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Development of the activity

In 2019, the implementation of the new business model undertaken in recent years by Intesa SanPaolo
Luxembourg Bank (the Bank hereafter) to strengthen the ability to consolidate and grow in an external difficult
context continues. The Bank achieves solid results with a corporate flavor in a market characterized by the
persistence of negative trends. In the first quarter of 2019 the Equity markets rebounds worldwide making
gains while Government and Corporate bonds advance after the weak end of 2018 as concerns over the US-
China trade dispute eases and major central banks grow more accommodative. The US Fed decided in fact no
further interest rate rises during the year, blocking on the 2.25% - 2.5% range, with a revised growth forecasts
down to 2.1% from the previous 2.3%, causing the Treasury 3M/10Y yield curve inversion for the first time
since 2007, a pre-recession signal. European Central Bank promises as well to keep rates unchanged until the
end of the year, setting the base for the third TLTRO program, of two years starting in September, to stimulate
the European economy whose macroeconomic slowdown is higher than expected. Nevertheless, the TLTRO
details released in March disappoint the markets, while ongoing low interest rates continue to erode net interest
margins for Banks and the delay to Brexit beyond March 2019 leads to a Risk off sentiment. The eurozone
economy grows by just 0.2% in the last quarter of 2018 and in the same time Germany sees zero growth while
Italy slips into recession. In this contest, while the 10-year Bund becomes a safety investment with its yields
more than 30 bps lower, falling below zero toward the end of March for the first time since October 2016, the
stock market sectors show a mixed picture. Economically sensitive areas of the market such as industrials and
information technology perform well, especially in US, after having suffered a difficult Q4, but also the safe
haven consumer staples and real estate sectors are among the top performers. Healthcare generates instead
more muted gains due to uncertainty over potential regulatory changes while gains in financials are also
hindered by the Fed’s and ECB’s comments on rate trajectory. High yield credit outperforms investment grade,
with both outperforming government bond markets. Global growth concerns remain a drag, however. China’s
economy grows at its weakest pace since 1990. The Chinese government lowers its full-year growth target to
6-6.5% and outlines higher public spending and tax cuts, while the central bank cuts the reserve requirement
ratios for banks. The Bank closes the Q1 with positive results in all its Business Divisions even if these results
are lower than expected due to a delay in the closing of new deals and because of a risk off strategy on Italian
Securities.

The second quarter of 2019 continues to be driven by concerns over the US-China trade war, which causes a
steep fall in May when it escalates. US raises tariffs on 200 $Bn worth of Chinese imports and adds Chinese
telecommunications group Huawei to a trade blacklist while China counters with retaliatory tariffs on US
goods. However, developed Stock markets increase, supported by increasingly accommodative central banks
and hopes of progress in trade tensions by the end of June, when signs emerge of progress in talks, following
the G20 Osaka summit. Q2 is a positive quarter for both riskier assets and government bonds making gains as
the Fed and ECB confirm the growing positiveness among policymakers, with both clearing the way for further
policy measures if needed. In the Eurozone, the Equities top performing sectors included again information
technology, consumer discretionary and industrials and in US, the S&P 500 set a new record high while trade-
exposed areas of the market, such as semiconductors and carmakers ebb and flow over the quarter as trade
tensions persist. Investors mainly switch to US financial assets after the Q1 GDP positive release of 3.2%,
revised at 3.1%, higher than expected. President Mario Draghi hints that further monetary policy easing, such
as new bond purchases, or rates cuts could be used if the eurozone inflation outlook fails to improve; cyclical
areas of the financial markets as well as Financials generally perform strongly. In the Eurozone the GDP
growth is at 0.4% quarter-on-quarter, slightly over the expectations with an annual inflation of 1.2% for June,
stable if compared to the one of May, with the need for an ECB intervention. In Italy, after a cut of European
Commission forecast for 2019 GDP growth to 0.1% from 0.2% and some concerns about the ability to keep



Deficit/GDP under 3%, the 10Y BTP/Bund Spread widens temporary at a level of 274 bps. In Spain, the
general elections see the incumbent Socialist Party (PSOE) emerges as the largest party making some
turbulences. The Eurozone financial markets suffer a political instability related to Brexit as Theresa
May resigns as leader of the Conservative Party in UK with the announcement of an extension to the Brexit
deadline making the UK 10-year yield underperforming and 10-year German Bund becoming again a safety
investment with yield falling over 25bps lower at -0.33%. In the Q2 the Bank continues to perform as in the
first quarter with positive outcomes from the Corporate activity and Credit Risk management.

The third quarter of 2019 is a mixed one for Equities, with developed markets making small gains and
Government bond yields declining markedly due to heightened risk aversion in August when US-China trade
tensions escalate again and speculation over possible impeachment proceedings for President Trump further
add uncertainty. Corporate bonds outperform government bonds, benefit from the decline in global yields and,
more recently, an improvement in risk sentiment. With such a risk aversion, Investment grade corporate bonds
outperform the riskier high yield part of the market. Ongoing global growth concerns rumble on, but central
banks remain supportive. Despite US economic data is largely stable, the August growth concerns lead to a
rate cut by the Fed for an amount of 25 bps. The direct effect is a yield curve inversion indicating significant
economic pessimism among bond investors. For the first time since 2007, the 10Y Treasury yield is traded less
than 2Y one while in UK the Brexit issue and internal political leads to unrest as well to a yield curve inversion
for the first time since 2008. In the Eurozone, the ECB takes steps to boost the flagging economy, including
restarting quantitative easing and committing to buying. Christine Lagarde, head of the International Monetary
Fund, replaces Mario Draghi as president of the ECB at the end of his term on 3 1st of October. Economic data
remains lackluster with confirmation that the Eurozone economy expand just 0.2% in Q2 and Germany Q2
GDP is negative for the first time at -0.1%. In such a situation, the market Risk off leads the already negative
10Y Bund yield to a level of -0.58%, a threshold even lower than the 3-month Euribor and the ECB deposit
rate. In Italy, politics are back in focus as the governing coalition of the right-wing League and populist Five
Star break up. Instead, Five Star forms a new coalition with the Democratic Party, which helps the 10Y
BTP/Bund Spread to narrow under the resistance of 200 bps. Meanwhile UK sees an elevated political
uncertainty as Boris Johnson takes over as the UK’s new prime minister on a “do or die” pledge to achieve
Brexit. In the third Quarter, the Bank maintains a positive and stable cruising speed that replays the same
revenues trend of the previous year with an increasing weight of the corporate incomes.

During the fourth quarter global Equity markets is broadly higher in the fourth quarter for progress on the US-
China trade deal which reaches a partial conclusion with the agreement in the so called “phase one”. Duties
are suspended and the tariff on 120 $Mio of Chinese goods is halved to 7.5%, while China increases the
purchases of American products by 32 $Bn in the next two years. The exception is for emerging markets that
struggle with a stronger US dollar while Government bonds yields rise and corporate bonds outperform, as
markets reflect the better mood and central banks remain again supportive. The Fed lowers interest rates by 25
basis points, as expected, for the third time this year to a range of 1.5% to 1.75%, while European Central Bank
starts a “depo tearing” program on the 1st of November. Christine Lagarde takes over as president of the ECB
alleviating the recent economic tensions in the eurozone by stating that inflation will reach 1.7% in the fourth
quarter of 2022 and outlining a better scenario, with the first signs of price growth, economic stabilization and
less risk. Positive signs of growth arrive also from macroeconomic data with a Eurozone GDP growth for Q3
removing recession worries, expanding by 0.2% quarter-on-quarter. Only UK equities underperform against
the backdrop of a very strong rebound in sterling but the elections victory of Boris Johnson, who obtains an
absolute majority of the seats, determines a high probability of a definitive Brexit on 31 January. Worldwide,
consumer discretionary, IT and healthcare in US, industrials and materials are among the top gaining sectors,
supported by hopes of an improving trade picture. By contrast, defensive sectors such as consumer staples and
utilities are weak during the quarter. Emerging market equities record a strong return, benefiting from a pick-
up in risk appetite. Commodities side the Brent crude advances 3% ahead of the December OPEC meeting
while natural gas rallies 17%. Conversely, the combination of a stronger US dollar and the initial uncertainty
over a potential US-China “phase one” trade deal weighs on industrial metals prices. The Bank ends the year
with a final rush that leads to present a better economic results in comparison with the previous year: all the



Divisions show a positive economic return taking profit from every available opportunity and showing a solid
operating organization. Finally is to be highlighted the ongoing growth of the Corporate Portfolio, especially
in terms of volume, which will compensate the incomes coming from the year end maturity of intragroup loans.

Corporate governance

The Bank is 100% owned by Intesa Sanpaolo Holding International S.A., Luxembourg is itself fully owned by
Intesa Sanpaolo S.p.A. (“the Parent Company™).

As Parent Company of the Intesa Sanpaolo Banking Group (Banking Group), the Parent Company is
responsible, pursuant to the Italian Consolidated Law on Banking, for the management and coordination of the
companies belonging to the Banking Group and issues rules as required for the implementation of Bank of
Italy instructions in the interest of the Group's stability. The Group’s subsidiaries must comply with such rules.

For the purpose of application of such rules, the Parent Company has designed reporting procedures between
it and its subsidiaries, through which the latter refer.

Intesa Sanpaolo Bank Luxembourg S.A. duly complies with the requirements and provisions set forth by its
Parent Company, especially in terms of assessing effective and transparent financial reporting.

The Bank is an issuer under a EUR 70 billion medium term note issuance programme on the Luxembourg
Stock Exchange under the guarantee of the Parent Company. The notes issued under this programme by the
Bank are of a minimum quota of EUR 100,000.

Information on corporate governance and ownership structures in Italy is required under art. 123-bis of the
Italian Consolidated Law on Banking. In compliance with this law, the Parent Company produces a separate
report on this matter which can be viewed in the Governance section of the Intesa Sanpaolo website, at
www.group.intesasanpaolo.com. The Intesa Sanpaolo Banking Group has also adopted a Corporate
Governance Code available on the Borsa Italiana website (under Borsa Italiana/Rules/Corporate Governance).

In Luxembourg, the Bank has chosen Luxembourg as its origin member country and therefore applies CSSF
circular 12/552 as subsequently amended.

The Bank has drawn up a Corporate Governance Policy in accordance with the CSSF Circular 12/552 (as
amended), which requires institutions to set out in writing governance central administration arrangements and
the internal controls framework.

Risk Control

The risk management process, developed in connection with local requirements and Parent Company
guidelines, consists in the identification, analysis and mitigation of major risks of the Bank (compliance and
reputational risk, market risks, liquidity risk, credit risk and operational risk). It includes different mitigating
controls and structures.

The Assets/Liabilities Committee monitors the financial risks incurred by the Bank. The Committee performs
the supervision of the Bank’s investment strategies, assets/liabilities mismatching, interest rate risk, liquidity
risk and the liquidity policy. Its main purpose is to ensure that the risk profiles remain at the sustainable limit

fixed for the Bank.

The work of the Assets/Liabilities Committee is directly supported by the Risk Control Function.



The Compliance function identifies, assesses and controls the compliance risks by ensuring adherence to legal
and regulatory requirements and ethical principles including AML.

Credit risk is mainly monitored by the Credit Department on a daily basis. A monthly report on Credit Risk is
prepared by the Risk Control Function with periodical reporting of the risks to the governance bodies of the
Bank.

The Legal Department monitors constantly the legal risks of the Bank and coordinates and monitors activities
with external lawyers.

The Internal Audit function evaluates the effectiveness of the Bank's risk management process and the Internal
Control System. It performs various audit missions with relevant reporting of the results and residual risks of
the different processes to the Bank’s Management and Corporate bodies.

Subsidiaries and branches

The Bank holds only one fully owned subsidiary, Lux Gest Asset Management S.A., Luxembourg, which is
active as a management company for investment funds.

The Bank purchased the Intesa Sanpaolo S.p.A. Amsterdam Branch from the Group through a contribution in
kind on 1 February 2016.

As a consequence, the Bank operates through its head-office located in Luxembourg-city and through its
Branch located in Amsterdam at 31 December 2019.

Perspectives

As a subsidiary of Intesa Sanpaolo S.p.A., the Bank operates within the worldwide business strategy of the
Intesa Sanpaolo Banking Group.

As per current Business Plan, the Bank is expected to continue with the further strengthening of the corporate

activities. More in detail:

e Intesa Sanpaolo Bank Luxembourg (“ISPBL”) within the Group Corporate & Investment Banking
Division (CIB Division) will continue to serve Corporate clients and Financial Institutions (FIs) in strict
coordination with the CIB Division of the Intesa Sanpaolo Group (ISP Group), offering a wide range of
products/services, which can be synthetized in: Commercial Banking, Transaction Banking, and
Structured Finance. ISPBL also provides Private Banking Services, mostly to private and institutional
clients related to the Intesa SanPaolo Group.

e [SPBL will provide local coverage to customers located in the Benelux area, in line with the service model
adopted by the CIB Division, will aim to be the specialist local bank for Italian groups and other foreign
customers in Benelux, will develop relationship with major international FIs, in particular for Treasury
products and debt programs, and will act as the local platform to support ISP International network in
structuring and underwriting international corporate debt, monitoring, managing and optimizing lending
books;

e The World Health Organization declared the coronavirus (COVID-19) to be a public health emergency on
January 30 2020. The virus has had important consequences across the globe, and its full impact is not yet
known. In addition to the immeasurable human toll, the coronavirus is altering business and consumer
activity in affected areas and beyond. There are obvious and well-publicized impacts common to most
companies, like to the supply chain, but the indirect impacts may be overlooked in times of crisis.
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Governing bodies of the Bank are monitoring the situation on a continuous basis in connection and
coordination with the relevant structures of its ultimate Parent Company and the Regulators. In particular
the Bank:

e created a dedicated Crisis Unit since February 24 2020 for the identification and management of
all operational risks;

e started an analysis on credit exposures possibly affected in direct or indirect way by COVID-19
consequences;

e strengthened liquidity management in strict coordination with Head Office;

e took several decisions to reduce operational impacts, like kick off of Smart Working since the
second week of March 2020 for 100 relevant employees of the Bank (potentially extended to all
staff by the third week of March);

e started an overall and continuous assessment of the whole activities to identify any potential new
impact in order to react promptly.

With reference to relationships with the relevant structures of the ultimate Parent Company, the Bank
started a strict coordination with Intesa Sanpaolo Group in terms of information flows to the European
Central Bank (ECB) (the Bank, in fact, is directly involved in weekly meetings with the ECB Joint
Supervisory Team dedicated to the crisis) as well to CSSF (who raised some questions and received proper
answers by the Bank).

At the moment, thanks to the ongoing monitoring activities and actions put in place, the Bank is not
experiencing specific issues on IT, Operations, Liquidity and Credit risk and it can guarantee a proper
evolution of its activities.

Deposit Guarantee Scheme and Resolution Mechanism

The Luxembourg Government has transposed in national law the following two European directives on
18 December 2015:

o 2014/59

e 2014/49

which respectively established:

e a framework for the recovery and resolution of credit institutions and investment firms;

e adeposit guarantee scheme.

The introduction of the two above mentioned directives had a direct impact on the Bank, which was called to
contribute to the Resolution Fund paying an amount of EUR 5,501,915 and to contribute to the Fonds de
garantie des dépots (FGDL) paying an amount of EUR 46,667.

Financial elements for 2019
Total assets as at 31 December 2019 stood at EUR 22.2 billion (31 December 2018: EUR 21.0 billion).

Loans and advances to credit institutions (including balances with central banks) amounted to EUR 9.3 billion
as at 31 December 2019, showing a slight increase when compared to 31 December 2018 (EUR 8.1 billion).
Loans and advances granted to customers other than credit institutions amounted to EUR 10.6 billion as at 31
December 2019 (EUR 10.4 billion as at 31 December 2018).



Financial assets held for trading are mainly composed of derivative financial instruments measured at their fair
value and amounted to EUR 30 million at 31 December 2019 (31 December 2018: EUR 48 million). Those
are mainly composed of cross currency interest rate swaps and foreign exchange derivative contracts.

Financial assets designated at fair value through profit or loss included one asset disposed at the beginning of
2019; it amounted to EUR 10.4 million as at 31 December 2018 and it was a financial debt instrument
purchased to be kept in the Bank’s portfolio but measured at fair value.

Financial instruments measured at Fair Value through Other Comprehensive Income (FVTOCI), which
amounted to EUR 2.3 billion as ar 31 December 2019 (31 December 2018: EUR 2.4 billion), are composed of
sovereign debt securities (Italian, Spanish, French, Luxembourgish, German, Dutch and Belgian Governments)
for an amount of EUR 1.7 billion, debt securities issued by the other public entities for an amount of EUR 0.2
billion and other bonds for an amount of EUR 0.4 billion. The caption also included one loan, which has been
valued at fair value for an amount of EUR 7.0 million.

Concerning liabilities, during 2016 Intesa Sanpaolo Bank Luxembourg S.A. participated in the Long Term
Refinancing Operation (LTRO) mechanism with the Luxembourg Central Bank (“BCL”) for an amount of
EUR 0.8 billion. To enter into such program, the Bank pledged in favour of the BCL part of its debt instruments
kept in its financial assets at fair value through other comprehensive income portfolio, which were eligible for
such purpose.

Deposits from customers amounted to EUR 3.2 billion at end of the year (31 December 2018: EUR 6.3 billion).
The Bank also issued debt certificates for an amount of EUR 12.7 billion as at 31 December 2019 (31

December 2018: EUR 10.2 billion) composed as follows:
- certificates of deposit: EUR 5.4 billion (mainly subscribed by Intesa Sanpaolo Holding International

S.A., the Bank’s local parent company);
- non-convertible bonds: EUR 7.3 billion, which are part of a European Commercial Paper program and

of the European Medium Term Notes program described herein.

The net profit for the year amounted to EUR 94.1 million as at 31 December 2019 (2018: EUR 104.0 million),
with a ROE equal to 4.06%.

Net interest income amounted to EUR 154.1 million at the end 0of 2019 (end 2018: EUR 143.0 million). Interest
income and expense reflected the corporate lending activity development.

Net fee and commission income was positive and amounted to EUR 35.4 million as at 31 December 2019,
showing a decrease when compared to 2018 (EUR 42.5 million).

Net (un)realised losses on financial assets and liabilities held for trading amounted to EUR 39.0 million as at
31 December 2019 (31 December 2018: loss of EUR 60.3 million). The lower loss compared to last year was
mainly due to NPV trend of derivatives contracts during 2019 and lower differentials paid compared to 2018.

Net realised gains on financial assets and liabilities not at fair value through profit or loss amounted to EUR
5.3 million as at 31 December 2019 (31 December 2018: gain of EUR 25.2 million) mainly thanks to gains of
EUR 5.2 million realised on the sale of several securities measured at FVTOCI.

Total administrative expenses amounted to EUR 43.2 million, higher than 2018 administrative expenses
caption mainly due to a higher contribution the Bank paid to the Single Resolution Fund.

Due to the implementation of IFRS 9 principle, which came into force starting from 1 January 2018, the Bank
booked a net impairment loss on financial assets for EUR 6.6 million in 2019. Detailed information are

presented in Note 3 and 26.



Due to the implementation of IFRS 16 principle, which came into force starting from 1 January 2019, the Bank
booked higher depreciations for EUR 2.2 million in 2019, mainly due to operating leases on real estate location
contracts.

Provisions booked in relation to current income taxes are linked to the Amsterdam branch; the Luxembourg
Head Quarter has not booked any provision in relation to current income taxes due to the fact that current taxes
are managed applying the local rules on the consolidation of taxable results with the ones generated by its
direct shareholder in Luxembourg.

However, deferred tax assets and deferred tax liabilities generated by temporary differences have been booked
as at 31 December 2019.

The net profit of the year available for distribution, including retained earnings (but excluding First Time
Adoption “FTA” and reclassification from revaluation reserves) amounted to EUR 94,094,546. Retained
earnings amount included also functional property revaluation of EUR 24,513,535, which has been reclassified
from revaluation reserve to retained earnings following the functional property disposal concluded in 2018.

The Board of Directors will propose the following allocation of the profit to the Annual General Meeting,
which will be held to approve the financial statements as at 31 December 2019:

(EUR)

Net profit of 2019 financial year 94,082,728
Retained profit from previous year (excluding FTA and reclassification 11,818
from revaluation reserves)

Amount attributable to shareholders 94,094,546
Allocation to legal reserve (5% net profit) 4,704,137
Allocation to the NWT reserve 17,256,550
Dividend for the financial year (77% rounded up) 72,100,000
Total 94,060,687
Retained profit carried forward to the next financial year (excluding first 33,859

time adoption)

Subsequent events

The Bank is not aware of any adjusting or non-adjusting event that would have occurred between 31 December
2019 and the date when the present financial statements were authorised for submission by the Board of
Directors to the Annual General Meeting of Shareholders.

Miscellaneous

The Bank did not purchase own shares during the year 2019. No research and development costs have been
sustained during the year 2019.



Conclusion

The Board of Directors is satisfied concerning the profits generated. It thanks the Authorised Management of
the Bank for its activity and all the employees for their professional behaviour and the quality of the services

provided to the Bank’s client, in this challenging year.

Luxembourg, 20 March 2020

= T

Paolo Enrlco Pernice
Chief Financial Officar
Massimo Torchiana
Administrateur Délégué & CEO
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To the Board of Directors of

Intesa Sanpaolo Bank Luxembourg S.A.
19-21 boulevard du Prince Henri
L-1724 Luxembourg

REPORT OF THE REVISEUR D’ENTREPRISES AGREE

Report on the audit of the financial statements

Opinion

We have audited the financial statements of Intesa Sanpaolo Bank Luxembourg S.A. (the
“Bank”), which comprise the statement of financial position as at 31 December 2019, and the
statement of comprehensive income, statement of changes in equity and statement of cash
flows for the year then ended, and notes to the financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial
position of the Bank as at 31 December 2019, and of its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union.

Basis for Opinion

We conducted our audit in accordance with the EU Regulation N° 537/2014, the Law of 23 July
2016 on the audit profession (“Law of 23 July 2016") and with International Standards on
Auditing (“ISAs”) as adopted for Luxembourg by the “Commission de Surveillance du Secteur
Financier” (“CSSF”). Our responsibilities under the EU Regulation N° 537/2014, the Law of
23 July 2016 and ISAs are further described in the « Responsibilities of “Réviseur d’Entreprises
agréé” for the audit of the financial statements » section of our report. We are also independent
of the Bank in accordance with the International Ethics Standards Board for Accountants’ Code
of Ethics for Professional Accountants (“IESBA Code”) as adopted for Luxembourg by the
CSSF together with the ethical requirements that are relevant to our audit of the financial
statements, and have fulfilled our other ethical responsibilities under those ethical
requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the financial statements of the current period. These matters were
addressed in the context of the audit of the financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters.

KPMG Luxembourg, Société coopérative, a Luxembourg entity and a T.V.A LU 27351518
member firm of the KPMG network of independent member firms R.C.S. Luxembourg B 149133

affiliated with KPMG Internati | Coop ive (“KPMG Internati 1”1,
a Swiss entity.
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Impairment of loans and advances to customers

a) Why the matter was considered ta be one of most significance in our audit of the financial
statements for the year ended 31 December 2019

Loans and advances to customers represent a significant amount of EUR 10,586,894,810 as
at 31 December 2019. Certain aspects of the accounting for impairment of loans and advances
to customers require significant judgments, such as the identification of credit exposures that
are deteriorating, their staging, the estimation of expected credit losses as per IFRS 9 and of
the recoverable value of credit exposures.

Impairment on loans and advances to customers are the Management best estimates of the
expected credit losses at the balance sheet date. They are calculated on an individual basis
for stage 3 exposures based on the expected discounted future cash flows or observable data
markets and on a collective basis for stage 1 and 2 exposures based on internal models
developed by the Bank with the support of the Intesa Sanpaolo S.p.A. Group (“the Group”).

Due to the significance of loans and advances to customers and the related estimation
uncertainty, we consider the valuation of loans as a key audit matter.

Please refer to notes 3, 7 and 26 of the financial statements for further information on the
impairments of loans and advances to customers.
b) How the matter was addressed in our audit

Our audit approach included testing both the effectiveness of internal controls around
determining loan loss provisions as well as substantive audit procedures.

We tested the design, implementation and operating effectiveness of the key controls the Bank
implemented to monitor its credit exposures and support its specific and collective impairment
calculation:

— Loan approval process;
— Annual review of credit exposures by the Credit department,
— Monthly review of the watch-list by Management and the Credit Committee;

— Monthly review of the past-due credit exposures by the Credit and the Risk Management
departments;

— Timely review of the IFRS 9 impairment model's components, data quality and calculation
at the Group level;

— Local management oversight monitoring of outsourced impairment calculation to the
Group.

On a sample of credit operations, we tested the creditworthiness of the counterparty to assess
the classification of the IFRS 9 staging.

For all significant stage 3 exposures at year end, we verified the estimation of allowance for
losses on loans and advances to customers recorded by the Bank.

We involved our financial risk management specialists to challenge key assumptions and
judgements made by management relating to the IFRS 9 expected credit loss model and
evaluated the reasonableness of management's key judgements and estimates made in
preparing adjustments.



KPMG

Finally, we assessed whether the disclosures in the financial statements appropriately reflect
the Bank’s exposure to credit risk.

Valuation of the Bank's swaps’ portfolio

a) Why the matter was considered to be one of most significance in our audit of the financial
statements for the year ended 31 December 20719

The Bank enters into cross currency swaps and interest rate swaps derivatives to create risk
management solutions for clients and to manage and hedge its own risks.

This portfolio of derivatives is only composed of Over-The-Counter operations measured by
the Bank based on observable data markets and are classified as Level 2 financial instruments.

Given the amount and number of swaps in the Bank'’s portfolio, the use of wrong parameters
or inappropriate yield curves might give rise to potential significant misstatements. Therefore
we consider the valuation of those derivatives as a key audit matter.

Please refer to notes 3, 5 and 15 of the financial statements for further information on the
valuation of derivatives.

b) How the matter was addressed in our audit

We tested the design, implementation and effectiveness of the monthly controls implemented
by the risk management department of the Bank on the swaps valuation to monitor, identify
and analyze any difference between the Bank's internal valuation and the valuation from the
Group.

We obtained the swaps portfolio from risk management department and asked Management
ta correct the differences we noted with accounting records.

We obtained and inspected a sample of derivatives term sheets and contracts to obtain
assurance that they have been properly entered into the Bank's IT system.

We performed direct testing over the fair value on a sample of derivatives at year-end based
on observable data markets and the derivatives characteristics.

Where differences were identified between our independent valuation and management's
valuation, we performed additional testing over each variance to support our assessment of
the appropriateness of the fair value.

Other information

The Board of Directors is responsible for the other information. The other information
comprises the information stated in the management report but does not include the financial
statements and our report of “Réviseur d'Entreprises agréé” thereon.

Our opinion on the financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report this fact. We have
nothing to report in this regard.
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Responsibilities of the Board of Directors and Those Charged with Governance for the
financial statements

The Board of Directors is responsible for the preparation and fair presentation of the financial
statements in accordance with IFRSs as adopted by the European Union, and for such internal
control as the Board of Directors determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Board of Directors is responsible for assessing the
Bank's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the Board of Directors either
intends to liquidate the Bank or to cease operations, or has no realistic alternative but to do
0.

Those charged with governance are responsible for overseeing the Bank's financial reporting
process.

Responsibilities of the Réviseur d'Entreprises agréé for the audit of the financial
statements

The objectives of our audit are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error, and
to issue a report of “Réviseur d’Entreprises agréé€” that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with the EU Regulation N° 537/2014, the Law of 23 July 2016 and with ISAs as
adopted for Luxembourg by the CSSF will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of these financial statements.

As part of an audit in accordance with the EU Regulation N° 537/2014, the Law of 23 July 2016
and with ISAs as adopted for Luxembourg by the CSSF, we exercise professional judgment
and maintain professional skepticism throughout the audit. We also:

— Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

— Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Bank's internal control.

— Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Board of Directors.
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— Conclude on the appropriateness of Board of Directors’use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Bank’s ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our report of the “Réviseur d’Entreprises agréé” to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our report of the “Réviseur d’Entreprises agréé€”. However, future events or conditions may
cause the Bank to cease to continue as a going concern.

— Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

From the matters communicated with those charged with governance, we determine those
matters that were of most significance in the audit of the financial statements of the current
period and are therefore the key audit matters. We describe these matters in our report unless
law or regulation precludes public disclosure about the matter.

Report on other legal and regulatory requirements

We have been appointed as “Réviseur d'Entreprises agréé” by the Board of Directors and the
duration of our uninterrupted engagement, including previous renewals and reappointments,
is 8 years.

The management report is consistent with the financial statements and has been prepared in
accordance with applicable legal requirements.

We confirm that the prohibited non-audit services referred to in the EU Regulation No 537/2014
were not provided and that we remained independent of the Bank in conducting the audit.

Luxembourg, 20 March 2020 KPMG Luxembourg,
Société coopérative
Cabinet de révision agréé

e

S. Hustinx
Associate Partner



Statement of financial position
31 December 2019

Intesa Sanpaolo Bank Luxembourg S.A.

(expressed in EUR)
Assets 31.12.2019 31.12.2018
Notes
Cash and cash balances with central banks 3,4 726,382,833 109,032,333
Financial assets measured at fair value
through profit or loss (“FVTPL”) 3,5
Financial assets held for trading 30,193,047 48,445,482
Financial assets designated at fair value - 10,365,456
Financial assets mandatorily measured at
fair value 613,898 789,701
30,806,945 59,600,639

Financial assets measured at fair value
through other comprehensive income
(“FVTOCI”?) 3,6 2,265,365,852 2,