (the ESRB) and the competent designated competent authorities of the Member States
concerned. For buffer rates between 3% and 5%, the Commission will provide an opinion on the measure
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decided and if this opinion is negative, the Member States will have to "comply or explain". Buffer rates
above 5% will need to be authorized by the Commission through an implementing act, taking into account
the opinions provided by the ESRB and by the EBA

At this stage no provision is included on the systemic risk buffer under Article 133 of the CRD IV as the
Italian level-1 rules for the CRD IV implementation on this point have not yet been enacted.

Failure to comply with the combined buffer requirements triggers restrictions on distributions by reference to
the so-called Maximum Distributable Amounts (MDA) and the need for the bank to adopt a capital
conservation plan on necessary remedial actions (Articles 141 and 142 of the CRD IV). Pursuant to the
proposed amendments under the EU Banking Reform, an institution shall be considered as failing to meet
the combined buffer requirement for the purposes of restrictions on distributions by reference to the MDA
where it does not have own funds and eligible liabilities needed to meet its minimum requirement for own
funds and eligible liabilities although, as proposed, a six months grace period would be available before the
restrictions on distributions apply where the breach of such requirement is exclusively attributable to failure
to roll-over its eligible instruments. It is furthermore proposed that the need for a capital conservation plan
should not be triggered in such circumstances. These proposals are not yet finalised. See further "Changes in
regulatory framework" above.

As part of the CRD 1V Package transitional arrangements, as implemented by Circular No. 285, regulatory
capital recognition of outstanding instruments which qualified as Tier I and Tier II capital instruments
under the framework which the CRD IV Package has replaced (CRD III) that no longer meet the
minimum criteria under the CRD IV Package are gradually being phased out. Fixing the base at the nominal
amount of such instruments outstanding on 1 January 2013, their recognition was capped at 80% in 2014,
with this cap decreasing by 10% in each subsequent year (see, in particular, Part Two, Chapter 14, Section 2
of Circular No. 285). The same principle applies under Luxembourg law pursuant to article 17 of the CSSF
Regulation N°14-01.

The CRD IV Package contains specific mandates for the EBA to develop draft regulatory or implementing
technical standards as well as guidelines and reports related to different measures comprised in the package
in order to enhance regulatory harmonisation in Europe through the EBA Supervisory Handbook.

Insofar as the Leverage Ratio is concerned, the EBA published a report in August 2016 on the impact
assessment and calibration of the Leverage Ratio requirements, recommending the introduction of a
Leverage Ratio minimum requirement in the EU to mitigate the risk of excessive leverage.

With reference to the Liquidity Coverage Ratio (the LCR), which is a stress liquidity ratio on a 30-day
horizon, in January 2013 the Basel Committee revised its original proposal in respect of the liquidity
requirements in light of concerns raised by the banking industry, providing for a gradual phasing-in of the
LCR as well as expanding the definition of high quality liquid assets to include lower quality corporate
securities, equities and residential mortgage backed securities. Commission Delegated Regulation (EU)
2015/61 of 10 October 2014 to supplement the CRR with regard to liquidity coverage requirement for Credit
Institutions (the LCR Delegated Act) was adopted in October 2014 and published in the Official Journal of
the European Union in January 2015. It was applicable from 1 October 2015, although under a phase-in
approach and it becomes fully applicable from 1%t January 2018.

As for the Net Stable Funding Ratio (NSFR), which measures the assumed degree of stability of liabilities
and the liquidity of assets over a one-year horizon and is intended to regulate risks not already covered by
Pillar 1 requirements and complements the LCR, the Basel Committee published the final NSFR rules in
October 2014. On 17 December 2015, EBA published its report recommending the introduction of the NSFR
in the EU to ensure stable funding structures and outlining its impact assessment and proposed calibration,
with the aim of complying with a 100% target NSFR implementation in 2018, as per the Basel rules.

In November 2016, the European Commission announced the EU Banking Reform which proposes a binding
3% Leverage Ratio and a binding detailed NSFR, which will require credit institutions and systemic
investment firms to finance their long-term activities (assets and off-balance sheet items) with stable sources
of funding (liabilities) in order to increase banks’ resilience to funding constraints. In particular, under the
proposal, the Leverage Ratio requirement is set at 3% Tier 1 capital (calculated as an institution’s Tier 1
capital divided by that institution’s total exposure measure) and is added to the own funds requirements in
the CRR which institutions must meet in addition to/in parallel with their risk-based requirements, and will
apply to all credit institutions and investment firms that fall under the scope of the CRR, subject to selected
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adjustments. Under the Commission’s proposal to introduce a harmonised binding requirement for NSFR at
EU level, the amount of available stable funding will be calculated by multiplying an institution’s liabilities
and regulatory capital by appropriate factors that reflect their degree of reliability over a year. The NSFR is
expressed as a percentage and set at a minimum level of 100%, which indicates that an institution holds
sufficient stable funding to meet its funding needs during a one-year period under both normal and stressed
conditions. The NSFR will apply at a level of 100% to credit institutions and systemic investment firms two
years after the date of entry into force of the proposed amendments to the CRR. These proposals under the
EU Banking Reform (which require amendments to the CRD and the CRR) should be adopted by the
European Parliament and Council and it may not be clear when and how they will be adopted.

Should the Issuer not be able to implement the approach to capital requirements it considers optimal in order
to meet the capital requirements imposed by the CRD IV Package, it may be required to maintain levels of
capital which could potentially impact its credit ratings, funding conditions and limit the Issuer’s growth
opportunities.

In addition to the substantial changes in capital and liquidity requirements introduced by Basel III and the
CRD IV Package, there are several other initiatives, some yet to be finalised, which represent additional
regulatory pressure over the medium term and will impact the EU’s future regulatory direction. These
initiatives include, amongst others, a revised Markets in Financial Instruments EU Directive and Markets in
Financial Instruments EU Regulation, which will apply as of 3 January 2018 subject to certain transitional
arrangements. The Basel Committee published certain proposed changes to the current securitisation
framework and has published a revision of the framework on 11 July 2016, including amendments on
simple, transparent and comparable (STC) securitisations, which is going to be implemented in January
2018. Additional consultations on criteria and capital treatment of short term securitisations were also
launched by the Basel Committee and were closed in October 2017. At the same time the European
Commission has published in September 2015 a “Securitisation package” proposal under the Capital
Markets Union (CMU) project. The package includes a draft regulation on Simple Transparent and
Standardised (STS) securitisations and proposed amendments to the CRR. In December 2016 the European
Parliament’s Economic and Monetary Affairs Committee (ECON) agreed compromise amendments to the
proposed new securitisation regulation and the related CRR amending regulation. On 26 October 2017 the
Parliament has approved the final text of the securitisation regulation which will enter into force on 1
January 2019. On 9 November 2015 the Financial Stability Board (FSB) published its final Total Loss-
Absorbing Capacity (TLAC) Principles and Term Sheet, proposing that G-SIBs maintain significant
minimum amounts of liabilities that are subordinated (by law, contract or structurally) to liabilities excluded
from TLAC, such as guaranteed insured deposits, derivatives, etc. and which forms a new standard for G-
SIBs. The TLAC Principles and Term Sheet contains a set of principles on loss absorbing and
recapitalisation capacity of G-SIBs in resolution and a term sheet for the implementation of these principles
in the form of an internationally agreed standard. The FSB will undertake a review of the technical
implementation of the TLAC Principles and Term Sheet by the end of 2019. The TLAC Principles and Term
Sheet require a minimum TLAC requirement for each G-SIB at the greater of (a) 16 per cent. of risk
weighted assets (RWA) as of 1 January 2019 and 18 per cent. as of 1 January 2022, and (b) 6 per cent. of the
Basel III Tier 1 leverage ratio denominator as of 1 January 2019, and 6.75 per cent. as of 1 January 2022.

Liabilities that are eligible for TLAC shall be capital instruments and instruments that are contractually,
statutorily or structurally subordinated to certain “excluded liabilities” (including insured deposits and
liabilities that cannot be effectively written down or converted into equity by relevant authorities). The
impact on G-SIBs may well come ahead of 2019, as markets may force earlier compliance and as banks will
need to adapt their funding structure in advance.

With a view to ensuring full implementation of the TLAC standard in the EU, the European Commission has
proposed in the EU Banking Reform package to harmonise the minimum requirements for own funds and
eligible liabilities (MREL) applicable to G-SlIs (global systematically important institutions) with the TLAC
standard and to allow resolution authorities, on the basis of bank-specific assessments, to require that G-SllIs
comply with a supplementary MREL requirement strictly linked to the resolvability analysis of a given G-
SII. Intesa Sanpaolo has not been identified as a G-SIB in the 2017 list of global systematically important
banks published by the FSB on 21 November 2017 and will therefore be subject to a MREL requirement set
in accordance with the resolution strategy decided by the SRB in conjunction with the ECB. However, there
can be no assurance that Intesa Sanpaolo will not be identified as a G-SIB in the future, or that TLAC or
other similar requirements will not be imposed on domestic systemically important banks (D-SIBs). See
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further “The Intesa Sanpaolo Group is subject to the provisions of the EU Recovery and Resolution
Directive” below.

It is worth mentioning the Basel Committee has published the standard Minimum capital requirements for
market risk in January 2016, which is supposed to enter into force on 1 January 2019. The Basel Committee
on 7 December 2017 has published the Basel III post-crisis reforms (Basel 1V), adopted by the Group of
Governors and Heads of Supervision (GHOS), with the aim to strengthen certain components of the
regulatory framework (e.g. increasing the level of capital requirements) and to restore credibility in the
calculation of risk-weighted assets. This includes the “ revised standardised approaches (credit, market,
credit valuation adjustment risk, operational risk) review of the capital floor of the IRB framework and of
the leverage ratio surcharge buffer for G-SIBs. The regulator’s primary aim has been to eliminate
unwarranted levels of RWA variance. The new setup will have a revolutionary impact on risk modelling:
directly on the exposures assessed via standardized approach, but also indirectly on internal ratings based
approach (“IRB”) RWA, due to the introduction of a new output floor (72.5% of the total risk-weighted
assets using only the standardised approach). Also for counterparty exposures (generated by derivatives) the
Basel Committee has retained Internal models, but subject to a floor based on a percentage of the applicable
standardised approach. Moreover, in the context of the revision of Credit Valuation Adjustment (CVA) risk
framework, the revised framework provides for the adoption of a standardised approach and basic approach.
The implementation date for the reforms is the 1 January 2022, but the output floor will be phased-in in 6
years, starting as a 50% the 1 January 2022 and reaching the 72.5% as of the 1 January 2025. The
implementation of the Fundamental Review of the Trading Book has been postponed by the Basel
Committee to 1 January 2022 to allow the Basel Committee to finalise the remaining elements of the
framework and align the implementation date to the one set for the Basel III post-crisis reforms.

The EU Banking Reform proposes to change the rules for calculating the capital requirements for market
risks against trading book positions set out in the CRR. The proposal seeks to transpose the work done by the
Basel Committee (but not yet finalised in all its elements) on the Fundamental Review of the Trading Book
(January 2016) into EU law by establishing clearer and more easily enforceable rules on the scope of
application to prevent regulatory arbitrage; improving risk-capture, making requirements proportionate to
reflect more accurately the actual risks to which banks are exposed; and strengthening the conditions to use
internal models to enhance consistency and risk-weight comparability across banks. The proposed new rules
envisage a phase-in period.

These and other potential future changes in the regulatory framework and how they are implemented may
have a material effect on all the European banks and on the Intesa Sanpaolo Group’s business and
operations. As the new framework of banking laws and regulations affecting the Intesa Sanpaolo Group is
currently being implemented, the manner in which those laws and related regulations will be applied to the
operations of financial institutions is still evolving. In particular, it is currently unclear how and when the EU
Banking Reform will be adopted. No assurance can be given that laws and regulations will be adopted,
enforced or interpreted in a manner that will not have an adverse effect on the business, financial condition,
cash flows and results of operations of the Intesa Sanpaolo Group. Prospective investors in the Covered
Bonds should consult their own advisers as to the consequences for them of the application of the above
regulations as implemented by each Member State.

ECB Single Supervisory Mechanism

On 15 October 2013, the Council of the European Union adopted Council Regulation (EU) No. 1024/2013
conferring specific tasks on the ECB concerning policies relating to the prudential supervision of credit
institutions (the SSM Regulation) for the establishment of a single supervisory mechanism (the Single
Supervisory Mechanism or SSM). From 4 November 2014 the SSM Regulation has given the ECB, in
conjunction with the national regulatory authorities of the Eurozone and participating Member States, direct
supervisory responsibility over “banks of significant importance” in the eurozone. In this respect, “banks of
significant importance” include any Eurozone bank that (i) has assets greater than €30 billion or — unless the
total value of its assets is below €5 billion — greater than 20% of national gross domestic product; (ii) is one
of the three most significant credit institutions established in a Member State; (iii) has requested, or is a
recipient of, direct assistance from the European Financial Stability Facility or the European Stability
Mechanism; (iv) is considered by the ECB to be of significant relevance where it has established banking
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subsidiaries in more than one participating Member State and its cross-border assets/liabilities represent a
significant part of its total assets/liabilities.

Notwithstanding the fulfilment of these criteria, the ECB, on its own initiative after consulting with national
competent authorities or upon request by a national competent authority, may declare an institution
significant to ensure the consistent application of high-quality supervisory standards. Intesa Sanpaolo and the
Intesa Sanpaolo Group have been classified, respectively, as a significant supervised entity and a significant
supervised group within the meaning of Regulation (EU) No. 468/2014 of the European Central Bank of 16
April 2014 establishing the framework for co-operation within the Single Supervisory Mechanism between
the European Central Bank and national competent authorities and with national designated authorities (the
SSM Framework Regulation) and, as such, are subject to direct prudential supervision by the ECB in
respect of the functions conferred on the ECB by the SSM Regulation and the SSM Framework Regulation.

The relevant national competent authorities for the purposes of the SSM Regulation and the SSM
Framework Regulation continue to be responsible, in respect of Intesa Sanpaolo and its subsidiaries, for
supervisory functions not conferred on the ECB, such as consumer protection, money laundering, payment
services, and supervision over branches of third country banks. The ECB, on the other hand, is exclusively
responsible for key tasks concerning the prudential supervision of credit institutions, which includes, inter
alia, the power to: (i) authorise and withdraw the authorisation of all credit institutions in the Eurozone and
in the Member States participating to the SSM; (ii) assess acquisition and disposal of holdings in other
banks; (iii) ensure compliance with all prudential requirements laid down in general EU banking rules; (iv)
set, where necessary, higher prudential requirements for certain banks to protect financial stability under the
conditions provided by EU law; (v) ensure compliance with robust corporate governance practices and
internal capital adequacy assessment controls; and (vi) intervene at the early stages when risks to the
viability of a bank exist, in coordination with the relevant resolution authorities. National options and
discretions that have so far been exercised by national competent authorities will be exercised by the SSM in
a largely harmonised manner throughout the European Banking Union (the Banking Union). In this respect,
on 14 March 2016 and 24 March 2016, respectively, the ECB adopted Regulation (EU) 2016/445 on the
exercise of options and discretions as well as the ECB Guide on options and discretions available in
European Union law (the ECB Guide), as supplemented by the Addendum published on 10 August 2016.
These documents lay down how the exercise of options and discretions in banking legislation (CCR, CRD
IV and LCR Delegated Act) will be harmonised in the Euro area. They shall apply exclusively with regard to
those credit institutions classified as “significant” in accordance with Article 6(4) of the SSM Regulation and
Part IV and Article 147(1) of the SSM Framework Regulation. Depending on the manner in which these
options/discretions have so far been exercised by the national competent authorities and on the manner in
which the SSM will exercise them in the future, additional/lower capital requirements may result. Regulation
(EU) 2016/445 entered into force on 1 October 2016, while the ECB Guide has been operational since its
publication.

In order to foster consistency and efficiency of supervisory practices across the eurozone, the EBA is
developing a single supervisory handbook applicable to EU Member States (the EBA Supervisory
Handbook).

The Intesa Sanpaolo Group is subject to the provisions of the EU Recovery and Resolution Directive

On 2 July 2014, the Directive 2014/59/EU providing for the establishment of an EU-wide framework for the
recovery and resolution of credit institutions and investment firms (the Bank Recovery and Resolution
Directive or BRRD) entered into force.

The BRRD is designed to provide authorities with a credible set of tools to intervene sufficiently early and
quickly in an unsound or failing institution so as to ensure the continuity of the institution’s critical financial
and economic functions, while minimising the impact of an institution’s failure on the economy and financial
system.

The BRRD contains four resolution tools and powers which may be used alone or in combination where the
relevant resolution authority considers that (a) an institution is failing or likely to fail, (b) there is no
reasonable prospect that any alternative private sector measures would prevent the failure of such institution
within a reasonable timeframe, and (c¢) a resolution action is in the public interest: (i) sale of business - which
enables resolution authorities to direct the sale of the firm or the whole or part of its business on commercial
terms; (ii) bridge institution - which enables resolution authorities to transfer all or part of the business of the
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firm to a “bridge institution” (an entity created for this purpose that is wholly or partially in public control);
(iii) asset separation — which enables resolution authorities to transfer assets to one or more publicly owned
asset management vehicles to allow them to be managed with a view to maximising their value through
eventual sale or orderly wind-down (this can be used together with another resolution tool only); and (iv)
bail-in - which gives resolution authorities the power to write down certain claims of unsecured creditors of a
failing institution and to convert certain unsecured debt claims into shares or other instruments of ownership
(i.e. shares, other instruments that confer ownership, instruments that are convertible into or give the right to
acquire shares or other instruments of ownership, and instruments representing interests in shares or other
instruments of ownership) (the general bail-in tool). Such shares or other instruments of ownership could
also be subject to any future application of the BRRD. For more details on the implementation in Italy please
refer to the paragraphs below.

An institution will be considered as failing or likely to fail when: it is, or is likely in the near future to be, in
breach of its requirements for continuing authorisation; its assets are, or are likely in the near future to be,
less than its liabilities; it is, or is likely in the near future to be, unable to pay its debts or other liabilities as
they fall due; or it requires extraordinary public financial support (except in limited circumstances).

In addition to the general bail-in tool, the BRRD provides for resolution authorities to have the further power
to permanently write-down/convert certain instruments into shares or other instruments of ownership at the
point of non-viability and before any other resolution action is taken ("non-viability loss absorption"). Any
shares issued to holders of such instruments upon any such conversion may also be subject to any application
of the general bail-in tool.

For the purposes of the application of any non-viability loss absorption measure, the point of non-viability
under the BRRD is the point at which the relevant authority determines that the Issuer, or as the case may be,
the Intesa Sanpaolo Group meets the conditions for resolution (but no resolution action has yet been taken)
or that the Issuer, or as the case may be, the Intesa Sanpaolo Group will no longer be viable unless the
relevant capital instruments are written-down/converted or extraordinary public support is to be provided and
without such support the appropriate authority determines that the Issuer, or as the case may be, the Intesa
Sanpaolo Group would no longer be viable.

In the context of these resolution tools, the resolution authorities have the power to amend or alter the
maturity of certain debt instruments issued by an institution under resolution or amend the amount of interest
payable under such instruments, or the date on which the interest becomes payable, including by suspending
payment for a temporary period.

The BRRD requires all EU Member States to create a national, prefunded resolution fund, reaching a level of
at least 1 per cent. of covered deposits within 10 years. The national resolution fund for Italy was created in
November 2015 in accordance with Article 78 of Legislative Decree No. 180/2015 implementing the BRRD
(the National Resolution Fund) and required both ordinary and extraordinary contributions to be made by
Italian banks and investment firms, including the Issuer. In the Banking Union, the national resolution funds
set up under the BRRD were replaced by the Single Resolution Fund (SRF), set up under the control of the
Single Resolution Board (SRB), as of 1 January 2016 and the national resolution funds will be pooled
together gradually. The SRF is intended to ensure the availability of funding support while a bank is resolved
and will contribute to resolution if at least 8 per cent. of the total liabilities (including own funds) of the bank
have been subject to bail-in. Therefore, as of 2016, the SRB will calculate, in line with a Council
Implementing Act, the annual contributions of all institutions authorised in the Member States participating
in the Single Supervisory Mechanism and the Single Resolution Mechanism or the SRM. The SRF is to be
built up over eight years, beginning in 2016, to the target level of €55 billion (the basis being 1 per cent. of
the covered deposits in the financial institutions of the Banking Union). Once this target level is reached, in
principle, the banks will have to contribute only if the resources of the SRF are used up in order to deal with
resolutions of other institutions. Under the BRRD, the target level of the national resolution funds is set at
national level and calculated on the basis of deposits covered by deposit guarantee schemes. Under the SRM,
the target level of the SRF is European and is the sum of the covered deposits of all institutions established in
the participating Member States. This results in significant variations in the contributions by the banks under
the SRM as compared to the BRRD. To mitigate any such abrupt changes for banks in some participating
Member States when switching to the European target level, an implementing regulation was agreed which
provides for an adjustment mechanism during the initial eight years period when the SRF is being built up,
by way of a gradual phasing in of the SRM methodology.
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The BRRD also provides for a Member State as a last resort, after having assessed and exhausted the above
resolution tools to the maximum extent practicable whilst maintaining financial stability, to be able to
provide extraordinary public financial support through additional financial stabilisation tools. These consist
of the public equity support and temporary public ownership tools. Any such extraordinary financial support
must be provided in accordance with the EU state aid framework and will require, in any case, a contribution
to loss absorption by shareholders and creditors via write-down , conversion or otherwise, in an amount
equal to at least 8 per cent. of total liabilities (including own funds).

Although the bail-in powers are not intended to apply to secured debt (such as the rights of Covered
Bondholders in respect of the Covered Bond Guarantee), the determination that securities issued by the
Intesa Sanpaolo Group will be subject to write-down, conversion or bail-in is likely to be inherently
unpredictable and may depend on a number of factors which may be outside of the Intesa Sanpaolo Group’s
control. This determination will also be made by the relevant resolution authority and there may be many
factors, including factors not directly related to the bank or the Intesa Sanpaolo Group, which could result in
such a determination. Because of this inherent uncertainty, it will be difficult to predict when, if at all, the
exercise of a bail-in power may occur which would result in a principal write off or conversion to other
securities, including equity. Moreover, as the criteria that the relevant resolution authority will be obliged to
consider in exercising any bail-in power provide it with considerable discretion, holders of the securities
issued by the Intesa Sanpaolo Group may not be able to refer to publicly available criteria in order to
anticipate a potential exercise of any such power and consequently its potential effect on the Intesa Sanpaolo
Group and the securities issued by the Intesa Sanpaolo Group. Potential investors in the securities issued by
the Intesa Sanpaolo Group should consider the risk that a holder may lose all or part of its investment,
including the principal amount plus any accrued interest, if such statutory loss absorption measures are acted
upon.

With specific reference to the Covered Bonds, to the extent that claims in relation to the relevant Covered
Bonds are not met out of the assets of the Cover Pool or the proceeds arising from it (and the Covered Bonds
subsequently rank pari passu with senior debt), the Covered Bonds may be subject to write-down or
conversion into equity by the competent resolution authorities on any application of the general bail-in tool,
which may result in Covered bondholders losing some or all of their investment. In the limited circumstances
described above, the exercise of any power under the BRRD or any suggestion of such exercise could,
therefore, materially adversely affect the rights of Covered Bondholders, the price or value of their
investment in any relevant Covered Bonds and/or the ability of the Issuer to satisfy its obligations under any
relevant Covered Bonds.

The BRRD has been implemented in Italy through the adoption of two Legislative Decrees by the Italian
Government, namely, Legislative Decrees Nos. 180/2015 and 181/2015 (together, the BRRD Decrees), both
of which were published in the Italian Official Gazette (Gazzetta Ulficiale) on 16 November 2015.
Legislative Decree No. 180/2015 is a stand-alone law which implements the provisions of BRRD relating to
resolution actions, while Legislative Decree No. 181/2015 amends the existing Banking Law (Legislative
Decree No. 385 of 1 September 1993, as amended) and deals principally with recovery plans, early
intervention and changes to the creditor hierarchy. The BRRD Decrees entered into force on 16 November
2015, save that: (i) the bail-in tool applied from 1 January 2016; and (ii) a "depositor preference" granted for
deposits other than those protected by the deposit guarantee scheme and excess deposits of individuals and
SME’s will apply from 1 January 2019. All provisions other than those relating to bail-in took effect as of 15
July 2015; the provisions relating to bail-in took effect as of 1 January 2016.

It is important to note that, pursuant to Article 49 of Legislative Decree No. 180/2015, resolution authorities
may not exercise the bail-in powers in relation to secured liabilities, including covered bonds or their related
hedging instruments, save to the extent that these powers may be exercised in relation to any part of a
secured liability (including covered bonds and their related hedging instruments) that exceeds the value of
the assets, pledge, lien or collateral against which it is secured. In addition, because (i) Article 44(2) of the
BRRD excludes certain liabilities from the application of the general bail- in tool and (ii) the BRRD
provides, at Article 44(3), that the resolution authority may in specified exceptional circumstances partially
or fully exclude certain further liabilities from the application of the general bail-in tool, the BRRD
specifically contemplates that pari passu ranking liabilities may be treated unequally.

Insofar as the creditor hierarchy is concerned, it should be noted also that certain categories of liability are
subject to the mandatory exclusions from bail-in foreseen in Article 44(2) of the BRRD. For instance, most
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forms of liability for taxes, social security contributions or to employees benefit from privilege under Italian
law and as such are preferred to ordinary senior unsecured creditors in the context of liquidation
proceedings. Also, Article 108 of the BRRD requires that Member States modify their national insolvency
regimes such that deposits of natural persons and micro, small and medium sized enterprises in excess of the
coverage level contemplated by deposit guarantee schemes created pursuant to Directive 2014/49/EU have a
ranking in normal insolvency proceedings which is higher than the ranking which applies to claims of
ordinary, unsecured, non-preferred creditors. In addition, the BRRD does not prevent Member States,
including Italy, from amending national insolvency regimes to provide other types of creditors, with rankings
in insolvency higher than ordinary, unsecured, non-preferred creditors. Legislative Decree No. 181/2015 has
amended the creditor hierarchy in the case of admission of Italian banks and investment firms to resolution,
by providing that, as from 1 January 2019, all deposits other than those protected by the deposit guarantee
scheme and excess deposits of individuals and SME’s will benefit from a preference in respect of senior
unsecured liabilities, though with a ranking which is lower than that provided for individual/SME deposits
exceeding the coverage limit of the deposit guarantee scheme. This means that, as from 1 January 2019,
significant amounts of liabilities in the form of large corporate and interbank deposits which under the
national insolvency regime currently in force in Italy rank pari passu with any unsecured liability owed to the
Covered Bondholders, will rank higher than such unsecured liabilities in normal insolvency proceedings and
therefore that, on application of the general bail-in tool, such creditors will be written-down/converted into
equity capital instruments only after Covered Bonds (for the portion, if any, that could be subject to bail-in in
accordance with the above). Therefore, the safeguard set out in Article 75 of the BRRD would not provide
any protection since, Article 75 of the BRRD only seeks to achieve compensation for losses incurred by
creditors which are in excess of those which would have been incurred in a winding-up under normal
insolvency proceedings. The position concerning the creditor hierarchy has been further modified by the EU
Banking Reform which proposes to amend Article 108 of the BRRD to introduce an EU harmonised
approach on subordination. This will enable banks to issue debt in a new MREL eligible statutory category
of unsecured debt available in all EU Member States which will rank just below the most senior debt and
other senior liabilities for the purposes of liquidation, while still being part of the senior unsecured debt
category (only as a lower tier of senior debt). On 25 October 2017 and will likely enter into force by the end
of 2017 the European Parliament, the Council and the EU Commission agreed on elements of the review of
the BRRD. The Permanent Representatives Committee of the Council of Ministers is expected to endorse the
agreements as the text needs to be in place by the beginning of 2018. If approved, Member States will be
required to adopt and publish relevant laws, regulations and administrative provisions necessary to comply
with the amendment to the creditor hierarchy by 12 months from the date of entry into force or 1 January
2019, whichever is the earlier. The new creditor hierarchy will apply to new issuances of bank debts. The
outstading debt instrument will be considered as senion non-prefered debt if compliant with the conditions
set up by new Article 108 (e.g. grandfathering clause).

On 8 March 2017, the ECB published its opinion on the proposal contained in the EU Banking Reform
package to amend the BRRD provisions relating to the ranking of unsecured debt instruments in insolvency
hierarchy. In particular, the ECB proposes to remove the minimum one year maturity limitation for senior
non-preferred debt instruments envisaged in the EU Banking Reform package, as well as to introduce a
general depositor preference (based on a tiered approach) by introducing a third priority ranking in Article
108 of BRRD for other deposits, such as large corporate deposits, deposits by credit institutions etc. It is
currently unclear when (or the exact manner in which) the proposed amendments to the BRRD to amend
creditors’ hierarchy in insolvency will be finalised and implemented.

Legislative Decree No. 181/2015 has also introduced strict limitations on the exercise of the statutory rights
of set-off normally available under Italian insolvency laws, in effect prohibiting set-off by any creditor in the
absence of an express agreement to the contrary.

The BRRD also established that institutions shall meet, at all times, a minimum requirement for own funds
and eligible liabilities. Under Article 45 of the BRRD, MREL is to be calculated as the amount of own funds
and eligible liabilities expressed as a percentage of total liabilities and own funds of the institution. The
BRRD does not foresee an absolute minimum, but attributes the competence to set a minimum amount for
each bank to national resolution authorities (for banks not being part of the Banking Union) or to the SRB
for banks being part of the Banking Union.

On 23 May 2016, the European Commission adopted Commission Delegated Regulation (EU) 2016/1450
supplementing BRRD that specifies the criteria which further define the way in which resolution
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authorities/the SRB shall calculate MREL, as described in article 45(6) of the BRRD. Article 8 of the
aforementioned regulation provides that resolution authorities may determine an appropriate transitional
period for the purposes of meeting the full MREL requirement. On 19 July 2016 the EBA launched a public
consultation on its interim report on the implementation and design of the MREL, and the final report was
published by EBA on 14 December 2016.

The EU Banking Reform of November 2016 introduces a number of proposed amendments to the MREL
framework. In particular, it is proposed that the MREL — which should be expressed as a percentage of the
total risk exposure amount and of the leverage ratio exposure measure of the relevant institution — should be
determined by the resolution authorities at an amount to allow banks to absorb losses expected in resolution
and recapitalise the bank post-resolution. In addition, it is proposed that resolution authorities may require
institutions to meet higher levels of MREL in order to cover losses in resolution that are higher than those
expected under a standard resolution scenario and to ensure a sufficient market confidence in the entity post-
resolution. These higher levels will take the form of “MREL guidance”, and it is currently envisaged that
institutions that fail to meet the MREL guidance shall not be subject to the restrictions on the ability to make
distributions (so-called Maximum Distributable Amount). For banks which are not included in the list of G-
SIBs (such as Intesa Sanpaolo), liabilities that satisfy the requisite conditions (including, inter alia, the one-
year residual maturity requirements) and do not qualify as Common Equity Tier 1, Additional Tier 1 and
Tier 2 items under the CRR, shall qualify as eligible liabilities for the purpose of MREL, unless they fall into
any of the categories of excluded liabilities. The EU Banking Reform also introduces an external MREL
requirement and an internal MREL requirement to apply to entities belonging to a banking group, in line
with the approach underlying the TLAC standard. The SRB, together with the national resolution authorities,
started to develop its MREL approach in 2016, consisting of informative targets that sought to enable banks
to prepare for their future MREL requirements. Data collection for the determination of the MREL
commenced in February 2016, with informative consolidated MREL targets for 2016 defined at the level of
the EU consolidating parent. Going forward, the SRB aims to develop its MREL policy with a view to
setting binding MREL targets, to refine its MREL approach for 2017 and beyond and to develop additional
policies and methodologies based on existing legislation and relevant regulatory developments (including the
EU Banking Reform). Institutions will be required to comply with binding MREL targets at consolidated
level after an appropriate transition period, while MREL requirements at material entity level will be defined
in a second stage.

The BRRD is intended to enable a range of actions to be taken in relation to credit institutions and
investment firms considered to be at risk of failing. The powers set out in the BRRD and in the BRRD
Decrees will impact how credit institutions and investment firms are managed as well as, in certain
circumstances, the rights of creditors. The implementation of the BRRD or the taking of any resolution
action, as well as the proposed amendments to the BRRD under the EU Banking Reform, and the related
decisions by the SRB, have a direct impact on the capital requirements of banks and could (directly or
indirectly) materially affect the value of any Covered Bond. The exercise of any power under the BRRD
and/or the BRRD Decrees or any suggestion or perceived suggestion of such exercise could, therefore,
materially adversely affect the rights of holders of the Covered Bonds, the price or value of their investment
in any Covered Bonds and/or the ability of the Issuer to satisfy its obligations under any Covered Bonds.

The Intesa Sanpaolo Group is subject to the provisions of the Regulation establishing the Single
Resolution Mechanism

On 19 August 2014, the Regulation (EU) No. 806/2014 establishing a Single Resolution Mechanism (the
SRM Regulation) entered into force.

The Single Resolution Mechanism became operational on 1 January 2016. There are, however, certain
provisions including those concerning the preparation of resolution plans and provisions relating to the
cooperation of the Single Resolution Board with national resolution authorities, which entered into force on
1 January 2015.

The SRM Regulation, which will complement the SSM (as defined above), will apply to all banks supervised
by the SSM. It will mainly consist of the Single Resolution Board and the Single Resolution Fund.
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A centralised decision-making process will be built around the Single Resolution Board and will involve the
European Commission and the Council of the European Union — which will have the possibility to object to
Board decisions — as well as the ECB and the national resolution authorities.

The Single Resolution Fund, which will back the SRM Regulation decisions mainly taken by the Single
Resolution Board, will be divided into national compartments during an eight-year transitional period, as set
out by an intergovernmental agreement. Contributions by those banks required to pay contributions to
national resolution funds will be transferred gradually into the Single Resolution Fund starting from 2016
(and will be additional to the contributions to the national deposit guarantee schemes).

The Single Resolution Mechanism framework should be able to ensure that, instead of national resolution
authorities, there will be a single authority — i.e. the Single Resolution Board — which will take all relevant
decisions for the resolution of banks being supervised by the SSM and part of the Banking Union.

There are other benefits that will derive from the Banking Union. Such benefits are aimed at (a) breaking the
negative feed loop between banks and their sovereigns; (b) providing a solution to home-host conflicts in
resolution; and (c¢) a competitive advantage that Banking Union banks will have vis-a-vis non-Banking
Union ones, due to the availability of a larger resolution fund.

The Intesa Sanpaolo Group may be subject to a proposed EU regulation on mandatory separation of
certain banking activities

On 29 January 2014, the European Commission adopted a proposal for a new regulation on structural reform
of the European banking sector following the recommendations released on 31 October 2012 by the High
Level Expert Group (the Liikanen Group) on the mandatory separation of certain banking activities. The
proposed regulation contains new rules which would prohibit the biggest and most complex banks from
engaging in the activity of proprietary trading and introduce powers for supervisors to separate certain
trading activities from the relevant bank’s deposit-taking business if the pursuit of such activities
compromises financial stability. This proposal was intended to take effect from 2017. However, legislative
proposal of the regulation has stalled. Alongside this proposal the Commission has adopted accompanying
measures aimed at increasing transparency of certain transactions in the shadow banking sector.

1. Should a mandatory separation be imposed, additional costs at Intesa Sanpaolo Group level are not
ruled out, in terms of higher funding costs, additional capital requirements and operational costs due to the
separation, lack of diversification benefits. Due to relatively limited trading activity, Italian banks could be
penalized and put at a relative disadvantage in comparison with their main global and European competitors.
As a result, the proposal could lead to the creation of an oligopoly where only the biggest players would be
able to support the separation of the trading activities and the costs that will be incurred. An additional layer
of complexity, leading to uncertainty, is the high risk of diverging approaches throughout Europe on this
issue.

The Intesa Sanpaolo Group may be affected by a proposed EU Financial Transactions Tax

On 14 February 2013 the European Commission published a legislative proposal on a new Financial
Transactions Tax (the FTT). The proposal followed the Council’s authorisation to proceed with the adoption
of the FTT through enhanced cooperation, i.e. adoption limited to 11 countries initially, now to 10 because
Estonia left the enhanced cooperation - among which Italy, France, Germany and Austria. Although
implementation was originally envisaged for 1 January 2014, the process has been repeatedly delayed.

If adopted, the impact on the ‘real economy’ of the FTT as currently envisaged — especially for corporations
— could be severe as many financial transactions are made on behalf of businesses that would bear the
additional costs of the tax. For example, a transaction tax would raise the cost of the sale and purchase of
corporate bonds in a time where it is widely acknowledged that access to capital markets by corporate issuers
has to be incentivised.

Moreover, it is a matter of concern for the Intesa Sanpaolo Group that the proposal does not exempt the
transfers of financial instruments within a group. Thus, if a financial instrument is not purchased for a client
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but only moved within a banking group, each transaction would be subject to taxation. Also, the inclusion of
derivatives and repos/lending transactions in the taxation scope clashes with the efficiency of financial
markets.

However, the FTT proposal remains subject to negotiation between the participating Member States and the
scope of any such tax is uncertain. Additional EU Member States may decide to participate.

The Intesa Sanpaolo Group may be affected by new accounting standards

Following the entry into force and subsequent application of new accounting standards, regulatory rules
and/or the amendment of existing standards and rules (including the ECB’s comprehensive assessment of
European banks), the Intesa Sanpaolo Group may have to revise the accounting and regulatory treatment of
certain transactions and the related income and expense.

In this regard, it should be pointed out that a relevant change is expected from the mandatory application of
IFRS 9 from 1 January 2018 onwards. In particular, IFRS 9 -which was issued on 24 July 2014 and endorsed
by the European Commision on 22 November 2016 -will introduce significant changes with regard to
classification, measurement, impairment and hedge accounting of financial instruments, replacing IAS 39.
The most significant impact of the IFRS 9 standard on financial instruments which will replace the current
IAS 39 is the change from an incurred credit loss approach to an expected credit loss approach. As the
impact on the level of provisions and credit ratios can be significant, the European Commission has proposed
in the EU Banking Reform package a five-year phasing-in period.

Given the pervasive impacts of IFRS 9 on business, organisation and reporting, commencing 2015 the Intesa
Sanpaolo Group launched a specific project aimed at studying and determining the impact of the IFRS 9 in
qualitative and quantitative terms as well as identifying the practical and organisational measures required
for its consistent, systematic and effective adoption within the Intesa Sanpaolo Group.

The Intesa Sanpaolo Group’s business is focused primarily on the Italian domestic market and therefore
adverse economic conditions in Italy or a delayed recovery in the Italian market may have particularly
negative effects on the Intesa Sanpaolo Group’s financial condition and results of operations

Although the Intesa Sanpaolo Group operates in many countries, Italy is its primary market. Its business is
therefore particularly sensitive to adverse macroeconomic conditions in Italy.

The persistence of adverse economic conditions in Italy, or a slower recovery in Italy compared to other
OECD nations, could have a material adverse effect on the Intesa Sanpaolo Group’s business, results of
operations or financial condition.

In addition, any downgrade of the Italian sovereign credit rating or the perception that such a downgrade
may occur, may destabilise the markets and have a material adverse effect on the Intesa Sanpaolo Group’s
operating results, liquidity position, financial condition and prospects as well as on the marketability of the
Covered Bonds.

Governmental and central banks’ actions intended to support liquidity may be insufficient or discontinued

In response to the financial markets crisis, the reduced liquidity available to market operators in the industry,
the increase of risk premiums and the capital requirements demanded by investors, intervention with respect
to the level of capitalisation of banking institutions has had to be further increased. In many countries, this
has been achieved through support measures for the financial system as well as, in the past direct
intervention by governments in the share capital of the banks in different forms. In order to technically
permit such government support, financial institutions were required to pledge securities deemed appropriate
by different central financial institutions as collateral. As a result of changes in the regulatory framework,
any extraordinary financial support to failing institutions by Member States are now subject to restrictive
conditions, and must be made in strict compliance with the EU state aid framework.
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The unavailability of liquidity through such measures, or the decrease or discontinuation of such measures
by governments and central authorities could result in increased difficulties in procuring liquidity in the
market and/or result in higher costs for the procurement of such liquidity, thereby adversely affecting the
banking industry in general, and accordingly (directly or indirectly) Intesa Sanpaolo Group's business,
financial condition and results of operations.

3. Risks Factors relating to the Covered Bonds
The Covered Bonds may not be a suitable investment for all investors

Each potential investor in the Covered Bonds must determine the suitability of that investment in light of its
own circumstances. In particular, each potential investor should:

(1) have sufficient knowledge and experience to make a meaningful evaluation of the Covered Bonds,
the merits and risks of investing in the Covered Bonds and the information contained or incorporated
by reference in this Base Prospectus or any applicable supplement;

(i1) have access to, and knowledge of, appropriate analytical tools to evaluate, in the context of its
particular financial situation, an investment in the Covered Bonds and the impact the Covered Bonds
will have on its overall investment portfolio;

(ii1) have sufficient financial resources and liquidity to bear all of the risks of an investment in the
Covered Bonds, including Covered Bonds where the currency for principal or interest payments is
different from the potential investor’s currency;

(iv) understand thoroughly the terms of the Covered Bonds and be familiar with the behaviour of any
relevant indices and financial markets; and

) be able to evaluate (either alone or with the help of a financial adviser) possible scenarios for
economic, interest rate and other factors that may affect its investment and its ability to bear the
applicable risks.

Some Covered Bonds are complex financial instruments. Sophisticated institutional investors generally do
not purchase complex financial instruments as stand-alone investments. They purchase complex financial
instruments as a way to reduce risk or enhance yield with an understood, measured, appropriate addition of
risk to their overall portfolios. A potential investor should not invest in Covered Bonds which are complex
financial instruments unless it has the expertise (either alone or with a financial adviser) to evaluate how the
Covered Bonds will perform under changing conditions, the resulting effects on the value of the Covered
Bonds and the impact this investment will have on the potential investor’s overall investment portfolio.

The regulation and reform of “benchmarks” may adversely affect the value of Covered Bonds linked to such
“benchmarks”

The London Interbank Offered Rate (LIBOR), the Euro Interbank Offered Rate (EURIBOR) and other
indices which are deemed to be “benchmarks™ are the subject of recent national, international and other
regulatory guidance and proposals for reform. Some of these reforms are already effective while others are
still to be implemented. These reforms may cause such benchmarks to perform differently than in the past, or
to disappear entirely, or have other consequences which cannot be predicted. Any such consequence could
have a material adverse effect on any Covered Bonds linked to such a “benchmark”.

Regulation (EU) 2016/1011 (the Benchmarks Regulation) was published in the Official Journal of the EU
on 29 June 2016 and will apply from 1 January 2018. The Benchmarks Regulation applies to the provision of
benchmarks, the contribution of input data to a benchmark and the use of a benchmark, within the EU. It
will, among other things, (i) require benchmark administrators to be authorised or registered (or, if non-EU-
based, to be subject to an equivalent regime or otherwise recognised or endorsed) and (ii) prevent certain
uses by EU supervised entities (such as the Issuers) of benchmarks of administrators that are not authorised
or registered (or, if non-EU based, not deemed equivalent or recognised or endorsed).

The Benchmarks Regulation could have a material impact on any Covered Bonds linked to a rate or index
deemed to be a “benchmark”, in particular, if the methodology or other terms of the “benchmark” are
changed in order to comply with the requirements of the Benchmarks Regulation. Such changes could,
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among other things, have the effect of reducing, increasing or otherwise affecting the volatility of the
published rate or level of the “benchmark™.

More broadly, any of the international, national or other proposals for reform, or the general increased
regulatory scrutiny of “benchmarks”, could increase the costs and risks of administering or otherwise
participating in the setting of a “benchmark™ and complying with any such regulations or requirements.

Such factors may have the following effects on certain “benchmarks”: (i) discourage market participants
from continuing to administer or contribute to such “benchmark”; (ii) trigger changes in the rules or
methodologies used in the “benchmarks™ or (iii) lead to the disappearance of the “benchmark”. Any of the
above changes or any other consequential changes as a result of international, national or other proposals for
reform or other initiatives or investigations, could have a material adverse effect on the value of and return
on any Covered Bonds linked to a “benchmark”.

Investors should consult their own independent advisers and make their own assessment about the potential
risks imposed by the Benchmarks Regulation reforms, investigations and licensing issues in making any
investment decision with respect to the Covered Bonds linked to a “benchmark”.

Risks related to the structure of a particular issue of Covered Bonds

Covered Bonds issued under the Programme will either be fungible with an existing Series (in which case
they will form part of such Series) or have different terms to an existing Series (in which case they will
constitute a new Series). All Covered Bonds issued from time to time will rank pari passu with each other in
all respects and will share equally in the security granted by the Covered Bond Guarantor under the Covered
Bond Guarantee. If an Issuer Event of Default and/or a Covered Bond Guarantor Event of Default occurs and
results in acceleration, all Covered Bonds of all Series will accelerate at the same time.

A wide range of Covered Bonds may be issued under the Programme. A number of these Covered Bonds
may have features which contain particular risks for potential investors. Under no circumstances shall the
interest payments for the Covered Bondholders be less than zero. Set out below is a description of the most
common of such features:

(a) Covered Bonds subject to optional redemption by the Issuer

An optional redemption feature of Covered Bonds is likely to limit their market value. During any period
when the Issuer may elect to redeem Covered Bonds, the market value of those Covered Bonds generally
will not rise substantially above the price at which they can be redeemed. This also may be true prior to any
redemption period.

The Issuer may be expected to redeem Covered Bonds when its cost of borrowing is lower than the interest
rate on the Covered Bonds. At those times, an investor generally would not be able to reinvest the
redemption proceeds at an effective interest rate as high as the interest rate on the Covered Bonds being
redeemed and may only be able to do so at a significantly lower rate. Potential investors should consider
reinvestment risk in light of other investments available at that time.

(b) Zero Coupon Covered Bonds

The Issuer may issue Covered Bonds which do not pay current interest but are issued at a discount from their
nominal value or premium from their principal amount. Such Covered Bonds are characterised by the
circumstance that the relevant covered bondholders, instead of benefitting from periodical interest payments,
shall be granted an interest income consisting in the difference between the redemption price and the issue
price, which difference shall reflect the market interest rate. A holder of a zero coupon covered bond is
exposed to the risk that the price of such covered bond falls as a result of changes in the market interest rate.
Prices of zero coupon Covered Bonds are more volatile than prices of fixed rate Covered Bonds and are
likely to respond to a greater degree to market interest rate changes than interest bearing Covered Bonds with
a similar maturity. Generally, the longer the remaining terms of such Covered Bonds, the greater the price
volatility as compared to conventional interest-bearing securities with comparable maturities.

(©) Fixed/Floating Rate Covered Bonds

Fixed/Floating Rate Covered Bonds may bear interest at a rate that the Issuer may elect to convert from a
fixed rate to a floating rate, or from a floating rate to a fixed rate. The Issuer’s ability to convert the interest
rate will affect the secondary market and the market value of the Covered Bonds since the Issuer may be
expected to convert the rate when it is likely to produce a lower overall cost of borrowing. If the Issuer
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converts from a fixed rate to a floating rate, the spread on the Fixed/Floating Rate Covered Bonds may be
less favourable than then prevailing spreads on comparable Floating Rate Covered Bonds tied to the same
reference rate. In addition, the new floating rate at any time may be lower than the rates on other Covered
Bonds. If the Issuer converts from a floating rate to a fixed rate, the fixed rate may be lower than then
prevailing rates on its Covered Bonds.

(d) Partly-paid Covered Bonds

The Issuer may issue Covered Bonds where the issue price is payable in more than one instalment. Failure to
pay any subsequent instalment could result in an investor losing all of his investment.

(e) Covered Bonds issued at a substantial discount or premium

The market values of securities issued at a substantial discount or premium from their principal amount tend
to fluctuate more in relation to general changes in interest rates than do prices for conventional interest-
bearing securities. Generally, the longer the remaining term of the securities, the greater the price volatility
as compared to conventional interest-bearing securities with comparable maturities.

Risks related to Covered Bonds generally
Set out below is a brief description of certain risks relating to the Covered Bonds generally.

Certain decisions of Representative of the Covered Bondholders taken without the consent or sanction of any
of the Covered Bondholders

Pursuant to the Rules of the Organisation of the Covered Bondholders, the Representative of the Covered
Bondholders may, without the consent or sanction of any of the Covered Bondholders concur with the Issuer
and/or the Covered Bond Guarantor and any other relevant parties in making or sanctioning any
modifications to the Rules of the Organisation of the Covered Bondholders, the Conditi