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DIRECTORS’ REPORT




COMPOSITION OF THE PARENT'S MANAGEMENT BODIES

Board of Directors

Chairperson Ms. Luitgard Spogler
Deputy Chairperson Mr. Giovanni Puglisi (Independent)
CEO and General Manager Mr. Gianluca Garbi
Directors Mr. Daniele Pittatore (Independent)
Ms. Carlotta De Franceschi (Independent)
Ms. Laura Ciambellotti (/Independent)
Mr. Daniele Bonvicini (/Independent)
Ms. Maria Leddi (/Independent)
Ms. Francesca Granata (/ndependent)

Board of Statutory Auditors

Chairperson Mr. Massimo Conigliaro
Standing Auditors Ms. Lucia Abati
Mr. Marziano Viozzi
Alternate Auditors Mr. Marco Armarolli
Ms. Daniela D'lgnazio

Independent Auditors

BDO ltalia S.p.A.

Manager in charge of financial reporting

Mr. Alexander Muz



COMPOSITION OF THE INTERNAL COMMITTEES

Appointments Committee

Members Ms. Luitgard Spogler
Mr. Daniele Bonvicini
Mr. Marco Giovannini

The composition of the other internal committees and the Chairperson of the Appointments Committee will be
defined at the next meeting of the Board of Directors.



FINANCIAL HIGHLIGHTS AT 31 MARCH 2021

Statement of financial position data (€,000)

Securities Portfolio =
Loans - Factoring =
Loans - Salary-backed loans and SME =

Funding - Banks and REPOs =

Funding - Term Deposits  —

I
Funding - Current Accountsi I
I

Income statement data (€,000)

Net interest income

Net fee and commission income

Total Income

Personnel Expenses

Other administrative expenses

Profit for the period attributable
to the owners of the Parent

3,447,243

w
(2]
N
—
w
N
-

706,158
878,830
1,415,340
1,481,678
1,035,445
1,008,282
914,643
1,104,878
1,166,098
1,216,523
586,209
633,548

19,267
15,921
4,024
4,203
25,985
21,995
(6,920)
(5,716)
(8,621)
(6,621)
4,462
4,589

-6.1% .31 Mar 2021

19.6% [ 31 Dec 2020
459 31 Mar 2020
2.7%
-17.2%
4.1%

-7.5%

21.0%
-4.3%
18.1%
21.1%
30.2%

-2.8%



SIGNIFICANT EVENTS FROM 1 JANUARY TO 31 MARCH 2021

With reference to the continuing COVID-19 emergency,
the Group, which immediately implemented the remote
working arrangements when the emergency began,
continues to engage in on-going communication initiatives
with employees at Group level to ensure continuity in the
flow of information, the level of listening, and the sharing
of corporate objectives and strategies.

In a communication dated 5 March 2021, the Bank of
Italy subjected the Banca Sistema Group to an audit
pursuant to Articles 54 and 68 of Legislative Decree No.
385/93. At the date this quarterly report was approved,
the audit was still in progress.

On 25 March 2021, the Banca Sistema Group's 2021-
2023 strategic plan was approved. The plan is based on
the Group’s ability to consolidate and further grow the
market position it has achieved in the 10 years since
its establishment in the three businesses in which it
operates. The plan foresees achieving the following by the
end of 2023:

Factoring: growth in lending to € 2.6 billion (2020-
2023 CAGR: +20%) and volumes up to € 4.8 billion
(2020-2023 CAGR: +16%);

Salary- and Pension-Backed Loans: growth in lending
of € 1.3 billion (2020-2023 CAGR: +11%);
Collateralised lending: growth in lending to € 150
million (2020-2023 CAGR: +23%).

The Strategic Plan includes the implementation of new
initiatives, including the development of digital tools,
which will allow the Group to further grow and excel in
terms of operational efficiency, diversify its offering and
be more accessible to customers and agents/brokers. By
2023, RoTE is expected to be > 16% and the CET1 ratio
> 12%.

At 31 March, the Bank granted 37 state-guaranteed loans
for a total of € 112.7 million. As at the same date, other
loans of the same type were being evaluated.

With reference to the moratoria on existing loans, the
Bank has carefully considered measures for suspending
payment terms. As at 31 March 2021, there were 39 active
moratoria totalling € 12.1 million, all of which originated
in 2020. All moratoria granted, except three (one more
than the previous period) for which the customers have
given a formal waiver, have been extended, as required by

law, to 30 June 2021.



FACTORING

Banca Sistema and factoring activities
Total volumes at 31 March 2021 of the Banca Sistema  Group were € 783 million, up 12% on 2020 despite the

difficult market conditions in Italy.

Factoring Volumes
(Data in € M)

1Q19 1Q 20 1Q21

I Trade receivables N Tax receivables Total

Loans as at 31 March 2021 amounted to € 1,722 2020 mainly due to increased collections during the

million, down 2% on the € 1,755 million at 31 March  same period.

Factoring Loans
(Data in € M)

1,820 1,755 (L

-4%

2%

1Q19 1Q 20 121

I Trade receivables I Tax receivables

Total
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The chart below shows the ratio of debtors to the total

exposure in the loans and receivables portfolio at 31

March 2021 and31 March 2020. The Group's core
factoring business remains the Public Administration

entities segment.

Mar 2020

I Health system entities

Volumes were generated through both its own internal

commercial network and through banks with which

the Group has entered into distribution agreements. In

PRODUCT
(amounts in millions of Euro)

I Other public entities

Mar 2021

I Corporate customers/Public Sector Entities

March 2021, existing distribution agreements accounted
for 22% of total volumes. The following table shows the

factoring volumes by product type:

31.03.2021 31.03.2020 € Change % Change

Trade receivables 727 602 125 21%
of which, without recourse 514 517 (3) -1%
of which, with recourse 213 85 128 >100%
Tax receivables 55 100 (44) -44%
of which, without recourse 55 100 (44) -44%
of which, with recourse 0 0 0 n/a
TOTAL 783 701 81 12%

In absolute terms, the growth in volumes derives mainly
from the purchase of trade receivables.
Volumes in March 2021 were € 783 million, an

increase of 12% over March 2020. Excluding only tax

receivables, volume growth was 21%.
Volumes related to the management of third-party
portfolios amounted to € 103 million (in line with the

previous year).
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SALARY- AND PENSION-BACKED LOANS AND QUINTOPUOI

At 31 March 2021, the Group continues to operate in
the salary- and pension-backed loans segment mainly
through the purchase of receivables generated by other
specialist operators. Starting from the second quarter of
2019 following the acquisition of Atlantide, the Banca
Sistema Group has expanded its retail offering with the
direct origination of salary- and pension-backed loans
through a new product, QuintoPuoi. QuintoPuoi is
distributed through a network of single-company agents
and specialised brokers located throughout Italy and is
supported by a dedicated structure within the Bank.

The first quarter of 2021 saw a recovery in the salary- and
pension-backed loan market, which posted an increase of
9.6% over the same period in 2020. The result certainly
reflects the impact of the reduced volumes disbursed
in March 2020 when the lockdown began, but it is a
sign that can be associated with a plausible increase
in demand for loans and a certain degree of resilience

that the sector may have acquired with respect to the

constraints imposed by the pandemic.

Banca Sistema also increased and stabilised its business
in the agency channel, thanks also to the gradually
increasing adoption of tools for signing loan agreements
remotely.

However, the value of the Division’s assets fell by 1.8% in
the first quarter of 2021 to € 917 million in outstanding
loans (+6% compared to 31 March 2020). The decrease
is primarily linked to the lower volumes of loans and
receivables without recourse acquired during the period
due to the increasing pressure on margins in this channel,
and to the effect of early repayments, which increased as
a result of the maturity of the portfolio and the higher
number of agreements that exceeded the terms beyond
which they can be refinanced under the regulations.
The volumes of acquired portfolios and directly originated
receivables from the beginning of the year until March

2021 amounted to € 42 million (€ 12 million of which

directly originated).

31.03.2021 31.03.2020 € Change % Change
No. of applications (#) 2,050 4,576 (2,526) -55%
of which originated 542 382 160 42%
Volumes disbursed (millions of Euro) 42 86 (45) -52%
of which originated 12 8 4 48%
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As shown in the table, the amount disbursed at March 2021 is down compared to the amount disbursed at March
2020.

CQ disbursed volumes - Breakdown

18%

34%

48%

M Public-sector employees Pensioners Private-sector employees

Loans are split between private-sector employees (18%),  Therefore, over 82% of the volumes refer to pensioners
pensioners (48%) and public-sector employees (34%). and employees of Public Administration, which remains

the Bank’s main debtor.

The following chart shows the performance of outstanding loans in the salary-/pension-backed loans (CQS/CQP)

portfolio:

Salary-/pension-backed loans
(Data in € M)

917

6%

22%

1Q19 1Q 20 1Q21
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COLLATERALISED LENDING AND PRONTOPEGNO

The Banca Sistema Group began working in the
collateralised lending business at the beginning of
2017, combining the credentials of a solid bank with
the advantages of a specialist that is continuously
willing to innovate and grow to offer greater value to
customers, in terms of professionalism and timeliness.
To take advantage of the growth prospects that have
emerged since starting this business, in 2019, the Bank
decided to transfer its collateralised lending business
to a dedicated company. In July 2020, ProntoPegno,
in line with its growth strategy within this business,
acquired Intesa Sanpaolo Group’s collateralised lending
business unit which contributed € 55.3 million in loans
at the acquisition date. Following the acquisition, the
Pawnbroker of the Banca Sistema Group now has 12
branches located across the country.

At present, the company has about 51,000 policies

issued for about 29,000 customers, amounting to total

loans of € 76,431 million. In the first quarter of 2021,
outstanding loans grew by 3.2% compared to 2020
(annualised growth of 13.45%). New loans were nearly
€ 26 million while renewals amounted to € 11.5 million.
In the first quarter of 2021 alone, there were 13 auctions
and the value of the loans whose items were auctioned
amounted to € 491,550 (+443.5% over 2020).

At an operational level, the first quarter of 2021 saw
the successful integration of the business unit acquired
from Intesa: the new staff became fully familiar with the
procedures and systems used, resulting in the elimination
of queues, which had led to an increase in the number
of complaints in the period immediately following the
acquisition.

Collateralised lending continues to provide liquidity
support to households. In 2021, the product will undergo
significant digitalisation to improve operating efficiency

and broaden the target customer base.

The following chart shows the performance of outstanding loans:

Collateralised loans
(Data in € M)

19

8

1Q19 1Q 20

=
1

1
FORMER ISP |
LOANS !
1

1

5.

3
PP LOANS
12

13 July 2020

78 80

3%
20%

31 Dec 20 1Q21
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The statement of financial position of the consolidated company ProntoPegno as at 31 March 2021 is provided

below.

ASSETS (€,000) 31.03.2021 31.12.2020 € Change % Change

Cash and cash equivalents 2,040 1,822 218 12.0%
Financial assets measured at amortised cost 85,374 81,988 3,386 4.1%

a) loans and receivables with banks 5,729 4,304 1,425 33.1%

b1) loans and receivables with customers - loans 79,645 77,684 1,961 2.5%
Property and equipment 3,084 2,869 215 7.5%
Intangible assets 28,888 28,793 95 0.3%
of which: goodwill 28,436 28,436 - 0.0%
Tax assets 1,300 1,200 100 8.3%
Other assets 656 97 559 >100%
Total assets 121,342 116,769 4,573 3.9%

LIABILITIES AND EQUITY (€,000) 31.03.2021 31.12.2020 € Change % Change

Financial liabilities measured at amortised cost 78,512 74,305 4,207 5.7%

a) due to banks 74,491 70,394 4,097 5.8%

b) due to customers 4,021 3,911 110 2.8%
Tax liabilities 393 258 135 52.3%
Other liabilities 3,956 3,877 79 2.0%
Post-employment benefits 1,032 1,054 (22) -2.1%
Provisions for risks and charges 774 738 36 4.9%
Valuation reserves (75) (99) 24 -24.2%
Reserves 13,474 15,410 (1,936) -12.6%
Share capital 23,162 23,162 - 0.0%
Profit (loss) for the period/year 114 (1,936) 2,050 <100%
Total liabilities and equity 121,342 116,769 4,573 3.9%
The assets consist mainly of loans to customers for the  Sanpaolo.

collateralised lending business, which increased by € 2
million during the quarter, and goodwill of € 28.4 million.
At 31 March 2021, liabilities, in addition to the capital
and reserves, consisted primarily of the loan granted by
the Parent, which was increased from the end of the

year following the full repayment of the loan with Intesa

The other “financial liabilities measured at amortised
cost” include the auction buyer’s premium of € 4 million.
For 5 years, this amount is recognised in the financial
statements as due to customers.

The provision for risks includes the estimated liability for

bonuses and non-compete agreements.
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The income statement of the consolidated company
ProntoPegno for the period ended 31 March 2021 is

provided below. Comparative figures are not significant

FIRST QUARTER

as the acquisition of the collateralised lending business
unit from Intesa Sanpaolo only became effective and was

reflected in the income statement from 13 July 2020.

FIRST QUARTER

INCOME STATEMENT (€,000) OF 2021 OF 2020 € Change % Change

Net interest income 1,198 202 996 >100%
Net fee and commission income 1,510 158 1,352 >100%
Total income 2,708 360 2,348 >100%
Net impairment losses on loans and receivables - - - n.a.
Net financial income 2,708 360 2,348 >100%
Personnel expense (1,431) (362) (1,069) >100%
Other administrative expenses (953) (322) (631) >100%
Net impairment losses on property and (285) (30) (255) >100%
equipment/intangible assets

Other operating income 100 50 50 100,0%
Operating costs (2,569) (664) (1,905) >100%
Pre-tax profit (loss) from continuing operations 139 (304) 443 <100%
Income taxes (25) 98 (123) <100%
Profit (loss) for the period 114 (206) 320 <100%

The company closed the first quarter of 2021 with a
profit of € 114 thousand, reporting a significant increase
in total income as a result of the contribution of the
acquired collateralised lending business unit which was
not present in the same period of the prior year. The result
for the quarter is slightly lower than expected because of
ongoing restrictions related to the COVID-19 pandemic and

the decision not to accrue default interest following the

application of Article 11 of Liquidity Decree no. 23/2020,
converted into Law no. 40/2020.

Personnel expenses mostly include the cost of the 72
employees (71 at the end of 2020), as well as the pro-rata
allocation of the estimated variable incentive for the year.
Other administrative expenses mainly consist of advertising
costs, rent of space paid to the Group and costs for support

activities carried out by the Parent.
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FUNDING AND TREASURY ACTIVITIES

Treasury portfolio

A treasury portfolio has been established in order to
support the Bank'’s liquidity commitments solely through
investment in Italian government bonds.

The balance at 31 March 2021 was equal to a nominal €
699.5 million compared to € 873 million at 31 December
2020.

The treasury portfolio allowed for optimal management
of the Treasury commitments which are increasingly

characterised by a concentration of transactions in

Wholesale funding

At 31 March, wholesale funding was about 40% of the
total, mainly comprising refinancing transactions with
the ECB, as well as bonds (41% at 31 December 2020).
Securitisations with salary- and pension-backed loans
as collateral completed with a partly-paid securities

structure continue to allow Banca Sistema to efficiently

specific periods, but not predictable.

At 31 March, the nominal amount of government
securities in the HTCS (formerly AFS) portfolio amounted
to € 464.5 million (compared to € 423 million as at 31
December 2020) with a duration of 25.2 months (14.8
months at 31 December 2020). At 31 March, the HTC
portfolio amounted to € 235 million with a duration of
33.2 months (compared to € 450 million at 31 December

2020, which had a duration of 11.2 months).

refinance its CQS/CQP portfolio and to continue to grow
its salary- and pension-backed loan business, whose
funding structure is optimised by the securitisation. The
Bank also continues to adhere to the ABACO procedure
introduced by the Bank of Italy which was expanded to

include consumer credit during the Covid-19 emergency.

_17_



Retail funding

Retail funding accounts for 60% of the total and is
composed of the account S| Conto! Corrente and the
product SI Conto! Deposito.

Total term deposits as at 31 March 2021 amounted
to € 1,166 million, a decrease of 4% compared to

31 December 2020. The above-mentioned amount

also includes total term deposits of € 607 million
(obtained with the help of partner platforms) held
with entities resident in Germany, Austria and Spain
(accounting for 52% of total deposit funding), an
increase of € 20 million over the same period of the

previous year.

The breakdown of funding by term is shown below. The average residual life of the portfolio is 12 months.

Breakdown of deposit accounts as at 31 March

120 months

2% less than
12 months

2%

60 months
12%

42 - 54 months
)

3%

36 months
5%

18 - 30 months
30%

Current accounts increased from 6,969 (as at 31 March
2020) to 7,938 in March 2021, while the current

12 months
45%

account balance at 31 March 2021 decreased by 8% on
2020 to € 586 million.
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INCOME STATEMENT RESULTS

INCOME STATEMENT (€,000)

FIRST QUARTER FIRST QUARTER o
OF 2020 € Change % Change

OF 2021

Net interest income 19,267 15,921 3,346 21.0%
Net fee and commission income 4,024 4,203 (179) -4.3%
Dividends and similar income - - - n.a.
Net trading income (expense) 5 (18) 23 <100%
Gain from sales or repurchases of financial assets/liabilities 2,689 1,889 800 42.4%
Total income 25,985 21,995 3,990 18.1%
Net impairment losses on loans and receivables (4,103) (1,922) (2,181) >100%
Net financial income 21,882 20,073 1,809 9.0%
Personnel expense (6,920) (5,716) (1,204) 21.1%
Other administrative expenses (8,621) (6,621) (2,000) 30.2%
Net accruals to provisions for risks and charges (1) (672) 671 -99.9%
Net impairment losses on property and (658) (376) (282) 75.0%
equipment/intangible assets

Other operating income 852 106 746 >100%
Operating costs (15,348) (13,279) (2,069) 15.6%
Gains (losses) on equity investments 10 - 10 n.a.
Pre-tax profit from continuing operations 6,544 6,794 (250) -3.7%
Income taxes for the period (2,053) (2,205) 152 -6.9%
Post-tax profit for the period 4,491 4,589 (98) -2.1%
Profit for the period 4,491 4,589 (98) -2.1%
Profit (loss) attributable to non-controlling interests (29) - (29) n.a.
Profit for the period attributable to the owners of the Parent 4,462 4,589 (127) -2.8%

The first quarter of 2021 ended with a profit for the period
of € 4.5 million which was in line with the same period
of the previous year, taking into account an increase of
€ 0.2 million in the Resolution Fund and an extraordinary,
non-recurring impairment loss on a position relating to
a municipality in financial difficulty for € 2.4 million.
The abovementioned impairment loss will be largely
recovered from the default interest (almost all of which
has already been recognised by the court and not yet

accounted for in the income statement, like all the

default interest related to troubled local authorities),
which will be collected when the settlement agreement
with the OSL (Organo Straordinario di Liquidazione -
Extraordinary Liquidation Committee) concerning the
items identified by the Bank is finalised. The growth
in total income of 18% more than offset the increase
in operating costs, which compared to the first quarter
of 2020 include the higher costs arising from the
acquisition of the collateralised lending business unit by

the subsidiary ProntoPegno.
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FIRST QUARTER FIRST QUARTER

NET INTEREST INCOME (€,000) OF 2021 OF 2020 € Change % Change

Interest and similar income

Loans and receivables portfolios 22,760 21,165 1,595 7.5%
Factoring 15,562 15,477 85 0.5%
cQ 5,172 5,470 (298) -5.4%
Collateralised lending (interest income) 1,300 218 1,082 >100%
Government-backed loans to SMEs 726 - 726 n.a.
Securities portfolio 415 171 244 >100%
Other 201 355 (154) -43.4%
Financial liabilities 865 665 202 30.4%
Total interest income 24,241 22,354 1,887 8.4%
Interest and similar expense

Due to banks (124) 10 (134) <100%
Due to customers (3,493) (4,308) 815 -18.9%
Securities issued (1,216) (2,091) 875 -41.8%
Financial assets (141) (44) (97) >100%
Total interest expense (4,974) (6,433) 1,459 -22.7%
Net interest income 19,267 15,921 3,346 21.0%

Net interest income increased compared to the same
period last year, due to the higher contribution of the
Collateralised Lending Division and the good performance
of guaranteed SME loans to factoring customers.
The total contribution of the Factoring Division to interest
income was € 15.6 million, equal to 68% of the entire loans
and receivables portfolio (compared to 73% at 31 March
2020), to which the commission component associated
with the factoring business and the revenue generated by
the assignment of receivables from the factoring portfolio
need to be added. The component linked to default interest
from legal action at 31 March 2021 was € 6.6 million
(€ 3.4 million at 31 March 2020):
= of which € 2.3 million resulting from the current
recovery estimates (€ 1.2 million in 2020);
= of which € 4.3 million (€ 2.2 million in 2020) coming
from net collections during the year, i.e. the difference
between the amount collected during the period,
equal to € 6 million (€ 5.2 million in 2020) and that
recognised on an accruals basis in previous years. In
2020, this item included gross collections of € 2.9

million from transfers to third parties.

The amount of the stock of default interest from legal
actions accrued at 31 March 2021, relevant for the
allocation model, was € 99 million (€ 98 million at the end
of 2020), which becomes € 158 million when including
default interest related to positions with troubled local
authorities, a component for which default interest is not
allocated in the financial statements, whereas the loans and
receivables recognised in the financial statements amount
to € 51 million. Therefore, the amount of default interest
accrued but not recognised in the income statement is €
107 million.

The contribution of interest on the salary- and pension-
backed portfolios is down slightly on the previous year at
€ 5.2 million as a result of the early redemption of several
positions.

The contribution of the Collateralised Lending Division
grew significantly to € 1.3 million, compared to € 0.2
million in the previous year. The increase is mostly due to
the recent acquisition of the collateralised lending business
unit starting from 13 July 2020.

Compared to the first quarter of 2020, the interest

component from government-backed loans, a support
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measure in response to the COVID-19 pandemic, has had
a positive and significant impact.

The item “financial liabilities” mainly includes income
arising from the financing activity of the securities portfolio
in repurchase agreements and ECB loans at negative rates,
which account for € 0.9 million.

Interest expense decreased compared to the previous

year thanks to the funding strategies put in place which

aimed to carefully contain the cost of funding. In particular,
interest on term deposits from customers decreased as a
result of the reduction in the interest rate applied to deposit
accounts. This has also led to a decrease in funding from
this channel. The cost of bonds also decreased following
the full repayment in the last quarter of 2020 of the € 175
million senior bond which the Bank deemed appropriate to

refinance with other more cost-effective forms of funding.

€ Change % Change

(€,000) OF 2021 OF 2020

Fee and commission income

Factoring activities 3,417 4,961 (1,544) -31.1%
Fee and commission income - off-premises CQ 645 499 146 29.3%
Collateralised loans (fee and commission income) 1,521 160 1,361 >100%
Collection activities 260 288 (28) -9.7%
Other 97 98 (1) -1.0%
Total fee and commission income 5,940 6,006 (66) -1.1%
Fee and commission expense

Factoring portfolio placement (431) (472) 41 -8.7%
Placement of other financial products (497) (557) 60 -10.8%
Fees - off-premises CQ (835) (660) (175) 26.5%
Other (153) (114) (39) 34.2%
Total fee and commission expense (1,916) (1,803) (113) 6.3%
Net fee and commission income 4,024 4,203 (179) -4.3%
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Net fee and commission income amounted to € 4
million, down slightly by 4.3% due to a reduction in
the contribution from factoring linked to particularly
significant collections in the first quarter, which was not
entirely offset by the fees and commissions generated
by the Collateralised Lending Division.

Fee and commission income from factoring should
be considered together with interest income, since it
makes no difference from a management point of view
whether profit is recognised in the commissions and
fees item or in interest in the without recourse factoring
business.

Fee and commission income from the collateral-backed
loans business grew by € 1.4 million compared to
the same period of the previous year thanks to the
acquisition of the collateralised lending business unit
in the third quarter of 2020.

Commissions on collection activities, related to the
service of reconciliation of third-party invoices collected
from Public Administration are down slightly on the
first quarter of 2020.

Other fee and commission income includes commissions

GAIN FROM SALES OR

FIRST QUARTER

and fees from collection and payment services, and the
keeping and management of current accounts.

Fee and commission income - off-premises CQ refers
to the commissions on the salary- and pension-backed
loan (CQ) origination business of € 0.6 million, which
should be considered together with the item Fees - off-
premises CQ, amounting to € 0.8 million, which are
composed of the commissions paid to financial advisers
for the off-premises placement of the salary- and
pension-backed loan product, including the estimated
year-end bonuses payable to them.

Fees and commissions for the placement of financial
products paid to third parties are attributable to returns
to third party intermediaries for the placement of the Sl
Conto! Deposito product under the passporting regime,
whereas the fee and commission expense of placing the
factoring portfolios is linked to the origination costs of
factoring receivables, which remained in line with those
reported in the same period of the previous year.

Other fee and commission expense includes
commissions for trading third-party securities and for

interbank collections and payment services.

FIRST QUARTER

€ Change % Change
REPURCHASES (€,000) OF 2021 OF 2020
Gains from HTCS portfolio debt instruments 1,943 273 1,670 >100%
Gains from HTC portfolio debt instruments 411 340 71 20.9%
Gains from receivables (Factoring portfolio) 335 1,276 (941) -73.7%
Total 2,689 1,889 800 42.4%

The item Gain (loss) from sales or repurchases includes
gains generated by the proprietary HTCS and HTC
securities portfolio of € 2.4 million, and net realised gains
from factoring receivables of € 0.3 million, the revenue
from which derives from the sale of factoring portfolios to
private-sector assignors.

Impairment losses on loans and receivables at 31 March
2021 amounted to € 4.1 million and were significantly
affected by a valuation adjustment of € 2.4 million on a
portion of invoices included in the insolvency procedure

of a local authority which will not occur again in future

quarters and will be largely recovered from the default
interest (almost all of which has already been recognised
by the court and not yet accounted for in the income
statement, like all the default interest related to troubled
local authorities), which will be collected when the
settlement agreement with the OSL (Organo Straordinario
di Liquidazione - Extraordinary Liquidation Committee)
concerning the items identified by the Bank is finalised.
The annualised loss rate increased from 0.28% at 31
March 2020 to 0.37% (this figure is calculated without

annualising the non-recurrent adjustment of this position).
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FIRST QUARTER FIRST QUARTER

PERSONNEL EXPENSE (€,000) OF 2021 OF 2020 € Change % Change
Wages and salaries (6,504) (5,293) (1,211) 22.9%
Social security contributions and other costs (55) (108) 53 -49.1%
Directors' and statutory auditors' remuneration (361) (315) (46) 14.6%
Total (6,920) (5,716) (1,204) 21.1%

The increase in personnel expense is mainly due to the
increase in the average number of employees from 215

to 271. Contributing to this increase was the addition

of new employees from the business unit incorporated
into ProntoPegno who joined the company’s personnel

in the second half of 2020.

As at 31 March 2021, the Group had a staff of 273, broken down by category as follows:

FTES 31.03.2021 31.12.2020 31.03.2020
Senior managers 25 26 24
Middle managers (QD3 and QD4) 53 52 47
Other personnel 195 191 145
Total 273 269 216

Consistent with the approved budget and the first
initiatives set out in the 2021/2023 Business Plan, in
the first part of the year the Bank launched its annual
recruitment and hiring programme and recruited a total
of 6 new employees to fill positions in the CQ, Factoring,
Corporate Centre and ProntoPegno structures.

The Group, in continuation of what was done in 2020
in response to the health emergency, maintained the
flexible operational model that was implemented to
ensure business continuity, thus allowing employees
to continue to work remotely. Excluded from this
operational model were employees of the Banking and
Collateralised Lending branches and those working
in the departments having the greatest impact on
managing the emergency, namely ICT and Logistics.
Along with all safety and precautionary measures, all
activities were reorganised and managed remotely with
a total of over 50% of workdays performed outside the
Bank’s premises. During the first three months of the

year, the annual performance management process took

place, whereby all Group employees prepared a self-
assessment of their skills and abilities which was then
supplemented by the direct managers with an evaluation
of the individual business results achieved. Through a
series of calibration sessions, the individual incentives
that may be assigned were then defined in accordance
with the Group's Remuneration Policies.

During the first quarter of the year - following the skills
assessments and agreed development actions - work
began on identifying professional and technical training
needs in relation to the Bank's legal and regulatory
issues. This is currently being carried out with both
internal and external instructors and will be delivered in a
manner that is compatible with the health emergency. In
addition, the specific training and coaching programmes
on managerial and professional topics which have
alrea