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SisalPay Group S.p.A.

A company subject to management and coordination by Sisal Group S.p.A.
Registered office: Milan — Via A. di Tocqueville 13

Share capital: subscribed and paid-in for Euro 10,050,000

Milan Registry of Companies - Ordinary section no. 10387140964

R.E.A. of Milan no. 2527401

Tax Code and VAT no.: 10387140964

Directors’ Report on
Operations

Consolidated Financial Statements at December 31, 2019

Dear Shareholders,

We hereby submit for your attention the consolidated financial statements at December 31, 2019, which
present a loss for the year of the Group headed by SisalPay Group S.p.A. (hereinafter the “Parent” or the
“Company”) of Euro 5,126 thousand.

In the same year depreciation of property, plant and equipment and amortization of intangible assets were
recorded for Euro 1,436 thousand and the value of revenues and income totaled Euro 13,858 thousand.

The income statement is also impacted by net finance expenses for Euro 1,819 thousand.

Key data

The results for 2019 are presented in the following table (figures in Euro thousand). The table also includes
“Adjusted” profitability indicators, which exclude the effects of non-recurring expenses of approximately
Euro 1.5 million, mostly associated with company reorganization and acquisition costs, for operations
implemented by the Group during the year. Furthermore, with regard to EBITDA, which is not specifically
presented in the Group’s financial statements, this is defined as profit (or loss) for the year/period adjusted
for: amortization, depreciation, impairment losses, provisions and reversals of property, plant and
equipment and intangible assets; finance income and similar; finance expenses and similar and income

taxes.



2019 2018 Change

Total Revenues and income 13,858 0 13,858
EBITDA 1,314 (18) 1,332
Adjusted EBITDA 2,802 (18) 2,820
Operating profit/loss (EBIT) (388) (18) (370)
Adjusted Operating profit/loss (Adj. EBIT) 1,100 (18) 1,118
Profit (loss) before income taxes (2,207) (18) (2,189)
Profit (loss) for the year (5,126) 0 (5,126)

Before analyzing the main factors in arriving at the profit (loss) for the year, the dynamics in the reference

market are described below.

Industry Overview
Services market in Italy: the scenario

2017-2019 trend

The Group operates in the “Addressable” Payment Services market, with the addition, at the end of

2019, of simple transactional services due to the creation of the first proximity banking business as a

result of the agreement between the Sisal Group — through SisalPay — and the Intesa San Paolo Group —
through Banca 5. The scope of the reference market considers not only the payment of bills (net of those
directly debited from bank accounts), paying-in slips, taxes and fines and local public transport tickets,
mobile telephony top-ups and monthly payments and top-ups of prepaid cards, but also bank transfers,
withdrawals, payment by notice (MAV), F24 tax forms, etc. Market analyses were performed by processing
data from a study carried out by the Digital Innovation Observatory of Milan Polytechnic, “Quantification of

the payment market in Italy”.

Considering the medium-term performance, the “Addressable” Market was substantially stable, but with
significant deviations of performance in the main segments that make it up, and reached a total of almost
Euro 256 billion in turnover in 2019. This market can be divided into three segments: Traditional Retalil,

Proximity Retail and Digital.

The Traditional Retail market is represented by all payments and transactional banking operations
(deposits, bank transfers, payments by notice (MAV), F24 tax payments, etc.) that are carried out in the

physical channel through post offices and bank branches.



The Proximity Retail market includes payment services and transactional banking operations that are
carried out in the physical channel at Tobacconists, Newsstands, Bars and other categories of businesses.
Lastly, the Digital segment regards the turnover obtained through the web, online and mobile platforms.
78% of the turnover of the addressable market of payment and transactional banking services came from
the Traditional Retail segment, which reached Euro 199.9 billion in 2019 and showed an annual rate of
decrease of -2.6%.

Instead, in the three-year period 2017-2019, the Retail Proximity and Digital channels (segments SisalPay
operates in) had a positive growth trend, achieving turnover of Euro 27.8 hillion and Euro 28.2 billion in

2019, respectively.

Turnover [2017-2019; EUR bn]

CAGR
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Analyzing the Proximity Retail Market in greater detail, it is noted that the market grew also due to the
combined performance of Sisal and B5, at a CAGR of 4.5% in the period 2017-2019, rising from around
Euro 25 billion to around Euro 28 billion, while the Traditional Retail Market decreased by 2.6% (losing
around Euro 10 billion — from Euro 110 billion to Euro 100 billion), demonstrating the fact that the simplicity
and ease of access of the proximity banking channel is increasingly appreciated by consumers.

The growth in the proximity retail market is mainly driven by the Payments segment, which in 2019 reached
Euro 16 billion (CAGR 2017-2019: +9.9%), leveraging the simplicity, ease and speed of the service offered.
The Telco segment continued its downward trend (CAGR 2017-2019: -5.1%), mainly due to a change in
Italians’ habits regarding telephony. In 2019, the Prepaid segment saw a decrease in volumes, mainly due
to the lack of distribution of the Postepay product by the Sisal network as a result of the interruption of the
partnership between Poste Italiane and Sisal. SisalPay strongly believes in the potential of this segment,
and in 2019 decided to launch its own prepaid card.

Transactional Banking services were launched by Banca 5 in the Proximity Retail Market in 2018 and in
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2019 they were provided by Banca 5’s network of Tobacconists. In 2019 those operations achieved turnover
of more than Euro 735 million. SisalPay’s strategy for the future, to become the leading proximity banking
business, focuses significantly on the growth of this segment, also exploiting the recent market trend of

gradual reduction in the number of bank branches by the leading banking players.

n Proximity Retail Market
Turnover [2017-2019; EUR bn]

CAGR
2017-2019

CAGR +4.5%
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Source: Analysis based on data from PoliMi, Banca 5 and competitors’ annual reports
Note: *Banking services are composed of payments on notice (MAV) and payments of taxes on notice (RAV), Loans and Bank Transfers

Lastly, the Group’s reference market also includes turnover deriving from online and mobile payments such
as bills, paying-in slips, taxes, fines and local public transport tickets (Digital Payment Market). In 2019 that
channel recorded over Euro 28 billion, showing a growing trend with an annual average rate of 19.7%. That
trend is driven not only by an increase in E-payments and M-payments, but also by a contribution to growth

from the Wallet segment, a sign of the increasing digitization of certain payment services.



n Digital Payments Market
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Source: Analysis based on data from PoliMi, Banca 5 and competitors’ annual reports

Payments and basic transactional banking operations within the Group are managed by SisalPay S.p.A.,
which is licensed to operate as an e-money institute, based on suitable authorization granted previously by

the Bank of Italy, whereas mobile phone top-ups and media are distributed through SisalPay Servizi S.p.A.

Overview

The income statement results for 2019, represented in brief in the table at the start of this Report, reflect
the effects of a significant corporate and financial operation that the Company and its Group fine-tuned and
finalized during the year, at the time when a partnership agreement was reached and subsequently
implemented with Banca 5 S.p.A., a bank in the Intesa Sanpaolo Group which provides payment services
and other banking services, to create a partnership in the form of a company. Thus, a group leader was
created in the sector of payment services distributed through proximity banking and digital banking channels
throughout Italy.
The overall operation started with the contributions in December 2019 by the direct parent company Sisal
Group S.p.A. and its subsidiaries Sisal S.p.A. and Sisal Point S.p.A. of their respective business segments
relating to payment services to SisalPay S.p.A. and SisalPay Servizi S.p.A., both previously 100%-owned
by Sisal Group S.p.A., while an equivalent operation was implemented by Banca 5 S.p.A. Subsequently,
and following a series of company purchases and sales within the Sisal Group, Sisal Group S.p.A. and
Banca 5 S.p.A. contributed and assigned to the Parent their respective investments in the above
7



companies.

On conclusion of the operation, the Parent is thus 70%-owned by Sisal Group S.p.A. and 30%-owned by
Banca 5 S.p.A. The total value of the above transactions, certified by independent appraisals, as required
by the regulations in force, came to Euro 1 billion, of which Euro 750 million referring to the business
managed by the Sisal Group and Euro 250 million contributed by the new partner Banca 5 S.p.A. The
contribution of the equity shares in the operating companies of the Group resulted in the capitalization of
the Group of Euro 214 million. The remaining shares were the subject of purchases and sales between the
Parent and its current shareholders, which were financed by the Company through the issue of a floating
rate bond for a total of Euro 530 million and the signing of agreements for the extension, on a payment
basis, of payment of the consideration for a total of Euro 286 million, of which Euro 100 million relating to
the shareholder Sisal Group S.p.A. and Euro 186 million to the shareholder Banca 5 S.p.A. Based on the
above agreements, the related obligations shall be completely subordinate to compliance with the

Company’s present and future commitments.

As a result of the timing of formation of the Group following the finalization of the extraordinary operation,
the results of SisalPay S.p.A. and SisalPay Servizi S.p.A. are reported in these consolidated financial
statements starting from December, while the comparison data for 2018 refers exclusively to the actual
results recorded in the previous year by the Parent.

Thus, the loss for the year mainly refers to the last month of 2019 and was mainly the result of the charges
relating to the new financial structure of the Parent and the component of deferred tax liabilities recorded

on contributing the assets relating to the Group’s financial companies.

Also in terms of the statement of financial position, 2019 was significantly impacted by the finalization of the
complex transaction. In addition to that illustrated above, it is also noted that at the end of the year, as part
of the agreements signed, the Group used part of the revolving credit line granted by a pool of banks for

Euro 5 million (out of the Euro 92.5 million available) for coverage of its working capital.

In relation to those trends, the key performance indicators relating to Net invested capital as well as some

financial indicators, are summarized in the following table (in Euro thousand):

2019 2018 Change
Net Invested Capital (NIC) 595,205 (18) 595,223
Funding by third parties 809,359 (50) 809,409
Shareholders’ Equity (214,154) 32 (214,186)
Debt-to-equity ratio -3.78 -1.56
Normalized ROI (EBIT/NIC) n.s. 100%



Net invested capital is the sum of the statement of financial position items related to trade receivables and
payables, inventories, fixed assets, employee severance indemnities, provisions for risks and charges,
other assets and other liabilities, not taking into account the effect of the differences in timing in the
settlement of the items relating to working capital for collection and payment services for a total amount of
around Euro 73 million in 2019. That amount is reflected in an increase in the aggregate items Invested
Capital and Funding by third parties. The latter represents the algebraic sum of the financial liabilities of the
Company (for a total of approximately Euro 806 million) net of unrestricted cash and cash equivalents
adjusted as indicated above (for a total of around Euro -3 million).

Instead, the value of shareholders’ equity reflects the different accounting treatment of the business
combinations finalized at the end of the year, i.e. that referring to the business acquired from Banca 5 S.p.A.
is measured at fair value, while that relating to the assets transferred by the Sisal Group, which the Parent
was a part of, was recorded at consistent values with those in the consolidated financial statements of the
parent Sisal Group S.p.A., as it entailed operations under common control. As a result, the difference in
these values compared to the (significantly higher) prices paid for the acquisitions, in line with the market
values, was recorded against the Group’s equity, in a manner equivalent to a distribution of reserves to

shareholders, thus resulting in the negative amount.

Principal risks and uncertainties to which the Company is exposed

The Group operates in a highly competitive context, also marked by significant technological evolution. It
also has relationships with a very high number of customers in the public and private sectors, recipients of
its payment, financial and business services, and with multiple points of sale, also operating as payment

points throughout the country.

The management of the Group, which comes from the contributing groups and has long-term experience
in the reference sectors, monitors constantly the evolution of these factors and relationships, undertaking
legal action where necessary to protect the interests of the Group companies.

The exposure of the Group in particular to pricing, credit and liquidity risks and to the risk of fluctuations in
cash flows and the policies developed by the Company to deal with these risks are described in the section
of the Notes dedicated to financial instruments, to which reference is made for further details.
Furthermore, at the beginning of 2020 the Group adopted an organizational model that conforms to the
provisions of Legislative Decree 231/2001 on matters regarding their corporate administrative liability,

updated to align with the most recent regulatory provisions.

Information regarding human resources and the environment

The Group had 382 employees at December 31, 2019. No cases of death and/or serious work accidents or
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occupational diseases were recorded among employees or former employees, or any cases of mobbing.
As regards the question of any impact on the environment caused by the Group’ activities, during the year
no cases of damage to the environment occurred for which Group companies could be held responsible

nor were any fines or penalties imposed on them for environmental violations or damage.

Research and Development

As a result of the short amount of time in which the Group has operated, there were no significant
investments in property, plant and equipment or intangible assets acquired from third parties, or
development activities using internal resources of application and/or similar systems. However, that
previously developed by the contributing companies, required for the continuity of its business, was
acquired. Those activities, in any event, were implemented directly by the Group at the start of the new

year.

Transactions with parent companies

As regards transactions with the Parent Sisal Group S.p.A., which exercises management and coordination,
in addition to that previously illustrated, we highlight the collection services carried out in favor of the Group’s
operating companies, in relation to which, at the end of the year, there were net receivables totaling
approximately Euro 55 million, settled at the start of the new year, in relation to approximately Euro 28

thousand in fees paid to said company.

In relation to the contribution transactions illustrated above, we also note a payable of approximately Euro

40 million as an adjustment, which was settled in February 2020, in line with the specific agreements signed.

Transactions with related parties

The transactions with related parties are further detailed in the Notes to the Consolidated Financial

Statements and in particular in Note 43.

Treasury Shares

Neither the Parent nor the other Group companies hold treasury shares, nor do they hold shares or quotas
in parent companies, either through trust companies or third parties. During the period, no acquisitions or

sales of these types of shares or quotas took place.
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Audit Firm

The audit of the accounts is assigned, pursuant to law, to an audit firm enrolled in the register of auditors,
whose appointment is the responsibility of the Shareholders’ Meeting.

The assigned audit firm is PricewaterhouseCoopers S.p.A, which was granted the auditing assignment for
the three-year period 2018-2020.

Significant events occurring after the end of the year

The initial months of 2020 were marked by the health emergency caused by the pandemic spread of the
Covid-19 virus. The Group promptly implemented containment measures to protect the health of its
employees and workers required by the regulations issued by the competent authorities. It is constantly
monitoring the situation, also in relation to the “Phase 2", currently underway in Italy, to best assess the
impacts that the evolution of the emergency and the hopes for gradual return to normal may have on the
company’s business and operations which, moreover, were guaranteed in the most acute phase of the
emergency, through the extensive use of remote working methods, which were made possible by the
improvement of technological solutions for remote access to company applications and the management
of meetings in teleconference and/or video conference.

With regard to the impacts on the reference market, starting in mid-March 2020 the emergency resulted in
the partial closing of the physical distribution network through which the Company operates (closing the bar
channel, while the tobacconists channel remained operational), which, in any event, allowed us to limit the
impacts of the lock down, compared to other sectors. Even in the existing situation of uncertainty, the
liquidity of the Company and its Group is such as to ensure normal operations, and does not give rise to

areas of concern.

There have been no further significant developments in the main business and corporate relationships in

addition to what has already been mentioned.

Outlook

In light of the completion of significant corporate and business reorganization initiatives at the end of 2019,
which have been widely described above, the company’s business in the current year will be focused on
implementing the strategies defined in that context and on consolidating its competitive position in the
reference market, also leveraging the forecast business, product and operational synergies deriving from
said operations.

With regard to the market scenario, during the current year, the total value of the “addressable payment
services market” is forecast to grow around 2%, with, however, a decreasing trend in the traditional retail
channel, to the benefit of the proximity retail channel and the digital channel, which are the reference

segments for the Company and its Group.
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These forecasts are necessarily subject to progressive updates, considering the impacts of the Covid-19
emergency, even though the imminent reopening of the collection activities for most of the points of sale
and payment in the physical channel and the substantial steadiness of the collection network also in the
most critical weeks of the health emergency should attenuate its negative effects on the overall performance

of the current year.

Milan, May 26, 2020

x x
On behalf of the Board of Directors
The Chairman
Prof. Paolo Fumagalli
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Statement of Comprehensive Income

SisalPay

Comodo pagare cosi

note 12.31.2019 12.31.2018
Revenues 7 13,858
Other income 8 0
Total Revenues and income 13,858 0
Materials, consumables and merchandise used 9 2 0
Sendces 10 10,447 16
of which refative to related parties 41 60
Lease and rent expenses 11 33 0
Personnel costs 12 958 0
of which relative to related parties 41 71
Other operating costs 13 1,104 2
Depreciation, amortization, provisions, impairment losses and reversals of fixed assets 14 1,702
Operating profit (loss), EBIT (388) (18)
Finance income and similar 15 0 0
Finance expenses and similar 16 1,819 0
of which refative to related parties 41 858
Adjustments to financial assets 0 0
Profit (loss) before income taxes (2,207) (18)
Taxes for the year 17 2,919
Profit (loss) from continuing operations (5,126) (18)
Profit (loss) from assets held for sale or disposal 0
PROFIT (LOSS) FOR THE YEAR 5:126)] (18)
Other components of comprehensive income:
ftems that will not be subsequently reclassified to the income statement:
Actuarial gains (losses) on defined-benefit plans for employees 0 0
Tax effect 0 0
|COMPREHENSIVE INCOME FOR THE YEAR (5,126) (18)




SisalPay

Comodo pagare cosi

Statement of Financial Position - Assets

{in Euro thousands)

note 12.31.2019 12.31.2018
A) NON-CURRENT ASSETS
Property, equipment, plant and machinery 18 67,178 0
Goodwill 18 546,843 0
Intangible assets 20 76,568 o
Investments accounted for at equity 21 3,308 0
Investments 0 0
Defemed tax assets 22 3,245 o
MNon-current financial assets o o
Other non-current assets 23 1,381 0
Total non-current assets 698,524 0
B) CURRENT ASSETS
Inventories 24 5,457 o
Trade receivables 25 72,686 o
of which relative to related parties 41 56,739
Current financial assets 26 o o
Other cument assets 30 3107 o
of which relative to related parties 41 647
Taxes receivable 27 157 o
Restricted bank deposits 28 17,192 0
Cash and cash equivalents 29 69 549 50
Total current assets 168,148 50
TOTAL ASSETS 866,672 50
Statement of Financial Position - Liabilities
note 12.31.2019 12.31.2018

A) EQUITY 37
Share capital 10,050 50
Share premium resene 77,485
Legal Reserne o
Other resenes (296,563)

-1 Extraordinary reserve 0

-j Euro translation reserve 0

-) Cther resenes (296,563)
Profit (Loss) for the year (5,1286) (18)
Total Equity ble to of the Parent {214,154) 32|
Non-controlling interests 0 0|
Total Equity (214,154) 32
B) NON-CURRENT LIABILITIES
Long-term debt 32 797,044 0
of which relative to related parties 41 286,858
Provision for employee severance indemnities 34 2,736 0
Provisions for deferred tax liabilities 22 20,041 0
Provisions for risks and charges 35 294 o
Other non-current liabilities 36 o o
Liabilities associated with assets held for sale or disposal 0 0
Total non-current liabilities 820,115 0
C) CURRENT LIABILITIES
Trade payables and other payables ar 183,796 16
of which relative fo related parties 41 1,159
Short-term debt 32 5,693
Current portion of long-term debt 32 2,879
Other curent liabilities 39 68,148 2
of which relative fo related parties 41 58,223
Taxes payable 38 195
Provisions for risks and charges 35 0
Total current liabilities 260,711 18

[TOTAL LIABILITIES AND EQUITY [ [ 866,672] 50




T — SisalPay

Comodo pagare cosi

(in Euro thousands)
3112/2019 | 31/12/2018

Profit (loss) before income taxes (2.207) (18)
Depreciation and amortization 1.436 0
Impairment losses on current assets 216 0
Impairment losses on fixed assets 0 0
Impairment losses and reversals of investments 0 0
Allocations to provisions for personnel, other provisions and other non-monetary items 100 0
Finance (income)/expenses 1.819 0

Cash flows (uses) generated by current operations before

changes in net working capital i (5
Change in trade receivables 46.181 0
Change in inventories (441) 0
Change in trade payables (1.361) 16
Change in other assets and liabilities 389 2
Taxes (paid)/collected 0 0
Cash flows (uses) generated by business operations 46.132 0
Increases(-)/Decreases (+) in intangible assets (423) 0
Increases(-)/Decreases (+) in property, plant and equipment (70) 0
Iner (-¥Decre (+) in financial assets 0 0
Increases(-)/Decreases (+) in other assets 0 0
Acquisitions net of cash and cash equivalents acquired (500.000) 0
Payments by shareholders 0 0
Changes in Equity 0 0
Cash flows (uses) generated by investment activities (500.493) 0
Repayment of medium-/long-term financial assets 0 0
Subscription of medium-/long-term financial assets 0 0
Raising of medium-/long-term loans 530.000 0
Repayment of medium-/long-term loans (25) 0
Raising of short-term loans 5.000 0
Payments by shareholders 0 50
Provision of cash and cash equivalents through contribution operations 5.178 0
Net one-off interest/fees paid (16.293) 0
Cash flows (uses) generated by financing activities 523.860 50
Increase (decrease) in liquid funds in cash and at banks 69.499 50
Liquidity at the start of the year 50 0
Liquidity at the end of the year 69.549 50

Note:

The balances of the net assets relating to the business segments acquired by the Group during the year, described in the notes
to the financial statements, are shown in net form, as they do not translate into a change in liquidity and, therefore, do not report
the loan (Deferred Purchase Price) for an amount of Euro 286 million subscribed by the Group with Banca 5 S.p.A. and Sisal
Group S.p.A. at the transaction date
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SISALPAY GROUP

Notes to the

Consolidated Financial Statements at December 31, 2019

1. General information

SisalPay Group S.p.A. (hereafter “SisalPay Group S.p.A.”, the “Company” or the “Parent”) is a
company incorporated in Italy, with registered and administrative offices in Milan, in Via di Tocqueville
13, organized under the laws of the Republic of Italy. The current name and legal form of the Company

was adopted in December 2019. Previously, the Company was called Sisal Pay S.p.A.

The Company and its subsidiaries (together the “Group”) operate principally in the collection and
payment services sector, both the segment of services requiring specific authorization of the Bank of
Italy, and in the segment of other non-supervised services such as the marketing of top-ups for

telephone and TV content.

At the end of July 2019, the Sisal Group concluded an important strategic agreement with Banca 5
S.p.A. to combine their respective payment services businesses through a series of corporate
transactions. As a result, starting from the operational closing of the complex operation on 13 December
2019, these businesses are managed by the two operational companies SisalPay Servizi S.p.A. and
SisalPay S.p.A. (the latter is an e-money institute subject to supervision by the Bank of Italy), both 100%-
owned by SisalPay Group S.p.A.

The Company is subject to management and coordination by Sisal Group S.p.A. (formerly Sisal Holding
Istituto di Pagamento S.p.A.), which owns 70% of the shares comprising the Company’s share capital.
The corporate purpose of Sisal Group S.p.A. includes holding investments and managing centralized
services and contracts for the group it controls, following the assignment of the business segment
pertaining to the management of collection and payment services, finalized in December 2019. Its

registered office is located in Via A. di Tocqueville 13, Milan, Italy.

The minority shareholder that owns the remaining 30% of the shares comprising the share capital of the

Company is Banca 5 S.p.A, an ltalian bank that provides banking services as well as collection and



payment services to resellers of products under Italian state monopoly and tobacconists. It is part of the

Intesa Sanpaolo Group. Its registered office is located: Via Bisceglie 120 - 20152 Milan, Italy
2. Summary of accounting policies
2.1 Basis of preparation

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”). The designation “IFRS” also includes all valid International Accounting
Standards (“IAS”), as well as all interpretations of the IFRS Interpretations Committee, formerly the
International Financial Reporting Interpretations Committee (“IFRIC”) and before that the Standing
Interpretations Committee (“SIC”) which, at the balance sheet date, have been adopted by the European
Union according to the procedure established by Regulation EC 1606/2002 of the European Parliament
and European Council on July 19, 2002.

These consolidated financial statements are presented in thousands of Euro, which represents the
currency of the economic environment in which the Group operates. All amounts presented in the notes

are expressed in thousands of Euro, unless otherwise stated.

The format of the financial statements and the relative classification criteria adopted by the Group, within
the framework of the options provided by IAS 1 — Presentation of financial statements are presented

below:

e the consolidated statement of financial position uses a format classifying the assets and

liabilities according to current and non-current;

e the consolidated statement of comprehensive income, which classifies costs according to their

nature, includes, besides the profit or loss for the year, other non-owner changes in equity;

e the consolidated statement of cash flows is prepared by recognizing cash flows from operating

activities according to the “indirect method”. In the consolidated statement of cash flows, the cash
flows provided by the Group’s operating activities exclude the effects of fluctuations in the amounts
payable for jackpots and winnings of the games which have a contra-entry in restricted bank
deposits. This is because the cash flows generated by the sale of the various games and
earmarked, by concession obligation, for the payment of the winnings are set aside in dedicated
bank accounts. The change was made to provide a clearer representation of the cash flows relating
to the cash actually available for the Group. Therefore, the cash movements correlated to the
payment of winnings from the dedicated bank accounts are excluded. Consequently, the cash at
the beginning and at year end shown in the consolidated statement of cash flows is reconciled only
to the cash and cash equivalents shown in the statement of financial position, which excludes the
restricted cash deposits for the payment of winnings, which are classified in a separate line of the
consolidated statement of financial position;

e the statement of changes in consolidated equity.




It is noted that the consolidating company did not draw up consolidated financial statements in 2018, as
it did not hold investments in other companies and, therefore, did not meet the required conditions.
Therefore, the comparison balance refers to the balances of the separate financial statements of the
consolidating entity, established in June 2018 and conducting limited operations up to the effective date

of the business combinations described in the specific section, finalized on 13 December 2019.

The income statement for 2019 therefore includes the financial and economic results of the business

segments acquired starting from that date.

In 2018 the consolidating company did not draw up its financial statements in accordance with the
IAS/IFRSs. For comparative purposes, therefore, the statement of financial position, income statement
and statement of cash flows at December 31, 2018 have been drawn up in accordance with the

IAS/IFRSs. No differences arose due to this transition.
2.2 Going concern

2019 closed with a loss of Euro 5,126 thousand. Consolidated equity at December 31, 2019 was equal
to a negative Euro 214,154 thousand and net working capital at the same date was a negative Euro
153,540 thousand.

The loss for the year mainly refers to the last month of 2019 and was mainly the result of the charges
relating to the new financial structure of the Parent and the component of deferred tax liabilities recorded

on contributing the assets relating to the Group’s financial companies.

The 2019 results were affected by net non-recurring expenses of about Euro 1.5 million, mainly relating

to charges for company reorganization and acquisitions, implemented by the Group during the year.

With regard to working capital, it should be mentioned that the business of the Group is characterized
by a financial cycle in which the cash flows payable to the partners are taken up by the network in
advance of the relative obligation of payment. Therefore, the presence of a negative working capital

should be considered an ongoing phenomenon of the Group.

With reference to the debt structure following the corporate reorganization, which resulted in the
contribution of the service businesses of the Group companies to specific legal entities as part of a
strategic project finalized with Banca 5 S.p.A., previously discussed in the report on operations, and on
which greater details are provided hereinafter, the table below illustrates the Group structure of capital

resources and debt to third parties.

The loans received, particularly the floating-rate bond, will expire in 2026.



At December 31

(in Euro thousands and as percentage of total debt and

equity) 2019 2018
Long-term debt 797,044

Short-term debt and current portion of long-term debt 8,572

Funding from related parties 286,858 48.5%

Funding from third parties 518,757 87.7%

Equity (214,154) -36% 32 100.0%
Total debt and equity 591,461 100.0% 32 100.0%

It is noted that Loans from related parties include around Euro 100.3 million relating to loans to the
majority shareholder Sisal Group S.p.A. and around Euro 186.6 million relating to a loan obtained from
the minority shareholder Banca 5 S.p.A. as part of said operation, arising following the acquisition of the
investments held by the two shareholders in SisalPay S.p.A and in SisalPay Servizi S.p.A. following the

contribution of business segments to the latter.

With regard to the market scenario, during the current year, the total value of the “addressable payment
services market” is forecast to grow around 2%, with, however, a decreasing trend in the traditional retail
channel, to the benefit of the proximity retail channel and the digital channel, which are the reference

segments for the Company and its Group.

On the basis of the assessments carried out with particular reference to the current and expected
profitability of the Group and to the plans for the repayment of debt, the directors therefore believe that
there is the reasonable expectation that the Group will continue its operating activities in the foreseeable
future and will be able to meet its financial commitments, and in any case for a period of time beyond

twelve months, and has therefore prepared these financial statements on a going concern basis.
2.3 Scope of consolidation and consolidation principles

The consolidated financial statements include the financial statements of the Parent and the financial
statements of its subsidiaries, approved by their relative boards. The companies included in the scope

of consolidation at December 31, 2019 and 2018 are reported as follows:

Companies included in the scope of consolidation

% Direct and Indirect
ownership at
December 31

Name Headquarters Share capital 2019

SisalPay Group S.p.A. (Parent) Milan € 10,050,000

Sisal Pay S.p.A. Milan € 86,658,331 100.00%
Sisal Pay Servizi S.p.A. Milan € 8,549,999 100.00%




% Direct and Indirect
ownership at

ASSOCIATED ENTITIES December 31
Name Headquarters Share capital 2019
My Cicero S.r.l. Senigallia (Ancona) € 1,142,857 30.00%

Companies included in the scope of consolidation

% Direct and Indirect
ownership at
December 31

Name Headquarters Share capital 2018

SisalPay Group S.p.A. (Parent) Milan € 50,000

Note that the following companies were included in the scope of consolidation in 2019: SisalPay Group
S.p.A.: consolidating company, with registered office in Milan. The company, whose share capital is
70%-owned by Sisal Group S.p.A., and the remaining 30% by Banca 5 S.p.A., is a holding company for
the investments in the entire share capital of SisalPay S.p.A. and SisalPay Servizi S.p.A. and holds the

bond used to finance the operation with a nominal value of Euro 530 million.

SisalPay S.p.A. (formerly QUI! Financial Services S.p.A.): company with registered office in Milan,
controlled by the Group through SisalPay Group S.p.A. In July 2019, the Sisal Group completed the
acquisition from the Qui! Group of the company, authorized by the Bank of Italy as an e-money institution
(EMI), in relation to the process of acquisition started through the submission of a purchase offer in
December 2018. Through this company, the Group was able to further expand its portfolio of products
linked to the field of payment services, specifically by accessing services authorized by the Bank of Italy

for e-money institutions, which Sisal was unable to access prior to the acquisition;

SisalPay Servizi S.p.A. (formerly Sisal Pay Servizi S.p.A.): company with registered office in Milan,
controlled by the Group through SisalPay Group S.p.A., which operates in the marketing of top-ups for

telephone and TV content and other services not supervised by the Bank of Italy.

My Cicero S.r.l.: company with registered office in Senigallia. On 18 March 2019, the Sisal Group
acquired a 30% stake in the capital of the company through the subsidiary Sisal S.p.A., for the purpose
of expanding its operations in the area of digital payment services. The investment was then contributed
to another group company, SisalPay Servizi S.p.A., in December 2019, as part of the company
reorganization process which resulted in the separation of the payment services business in the group.
The remaining share (70%) is held by Pluservice S.r.l., a company operating in the same segment. The

investment is classified as an investment in an associate pursuant to IAS 28.

For additional details on the main changes in the scope of consolidation during the year under

examination see Note 6 “Business combinations”.



Below a brief description of the criteria used for the consolidation of subsidiaries and associates.
Subsidiaries

The consolidated financial statements include the financial statements of all the subsidiaries. Based on
the provisions of IFRS 10, control exists when the Parent holds, directly or indirectly, the decision-
making power over the subsidiary or has rights or liability with respect to variable returns deriving from
its relations with the entity concerned and, at the same time, is able to affect such returns by exercising
its power over that entity. The subsidiaries are consolidated using the line-by-line method starting from
the date that control commences until the date that control is transferred to a third party. The closing
date of all subsidiaries’ financial statements coincides with that of the Parent. The principles adopted for

line-by-line consolidation are as follows:

e the assets, liabilities, revenues and expenses of the subsidiaries are consolidated on a line-by-
line basis, attributing to the non-controlling interests, where applicable, their share of equity and

profit or loss for the year which is shown separately in equity and in the income statement;

e the business combinations in which control is acquired are recorded as set out in IFRS 3 —
Business Combinations by applying the acquisition method of accounting. The acquisition cost is
represented by the fair value of the assets transferred, liabilities assumed and equity instruments
issued at the acquisition date. The identifiable assets acquired, the liabilities and contingent liabilities
assumed are recognized at their fair value at the acquisition date except for deferred tax assets and
liabilities, assets and liabilities for employee benefits and assets held for sale which are recognized
on the basis of the relative accounting standards. The difference between the acquisition cost and
the fair value of the assets and liabilities acquired, if positive, is recognized in intangible assets as
goodwill, or, if negative, after reviewing the fair value measurements of the assets and liabilities
acquired, is recognized directly in the income statement, as income. Transaction costs are recorded

in the income statement when incurred;

e the acquisition cost also includes contingent consideration measured at fair value at the control
acquisition date. Subsequent changes in fair value are recognized in the income statement or the
statement of comprehensive income if the contingent consideration is a financial asset or liability. If
the contingent consideration is classified as equity, the original amount is not re-measured and when

extinguished is recorded directly in equity;

e non-controlling interests in equity and in the profit (loss) are shown as separate items in the
financial statements. At the acquisition date, non-controlling interests can be measured at either the
acquisition date fair value or according to the proportionate share of the net identifiable assets of
the acquired entity. The choice in the measurement method for non-controlling interests is decided
on a transaction by transaction basis. If the business combination is achieved in stages, the Group
re-measures any previously held interest in the acquired entity at acquisition date fair value and any

resultant gain or loss is recognized in the income statement as appropriate;
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e changes in non-controlling interests in a subsidiary which do not constitute an acquisition or a
loss of control are accounted for as equity transactions. Therefore, for purchases subsequent to the
acquisition of control and the partial disposal of a subsidiary without loss of control, any positive or
negative difference between the purchase cost/sales price and the corresponding share of equity is

recognized directly in the equity attributable to owners of the Parent;

¢ in the case of the partial disposal of a subsidiary resulting in the loss of control, the investment

retained is adjusted to fair value and the revaluation forms part of the gain or loss on the transaction;

e significant gains and losses (including the related tax effects) resulting from transactions
between fully consolidated companies which have not yet been realized with third parties are
eliminated. Receivables and payables, costs and revenues and finance income and expenses

between companies included in the consolidation are also eliminated, if significant.
Associates

Associates are those companies over which the Group exercises significant influence, which is
presumed to exist when the Group directly or indirectly holds a minimum of 20% of the voting rights that
can be exercised in the investee’s shareholders’ meeting. Investments in associates are accounted for
using the equity method and are initially recorded at cost and, following the acquisition, adjusted to

reflect the changes in parent’s interest related to net assets of the investee. In particular:

e the carrying amount of such investments is aligned to the adjusted equity, where necessary, to
reflect the application of IFRSs and includes the recognition of the higher/lower value attributed to

the assets and liabilities and goodwill, if any, identified at the date of acquisition;

e the Group’s share of the investee’s profit or loss is recorded starting from the date that significant
control commences until the date that control ceases. In the event in which, as a result of losses,
the investee measured using the method in question shows a negative equity, the carrying amount
of the investment is reduced to zero and any additional losses are provided for in specific provisions
and a liability is recognized only to the extent that the Group has incurred legal or constructive
obligations, or in any case is required to cover the losses. Changes in the equity of the investee,
accounted for using the equity method, unrelated to profit or loss are recognized in the statement of

comprehensive income;

e unrealized gains and losses between the Company/subsidiaries and the investee, accounted
for using the equity method including the distribution of dividends, are eliminated to the extent of the

Group’s investment in the investee.

2.4 Accounting Policies

A brief description is provided of the most significant accounting policies and principles used in the

preparation of the consolidated financial statements.
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PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are stated at acquisition or production costs including directly chargeable
incidental expenses necessary to bring the asset to use. Cost comprises the finance expenses directly
attributable to the acquisition, construction or production of the asset. Cost also includes the expected
costs of dismantling and removing the asset and restoring it to its original condition if a contractual

obligation exists.

The expenses incurred for ordinary and/or cyclical maintenance and repairs are charged directly to the
income statement in the year incurred. The capitalization of costs inherent in the expansion,
modernization or improvement of the structural elements owned or used by third parties is made solely
to the extent that they meet the conditions for being classified separately as an asset or part of an asset

under the component approach method.

The 2017 Budget Law introduced in Italy, starting from 2018, the possibility for taxpayers established in
the territory of Italy to become a single taxpayer for VAT purposes, by virtue of an option exercised by
such parties. The Decree of the Ministry of Economy and Finance of April 6, 2018 implemented that law
which, in turn, had transposed into Italian law the European Group VAT rules. The Sisal Group applied
this new concept already starting in 2019. This concept overcomes the pre-existing distinctions within
the group between companies that exercised the option to dispense with obligations for transactions
exempted under art. 36 bis of Presidential Decree 633/72 and companies using the pro-rata regime. As
a result, non-recoverable VAT, determined under the new Group VAT regime, supplements the
acquisition cost of an asset at the time of its capitalization on a provisional group pro-rata basis and, if
necessary, is adjusted at year-end in relation to the definitive determination of the pro-rata amount for

the year.

The above assets are depreciated systematically each year on a straight-line basis at economic and
technical rates calculated according to the assets’ estimated useful lives. When the depreciable asset
is composed of distinctly identifiable elements, the useful life of which differs significantly from that of
the other parts which compose the asset, depreciation is taken separately for each of the parts which

make up the asset under the component approach principle.

The estimated useful life by class of property, plant and equipment is the following:

Class of property, plant and equipment Useful life in years
Buildings 33

Plant 3-10
Equipment 3-8

Other assets:

- vehicles 4-5

- furniture and fixtures 8

- electronic office equipment 5

shorter of the estimated useful
life of the asset and the term of
Leasehold improvements the lease contract

12



Depreciation starts when the asset is ready for use taking into account the time at which such condition

actually arises.
Leased assets

A lease is a contract or part of a contract that conveys the right to use an asset for a period of time in

exchange for consideration.

The rights of use of leased assets and the lease liabilities represent, respectively, an asset representing
the right of use of the Company of the asset owned by third parties and a liability that represents the
obligation to make the payments set out in the contract. Both items are recognized in the financial
statements starting on the date that the asset is made available for use by the Company, up to the most
recent date between the end of the useful life of the right of use and the lease term. Nonetheless, where
the lease transfers ownership of the leased asset to the lessee at the end of the lease term or if the
value of the right-of-use asset also considers the fact that the lessee will exercise the purchase option,

the right of use is systematically depreciated over the useful life of the underlying asset.

The Group defined the lease term as the period of the contract that cannot be canceled, also considering
the periods covered by an option to extend the lease, if the Company is reasonably certain it will exercise
that option. In particular, in assessing the reasonable certainty that the renewal option will be exercised,
the Group considered all the relevant factors that create an economic incentive to exercise the renewal

option.

The lease liability is recognized initially at an amount equal to the present value of the lease payments
due not yet paid at the commencement date, including fixed payments net of any lease incentives to be
received, variable lease payments that depend on an index or a rate, the estimate of the payment by
the lessee as a guarantee of the residual value, payment of the purchase option exercise price, if the
lessee is reasonably certain to exercise it, and payment of contractual penalties for termination of the
lease, if the lessee is reasonably certain to exercise that option. The present value of future payments
is calculated adopting a discount rate equal to the interest rate implicit in the lease or, where this cannot
be easily determined, using the incremental borrowing rate of the Company. Following initial recognition,
the carrying amount of the lease liability increases due to the interest allocated during each period and
decreases following payments made. This is also restated, as a contra-entry to the carrying amount of
the related asset, where there is a change in the lease payments due as a result of contractual
renegotiations, changes to indexes or rates, changes in the assessment of whether the options set out
in the contract will be exercised, including the option to extend the contract. The interest component is
recognized as a finance expense over the entire lease term and is determined based on the effective
interest method. The right of use is initially recognized at cost, determined at a value equal to the initial
amount of the lease liability, adding to this the direct costs initially incurred by the lessee, any payments
made at or before the commencement date, net of any incentives received from the lessor, direct costs
incurred and the estimate of the costs expected to be incurred for dismantling. The right of use is

depreciated on a straight-line basis over the shorter period of the estimated useful life of the asset and
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the term of the underlying lease contract. The Group applies the requirements for the impairment of the

right-of-use assets set out in IAS 36, “Impairment of Assets”.

The Group applies the practical exemption permitted for short-term leases and for low-value leases,
recognizing the payments relating to those types of leases in the income statement as operating costs

over the term of the lease contract.
INTANGIBLE ASSETS

Intangible assets are non-monetary assets which are without physical substance, identifiable,
controllable and have the capacity to produce future economic benefits. Such assets are initially
recognized at purchase and/or construction cost, including directly attributable expenses to prepare the
asset for use. Interest expenses, if any, during and for the development of intangible assets are
considered part of the acquisition cost. In particular, the following intangible assets can be identified in

the Group.
(a) Goodwill

In brief, goodwill represents the set of future economic benefits deriving from assets acquired in a
business combination which cannot be individually identified and recognized separately. It is measured
as the excess of the amount of the consideration transferred measured at fair value and the value of
non-controlling interests, compared to the fair value of the identifiable assets acquired, net of potential

liabilities assumed, at the acquisition date.

Any negative difference (badwill) is, instead, immediately recognized in the income statement at the

time of acquisition, as income from the transaction concluded.

Goodwill deriving from business combinations is not amortized, but is subject to periodic tests to identify
any impairment, in accordance with that described in the paragraph “Impairment of property, plant and

equipment and intangible assets” below.

In order to verify the presence of impairment, the goodwill acquired in a business combination is
allocated, from the acquisition date, to the single cash generating units or to the groups of cash
generating units that should benefit from the synergies of the combination, irrespective of whether other
assets and liabilities of the acquired company are assigned to those units or groups of units. Those tests

are conducted at least annually.

No other intangible assets with indefinite useful life are recognized in the financial statements in addition

to goodwill.
(b) Other intangible assets with a finite useful life

Intangible assets with a finite useful life are recognized at cost, as described previously, net of

accumulated amortization and impairment losses, if any. Amortization starts when the asset is available
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for use and is charged systematically over the residual period of benefit, that is, over the estimated

useful life. The estimated useful life for the various classes of intangible assets is as follows:

Class of intangible asset Useful life in years

Patent rights and intellectual property 3-5

Software user licenses Period of utilization on a straight-line basis
Retail network and services contract network 11-20

Sisal brand 20

The period of amortization of the concessions also includes a possible renewal period if considered on

measuring the assets, in accordance with the reference accounting standards.

The costs relating to the development of new products and sales channels, particularly with reference
to software (for example, the website software used to manage online payment services), are also
capitalized. In accordance with IFRS, such costs are capitalized since it is believed that the estimated
future economic benefits linked to the turnover from services, also online, is able to sustain the amount

capitalized.

IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS
(@) Goodwill

As mentioned previously, goodwill is tested for impairment annually or more frequently whenever events

or changes in circumstances indicate that goodwill may be impaired.

Impairment testing is conducted on the goodwill allocated to each Cash Generating Unit (“CGU")
monitored by management. An impairment loss on goodwill is recognized when the carrying amount
exceeds the recoverable amount. The recoverable amount of the CGU to which goodwill is allocated is
the higher of fair value less costs to sell and its value in use, intended as the present value of future
cash flows estimated for the asset in question. In calculating the value in use, the estimated future cash
flows are discounted to present value using a discount rate before taxes that reflects current market
assessments of the time value of money, proportionate to the investment period, and the risks specific
to the asset. If the impairment loss is higher than the carrying amount of goodwill allocated to the CGU,

the excess is applied to the other assets of the CGU in proportion to their carrying amount.
The carrying amount of an asset should not be reduced below the highest of:

e the fair value of the asset less costs to sell;

e the value in use, as defined above;

e zero.

The reversal of a previous goodwill impairment loss is not permitted.
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(b) Property, plant and equipment and intangible assets with a finite useful life

At every closing date, the Group assesses whether there are any indications of impairment of property,
plant and equipment and intangible assets. Both internal and external sources of information are used
for this purpose. Internal sources include obsolescence or physical damage, and significant changes in
the use of the asset and the economic performance of the asset compared to estimated performance.
External sources include the market value of the asset, changes in technology, markets or laws, trend

in market interest rates and the cost of capital used to evaluate investments.

When indicators of impairment exist, the carrying amount of the assets is reduced to the recoverable
amount and any impairment loss is recorded in the income statement. The recoverable amount of an
asset is the higher of fair value less costs to sell and its value in use, the latter being the present value
of future cash flows estimated for the asset in question. In calculating the value in use, the estimated
future cash flows are discounted to present value using a discount rate before taxes that reflects current
market assessments of the time value of money, proportionate to the investment period, and the risks
specific to the asset. For assets that do not generate largely independent cash flows, the Group

estimates the recoverable amount of the cash generating unit to which the asset belongs.

If the carrying amount of the cash generating unit exceeds the recoverable amount, an impairment loss
is recognized in the income statement. The impairment loss is first recognized as a deduction of the
carrying amount of goodwill allocated to the cash generating unit and then only applied to the other
assets of the cash generating unit in proportion to their carrying amount, up to the recoverable amount
of the assets with a finite useful life. When the conditions that gave rise to an impairment loss no longer
exist, the carrying amount of the asset is re-recognized in the income statement, up to the carrying
amount that would have been recorded had no impairment loss been recognized and if normal

amortization/depreciation been applied.
TRADE RECEIVABLES AND OTHER FINANCIAL ASSETS

Trade receivables and other financial assets are initially recognized at fair value and subsequently
measured at amortized cost using the effective interest method. Trade receivables and other financial
assets are included in current assets, except for those with a contractual due date beyond twelve months

after the date of the financial statements, which are classified as non-current assets.

Impairment losses on receivables are recognized in the financial statements according to the expected
credit loss method, in accordance with the provisions of IFRS 9. In particular, the impairment on trade
receivables and on contract assets is carried out through the simplified approach, which provides for
estimating the expected loss throughout the life of the receivable at the time of the initial recognition and
in the subsequent valuations. For each customer segment, the estimate is carried out mainly through
the determination of the average expected non-collectability, based on historical-statistical indicators,
which may be adjusted using prospective elements. For some categories of receivables characterized

by peculiar risk elements, instead, specific valuations are carried out on the individual credit positions.
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If in subsequent periods the reasons for the impairment cease to exist, the asset value is reinstated up

to the amount that would have been recognized had amortized cost been applied.

Financial assets, relating to non-derivative financial instruments, with fixed or determinable payments
and fixed maturity dates, which the Company intends and has the ability to hold until maturity are

classified as “hold to collect” assets.

Such assets are measured at amortized cost using the effective interest method, adjusted by impairment
losses, if any. Whenever there are impairment losses, the same principles as described above for loans

and receivables are applied.

Other financial assets, including investments in other companies, classified as “hold to collect and sell”
assets are measured at fair value, if determinable, and profits and losses deriving from changes in fair
value are attributed directly to other components of comprehensive income until they are disposed of or
impaired. At that point, the other components of comprehensive income previously recognized in equity
are attributed to the income statement for the period. Dividends received by investments in other

companies are included under the item financial income.

INVENTORIES

Inventories of rolls of paper for gaming terminals are stated at the purchase cost, using the weighted

average cost method.

The inventories of virtual and scratch top-up cards for telephone and television content are stated at the

weighted average cost of the purchase prices.
CASH AND CASH EQUIVALENTS

Restricted bank deposits deriving from funds received from customers in compliance with the directive
known as PSD2, as part of the services rendered by SisalPay S.p.A. as an e-money institution are

reported separately under cash and cash equivalents.

Cash and cash equivalents include cash and available bank deposits and other forms of short-term
investments, with original due dates equal to or less than three months. Cash and cash equivalents are

recorded, according to their nature, at their nominal amount or at amortized cost.

DEBT AND OTHER FINANCIAL LIABILITIES

Debt and other financial liabilities are initially recorded at fair value, net of directly attributable incidental
expenses, and subsequently measured at amortized cost using the effective interest method. If there is
a change in the estimate of expected cash flows, the value of the liabilities is re-measured to account
for this change on the basis of the present value of the new cash flows expected and the effective

interest rate determined initially. Financial liabilities are classified within current liabilities, except those
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with contractual maturities due beyond twelve months of the reporting date and those for which the

Group has an unconditional right to defer payment for at least twelve months after that date.

Financial liabilities are recognized at the transaction date and are derecognized when paid and when

the Group has transferred all the risks and expenses related to the instruments.

EMPLOYEE BENEFITS

Short-term benefits are represented by salaries and wages, social security contributions, indemnities in
lieu of holidays and incentives in the form of bonuses payable in the twelve months subsequent to the
date of the financial statements. Such benefits are recognized as components of personnel costs in the

period in which their services are rendered.

Post-employment benefits are divided into two categories: defined contribution plans and defined benefit

plans.

In defined contribution plans, contributory costs are charged to the income statement as they occur,

based on the relative nominal value.

In defined benefit plans, which include severance indemnities due to employees regulated by art. 2120
of the Civil Code, the amount of the benefit to be paid is quantifiable only after termination of
employment, and associated with one or more factors such as age, the years of service and
compensation. Therefore, the relative cost is charged to the statement of comprehensive income based
on actuarial computations. The liability recorded in the financial statements for defined benefit plans
corresponds to the present value of the obligation at the reporting date. The obligations for defined

benefit plans are determined annually by an independent actuary using the projected unit credit method.

The present value of defined benefit plans is determined by discounting future cash flows at an interest
rate equal to high-quality corporate bonds issued in Euro which take into account the period of the

relative pension plan.

Starting from January 1, 2007, Finance Law 2007 and the relative implementing decrees introduced
amendments concerning employee severance indemnities. The amendments include the decision of
employees as to the allocation of their accruing indemnities. In particular, new flows of employee
severance indemnities can be directed by the employee either to pre-chosen pension funds or retained
in the company. In the case of external pension funds, the payment of the defined contribution will be
made to the fund and starting from such date the new amounts accrued have the nature of defined

contribution funds not subject to actuarial measurement.

Starting from January 1, 2013, following the adoption of IAS 19 — Employee Benefits, changes in

actuarial gains and losses are recognized in other statement of comprehensive income items.
PROVISIONS FOR RISKS AND CHARGES
Provisions for risks and charges are set up to cover losses or liabilities whose existence is certain or

probable but which at the end of the reporting period are uncertain as to amount or as to the date on
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which they will arise. Provisions are recognized only when there is a current obligation (legal or
constructive) for a future outflow of resources deriving from a past event and it is probable that the
outflow will be necessary to fulfil the obligation. This amount represents the best estimate of the present
value of expenditures required to settle the obligation. If the effect of the time value is material, and the
payment date of the obligations can be reasonably estimated, provisions to be accrued are the present
value of the expected cash flows, using a rate which reflects market conditions, the change in the time
value of money and the risks specific to the obligation. The increase in the provision due to the cost of

money over time is recognized as interest expense.
RECOGNITION OF REVENUES

The method for recognizing revenues, based on standard IFRS 15, is divided into five steps:

= the identification of the contract with the customer: the standard's provisions are applicable to each
individual contract, except in the cases where the standard itself requires the entity to consider several

contracts jointly and consequently provides for their relative recognition;

= the identification of the separate performance obligations, or contractual promises to transfer goods

and/or services contained in the contract;

= the determination of the transaction price. In case of variable compensation, this must be estimated
by the entity to the extent in which it is highly probable that when the uncertainty associated with the
variable compensation is subsequently resolved it does not cause a significant downward adjustment

of the amount of cumulative revenues recognized;

= the allocation of the transaction price to the separate performance obligations identified, on the basis

of the relative stand-alone sale price of each product or service;

= the recognition of revenue at the time and/or to the extent in which the relative separate performance

obligation is satisfied;
Revenues are recognized initially at the fair value of the consideration received.

The revenues accrued by the Company in the resale of top-ups of telephone and television content are
recognized in an amount equal to the difference between the sale price and the nominal cost of the
cards. The cost relating to the purchase thereof is therefore recognized as an adjustment to the gross

revenue recorded, as the Company operates as an "agent".

In the case of contracts in which different separate performance obligations are identified, transaction
prices are allocated to the identified performance obligations on the basis of the relative stand-alone

sales prices of each good or service included in the contract.

COST OF GOODS PURCHASED AND SERVICES PERFORMED

Purchases of goods and the performance of services are recognized in the income statement on an
accrual basis. Non-deductible VAT, calculated on the basis of the pro-rata coefficient, is similar to a

general cost and recognized in other operating costs, when it relates to the purchase of goods and
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services classified under cost items, while it is recognized as an increase in the asset in the event of

purchases relating to intangible assets and property, plant and equipment.
INCOME TAXES

Income taxes are allocated on the basis of an estimate of the tax expense for the year according to

current laws. The corresponding liability is shown under “Taxes payable”.

Deferred tax assets and liabilities are recognized on the temporary differences between the carrying
amount of an asset or a liability in the financial statements and its tax base, except for first-time
recognition of goodwill and for those differences related to investments in associates when the reversal
of such differences is under the control of the Group and it is probable that they will not reverse in the

reasonably foreseeable future.

Deferred tax assets and liabilities are offset when the income taxes are levied by the same tax authority,
there is a legally enforceable right of offset and settlement of the net balance is expected. If the net
amount is an asset it is shown as “deferred tax assets” and if a liability as “deferred tax liabilities”. When
the effects of a transaction are credited or charged directly to equity, the related current and deferred

taxes are also recognized directly in equity.

Deferred tax assets and liabilities are computed based on tax rates that are expected to apply in the
period in which the asset is recovered or settled to the extent that such rates have been approved at the

date of the financial statements.

Expenses, if any, in connection with litigation with the tax authorities for the portion relating to the evasion

of taxes and the corresponding penalties is recorded in “income taxes”.

2.5 Accounting standards/interpretations approved but not yet in force

The accounting standards and interpretations issued by the IASB/IFRIC and endorsed by the European

Commission but not yet in force are illustrated below:

New Standards / Interpretations endorsed by the EU Date of application

Amendments to References to the Conceptual Framework in IFRS
Standards (issued on March 29, 2018; endorsed on November 29,
2019)

Amendments to IAS 1 and IAS 8: Definition of Material (issued on
October 31, 2018; endorsed on November 29, 2019)

Amendments to IFRS 9, IAS 39 and IFRS 7: Interest Rate
Benchmark Reform (issued on September 26, 2019; endorsed on January 1, 2020
January 15, 2020)

January 1, 2020

January 1, 2020
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The valuation by the Group regarding the forecast impact of the above-mentioned standards, where

applicable, is in progress.

Amendments to References to the Conceptual Framework in IFRS Standards — the amendment was

issued in order to update the references in several IFRS standards to refer to the new version of the

Conceptual Framework and no longer the version approved in 2010, save for exceptions.

Amendments to IAS 1 and IAS 8: definition of material - that amendment aims to clarify the definition of

“material” to assist companies in assessing whether certain disclosure must be included in the financial

statements.

Amendments to IFRS 9, IAS 39 and IFRS 7 - the IASB published the document “Interest Rate
Benchmark Reform” (Amendments to IFRS 9, IAS 39 and IFRS 7), which mitigates the effects of interest

rate benchmark reform (knowns as the “IBOR Reform”) on financial statements. In particular, the
amendment modifies certain specific hedge accounting requirements, to guarantee their accounting

continuity, despite the potential uncertainty due to the reform.

Accounting standards/interpretations issued by the IASB not yet approved

lllustrated below are the newly issued accounting standards and interpretations which, at the date of
preparation of these financial statements, have not yet completed the European Commission

endorsement procedure:

e |FRS 17 “Insurance Contracts” (issued on May 18, 2017), a standard which aims to govern the

recognition of insurance contracts (previously known as IFRS 4 Phase Il). The accounting model
envisaged is the “Building Block Approach” (BBA), based on discounting expected cash flows,
which includes an explicit risk adjustment and a contractual service margin, released through
the amortization thereof.

e Amendments to IFRS 3 “Business Combinations” (issued on October 22, 2018)

¢ Amendments to IAS 1 “Presentation of Financial Statements: Classification of Liabilities as

Current or Non-current” (issued on January 23, 2020)

The impact assessment of the standards mentioned, where applicable, is under review.
2.6 Adoption of the new standards

IFRS 16 “Leases”
Regulation EC no. 2017/1986, issued by the European Commission on October 31, 2017, endorsed the

regulatory provisions set out in IFRS 16 “Leases”, which establishes the principle for the recognition,
valuation and presentation of lease contracts for both parties involved in this type of contracts, the tenant
or lessee and the lessor. The provisions of the standard, applied retrospectively, are effective from
January 1, 2019.
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The new standard replaces IAS 17 “Leases” and the interpretations IFRIC 4 “Determining Whether an
Arrangement Contains a Lease”, SIC 15 “Operating Leases - Incentives” and SIC 27 “Evaluating the
Substance of Transactions in the Legal Form of a Lease”. This introduces a single accounting model for
the lessee. There are, however, no significant impacts on the accounting treatment of leases by the
lessor.

Up to 2018, leases were classified as finance leases or operating leases and the costs relating to
operating leases were charged to the income statement on a straight-line basis over the lease period.
Following the adoption of IFRS 16, starting on January 1, 2019, for lease contracts that fulfil the
requirements of the new standard, it is required to recognize in the statement of financial position a
financial liability, represented by the actual value of future payments, counterbalanced by the entry in
the assets of the “right of use of the leased asset”. Each lease payment is thus divided into the
repayment of the liability and the interest component. That interest is charged to the income statement
over the lease term in order to generate a steady periodic interest rate on the residual balance of the
liability for each period. Vice versa, the right-of-use asset is depreciated based on the principle of the
useful life and the duration of the contract, on a straight-line basis.

The rights of use of leased assets and the lease liabilities are recognized in the financial statements
from the date that the asset is made available for use by the Company, up to the most recent date
between the end of the useful life of the right of use and the term of the lease contract. Nonetheless,
where the lease transfers ownership of the leased asset to the lessee at the end of the lease term or if
the value of the right-of-use asset also considers the fact that the lessee will exercise the purchase
option, the asset is systematically depreciated over the useful life of the underlying asset.

The Group defined the lease term as the period of the contract that cannot be canceled, also considering
the periods covered by an option to extend the lease, if the Group is reasonably certain it will exercise
that option. In particular, in assessing the reasonable certainty that the renewal option will be exercised,
all the relevant factors that create an economic incentive to exercise the renewal option were
considered.

The lease liability is recognized initially at an amount equal to the present value of the lease payments
due not yet paid at the commencement date, including fixed payments net of any lease incentives to be
received, variable lease payments that depend on an index or a rate, the estimate of the payment by
the lessee as a guarantee of the residual value, payment of the purchase option exercise price, if the
lessee is reasonably certain to exercise it, and payment of contractual penalties for termination of the
lease, if the lessee is reasonably certain to exercise that option. The present value of future payments
is calculated adopting a discount rate equal to the interest rate implicit in the lease or, where this cannot
be easily determined, using the incremental borrowing rate of the Group. Following initial recognition,
the liability is measured based on the cost model and is redetermined, as a contra-entry to the carrying
amount of the related rights of use of the leased asset, where there is a change in the lease payments
due as a result of contractual renegotiations, changes to indexes or rates, changes in the assessment
of whether the options set out in the contract will be exercised, including the option to extend the

contract.
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The right of use is initially recognized at cost, determined at a value equal to the initial amount of the

lease liability, adding to this the direct costs initially incurred by the lessee, any payments made at or

before the commencement date, net of any incentives received from the lessor, direct costs initially

incurred by the Company and the estimate of any costs expected to be incurred for dismantling the

underlying asset. Following initial recognition, the right of use on the leased assets is adjusted to take

account of the accumulated depreciation charges, any impairment and the effects of any restatement of

the lease liability.

The application of the new standard mainly regarded contracts relating to properties, car hire and

machinery.

At the transition date, January 1, 2019, the Group had no lease contracts and, therefore, the adoption

of this standard had no impact.

= In the statement of financial position, non-current assets consisting of the right of use of leased assets

are stated by nature under the item “Property, plant and equipment”, i.e. in the same item in which the

corresponding underlying assets would be presented if they were owned. The financial liabilities are

also stated by nature in the rows “Long-term debt” and “Current portion of long-term debt”, based on the

specifics of their contracts.

In the income statement, the amortization of the assets posted as the right of use of the leased assets

are presented in the financial statement rows “Depreciation, amortization, provisions, impairment losses

and reversals of fixed assets”, while the financial component is posted in the item “Finance expenses

and similar”.

In the statement of cash flows, financial flows connected to contracts subject to the application of the

above-mentioned standard are classified under cash flows from financing activities.

e The new standard is not applied to contracts relating to rights of use on low-value assets or to

those contracts whose duration is less then twelve months, whose lease payments are
recognized in the income statement as operating costs over the term of the lease contract.

That type of costs recognized during the year amounted to Euro 33 thousand.

Impacts on the statement of financial position at the transition date and during the vyear:
the impacts deriving from the application of the new accounting standard on the economic and financial
situation as at 31 December 2019, compared to the corresponding "comparable" economic and equity
data, prepared according to the previous accounting standards (IAS 17 and related interpretations) are
not significant.

The balance at 31 December 2019 of the rights of use on leased assets is equal to Euro 7,436 thousand,
against corresponding financial liabilities equal to Euro 5,989 thousand. During the year, amortization
was recorded for these activities for an amount of approximately Euro 47 thousand and financial charges

for Euro 9 thousand.
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Other accounting standards adopted

As required by IAS 8 “Accounting Policies, Changes in Accounting Estimates and Errors”, the new
standards, interpretations and amendments to existing standards issued by the IASB and the IFRIC,
applicable from January 1, 2019 but which govern situations or cases that are marginal or not applicable

within the Group at the date of these Financial Statements are listed below.

Amendments to IFRS 9 “Financial Instruments”
On March 22, 2018, Regulation EU 2018/498 was issued, which applied at EU level several limited

amendments to IFRS 9 “Financial Instruments.” The amendments in question allow the entity to
measure financial assets with “prepayment features with negative compensation” (e.g. debt instruments
where the borrower can make early repayment in an amount that can be less than the residual debt
including the interest due) at amortized cost or at fair value through other comprehensive income instead
of at fair value through profit or loss.

The adoption of those amendments did not have effects on the Financial Statements at December 31,
2019.

Amendments to IAS 28 “Investments in Associates and Joint Ventures”

On February 8, 2019, Regulation EU 2019/237 was issued, which applied at EU level several limited
amendments to IAS 28 “Investments in Associates and Joint Ventures”. IFRS 9 excludes investments
in associates and joint ventures that are recorded in accordance with IAS 28. As a result, the entity
applies IFRS 9 to other financial instruments held in relation to associates and joint ventures including
long-term interests (e.g. financial receivables), to which the equity method is not applied, but which, in
substance, are part of the net investment in those associates or joint ventures.

The adoption of those amendments did not have effects on the Financial Statements at December 31,
20109.

Amendments to IAS 19 “Employee Benefits”
On March 13, 2019, Regulation EU 2019/402 was issued, which applied at EU level several limited

amendments to IAS 19 “Employee Benefits.” Those amendments refer to amendments, curtailments or
settlements of defined-benefit plans. The amendments require than in the event of a plan amendment,
curtailment or settlement, entities shall use the updated assumptions used for the remeasurement to
determine the current service cost and the net interest for the remaining reporting period following the
plan amendment.

The adoption of those amendments did not have effects on the Financial Statements at December 31,
20109.

Improvements to IFRS (2015-2017 cycle)

On March 14, 2019, Regulation (EU) 2019/412 was issued, which applied at EU level several
improvements to the IFRS, for the 2015-2017 cycle. In particular, the following is noted:

e Amendments to IFRS 3 “Business Combinations” and to IFRS 11 “Joint Arrangements”: the

amendments to IFRS 3 clarify that when an entity that is already part of a joint arrangement
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obtains control of a business that is a joint operation, it shall remeasure at fair value previously
held interests in that joint operation. The amendments to IFRS 11 clarify that when an entity
that participates in a joint arrangement obtains control joint control of a business that is a joint
operation, it does not remeasure previously held interests in that joint operation.

e Amendments to IAS 12 “Income Taxes”: the amendments clarify that entities shall recognize
the income tax on dividends in the separate income statement, either among other
comprehensive income or at equity, in relation to the methods for recognizing the
transaction/even which resulted in distributable profits that generated the dividends.

e Amendments to IAS 23 “Borrowing Costs”: the amendments clarify that if any specific
borrowing remains outstanding after the related asset is ready for its intended use or sale, that
borrowing becomes part of the funds that an entity uses when calculating the capitalization
rate on general borrowings.

The adoption of those amendments did not have effects on the Financial Statements at December 31,
20109.

IFRIC 23 “Uncertainty over Income Tax Treatments”

By Regulation (EC) 2018/1595, issued by the European Commission on October 23, 2018, the
regulatory provisions of IFRS 23 “Uncertainty over Income Tax Treatments” were endorsed.

That interpretation regulates how to take account of uncertainty in recognizing income taxes. In that
regard, IAS 12 “Income Taxes” specifies how to recognize current taxes and deferred taxes, but not how
to represent the effects of uncertainty. For example, there could be doubts about how to apply the tax
regulations to specific transactions or circumstances, or whether the tax authorities will accept the
treatment chosen and applied by the entity. If the entity concludes that it is not probable that the tax
treatment applied will be accepted, then the entity has to use estimates determining the most likely
amount or the expected value for determining the tax treatment of elements such as the taxable profit,
tax bases, unused tax losses, unused tax credits and tax rates. The decision should be based on which
method provides better predictions of the resolution of the uncertainty.

The adoption of those amendments did not have significant effects on the Financial Statements at
December 31, 2019.

3. Management of financial risks

The Group is exposed to: market risk — defined as foreign exchange rate, interest rate and bookmaker

risk — liquidity risk, credit risk and capital risk.

The risk management strategy of the Group focuses on minimizing the potential adverse effects on the
Group’s financial performance. As far as considered necessary, certain types of risk are mitigated by
using derivative instruments. Risk management is centralized in the Finance function which identifies,
assesses and hedges financial risks, in close cooperation with the operating units of the Group. The

Finance function provides guidelines for monitoring risk management, just as it provides guidelines for
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specific areas such as interest rate risk, foreign exchange rate risk and the use of derivative and non-

derivative instruments.
MARKET RISK
Foreign exchange rate risk

The Group is mainly active on the Italian market and is therefore exposed to exchange rate risk to a

limited extent.
Interest rate risk

The Group is theoretically exposed to risks linked to fluctuations in interest rates in relation to the short-
term revolving credit line and the FRN medium-term bond, even though the Euribor benchmark index is

considered nil because it is below zero.

In particular, the Group normally looks for short-term debt to finance its working capital requirements
and for medium-and long-term financing to support investments related to its operations and
extraordinary transactions. The financial liabilities which expose the Group to interest rate risk are mainly
medium- and long-term loans index-linked to floating rates of interest. Specifically, on the basis of the
analysis of the Group’s indebtedness, approximately 64% of the debt at December 31, 2019 is at floating

rates.
See Note 34 for additional details.

Concerning interest rate risk, a sensitivity analysis was performed to determine the effects on income
statement and equity of hypothetical positive and negative 100 bps variations to current effective interest

rates.
The analysis performed related mainly to the following:

e cash and cash equivalents, excluding restricted cash deposits used for the payment of winnings
and to the liquidation of any withdrawals from deposits relating to online games and the settlement

of debts to Service partners;

e short-term and medium- and long-term debt, including the related derivative financial

instruments, where existing.

Regarding cash and cash equivalents, reference was made to the average balance and the average
interest rate thereon for the year, while for short-term and medium- and long-term debt the effect was
calculated at the reporting date of the consolidated financial statements. This analysis also included
financial payables contracted at fixed rates, as they represent a hedge of interest rate risk even though

they are not affected by it, for Euro 287,300 thousand in 2019, while no tax impact was considered.
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2019
At December 31, Income Statement Equity
2019 +1% -1% +1% -1%
profit / profit / profit/ profit /
(loss) (loss) (loss) (loss)
Net financial debt (736,066) (124) 0 (124) 0
Total (736,066) (124) 0 (124) 0

LIQUIDITY RISK

Liquidity risk is the risk of not being able to fulfil present or future obligations owing to insufficient

available funds. The Group manages this risk by

seeking to establish a balance between outflows of

cash and the sources of short-term and long-term debt and the distribution of maturities of medium- and

long-term debt over time. In particular, a prudent management of liquidity risk implies maintaining a

sufficient level of cash and the availability of funds obtainable through an adequate amount of lines of

credit.

At December 31, 2019 credit facilities agreed and used of Euro 5 million were in place, attributable to

revolving credit facilities.

Set out below are the cash flows expected in f

uture years for the repayment of financial liabilities

subdivided by repayment date at December 31, 2019 and 2018.

2019
Financial Liabilities Disbursements Analysis
More than
A Up to three three More than More than
December one year to )
_ 31 2019 months months to five years five years
(in Euro thousands) ' one year
Bank debt and payables to other lenders 805,615 6,946 1,671 4,450 816,858
Trade payables 183,796 171,602 12,194 - -
Other payables 68,147 63,997 4,151 - -
Total 1,057,559 242,544 18,016 4,450 816,858
2018
Financial Liabilities Disbursements Analysis
More than
At More than
Up to three three More than
Demelit s months months to one year to five years
) 31, 2018 five years
(in Euro thousands) one year
Bank debt and payables to other lenders
Trade payables 16 16
Other payables 2 2
18 18

Total

The flows indicated for loans refer exclusively to the repayments of principal. Actual disbursements will

be increased by the finance expenses based on the rates applicable to the various loans as summarized

in Note 34.
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Further, the tables do not include the payments associated with taxes payable which will be paid to the

tax authorities at due dates established by existing laws or provisions for risks and charges.

During the year, the Group complied with all the clauses stated in the existing loan agreements.
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CREDIT RISK

Potential credit risk in commercial relations existing mainly with the points of sale, under partnership
contracts, is mitigated by specific selection procedures for points of sale, by imposing operating limits
on the collections through terminals and by daily controls over changes in credit which provide for the
blocking of the terminal in the event of non-payment and the revocation of the authorization to operate

as a SisalPay outlet in the event of recurrent non-payment.

The amount of financial assets that the Group does not expect to collect is covered by the provisions

for the impairment of receivables.

Current trade receivables at December 31, 2019 and 2018 are analyzed by macro class of

homogeneous risk in the following table:

At December 31

(in Euro thousands) 2019 2018
Receivables from points of sale (outlets) 14,344
Other receivables 9,984
Provision for impairment of receivables (5,207)
Total 19,121

e Receivables from points of sale (outlets) represent essentially amounts due from payments and
other services referring to the last few days of the year and the relative receivables arising from the
automated weekly collections of the preceding periods that have gone unpaid. The large number of
outlets exposes the Group to a partial uncollectability risk which, following suitable evaluation by the

directors, has duly been covered by a specific provision for impairment of trade receivables.

e Other receivables include insurance receivables, receivables from employees and other
receivables not classifiable in the preceding categories. There are no specific forms of credit risk for

the Group associated with this category.

Intercompany receivables, receivables due from the Sisal Group and tax receivables have been

excluded from this analysis as no significant risk profile is believed to exist.
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Risk exposure

Exposure to credit risk at December 31, 2019 and 2018, analyzed by reference to the ageing of

receivables, is as follows:

Ageing of Receivables

At December 31, current past due up to past due 90- past due more
2019 90 days 180 days than 180 days

(in Euro thousands)
Trade receivables 17,048 15,393 1,497 158 0
Provision for impairment of
receivables (215) - (215) - -
Net value 16,833 15,393 1,282 158 0
Other receivables 7,279 2,287 - - 4,992
Provision for impairment of
receivables (4,992) - - - (4,992)
Net value 2,287 2,287 - - -
Total 19,121 17,681 1,282 158 0

Past-due trade receivables not covered by provisions represent balances on which the Group believes
an insignificant risk of uncollectability to exist. As already mentioned, the Group monitors credit risk
mainly existing with the outlets through specific procedures for selecting points of sale, by assigning
operating limits for wagers on the gaming terminal and by daily control over changes in credit which
provides for the blocking of the terminal in the event of non-payment and the revocation of the

authorization to operate as a SisalPay outlet in the event of recurrent non-payment.
CAPITAL RISK

The objective of the Group in the management of capital risk is principally that of guaranteeing returns

to the shareholders and ensuring benefits to the other stakeholders while protecting going concern.

The size of the debt of the Group, deriving from the extraordinary operation described above, was
decided on the basis of the assessment of the Group’s capacity to generate a steady profit and financial
flows sufficient to repay the debt and settle the related expenses but also provide cash flows from

operating and investing activities for the development of the business.

Moreover, in the presence of investment opportunities aimed at increasing the value and the stability of
the Group, characteristics of its shareholders, which, in turn, are connected with operators of absolute
international importance in the financial markets, enable the Company and the Group to take advantage

of such opportunities through recourse to risk capital.
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CATEGORIES OF FINANCIAL ASSETS AND LIABILITIES

Financial assets and liabilities by category at December 31, 2019 and 2018 are presented in the

following table:

At December 31, 2019

Financial Non-
assets or Total financial
Investments liabilities financial assets
Loans and held to at fair assets or and
(in Euro thousands) receivables maturity value liabilities liabilities TOTAL
Current financial assets -
Trade receivables 72,686 72,686 72,686
Other assets (current and non-current) 4,331 4,331 157 4,488
Restricted bank deposits 17,192 17,192 17,192
Cash and cash equivalents 69,549 69,549 69,549
Total assets 163,758 163,758 157 163,915
Debt (current and non-current) 805,616 805,616 805,616
Trade payables and other payables 183,796 183,796 183,796
Other liabilities (current and non-current) 68,036 68,036 112 68,148
Total liabilities 1,057,448 1,057,448 112 1,057,560
At December 31, 2018
Financial Non-
assets or Total financial
Investments liabilities financial assets
Loans and held to at fair assets or and

(in Euro thousands) receivables maturity value liabilities liabilities TOTAL
Current financial assets -
Trade receivables - - -
Other assets (current and non-current) 0 0 0
Restricted bank deposits - - -
Cash and cash equivalents 50 50 50
Total assets 50 50 - 50
Debt (current and non-current) - - -
Trade payables and other payables 16 16 16
Other liabilities (current and non-current) 2 2 2
Total liabilities 18 18 - 18

During the years under review, the Group did not reclassify any financial assets among the various

categories.
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For short-term trade receivables and payables and other receivables and payables, the carrying amount
is considered to be a reasonable approximation to fair value. At December 31, 2019, the market price
of the senior secured notes (level 1 in the fair value hierarchy) was a total of approximately Euro 534.9

million compared to a nominal value of Euro 530 million.

FAIR VALUE MEASUREMENT

The fair value of financial instruments listed in an active market is based on the market prices at the
reporting date. The fair value of instruments not listed in an active market is determined using valuation
techniques based on a series of methods and assumptions connected with market conditions at the

reporting date.

The classification of financial instruments based on a hierarchy that reflects the significance of the inputs

in the determination of fair value is the following:

e Level 1: Fair value based on inputs that are quoted prices (unadjusted) on active markets for

identical financial instruments;

e Level 2: Fair value based on measurement methods referring to variables observable on active

markets;

e Level 3: Fair value based on measurement techniques referring to unobservable market

variables.

There were no assets and liabilities that are measured using the fair value method at December 31,
2019 and 2018.

4. Use of estimates

The preparation of the consolidated financial statements requires that management apply accounting
standards and methods which, under certain circumstances, are based on difficult subjective
measurements and estimates based on past experience and on assumptions considered, at various
times, to be reasonable and realistic in terms of the respective circumstances. The use of such estimates
and assumptions affects the amounts reported in the consolidated financial statements (the statement
of financial position, the statement of comprehensive income and the statement of cash flows) and also
disclosure. Actual results for those areas requiring management judgment or estimates may differ from
those recorded in the financial statements due to the occurrence of events and the uncertainties which

characterize the assumptions and conditions on which the estimates are based.

The areas that require greater subjectivity of management in making estimates and for which a change
in the conditions of the underlying assumptions may have a significant impact on the financial statements

are briefly described below.

Goodwill
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In accordance with its adopted accounting policies and procedures for impairment, the Group tests
goodwill at least annually if there is any indication that the goodwill may be impaired. The recoverable
amount is determined on the basis of the calculation of the value in use. This calculation requires the
use of estimates that depend on factors which may vary over time and influence the assessments made

by the directors. Further information on the impairment test is disclosed in Note 22.
Depreciation of property, plant and equipment and amortization of intangible assets

The cost of property, plant and equipment and intangible assets is depreciated/amortized on a straight-
line basis over the estimated useful life of each asset. The economic useful life of these assets is
determined at the time of purchase, based on historical experience for similar assets, market conditions
and expected future events which may affect them, such as technological changes. The effective
economic useful life may, therefore, be different from its estimated useful life. Each year the Company
assesses the technological and business segment developments, any contractual and legislative
changes related to utilization of the assets and their recovery values are reviewed in order to update the
residual useful life. Such updating may modify the depreciation/amortization period and consequently

the annual rate and charge for current and future periods.
Impairment loss/reversal of fixed assets

Non-current assets are periodically tested for impairment and where indicators of difficulty in recovery
are present an impairment loss is recorded as a deduction from the relative net carrying amount. The
existence of such indicators can be verified through subjective valuations, based on information
available within the Group or externally and on historical experience. Moreover, in the presence of a
potential impairment, this is determined by suitable impairment tests. The correct identification of the
factors, indicating a potential impairment and the estimates to determine the loss, may depend on
conditions which vary over time, affecting the assessments and estimates. Similar considerations
regarding the existence of indicators and the use of estimates in the application of valuation techniques
can be found in the valuations to be made in the event of the reversal of impairment losses charged in

previous periods.
Deferred tax assets

Deferred tax assets are recorded on the basis of expectations of future taxable income. The assessment
of expected future taxable income for the purpose of recognizing deferred tax assets depends on factors

which may vary over time and may have significant effects on the measurement of this item.
Provisions for risks and tax uncertainties

The Group accrues in these provisions the probable liabilities relating to litigation and controversies with
staff, suppliers and third parties, tax disputes and, in general, expenses arising from obligations
undertaken. The quantification of such allocations involves assumptions and estimates based on
presently available knowledge of factors which may vary over time. Thus, the final outcomes may be

significantly different from those considered during the preparation of the financial statements.
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Provision for impairment of receivables

Impairment losses on receivables are recognized in the financial statements according to the expected
credit loss method, in accordance with the provisions of IFRS 9. In particular, the impairment on trade
receivables and on contract assets is carried out through the simplified approach, which provides for
estimating the expected loss throughout the life of the receivable at the time of the initial recognition and
in the subsequent valuations. For each customer segment, the estimate is carried out mainly through
the determination of the average expected non-collectability, based on historical-statistical indicators,
which may be adjusted using prospective elements. For some categories of receivables characterized

by peculiar risk elements, instead, specific valuations are carried out on the individual credit positions.

Leases

The recognition and measurements of lease liabilities and the corresponding rights of use can be

influenced by various estimates.

Specifically, the Group estimates the internal debt rate to discount the expected lease payments. The
management also considers all the facts and circumstances that create an economic incentive to
exercise the renewal options. The renewal options are included in the overall term of the lease contract
only if it is reasonably certain that the option will be exercised. The assessment of the renewal options
shall be revised only if a significant event occurs that influences said assessment which is under the

control of the lessee.

5. Litigation

On February 1, 2019, Satispay S.p.A and Satispay Limited (now Satispay Group S.p.A, jointly,
“Satispay”) filed a preventive appeal (pursuant to art. 700 of the Italian Code of Criminal Procedure) in
which the counterparty complained that Sisal Group S.p.A. engaged in unfair competition and
copycatting through the Bill app. This was followed by a complaint proceeding which concluded with a

rejection order of January 23, 2020.

With specific reference to the litigation indicated above, the charge was made against Sisal Group Spa
as per the Investment Agreement (signed on July 30, 2019), entitled “Commitments in relation to the Bill
App” (omissis). It is also understood that the Sisal Group shall bear all the costs and charges (including
any reasonable legal fees) which may arise due to the claims of Satispay Spa and Satispay Limited in
relation to the Bill App, holding Banca 5 and the Group companies harmless and indemnified from those

costs and charges.



6. Business combinations

2019

Company reorganization and partnership with Banca 5

In 2019 the Parent Sisal Group S.p.A. reached and signed a partnership agreement with Banca 5 S.p.A.,
a bank in the Intesa Sanpaolo Group which provides payment services and other banking services, to
create a partnership in the form of a company. Thus, a group leader was created in the sector of payment

services distributed through proximity banking channels throughout Italy.

To that end, the Parent firstly implemented a complex corporate reorganization aimed at separating the
activities relating to payment services, directly managed by the Parent through special purpose equity,
as well as the business relating to services of telephony top-ups and other non-supervised services
performed by the subsidiaries Sisal S.p.A. and Sisal Point S.p.A., from the gaming activities carried out

by the Group.

In particular, on conclusion of the negotiations and the various operations within the Group, the
agreement envisaged the contribution of the business segments of the Sisal Group and Banca 5
organized and operating in the payments and telephone top-ups sector to SisalPay S.p.A. and SisalPay

Servizi S.p.A.

The various intermediate steps, which allowed for the achievement of this objective, can be summarized

as follows:

- Sisal Group S.p.A. assigned to Banca 5 30% of the share capital of the current SisalPay Group
S.p.A. for a price equal to 30% of the book value of equity. On conclusion of the transfer,
SisalPay Group S.p.A. was 70%-owned by Sisal Group S.p.A. and 30%-owned by Banca 5
S.p.A;

- The Extraordinary Shareholders’ Meeting of SisalPay S.p.A. approved a share capital increase
which was freed up through contribution in kind for the subscriptions by Sisal Group S.p.A.,
Sisal S.p.A. and Banca 5 S.p.A. against the contributions of their respective business segments

concerning the payment services business;

- The Extraordinary Shareholders’ Meeting of SisalPay Servizi S.p.A. approved a share capital
increase which was freed up through contribution in kind for the subscriptions by Sisal S.p.A.,
Sisal Point S.p.A. and Banca 5 S.p.A. against the contributions of their respective business
segments concerning services not subject to supervision by the Bank of Italy, for which
authorization therefrom is not required to conduct such services; The main services contributed
include telephone and pay TV top-ups, in addition to the provision of cash registers and related

services (Easycassa);
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- Sisal S.p.A. and Sisal Point S.p.A. assigned to Sisal Group S.p.A. the shares of SisalPay S.p.A.
and SisalPay Servizi S.p.A. (obtained in exchange for the subscription of their respective share

capital increases);

- thus, the investments in SisalPay S.p.A. and SisalPay Servizi S.p.A were transferred to SisalPay
Group S.p.A., partly through the subscription of a share capital increase by Sisal Group S.p.A
and Banca5 S.p.A with the contribution of shares, and partly through payment of a

consideration;

The contributions of business segments by Sisal Group S.p.A. and Banca 5 S.p.A. amounted to a total
of Euro 1 billion and, respectively, to Euro 750 million and Euro 250 million, in accordance with the

appraisals drawn up by assigned third party experts.

The consideration set out in the contract for the purchase of the above investments by the subsidiary
amounted to Euro 600 million, of which Euro 500 million settled in December. The remaining Euro 100
million was posted as non-current financial debt due to the Parent, as described in greater detail in the

paragraph “Long-term debt”.

Similarly, the Company acquired from Banca 5 S.p.A. the investment the latter held in SisalPay Servizi
S.p.A. and part of the investment held in SisalPay S.p.A. for a total consideration of Euro 186 million,
posted as non-current financial debt due to Banca 5 S.p.A., as described in greater detail in paragraph
“Long-term debt”. In order to cover its payment obligations, the Company issued a bond for a total

amount of approximately Euro 530 million, described in greater detail in paragraph 33 “Long-term debt”.

The operation described above regarding the contributions of the business segments of Sisal Group
S.p.A,, Sisal S.p.A. and Sisal Point S.p.A. are classified as business combinations under joint control.
The assets and liabilities acquired were recognized in the consolidated financial statements at the same
values resulting from the consolidated financial statements of the Sisal Group S.p.A. at the date of the
sale. The value of the assets and liabilities acquired on contribution by the companies in the Sisal Group

at the effective date of the operation are shown below:
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SisalPay S.p.A.

(in Euro thousands)

Balance at the date of contribution

Intangible assets 73,596
Goodwill 221,107
Property, plant and equipment 40,722
Investments -

Trade receivables 100,933
Other assets 1,536
Inventories 419
Cash and cash equivalents 16,580
Total Assets Acquired 454,893
Provision for employee severance indemnities 1,426
Long-term debt 5,969
Trade payables and other payables 87,057
Provisions for deferred tax liabilities 19,588
Other liabilities 5,854
Total Liabilities Acquired 119,894
Net Assets Acquired 334,999

SisalPay Servizi S.p.A.

(in Euro thousands)

Balance at the date of contribution

Intangible assets 2,498
Goodwill 87,271
Property, plant and equipment 2
Investments 3,309
Trade receivables 16,817
Other assets 472
Inventories 4,597
Cash and cash equivalents -

Total Assets Contributed 114,966
Provision for employee severance indemnities 73
Long-term debt -

Trade payables and other payables 87,266
Provisions for deferred tax liabilities 488
Other liabilities 674
Total Liabilities Contributed 88,501
Net assets contributed 26,465

Conversely, the contributions of the business segments of Banca 5 S.p.A. to SisalPay S.p.A. and

SisalPay Servizi S.p.A. are classified as business combinations pursuant to IFRS 3. Considering that

the operation took place in December 2019, the Group applied the option to recognize the fair value of

the assets and liabilities acquired in the statement of financial position on a provisional basis. The

purchase price allocation, as permitted by this standard, will be finalized in 2020, within 12 months from

the date of finalization of the operation.

37



A summary table of the amounts regarding the contribution from Banca 5 S.p.A. is shown below:

SisalPay S.p.A.

(in Euro thousands) Provisional fair value paid on acquisition
Intangible assets (Goodwiill) 218,302
Property, plant and equipment 27,050
Other assets — current and non-current 12
Trade receivables 2,313
Deferred tax assets 17
Total Assets Acquired 247,694
Provision for employee severance indemnities 1,019
Current and non-current financial payables 19
Trade payables 2,443
Other current and non-current liabilities 14,213
Liabilities acquired 17,694
Net assets acquired 230,000

SisalPay Servizi S.p.A.

(in Euro thousands)

Provisional fair value paid on acquisition

Intangible assets (Goodwill) 20,162
Intangible assets (Other) 253
Other assets — current and non-current 0
Trade receivables 610
Deferred tax assets 0
Total Assets Acquired 21,026
Provision for employee severance indemnities 16
Trade payables 620
Other current and non-current liabilities 390
Liabilities acquired 1,026
Net assets acquired 20,000

7. Revenues

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018

Payment services 10,295

Revenues from distribution/sale of top-ups and other services 1,717

Revenues from issue of E-Money 11

Points of sale revenues 1,719

Revenues from third parties 116

Total 13,858 -

Payment services refer to the considerations relating to services subject to supervision by the Bank of

Italy.

Revenues from distribution/sale and other services are those considerations paid to the Group linked

primarily to the sale/distribution of telephone top-ups and the sale/distribution of TV card top-ups.
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Revenues from issue of E-Money includes revenues deriving from the issuing of prepaid cards in the

role of e-money institution.

Points of sale revenues include mainly the annual affiliation “Point-of-Sale” fee from SisalPay retalil

outlets according to the contract terms.

Group revenues are achieved in Italy.

8. Other income

The item in question had a zero balance in 2019, in line with the previous year.
9. Purchases of materials, consumables and merchandise

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018
Sundry materials purchases (2)
Total 2 -

10. Costs for services

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018

Marketing and commercial expenses 75 -
Other commercial initiatives 8 -
Other commercial services 195 -
Commercial services 273 -
Sales channel — Payment services 7,909 -
Maintenance and Technical Support 801 -
Bank Fees and Expenses 828 -
Consulting 97 -
Other 539 16
Other services 10,174 16
Total 10,447 16

Non-recurring costs for services amounted to Euro 494 thousand, mainly relating to charges for

company reorganization and acquisitions, implemented by the Group during the year.

It is noted that the fees paid to the audit firm for audit of the annual financial statements of the Group
(including these consolidated financial statements and some non-recurring activities) for the entire year
amounted to (net of VAT) approximately Euro 238 thousand (Euro 5 thousand in 2018). In addition, fees
were paid to the audit firm of an additional Euro 1.4 million connected with the issue of comfort letters
and other services of auditing the pro-forma financial statements as part of the process of issuing the
bond.
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It is also noted that the compensation due to the statutory auditors of the Parent for carrying out their

functions, also in other consolidated companies, amounts to a total of Euro 79 thousand.
11. Lease and rent expenses

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018

Building leases 22 -
Other rentals and operating leases 11 -
Total 33 -

12. Personnel costs

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018

Salaries and wages 662 -
Social security contributions 241 -
Employee severance indemnities 53 -
Other personnel costs 2 -
Total 958 -

The following table presents the number of employees by category for the years under review (the

number of employees represents the situation at December 31, 2019):

Year ended December 31

Number of employees 2019 2018

Executives 14 -
Management staff 63 -
White-collar 305 -
Total 382 -

13. Other operating costs

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018

Other taxes and duties 504 -
Sundry operating costs 600 2
Total 1,104 2

Sundry operating costs are mainly represented by the cost of pro-rata non-deductible VAT accrued
during 2019, of which Euro 409 thousand attributable to non-recurring costs, mainly relating to charges

for company reorganization and acquisitions, implemented by the Group during the year.

Other taxes and duties comprised Euro 500 thousand in non-recurring costs mainly relating to charges

for company reorganization and acquisitions, implemented by the Group during the year.

40



14. Depreciation, amortization, provisions, impairment losses and reversals of the value of

property, plant and equipment and intangible assets

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018

Amortization of intangible assets 758 -
Depreciation of property, plant and equipment 678 -
Impairment losses on current assets 216 -
Allocations and releases to provisions for risks and charges 50 -
Total 1,702 -

The depreciation charge linked to the application of IFRS 16 amounted to Euro 19 thousand, pertaining

to the depreciation of vehicles.

15. Finance income and similar

The item in question had a zero balance in 2019, in line with the previous year.
16. Finance expenses and similar

This item is composed as follows:

Year ended December 31

(in Euro thousands) 2019 2018

Interest and other finance expenses - third parties 962 -
Interest and finance expenses - Shareholders 858 -
Total 1,820 --

Interest and other finance expenses — third parties refer mainly to interest and the fee and commission
component of new credit facilities deriving from the Group’s financial restructuring carried out in
December 2019.

Interest and other finance expenses - Shareholders refers to finance expenses accrued in relation to
outstanding payables due to shareholders by virtue of the Deferred Purchase Price Agreement signed

following the finalization of the Gallo project.
17. Income taxes

Income taxes comprise the following:

Year ended December 31

(in Euro thousands) 2019 2018

Current taxes 191 -
Deferred tax assets and liabilities 2,722 -
Deferred tax assets related to prior years 6 -
Total 2,919 --
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The reconciliation between the theoretical and effective tax is presented in the following table:

Year ended December 31

(in Euro thousands) 2019 2018
Profit (loss) before income taxes (2,207)

Nominal tax rate 24%/27.5%

Theoretical tax using the nominal tax rate (574)

Temporary increases (15)

Permanent increases 2)

Other changes 20

IRES tax (571)

IRAP tax (30)

Current and deferred income tax adjustments related to prior year (2,319)

Total effective tax expense (2,919)




18. Property, plant and equipment

The composition and changes in this item are as follows:

Opening Changes in Changes in  Changes in Deprecigtion December 31,

balance scope of scope of sco'pe of Investments and impairment 2019
(in Euro thousands) consolidation Banca5 Sisal losses
Land buildings:
Original cost - 31 - - - 31
Accumulated depreciation - (12) - 1) (13)
Impairment losses - -
Net value - - 19 - - 1) 18
Plant and machinery:
Original cost 16 4 - 19
Accumulated depreciation 9) 1) (0) (10)
Impairment losses -
Net value - 7 - 3 - 0) 9
Industrial equipment:
Original cost 382 42,654 63,011 70 106,118
Accumulated depreciation (378) (16,198) (22,866) (646) (40,088)
Impairment losses - -
Net value - 4 26,456 40,145 70 (646) 66,030
Other assets:
Original cost 6 1,086 594 - 1,685
Accumulated depreciation (6) (510) (18) (31) (565)

Impairment losses - -

Net value - 0 576 576 - (31) 1,120
Property, plant and

equipment under

construction

Original cost - - - - - - R

Accumulated depreciation - - - - - - R

Impairment losses - - - - - - R

Net value - - - - - - -

Total:

Original cost - 404 43,771 63,609 70 - 107,853
Accumulated depreciation - (393) (16,720) (22,885) - (678) (40,676)
Impairment losses - - - - - - -
Net value - 11 27,050 40,724 70 (678) 67,178

2019

The change in the scope of consolidation refers to the businesses acquired following the contributions

and acquisitions described in the paragraph “Business combinations”.

The rights of use of leased assets recorded under property, plant and equipment at December 31, 2019

amounted to Euro 7,519 thousand, broken down as follows:
- Land and buildings for Euro 18 thousand;
- Industrial equipment: leased terminals for Euro 6,943 thousand;

- Other assets for Euro 558 thousand.



With regard to the rights of use of leased assets, depreciation was recorded for an amount of Euro 781

thousand.

2018:

In 2018 no investments were made by the Parent.
19. Goodwill

At December 31, 2019 Goodwill amounted to Euro 546,843 thousand. During the year, it underwent the
following changes due to the extraordinary operations at the end of the year, which resulted in the

establishment of the group:

Year ended December 31

(in Euro thousands) 2019 2018
Balance at January 1 0
Acquisition from Banca 5 238,464
Acquisition from Sisal Group 308,379
Balance at December 31 546,843

Specifically, with regard to the value of the goodwill linked to the business combination with Banca 5,
note that the Group applied the option to recognize the fair value of the assets and liabilities acquired in
the statement of financial position on a provisional basis. The purchase price allocation, as permitted by
this standard, will be finalized in 2020, within 12 months from the date of finalization of the operation.
As a result, the recognition of the goodwill linked to this segment will also be acquired definitively once

the purchase price allocation process is completed.

The value of Goodwill, in line with the requirements of the relevant accounting standards, was subjected

to an impairment test.

According to the IFRS reference accounting standards, the “recoverable amount” of the CGU to be
considered for the purposes of impairment is equal to the higher of the “fair value less costs of disposal”

and the “value in use”.

Considering the fact that the transaction with Banca 5 occurred near the end of the year subject to
impairment and the appraisals that were drawn up pursuant to art. 2343-bis and art. 2343-ter of the
Italian Civil Code to support the transaction, it was decided to test the goodwill recognized in the financial

statements by referring to the configuration of the fair value less costs of disposal.

At December 31, 2019, the difference between the fair value less costs of disposal, estimated as equal
to the reference price of the transaction net of the related costs of the transaction, and the value of

invested capital subject to impairment testing is equal to approximately Euro 327 million.

This difference is mainly linked to the recording of the acquisitions of the business segments of the Sisal

group at the same values as those in the consolidated financial statements of the parent, significantly



lower than the fair values of these businesses, reflected in the agreements signed by the parties and

used as reference for the transaction.

20. Intangible assets

The composition and changes in this item are as follows:

Changes in Changes in  Changes in Amortization

Opening . . December
scope of scope of scope of Investments and impairment

. balance . . 31, 2019
(in Euro thousands) consolidation Banca5 Sisal losses

Industrial patent
and intellectual

property rights:
Original cost 1,588 289 31,396 390 - 33,662
Accumulated amortization (1,102) (36) (17,608) - (565) (19,310)
Impairment losses - -
Net value - 486 253 13,789 390 (565) 14,352
Concessions,

licenses,
trademarks and

similar rights:

Original cost 26 34,800 34 - 34,861
Accumulated amortization 1) (6,581) (107) (6,689)
Impairment losses - -
Net value - 26 - 28,219 34 (107) 28,172
Other intangible

assets:

Original cost 115 40,200 - - 40,315
Accumulated amortization (72) (6,114) - (86) (6,272)

Impairment losses - -

Net value - 43 - 34,086 - (86) 34,044
Intangible assets in

progress and

advances:

Original cost - -

Accumulated amortization - -

Impairment losses - -

Net value - - - - - - -

Total:

Original cost - 1,730 289 106,397 424 - 108,839
Accumulated amortizat - (1,175) (36) (30,302) - (758) (32,270)
Impairment losses - - - - - - -
Net value - 555 253 76,094 424 (758) 76,568

2019:

The intangible assets mainly derive from the contributions and acquisitions of business segments
described in the paragraph “Business combinations”. The investments made in 2019 refer to internal
capitalizations and SW development relating to December, occurring following the extraordinary

operation.
2018:

In 2018 no investments were made by the Parent.



21. Investments in associates

“Investments accounted for at equity” came to Euro 3,309 thousand at December 31, 2019 (balance of

zero at December 31, 2018) and is represented by the investment held in MyCicero S.r.l. (30%).

As described in Paragraph 2.3 (Scope of consolidation and consolidation principles), in March 2019, the
Group acquired a 30% stake in the capital of MyCicero S.r.l. through the subsidiary Sisal S.p.A. The
investment was then contributed to another group company, SisalPay Servizi S.p.A., in December 2019,
as part of the company reorganization process which resulted in the separation of the services business

in the group.

The application of the equity method for measuring the investment resulted in irrelevant effects on the
consolidated financial statements of SisalPay Group S.p.A.

The table below shows the breakdown of investments and changes therein during 2019. As the financial
statements for 2019 are not yet available, the data taken from the latest approved separate financial

statements are shown:

Carrying Profit  Equityat | 2Ue
(in Euro thousands) Y d amount at the  Carrying amount at Share Total Total Total L . th yd ¢ based on
oowne beginning of the end of the year capital assets liabilities revenues (Loss) for €endol i ierestin
the year the year X
the year Equity
MyCicero S.r.l. 30% - 3,309 1,000 13,778 8,337 2,626 (677) 5,440 1,632
Total - 3,309

22. Deferred tax assets and liabilities

This item can be broken down as follows:

At December 31

(in Euro thousands) 2019 2018
Deferred tax assets 3,245
Deferred tax liabilities (20,041)
Net amount (16,796)

Net changes in this item are as follows:

Deferred tax assets and liabilities

(in Euro thousands)

At December 31, 2018 2,139
Charge/release to income statement 1,125
Charge/release to statement of comprehensive income (20,060)
Change in scope of consolidation -
At December 31, 2019 (16,796)
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Deferred tax assets are summarized in the following table:

At December 31

(in Euro thousands) 2019 2018

Temporary Temporary

differences Tax effect differences Tax effect

(Amount) (Amount)

IRES tax losses from previous years 11,047 3,038 - -
Aid to Economic Growth (ACE) benefit 221 61 - -
Allocation to provision for risks and charges 308 83 - -
Compensation to directors 20 5 - -
Maintenance excess 141 39 - -
Other temporary differences 70 19 - -
Total deferred tax assets 11,806 3,245 - -
Amount offset against deferred tax liabilities
Total deferred tax assets 11,806 3,245 - -
Tax losses for which deferred tax assets have not been recorded 2,022 555 - -

The Group expects to have sufficient taxable income in the future to recover deferred tax assets.

Tax losses excluded from deferred tax asset computation refer to the IRES tax losses recorded by the

SisalPay Group, though they can be unlimitedly carried forward pursuant to art. 84, paragraph 2 of the

Consolidated Income Tax Act.

Deferred tax liabilities are summarized in the following table:

At December 31

(in Euro thousands) 2019 2018
Temporary Temporary
differences Tax effect  differences Tax effect
(Amount) (Amount)
Total deferred tax liabilities 60,869 20,041 - -
Other temporary differences - - - -
Total deferred tax liabilities 60,869 20,041 - -
Amount offset against deferred tax assets - - - -
Total deferred tax liabilities 60,869 20,041 - -

23. Other non-current assets

This item amounted to a total of approximately Euro 1,381 thousand (Euro O at December 31, 2018)

and mainly comprised guarantee deposits provided for issuing activities of the EMI.
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24. Inventories

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018

Rolls of paper for terminals 152 -
Spare parts (repairs) 55 -
Spare parts (consumables) 211 -
Materials and consumables 418 -
Virtual top-ups 5,039

Finished products and merchandise 5,039 -
Total 5,457 -

Inventories are shown net of the provision for inventory obsolescence. Changes in the provision are as

follows:

) Provision for inventory obsolescence
(in Euro thousands)

December 31, 2018 -

Net provisions 131
Usage
December 31, 2019 131

25. Trade receivables

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018

Receivables from points of sale 13,244 -
Trade receivables from third parties 1,541 -
Other trade receivables from third parties 1,163 -
Doubtful receivables 1,100 -
Provision for impairment of trade receivables (216) -
Trade receivables due from the parent 55,854 -
Total 72,686 -

Receivables from points of sale mainly represent amounts due to the Group for payment services
provided in the last few days of December, paid on the network through cashless methods, still to be

collected.

Trade receivables from third parties mainly refer to amounts due to the Group for fees deriving from

partners for distribution and ticketing services.

Other trade receivables from third parties mainly refer to amounts due from Banca 5 relating to the

management of products not contributed.



Doubtful receivables represent unpaid outstanding amounts generated by receivables that were subject-
to-collection, due mainly from retail outlets, on which recovery procedures and possibly legal actions

were initiated, excluding amounts due on situations that can be resolved in the short term.

Trade receivables due from the parent mainly relate to receivables from the sales cycle, due from Sisal
Group S.p.A., relating to its turnover from the points of sales, collected on behalf of the Group

companies.

Foreign currency denominated trade receivables and the analysis by geographical area are not

significant as all receivables are substantially due from domestic operators.

The changes in the provision for impairment of receivables are as follow:

Provision for impairment of trade receivables

(in Euro thousands) from network

December 31, 2018 0
Net provisions 216
Usage

Change in scope of consolidation -
December 31, 2019 216

The increase recorded in 2019 reflects a natural trend in insolvency (particularly with reference to the
outlet points of sale) relating to the period of December following the extraordinary contribution

operation.

26. Current financial assets

There is no balance for this item in either 2019 or 2018.
27. Taxes receivable

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018
Receivables for IRES tax from tax authorities

Receivables for IRAP tax from tax authorities 157

Total 157

Receivables for IRAP tax from tax authorities are shown net of advance payments made during the year

and reflect the receivable position of SisalPay S.p.A.
28. Restricted bank deposits

Restricted bank deposits mainly include the balances of restricted cash deposits deriving from funds
received from customers in compliance with the directive known as PSD2, as part of the services

rendered by SisalPay S.p.A. as an EMI.
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These deposits are managed by the Group but their use is restricted to the liquidation of payables to

service partners, customers with prepaid cards and customers with payment accounts.

Restricted bank deposits at December 31, 2019 amounted to Euro 17,192 thousand (Euro O at
December 31, 2018).

29. Cash and cash equivalents

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018

Bank and postal accounts 69,549 50
Cash and cash equivalents in hand - -
Total 69,549 50

30. Other current assets

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018

Other receivables from tax authorities 170 -
Prepaid expenses 1,995 -
Other receivables from third parties 5,201 -
Other receivables from employees 85 -
Provision for impairment of other receivables (4,992) -
Other receivables from related parties 648 -
Total 3,107 -

Other receivables from tax authorities mainly refer to receivables for VAT totaling Euro 120 thousand.

Prepaid expenses mainly represent the prepaid portion of expenses not relating to the current year

incurred for the issue of bank guarantees, rent, health insurance premiums and purchase of supplies.

Other receivables from third parties, amounting to Euro 5,201 thousand, mainly include amounts due
from companies in the Qui! Group, declared bankrupt, to SisalPay S.p.A. for approximately Euro 5

million, fully covered by the provision for impairment of receivables.

Other receivables from related parties, amounting to Euro 648 thousand, mainly include amounts due

from Sisal S.p.A. for price adjustments deriving from the contribution.
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31. Equity

The breakdown of equity at December 31, 2019 is shown below:

At December 31

(in Euro thousands) 2019 2018
Equity attributable to shareholders of the Parent (214,154) 32
Total (214,154) 32

The share capital of the Company at December 31, 2019, fully subscribed and paid-in, is composed of
50,000,000 ordinary shares, and is 70%-owned by Sisal Group SpA and 30%-owned by Banca 5 SpA,

a company in the Intesa group.
The changes in the single items are summarized in the statement of changes in consolidated equity.

The negative value of equity reflects the recording, according to the reference accounting standards, of

the business combinations that were implemented to create the Group at the end of the year.

In particular, the contributions of business segments by Banca 5 and Sisal Group SpA resulted in a total
increase in equity of Euro 87.5 million, of which Euro 64 million relating to the recording at fair value of
the contribution of the business by Banca 5 S.p.A. and Euro 23.5 million to the contribution by Sisal
Group S.p.A, represented at the same book values of the assets and liabilities contributed in the

consolidated financial statements of the parent.

The assets and liabilities relating to SisalPay SpA, of which SisalPay Group SpA acquired control by
acquiring the investment from the Parent Sisal Group SpA for a consideration of Euro 600 million, were
reflected in these financial statements at the same values as those existing in the consolidated financial
statements of the parent. The difference between these values and the (much higher) market price paid
for the acquisition was recorded against the Group’s equity, as it is similar to a distribution of reserves

to the shareholder Sisal Group S.p.A..

The following table shows the breakdown of consolidated shareholders' equity as described above.

At December 31

(in Euro thousands) 2019

Equity at the incorporation date/ Shareholder equity injection 62
Banca 5 contribution on a fair value basis of the transaction 64,000
Business Contribution by Sisal Group on a book value basis (fair value of Euro 150 million) 23,451
Book value of the business sold by Sisal Group shareholder (fair value of Euro 600 million) 303,425
Purchase price of the business sold by Sisal Group (600,000)
Loss for the Year (5,126)
Total (214,154)
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32. Long-term debt

Long-term debt of the Group at December 31, 2019 and 2018, shown net of transaction charges in

accordance with IFRS, is presented as follows:

At December 31

(in Euro thousands) 2019 2018

Long-term debt 799,627

Lease liabilities 5,988

Total 805,615 0
of which current 8,572 -
of which non-current 797,043 -

Long-term debt

At December 31

(in Euro thousands) 2019 2018

Super Senior Revolving Facility 2,427

Senior Secured Notes - SisalPay Group 509,208

Total 511,635 0
Loans and mortgages from other banks 1,135 -
Total Funding from third parties 512,770 0
Funding from shareholders 286,857 -
Total 799,627 0

Existing debt at December 31, 2019, including the current portion, totaled around Euro 799.6 million.

Fixed-rate debt of approximately Euro 287 million were mainly attributable to the “Deferred Purchase
Price Agreement” debt instrument signed after entering into the partnership with Banca 5 S.p.A. for

around Euro 186.6 million and with Sisal Group S.p.A. for approximately Euro 100.3 million.

Floating-rate debt amounted to around Euro 512.3 million, of which approximately Euro 509.2 million
relating mainly to the Senior Secured Floating Rate Notes of SisalPay Group SpA and Euro 3.1 million

in bank debt or similar.
A description follows of the most significant outstanding debt.
Bond issues and revolving credit facilities

At the end of 2019, the SisalPay Group had one floating-rate outstanding bond issue for Euro 509 million

(Senior Secured Floating Rate Notes).
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The Senior Secured Floating Rate Notes, amounting to Euro 509 million as the residual balance at
December 31, 2019, were subscribed during the year by SisalPay Group S.p.A. They offer quarterly
coupon payments of interest (due every March 17, June 17, September 17 and December 17) and
repayment of the principal in a lump sum on December 17, 2026.

The floating-rate interest is calculated on the 3-month Euribor rate plus 3.875% spread.

During 2019, as part of the company reorganization that led to the issue of the bond described above,
SisalPay Group S.p.A. obtained a credit facility from a pool of banks for a total of Euro 92.5 million
maturing in 2026 and with interest calculated on the Euribor rate when due, plus a 3% spread subject

to decrease in the margin of up to 2% as certain financial ratio levels are achieved.

At the end of the year, a total of Euro 5 million of the available credit facility had been used, retroceded
by SisalPay Group S.p.A. to SisalPay Servizi S.p.A. (out of Euro 92.5 million available) in order to cover
its working capital.

Details of the credit facilities which form the above loans are as follows:

Residual Debt at December 31

(in Euro thousands) Company Type 2019 Due Repayments
SSFRN bond (floating rate) SisalPay Group S.p.A. Bullet 530,000 Dec-17-26 when due
Senior Secured Revolving Credit Facility SisalPay Group S.p.A. Revolving facility 5,000 2026 when due
Total gross of transaction charges 535,000

Accrued interest 800

Transaction charges connected to loans -24,165

Total 511,635

The loan agreements in place do not envisage compliance with maintenance covenants, but in any
event require compliance with several financial covenants on the revolving credit facility such as the
guarantor coverage test and quarterly calculation of the leverage ratio, which also determines the
applicable margin on the facility. Furthermore, in reference to the loan agreements, the Group is in any
event required to satisfy a series of restrictions which, amongst others, place limits on: i) entering into
merger, spin-off, corporate restructuring and joint venture transactions, ii) carrying out acquisitions or
investments, iii) carrying out acts disposing of all or part of its assets and iv) increasing financial debt.
Exceptions to these restrictions are permitted, on authorization from the lending banks and by the

noteholders.

The Group has also arranged pledges in favor of the lenders on shares in SisalPay Group S.p.A,
SisalPay Servizi S.p.A. and SisalPay S.p.A.

53



The Company has the right to full or partial early repayment of the notes issued, as established in the
contract governing their issue. The main terms applicable in the event of early repayment are described

below.

In the event of full or partial early repayment: i) between December 17, 2020 and December 17, 2021,
SisalPay Group S.p.A. has to pay an amount equal to 101% of the amount repaid in addition to any
interest accrued and not paid; and ii) subsequent to December 17, 2021, any early repayments only

require payment of the nominal value of the amount repaid and any interest accrued and not paid.

These options are considered strictly linked to the debt instrument to which they refer, and in this sense

are not segregated from the primary contract.

In addition, note that there is the option of early repayment before December 17, 2020 for the FRN notes
at conditions that are particularly costly to the Group in that they envisage payment of the discounted
flow of all interest from the date of exercise to December 17, 2020, plus the spreads indicated for the
subsequent exercise windows. Considering the exercise terms, these options have no appreciable

value.

Loans and mortgages from other banks

This item is composed of loans of SisalPay S.p.A. for Euro 443 thousand and current account overdrafts
of Euro 692 thousand.

Funding from shareholders

The item refers to the “Deferred Purchase Price Agreement” debt instrument, subscribed after entering
into the partnership concerning the payment services business for a total of Euro 186.6 million due to
the minority shareholder Banca 5 S.p.A. and Euro 100.3 million due to the majority shareholder Sisal
Group S.p.A. The loan accrues annual interest at a rate of 9%. The debt is deferred and the capital
value (including interest accrued) will be repaid no earlier than 6 months after the complete repayment

of the Senior Secured Floating Rate Notes by SisalPay Group S.p.A.

Lease liabilities

At December 31

(in Euro thousands) 2019 2018
Short-term lease liabilities 1,769

Long-term lease liabilities 4,219

Total 5,988 0




Lease liabilities represent the short and medium-/long-term obligations to make the payments set out in
contracts that include a lease, based on the definition introduced by the accounting standard IFRS 16.

They mainly refer to properties, terminals and vehicles.

Lease liabilities are recognized at an amount equal to the present value of lease payments not yet made
at the commencement date, calculated adopting a discount rate equal to the interest rate implicit in the

lease or, where this cannot be easily determined, using the incremental borrowing rate of the Group.

An analysis of the due dates of the lease payments is shown below, with a breakdown of the lease
payments not discounted on an annual basis for the first five years and the total amounts for the

remaining years:

Dec-31-19
€/000
Minimum future payments for leased assets

Within 1 year 1,814
Between 1 and 2 years 1,675
Between 2 and 3 years 1,547
Between 3 and 4 years 1,096

Between 4 and 5 years

After 5 years
(Effect of discounting) -144
Lease liabilities 5,988
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33. Net financial debt

The net financial debt of the Group at December 31, 2019 and 2018, determined in conformity with

paragraph 127 of the recommendations contained in ESMA Document no. 81/2011, implementing

Regulation (EC) 809/2004 is presented as follows:

At December 31

(in Euro thousands) 2019 2018
A Cash - -
B Other liquid assets 69,549 50
C Securities held for trading - -
D Liquidity (A+B+C) 69,549 50
E Current financial receivables - -
F Current financial payables 5,000 -
G Current portion of medium-/long-term debt 2,879 -
H Other current financial payables 692 -
| Current financial debt (F+G+H) 8,572 -
J Net current financial debt (I-E-D) -60,977 -50
K Medium/long-term debt 286,990 -
L Notes issued 508,409 -
M Other non-current financial payables 1,645 -
N Non-current financial debt (K+L+M) 797,044 -
(0] Net financial debt (J+N) 736,066 -50

34. Provision for employee severance indemnities

Employee severance indemnities at the end of 2019, amounting to Euro 2,736 thousand, referred to the

contribution occurred at the actuarial values of the provisions transferred, in accordance with the

accounting standard IAS 19. Therefore, there were no changes during the year. In 2018 the Parent had

no employees and, therefore, the provision for employee severance indemnities had a zero balance.

There are no plan assets servicing the defined benefit plans.
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35. Provisions for risks and charges

The changes in this item are the following:

Losses on
Provisions for risks investments

(in Euro thousands) and other charges provisions Total
December 31, 2017 0 0 0
Net provisions - - -

Usage - - -
December 31, 2018 0 0 0
Net provisions 50 - 50
Usage - -
Reclassification - -
Change in scope of consolidation 244 - 244
December 31, 2019 294 0 294

As of the date of preparation of the consolidated financial statements, and at this time, although in a

context of uncertainty, it is believed that such pending cases and proceedings will not give rise to

liabilities besides those already recorded in the consolidated financial statements or have significant

consequences.

At the same time, it should be mentioned that at year-end 2019 there are certain tax audits and

inspections in progress; however, it is believed, at this time, that there will be no further additional costs

to the Group other than those already recognized in the financial statements.

36. Other non-current liabilities

The item in question had a zero balance at the end of 2019, in line with the previous year.

37. Trade payables and other payables

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018

Payables to suppliers 13,676 16
Payables to partners for services 168,555 -
Payables to points of sale 407 -
Payables to Sisal Group companies 1,158 -
Total 183,796 16

Payables to suppliers mainly refer to payables due to consulting firms that provided services as part of

the company reorganization.
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Payables to partners for services relate mainly to the sale of top-ups of telephone and TV content cards
and collection and payment services operated directly by SisalPay Servizi S.p.A. and SisalPay S.p.A.,

respectively, on behalf of private and public entities.

Payables to points of sale mainly include the amounts to be paid to points of sale with regard to the

considerations for distribution services carried out for SisalPay Servizi.

Payables to Sisal Group companies refer mainly to the retrocession of doubtful receivables to Sisal

Group S.p.A. for collection services managed for the single Group companies.
38. Taxes payable

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018
Payables for IRAP tax 30 -
Payables for IRES tax 161 -
Payables for virtual stamp duty 4

Total 195 -

At December 31, 2019, the Group recorded a net payable of Euro 195 thousand.
39. Other current liabilities

This item is composed as follows:

At December 31

(in Euro thousands) 2019 2018

Payables to employees 1,635 -
Payables for payment accounts 2,415 -
Payables to holders of prepaid cards 2,803 -
Payables to social security agencies 556 -
Other taxes payable 83 -
Other payables due to Sisal Group 43,763 -
Other payables due to Banca 5 14,441 -
Other current liabilities 2,452 2
Total 68,148 2

The main items forming other current liabilities are analyzed below.

Payables to employees

Payables to employees include the 14th month bonus, other bonuses, vacation, former holidays,

outstanding leave, remuneration and overtime accrued but not yet paid at year end.

Payables for payment accounts

This item includes the payables due to customers for deposits on payment accounts opened to manage
the Bill digital payment services and for services provided by Sisal Pay S.p.A. in the role of payment

facilitator.
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Payables to holders of prepaid cards

This item includes the payables due to customers for deposits and purchases in relation to the e-money
issued by IMEL SisalPay S.p.A.

Other payables due to Banca 5

The item includes the adjustment relating to the contribution of the services business by Banca 5 S.p.A.
for an amount of approximately Euro 14.1 million, other sundry payables for payment of the employees

contributed by Banca 5 for the end of December following the contribution.

Other payables due to Sisal Group

This item mainly comprises the adjustment relating to the contribution of the services business for Euro
39.8 million due to the parent Sisal Group S.p.A., Euro 2.8 to Sisal S.p.A. and Euro 0.2 million to
SisalPoint S.p.A.

Other taxes payable

Other taxes payable are detailed as follows:

At December 31

(in Euro thousands) 2019 2018
Payables for IRPEF payroll tax 50

Payables for equalization tax 2

Sundry taxes payable 32

Total 84 -

Other current liabilities

The item principally includes payables for guarantee deposits received from the network and for non-

deductible VAT on invoices to be received.
40. Commitments

The commitments of the Group at the reporting dates are detailed as follows:

At December 31

(in Euro thousands) 2019 2018
Payment and top-up services 146,500 0
Total 146,500 0

Payment and top-up services refer to the guarantees issued at the time Sisal Group S.p.A. and Sisal
S.p.A., within the scope of the contribution, on behalf of partner customers mainly for agreements
relating, respectively, to payment services and to the sale and/or distribution of telephone phone top-

ups for which the above companies are required to guarantee payment, net of their fees, of the amounts
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collected under the terms of the agreements. It is also noted that the related procedures of transfer

registration are still under way at the respective issuing banks for those guarantees.
41. Related party transactions

The Group’s related party transactions are both financial and non-financial in nature. The Company

holds that all such transactions are substantially settled on an arm’s length basis.

The balances referring to related party transactions in the statement of financial position at December

31, 2019 are detailed in the following table. For 2018 there were no transactions with related parties.

" . TOTAL ITEM IN
(in Euro thousands) Sisal Group S.p.A. Bancas i'sa' Group " Senior . TOTAL FINANCIAL PETRgEAf'IAITGEEMOF
om panies anagemen STATEMENTS
Trade receivables
At December 31, 2019 55,838 886 15 0 56,739 72,686 78.06%
Other current assets
At December 31, 2019 23 = 624 0 647 3,107 20.82%
Long-term debt
At December 31, 2019 100,300 186,558 = 0 286,858 797,044 35.99%
Trade payables and other payables
At December 31, 2019 1,159 = = 0 1,159 183,796 0.63%
Other current liabilities
At December 31, 2019 40,188 14,441 3,574 20 58,223 68,148 85.44%

The effects of related party transactions on the income statement for the year ended December 31,

2019 are detailed in the following table. For 2018 there were no transactions with related parties.

TOTAL ITEM IN

(in Euro thousands) Sisal Group S.p.A. Banca5 zisr:' p‘:;:z Ma::g"ei‘;em TOTAL FINANCIAL PETRgTEEIAITGETWOF
STATEMENTS

Costs for services

Year ended December 31, 2019 28 = = 32 60 10,447 0.57%

Personnel costs

Year ended December 31, 2019 = = = 71 71 958 7.41%

Finance expenses and similar

Year ended December 31, 2019 300 558 = 858 1,819 47.17%

Among related parties, we note the existing relationships with Banca 5 S.p.A., a company that exercises

significant influence on the Parent.
Senior Management

The following Group officers are considered key managers: i) Chief Executive Officer on the board of
directors; ii) Chief Financial Officer; iii) executives heading the Payments & Services & Operations,
Commercial & Banking Services and Sales Business Units; and iv) the executive heading the HR

function.
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Compensation to the key executives of the Group is as follows:

Year ended December 31

(in Euro thousands) 2019 2018
Salaries and wages 66
Employee severance indemnities 5
Total 71

Executives who are also Company directors, with related powers and responsibilities, are entitled to

directors’ compensation determined by the shareholders at the annual general meeting.

42. Law 124/2017

Paragraph 125 of Law 124/2017 of August 4, 2017 introduced, starting from the 2018 financial year, the
obligation for companies that receive grants, contributions, paid positions and in any case economic
advantages of any kind from the public administrations and the subjects of referred to in the first period

33 of the same paragraph, to publish these amounts in the notes to the financial statements.

In line with the interpretations provided by the main trade associations, including ASSONIME, the
directors have not identified contributions and economic advantages from public administrations or
similar subjects, falling within the cases referred to by the above provisions, received by the Group

during the 2019 financial year.

43. Significant events occurring after the end of the year

It is noted that the performance of business in the months following the end of the year was impacted
by the situation caused by the health emergency resulting from the Covid-19 pandemic, which, starting
in mid-March 2020 resulted in the partial closing of the physical distribution network through which the

Group operates (closing of the bar channel, while the tobacconists channel remained operational).

Moreover, it must be noted that to combat the effects of Covid-19, the Group launched a series of
initiatives to ensure the safeguarding of its employees’ health and protect the business. In particular, the
activities carried out through remote working were increased, trips were limited, and increased cleaning
of workplaces was carried out. In order to protect the business, a business continuity plan was launched
with the goal of improving the technological solutions for remote access to company applications and
the management of meetings. Marketing and sales initiatives were launched to grow online business

and monitoring of critical company suppliers was set up.

The Group also implemented initiatives to support its commercial partners (flexible payments, temporary
suspension of franchising fees), and launched fund raising initiatives in favor of the community to support

volunteer associations and the Civil Protection.

61



The Group is constantly monitoring the development of the situation, also in relation to the “Phase 2. If
the impact that Covid-19 could have on performance throughout 2020 cannot be completely assessed,
note that, in any event, the liquidity of the Company and its Group is such as to ensure normal

operations, and does not give rise to areas of concern.

Milan, May 26, 2020

On behalf of the Board of Directors
The Chairman

Prof. Paolo Fumagalli
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