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Chairman’s Letter

Distinguished Shareholders.

At the end of a year which certain events have made crucial and at the beginning of another, 2006,
which already appears to be just as important for the development of the Italian banking system, | want
to repeat certain thoughts which | expressed in my speech at the last Meeting of the Shareholders of the
Bank of Italy, regarding the role of banks in the economic and social system in ltaly and in the wider
context of the European Union. Thoughts which, many months on, still seem extremely act’ual.

The banking industry must face a new and difficult challenge: competition between banks from the EU
Countries in a free market system.

In the last few years, in view of this challenge, ltalian banks have undergone profound transformations
and are now capable of competing on even terms with international players, in the full respect of
market rules. .

Further aggregations, which are favoured by many to increase critical mass and therefore competitiveness,
must be motivated and justified by precise industrial projects that ensure value for shareholders and
advantages for customers. Shareholders must agree with the strategies while customers will decree the
success of the transactions. ‘

In today’s Europe, with 25 member Countries, it would be antihistoric to bar the way to the market and
free competition for national or local interests. However, it is not possible to consider the attention that
banks in every Country pay to the problems of industry and the growth prospects of companies in their
local territories an anachronistic defence of particular interests. .
Furthermore, we must bear in mind that only today the Italian industrial system is showing signs of
recovery — this, at least, is our perception and hope - from a recessive phase which was among the most
severe in the last decades during which banks provided companies, with an unfailing attention and in
certain cases in a decisive manner, the necessary economic support. '

Gruppo Intesa is aware of the great meaning of the new consolidation phase for the ltalian banking
industry. And it is ready to play the role it is assigned in consideration of its national presence and its
heritage, its business potential and its shareholders.

The financial statements which we submit to Your approval are the first prepared using the new
international accounting principles. As is generally known these were issued by the International
Accounting Standards Board, and were endorsed by the European Commission and by the ltalian
Legislator and are applied as of 2005 by all companies listed in the markets of the European Union for the
purpose of making information provided by companies to the market uniform, comparable and of better
quality thus safeguarding investors and favouring market development. The process under way aimed at
harmonising regulations ~ in addition to 1AS there is also the new Basel agreement for the determination
of capital requirements for banks, which will come into effects as of next year — is a necessary
precondition for the market to continue to expand and interrelation between the various players to
become increasingly frequent and intense.

Also 2005, as the previous year, presents absolutely positive results. Net income reached, also thanks to
extraordinary components, 3,025 million euro, with a 64% growth rate with respect to the
previous period. .

This enables to propose to the Shareholders’ Meeting a significant increase in dividends, in line with the
objectives of the 2005 — 2007 Business Plan, approved by the Board last July.

Milano, 28th March 2006







Gruppo Intesa - Financial highlights and
financial ratios ©

2005 - Changes |
o : a,mount %j

Statement of income {in millions of ewro)
Net interest income 5,285 4,979 | 306 6.1
Net fee and commission income 3,904 3,473 " 12.4
Profits (Losses) on trading 675 656 19 29
Operating income : 10,028 9,257 772 8.3
Operating costs -5,516 -5,507 S 0.2
Operating margin 4,513 3,750 763 20.3
Net adjustments to loans . =715 -806 -9 -11.3
Net income 3,025 1,841 1,184 64.3
Balance sheet (in millions of euro)
Loans to customers 169,478 159,369 10,109 6.3
Financial assets / tiabilities held for trading 29,818 27,777 2,041 7.3
Financial assets available for sale 4,379 4,883 -504 -10.3
tnvestments 9,181 8,288 893 10.8
Total assets 273,535 274,600 -1,065 0.4
Direct customer deposits 187,590 180,521 7,069 3.9
Indirect customer deposits 287,800 271,516 16,284 6.0
of which assets under management 59,045 51,014 8,031 15.7
Net interbank position -4,660 -5,655 -995 -17.6
Shareholders’ equity 16,705 13,969 2,736 19.6
Operating structure
Number of employees 60,778 60,476 302
- italy 42,062 42,682 -620
- Abroad 18,716 17,794 922
Number of branches 3,970 3,929 41
- htaly 3,106 3,121 -15
- Abroad 864 808 56

& Figures from the redassified statement of income and redlassified balance sheet as described in the report on operations.

® Comparative figures restated using IASAFRS, indluding i) estimated impact of application of 1AS 39 relating to financial instruments, ii) presentation
of non-current assets held for sale and discontinued operations, related liabilities and income (loss) after tax from discontinued operations, and iii) the

change in the consolidation area.
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2004

R ~ indluding
Coms 3"

Balance sheet ratios (%)
Loans to customers / Total assets 62.0 58.0
Investments © / Total assets 3.4 3.0
Direct customer deposits / Total assets 68.6 65.7
Assets under management / Indirect customer deposits 20.5 18.8
Statement of income ratios (%)
Net interest income / Operating income 52.7 53.8
Net fee and commission income / Operating income 38.9 37.5
Operating costs / Operating income 55.0 59.5
Net income / Average total assets (ROA) 1.1 0.7
Net income / Average shareholders' equity (ROE) & 22.3 15.8
Adjusted net income / Adjusted average shareholders’ equity
(adjusted ROE) ¢ 248 16.9
Income (Loss) before tax from continuing operations / .
Risk-weighted assets * 2.2 15
£conomic Value Added (E.V.A.) © (in millions of euro) : 1,752 681
Risk ratios (%)
Net doubtful loans / Loans to customers : 0.7 0.6
Cumulated adjustments on doubtful loans /
Gross doubtful loans to customers 69.3 70.7
Capital at Risk (C.a.R.) ® - average for the year (in millions of euro) . 25.6 18.4
Capital at Risk (C.a.R.) ® - year-end (in millions of euro) 36.6 16.5
Capital ratios (%) ©
Tier 1 capital ® net of preference shares / _
Risk-weighted assets (Core Tier 1) 7.10 6.69
Tier 1 capital ™ / Risk-weighted assets 7.94 7.64
Total capital ¥ / Risk-weighted assets 1034 11.02
Risk-weighted assets (in millions of euro) 190,038 182,042
Basic earnings per share (basic EPS) 0. euro 0470 0.292
Diluted earnings per share (diluted EPS) ™ - euro 0.469 0.290

) Comparative figures restated using IASAFRS, including i) estimated impact of application of IAS 39 relating to financial instruments, i) presentation
of non-current assets held for sale and discontinued operations, related liabilities and income (loss) after tax from discontinued operations, and i} the
change in the consolidation area.

@ jnvestments include investments held to maturity, investments in associates and companies subject to joint control, property, equipment and
intangible assets.

® Ratio between net income and weighted average of share capital, share premium reserve, reserves and valuation reserves.

© Ratio between net income inclusive of the change in the period in valuation reserves on assets available for sale and weighted average of share
capital, share premium reserve, reserves and valuation reserves (excluding the aforementioned change in valuation reserves on assets available for
sake).

@ otal risk-weighted assets based on the relevant credit or market risk, The latter have not been restated to consider the change in the consolidation
area, ’

® The indicator represents the economic value generated in the year in favour of shareholders, since it is the portion of net income which remains
after having remunerated shareholders* equity via the cost of capital. The Jatter represents the opportunity cost and is determined using the Capital
Asset Pricing Model.

® The indicator probabilistically measures, in terms of average or period-end figures, market risks of the trading portfolio defined as the sum of Value
at Risk (VaR) in time-series simulation, delta-gamma-vega VaR (DGV} and correlated and non-correlated simulations on illiquid parameters, using a
99% confidence tevel and 1 working-day holiding period.

' Figures for 2004 have not been restated to consider the change in the consolidation area.

™ paid-in share capital, share premium reserve and reserves and retained earnings minus treasury shares, goodwill, intangible assets and after the
application of so-called *prudential filters* set out by supervisory requiations.

“Tier 1 capital plus eligible subordinated liabilities, valuation reserves, with the application of so-called "prudential filters®, net of equity investments
as set out by supervisory regulations.

O et income attributable to holders of ordinary shares compared to the weighted average number af ordinary shares outstanding.

m The dilutive effect is connected to the issue of ordinary shares following the potential exercise of all the stock options set out in the refevant
assignment plan. :
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Gruppo Intesa - Financial highlights and
financial ratios by business area”

Statement of income (in milkons of euro)

Operaling income 5,358 4,951 1,520 1,415 1,156 984 ! 1,903 1,798

Operating costs -2,956 -2,981 -765 -139 657 595 798 820

Operating margin 2,402 1,970 755 676 493 389 1,105 978

Batance sheet (in millions of euro) )

Loans to customers 81,160 75917 25,472 22997 11,837 9,534 46,896 43,898

Direct customer deposits 76,577 82,289 26,222 24,614 13,149 11,794 37,187 31,833

Risk-weighted assets 79,451 76,870 26,355 24,302 16,330 13,525 52,454 50,414

Allocated capital 4919 4,738 1,581 1,458 983 813 3,147 3025

Statement of income ratios (%) |

Opetating costs / Operating income 55.2 60.2 50.3 522 56.8 60.5 419 45,6

tncome (Loss) before tax from continuing

operations / Allocated capital 395 35.1 344 35.5 353 308 346 243

Income {Loss) before tax from continuing

operations / Risk-weighted assets 2.4 2.2 21 21 2.4 1.9 21 1.5

Economic Value Added (EV.A) '

(in miltions of eura) 832 659 166 160 163 100 484 21
' o Figures from the of income and rechssHied balance sheet as described In the report on operations.

& Comparathve figures restated using LAS/FRS, Including 1) estimated impact of apphication of IAS 39 relating to financial instruments, i) presentation of non-current assets held for sake and
discontinued operations, relsted Eabikties and income (loss) efter tax from discontinued operatians, and iii} the change in the consoidation area.
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Gruppo Intesa in 2005 and the

Business Plan
Executive summary

Gruppo Intesa in 2005

The positive results achieved in 2005 met the targets of the 2003 - 2005 Business Plan enabling
Banca Intesa to maintain the commitments made with shareholders and the market, with
customers and collaborators.

The Group's profitability significantly increased, with a consolidated net income exceeding 3
billion euro, up by 64% compared to 2004 restated using IASAFRS. Unit dividend proposed for
ordinary shares is 22 cents, more than double that of the previous year.

Thanks to increased profitability, improved credit quality and the significant reduction in the risk
profile of assets, regulatory capital is at far higher levels than those required by
regulations in force.

The results achieved by our Group in the last three years, despite the unfavourable economic
context, enable to confirm the profitability targets which the new Business Plan, presented last
summer, set for the 2005 — 2007 three-year period. '

The 2005 consolidated statement of income recorded operating income amounting to 10,029
million euro, up by 8.3% compared to 9,257 million euro of 2004. _
Net interest income amounted to 5,285 million euro, up by 6.1% compared to 4,979 million
euro of 2004; net fee and commission income equalled 3,904 million euro, with a 12.4%
increase, compared to 3,473 million euro of 2004, driven by placement of insurance products
(almost doubled, from 221 million euro to 411 million euro), dealing and placement of securities
(from 233 million euro to 470 million euro) and by fees on credit and debit cards (+7.5%),
whereas commissions on portfolio management decreased (-5.5%, from 805 million euro to
761 million euro). .

Profits on trading amounted to 675 million euro, up by 2.9% with respect to the 656 million
euro of 2004.

Operating costs equalled 5,516 million euro, basically in line with the figure for 2004. The
increase of personnel expenses, up by approximately 1% following the registration of 63 million
euro of charges related to the stock granting plan which entails the assignment, for free, of
shares to all employees, was offset by a decrease, also close to 1%, of administrative expenses,
following a rise in growth-related expenses and a decline in other structure costs.

Consequently, operating margin amounted to 4,513 million euro, up by 20.3% compared to
3,750 million euro of 2004. The costincome ratio recorded a significant improvement, from
over 59% to 55%.

Net provisions and adjustments (provisions for risks and charges, adjustments to loans and
adjustments to other assets) amounted to 1,159 million euro, down by 1.7% with respect to
1,179 million euro of 2004, despite the prudential strengthening of Allowances for risks and
charges. Profits (Losses) on investments held to maturity and on other investments recorded a
positive balance of 834 million euro — with respect to 217 million euro of 2004 — mostly due to
the profit of 682 million euro related to the strategic agreement with Crédit Agricole for asset
management activities.

Income before tax from continuing operations equalled 4,182 million euro, up by 50%
compared to 2,788 million euro of 2004,

After the registration of taxes for 1,082 million euro, consolidated net income amounted to
3,025 million euro, with a 64.3% increase with respect to the previous year. The Parent
Company'’s net income amounted to 1,564 million euro, compared to 1,234 million euro of the
previous year.

EVA® (Economic Value Added), which basically measures value creation resulting from the
difference between return on and cost of capital employed, more than doubled and reached
1,752 million euro with respect to 681 million euro of 2004,
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As regards consolidated balance sheet aggregates as at 31st December 2005, loans to
customers amounted to 189 billion-euro, up by 6.3% with respect to as at 31st December 2004
restated using IASAFRS and excluding figures related to the sale of doubtful loans.

Customer deposits under administration equalled 475 billion euro, with a 5.1% increase
compared to as at 31st December 2004 restated on a consistent basis. Direct deposits
amounted to 187 billion euro, up by 3.9% with respect to as at 31st December 2004 and
indirect deposits reached 288 billion euro, with a 6% increase compared to as at 31st December
2004. It must also be noted that the agreement with Crédit Agricole for asset management
activities led Gruppo Intesa’s indirect customer deposits to decline by approximately 20 billion
euro, as a result of the deconsolidation of the portion of Nextra's assets under management
collected by networks which do not belong to the Group. ‘

Assets under management — which after the closing of the aforementioned agreement no
longer includes mutual funds - reached 59 billion euro, with a 15.7% growth rate with respect
to as at 31st December 2004 attributable to both individual portfolio management schemes
(+12.8%) and bancassurance (in 2005 the Group placed life insurance policies amounting to
approximately 8.3 billion euro). .

As concerns capital ratios as at 31st December 2005, the Core Tier 1 ratio equalled 7.1% {with
respect to 6.7% as at 31st December 2004), the Tier 1 ratio 7.9% (with respect to 7.6%) and
the total capital ratio 10.3% (with respect to 11%).

The application of IAS/IFRS and the new structure of financia]l

statements

As of 1st January 2005 companies with securities listed in the markets of the European Union
must prepare their consolidated financial statements according to IAS/IFRS. Banca Intesa decided
to adopt such principles already starting from the Consolidated report as at 31st March 2005.
The application of the new standards led to important modifications in the representation of
transactions, in the valuation of assets and liabilities and in the very structure of the
financial statements.

In consideration of the importance of the effects on Gruppo Intesa’s financial statements of the
changes in accounting principles and in compliance with provisions on the transition to IAS/IFRS,
a specific chapter of this Annual report briefly illustrates the new principles and the effects of
IASAFRS first-time adoption on consolidated financial statements.

The rules which discipline the first-time adoption of IAS/FRS require the preparation, with the
same principles, of at least one comparison period. However, the delay with which IAS 39 —
which is by far the most significant for the banking industry — was endorsed led the European
legislator to exclude that comparative figures for 2004 need comply with IAS 39. Therefore,
figures for 2004 are not comparable with reference to the valuation of financial instruments.
However, to permit a comparison as consistent as possible, the effects on figures as at 1st
January 2004 and for 2004 of the application of 1AS 39 from 1st January of that year have
been estimated.

The 2005 - 2007 Business Plan

2005 was the year in which Banca Intesa, having reached all the targets indicated in the
previous Plan, set itself the ambitious goal of competing with the best Euro Zone banks, by
using synergically the three main drivers identified in the second Business Plan: sustainable
growth; strict cost discipline; risk management and capital allocation.

This new Business Plan sets ambitious but credible targets, which are characterised by the key
focus on the strategic value of sustainability, intended as the precondition for long-term
soundness. The Plan foresees strong, but sustainable, value creation which is based on elements
such as the trust of customers, the motivation of collaborators and the valorisation of the role of
the Bank in society, in which it feels an important and responsible component.

The positive trend recorded by revenues in 2005 (+8.3% compared to a target-of 7.4% average
annual growth rate for the three years set out in the Plan) testifies sustainable growth via an
attentive policy aimed at valorising resources and a massive investment plan in innovation.
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In the new Business Plan, the Retail Division strengthened and focused the contents and the
objectives of its corporate mission, which revolves around three main elements: i) guaranteeing
individuals an excellent service level via extensive assistance in valuation, selection and purchase
of products and services suited to meet their funding and investment needs with transparent
terms, ii) supporting the creation and development of new small and medium-sized ventures
promoting innovation, entrepreneurial spirit, social and environmental sustainability, and iii)
developing local communities.

Following the guidelines set by the new Plan — which leverages on privileged and long-term
relationships with households and businesses — operations in 2005 were guided by the constant
endeavour to improve customer satisfaction. This target is monitored by the Customer
Satisfaction Department, formed last May.

For the retail segment 2005 was characterised by the success of .certain products designed to
satisfy customer needs: namely, security of their financial flows, new and more flexible funding
forms for the purchase of real estate properties, possibility of obtaining substantial loans rapidly,
safe investment products to provide for their future. “Non-life” insurance products were
favourably accepted by the market, for example Intesa Proteggi Mutuo, the innovative multirisk
insurance coverage for mortgage holders and Intesa Rata Sicura which enables holders of
floating rate mortgages to hedge interest rate rises. As part of long-term lending, the range of
Intesa Soluzioni Casa mortgages was expanded with the introduction of Mutuo 95, which
enables to fund up to 95% of the purchase of the first home; again as part of credit products,
noteworthy was the commercialisation of Prestintesa MAXI capable of satisfying higher
expenditure needs (up to 75,000 euro in 96 months). furthermore, the expansion and
renovation of the range of asset management services continued (Intesa Garanzia Attiva is the
first guaranteed-capital mutual fund in ltaly) together with the development of the
bancassurance sector.

With reference to the SMEs market, activities continued with the objective of strengthening the
Group's leadership position in this segment. Efforts concentrated on improving customer
satisfaction levels: i) developing, among others, specific customer relationship management
tools, and i) launching high value added products and services, which are the concrete
“expression of the support that the Bank offers to innovation, competitiveness of companies and
the growth of the entire Country. Examples of new products for SMEs are: IntesaNova, a long-
term loan without real guarantees to support innovative projects in which the innovative
content of the project is assessed by highly qualified experts from Technical Universities and
University Research Centres; IntesaBasilea, a diagnosis service to support companies in
understanding the new Basel Il regulations; Intesa Export, an initiative dedicated to exporting
companies, developed in collaboration with SACE, which provides financing for a maximum
period of 5 years, with very competitive terms and without requesting any real guarantees from
the company, with a 70% guarantee given by SACE. The loans will subsequently be securitised
with the related securities also guaranteed by SACE; Intesa Soluzioni, which enables ~ via the
collaboration with qualified outside partners — the identification and implementation of
information technology solutions to support day-to-day activities of companies, favouring
growth and the recovery of competitiveness of such companies; lastly, Conto Intesa PMI and
Conto Intesa PMI Plus, current accounts dedicated to smaller enterprises.

The Corporate Division has the objective, within the new Business Plan, of increasingly
support the development and strengthen medium and large companies and financial institutions
via a wide and integrated offering, by improving advisory activities and further developing the
capacity of perceiving customer needs rapidly.

In line with such objectives, noteworthy were the growth recorded by loans granted to high
standing counterparties and the adoption of pricing and risk-based lending policies to increase
loans and in particular short-term loans..In the Mid Corporate segment a customer-oriented
relaunch strategy commenced based on valorisation of their relation, further improving the wide
and integrated offering of commercial and wholesale banking products also via
risk-based pricing tools — using a Basel Il approach — and via the introduction of specific
commercial planning processes, integrated to involve all Group companies (leasing, factoring,
medium- and long-term lending, etc.). With reference to capital market and investment banking
products, for Large and Mid Corporate segments a commercial action on potential and priority
customers was activated also via the redefinition of the commercial process; with regard to this
aspect the integration between structures led to the progressive growth in the number of deals
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closed in structured finance (in particular syndicated lending, acquisition finance and real estate)
and investment banking (approximately 90 deals closed with Mid Corporate customers).
Consistently with the principles which inspire the Plan, these results have been achieved keeping
in mind that utmost attention must be paid to the peculiarities of products offered to customers
and transparency concerning risk aspects. Merchant banking activities were of high strategic
importance (approximately 85% of the portfolio may be defined as “strategic”) in terms of both
economic and balance sheet results, and for the role of partner which the Bank plays either as a
result of customer requests or in the cases of corporate “distress”. The second Business Plan
clearly affirms that Banca Intesa wants to work alongside customers, supporting them not only
in growth but also in the solution of critical issues.

For the Italian Subsidiary Banks Division, made up of the subsidiaries which carry out retail
banking activities (Cariparma, FriulAdria, Banca di Trento e Bolzano, Cassa di Risparmio di Biella
e Vercelli and the Saving Banks in Central italy), the Plan sets the objective of developing the
local banks which the Group has decided to maintain autonomous via a significant penetration
in reference territories, conserving, always within the Group's strategy, proximity to local
institutions and privileged and long-term relationships with households and local entrepreneurs.
In line with this objective, and consistently with the realisations -of the other Divisions, the
development of new services and products with high value added features and/or with
innovative elements continued: IntesaNova, Mutuo 100%, Mutuo Sonni Tranquilli, multirisk
insurance coverage for holders of personal loans and mortgages, relaunch of the range of
individual portfolic management schemes. Proximity to customers and contact with the local
territory have been pursued also via the opening of 14 of the 54 new brancheslset out by the
Plan and the improvement of the service level in traditional and direct channels, realised via the
application of the new branch lay-out, the installation of new ATMs, the implementation of
websites with new functionalities. The role of employees was also valorised via merit-oriented
incentive systems, the definition of new training programmes, the optimisation of support tools
and the development of the sense of belonging.

For the purpose of further improving external growth in reference territories, in March Banca
Intesa, Banche Popolari Unite (BPU), Banca Popolare di Ancona (BPA, BPU group) and BPA’s five
minority shareholders signed an agreement for the sale of 99.9% of the share capital of Cassa
di Risparmio di Fano held by BPA, for 30% to Intesa Casse del Centro {transaction closed last
July) and for 69.9% to a vehicle company, with call/put options. With this transaction, Intesa
Casse del Centro significantly strengthens its presence in the Marche territory and the overall
presence of Gruppo Intesa in the region in terms of branches’ market share reached
approximately 10%.

The strategy of the International Subsidiary Banks Division is oriented mainly at achieving
leadership positions in Central-Eastern European Countries, considered the Group’s second
“domestic” market. Furthermore, the new Business Plan emphasises responsibility in the
Countries in which Banca Intesa operates, as concerns the contribution to the economic
development of the region. Consistently with respect to these indications, during 2005 Central-
European International Bank (CIB) opened 20 of the 42 new branches set out in the Plan, and
the agreement with the retailer Tesco brought the bank’s presence in all the new outlets
opened by the retailer in 2005. As concerns the range of distributed products, particularly
noteworthy was the strategic agreement with Generali to facilitate access to insurance
products. Also Privredna Banka Zagreb (PBZ) expanded its territorial presence with the opening
of 8 of the 20 new branches programmed, and <ontinued to pursue the development of the
retail segment via the launch of new products (insurance policies in cooperation with Generali,
credit cards, internet banking with additional services such as the possibility of underwriting
funds on line, and so on). Particular attention was paid to factoring, a market in which the
Croatian bank was always present as one of the main players; in this area operating structures
and information technology supports were further strengthened, and a specific advertising
campaign was launched. In the Slovakian market the main actions taken by Vseobecna Uverova
Banka (VUB) referred to: i) the launch of new retail products/services {mortgages, consumer
lending, etc.), i) the roll out of the new branch lay-out, iii} the consolidation of the private
banking offering, and iv) the expansion of the offering to Small and medium-sized enterprises.
For corporate customers the bank introduced Local Relationship Managers, specialists dedicated
to this customer segment.
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As part of the strategy aimed at .consolidating the Group's presence in Central-Eastern Europe
through external growth, noteworthy were i) the acquisition occurred in August of Delta Banka
(subsequently redenominated Banca Intesa Beograd), the second largest bank in Serbia and
Montenegro in terms of total assets, ii) the closing of the acquisition of Small Business Credit
Bank (KMB), bank active especially in lending and leasing for small enterprises in the Russian
Federation, and iii) the acquisition of an approximately 35% stake in UPI Banka in Bosnia and
Herzegovina with the subsequent launch, occurred in the first days of January 2006, of the
takeover bid for control which was successfully completed on 20th February. Banca Intesa, with
a total investment of approximately 37 million euro, acquired 45.93% of UPI Banka's share
capital and brought controlling interest to 80.96%.

Again as part of the strategic decisions referred to the Group’s presence outside Rtaly, as set
forth in the strategic objectives of the 2003-2005 Business Plan, Banca Intesa’s disengagement
from Latin America was completed. In December, Banca Intesa signed a share purchase
agreement for the sale of its Peruvian subsidiary Banco Wiese Sudameris (BWS) to ‘Scotiabank, a
leading Canadian bank currently operating in thirty countries in Central and South America. The
agreement provides that Banca Intesa transfers control of BWS to Scotiabank for a consideration
consisting of a minority stake of 19.95% in the entity resulting from the subsequent merger of
the operations of BWS and Banco Sudamericano, where Scotiabank is currently a 35%
shareholder. The agreement further provides for a put/call option on Banca Intesa’s stake in the
combined entity, beginning from the sixth year immediately following the closing occurred in
March 2006, after the approval of regulatory authorities. '
Lastly, in February 2006 Banca Intesa signed the share purchase agreement for the acquisition
of control of Ukrainian bank, Ukrsotsbank, with an 85.4% stake. Following the completion of a
pending share capital increase Banca Intesa will acquire additional shares and increase its equity
stake to 88.1%. The closing of the transaction, which will occur in two phases, is forecasted
before the end of September. The overall investment is estimated at approximately 975 million
euro. As at 31st December 2004 Ukrsotsbank was the fourth largest Ukrainian bank, with total
assets of 1.8 billion euro, direct customer deposits of 1.4 billion euro and loans to customers of
1.2 billion euro.

The 2005-2007 Business Plan confirms the need to constantly assess the compatibility of
activities carried out with the effective capacity of conducting them in the most effective and
efficient way.

From this viewpoint two strategic partnership decisions are contained in the Business Plan and
were already defined in the first months of 2005. The first entailed the strengthening of the
offering of managed funds for our customers, achieved by placing Nextra Investment
Management (Nextra) — the Group’s “SGR”, asset management company, which had to that
point remained totally at the service of Gruppo Intesa — at the centre of a project aimed at
forming one of the largest European asset management players, making the strategic
agreement with Crédit Agricole for asset management activities operational. -Crédit Agricole
Asset Management (CAAM), a subsidiary of Crédit Agricole, acquired 65% of Nextra, company
which, as mentioned above, was previously wholly owned by Gruppo Intesa. The latter
maintains a 35% stake in the company and under the agreement, in March 2006 acquired 35%
of Crédit Agricole Asset Management SGR, the Italian subsidiary of CAAM. The new entity will
market its products and services through Gruppo Intesa’s network of over 3;000 branches in
Italy, based on a 12-year distribution agreement providing close ties between the producer and
the distributor, coupled with a 12-year governance agreement. ‘Group banks, however, to
satisfy customer diversification needs may place third party products with an open architecture
approach. This important operation in addition to significantly improving quality of the offering
and service to customers, also has beneficial effects on Gruppo Intesa’s distribution structure in -
managed funds, and also valorises the potential of Nextra as product factory, creating new uses
for the Italian assets and know-how outside the domestic market.

The second strategic decision referred to the exit from the doubtful loan recovery business for
the purpose of further and structurally reducing operating costs related to loan recovery and
exploit the particularly high demand for doubtful loans. The outsourcing project completed last
December falls in this logic and enabled Gruppo Intesa to sell without recourse approximately 9
billion euro of gross doubtful loans to a company set up by Fortress and Merrill Lynch. At the
same time, Intesa Gestione Crediti (IGC), controlled by Banca Intesa, closed the sale to Fortress
and Merrill Lynch of 81% of Castello Gestione Crediti, the company which had previously

18




received the contribution-of the loan servicing business of IGC dedicated to the management of
doubtful loans. Gruppo Intesa retained a 19% shareholding in the capital of Castello
Gestione Crediti.

The sale of this substantial stock of non-performing loans had the further important
consequence of aligning Gruppo Intesa to the best international benchmarks in terms of
doubtful loansfloans to customers ratio.

Sustainable growth is based, among other aspects, on enhancement of human resources.
The 2005-2007 Plan foresees an on-going training programme, and a total of over 320,000
man-days of training were delivered in 2005 of the 800,000 man-days programmed in the
2005-2007 period in addition to the 590,000 man-days already delivered in 2003 and 2004,
This represents an important investment in our people: training is the instrument which enables
each collaborator to carry out his/her task with the competence and professionalism necessary
to deliver our customers a continuously-improving service. The new Business Plan, aside these
important training projects, also sets out other important elements aimed at motivating all
collaborators: first of all the constant application of merit, the respect paid to everyone and the
accountability of each person, dialogue and the most widespread participation to corporate life
and to results achieved. An example of this approach is the approval, that occurred in
December, of a stock granting plan which entails the assignment, for free, of shares to
employees in service as at 1st June 2006, for a per capita countervalue of 2,000 euro. Similarly,
other Group companies will assign Banca Intesa shares, for free, to their employees.

From the standpoint of the new Plan, the soundness, and therefore the sustainability, of growth
is strongly linked to innovation. There is a specific Investment plan in innovation and
investments amounting to approximately 700 million euro were made in 2005 of the almost 2
billion euro set out in the Plan.

Such investments are aimed at improving customer service quality, with reference to both the
sales channel (via for example the development of innovative channels) and the type of services
offered (via for example the corporate banking platform for SMEs and Small Businesses).

Strict operating cost discipline, already commenced under the previous plan, continues to be
an objective in the current Business Plan. In fact, the pursuit of growth in a competitive market
requires a balanced and competitive cost structure. As at 31st December 2005 the Group’s
cost/income ratio equalled 55%, basically in line with the 50% target for 2007; in particular
growth-related expenses increased by approximately 70 million euro corresponding to
approximately 30% of the total set out in the Business Plan, offset by cost savings due to
increased efficiency of back office and central structures and reduction of costs of management
of real estate assets and procurement.

Optimise risk management and capital allocation is the other very important lever of the
new Plan to ensure constant value creation. In the last few years, Banca Intesa greatly
strengthened the management of all risk categories. The Group’s greater capital strength is also
confirmed by the upgrading by Standard & Poor’s, occurred in October, which increased the
rating from A to A+ for long-term debt, and furthermore in December the international agency
Fitch increased the individual rating to B (from B/C) and improved outlook for rating assigned to
Banca Intesa on medium- and long-term debt (A+), in line with the AA objective set for 2007.
Capital ratios remain at absolutely stable levels with the Tier 1 ratio at 7.9% and the Core Tier 1
ratio — that is, the ratio between Tier 1 capital net of preference shares and total risk-weighted
assets — which equalled 7.1%. As regards credit risk, it must be noted that the continuous
attention paid to loan portfolio quality enabled to achieve the practical stability in the net
doubtful loans/loans to customers ratio at 0.7%, in line with the 0.9% target for 2007. Again
as concerns this aspect it must be noted that the focus on responsibility and sustainability,
typical of this new Plan, cannot but enrich the risk assessment process, t0 include in this process
the valuation of social and environmental impact of lending activities and the connected risks.
With regard to market risks, the strengthening of the internal risk management platforms and
the effective control at desk level permitted the management of capital absorbed at a level of
approximately 1.4 billion euro, compatible with the target set out in the Plan.

19




sy

- Chairman
'»,""‘”?‘GIO‘VANNI BAZOLI

Chief Executive Officer
' CORRADO PASSERA

Corporate

Division

Banca intesa
Infrastrutture
e Sviluppo”

— Banca Caboto Intesa Private Banking |

Zao Banca Intesa
(Russian Federation)

ETr Société Européenne
(Tax Ct;lléction) ) =1 de Banque Intesa Previdenza
{Luxembourg) :

intesa Bank lreland =

Ld Intesa Mediofactoring ‘Setefi e —

o Subsidiary bank specialised in Public & Infrastructure Finance.
@ Jointly-controlled or associated company, carried at equity.




Main Group Companies

Retail  Italian International
o : Subsidiary Banks Subsidiary Banks
Division Sy ..
Division Division
o — Banca Intesa Beograd
Sirefid CR Parma — CR Ascoli Piceno {(serbia and Montenegro)
. Central-European
Intesa Mediocredito — FriulAdria —4 CR Citta di Castello - International Bank
{Hungary)
' KMB Bank
Banca CIS —1 Intesa Casse del Centro CR Fano = R B Ban .
(Russian Federation)
. Banca . Privredna Banka Zagreb
Intesa Leasing | di Trento e Bolzano ] CR Foligno (Croatia)
T R il L]
] i
1 ] (2
e CAAM SGR® 1 — Biverbanca - CR Rieti - . UP Banka® .
i I {Bosnia and Herzegovina)
' 1
fmccmmcc—cea
[ - - L]
: : Vseobecna Uverova
e Intesa Vita® 1 - CR Spoleto b Banka
! 1 (Slovakia)
I ]
TR X L L N N -
P ———————
I I
1 I
] Agos® | - CR Terni e Narni
1 1
1 I
[ e L e L
— CR Viterbo







~ GRUPPO INTESA
- REPORT ON OPERATIONS AND
~ CONSOLIDATED FINANCIAL STATEMENTS







IAS/IFRS first-time adoption

25







Introduction

Following the evolution and increasing globalisation of financial markets, the European
Commission decided to start a convergence process aimed at making the accounting principles
and policies adopted by entities in-the preparation of financial statements and financial
reporting consistent.

EU regulation f

For this purpose, in 2002 the Commission issued a Regulation (1606/02 of 19th July 2002) for
the implementation of uniform accounting policies from 2005. EU listed companies are now
required to apply IASAFRS in the preparation of their consolidated financial statements. This
process is aimed at making listed companies” financial information comparable and of a high
quality, to enhance competition, favour market expansion and improve investor protection.
IASAFRS are issued by the International Accounting Standards Board® (IASB), an independent:
body set up to develop high-quality accounting standards in the public interest. The
aforementioned EU Regulation 1606/02 sets forth that such standards are eridorsed by the
European Commission and published in the Official Journal of the European Union.

The endorsement process of the new standards has been completed at the end of 2004 with
the ratification of 1AS 39 which introduces far-reaching innovations in the accounting treatment
of financial instruments compared to the accounting principles previously adopted by most
European Countries. Its endorsement required considerable effort from EU and national bodies
to reach common conclusions. Certain provisions of 1AS 39 are still under discussion and have
therefore been carved out at the time of endorsement.

The list of IASAIFRS endorsed by the European Commission before 31st December 2005 and
adopted by Gruppo Intesa is included in the attachments.

Italian regulation

The ftalian Government approved Legislative Decree 38 of 28th February 2005 introducing the
new international financial reporting standards. In line with the powers received from the
Parliament, the Decree broadens the scope of application of IASAFRS, already required by
Community regulations for consolidated financial statements of listed companies, to the
separate financial statements (as an option in 2005, mandatory from 2006) of listed companies,
banks and other financial institutions subject to supervisory requirements and the consolidated
financial statements of banks and other financial institutions subject to supervisory requirements
and unlisted insurance companies. Furthermore, all entities required to prepare consolidated
financial statements, entities controlled by the latter, by listed companies, banks and other
financial institutions subject to supervisory requirements may opt to adopt iFRS.

In addition, a number of statutory and tax provisions had been harmonised in order for entities
to be able to apply the new standards in their separate financial statements. Therefore, the
Decree included statutory provisions regulating the distribution of dividends and reserves and
tax provisions under which the methods for the calculation of the taxable profit, based on
criteria of derivation from the statement of income, remain unchanged, thus protecting, as far
as possible, the principle of neutrality of taxes with respect to any changes in
accounting principles.

These provisions, as a whole, enable entities to use uniform accounting policies for both their
consolidated and separate financial statements, which is essential for an understanding of the
underlying information.

With respect to financial reporting of banks and financial institutions subject to supervisory
requirements, the Decree confirmed the powers already granted to the Bank of ltaly with
Legislative Decree 87/92, for issues relating to the structure of the financial statements and
content of the Notes to the consolidated financial statements.
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The Bank of Italy therefore issued Circular 262 of 22nd December 2005 which disciplines
detailed requirements of bank financial statements drawn up in compliance with international
accounting principles.

In consideration of the significant articulation of information required by the Circular, the
Central bank provided for certain transitory norms which permit intermediaries to omit some
details contained in the new provisions in the 2005 financial statements.

With another normative intervention, which comes into force from regulatory reporting referred
to figures as at 31st December 2005, provisions on consolidated shareholders’ equity for
supervisory purposes and on consolidated capital requirements have been harmonised with the
new accounting principles.

During 2006 also Parent Company regulatory reporting will be harmonised. Before such
definitions are disclosed, the Bank of Italy asked banks to continue publishing shareholders’
equity for supervisory purposes and capital requirements on the basis of previous national
accounting standards or alternatively, for banks which have decided to adopt IAS/FRS also for
separate financial statements, on the basis of IAS/IFRS figures net of first-time adoption effects
and considering certain adjustments.

However, for the sake of consistency, in this Report it was decided to calculate the Parent
Company’s shareholders’ equity for supervisory purposes and capital requirements in the same
way as the consolidated figures, based on balance sheet figures and net income determined via
the application of IASAFRS, and in compliance with the aforementioned instructions referred to
consolidated figures, where applicable.
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Main changes introduced by'lAS/IFRS

The transition from local accounting principles, applied to financial statements up to 2004, to
IASAFRS has an impact on i) criteria for the recognition of transactions, ii) classification of the
main financial statement captions, and iii) measurement criteria for assets and liabilities.

The main new features are described below, especially those that have an impact on the
presentation of Gruppo Intesa results.

I
New classification and recognition criteria .
IASAFRS introduced a number of important changes to the recognition criteria of assets and
liabilities, mainly arising from the general principle of economic substance over legal form.
IASAFRS allow the recognition or derecognition of an item only when the risks and rewards
incidental to ownership of the assets being purchased or sold have been actually transferred.
Consequently, if the transaction does not meet the requirement for derecognition, the related-
assets continue to be recorded in the seller’s financial statements, even when title thereto has
been transferred. l

The effect of the new treatment is particularly significant when applied to finance lease
transactions, for which the use of the so-called “financial method” is required. Under such
method, the lessor should recognise a receivable while the lessee should recognise the leased
asset and related payable. The effect is also significant when the new treatment is applied to
securitisation and factoring transactions, for which special attention should be paid to ascertain
whether the risks incidental to the assets have been substantially transferred.

Further changes relate to the initial recognition of financial instruments.

Financial assets and liabilities should normally be initially recognised at their fair value adjusted
by any transaction costs or revenues, which are therefore capitalised and attributed to profit
and loss over the term of the transaction, using the effective interest rate {the so-called
“amortised cost”). Any difference between the market value and the consideration
paid/received in a transaction should be recognised in the statement of income upon
initial recognition.

With reference to combined financial instruments, i.e., those comprising a host contract and an
embedded derivative, IAS/IFRS require that the latter be recognised separately from the host
contract, if the contract as a whole is not measured at fair value or when the economic
characteristics and risks of the embedded derivative are not closely related to those of the
host contract.

Changes in the recognition criteria also affect certain types of intangible assets and provisions to
the allowances for risks and charges. With reference to the former, under IASAFRS, expenses
incurred for research, advertising, training, restructuring and internally generated trademarks
and other rights do not qualify for recognition as intangible assets. As concerns the allowances
for risks and charges, provisions can be made only when it is probable that an outflow of
resources will be required to settle an existing obligation and a reliable estimate of the amount
of the obligation can be made. Such estimate should also consider presumed payment times.
Recognition of so-called “share-based payments” (usually when an entity’'s employees -or
directors are granted options to subscribe the entity’s shares as consideration for their services)
has changed dramatically under IASAFRS. The accounting policies previously applied by the
Group did not require that any expense be recognised in the statement of income but rather
that an increase in share capital be recognised when options were exercised. IAS/IFRS require
that granted options be carried at fair value and that an equivalent amount be recognised in the
statement of income as labour cost.

With respect to the classification of assets and liabilities, changes relating to financial
instruments are particularly important. IAS/IFRS require loans, payables, securities and derivatives
be accounted for on the basis of the purposes for which an entity holds them rather than their
nature. The classification of financial instruments should be established upon initial recognition
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and can be subsequently modified only under restricted conditions. IAS 39 identifies four
categories of financial instruments: financial assets and liabilities designated at fair value
through profit and loss {basically, assets and liabilities held for trading purposes, and those
assets and liabilities that when certain conditions are met the entity decides to measure at fair
value); financial assets available for sale; investments held to maturity; loans and non-traded
financial liabilities. The classification of financial instruments is relevant also for the purposes of
their valuation, since the first two categories are to be measured at fair value while the other
two at cost or amortised cost.

Another significant classification change relates to equity investments. Previous accounting
policies allowed an entity to classify any investment in equities as an equity investment. IAS/IFRS
permit such classification only for investments in subsidiaries, associates or jointly controlled
entities. All other equities should be classified as financial assets designated at fair value through
profit and loss or financial assets available for sale.

New measurement criteria

The main changes in measurement criteria relate to financial instruments, property and
equipment, intangible assets and post-employment benefits.

As mentioned above, financial instruments are to be measured at fair value, in case of
instruments held for trading or available for sale, and at cost or amortised -cost, in case of
investments held to maturity or loans and payables. Any profits or losses arising from the
measurement of trading instruments must be recognised in the statement of income while
those relating to assets available for sale are recognised in equity until they are realised.

Since non-hedging financial instruments were already measured at fair value under previous
accounting policies, the main change introduced by IASAFRS relates to the application of fair
value measurement to instruments that are not listed in a regulated market, the fair value of
which is determined using internal measurement models that incorporate observable
market parameters.

IASAFRS require financial instruments other than those classified as financial assets and liabilities
designated at fair value through profit and loss to be systematically assessed for impairment (i.e.
that the book value of the asset is not fully recoverable). Such assessment must be <arried out
either individually or collectively (on groups of assets with similar risks). Contrary to previous
accounting policies, determination of impairment losses should consider the estimated recovery
times as well as the estimated recoverable amounts. '

An issue related to financial instrument measurement is the accounting treatment of derivatives
hedging financial risks and the related hedged items. Under IASAFRS, there are the following
three different types of hedging relationship: i) fair value hedges of financial assets and
liabilities, where changes in the fair value of both the hedged item and hedging derivative are
recognised through profit and loss, and ii) cash flow hedges and hedges of net investments in
foreign operations, where changes in the fair value of the hedging derivative are recognised in
equity (while the hedged item is carried at cost or amortised cost). This criterion derives from the
requirement to measure all derivatives (including hedging derivatives) at fair value. On the
contrary, under previous accounting policies, hedging derivatives were carried at-cost, in line
with the criterion applied to hedged items.

As regards property and equipment and intangible assets, changes relate to the option given to
the reporting entity to recognise such items at fair value, as an alternative to the purchase cost,
(with changes in fair value recognised in equity, except for those relating to real estate
investments, which should be recognised through profit and loss) and the substitution of
regular amortisation for intangible assets with indefinite useful lives (as, for instance, goodwill)
by the performance of “impairment tests”, i.e., an entity shall assess whether the assets have
been impaired. IASAFRS require property and equipment carried at cost be depreciated on the
basis of their useful lives, or separately over the useful lives of the individual components
forming them, if different.

Under IAS/IFRS, pension plans, and all post-employment benefits in general, are classified into
the following two categories: defined contribution plans, where only contributions due by the
entity are recognised, and defined benefit plans, where the aliowance should include an
actuarially-determined estimate of the amount that the entity will pay upon completion
of employment. .
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First-time adoption of international accounting standards

Since a considerable number of entities are involved in the transition to IASAFRS, IASB issued a

special standard, named IFRS 1, which regulates first-time adoption in a consistent and

coordinated fashion. Such standard requires:

- the preparation of a IAS/AFRS-compliant opening balance sheet at transition date;

- the application of IAS/FRS in the preparation of the first set of 1ASAIFRS-compliant financial
statements, also for all comparative figures presented {with a number of exceptions, which
are mandatory, and exemptions which are optional, expressly provided for by IFRS 1);

- the preparation of disclosures on the impact of IASAFRS adoption.

Therefore, IAS/IFRS should be applied retrospectively with reference to the transition -date, that

is, 1st January 2004, and at least one set of comparative financial statements’ for 2004 is

required, drawn up according to IAS/IFRS in force as of 1st January 2005. IFRS 1 provides an

optional exception: backdated application is not required with reference to 1AS 32 and IAS 39

on financial instruments and IFRS 4 on insurance contracts. As already explained these standards

were approved by IASB and endorsed by the European Commission only in 2004 and therefore

their application from 1st January 2004 is not mandatory. Entities opting to avail of this

exemption must convert their accounting balances covered by those standards as of 1st January

2005 and therefore figures for 2004 may not be comparable.

The opening balance sheet as at 1st January 2004, and as at 1st January 2005 for financial

instruments and insurance contracts, should be prepared in accordance with IAS/IFRS, by:

- recognising all assets and liabilities whose recogpnition is required by IAS/IFRS {thus including
those not required by local accounting principles);

- erecognising all assets and liabilities which were recognised under lodal accounting
principles but do not qualify for recognition under IAS/IFRS;

- redlassifying all recognised assets and liabilities in line with the new requirements;

- measuring assets and liabilities in accordance with IAS/IFRS.

The effects of IASAFRS adjustments to accounting balances should be recognised directly in

shareholders’ equity upon first-time adoption.

New provisions for consolidated supervision

As already mentioned above, with Letter 1157011 of 1st December 2005 the Bank of Italy

issued the general principles which set forth the new discipline on consolidated shareholders’

equity for supervisory purposes and capital ratios. Such principles will be included in Circular

155/31 relative to “Instructions on the preparation of reporting on shareholders’ equity for

supervisory purposes and capital ratios”.

New provisions consider so-called “prudential filters” indicated by the Basel Committee in

determining the criteria which National supervisors must observe in the harmonisation of new

supervisory rules with new financial statements criteria. Such filters, which have the purpose of
safeguarding the quality of shareholders’ equity for supervisory purposes and reducing the
potential volatility induced by the application of the new principles, lead to certain-corrections of
accounting figures, before their use for supervisory purposes. The new provisions, as concerns
to the most significant aspects for Gruppo Intesa, set out that: '

- for financial assets held for trading, both unrealised profits and losses are fully recorded;

- for financial assets available for sale, unrealised profits and losses may be offset: the
balance, if negative, reduces Tier 1 capital, if positive it contributes for 50% to Tier 2
capital. Furthermore, any unrealised profits and losses on loans classified among assets
available for sale are excluded;

- for hedges, unrealised profits and losses on cash flow hedges, recorded in a specific reserve,
are sterilised whereas there is no prudential filter on fair value hedges;

. investments in insurance companies are deducted from shareholders’ equity for supervisory
purposes;

. the stake in the capital of the Bank of Haly is deducted from shareholders’ equity for
supervisory purposes on a straight-line basis over a period of five years.

Such provisions, for the aspects already known at the beginning of fiscal year 2005, have been

applied by Gruppo Intesa upon IAS/IFRS first-time adoption for the restatement of shareholders’

equity for supervisory purposes and capital requirements as at 31st December 2004. The main
aspects disclosed with the issue of the aforementioned letter and therefore not applied in the
restatement of capital ratios as at 31ist December 2004 refer to the deduction from
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shareholders’ equity for supervisory purposes of equity investments in insurance companies and
in the capital of the Bank of Italy.
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First-time adoption of IAS/IFRS by
Gruppo Intesa

Upon first-time adoption, the Group was required to choose how to classify financial
instruments, whether to adopt certain allowed alternative treatments and whether to apply any
of the optional exemptions from retrospective application set out in IFRS 1. ,
Moreover, Gruppo Intesa decided to use the faculty provided for by IFRS 1 and applied 1AS 32
and IAS 39 to financial instruments from 1st January 2005. Accordingly, figures as at 31st
December 2004 are not comparable as concerns the measurement of financial instruments.
However, in order to make the comparison as consistent as possible, the Group has estimated,
on the basis of available data, the effects of the application of 1AS 39 from 1st January 2004 on
figures as at 1st January 2004 and for the year ended as at 31st December 2004.
Gruppo Intesa reclassified its financial instruments (comprising securities, loans, payables,
derivatives and equity investments) in accordance with the classification criteria required by
IASAFRS under a specific provision of IFRS 1. Such provision allows an entity to use those
categories upon first-time adoption, waiving the general rule that provides for using such
classification exclusively when the financial instrument is acquired.
Gruppo Intesa decided not to adopt the so-called “fair value option”, that is it did not avail itself
of the possibility of measuring at fair value through profit and loss, financial assets and liabilities
other than those for which IAS 39 requires the application of fair value measurement
considering their specific functional destination.
Securities have been mainly classified as financial assets held for trading. With reference to the
management of the investment portfolio (now “Investments held to maturity”), the Parent
Company and Group Companies revised the relevant standard resolutions leading to a
' reduction in this portfolio. Certain unlisted securities subscribed for the purpose of providing
financing to the issuer have been classified as loans to customers. Those securities that do not
qualify for recognition in one of the above categories have been classified as “Financial assets
available for sale”.
Loans to customers and due from banks have maintained their classification, both when
generated by Group companies and when acquired from third parties. Repurchase agreements,
trade receivables and finance lease receivables are still classified as loans {for the latter the
Group already used the so-called financial method for the consolidated financial statements).
On the other hand, with respect to receivables arising from factoring transactions, since IASAFRS
do not specifically regulate such transactions, especially those where receivables are factored
under risk-mitigation clauses (which is a typical contractual characteristic in the Ralian market),
the Group maintained the recognition of the related financing only to the extent of the amount
: advanced. on the portfolio factored with recourse (which, contrary to previous accounting
policies, is now not accounted for since it is recognised by the transferor). Receivables acquired
without recourse have been recognised after having verified that no contractual provisions exist
such as to make them not eligible for recognition.
Funding from customers and banks have been classified as in the past, as "Due to banks”,
“Due to customers” and “Securities issued”.
Derivatives have been classified, according to their purpose, as trading or hedging derivatives.
Trading derivatives have been classified as “Financial assets/liabilities held for trading”,
respectively based on their positive or negative value. Hedging derivatives, if designated as
“effective” hedges, have been recognised as “Hedging derivatives” under assets, if fair value is
positive, and under liabilities, if fair value is negative. In the case of “non-effective” hedges, or
for hedging relationships that do not qualify for hedge accounting under IASAFRS, derivatives
have been classified as held for trading.
Equity investments have been broken down in investments in subsidiaries, associates and jointly
controlled entities while all other equity investments have been classified as “Financial assets
available for sale”, except when, in limited cases, the Group was negotiating their disposal and
the equities have been <lassified as “Financial assets held for trading”. The stake in the Bank of
Italy, even though it does not fall among subsidiaries subject to significant influence, remained
in investments in associates and companies subject to joint control and maintained at cost.
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In accordance with IASAFRS and their interpretations, especially SIC 12, the consolidation area
has been revised to include certain subsidiaries for which full consolidation is required. Such
subsidiaries were previously excluded from consolidation since they do not carry out banking or
financial activities, or, if they do, their total assets are immaterial. In addition to these, two
special purpose entities (SPE/SPV), in which the Group has no investment, but which are
controlled by the Group under the provisions of SIC 12, are now consolidated.

The Group has opted not to measure real estate assets at fair value, keeping them at purchase

cost, net of cumulated depreciation and any impairment losses. However, the carrying amount

of land has been separated and the related cumulated depreciation derecognised.

Upon first-time adoption, IFRS 1 provides for a number of optional exemptions. The main

exemptions applied by the Group are the following:

_ business combinations: under this exemption, an entity can opt not to apply IASAFRS
retrospectively to business combinations that occurred before the date of first-time
adoption. Accordingly, existing goodwill can be recognised at the last carrying amount
under previous accounting policies and thus without the application of the “purchase
method”;

— revalued carrying amount as deemed cost: this exemption permits past revaluations to
be considered as an integral part of cost upon first-time adoption. This applies to both
property and equipment revalued as permitted by specific laws (Monetary revaluation laws)
and equity investments, revalued in accordance with Law 218 of 1990 (“Amato” law) as
part of the restructuring and privatisation process of the ltalian banking system. Real estate
assets are not measured at fair value as an alternative to cost;

- employee benefits: IAS 19 permits the use of the “corridor approach”, according to which
an entity may opt not to recognise a part of actuarial gains or losses when the change over
the previous period is below 10%. Under this exemption, the corridor approach can only be
applied prospectively, i.e., only to periods subsequent to first-time adoption and, therefore,
all actuarial gains and losses existing on first-time adoption have been recognised;

- derecognised assets/liabilities: an entity can opt not to recognise financial assets and
liabilities disposed of and derecognised under previous accounting policies before 1st
January 2004 if such derecognition does not comply with IAS 39 requisites. This involves
securitisation transactions carried out by the Group.

As concerns the exemption from the application of IFRS 2 (Share-based payments), Banca Intesa

could not apply it for its stock option plan connected to the 2003-2005 Business Plan, since the

options were assigned after the effective date for the adoption of the new standard. The new

standard was therefore applied as of 1st January 2004. .

For the full illustration of new accounting standards adopted please refer to Part A — Accounting

policies in the Notes to the consolidated financial statements.
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Companies subject to full consolidation following the adoption
of IAS/IFRS

JASAFRS do not foresee the exclusion from the consolidation area of any subsidiaries. Therefore,
with the first-time adoption of international accounting principles, subsidiaries which do not
carry out financial activities and vehicle companies in which there is control irrespective of voting
rights held have been consolidated.

The companies included for the first time in the consolidation area upon first-time adoption of
IASAFRS are listed below:

Agricola Investimenti S.p.A. - Milano .

Atlantis Sociedad Anonima - Buenos Aires

BWS Fondos S.A. Sociedad Administradora de Fondos - Lima

BWS Sociedad Agente de Bolsa S.A. - Lima

BWS Sociedad Titulizadora S.A. - Lima

CIB Insurance Broker Kft. - Budapest :
CIB Inventory Management Limited liability Company - Ujlengyel (Hungary) '
Conser S.p.A. - Bari

JAIS4 S.p.A. - Cosenza

Intesa Brasil Empreendimentos S.A. - Sad Paolo

Intesa Renting S.p.A. - Milano

SATA - Sociedade de Assessoria Técnica e Administrativa S.A. - Sad Paolo

Scala Advisory S.A. - Luxembourg

SEB Trust Limited - St. Helier Jersey

Servicios, Cobranzas e inversiones S.A.C. - Lima

SHI-MI S.A. - Luxembourg

ZAO International Business Consulting - Moscow

Duomo Funding plc - Dublin

Romulus Funding Corp. - Delaware
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Reconciliation tables and illustration notes

The reconciliation of shareholders’ equity at the transition dates (1st January 2005 for 1AS 39
and 1st January 2004 for all other standards), as well as the reconciliation of net income for the
whole of 2004 are set out below.
The reconciliation tables have been drawn up pursuant to provisions set forth by IFRS 1 and
recalled, for the purposes of the preparation of the Consolidated reports as at 31st March 2005
and as at 30th September 2005 and the Half-year report, by Consob in its Regulation 14990 of
14th April 2005. These tables have the purpose of reconciliating the values of the last financial
statements prepared using provisions of Legislative Decree 87/92 and values restated on the
basis of international accounting principles.
Since, as mentioned above, 1AS 39 has been applied from 1st January 2005, for comparative
purposes the Group has estimated the effects of IASAFRS adoption on financial instruments as
at 1st January 2004 and net income for the whole of 2004 on the basis of the
available information.
The reconciliation of shareholders’ equity as at 1st January 2004 (with the exclusion of
estimated impact of 1AS 39) and as at 1st January 2005, as well as the reconciliation, excluding
IAS 39, of net income as at 31st December 2004 have been audited by the Independent
Auditors. The Independent Auditors Report is included at the end of this section. ‘
Based on the analysis of the new standards and their application, the Group identified the
impacts on financial statement captions set out in the tables hereafter.
With respect to figures indicated in the 2005 Consolidated and Half-year reports, reconciliation
tables for the statement of income and balance sheet ex Legislative Decree 87/92 and those
using IASAFRS have been reclassified to adapt them to the new forms issued by the Bank of ltaly
with Circular 262/05. Such reclassifications have no impact on consolidated net income and
shareholders' equity which remain the same as those indicated in the previous reports.
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Reconciliation of shareholders’ equity as per Legislative Decree 87/92
to IAS/IFRS shareholders’ equity

(in millions of euro)

01 .01.2004 31.12.2008 L) .01.2005E
pact: simpactof - Impactof,
¥ e, |
JAS/IFRS IAS/IFRS:
- first-time ﬁlsMimei
) adoption - adoption: adoptioni
o (induding 185.39). - - {including 1AS 39)§
{ i - i
Shareholders’ equity :
(as per Legisiative Decree 87/92) : 15,093 15,093 15564 15,564
RESERVES ' 72 -3,400 189 2372
- Due from banks and loans to customers
- individual measurement of non-performing loans - -1,361 - -1,328
- collective measurement of performing loans - 290 - 212
- other impacts - -106 - -110
- Financial assets held for trading
- fair value measurement of trading securities and
related derivatives - 63 - 17
- fair value measurement of derivatives:
credit risk adjustment and bid-ask spread - -165 - =179
- fair value measurement of derivatives:
tion of embedded derivatives from issued bonds - -223 - -349
- fair value 1 of equity i classified ’
as held for trading - -154 - -117
- Hedging derivatives
- fair value hedges: fair value measurement of
hedging derivatives and hedged items - 12 - 6
- hedge accounting adjustments - -215 - =219
+
- Property, equipment and intangible assets
- derecognition of depreciation of land 166 166 185 185
-items that do not qualify for recognition as
intangible assets -16 -16 -14 -14
- goodwill impairment -194 -194 62 62
- Allowances
- collective measurement of guarantees
and commitments - -75 - -74
- unrecognised allowances for risks and
charges and discounting of provisions 179 183 64 79
- actuarial valuation of employee termination
indemnities and allowances for pensions 4 4 12 12
- Other impacts -1,011 ~1,029 -6 -17
VALUATION RESERVES - 43 - 83
- Financial assets available for sale
- fair value measurement of debt securities - 17 - a4
- fair value measurement of equities - 6 - 92
- Cash flow hedges
- cash flow hedges:
fair value measurement of derivatives - 66 - -53
Tax -106 681 112 687
Minority interests 4 15 -6 7
Total impacts of IAS/IFRS first-time adoption -987 -2,747 7" <1,595

12346 13,969
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The table above indicates the impact on shareholders’ equity of first-time adoption of IASAFRS.
The caption “Reserves” includes adjustments which do not entail in the years subsequent to
first-time adoption a reversal to the statement of income. These adjustments in values, if
IASAFRS had already been adopted -previously, would have determined effects, positive or
negative, on the statement of income. However, it must be noted that many of the adjustments
recorded in shareholders’ equity have been determined by the registration of time value and
therefore may lead to determine positive effects on the statement of income in future years.
Valuation reserves” record the adjustments which are destined to change over time due to the
valuation effects of assets and liabilities registered in the balance sheet and which will be
recorded through profit and loss only at the time of realisation.

The table below indicates the impact on net income for 2004 determined by the adoption of
the new principles.

Reconciliation of net income as per Legislative Decree 87/92 to IAS/IFRS
net income

(in millions of eura)

3122004 7 31.12.2004
" Impactof . . Impactof
_IAS/IFRS lAsnrkst

i

i firsttime | first-time
‘adoption .-  adoption
s e Aincluding |A539)§

i B

ALY X :
Net income (as per Legislative Decree 87/92) 1.884 1,884
Net interest income 53 185
Net fee and commission income 4 9
Profits (Losses) on trading 1 -234
Other operating income (expenses) 22 22
Operating costs 41 44
Goodwill impairment : 130 130
Adjustments and provisions 12 -41
Change in the reserve for general banking risks and other allowances -163 -163
Taxes and other -22 5
Total impacts of IAS/IFRS first-time adoption -28 | -43
IAS/IERS netincome "1 oooamse . em)

Due from banks and loans to customers

Individual measurement of non-performing loans

Under IAS/IFRS, financial assets are to be carried at amortised cost based on the present value of
estimated future cash flows. Non-performing loans, i.e. those for which there is objective
evidence that an impairment loss has been incurred, should be measured individually, also
considering their recovery times. Contrary to accounting policies applied until 2004, this entails
measuring the present value of the estimated recoverable amounts.

With respect to doubtful loans, the estimated recoverable amounts have been discounted to
consider the estimated recovery times using the average rates existing when the loans became
doubtful where the original rates were no longer available. Recovery cash flows of the most
significant positions have been distributed over time on an individual basis, and on a statistical
basis for the remaining positions. '

Substandard loans with repayment plans exceeding the short term or that it is very likely will
become doubtful have been discounted at their effective rates (most positions bear floating
interest rates).

Time distribution has been defined based on the relevant repayment plans or time-series -of
average recovery times of loans, real estate enforcement -proceedings and bankruptcy
proceedings.
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The restated 2004 statement of income, set out above, includes in net interest income the
positive effect of the reduction of time value on non-performing loans of previous years (+202
million euro), while adjustments include the effect of time value on loans posted in substandard
loans or doubtful loans for the first time in that year (-169 million euro).

Collective measurement of performing loans

When there is no evidence of any irregularities, loans should be measured “collectively”, by
grouping them in accordance with the level of risk and <calculating the estimated impairment
loss for each category on the basis of historical loss data.

At the time of transition to IASAFRS the criteria for the determination of provisions on
performing loans have been revised identifying the maximum possible synergies (in compliance
with the various regulations) with the approach provided for by supervisory reporting
requirements, namely the “New Capital Accord” commonly known as Basel Il Specifically, the
risk components to be considered under the new supervisory requirements, i.e., the probability
of default (PD) and loss given default (LGD), have been used — where available - also for
financial statement purposes. Loans have been grouped using, as a starting point, the
combination of these two parameters, since they reflect all the main features which should be
considered in grouping loans and calculating adjustments under IASAFRS. The one-year period
used to measure the probability of default approximates the definition of incurred loss, i.e. a
loss based on an event that has occurred but has not yet been considered by an entity when
reviewing the level of risk of a specific borrower, provided for by international standards.
Adjustments to cover generic risk of performing loans already included the adjustments for the
Fiat convertendo loan as at 31st December 2004. As required by IASAFRS, dpon first-time
adoption, the option embedded in the loan that lending banks have granted to Fiat, which
entails the commitment to subscribe a reserved capital increase, has been separated. The
valuation of the loan has been replaced by the value of the option. Therefore, adjustments
relating to this loan have been reclassified in the caption relating to the measurement of
derivatives, and collective write-downs of loans have been decreased by the same amount.

The overall impact of first-time adoption on performing loans therefore derives both from the
new accounting treatment regarding collective measurement and from the above
reclassification.

The new collective measurement criteria determined an overall positive effect on the 2004
restated statement of income (+79 million euro).

Other impacts of loan measurement

Other impacts of loan measurement arise from the discounting of certain specific loans whose
rates of return are not in line with market rates and from the write-down of overdue interest.
Under IASAIFRS, revenue can only be recognised when it is probable that the future economic
benefits arising from the transaction will flow to the entity. Accordingly, overdue interest is
recognised only if its recoverability is certain (on a cash basis).

The other effects of loan measurement on the 2004 restated statement of income are mostly
attributable to loans measured using amortised cost (~40 million euro in net interest income).

A comparison of the carrying amount of loans to customers as at 31st December 2004 before
and after IAS/IFRS adoption is set out in the following table.

The increase in performing loans following the adoption of IASAFRS is attributable to the
inclusion in the consolidation area of certain vehicle companies (SPE/SPV) and the reclassification
in loans of foans represented by securities.

39




(in millions of euro)

Loan portfolio’quali Difference
Doubtful loans Coverage = 67% . Coverage = 76%
- gross carrying amount 12,710 12,710
- adjustments -8,494 -9,683 1,189
- net carrying amount 4,216 3,027
Net doubtful loansAoans 1o customers 2.7% 19%
Substandard and restructured loans Coverage = 23% Coverage = 26%
- gross carrying amount 5,006 5,006
- adjustments -1,144 -1,283 139
- net carrying amount 3,862 3723
Performing loans Coverage = 0,56% (**) Coverage = 0,69%
- gross carrying amount 150,713 153,764
- adjustments 848 (*¥) -1,067 219 (**%)
- net carrying amount 149,865 152,697

(*) Figures do not consider the disposal of part of the doubtful loan portfolio Hlustrated at the beginning of this report.
(**) To enable a consistent comparison with the figure calculated on JASAFRS firsi-time adoption, the figure does not include the adjustment for the Fiat convertendo «
loan (245 million euro).

(***) The figure does not indlude the write-back of generic adj relating to banking counterparties amounting to 7 million euro.

Financial assets held for trading

Fair value measurement of trading securities and related derivatives

Securities classified as financial assets held for trading must be measured at fair value. Contrary
to previous accounting policies, this treatment applies also to unlisted securities, leading to the
recognition of gains.

The Group has therefore measured the fair value of unlisted securities included in the above
categories using market prices made available by information providers or internal measurement
models. Likewise, the fair value of the derivatives managed together with these securities has
been recognised. Furthermore, for securities already recorded at fair value, compliance with the
valuation with respect to IASAFRS was also verified.

The new measurement criteria determined a negative impact on the 2004 restated statement of
income (-46 million euro), recorded in profits (losses) on financial transactions.

Fair value measurement of derivatives held for trading

IASAIFRS require that derivatives be measured at fair value. The fair vaiue should be calculated by
considering all significant risk components and other observable market data, when using
internal measurement models.

Therefore, contrary to previous accounting policies, when recakculating the fair value of
derivatives under IAS/IFRS, the Group considered counterparty credit risk determined using the
risk adjustment, based on the rating of counterparties, and the bid-ask spread for net open
positions.

Fair value of such contracts also includes the valuation (-103 million euro) of options correlated -
to equity investments recorded, in application of IAS/AFRS, in financial assets available for sale
also recorded at fair value.

The new measurement criteria of derivatives held for trading determined a negative impact on
the 2004 restated statement of income of 15 million euro, recorded in profits (losses) on
financial transactions. '

Fair value measurement of derivatives: separation of embedded derivatives from
issued bonds

Under IASAFRS, derivatives should be recognised separately even when embedded in host
financial instruments (so-called combined financial instruments) if the latter are not measured at
fair value.

In this case, IASAFRS allow an entity to recognise revenues when these products are initially
recognised only to the extent that they can be determined as the difference between the sale
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price of the financial instrument and its fair value measured using parameters of the same
market as that on which the instrument has been sold. In the case of structured bonds, the only
parameter available from the placement market must be derived from the retail market (since
the Group mainly places these products on this market) and relates to the financial instrument
as a whole, rather than its individual components. It would be necessary to make reference to
the wholesale market to obtain a parameter to be used in the measurement of the sole
embedded component. Therefore, under IASAFRS, profits on these products must be allocated
over their residual life through the adjustment of the related amortised cost. The different
accounting treatment has an impact only on revenues’ recognition times and -does not affect
the overall profitability of such products.

Upon first-time adoption, the residual profits (at transition date) previously recognised have
been therefore taken to shareholders’ equity, following the recognition at fair value of the
hedged item, which considers the cost of funding on the basis of IAS/AFRS.

The 2004 restated statement of income reflects the reversal of up-front revenues received on
structured bonds issued (-199 million euro in profits (losses) on financial transactions), which on
application of the new principles contributed to the formation of income using the pro rata
temporis approach (+74 million euro in 2004 recorded in net interest income).

Measurement of equity investments classified as held for trading
IASAFRS require that unconsolidated equity investments be measured at fair value. Therefore,
the Group has determined the fair value of certain equity investments classified as assets held
for trading, since destined for sale, using methodologies that are normally used in standard
market practice (stock exchange quotations, similar transactions, financial ratios and equity,
financial and performance measurement models). The equity investments in Banco ABN Amro
Real, Bayerische Hypo- und Vereinsbank and Commerzbank have been .classified in this
category. These last two investments have been sold at the beginning of 2005; the equity
investment in Banco ABN Amro-Real was partly sold in the year and the remaining part will be
disposed of following the exercise of a put option. '
The measurement of such equity investments on the 2004 restated statement of income
' determined a positive effect (+37 million euro) recorded in profits {losses) on financial
: transactions.

Hedging derivatives

The application of fair value in the valuation of derivatives also refers to contracts stipulated for
hedging financial risks. This leads — in the case of hedging of the variation in the market value of
another financial instrument (fair value hedge) ~ to the need of extending, for the purposes of a
consistent valuation method, the same valuation criteria to the hedged item. This principle of
consistency may only be maintained in presence of effective hedges, that is hedges in which the
changes in fair value offset, within precise thresholds, opposite changes in the value of the
hedged item. Instead, in the case of cash flow hedges, IAS 39 requires the valuation at fair value
(with recognition of the effect in a reserve in shareholders’ equity) of the sole hedging
derivative. Furthermore, derivative contracts stipulated between -Group companies may no
longer be accounted for in consolidated financial statements.

These new rules have led to revise the accounting and valuation criteria of hedges. Hedges have
been divided in fair value hedges of specific captions and cash flow hedges of specific captions
or portfolios of liabilities. In certain cases it has been necessary to close the contracts in advance,
subsequently stipulating new hedges compliant with the requisites of 1AS 39.

Fair value hedges: fair value measurement of hedging derivatives and hedged items
For the reasons set out above, upon IASAFRS first-time adoption, hedged balance sheet items in
a fair value hedge and the related hedging derivatives have been measured at fair value. These
items were previously recognised at cost.

The change in fair value which occurred in 2004 generated a negative effect on the 2004
restated statement of income (-5 million euro).

Hedge accounting adjustments (IAS 39)
The Group has revised hedging transactions following the new and stricter rules for hedge
accounting. Some of the transactions that did not qualify for hedge accounting under IASAFRS
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have been reclassified to the trading portfolio, some have been closed in advance {during 2004)
and some have been replaced with other contracts that qualify for hedge accounting.

More specifically, previous hedging transactions within Group companies, which, under previous
accounting policies, were not eliminated for consolidation purposes, have been closed in
advance. Upon first-time adoption, the effects of such early terminations, which were
distributed over the original life of the contracts under previous accounting policies, have been
recognised in shareholders’ equity (to the extent of the deferral as at 31st December 2004). In
this way, the Group obtained the same accounting treatment that would have been applied if
such intragroup contracts had been derecognised in accordance with IAS 39 upon transition
to IASAFRS.

Certain derivatives with third parties, which qualified for hedge accounting under previous
accounting policies, have been reclassified as held for trading since they did not meet IAS 39
requirements for hedge accounting.

Property and equipment and intangible assets

Derecognition of depreciation of land

Under IASAFRS, property and equipment should be depreciated over their useful lives or over the
useful lives of the individual components forming them, if different. This means that the
carrying amount of a building should be accounted for separately from the <arrying amount of
the land on which the building stands, based on the assumption that land is not a depreciable
asset. Therefore, previous depreciation charged to land is to be derecognised.

Accordingly, for those buildings where the Group owns both the building and the Jand on
which it stands, the Group has accounted for the building and the land separately and has
derecognised the portion of accumulated depreciation attributable to such land.

The carrying amount of land has been calculated on the basis of specific expert opinion.

The 2004 restated statement of income benefits from the fact that land is no longer depreciated
(+28 million euro).

Items that do not qualify for recognition as intangible assets

Under IASAFRS, an item qualifies for recognition as intangible assets only if it is probable that it
will generate future economic benefits and its cost can be measured reliably.

In accordance with the above principle, the Group has derecognised those items that do not
qualify for recognition as intangible assets, mainly start-up costs. :

Goodwill impairment :

IASAFRS do not permit amortisation of assets with indefinite useful lives, including goodwill.
Therefore, an entity should test such intangibles for impairment at least annually by comparing
carrying amount with recoverable amount (“impairment test”). As a result, goodwill recorded in
accordance with previous accounting policies has been restated under IAS/FRS, on the basis of
its estimated recoverable amount, calculated using the future cash flows expected from the
assets which originally determined its recognition.

The reversal of amortisation of goodwill determined a positive effect on the 2004 restated
statement of income (+130 million euro).

Allowances

Collective measurement of guarantees and commitments

The accounting treatment adopted for the measurement of loans to customers and on-balance
sheet due from banks described above has also been applied to guarantees given. The impact of
IASAFRS first-time adoption is attributable to the measurement of guarantees and commitments
to performing customers.

Unrecognised allowances for risks and charges and discounting of provisions
Under IAS/IFRS, allowances can be recognised when it is probable that an outflow of resources
will be required to settle an existing obligation and a reliable estimate of the amount of the
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obligation can be made. Therefore, the Group has -derecognised allowances previously
accounted for which are no longer allowed under international standards.

In addition, where the effect of the time value of money is material, IASAFRS require the amount
of an allowance be equal to the present value of the expenditures expected to be necessary to
settle the obligation. Allowances for which the time value of money is material have been
adjusted to take their present value into account.

The 2004 restated statement of income benefited from the lower net present value of
provisions required (26 million euro), while net interest income was affected by the related time
value (-17 million euro).

The allowances which have been derecognised include the reserve for general banking risks.
This derecognition generated a negative effect (-163 million euro) on the 2004 restated
statement of income following the reversal of the uses made in that year.

Actuarial valuation of employee termination indemnities and allowances for pensions
IASAFRS require defined benefit pension plans be measured on the basis of the actuarially-
determined amount that an entity will pay to employees upon termination of the
labour agreement.

The Group has verified the valuations of the defined benefit plans recognised in accordance
with previous accounting policies and has adjusted provisions if such valuations did not comply
with IASAFRS requirements. ‘

ltalian employee termination indemnities is accounted for as a defined benefit plan, and
therefore on the basis of actuarial valuations, rather than as prescribed by relevant
talian legislation. |

The new measurement criteria determined a positive effect of 7 million euro on the 2004
restated statement of income.

Other impacts

Other residual impacts of first-time adoption are mainly related to the effects of IASAFRS on
investments carried at equity, as well as to the derecognition of treasury shares which, pursuant
to international principles, have been deducted from shareholders’ equity since it is no longer
possible to record them among assets. The value of the treasury shares amounted to 1,017
million euro as at 1st January 2004 and decreased to 10 million euro as at 31st December 2004
mostly as a result of the free assignment to Shareholders carried out by the Parent Company at
the time of distribution of the dividend for 2003.

Financial assets available for sale

Under IASAFRS, financial instruments classified as financial assets available for sale should be

measured at fair value. Any gains or losses arising from fair value measurement should be
, recognised in equity until they are realised.

Fair value measurement of debt securities

Upon first-time adoption of the aforementioned principles, certain debt securities not held for
trading which do not qualify for recognition as investments held to maturity or loans have been
classified as “Financial assets available for sale”. The impact of first-time adoption is due to the
measurement of unlisted securities at fair value, rather than at the lower of -cost and market
value as required by previous accounting policies.

Fair value measurement of equities

Again upon first-time adoption, equity investments acquired by the Group with the intention of
establishing or maintaining a long-term operating relationship with the investee, which are not
investments in subsidiaries or associates or jointly controlled entities, and those relating to
private equity transactions have been classified as “Financial assets available for sale”. These
equity investments, which were carried at cost under previous accounting policies, have been
measured at fair value using methodologies which are standard market practice (stock exchange
quotations, similar transactions, financial ratios and equity, financial and performance
measurement models).
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Cash flow hedges

Cash flow hedges: fair value measurement of derivatives

In the case of cash flow hedges, the Group has determined the fair value of the hedging
derivatives, which were previously carried at -<ost in compliance with ltalian
accounting principles.

Share-based payments

IAS/AFRS differ from ttalian accounting principles and require that the current value of share-
based payments (including the so-called stock options), equal to the fair value of the options, be
recognised in the statement of income when the options are granted to employees or directors
over the vesting period, with a balancing entry in equity. The provisions of IFRS 2 should be
applied to all plans granted after 7th November 2002. The stock option plan currently in force
as of 1st January 2005 was approved by the Extraordinary Shareholders’ Meeting on 17th
December 2002 with reference to the years from 2003 to 2005. The Group has determined the
fair value of the options granted and for the amount attributable to 2003 it set up a special
available reserve to service the plan, while the portion attributable to 2004 was recorded in the
statement of income redetermined using IASAFRS (-8 million euro registered in personnel
expenses), without generating a variation in shareholders’ equity. .

Tax

IAS/FRS impact on shareholders’ equity has been calculated net of the related tax impact,

determined in accordance with relevant legislation (including Legislative Decree 38/2005).

In particular:

- the IRES tax has been calculated using a 33% rate; .

- allocations to equity have been considered as extraordinary items for IRAP purposes and
therefore, generally speaking, irrelevant for this tax, except when they are matched to
income or expenses which are relevant for the purpose of taxes relating to previous or
subsequent years; the tax rate applied in this case is 4.25% (plus any regionally-required
additional tax); '

- with respect to subsidiaries abroad, the taxes applicable in the individual Countries have
been considered.

No deferred tax liabilities are recorded for reserves which are subject to a suspended tax regime

since the size of the available reserves which have already been taxed leads to believe that the

Bank will not undertake any transactions which may lead to tax the untaxed reserves.

The overall tax impact on the 2004 restated statement of income was positive (17 million euro).

Summary

In conclusion, IASAFRS adjustments applied to equity upon first-time adoption have led to an
overall reduction in equity as at 1st January 2005 from 15,564 million euro to 13,969 million
euro (-1,595 million euro resulting from gross decreases for a total of 2,282 million euro and a
tax effect of 687 million euro). Therefore, the Group has included a specific negative balance
item in shareholders’ equity, the “IAS/IFRS first-time adoption reserve” of -1,680 million euro
and valuation reserves of 85 million euro, both net of the tax effect. The decrease in the
carrying amount of shareholders’ equity and the consequent reduction in shareholders’ equity
for supervisory purposes, together with the other first-time adoption impacts have had the
following negative effects on capital requirements:

- Core Tier 1 ratio decreased from 7.59% 10 6.69%;

- Tier 1 ratio from 8.53% to 7.64%;

- Total capital ratio from 11.60% to 11.02%.

The table below sets out the changes in consolidated shareholders’ equity as at 1st January
2005 following JIASAFRS first-time adoption.




{in millions of auic)

I

gﬁ”ﬁwm”?msmywwﬁrsﬁl”m' d
o Jstrumants  shares  income squlty,

{
st |
|
;
SHAREHOLDERS® EQUITY
AS AT 31322003 ™ 3076 485 5404 3457 85 . - 356 -1 ~ 1017 1214 1509
CHANGES IN INITIAL BALANCES
(iransition o IASAFRS - Except (AS 39) - - - 5 . - - -8 Y . 587
BALANCES AS AT 01.01.2004 3,076 485 5,404 3A22 5 - . 356 6 - . 1214 14,106
ALLOCATION OF NET INCOME
Of THE PREVIOUS YEAR !
Resarves 879 - -
Dividends and other aBocstions 2 435 17
CHANGES IN THE PERIOD
Changes In reserves 2 28 1 38 12
Operations on sharehaldars® eguity i
Bsue of now shares
Purchase of treasury shares -1 -10
Extraordinary dividends
Changes in equity mstruments -
(erivatives an treasury shares
Stock options ) 8
2004 net Income (loss) 1856 1,856
RESTATED SHAREHOLDERS' EQUITY
AS AT 91,12.2004 & 3,076 485 5406 4278 (-3 - - 357 102 - -0 1,856 15,635
CHANGES IN INITIAL BALANCES
(Transitior: 10 IASAFRS « 1AS 39} - . - 4,751 o= " -32 - - - - - =1,666
BLANCES AS AT 01.01.2005 3,076 485 5,406 2,527 5 11?7 32 357 102 - -10 1.856 13,869

1 Determined using Ralian accounting principles (Legishtive Decree 87/92).
S Except for IAS 39.
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Reconciliation of net income as per Legislative Decree 87/92 to IAS/IFRS
net income as at 31st December 2004

(in millions of euro)

f 31,12.2004 31,12.2004

e IASAFRS, IAS/IFRS,

ceptIAS 29) {E=A+8+0)
{D=A+8)

adoption

QAs3g) - '
g .
(v :

Net interest income 238 4,909 5.147
Dividends and income from investments carried at equity 220 - - 220 220
tnterest margin 5,182 =53 238 5,129 5,367
Net commissions 3.447 4 ] 3,451 3,456
Profits (Losses) on financial transactions 737 1 235 738 503
Other operating income, net 360 22 - 382 382
Net interest and other banking income 972 26 ] 9,700 9,708
Administrative costs -5,247 15 3 5,232 5,229
of which - Payroll 3,147 29 - -3,118 -3,118

- Other -2,100 -14 3 -2,114 2,111
Adjustments to fixed assets
and intangibles -583 26 - <557 557
Operating costs 5,830 a1 3 =5,789 5,786
Opersting margin 3,896 15 1 3911 38
Adi to goodwill arising on ¢ fidation and
on application of the equity method " -130 130 - - -
Provisions for risks and charges -167 17 n -150 -139
Net adj its to loans and provisions for possible )
foan losses -887 -5 -58 -892 950
Net adjustments 1o financial fixed assets -19 - £ -19 25
tncome from operating activities 2,693 157 42 2,850 2,808
Extraordinary income (loss) -1 . -34 - 5 95
Income taxes for the period 805 10 27 815 ’ 788

Change in the reserve for general banking risks and
ather reserves 163 -163 - - -

Minarity interests
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Restatement of the statement of income as per Legislative
Decree 87/92 to IAS/IFRS statement of income (except I1AS 39)

Interest income and simifar

revenues 9,470 9.47¢

'
interest expense and similar
charges. 4535 4535
Dividends ano othar revenues 502 502
Commission income 4,031 4,031
Commission expense 584 ~584

}

Profits (Losses) on financal
transactions 33 313
Gross retums (losses) on
investment of the allowances for
pensions and s:miksc .
ommaments 6 L]

Adpinistrative costs

- payrol! -3.147 -3,147
- ather -2,100 2,100
Allocation (Use) of pet resurns
{losses) on investment
of the atlowances for pensions
and similer comemitments. -6 -6
Adjustrrents to
fised assets
ant intangibles <13 73
Provisions for sisks
ang charges -172 -172
Adjustenents to kans
and provisions
for guarantees and
, ommiments ~1,700

Wite=back of adjustmants
10 koans and provisions
for guacantees and
commitments 711
Tota) adjustments to /
write bach of -583% ) 989
Provisions for possidle
loan bosses -1 -t
Adjustments to
financizl fixed assets -3
Wite-back
financial fixed assets 24
Total sdjustments to / writs
back of financial fixed
sty -9 7 =35 9
Other operating income 519

. Extraordinary income 763
Other operating expenses «133
Extraordinary charges Evaly
Total oparating income / .
axpanses 433 -10 £ 67 1 2 -103 -84 -7 354 12 213 10
income flom invesiments
cartied at equity 143 143
Use of alowance
for risks and charges
arising on consolxation 68 68
Change in the reserve for
gereral banking risks a5 85
income taxes =805 805
Minority interests =106 =106
Net income for the pericd 1,884 . 1,884
1AS EFFECT 4 £ -2% -165 185 6 -1 -10 22 28

. ae Vi 154 w405 ah assel

oTAL

The table above illustrates the reconciliation of the 2004 statement of income restated with the
application of IAS/IFRS (except IAS 39) and the new form of the statement of income contained
in the financial statements in the present Annual report.
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Restatement of the reclassified statement of income as per Legislative
Decree 87/92 to IAS/IFRS statement of income (including IAS 39) as at

{in milions of eurc)
Minority Yol
Interects.
" continuing discontinged i
11 oparations. operations
i N
Net interest income 5,129 8 5.147
Dividends and Incomme from
investments casied & equity 155 13 220
Net commissions -18 2474 3456
Profits (Losses) on financial
uansactions . 503 sa3
Other apersting income, net 14 u 301 3 m
Operating costs - S0 -2 i 5,285
Adjustments to goocwil arising
on consolidation and on
application of the equity
methed
Provisions for risks and charges. -139 139
Net adjustments to loans and
provsions for possible loan
fosses 225G £50
Net adjustments to financial
fixed assets 25 25
Extreordinary income (loss) -1 2 67 35 «103 55 32 3 95
tncome taxes for the period -788 J8s
Minority interests -84 -4
Totaf 5524 155 485 €53 -1 4512 -1,102 78 a7 -4 1341
Discentinued operations -190 -5 £ 43 216 -9 -9
Contributiar: of cormpanies
consolidated as of 15t October
2005 -38 3 - -22 -
T —————— e — o pm—————— - -
JOTAL 7 Pt mE R it AT o e e TRt LA A9, 49 106 'h‘“'

The table above illustrates the reconciliation of the 2004 reclassified statement of income
restated with the application of IASAFRS, published until last year and the new form of the
reclassified statement of income which is commented in the Report on operations in the present
Annual report.
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Reconciliation of balance sheet as per Legislative Decree 87/92
to IAS/IFRS balance sheet as at 1st January 2004

(in millions of euro)

""31.92.2003 impactof  01.01.2004
pro forma (*) < JASAAERS - IAS/IFRS
T W first-time {except 1AS 39)

_ . adoption; ~ (C=A+B)

1. Cash and deposits with central banks ' !

and post offices 1576 -98 1,478
2. Loans

- loans to customers 154,614 1,993 156,607

- due from banks 28,521 163 28,684
3. Trading portfolio 24,117 -146 23,971

of which Own shares . 1,017 -1,017 -
4, Fixed assets

a) investment portfolic ] 5,318 75 5,393

b) equity investments 4,908 -11 4,897

¢) tangible and intangible 4,274 -525 | 3,749
5. Goodwill arising on consolidation 546 -194 352
6. Goodwill arising on application of the equity method 286 - 286
7. Other assets 35,518 34,685
Totdl Assets . b 259,678 260,102}

: %731,12.2003

“Impact of 01.01.2004

Liabilities and Shareholders' Equity

L proforma(*), . IASAFRS . IAS/IFRS|
‘ ) first-time  {except IS 39)
~adoption (C=A+B)

{exceptIAs 39

1. Debts
- due to customers 104,676 125 104,801
- securities issued 56,591 2,612 59,203
- due to banks 31,668 174 31,842
' 2. Allowances with specific purpose 5.047 24 5,071
3. Other liabilities . 35,240 -1,535 33,705
4. Allowances for possible loan losses 25 - 25
5. Subordinated and perpetual liabilities 10,603 - 10,603
6. Minority interests . 735 1 746
7. Sharehalders’ equity
- share capital, reserves and reserve for
general banking risks 13,849 -987 12,862
- negative goodwill arising on consolidation o 29 - 29
- negative goodwill arising on application of the
equity method 1 - 1
- net income for the period 1,214 - 1,214

L t
a2a 260,102

hﬁtalliabilﬁ%s‘ éhéfS}iareﬁéldér&'%q ty 950,678

© Figures restated in order to take into account the changes in the consolidation area occurred in 2004, as published in the Annual report 2004,
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Reconciliation of balance sheet as per Legislative Decree 87/92
to IAS/IFRS balance sheet as at 31st December 2004 and as at
1st January 2005 :

{in millions of euro)
75311922004 01.01.2005!
AS/IFRS 1AS/IFRS.
38) - {incdluding JAS 39).
“{D=AHB)~. - (EcABH),

H

i

1. Cash and deposits with central banks

and post offices 1,488 -18 - 1,470 1470
2. Loans
- loans to customers 157,698 1,870 «1,570 159,568 157,998
- due from banks 28,730 126 21 28,856 28,877
3, Trading portfolio 33,576 908 123 34,484 34,607
of which Own shares 10 -10 - - -
4. Fixed assets
a) investment portfolio 5,158 61 390 5,219 5,609
b) equity investments 4,834 55 =27 4,779 4,752
<) tangible and intangible 4,075 -558 - 3,517 3,517
5. Gaodwill arising on consolidation 484 -83 - 401 » 401
6. Goodwill arising on application of the
equity method : 253 68 - k73 321
7. Other assets 38,302 2,250 37,520 39,770
31922004 pact of . g . 01012005
AR ARy . JAS/IFRS!
S5 {indluding A5 39}
(E=A+B+G§
i
!
i
- due to customers 109,542 68 - 109,610 109,610
- securities issued 61,417 2,670 1,185 64,087 65,272
- due to banks . 34,214 134 -10 34,348 34,338
2. Allowances with specific purpose 4,715 106 667 4,821 5,488
3. Other abilities 39121 «1,556 1,024 37,565 38,589
4, Allowances for possible loan losses 4 4 - - -
5. Subordinated and perpetual Gabilities 9,278 - - 9,278 9,278
6. Minority interests 743 48 -13 791 778
7. Shareholders’ equity
- share capital, reserves and reserve for
general banking risks 13,649 94 -1,651 13,743 12,092
- negative goodwill arising on consolidation 29 - - 29 29

- negative goodwill arising on application
of the equity method 2
- netincome for the period 1,884

[Shartholders: Equity

The tables above highlight the effects that first-time adoption of IAS/IFRS would have had on
the balance sheet as at 1st January 2004, as at 31st December 2004 and as at 1st January 2005
using the financial statement forms in force at the time.

Column (B) includes, in addition to the effects of the transition to IASAFRS with the exclusion of
IAS 39, the variations in the consolidation area, the insertion in the relevant caption of accruals
and deferrals as well as the reclassification in loans to customers of assets to be leased.

Column (C) includes the effects of the transition to IAS/IFRS attributable to the application
of IAS 39. ‘
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Restatement of the balance sheet as per Legislative Decree 87/92 to
IAS/IFRS balance sheet (except IAS 39) as at 31st December 2004

) {in millions of euro}
TR el Wy T A T ey gy P S oI NI T R et el
) %o el rom 25 . In assorlites: o ity S apets asaets
; : ‘habd
Ceide Fre forsale .
o and
dimontinued H
operations 1
Cash and deposits
with centeal banks
and pos offices 1,488 18 1470 1470 , 1470
Loans 1o customers 157,698 1870 159,568 159,568 X 159,568
Due from banks 28,730 126 28,858 28,856 28,856
Trading portfolio 33,576 908 34,484 34,484 34484
Investment porticlio 5158 61 5218 5219 | 5218
!
£quity investments 4,834 55 4,779 41 4,733 S 4779
Fixed assets and
intangibles 4,675 -558 3,517 2,982 473 62 1517
Goodwill arising
on consalidation 484 =83 401 401 40%
Goodwvill arising en
application of the
equity method 253 68 3 N 32t
Other assets 38,302 =782 7.520 315 23,682 197 F9 4,447 2 B.838 37,520
4900 zu.igt
(in millons of ewrc)
SR S~ ]
e mews  lacoww  SekiSies
i) Deaty -~
sharn:
L id]
I
SHAREHOLDERS'
EQuITY
Due to customers. 108,542 68 109,610 103.61¢ 100,610
Securities .
issued 61,417 2,670 64.087 64,087 4,087
Due to banks 34214 134 34348 34348 R
Alowances with specific
purpose 4715 106 4An 1611 574 1,089 1,547 amt
Other Katiities 39,11 1,556 37,565 23952 353 13,260 37568
Allowanes tor
possible loan Josses 4 - - .
Subordinated an¢
perpetual babikties 9,78 - 9,278 9278 9178
Minority
interests 743 48 9 791 ”
Share capitai, reserves
and reserve for general .
banking risks 13,649 s4 13742 459 4327 5406 3561 10 10,743
Negative geodwill arising
or: consokidation 29 - 29 i 2,
Negative goocwil '
arising on application
of the aquity method ) B 7 7 7
Net incarme for the
period 1,884 -28 1,856 1,856 1856
’1“6!3? s s
E‘Np g

The tables above illustrate the reconciliation between the balance sheet as at 31st December
2004 restated with the application of IASAFRS (excluding IAS 39), and the new balance sheet
included in the financial statements in this Annual report.
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Impact of first-time adoption of IAS/IFRS on cépital for supervisory
purposes and on capital ratios as at 31st December 2004

(in millions of euro)

31122008  ©01.01.2005° .. Changes
- oo JASHERS .
{ingluding 1AS'38) ™

Tier 1 capital 15,564 13,900 -1,664
Tier 2 capital 6,714 6,773 59
Items to be deducted -1,117 620 497
Total capital 21,161 20,053 -1,108
Credit risks 13,112 13,046 66
Market risks 1,210 1,240 30
Tier 3 subordinated loans - - -
Other capital requirements 277 277 -
Capital requirements 14,599 14,563 -36
Excess capital 6,562 5,490 ) -.072
Risk-weighted assets 182,486 182,042 -444
Capital ratios % )
Core Tier 1/ Total risk-weighted assets 7.59 6.69 -0.90
Tier 1/ Total risk-weighted assets 8.53 7.64 .89
Total capital /Total risk-weighted assets 11.60 11.02 -0.58

Shareholders’ equity for supervisory purposes and capital ratios have been calculated on the
basis of balance sheet aggregates and net income determined applying IASAFRS and the so-
called “prudential fitters” supplied by the Basel Committee via certain press releases in 2004.
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Independent Auditors’ R’eport on the
first-time adoption of IAS/IFRS

(*) Document published on first-time adoption of IAS/IFRS and in the subsequent interim reports.
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Ell FrRNST & YOUNG

INDEPENDENT AUDITOR'S REPORT
ON THE STATEMENTS OF RECONCILIATION
TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (“IFRS”)
WITH THE DESCRIPTION OF THE EFFECTS OF THE TRANSITION TO IFRS
(Transtation from the original ftalian text)

To the Board of Directors
of Banca Intesa S.p.A.

1, We have audited the accompanying consolidated statements denominated
“Reconcifiation of balance sheet as per Legislative Decree 87/92 to JAS/IFRS balance
sheet” as of January 1, 2004; December 31, 2004 and January 1, 2005 “Reconciliation
of net income as per Legislative Decree 87/92 10 TAS/IFRS net income™ for the year
ended December 31, 2004, “Reconciliation of Sharcholders' equity as per Legislative
Decree 87/92 to IAS/AIFRS Sharcholders® equity™ as of January 1, 2004, December 31,
2004 and January |, 2005 (hereinafier, the “IFRS$ Reconciliation Statements”) and the
related explanatory notes, as presented in the Section denominated “IAS/FRS first time
adoption™ to the Consolidated Report as at March 31, 2005. These IFRS Reconciliation
Statements are based on the consolidated financial statements of Banca Intesa S.p.A. as
of December 31, 2004, prepared in accordance with the lalian regulations governing
the criteria for their preparation, which we have previously audited and on which we
issued our auditor’s report dated March 23. 2005, The IFRS Reconciliation Statements
have been prepared as part of the Group’s conversion to Intemational Financial
Reporting Standards (IFRS) as adopted by the European Commission. These IFRS
Reconcilintion Statements are the responsibility of Banca Intesa §.p.A"s management.
Our responsibility is to express an opinion on these IFRS Reconciliation Statements
based on our audit. :

2. We conducted our audit in accordance with generally accepted auditing standards in
laly. In accordance with such standards we planned and performed the audit to obtain
the information necessary in order tn determine whether the IFRS reconciliations are

“materially misstated. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the IFRS Reconciliation Statements, as well as assessing
the appropriateness and correct application of the accounting principles and the
reasonableness of the estimates made by management. We believe that our audit
provides a reasonable basis for our opinion,

3. In our opinion, the IFRS Reconciliation Statements identified in paragraph 1. above,
taken as a whole, have been prepared in 8l material respects in accordance with the
criteria and principles set out in article 82-bis of CONSOB Regulation no. 11971/1999
as amended by Resolution no. 14990 of April 14, 2005,




2l FrNsT & YOUNG N

4. We draw your attention to the fact that, as described in the explanatory notes, the data
presented in the IFRS Reconciliation Statements will be utilized for inclusion as
comparative information in the first complete set of consolidated financial statements as
of Decemeber 31, 2005; such data may require adjustments since new IFRS standards or
IFRIC imerpretations, for which earfier adoption could be aliowed, may be cfi‘fcctiv:
before the publication of the 2005 consolidated finantial statements. '

Moreaver, since the IFRS Reconciliation Statements have been prepared as part of the
Group’s conversion to [FRS in connection with preparation of its first complete set of
consolidated financial statements in accordance with IFRS as adopted by the Ewopean
Commission, they do not include cenain tables, comparative data and explanatory notes
which would be required for a complete presentation of the financial position and
results of operations of the Intesa Group in conformity with [FRS.

Milan, June 8, 2008

Reconta Emst & Young S.p.A.
Signed by: Massimo Colli, partner
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The macroeconomic scenario and lending
and deposit collecting activities

The macroeconomic scenario
During 2005 the macroeconomic scenario confirmed the main trends observed the previous
year even if with certain discontinuities. Tensions on raw material prices characterised also 2005,
as a result of still sustained economic growth rates. Inflation was therefore moderately high
both in the United States where it touched 4.7% and in the Euro Zone, where the twelve-
month average (2.2%) exceeded the target set by the European Central Bank. However, the
trend of prices for manufactured articles remained relatively moderate everywhere and allowed
central banks to gradually adjust their monetary policies. '
In the United States, where the economy recorded an approximately 3.5% annual average
growth rate, the Federal Reserve increased official rates from 2.25% to 4.25%. At the end of
the year the Federal Reserve again signalled that new interventions were probable, but the
upward cycle is considered by markets near the close. The economy showscertain timid signs of
deceleration, even if consensus growth rates for 2006 remain well above 3.0%. :
In the Euro Zone monetary policy remained unchanged till the beginning of December, when
the ECB decided to increase the rate on main refinancing operations from 2.0% o 2.25% and
then to 2.50% in February 2006. This move was broadly prepared by the £CB and reflected the
improvement in the European economic situation. Even if the Euro Zone growth rate for 2005 is
estimated at 1.4%, lower than the previous year, domestic demand and exports strengthened
during the second half, the latter also as a result of more favourable exchange rates.
With regard to Central-Eastern European Countries where Gruppo intesa is present, -economic
growth slowed down, compared to 2004, marginally in Croatia, Hungary and Slovakia and
: more substantially in Russia, whereas the evolution of interest rates showed a widespread
downward trend. Exchange rates registered contained fluctuations towards the euro: the
Croatian kuna and the Slovakian crown gained respectively 3.8% and 2.3%, whilst the
Hungarian forint lost 2.9% from 31st December 2004.

In foreign exchange markets, the increases in American interest rates sustained the dollar and
reduced the overvaluation of the euro determined by the strong rises recorded in the 2003-
2004 period. The exchange rate between the two currencies highlighted a marked inversion in
the trend, down from 1.36 to 1.18. In general, investors preferred currencies characterised by
higher interest rates.

in fixed-income markets, the moderate inflation and the perception of a gradual slowdown in
the US economy considerably reduced maturity spreads in the yield curve: spreads between 10-
year and 3-year yields on the BTP (ltalian fixed-rate Government bonds) curve dropped from 120
to 55 basis points, whilst for the American Government securities market the downward slope
virtually flattened. '
Emerging markets were again sustained by international investors seeking high yields as well as
by low levels of issues and by the improvement of financial stability parameters. The EMBI
index+ (Emerging Mearkets Bond Index) rose by 12% in 2005, mainly driven by lower
risk premiums. .

2005 was very positive for world stock markets, that overcame the obstacle posed by the
subdued trend in American indices. Noteworthy was the performance of the Nikkei index
(+40%), sustained by rising confidence of foreign investors in Japan's relaunch prospects. Also
European markets registered solid increases in prices with EuroStoxx closing the year at
+23.6%. The Italian market took part in the favourable trend (Mibtel: +14.4%), with -only two
important correction phases, the first in April and the second in October.

In this generally positive context, the ftalian economy began 2005 recording a -contraction in
GDP for the second consecutive quarter. The middle part of the year registered a rapid and
surprising recovery, mainly attributable to domestic demand. Also exports appeared on the rise,
benefiting from both foreign demand and declining exchange rates. This fluctuating trend led to
no growth, on average over the twelve months, in GDP for 2005, according to the latest ISTAT
estimates, but consensus projections anticipate an acceleration in 2006.
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ltalian lending and deposit collecting activities

After a first half still characterised by a gradual contraction in-bank interest rates (particularly in
lending rates), reaching new all-time lows, a period -of practical stability followed. Only in
December, on the wake of the increase in the base rate decided by the ECB, interest rates
recorded a clearly upward trend, which could continue during 2006 should market-expectations
of a further monetary tightening materialise. Estimated yields on loans to households and non-
financial companies dropped an average of 19 basis points in 2005 compared to the
corresponding figure of 2004, with an impact on the whole structure by maturity. Sector
breakdown shows that household loans registered a more marked reduction compared to
corporate loans. At the same time, also average interest rates on loans to non-financial
companies decreased, though by a lower extent. Funding rates in 2005 were far more stable
than lending rates, showing a moderately upward trend during the fourth quarter. At the end
of the year, the estimated overall cost of collecting funds from households and non-financial
companies rose by 3 basis points from theend of 2004. With regard to intermediation margins,
short-term mark-up decreased from 3.21% at the beginning of the year to 2.85% at the end of
the year, whereas the contribution margin of on demand funding rose from 1.46% to 1.64%.
Consequently, short-term spreads declined by 18 basis points, to 4.49% at the end of the year,
whilst the estimated overall spread between lending yield and funding cost dropped 15 basis
points to 2.89%.

In line with the Euro Zone, loans granted by Italian banks registered a significant acceleration in
2005. Mainly due to the positive trend in household and corporate demand, sustained by
particularly favourable terms, bank loans showed a rise in average volumes higher than that
recorded in the previous twelve months. .
As in 2004, the growth in the aggregate was almost exclusively sustained by the longer-term
component, while short-term activities continued to be affected - especially in the first nine
months — by the uncertain economic situation and showed a recovery only in the fourth quarter,
that however was not sufficient to take the average growth over the twelve months to
positive ground. :
© The divergent trend by maturity was also attributable to the low cost of long-term loans and the
continuation of lending policies more focused on retail customers. (from 1999 to now the
_incidence of household loans on total bank lending rose from 24% to over 30%).
These facts favoured the continuation of a sustained growth rate for household loans with an
increasing focus on mortgages and consumer loans to fund the purchase of durable goods and
services. However, the growth of the former reflected the effects of a further rise in prices of
residential properties and the persistently-prudent attitude of investors towards financial
investments, whereas the expansion of consumer loans appears more linked to the gradual
convergence of Italian households to consumer models which are well consolidated in more
advanced Western Countries. Possible concerns regarding excessive household debt do not
appear to be grounded in the evolution of doubtful loans that remained very contained during
the whole of the year, nor in the comparison with international figures.
Also demand for corporate loans was robust and in acceleration compared to the previous year.
This was due not only to low interest rates that encouraged companies to request funding in
advance even without short-term investment plans, but also to syndicated loans granted to
certain large groups to fund turnaround programmes.
The growth in corporate loans was mainly sustained by medium- and long-term demand, which
determined a further expansion in companies’ medium- and long-term liabilities.
During 2005 the overall quality of the loan portfolio remained very high, as a result of a
moderate expansion in doubtful loans, due to both the strengthening of the loan granting
criteria applied by banks, and to companies’ improved financial situation.
Funding activities within the halian banking system, according to the harmonised definition,
registered a marked acceleration in 2005 characterised by a considerable expansion in current
accounts, repurchase agreements and bonds.
Despite the good performance of on demand deposits, determined by the still very high degree
of uncertainty perceived by investors, in the last months of the year the weight of longer-term
assets in financial portfolios increased. In particular, non-money market mutual funds and
indirect customer deposits recorded a recovery. This last aggregate returned to register -positive
growth rates in the second half, after over two years of continued -contraction.
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Economic results

General aspects
The tables hereafter and the relative comments analyse the results recorded in the statement of
income as at 31st December 2005 — drawn up using the new IAS/IFRS — compared to those of
2004, restated using IAS/IFRS, including 1AS 39. .
For the banking industry the provisions of the latter are by far the most significant and the most
complex to apply, since they refer to the classification, recognition and measurement of loans
and financial instruments, which make up the ordinary operations of a bank. !
in the construction of the comparative figures for 2004, as already indicated in the previous
chapters of this Report, estimates have been used where necessary. These are based on
reasonable elements and therefore enable a reliable representation of the figures for the
previous year.
Again in figures for 2004, income and losses on the doubtful loan portfolio and the loan
servicing business of Intesa Gestione Crediti (IGC) sold during 2005 have been estimated and
recorded in a specific caption.

|

Reclassification criteria of the statement of income

For the purpose of a more effective representation of results, a condensed statement of income,

was prepared through opportune restatements and according to presentation criteria deemed

to be better suited to represent the content of captions according to the principle of operating
consistency.

Reclassifications are listed below:

—  dividends on shares classified as assets available for sale and as assets held for trading are
reallocated in profits (losses) on trading;

- fair value adjustments in hedge accounting are registered in net interest income due to their
close correlation;

- profits and losses on disposal or repurchase of financial assets available for sale and of
financial liabilities are included in profits (fosses) on trading;

- recovery of expenses and of taxes and duties are directly deducted from administrative
expenses instead of recorded in other operating income;

- profits and losses on disposal or repurchase of loans are posted in net adjustments to loans;

- net impairment losses on other financial activities, mainly related to guarantees,
commitments and credit derivatives, are registered in net adjustments to loans;

_  the reduction in time value on loans is recorded in net interest income instead of being
allocated in net adjustments to loans, since the phenomenon derives directly from the
application of the amortised cost criterion in absence of changes in forecasted expected
future flows. A consistent approach is used for the time value of Employee termination
indemnities and Allowances for risks and charges;

- permanent impairment of property, equipment and intangible assets are excluded from net
adjustments to property, equipment and intangible assets — that thus solely express
depreciation and amortisation — and are included in a residual caption which records net
impairment losses on financial assets available for sale, investments held to maturity and
other financial activities;

- profits (losses) on disposal of investments are recorded in profits (losses) on investments
held to maturity and on other investments, instead of being presented together with profits
(losses) on investments carried at equity.
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Reclassified consolidated statement of income

(in millions of euro)

72004, .~ Changes |
s s | amowt %
Net interest income 4,979 306 6.1
Dividends 12 12 - -
Profits {Losses) on investments carried at equity 151 143 8 5.6
Net fee and commission income 3,904 3,473 431 12.4
Profits (Losses) on trading 675 656 19 2.9
Other operating income (expenses) 2 -6 8
Operating income 10,029 9,257 772 8.3
Personnel expenses ‘ -3,207 -3,178 29 0.9
Other administrative expenses _ -1,795 -1,812 7 0.9
Adjustments to property, equipment and intangible assets <514 -517 -3 -0.6
Operating costs -5,516 5,507 9 0.2
Operating margin 4,513 3,750 763 203
Goodwill impairment -6 - 6 -
Net provisions for risks and charges 416 -296 120 40,5
Net adjustments to loans -715 -806 -91 -11.3
Net impairment losses on other assets -28 =77 -49 63.6
Profits (Losses) on investments held to maturity and
on other investments 834 217 617
Income {Loss) before tax from continuing operations 4,182 2,788 1,394 50.0
Taxes on income from continuing operations -1,082 -792 290 36.6
Income (Loss) after tax from discontinued operations 32 -49 81
Minority interests ' -107 -106 1 0.9
1841 643

© Comparative figures restated using IASAFRS, including i) estimated impact of application of IAS 39 relating to financial instruments, i) presentation of
income (loss) after tax from discontinued operations, and iif) the change in the consolidation area.
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Quarterly development of the reclassified consolidated
statement of income

(in millions of euro}

First
quarter;
Net interest income p . 1,343 1,307 1,230
Dividends - - 12 - - - 12 -
Profits (Losses) on investments canied
at equity 4 44 33 .33 40 34 36 33
Net fee and commiission income 1,000 979 970 954 s , 858 865 829
Profits (Losses) on trading 132 178 177 187 238 122 186 110
Other operating income (expenses} 14 <7 11 -16 92 -140 30 12
Operating Income 2,543 2,538 2,510 2438 2,582 2,141 2,320 2,214
Personnel expenses 872 ~786 777 -172 -840 ! -764 -781 -793
Other administrative expenses -505 430 458 402 -507 . A 4493 -429
Adjustments to property, equipment and
intangible assets -161 ~125 -119 -109 -153 -123 <123 -118
Operating costs -1,538 -1,3414 -1,354 -1,283 -1,500 -1,314 1,353 +1,340
Operating margin 1,005 1,197 1,156 1,155 T 1,082 827 967 874
Goodwill impaimment £ - - - - - - -
Net provisions for risks and charges -204 -48 -118 46 174 -18 -86 -18
Net adjustments to loans 239 -155 -133 -188 -260 l -139 311 96
Net impairment losses on other assets 21 - ' -7 - 51 8 1 19
Profits (Luseé) on investments held to maturity
and on other investments. 709 43 23 59 84 107 29 -3
Income (Loss) before tax from
continuing operations 1,244 1,037 921 280 681 768 600 738
Taxes on income from continuing operations 64 -348 -316 <354 -143 -248 -146 <255
tncome (1.0ss) atter tax from
discontinued operations 25 9 -2 18 -2 2 -7 -38
Minority interests 25 ~35 -23 -24 -49 <22 -16 -19
[V ® £ -

INetincome 620 4 26|

* Comparative figures restated using IASAFRS, induding i estimated impact of application of 1A$ 39 relating to finandial instruments, & presentation of incsme (103S) after tax from discontinued operations,

and i} the change in the consolidation area,

in 2005 consolidated net income exceeded the threshold of 3 billion euro {+64.3% on the
figure for 2004), realised as a result of both higher operating income, up from 9,257 million
euro to 10,029 million euro (+8.3%), and stable operating costs which, at 5,516 million euro
were practically in line with 2004. The result for the period also benefited from lower net
adjustments to loans, which almost offset higher provisions for risks and charges, and from
profits on disposal of investments.

Operating income

The 8.3% growth rate registered by operating income — that, as already mentioned, reached
10,029 million euro - reflected the generalised increase in all income components: net interest
income recorded a growth rate exceeding 6%, net fee and commission income rose by 12.4%
and profits on trading was also positive, though with a lower growth rate (approximately +3%).
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Net interest income
(in millions of euro)

_“Changes |
. amount %
Relations with customers 5,887 131 2.3
Relations with banks -174 -281
Securities issued -2,390 160 7.2
Differentials on hedging derivatives 424 526
Financial assets held for trading 978 -18 -1.8
investments held to maturity 123 -1 -0.8
Financial assets available for sale 142 13 10.1
Non-performing assets 299 250 49 19.6
Other net interest income -36 =40 -4 -10.0
Interest margin ) 5,253 4,990 263 5.3

Fair value adjustments in hedge accounting 32 “11 - 43

6.1

© Comparative figures restated using IASAFRS, including i) estimated impact of application of 1AS 39 relating to financial instruments, ii) presentation of
income (joss) after tax from discontinued operations, and ii) the change in the consolidation area. '

Net interest income with customers — if considered together with interest on related funding via
securities issued and connected differentials on hedging derivatives (equal to 424 million euro in
2005 and 88 million euro in 2004) — recorded a 307 million euro rise in 2005. The greater
contribution is related to the rise in intermediated volumes, especially in the retail segment, and
the disbursements to public entities and for the funding of infrastructural projects, as well as the
significant increase in operations of Group banks operating in Eastern Europe.
interbank relations registered a negative contribution of 174 million euro, up by 91 million euro
with respect to the same figure for 2004, the latter includes the portion of differentials on
hedging derivatives (negative for 190 million euro) connected to investments with banking
counterparties as part of structured finance transactions carried out in 2004 and almost
_absent in 2005. :
The increase in net interest income on non-performing assets is attributable to the effect of time
value and to higher interest collected on overdue payments.
Net interest income also includes the effect of time value on allowances for risks and charges
and on employee termination indemnities which recorded a practically immaterial change.
Lastly, the caption includes fair value adjustments in hedge accounting that is the imbalance of
positive and negative variations in the fair value of hedging derivatives and the relevant assets
and liabilities hedged.
On a quarterly basis, net interest income showed the progressive growth in the first three
periods and a slight contraction in the fourth quarter (excluding the contributions of companies
consolidated for the first time starting from the fourth quarter).

Dividends and profits on investments carried at equity

The caption Dividends records the profits collected from unconsolidated equity investments,
while it does not include dividends on shares held for trading or available for sale, that are
posted in Profits (Losses) on trading. In the year dividends, at 12 million euro, confirmed the
same figure of the corresponding pericd of 2004.

A moderate rise was instead registered by profits on investments carried at equity, which
summed up to 151 million euro compared to 143 million euro of December 2004.




Net fee and commission income

(in millions of euro)

B - s, CHANGES i
‘ x . b ‘ka_‘n:ount %j
Guarantees given 2 1.4
Collection and payment services 283 4 1.4
Current accounts 748 4 0.5
Fees on credit and debit cards 288 20 7.5
Commercial banking activities 1,469 - 30 2.1
Dealing and placement of securities ' 470 1237
Dealing in currencies 40 - -
Portfolio management 761 805 44 -5.5
Distribution of insurance products 411 21 190 86.0
Other 151 153 I 2 A3
Manag: t, dealing and « lancy activities 1,833 1.452 . 381 26.2
Tax collection 277 276 1 04
Other net fee and commission income . 333 314 19 6.1
g a3 124

© Comparative figures restated using IASAFRS, including i) estimated impact of application of IAS 39 relating to financial instruments, ii) presentation of
income (loss) atter tax from discontinued operations, and i) the change in the consolidation area,
[

Net fee and commission income recorded an appreciable rise to over 3,900 million euro
(+12.4%), supported by the positive results of placement of insurance and financial products.
This confirmed the increasing contribution of commissions generated on management, dealing
and consultancy activities (1,833 million euro), with respect to those originated by traditional
commercial banking activities (1,461 million euro). In fact, while the latter posted a slightly over
2% rise driven by fees on credit and debit cards, the former recorded a growth rate exceeding
26%, especially due to the increasing contribution from dealing and placement of securities and
the distribution of insurance policies, while commissions on individual portfolio management
schemes again posted a 5.5% decline. In commissions from services and commissions from
commercial banking activities, the most significant contribution in absolute terms came from the
talian network, while the network abroad recorded a more significant growth rate.

it must also be noted that the tax collection sector benefited, also in 2005, from the legislation
which set the same level of compensation for tax collection services as in 2004.

Lastly, the rise in other commissions was mostly attributable to medium- and long-term lending.
On a quarterly basis, the contribution of net fee and commission income recorded an upward
trend. In particular, in the second half commissions from tax collection services and from the
development of insurance products offset the lower contribution of placement activities.
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Profits (Losses) on trading

{in millions of euro)

. 2008;. - Changes |
o ; - . ;:csl‘;??’& Mamwm ’ E"J
Interest rates -58 128 ) -186
Equities 523 334 189 56.6
Foreign exchange 176 1M 65 58.6
Credit derivatives (trading book) 12 18 ) -33.3
Profits (Losses) on trading 653 591 62 10.5
Profits (Losses) on disposal of financial assets
available for sale and financial liabilities 22 65 -43 £6.2
[Profits on tradin s 29|

© Comparative figures restated using IASAFRS, including i) estimated impact of application of IAS 39 relating to financial instruments, ii) presentation of
income (loss) after tax from discontinued operations, and iff) the change in the consofidation area.

Profits (Losses) on trading includes: i) profits and losses on disposal of financial assets held for
trading or available for sale, ii) valuation differences on financial assets held for trading
designated at fair value, and - as already indicated above - iii) dividends :collected on shares held
for trading or available for sale. More specifically, the caption was the sum of 653 million euro
of profits on trading (+10.5% with respect to the 591 million euro of 2004) and 22 million euro
of profits on disposal of financial assets available for sale (ex 65 million euro).
As concerns trading activities, trading on equities, mostly attributable to Banca Intesa and Banca
Caboto, continued to represent the most significant component (523 million euro, compared to
334 million euro of 2004). This result also includes the disposal and valuation effects of the
conversion of the Fiat convertendo loan and of Banco ABN Amro Real shares, which totalled
approximately 160 million euro.
Profits on foreign exchange activities equalled 176 million euro, with respect to 111 million euro
.of the previous year, and this result was generated by the Parent Company and also, to a
significant extent, by the Eastern-European subsidiaries.
Conversely, interest rate activities posted a negative result (-58 million euro) compared to the
* 128 million euro profit as at 31st December 2004 which had been influenced by the 38 million
euro capital gain realised by Intesa Leasing with the sale of securities from a
securitisation transaction.
Furthermore, the result on trading of credit derivatives was only slightly lower than that
recorded in 2004 and, in any case, of immaterial absolute amounts.
Lastly, the 22 million euro imbalance of profits on the sale of financial assets available for sale is
the result of components of opposite sign, among which the most noteworthy is the negative
contribution (amounting to approximately 54 million euro in the consolidated financial
statements) referred to the disposal of the equity stake in Banco Comercial Portugues {BCP)
which is offset by the approximately 40 million euro profit recorded in profits on sale of
investments deriving from the simultaneous sale, again to BCP, of the equity investment in
Banco de Investimento Imobiliario (BIl). Lastly, the overall result of the transaction must also
include approximately 4 million euro of profits from the measurement at equity of BIl.
On a quarterly basis, profits (losses) on trading recorded a moderate decline, more marked in
the last period of the year. o :

Other operating income (expenses)

Other operating income (expenses) is a residual caption which comprises income and expenses
of various nature. It must also be noted that the caption does not include recovery of expenses
and of taxes and duties, which is directly deducted from administrative expenses.

The figure for the period is a net operating income of 2 million euro, compared to a net expense
of 6 million euro of 2004. The imbalance recorded in 2005 includes, among income, captions
such as rentals, income related to leasing contracts, recovery of insurance costs and taxes and,
among expenses, amortisation of leasehold improvements, expenses related to finance lease
contracts, integration and reorganisation charges and those for litigations and for
customer restoration.
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Operating costs

(in millions of euro)

.. .Changes 1
amount %E
Wages and salaries 2,193 -20 -0.9
Social security charges 606 -2 0.3
Other 408 51 143
Personnel expenses . 3,207 29 0.9
General structure costs ‘ 477 - -38 -7.4
Information technology expenses 448 b4 0.9
Indirect taxes and duties 379 61 19.2
Management of real estate assets 310 316 6 -1.9
Legal and professional expenses 208 197 11 5.6
Advertising and promotional expenses 135 123 ! 12 9.8
Indirect personnef costs 62 64 : -2 -3
Other costs 134 103 31 30.1
Recovery of expenses and charges : -358 =276 82 29.7
Administrative expenses 1,795 1812 17 0.9
Property and equipment 264 251 13 5.2
intangible assets 250 266 -16 -6.0
Adjustments 514 517 [ -3 0.6
550 . 9 02

o Comparative figures restated using IASAFRS, including ) estimated impact of application of 1AS 39 relating to financial instruments, ii) presentation of
income (loss) after tax from discontinued operations, and iii} the change in the consolidation area.

The stability manifested by operating costs is the result of a slight increase in personnel expenses
(+0.9%) and contained contractions in administrative expenses (-0.9%) and adjustments {-0.6%).
With reference to personnel expenses it must be noted that the trend is the result of greater
savings achieved by the Parent Company and<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>