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A) OPERATING
PERFORMANCE

Note. The figures contained in this interim report on
operations are stated in euro; the percentage changes
refer to comparable statement of financial position data
at the end of 2013 and to comparable income statement
data for the period to 31 March 2013, unless specified
otherwise.

Because most of the figures in the text and tables are
rounded to the nearest million or thousand euro, the
percentages may differ marginally from those that would
result from a comparison of the same amounts expressed
in different units.






INTERIM REPORT ON OPERATIONS
AT 31 MARCH 2014

INTRODUCTION

This consolidated quarterly financial report at 31 March 2014 has been
prepared to accompany the Prospectus for the rights issue of ordinary
shares to members and shareholders of Banca Popolare di Sondrio Societa
cooperativa per azioni, and for their admission to listing on the screen-
traded market organised and managed by Borsa Italiana Spa. As a
consequence, this report has been prepared in accordance with IAS 34
«Interim Financial Reporting» and has been subjected to a limited
examination by the independent auditors.

This interim report on operations at 31 March 2014, prepared pursuant
to art. 154 ter of the Consolidated Finance Law (T.U.E.), was approved by
the Board of Directors on 14 May 2014.

The information is provided in compliance with Decree no. 195 dated
6 November 2007, which adopted Directive 2004/109/EC (the Transparency
Directive).

THE BANCA POPOLARE DI SONDRIO
BANKING GROUP

The Banca Popolare di Sondrio Banking Group comprises:

Parent bank:

Banca Popolare di Sondrio s.c.p.a. - Sondrio.

Group companies:
Banca Popolare di Sondrio (SUISSE) SA — Lugano (CH).

The Parent bank holds all the capital of Banca Popolare di Sondrio
(SUISSE) SA, 150,000,000 CHE.

Factorit spa - Milan.

The Parent bank holds 60.5% of the capital of Factorit spa, 85,000,002
euro.

Sinergia Seconda Srl — Milan.

The Parent bank holds all the capital of Sinergia Seconda Srl, 60,000,000
euro.
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CONSOLIDATED SHAREHOLDINGS:

Name Location Share capital (in thousands) % held
Banca Popolare di Sondrio (SUISSE) SA  Lugano (CHF) 150,000 100
Factorit spa Milan 85,000 60.5
Sinergia Seconda srl Milan 60,000 100
Pirovano Stelvio spa * Sondrio 2,064 100
Immobiliare San Paolo srl * Tirano 10 ** 100
Immobiliare Borgo Palazzo srl * Tirano 10 ** 100

* equity investments not included in the banking group
** held by Sinergia Seconda srl

The scope of consolidation has changed since 31 December 2013
following the entry into force of IFRS 10.

Pursuant to IFRS 10, control exists when the investor is exposed,
or has rights, to variable returns from its involvement with the investee
and has the ability to affect those returns through its power over the
investee.

As a consequence, the scope of consolidation now includes Centro delle
Alpi RMBS S.rll, a special purpose company formed in 2011 that is wholly
owned by SVM Securitisation Vehicles Management S.r.l.. The Flex Plus and
European Equity funds of Popso (Suisse) Investment Fund SICAV, a
Luxembourg company, have also come within the scope of consolidation. The
Group is exposed to the variable results generated by all these entities and is
also able to influence them via its power of control over their significant
activities.

SHAREHOLDINGS MEASURED USING THE EQUITY METHOD:

Name Location Share capital (in thousands) % held
Alba Leasing S.p.a. Milan 325,000 20.950
Arca Vita S.p.a. Verona 208,279 14.837
Banca della Nuova Terra S.p.a. Milan 50,000 19.609
Unione Fiduciaria S.p.a. Milan 5,940 24.000
Polis Fondi Sgrpa Milan 5,200 19.600
Rajna Immobiliare S.r.. Sondrio 20 50.000
Sofipo SA * Lugano (CHF) 2,000 30.000

* held by Banca Popolare di Sondrio (SUISSE) SA

10

Banca Popolare di Sondrio

Further information about the reporting treatment of equity investments
is provided in the «scope and methods of consolidation» section of the
explanatory notes.

INTERNATIONAL BACKGROUND

The general improvement in the economic climate has continued,
despite persistent uncertainties about the ability of China to maintain



extremely high rates of growth and the occurrence of unforeseeable events,
such as the crisis in the Ukraine.

The signs of recovery appear to be consolidating in Europe, although
they are neither generalised nor vigorous. Indeed, the dynamics
experienced in the various countries differ considerably and much time
is still required before the benefits make an impact on the greatest social
issue: unemployment. The doubts about the solidity of the single currency
seem to have abated, although the outcome of the European elections
remains to be seen.

The international stock exchanges have moved in different directions
during the period: Europe and the United States have climbed higher, with
the Standard & Poor’s 500 reaching new historical highs; mixed performance
in the emerging countries; the Japanese market fell considerably. In truth,
there were various reasons for concern: from the heightening of tensions
in various parts of the world, to the gradual reduction of monetary stimulus
by the Federal Reserve. The Milan exchange benefited from the strong
recovery of the banking sector, supported by renewed interest from
international investors. As a result, the FTSE Mib rose by 14.36% during
the quarter.

In Italy, economic activity during the early months of the year was
basically in line with the trends seen during the final quarter of 2013.
Improvements in the manufacturing sector were accompanied by an upturn
in business confidence. The recovery in consumption remains fragile
however, as evidenced by the prolonged and steady decline in the rate of
inflation.

This is clearly explained by the difficulties faced by many families,
whose purchasing power has fallen and who fear for the future, in the absence
of immediate prospects for an improvement in their situation. Unemployment
is the greatest cause of concern and - as mentioned - a recovery can only
reasonably be expected over the medium term, after the economic upturn
has had time to consolidate.

Even the public sector finances will not benefit much from the
considerable efforts currently being made, unless there is a further acceleration
in economic activity.

Outside of the Euro area and, more particularly, away from the crisis,
the Swiss Confederation appears to be in good health due to the solidity and
reliability of its manufacturing and financial systems. The outlook suggests
further significant, balanced growth there during 2014.

DEPOSITS

The growth in funding reported during 2013 continued throughout
the first quarter, confirming the strength of the Group’s relations with
customers.

This progress has been achieved despite continuing efforts to reduce
the cost of funding, in line with the rate trends in the monetary and

S
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financial markets. Lower yields on Italian government securities have been
slowly reflected in bank funding and, consequently, transmitted to borrowers
as well.

Direct customer deposits have risen to 27,334 million, representing an
increase of 2.72% over the year and 2.47% since the end of 2013. This confirms,
as stated, the ability of the Group to compete under challenging economic
conditions and in situations rife with uncertainty.

Indirect customer deposits total 28,178 million at market values, up by
3.06% since the end of 2013.

Insurance premium income came to 783 million, +9.00%.

Total customer deposits therefore amount to 56,295 million (+2.85%).

Amounts due to banks total 3,152 million, +2.74%. This balance includes
refinancing of 1,800 million arranged with the European Central Bank.

Indirect deposits from banks amount to 1,423 million, +9.86%.

Customer and bank deposits therefore total 60,870 million, +3.00%.

Euro and currency current accounts total 20,365 million, +6.61%, while
time deposit accounts have fallen to 3,353 million, -12.96%. Euro and currency
accounts represent 74.50% of total direct deposits.

Bonds have contracted slightly, -0.72%, to 2,860 million

Savings deposits are essentially stable, -0.24%, at 543 million, while repo
transactions have fallen by 48.24% to 109 million. Certificates of deposit have

DIRECT CUSTOMER DEPOSITS

(in thousands of euro) 31-03-2014 31-12-2013 % Change
Savings deposits 542,638 1.99 543,921 2.04 -0.24
Certificates of deposit 6,346 0.02 9,038 0.03 -29.79
Bonds 2,860,391 10.46 2,881,231 10.80 -0.72
Repo transactions 109,188 0.40 210,968 0.79 -48.24
Bank drafts and similar 97,395 0.36 74,705 0.28 30.37
Current accounts 17,990,430 65.81 16,839,397 63.13 6.84
Time deposit accounts 3,352,767 12.27 3,852,033 14.44 -12.96
Foreign currency accounts 2,374,951 8.69 2,264,033 8.49 4.90
Total 27,334,106 100.00 26,675,326 100.00 2.47
TOTAL DEPOSITS

(in thousands of euro) 31-03-2014 % 31-12-2013 % % Change
Total direct customer deposits 27,334,106 4491 26,675,326 45.14 2.47
Total indirect customer deposits 28,177,701 46.28 27,341,054 46.26 3.06
Total insurance premiums 783,476 1.29 718,808 1.22 9.00
Total 56,295,283 92.48 54,735,188 92.62 2.85
Due to banks 3,152,056 5.18 3,067,978 5.19 2.74
Indirect deposits from banks 1,422,830 2.34 1,295,125 2.19 9.86
Grand total 60,870,169 100.00 59,098,291 100.00 3.00
12
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dropped to 6 million, -29.79%, and remain entirely marginal. Bank drafts
amount to 97 million, +30.37%.

Asset management activities have confirmed the good performance
achieved over the past year, both in terms of inflows and results. Assets
under management total 4,198 million, up by 4.96% since the end of
2013.

LENDING

Lending by the Group declined during 2013, but increased during the
first quarter as a reflection, in large measure, of the short-term transactions
arranged to employ excess liquidity.

Against a background of slightly less unfavourable conditions, the
Group has continued as always to support economic activity in the territories
served. This work is accompanied by the careful management of lending,
supported by constant improvements in the tools available for the management
of credit risk. In general terms, the situation regarding credit quality remains
problematic, as demonstrated by the substantial adjustments made in
application of extremely prudent assessment criteria.

Amounts due from customers total 24,600 million, down slightly over
the year, -0.85%, but up 2.91% since the end of 2013. The ratio of amounts
due from customers to direct customer deposits has risen to 90%, from 89.61%
at the end of last year.

The various captions contribute to total customer loans in differing
measure.

DUE FROM CUSTOMERS
(in thousands of euro) 31-03-2014 % 31-12-2013 % % Change
Current accounts 6,496,904 26.41 6,415,216 26.84 1.27
Foreign currency loans 1,526,264 6.20 1,497,522 6.26 1.92
Advances 473,938 1.93 438,528 1.83 8.07
Advances subject to collection 234,468 0.95 254,092 1.06 -1.72
Discounted portfolio 10,971 0.04 11,626 0.05 -5.63
Artisan loans 16,791 0.07 17,173 0.07 -2.22
Agricultural loans 27,469 0.11 32,363 0.14 -15.12
Personal loans 170,924 0.69 166,907 0.70 241
Other unsecured loans 4,065,424 16.53 4,031,078 16.86 0.85
Mortgage loans 8,934,255 36.33 8,880,310 37.15 0.61
Non-performing loans 506,162 2.06 460,681 1.93 9.87
Repo transactions 614,919 2.50 49,412 0.21 -
Factoring 1,521,061 6.18 1,649,651 6.90 -1.79
Total 24,599,550 100.00 23,904,559 100.00 291
13
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Mortgage loans amount to 8,934 million, +0.61%, and represent the
largest percentage (36.33%) of the total due from customers.

This balance includes loans sold but not derecognised totalling 1,298
million in relation to the securitisation arranged by the Parent bank.

These loans have not been derecognised because the requirements of
IAS 39 are not met. Current account overdrafts have increased from 6,415 to
6,497 million, +1.27%. Other unsecured loans now total 4,065 million, +0.85%,
while personal loans amount to 171 million, +2.41%. Repo transactions,
representing the temporary employment of liquidity, have risen considerably,
from 49 to 615 million.

Advances climbed 8.07% to 474 million, while foreign currency loans
have increased by 1.92% to 1,526 million. On the other hand, advances subject
to collection fell by 7.72% to 234 million. Factoring is also lower at 1,521
million, -7.79%.

Total doubtful loans, comprising non-performing, watchlist,
restructured and past due loans, have eased to 1,822 million, -0.90%,
representing 7.41% of amounts due from customers. This reflects the persistent
difficulties attributable to the general economic situation. Writedowns of
impaired loans total 1,310 million, representing 41.83% of the gross exposure,
compared with 39.22% in December 2013. The following table gives an
overview of doubtful loans.

Net non-performing loans, after writedowns, total 506 million, +9.87%,
or 2.06% of total customer loans, compared with 1.93% at 31 December 2013
and 1.59% at 31 March 2013. Despite this increase, the level of net non-
performing loans is far below that of the banking system as a whole.

DUE FROM CUSTOMERS - DOUBTFUL LOANS

(in thousands of euro) 31-03-2014 31-12-2013 (+/-) % change
Impaired loans Gross exposure 3,132,248 3,024,910 107,338 3.55
Adjustments 1,310,247 1,186,438 123,809 10.44
Net exposure 1,822,001 1,838,472 -16,471 -0.90
- Non-performing loans  Gross exposure 1,317,068 1,179,504 137,564 11.66
Adjustments 810,907 718,823 92,084 12.81
Net exposure 506,161 460,681 45,480 9.87
- Watchlist loans Gross exposure 1,381,290 1,305,665 75,625 5.79
Adjustments 447,969 406,531 41,438 10.19
Net exposure 933,321 899,134 34,187 3.80
- Restructured loans Gross exposure 88,127 51,163 36,964 72.25
Adjustments 11,053 8,344 2,709 32.47
Net exposure 77,074 42,819 34,255 80.00
- Past due loans Gross exposure 345,763 488,578 -142,815 -29.23
Adjustments 40,318 52,740 -12,422 -23.55
Net exposure 305,445 435,838 -130,393 -29.92
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Adjustments to cover estimated losses on non-performing loans have
risen to 811 million, +12.81%, representing 61.57% of the gross amount
compared with 60.94% at the end of 2013. This increase in coverage reflects
the prudent policy adopted in relation to provisions, especially with regard
to mortgage loans in accordance with earlier recommendations made by the
Supervisory Authorities.

Watchlist loans, being loans to borrowers in temporary difficulties that
are expected to be resolved, have risen to 933 million, +3.80%, or 3.79% of
total loans to customers, compared with 3.76% at the end of 2013.

Restructured loans total 77 million, up 80.00% due, in the main, to
reclassifications from other categories of impaired loans following signature
of the related restructuring agreements.

Impaired past due loans, as defined by the Supervisory Authorities,
amount to 305 million, -29.92%, representing 1.24% of total loans compared
with 1.82% at the end of 2013.

Total adjustments come to 1,459 million (+9.58%). Of these, provisions
made for performing loans amount to 149 million, which is 0.65% of the gross
amount of such loans (0.66% in December 2013).

As required by Consob Communication no. DEM/RM11070007 of 5
August 2011, we note that loans to customers include loans to central and
local government for 75 million, local and state-owned enterprises for 434
million and various other entities for 269 million.

TREASURY AND PORTFOLIO OF FINANCIAL ASSETS

At 31 March 2014, net interbank borrowing amounts to 2,182 million,
down by 152 million from 2,334 million at the end of 2013. Excluding the
LTRO — Long Term Refinancing Operations arranged by the Parent bank
with the ECB, 1,800 million (unchanged since the end of 2013), the balance
is just 382 million.

Treasury activity during the quarter was intensive once again, although
the number and value of transactions were lower than in the comparative
period. Work focused on lending activities in particular, since the Group
continues to be highly liquid in view of the LTROs with the European
Central Bank. The state of the interbank market and liquidity in general
remains good, assisted by the ECB’s declared intention to repeat the
refinancing operations, as necessary, in order to support the recovery. At
31 March 2014, the Parent bank has 2 financing operations outstanding
with the European Central Bank for a total of 1,800 million. These have a
duration of three years and may be repaid early. The healthy state of liquidity
is also reflected in the income-earning activities represented by the level of
portfolio securities and lending. The portfolio of financial assets totals 7,015
million, up by 3.24% since year end. There were no transfers of financial
assets between portfolios during the period. The following table summarises
the various amounts:

15
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FINANCIAL ASSETS

(in thousands of euro) 31-03-2014 31-12-2013 % Change
Financial assets held for trading (HFT) 3,247,654 3,154,594 2.95
of which. derivatives 34,820 37,687 -1.61
Financial assets carried at fair value

(CFV - Carried at Fair Value) 96,509 79,226 21.81
Financial assets available for sale

(AFS - Available For Sale) 3,495,122 3,375,500 3.54
Financial assets held to maturity

(HTM - Held to Maturity) 175,734 182,621 -3.77
Hedging derivatives - 2,923 -
Total 7,015,019 6,794,864 3.24

The increase of 220.155 million is consistent with the operational
decisions made in prior years, which give priority to the purchase of
government securities. New investment focused in particular on BOT, BTP
and CTZ, while the change in CCT was less significant .

In accordance with the requirements of Consob Communication no.
DEM/RM11070007 of 5 August 2011, we inform you that these portfolios
include bonds that form part of the sovereign debt (i.e. issued by local and
central governments) totalling 6,224 million, almost entirely relating to issues
made by the Italian Government.

Financial assets held for trading

Financial assets held for trading (HFT), shown in the following table,
total 3,248 million following a 2.95% increase since 31 December 2013.

(in thousands of euro) 31-03-2014 31-12-2013 % Change
Floating-rate Italian government securities 1,816,730 1,791,494 1.41
Fixed-rate Italian government securities 1,102,234 1,037,321 6.26
Bank bonds 154,887 161,114 -3.86
Bonds of other issuers 36,658 24,830 47.64
Securitisations 35,182 33,804 4.08
Variable-yield securities and mutual funds 67,143 68,344 -1.76
Net book value of derivative contracts 34,820 37,687 -1.61
Total 3,247,654 3,154,594 2.95

The structure of the HFT portfolio remains simple, with a
preference for Italian government securities. These amount to 2,919
million or 89.88% of the total, of which 1,817 million at a floating rate
and 1,102 million at a fixed rate, representing respectively 55.94% and
33.94% of the portfolio.

The derivatives component has declined from 38 to 35 million, -7.61%.

The corporate bonds held are all of high standing, comprising bank
bonds of 155 million, -3.86%, and the bonds of other issuers, which have
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increased by 47.64% to 37 million. Securities deriving from securitisations
have increased by 4.08% to 35 million and are all classified as senior.
Holdings of fixed-rate government securities, BOT and BTP, have increased
by 6.26% to 1,102 million. The component represented by equities and
mutual funds remains marginal with respect to the portfolio as a whole,
amounting to 67 million, -1.76%..

Financial assets carried at fair value

Financial assets carried at fair value (CFV) come to 96 million, +21.81%.
The increase mainly reflects the consolidation of two funds managed by
Popso (Suisse) Investment Fund Sicav.

Financial assets available for sale

The portfolio of financial assets available for sale (AFS) has increased
from 3,375 million to 3,495 million, +3.54%. This increase, smaller than in
2013, was principally due to the purchase of Italian government securities,
which total 3,248 million, +2.39%. They are held to contain, at least in part,
the impact on the income statement of any volatility affecting the portfolio
of securities as a result of turbulence in the financial markets.

Financial assets available for sale also include bank bonds of 40 million,
unchanged; funds and sicavs, 119 million, +61.90%; shares, 69 million, +2.96%;
bonds of other issuers, 19 million, -15.27%.

Adjustments totalling 0.174 million have been made in relation to the
impairment of two funds.

Financial assets held to maturity

The HTM portfolio, comprising solely fixed-yield securities, has
decreased to 176 million, -3.77%, as a result of redemptions. Unrealised gains
at the end of March, mostly relating to Italian government securities, amount
to 6 million.

EQUITY INVESTMENTS

Equity investments total 158 million at 31 March 2014, up by 2 million
since the end of 2013. This change reflects the measurement of these
investments using the equity method.

The following discussion relates to those investments not consolidated
on a line-by-line basis.

Rajna Immobiliare srl (50%). This real estate company is owned by
the Parent Bank jointly with Credito Valtellinese.
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The company owns a valuable property in Sondrio that has been
leased, together with office equipment, to Equitalia nord spa, a tax collection
company owned by the Equitalia Group. Positive results were reported for
the quarter.

Unione Fiduciaria spa (24%). This company was founded and is
owned by the cooperative banking movement. It acts as a trustee and
provides fiduciary services to banks, financial intermediaries and other
businesses.

The company maintains a leading position in the relevant domestic
market. Expansion of the business is supported by the broadening of
knowledge and an interest in innovation, backed by the professional skills
of employees and the legal and fiscal advice, in particular, provided by
external consultants.

Benefits also come from the contribution made by affiliates, including
in particular Sofipo SA based in Lugano.

Positive results were reported for the quarter.

Alba Leasing spa (20.95%). This company operates in the financial lease
sector and is held jointly with other cooperative banks: Banco Popolare, Banca
Popolare dell’Emilia Romagna and Banca Popolare di Milano.

Alba Leasing continued to operate with professionalism during the
period and achieved an increase in the volume of new loans.

Despite a further loss, the results for the period reflect the initial effects
of work to rationalise the organisation and costs, as well as the strategies
adopted by the company to achieve economic equilibrium.

Banca della Nuova Terra spa (19.609%). This bank specialises in
lending to farmers and businesses active in the agricultural, food processing,
environmental protection and renewable energy sectors.

Business remains affected by the adverse conditions affecting the
primary sector, particularly with regard to the quality of loans and the
reduction of the banking aggregates. Work on the securitisation of loans is
in progress at the reporting date, with a view to transferring the credit risk
to the banking shareholders. The owners are also analysing possible alternative
options for implementation.

Polis Fondi Immobiliari di Banche Popolari S.G.R.p.A. (19.60%).

This company promotes and manages real estate investment trusts.

Sensible operating policies and a professional approach have enabled
this company to cope with the prolonged contraction of the property market,
not least via targeted diversification with respect to the company’s principal
activities.

The results for the period were positive.



Arca Vita spa (14.837%). This company, active in the life insurance
sector, is controlled by Unipol Gruppo Finanziario spa.

Professionalism and the competitive nature of the company’s products
resulted in satisfactory net inflows during the year.

The volume of business referred by the Bank was good, including with
regard to the loss insurance activities of Arca Assicurazioni. Positive results
were reported for the quarter.

Servizi Internazionali e Strutture Integrate 2000 srl (33.333%).

This service company, which operates internationally, is jointly owned
together with Banca Popolare dell’Emilia Romagna and Veneto Banca.

Via representative offices in Hong Kong and Shanghai, the company
provides advice and assistance to customers of the shareholder banks and
parties interested in examining the opportunities afforded by the Chinese
market. The company’s Milan office specialises in the analysis of risks associated
with lending systems and financial institutions, as well as sovereign risk.

Activities have continued on a routine basis.

Sofipo SA (30%). This company, based in Lugano, provides trust and
advisory services. The equity investment is held via Banca Popolare di Sondrio
(SUISSE) SA.

Activities are marked by professionalism and confidentiality, as the
company gradually consolidates its portfolio of Swiss and foreign customers.
The latter are typically interested in establishing business relations in
Switzerland. The wide range of services in the corporate field includes the
provision of fiscal and legal advice, as well as the outsourcing of certain
operational activities.

The company also addresses the real estate sector.

A small profit was earned during the period.

PROPERTY, PLANT AND EQUIPMENT
AND INTANGIBLE ASSETS

Property, plant and equipment and intangible assets total 269 million,
up 0.49%. The first category, amounting to 246 million, is essentially unchanged.
Commitments for the purchase of property, plant and equipment amount to
5.622 million, compared with 5.032 million at 31 December 2013.

The second category, totalling 23 million, has increased by 6.72% and
includes goodwill of 9 million. Goodwill is subjected to annual impairment
testing to check for any loss of value.

The most recent test was performed when preparing the consolidated
financial statements at 31 December 2013.

It was not deemed necessary to repeat the procedure at 31 March 2014.

=
S
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PROVISIONS

These comprise employee severance indemnities of 41 million, +0.43%,
and the provisions for risks and charges totalling 158 million, +3.52%.

RISK MANAGEMENT

Work continued during the quarter on monitoring and checking the
various forms of risk faced by the Group. These were discussed in full in the
financial statements at 31 December 2013, both in the explanatory notes and
in the report on operations. Reference is made to that analysis.

Efforts are being made to strengthen further the controls over
credit risk, which is a «special case» in the current economic environment.
In particular, with a view to making the allocation of positions to the
different categories of impairment even more objective, new criteria
have been developed - essentially linked to the time already spent in a
given category - for identifying positions that, in view of the associated
intrinsic risk, should perhaps be reclassified as watchlist or non-
performing loans.

New IT reports have been developed to facilitate a complete analysis
of the dynamics of problem loans, the related adjustments and the percentage
coverage required for each category of impairment. The Lending Quality
initiative launched in 2012 has also continued, with a view to taking advance
action in relation to performing customers that show initial signs of difficulty
and anomalies in their relations with the Group. With regard to liquidity
risk, the changes to the long-term NSFR proposed in January 2014, in the
context of the Basel III Accord, resulted in re-opening the project in order
to align the criteria programmed into the relevant software with the new
instructions.

The Parent bank is also working to comply with the EU CRR/CRDIV
regulation, which requires the quantification of two liquidity indicators
(Liquidity Coverage Ratio and Stable Funding Ratio). These have similarities
with the ratios envisaged by the Basel Committee, but the related calculations
differ in numerous, significant respects.

The analysis of average financial duration, as part of the ALM (Asset &
Liability Management) system, measures the instantaneous change in the net
value of assets and liabilities on a 1% increase in interest rates: this measure
averaged -93.238 million during the quarter.

Market risks, being the interest rate, portfolio price and exchange rate
risks, remained within established limits during the first quarter of 2014, both
at a strategic level (Maximum Acceptable Risk) and at operational level (Value
at Risk).

Turning to the monitoring of operational risks, accurate and timely
information is known to improve the observations and internal estimates



made of risk-significant phenomena. Accordingly, work to evaluate the
entire risk management process continued during the first quarter, with a
view to integrating the various sources of information in an efficient manner.
As a result, the methodology adopted for the monitoring and control of
operational risks will become more responsive to the actual nature of
operations, which are increasingly affected by technological advances and/
or regulatory changes.

Particular attention has been given to revising the rules for the
identification and recording of risk-related events deriving from the
malfunction of IT procedures and/or equipment.

The Internal Audit Department is required to assess the adequacy of
the overall system of internal controls, in which it plays the leading role. This
objective is pursued mainly by the performance of third-level checks - being
the audit work carried out on the business functions responsible for monitoring
risk - and by the control of business processes. This work essentially seeks to
identify and assess risks and the related controls, recommending improvements
to the latter when necessary or appropriate. At the same time, the central and
peripheral audit offices have continued to carry out routine checks on the
proper functioning of central offices and the branch network, both via site
visits and by the central examination of statistics and other indicators. These
checks contribute to the overall assessment of the effectiveness of the system
of internal controls.

The number of inspections carried out during the first quarter of 2014,
including those performed at Group level, totalled 148, of which 7 were
performed together with the Board of Statutory Auditors.

HUMAN RESOURCES

The Group employs 3,047 persons at 31 March 2014, compared with
3,061 one year earlier. The slight reduction reflects the organisational
rationalisation carried out by the Swiss subsidiary.

EQUITY

Consolidated shareholders’ equity at 31 March 2014, inclusive of
valuation reserves and the net profit for the period, amounts to 2,006.930
million, +3.65%.

This aggregate does not reflect the effects of distributing the 2013 net
profit reported by the Parent bank. These effects arose subsequent to the
end of the period, following the resolutions adopted at the Ordinary
Shareholders’ Meeting held on 26 April 2014, which authorised the
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distribution of a dividend of 0.05 euro to each of the 308,147,985 shares
outstanding at 31 December 2013.

The share capital, represented by 308,147,985 ordinary shares with a
par value of 3 euro, remains unchanged at 924.444 million, as does the
share premium reserve of 171.450 million. Reserves increased by 54.010
million to 848.791 million, +6.80%, mainly following allocation of the net
profit for 2013. The valuation reserves, representing the net unrealised
gains and losses recorded on AFS financial assets and the net actuarial
gains and losses on the defined benefit plans arranged for employees, have
a net positive balance of 44.815 million, up from the positive balance of
16.782 million reported at the end of 2013.

Transactions in treasury shares are carried out in accordance with
the specific shareholders’ resolution. The Parent bank holds 3,020,000
treasury shares with a carrying amount of 24.316 million, which is
unchanged since the end of 2013.

The price for BPS stock, which is listed in the Blue Chips segment of
the MTA, the screen-based market of the Italian Stock Exchange, rose by
17.72% during the period.

The number of members also increased to 182,676, up by 1,459 since
the end of 2013.

Banca Popolare di Sondrio (SUISSE) SA, Factorit spa and Sinergia
Seconda srl did not carry out any transactions in their own shares or those
of the Parent bank. The other consolidated companies did not carry out
any transactions in their own or the Parent bank’s shares either. There are
no cross-holdings among the companies included within the scope of
consolidation.

With regard to capital adequacy, the new minimum capital ratios
came into force on 1 January 2014. Italian banks must meet the following
requirements at a consolidated level in 2014:

CET1 Ratio 7%
Tier 1 Capital ratio 8%
Total capital ratio 10.50%

For larger EU banks, which includes our Group, the European Central
Bank has imposed (in a note dated 23 October 2013) a stricter 1% add-on to
the CET 1 ratio; accordingly, the minimum value to be achieved by the Group
is now 8%.

In view of the numerous changes made to supervisory reporting as a
result of the new Basel III regulations, the Bank of Italy has made an exception
by allowing the prudential reports at 31 March to be submitted by 30 June
2014. Since the related processing and checks are still in progress, the most
recent capital adequacy ratios available are reported here, being those at 31
December 2013 when the Tier 1 ratio was 7.89% and the Total capital ratio
was 10.53%. Initial processing suggests, on a sufficiently reasonable basis, that
the ratios calculated on the new basis will not be greatly different to those
indicated above.



With a view to strengthening the capital adequacy of the Group, the
Extraordinary Meeting of the shareholders of the Parent bank, held on 26
April 2014, authorised a mixed increase in share capital. In addition to a bonus
issue of ordinary shares by up to a nominal value of 100 million, a rights issue
to members and shareholders by up to 350 million was also approved. A
mandate was granted to the Board of Directors to decide the basis and timing
of these increases. The following ratios of capital and reserves, including net
profit for the period, to the principal balance sheet aggregates are presented
in comparison with those 31 December 2013:

— capital/direct customer deposits
7.34% v. 7.26%

— capital/customer loans
8.16% v. 8.10%

— capital/financial assets
28.61% v. 28.49%

— capital/total assets
5.94% v. 5.91%

— net non-performing loans/capital
25.22% v. 23.79%

RECONCILIATION OF THE EQUITY
AND NET PROFIT FOR THE PERIOD
REPORTED BY THE PARENT

BANK WITH THE CONSOLIDATED
FINANCIAL STATEMENTS

The following table reconciles «net profit» and «equity» as shown in
the Parent bank’s financial statements with the equivalent figures in the
consolidated financial statements.

(in thousands of euro)

of which: Net profit
Equity for the period

Equity of the Parent Bank at 31.03.2014 1,834,527 34,145

Difference with respect to carrying values
of equity investments in:

- companies consolidated on a line-by-line basis 152,190 6,845
- companies measured using the equity method 20,213 756

Balance at 31.03.2014, as reported in the condensed
consolidated financial statements for the quarter 2,006,930 41,746
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INCOME STATEMENT

Given the general situation outlined above, in which the progress made
cannot compensate for the effects of the fragile macroeconomic situation that
is causing considerable difficulties for firms, the results of the Group were
more than satisfactory with a net profit of 41.746 million. This was 296.30%
more than the 10.534 million reported in the comparative period.

Net interest income rose from 123.681 million to 147.718 million,
+19.43%, as the interest rate spread widened slightly. Despite the reduction in
interest income from customers, consistent with market trends, the increase
in net interest income was made possible by: dedicating constant attention
to the maintenance of a proper balance between remuneration and the risks
accepted; an increase in the holdings of portfolio securities, despite the lower
yields; a reduction in the cost of funding, although this remains high due to
market distortions.

Net commission income rose from 66.728 million to 73.798 million,
+10.60%, given the good performance of commissions from guarantees given,
from the placement of funds, from collections and payments, and from the
granting of loans.

The profits from financial activities, comprising the management of
portfolio securities, foreign exchange and derivative activities, totalled 74.834
million compared with 24.130 million in the same period of 2013. The healthy
increase reflects much larger profits from trading/disposals than in the prior
year, as well as the recognition of significant net unrealised gains. There was
also a slight improvement in exchange gains.

As a result, income from banking activities rose to 296.646 million,
+38.22%. Within this aggregate, the weighting of net interest income decreased
from 57.63% to 49.80%.

The signs of slow improvement detected during the early months of the
year, varying by sector and geographical area, have not been sufficient to cause
an inversion of the trend in net adjustments to loans. As usual during economic
downturns, the banking system remains affected by the tail-end of the
recession, even when the first signs of a recovery are evident.

It follows that the new adjustments to loans and AFS financial assets
recorded by the Group remain high, rising in fact from 89.344 million to
121.921 million, +36.46%. In particular, the loans element rose from 86.146
million to 121.562 million, +41.11%. These statistics reflect the general situation
described above, which has further increased the level of impaired loans based
on the particularly prudent criteria adopted for the assessment of risk. This
complies with the instructions given by the Supervisory Authorities and
confirmed during the inspections carried out at the Parent bank. The ratio of
net adjustments on amounts due from customers to amounts due from
customers (annualised cost of lending) remains high, having risen from 1.94%
at the end of 2013 to 1.98% at the reporting date.

The impairment adjustments on securities have decreased from 1.946
to 0.174 million, reflecting the writedown of units in two mutual funds held
in the portfolio of AFS financial assets.
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Adjustments to other financial transactions include 0.185 million in
relation to guarantees given, compared with 1.252 million in the first quarter
of 2013.

The net profit from financial management was therefore 174.725 million,
+39.47%.

Operating costs are monitored with great care and totalled 103.047
million, +5.38%. The incidence of operating costs on income from banking
activities, being the «cost income ratio», has declined to 34.74% from 45.56%
in the comparative period.

Administrative expenses amounted to 114.175 million, +4.47%,
comprising personnel expenses of 55.805 million, +2.67%, and other
administrative expenses of 58.370 million, +6.26%; the latter increase reflects
the cost of routine activities and the expansion of the branch network, legal
and consultancy fees, and indirect taxes including, in particular, stamp duties
and mortgage taxes.

SUMMARY CONSOLIDATED INCOME STATEMENT

(in thousands of euro) 31-03-2014 31-12-2013 % change
Net interest income 147,718 123,681 24,037 19.43
Dividends 296 80 216 270.00
Net commission income 73,798 66,728 7,070 10.60
Results of financial activities 74,834 24,130 50,704 210.13
Income from banking activities 296,646 214,619 82,027 38.22
Net adjustments to loans and financial assets -121,921 -89,344 -32,577 36.46
Balance of financial management 174,725 125,275 49,450 39.47
Personnel costs -55,805 -54,355 -1,450 2.67
Other administrative expenses -58,370 -54,931 -3,439 6.26
Other operating income/expense 18,362 17,044 1,318 1.73
Net provisions for risks and charges -640 1,004 -1,644 -
Adjustments to property, plant and equipment
and intangible assets -6,594 -6,549 -45 0.69
Operating costs -103,047 -97,187 -5,260 5.38
Operating profit (loss) 71,678 27,488 44,190 160.76
Share of profit (loss) of equity investments
and other investments 756 1,615 -859 -53.19
Profit (loss) before tax 72,434 29,103 43,331 148.89
Income taxes on current operations -28,023 -16,672 -11,351 68.08
Net result 44,411 12,431 31,980 257.26
Profit pertaining to minority interests -2,665 -1,897 -768 40.48
Profit pertaining to the parent bank 41,746 10,534 31,212 296.30

Notes: The result of financial activities is made up of the sum of items 80-90-100 and 110 in the income statement.
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Net provisions for risks and charges amounted to 0.640 million, while
the comparative period reflected a net release of excess provisions recorded
in prior years totalling 1.004 million.

The depreciation of property, plant and equipment and amortisation of
software amounted to 6.594 million, +0.69%.

Other operating income, net of other operating expenses, totalled
18.362 million, +7.73%; this rise largely reflects the additional taxes recovered
in relation to the increases reported earlier.

Profits from equity investments and other investments amounted to
0.756 million, compared with 1.615 million in the period to 31 March 2013.

The result of ordinary operations, gross of income taxes, was 72.434
million, +148.89%.

Income taxes of 28.023 million, up 68.08%, reflect an effective tax rate
(provision for taxes/profit from operations) of 38.69%. This was considerably
lower than in the comparative period, when the incidence of non-deductible
costs and the effects of regulatory changes were higher.

After deducting the profit attributable to minority interests of 2.665
million, the net profit for the period was 41.746 million, compared with 10.534
million in the first quarter of 2013, +296.30%.

DISTRIBUTION BY GEOGRAPHICAL AREA

The Group is active in Italy and in Switzerland, via Banca Popolare di
Sondrio (SUISSE) SA.

The contribution made to the Group by this subsidiary is summarised
by the following statistics:

the «Suisse» holds 9.81% of direct customer deposits and 11.47% of
amounts due from customers, generating 9.74% of net commission income
and 6.92% of net interest income.

SUBSEQUENT EVENTS AND OUTLOOK
FOR OPERATIONS

With regard to events subsequent to the end of the first quarter, on 23
April 2014 the Parent bank repaid early an amount of 500 million due to the
ECBunder a LTRO (Long Term Refinancing Operation). The original maturity
date was 26 February 2015.

As mentioned in the section on Equity, on 26 April 2014 the
Extraordinary Meeting of the shareholders of the Parent bank authorised a
mixed capital increase in order to strengthen the capital adequacy of the
Group. In addition to a bonus issue of ordinary shares by up to a nominal
value of 100 million, a rights issue to members and shareholders by up to 350



million was also approved. A mandate was granted to the Board of Directors
to decide the basis and timing of these increases.

In terms of the outlook for operations, the persistent general economic
difficulties suggest that the quality of lending by the banking system is
unlikely to improve significantly. Given this, the performance of the financial
markets will be key.

In operational terms, net interest income is expected to remain
essentially stable, while the cost of lending is unlikely to improve significantly.
Operating costs will increase slightly.

Sondprio, 14 May 2014
THE BOARD OF DIRECTORS
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CONDENSED INTERIM CONSOLIDATED
FINANCIAL STATEMENTS FOR
THE QUARTER ENDED 31 MARCH 2014



1%

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

(in thousands of euro)

ASSET ITEMS 31-03-2014 31-12-2013
10. | CASH AND BALANCES WITH CENTRAL BANKS 159,733 196,517
20. | FINANCIAL ASSETS HELD FOR TRADING 3,247,654 3,154,594
30. | FINANCIAL ASSETS CARRIED AT FAIR VALUE 96,509 79,226
40. | FINANCIAL ASSETS AVAILABLE FOR SALE 3,495,122 3,375,500
50. | FINANCIAL ASSETS HELD TO MATURITY 175,734 182,621
60. | DUE FROM BANKS 969,667 733,954
70. | DUE FROM CUSTOMERS 24,599,550 23,904,559
80. | HEDGING DERIVATIVES - 2,923

100. | EQUITY INVESTMENTS 158,429 156,404

120. | PROPERTY, PLANT AND EQUIPMENT 245,812 245,962

130. | INTANGIBLE ASSETS 23,334 21,865

of which:
- goodwill 8,959 8,959
140. | TAX ASSETS 338,741 342,310
a) current 1,720 33,478
b) deferred 337,021 308,832
b1) of which as per Law 214/2011 294,769 269,858
160. | OTHER ASSETS 261,674 373,493
TOTAL ASSETS 33,771,959 32,769,928

THE CHAIRMAN
Francesco Venosta
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THE BOARD OF STATUTORY AUDITORS

Piergiuseppe Forni, Chairman
Pio Bersani - Mario Vitali
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EQUITY AND LIABILITY ITEMS 31-03-2014 31-12-2013
10. | DUE TO BANKS 3,152,056 3,067,978
20. | DUE TO CUSTOMERS 24,369,974 23,710,352
30. | DEBT SECURITIES IN ISSUE 2,964,132 2,964,974
40. | FINANCIAL LIABILITIES HELD FOR TRADING 32,609 36,550
60. | HEDGING DERIVATIVES 33,775 27,580
80. | TAX LIABILITIES 73,320 36,889

a) current 22,690 662

b) deferred 50,630 36,227
100. | OTHER LIABILITIES 862,384 720,873
110. | RESERVE FOR TERMINATION

INDEMNITIES 40,702 40,527
120. | PROVISIONS FOR RISKS AND CHARGES: 157,961 152,593

a) post-employment benefits 102,098 100,539

b) other provisions 55,863 52,054

140. | VALUATION RESERVES 44,815 16,782

170. | RESERVES 848,791 794,781

180. | SHARE PREMIUM RESERVE 171,450 171,450

190. | SHARE CAPITAL 924,444 924,444

200. | TREASURY SHARES (-) (24,316) (24,316)

210. | MINORITY INTERESTS 78,116 75,438

220. | NET PROFIT (LOSS) FOR THE 41,746 53,033

TOTAL LIABILITIES AND EQUITY 33,771,959 32,769,928

THE MANAGING DIRECTOR AND GENERAL MANAGER

Mario Alberto Pedranzini

THE FINANCIAL REPORTING OFFICER
Maurizio Bertoletti
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CONSOLIDATED INCOME STATEMENT

(in thousands of euro)

ITEMS 31-03-2014 31-03-2013
10. | INTEREST INCOME AND SIMILAR REVENUES 247,541 256,213
20. | INTEREST EXPENSE AND SIMILAR CH