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MAIN FINANCIAL DATA

Amount '000 PLN

Amount '000 EUR

period from period from period from period from

1.01.2009- 1.01.2008 - 1.01.2009- 1.01.2008 -

31.12.2009 31.12.2008  31.12.2009  31.12.2008
I. Interest income 2373617 2444774 546 836 692 160
Il. Fee and commission income 576 378 568 895 132 786 161 065
I1l. Operating income 1513763 1 866 651 348 742 528 483
IV. Operating profit / (loss) -5 125 521 736 -1181 147 713
V. Profit / (loss) before taxes 1875 521736 432 147 713
VI. Profit (loss) after taxes 1495 413 409 344 117 044
VII. Total comprehensive income of the period -27 547 456 392 -6 346 129 213
VII. Net cash flows from operating activities 1786 951 700 982 411 679 198 461
IX. Net cash flows from investing activities -335 986 -389 689 -77 405 -110 328
X. Net cash flows from financing activities -262 043 455709 -60 370 129 020
XI. Net cash flows, total 1188 922 767 002 273 905 217 152
XIll. Total assets 44913824 47104643 10932726 11289 580
XIllI. Deposits from banks 4909 370 3 060 550 1195017 733 523
XIV. Deposits from customers 31558664 31702279 7 681871 7 598 092
XV. Total equity 2787 336 2814 883 678 481 674 644
XVI. Share capital 849 182 849 182 206 704 203 524
XVII. Number of shares 849 181744 849181744 849181744 849181744
XVIII. Book value per share (in PLN/EUR) 3.28 3.31 0.80 0.79
XIX. Diluted book value per share (in PLN/EUR) 3.28 3.31 0.80 0.79
XX. Capital adequacy ratio 11.29% 10.20% 11.29% 10.20%
XXI. Basic earnings (losses) per ordinary share (in PLN/EUR) 0.00 0.49 0.00 0.14
XXII. Diluted earnings (losses) per ordinary share (in PLN/EUR) 0.00 0.49 0.00 0.14
XXIIl. Pledged or paid dividend per share (in PLN/EUR) 0.19 0.06

RATES USED FOR CONVERSION OF FINANCIAL DATA TO EURO

Following rates were used to calculate values in EURO:

- For balance-sheet items 4,1082 PLN/EUR rate of 31 December 2009 (for comparable data as of

31 December 2008: 4,1724 PLN/EUR),

- For items from the Profit and Loss Account for the period 1 January — 31 December 2009 —

4,3406 PLN/EURO, rate calculated as the average of rates at end of reporting months (for
comparable data on the period 1 January — 31 December 2008: 3,5321 PLN/EUR).
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MAIN QUARTERLY FINANCIAL DATA

CONSOLIDATED INCOME STATEMENT 1.01.2009 - 1.10.2009 - 1.01.2008 - 1.10.2008 -
(PLN ‘000) 31.12.2009 31.12.2009* 31.12.2008 31.12.2008*

I. Interest income 2373617 572614 2444774 710 415
Il. Interest expense -1775079 -377094 -1510068 -479 253
lll. Net interest income 598 538 195 520 934 706 231162
IV. Fee and commission income 576 378 157 318 568 895 135 936
V. Fee and commission expense -82 532 -18 016 -96 907 -25727
VL. Net fee and commission income 493 846 139 302 471 988 110 209
VII. Dividend income 2 165 18 26 244 24 804
VIII. Result on investment financial assets 22 950 10 163 2988 682
IX. Result on financial instruments valued at fair value 251 500 28 995 152 413 12 504
through profit and loss
X. Foreign exchange profit 65 185 29 834 239 146 28 412
XI. Other operating income 79 579 31695 39 166 9032
XIl. Operating income 1513763 435527 1 866 651 416 805
XIll. General and administrative expenses -942 707  -220746 -1119171 -292744
XIV. Impairment losses on financial assets -436 078 -91346 -135138 -52 030
XV. Impairment losses on non financial assets -579 264 -2 128 -1 587
XVI. Depreciation and amortization -79 646 -20 037 -70 427 -20 270
XVII. Other operating expenses -59 878 -18 491 -18 051 -3 356
XVIIl. Operating expenses -1 518 888 -350 356 -1344915 -369 987
XIX. Operating profit / (loss) -5125 85171 521736 46 818
XX. Share in net profit of associated companies 7 000 0 0 0
XXI. Profit / (loss) before taxes 1875 85171 521 736 46 818
XXII. Corporate income tax -380 -17 720 -108 327 -11 255
XXIII. Profit / (loss) after taxes 1495 67 451 413 409 35563
Attributable to:

Equity holders of the parent 1495 67 451 413 409 35 563

Minority interests 0 0 0 0

CONSOLIDATED STATEMENT OF TOTAL 1.01.2009 - 1.10.2009 - 1.01.2008 - 1.10.2008 -

COMPREHENSIVE INCOME (PLN‘000) 31.12.2009 31.12.2009* 31.12.2008 31.12.2008*
PROFIT / (LOSS) AFTER TAXES 1495 67451 413409 35563
OTHER ELEMENTS OF TOTAL COMPREHENSIVE
INCOME
|. Effect of valuation of available for sale debt securities -4 022 -10 286 14 068 6 014
Il. Effect of valuation of available for sale shares 3543 1449 1180 1180
Ill. Hedge accounting -35 373 28 082 37 817 37 073
:;l. Other elements of total comprehensive income .35 852 19 245 53 065 44 267

efore taxes

V. Corporatg inc_ome tax on other elements of total 6810 3656 -10 082 8 411
comprehensive income
:lal).(gsther elements of total comprehensive income after -29 042 15 589 42 983 35 856
VII. TOTAL COMPREHENSIVE INCOME OF THE 27 547 83 040 456 392 71 419
PERIOD
Attributable to:

Equity holders of the parent -27 547 83 040 456 392 71419

Minority interests 0 0 0 0

* - not audited
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. CONSOLIDATED INCOME STATEMENT

CONSOLIDATED INCOME STATEMENT

Amount ‘000 PLN Note 01.01.2009 — 01.01.2008 -
31.12.2009 31.12.2008

Interest income 1 2 373617 2444774
Interest expense 2 -1775079 -1510068
Net interest income 598 538 934 706
Fee and commission income 576 378 568 895
Fee and commission expense -82 532 -96 907
Net fee and commission income 3 493 846 471 988
Dividend income 4 2165 26 244
Result on investment financial assets 5 22 950 2988
Ilzizult on financial instruments valued at fair value through profit and . 251 500 152 413
Foreign exchange profit 5 65 185 239 146
Other operating income 6 79 579 39 166
Operating income 1513763 1 866 651
General and administrative expenses 7 -942 707 -1119171
Impairment losses on financial assets 8 -436 078 -135 138
Impairment losses on non financial assets 9 -579 -2 128
Depreciation and amortization 10 -79 646 -70 427
Other operating expenses 11 -59 878 -18 051
Operating expenses -1 518 888 -1 344 915
Operating profit / (loss) -5125 521 736
Share in net profit of associated companies 7 000 0
Profit / (loss) before taxes 1875 521736
Corporate income tax 12 -380 -108 327
Profit / (loss) after taxes 1495 413 409
Attributable to:

Equity holders of the parent 1495 413 409

Minority interests 0 0
Basic earnings per ordinary share (in PLN) 13 0.00 0.49
Diluted earnings (losses) per ordinary share (in PLN) 13 0.00 0.49
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CONSOLIDATED STATEMENT OF TOTAL COMPREHENSIVE INCOME  1.01.2009 - 1.10.2008 -
(Amount ‘000 PLN) 31.12.2009 31.12.2008
PROFIT / (LOSS) AFTER TAXES 1 495 413 409
OTHER ELEMENTS OF TOTAL COMPREHENSIVE INCOME
|. Effect of valuation of available for sale debt securities -4 022 14 068
II. Effect of valuation of available for sale shares 3543 1180
[ll. Hedge accounting -35 373 37 817
IV. Other elements of total comprehensive income before taxes -35 852 53 065
V. Corporate income tax on other elements of total comprehensive income 6 810 -10 082
VI. Other elements of total comprehensive income after taxes -29 042 42 983
VII. TOTAL COMPREHENSIVE INCOME OF THE PERIOD -27 547 456 392
Attributable to:

Equity holders of the parent -27 547 456 392

Minority interests 0 0

illennium
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Il. CONSOLIDATED BALANCE SHEET

ASSETS
Amount ‘000 PLN Note 31.12.2009 31.12.2008
Cash, balances with the Central Bank 14 2191 227 1802 594
Loans and advances to banks 15 695 697 1580 027
Finqncial assets valued at fair value through profit and loss (held for 16 3 032 081 6 279 933
trading)
Hedging derivatives 17 377 334 9977
Loans and advances to customers 18 33484935 33748 166
Investment financial assets 19 4163657 2913997
- available for sale 4 163 657 2913997
- held to maturity 0 0
Investments in associates 19 12 000 5395
Receivables from securities bought with sell-back clause (loans and 20 208 781 61 282
advances)
Property, plant and equipment 21 346 671 385 011
Intangible assets 22 22 821 21 837
Non current assets held for sale 23 869 1111
Receivables from Tax Office resulting from current tax 37475 48 710
Deferred income tax assets 24 140 325 51 253
Other assets 25 199 951 195 350
Total Assets 44913824 47 104 643

illennium
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LIABILITIES

Amount ‘000 PLN

Note 31.12.2009 31.12.2008

Deposits from banks 26 4909 370 3 060 550
tFri:;zSi)al liabilities valued at fair value through profit and loss (held for o7 682 203 4399 498
Hedging derivatives 28 122 813 1179 649
Deposits from customers 29 31558664 31702279
Liabilities from securities sold with buy-back clause 30 2 342 684 1502 062
Debt securities 31 1024 335 917 094
Provisions 32 24 577 33 881
Deferred income tax liabilities 33 0 0
Current tax liabilities 2080 514
Other liabilities 34 513 967 532 813
Subordinated debt 35 945 795 961 420
Total Liabilities 42 126 488 44 289 760
EQUITY

Amount ‘000 PLN Note

Share capital 36 849 182 849 182
Share premium 36 472 343 472 343
Revaluation reserve 36 11199 40 241
Retained earnings 36 1454 612 1453117
Total equity attributable to equity holders of the parent 2787 336 2 814 883
Minority interests 0 0
Total Equity 2787 336 2 814 883
Total Liabilities and Equity 44913 824 47 104 643
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lll. CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Total consolidated Revaluation reserve

equity Share capital Share premium Retained earnings
Equity at the beginning of the period 01.01.2009 2 814 883 849 182 472 343 40 241 1453 117
- total comprehensive income of 2009 -27 547 0 0 -29 042 1495
Equity at the end of the period 31.12.2009 2787 336 849 182 472 343 11 199 1454 612
Total ce(;nusi:);ldated Share capital Share premium Revaluation reserve Retained earnings
Equity at the beginning of the period 01.01.2008 2519932 849 182 471709 -2 742 1201783
- total comprehensive income of 2008 456 392 0 0 42 983 413 409
- dividend payment -161 345 0 0 0 -161 345
- other appropriation of profit (increase in social
benefits fund of subordinated entity) -96 0 0 0 -96
- consolidation adjustment 0 0 634 0 -634
Equity at the end of the period 31.12.2008 2 814 883 849 182 472 343 40 241 1453 117

Detailed information concerning changes in different equity items are presented in the Note (36)

illennium
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IV. CONSOLIDATED CASH FLOW STATEMENT

A. CASH FLOWS FROM OPERATING ACTIVITIES

e e
I. Profit (loss) after taxes 1495 413 409
Il. Adjustments for: 1785 456 287 573
1. Minority profit (loss) 0 0
2. Interests in net profit / (loss) of associated companies -7 000 0
3. Depreciation and amortization 79 646 70 427
4. Foreign exchange (gains) / losses -148 906 710 271
5. Dividends -2 165 -26 244
6. Changes in provisions -9 304 -779
7. Result on sale and liquidation of investing activity assets -11 995 -12 546
ﬁégir:]z?ge in financial assets valued at fair value through profit and loss (held for 2744 785 2900 767
9. Change in loans and advances to banks 902 377 -992 875
10. Change in loans and advances to customers 197986  -11707 973
11. Change in receivables from securities bought with sell-back clause -147 499 -32 475
:riaicr;]g?nge in liabilities valued at fair value through profit and loss (held for 4774 131 4992 106
13. Change in deposits from banks 2162910 -670 308
14. Change in deposits from customers -143 615 9901 617
15. Change in liabilities from securities sold with buy-back clause 840 622 776 086
16. Change in debt securities 149 259 -10 870
17. Change in income tax settlements -5 345 111 055
18. Income tax paid -64 114 -61 600
19. Change in other assets and liabilities -21 210 85 053
20. Other 43 155 57 395
lll. Net cash flows from operating activities 1786 951 700 982
B. CASH FLOWS FROM INVESTING ACTIVITIES
Amount ‘000 PLN "3112.2000 31.13.2008
I. Inflows: 24 813 732 5489 000
1. Proceeds from sale of property, plant and equipment and intangible assets 26 872 18 820
2. Proceeds from sale of shares in associates 0 0
I3. Proceeds from sale of financial assets valued at fair value through profit and 0 0
0ss
4. Proceeds from sale of investment financial assets 24 784 695 5443 936
5. Other 2165 26 244
Il. Outflows: -25149 718 -5 878 689
1. Acquisition of property, plant and equipment and intangible assets -33 440 -109 533
2. Acquisition of shares in associates 0 0
3. Acquisition of financial assets valued at fair value through profit and loss 0 0
4. Acquisition of investment financial assets -25116 278 -5 769 156
5. Other 0 0
lll. Net cash flows from investing activities -335 986 -389 689

C. CASH FLOWS FROM FINANCING ACTIVITIES

illennium

31 December 2009

Annual consolidated financial statements of the Bank Millennium Capital Group for 12 months ending

11



e e
l. Inflows: 1331630 674 332
1. Long-term bank loans 1331630 587 563
2. Issue of debt securities 0 86 769
3. Increase in subordinated debt 0 0
4. Net proceeds from issues of shares and additional capital paid-in 0 0
5. Other 0 0
Il. Outflows: -1 593 673 -218 623
1. Repayment of long-term bank loans -1 511 487 0
2. Redemption of debt securities -42 018 0
3. Decrease in subordinated debt 0 0
4. Issue of shares expenses 0 0
5. Redemption of shares 0 0
6. Dividends paid and other payments to owners 0 -161 345
7. Other -40 168 -57 278
lll. Net cash flows from financing activities -262 043 455 709
D. NET CASH FLOWS, TOTAL (A llI+B llI+C Ill) 1188 922 767 002
E.E(;gil-_:_lﬁhcl;DP(éalsngEQUIVALENTS AT THE BEGINNING OF THE 2939 685 2172 683
F. CASH AND CASH EQUIVALENTS AT THE END OF THE REPORTING 4128 607 2939 685

PERIOD (D+E)
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V. GENERAL INFORMATION ABOUT ISSUER AND THE ISSUER’S CAPITAL GROUP

Commercial name and seat: Bank Millennium S.A., Poland, Warsaw, Stanistawa Zaryna 2A
Registration court and register number: 13th Business Registration Division of the National Judicial
Register, Registration Court for the Capital City of Warsaw, no 0000010186

Issuer’s Core Business: banking and other financial intermediation, except insurance and pension
funds,

The business of the Capital Group comprises: banking, leasing, factoring, brokerage, capital
operations, investment fund management.

The financial statement contains the data of Bank Millennium S.A. (“the Bank”) and its subsidiaries

(hereinafter referred to as “the Group”).

Supervisory Board and Management Board of Bank Millennium S.A.
The General Shareholders Meeting of the Bank on 27 March 2009 appointed following persons, in
alphabetical order, for members of the Bank’s Supervisory Board:
1. Mr Maciej Bednarkiewicz,
. Mr Luis Maria Franca de Castro Pereira Coutinho ,
. Mr Vitor Manuel Lopes Fernandes,
. Mr Carlos Jorge Ramalho dos Santos Ferreira,
. Mr Marek Furtek,
. Mr Andrzej K. Kozminski,

. Mr Paulo José de Ribeiro Moita de Macedo,

0 N OO O B~ W N

. Mr Nelson Ricardo Bessa Machado,
9. Mr Ryszard Pospieszynski,

10. Mr Marek Rocki,

11. Mr Dariusz Rosati.

On 27 March 2009 a meeting was held of the Supervisory Board appointed on 27 March 2007 by the
Bank’s GSM for a new tenure, at which the Supervisory Board constituted itself appointing Mr Maciej
Bednarkiewicz for the function of Chairman of the Supervisory Board and Mr Carlos Jorge Ramalho
dos Santos Ferreira as well as Mr Ryszard Pospieszyniski for the function of Deputy Chairman. The
Supervisory Board also elected Mr Marek Furtek for Secretary of the Supervisory Board.
The Supervisory Board agreed that the Bank’s Management Board shall have 7 members.
The Supervisory Board appointed:

- Mr Bogustaw Jerzy Kott for the function of Chairman of the Management Board,

- Mr Rui Manuel Teixeira for the function of Deputy Chairman of the Management Board,
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and following persons for members of the Management Board:
- Mr Fernando Bicho,
- Ms Julianna Boniuk-Gorzelanczyk,
- Mr Wojciech Haase,
- Mr Joao Bras Jorge,
- Mr Artur Klimczak.

The Group’s parent entity is Bank Millennium S.A. The companies that belong to the Capital Group as

at 31 December 2009, are presented by the diagram below:

Structure of Bank Millennium Capital Group as at 31 December 2008 Legend
_> subsidiary companies
............. P affiliates
[ Millennium Service Sp.z o.o. ]45 [s830% | p.| Pomorskie Hurtowe Centrum
Rolno- Spozywcze S.A.

Millennium Telecommunnication 100,00%
Sp.zo.o. H
H 33,33%
Bank Millennium S.A. 98% _ SPC S.A.
Millennium Leasing Sp.z 0.0. 2% o

) [74.00% ] 5
—

[ BG Leasing S.A.

M »[ Towarzystwo Handlowe ]

"Weiman i S - ka" Sp. z o.0.

[ Lubuskie Fabryki ebii A |————

BANK MILLENNIUM S.A.

Millennium Dom | Millennium Lease Sp.‘ . Millennium Leasing |
[ Maklerski SA [ zo.0. BBG Finance BV TBM Sp. z o.0. Sp.z0.0.
MILLENNIUM ACCON
TFI S.A. Services Sp.z 0.0.

Moreover, the Group is consolidating a special purpose vehicle Orchis Sp. z 0.0. (SPV). The Company
was created for the needs of a securitisation transaction conducted by the Group in 2007. In
accordance with the provisions of IAS 27, IAS 39 and SIC 12 the Company started to be consolidated,

despite the Group not having capital exposure (for this reason the Company is not included in the
above Group diagram).
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The Group applied provisions of IAS 8 ("Accounting principles (policies), changes in value estimates
and error adjustment”) section 8, whereby IFRS constitute a complete set of accounting principles,
which do not have to be applied if the result of their application is immaterial. By the virtue of the
above, provisions of IAS 27 (“Consolidated and solo-basis financial statements”) and provisions of IAS
28 (“Investment in associated companies”) were not applied in relation to the financial statements of
BG Leasing S.A. being a member of the Capital Group as at 31 December 2009 but despite holding a
majority block of shares, due to pending bankruptcy proceedings, the Group is practically not

exercising any control in this company.

In 2009 the only changes in structure of the Group were following:

- the Group wrote-off against provisions the shares in affiliates: SPC S.A. and Weiman i S-ka Sp. z
0.0. with the total value of PLN 33 thou. Both companies were not operational;

- the name of a subsidiary was changed from Ress Trading Sp. z o0.0. to Millennium
Telecommunication Services Sp. z 0.0. Additionally Group started to consolidate aforementioned

company considering its planned development of activity.
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VI. ACCOUNTING POLICY
Compliance Statement

This financial statement of the Group is prepared in accordance with International Financial Reporting
Standards (‘IFRS’), as adopted by the European Union and with respect to matters not regulated by
the above standards, in accordance with the accounting principles as set out in the Accounting Act
dated 29 September 1994 (Official Journal from 2002, No. 76, item 694 with later amendments) and
the respective bylaws and regulations and the requirements for issuers of securities admitted or
sought to be admitted to trading on an official stock-exchange listing market. This financial statement
meets the reporting requirements described in the Decree of the Council of Ministers dated 19
October 2005 on current and periodical information provided by issuers of securities (Official Journal
from 2005, item 209).

This financial report was approved for publication by the Management Board on 1 March 2010.

Earlier adoption of standards which are not binding as of the balance sheet day

The Group did not use the possibility of an earlier adoption of the new Standards and Interpretations,
which have already been published and which will enter into force after the balance sheet day,
including:
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Standards, Interpretations and amendments to published Standards that are not yet effective

Standard/Interpretation

Nature of impending change in accounting
policy

Possible impact on financial
statements

Effective date for periods
beginning as the date or after
that date

Improvements to IFRS
2008: Amendments to
IFRS 5 Non-current
Assets Held for Sale

IFRS 5 has been amended and states that:

e An entity that is committed to a sale plan
involving loss of control of a subsidiary shall
classify all the assets and liabilities of that
subsidiary as held for sale when the criteria set
out in paragraphs 6-8 are met;

e Disclosures relating to the discontinued
operations are required when the subsidiary is
a disposal group that meets the definition of a
discontinued operation when the subsidiary is a
disposal group that meets the definition of a
discontinued operation.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known/
reasonably estimable.

1 July 2009

Revised IFRS 1 First
Time Adoption of IFRS

The revised version restructures the format of the
IFRS without changing the standard’s technical
content. The revised version moves the exemptions
and exceptions contained in the main body of the
standard to different appendices.

The amendment has no impact on the
Group’s Financial Statements

1 July 2009

According to Commission
Regulation No 1136/2009 each
entity shall apply the revised
standard at the latest, as from the
commencement date of its first
financial year starting after 31
December 2009.

Revised IFRS 3 Business
Combinations

The scope of the revised Standard has been
amended and the definition of a business has been
expanded. The revised Standard also includes a
number of other potentially significant changes
including:

e All items of consideration transferred by the
acquirer are recognized and measured at
fair value as of the acquisition date,
including contingent consideration.

As the revised Standard should not be
applied to business combinations prior to
the date of adoption, the revised Standard
is expected to have no impact on the
financial statements with respect to
business combinations that occur before
the date of adoption of the revised
Standard.

1 July 2009

According to Commission
Regulation No 495/2009 Each entity
shall apply the revised IFRS 3 at the
latest, as from the commencement
date of its first financial year starting
after 30 June 2009.
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Standard/Interpretation

Nature of impending change in accounting
policy

Possible impact on financial
statements

Effective date for periods
beginning as the date or after
that date

e Subsequent change in contingent
consideration will be recognized in profit or
loss.

e Transaction costs, other than share and
debt issuance costs, will be expensed as
incurred.

e The acquirer can elect to measure any non-
controlling interest at fair value at the
acquisition date (full goodwill), or at its
proportionate interest in the fair value of the
identifiable assets and liabilities of the
acquiree, on a transaction-by-transaction
basis.

Revised IAS 27
Consolidated and
Separate Financial
Statements

In the revised Standard the term minority interest
has been replaced by non-controlling interest, and
is defined as “the equity in a subsidiary not
attributable, directly or indirectly, to a parent”. The
revised Standard also amends the accounting for
non-controlling interest, the loss of control of a
subsidiary, and the allocation of profit or loss and
other comprehensive income between the
controlling and non-controlling interest.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 July 2009

According to Commission
Regulation No 494/2009 each entity
shall apply the amendments to IAS
27 at the latest, as from the
commencement date of its first
financial year starting after 30 June
2009.

Amendments to IAS 32
Improving Disclosures
about Financial
Instruments

The amendment requires that rights, options or
warrants to acquire a fixed number of entity’s own
equity instruments for a fixed amount of any
currency are equity instruments if the entity offers
the rights, options or warrants pro rata to all of its
existing owners of the same class of its own non —
derivative equity instruments.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 February 2010

According to Commission
Regulation No 1293/2009 each
entity shall apply the amendments at
the latest, as from the
commencement date of its first
financial year starting after 31
January 2009.
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Standard/Interpretation

Nature of impending change in accounting
policy

Possible impact on financial
statements

Effective date for periods
beginning as the date or after
that date

Amendment to IAS 39,
Financial Instruments:
Recognition and
Measurement

The amended Standard clarifies the application of
existing principles that determine whether specific
risks or portions of cash flows are eligible for
designation in a hedging relationship. In
designating a hedging relationship the risks or
portions must be separately identifiable and reliably
measurable; however inflation cannot be
designated, except in limited circumstances.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 July 2009

According to Commission
Regulation No 839/2009 each entity
shall apply the revised standard at
the latest, as from the
commencement date of its first
financial year starting after 30 June
2009.

IFRIC 12 Service
Concession
Arrangements

The Interpretation provides guidance to private
sector entities on certain recognition and
measurement with respect to accounting for public-
to-private service concession arrangements.

IFRIC 12 is not relevant to the Group’s
operations as none of the Group’s entity
has concluded a concession
arrangement.

1 January 2008;

According to Commission
Regulation No 254/2009 each entity
shall apply IFRIC 12 at the latest, as
from the commencement date of its
first financial year starting after the
date of entry into force of the
Regulation i.e. 28 March 2009.

IFRIC 15 Agreements for
the Construction of Real
Estate

IFRIC 15 clarifies that revenue arising from
agreements for the construction of real estate is
recognised by reference to the stage of completion
of the contract activity in the following cases:

1. the agreement meets the definition of a
construction contract in accordance with IAS 11.3;
2. the agreement is only for the rendering of
services in accordance with IAS 18 (e.g., the entity
is not required to supply construction materials);
and

3. the agreement is for the sale of goods but the
revenue recognition criteria of IAS 18.14 are met
continuously as construction progresses.

In all other cases, revenue is recognised when all of
the revenue recognition criteria of IAS 18.14 are
satisfied (e.g., upon completion of construction or
upon delivery).

IFRIC 15 is not relevant to the Group’s
financial statements as the Group does
not provide real estate construction

services or develop real estate for sale.

1 January 2009

According to Commission
Regulation No 636/2009 each entity
shall apply the revised standard at
the latest, as from the
commencement date of its first
financial year starting after 31
December 2009.
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Standard/Interpretation

Nature of impending change in accounting
policy

Possible impact on financial
statements

Effective date for periods
beginning as the date or after
that date

IFRIC 16 Hedges of a
Net Investment in a
Foreign Operation

The Interpretation explains the type of exposure
that may be hedged, where in the group the hedged
item may be held, whether the method of
consolidation affects hedge effectiveness, the form
the hedged instrument may take and which
amounts are reclassified from equity to profit or loss
on disposal of the foreign operation.

IFRIC 16 is not relevant to the Group’s
financial statements as the Group has not
designated any hedges of a net
investment in a foreign operation [or: does
not have any investments in a foreign
operation].

1 October 2008

According to Commission
Regulation No 460/2009 each
company shall apply IFRIC 16 as at
the latest, as from the
commencement date of its first
financial year starting after 30 June
2009.

IFRIC 17 Distributions of
Non-cash Assets to
Owners

The Interpretation applies to non-reciprocal
distributions of non-cash assets to owners acting in
their capacity as owners. In accordance with the
Interpretation a liability to pay a dividend shall be
recognised when the dividend is appropriately
authorised and is no longer at the discretion of the
entity and shall be measured at the fair value of the
assets to be distributed. The carrying amount of the
dividend payable shall be remeasured at each
reporting date, with any changes in the carrying
amount recognised in equity as adjustments to the
amount of the distribution. When the dividend
payable is settled the difference, if any, between the
carrying amount of the assets distributed and the
carrying amount of the dividend payable shall be
recognised in profit or loss.

As the Interpretation is applicable only
from the date of application, it will not
impact on the financial statements for
periods prior to the date of adoption of the
interpretation. Further, since it relates to
future dividends that will be at the
discretion of the board of
directors/shareholders it is not possible to
determine the effects of application in
advance.

1 July 2009

According to Commission
Regulation No 1142/2009 each
entity shall apply the revised
standard at the latest as from the
commencement date of its first
financial year starting after 31
October 2009.
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Standard/Interpretation

Nature of impending change in accounting
policy

Possible impact on financial
statements

Effective date for periods
beginning as the date or after
that date

IFRIC 18 Transfers of
Assets from Customers

The Interpretation applies to agreements in which
an entity receives an item of property, plant and
equipment from a customer that the entity must use
either to connect the customer to a network or to
provide the customer with ongoing access to a
supply of goods and services, or to do both. This
Interpretation also applies to agreements in which
the entity receives cash from customer when that
amount of cash must be used only to construct or
acquire an item of property. The entity that received
a contribution within the scope of the interpretation
recognises this item as an asset if it determines that
the transferred item meets the definition of an
asset. The corresponding amount will be
recognised as revenue. The exact timing of the
revenue recognition will depend on the facts and
circumstances of each particular arrangement.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 July 2009

According to Commission
Regulation No 1164/2009 each
entity shall apply the revised
standard at the latest, as from the
commencement date of its first
financial year starting after 31
October 2009.
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Standards and interpretations not yet endorsed by the EU

Standard/Interpretation

Nature of impending change in accounting

policy

Possible impact on financial statements

Effective date for periods
beginning as the date or after
that date

Improvements to IFRS
2009

The Improvements to IFRSs 2009 contains 15

amendments to 12 standards.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 January 2010 except changes to
IFRIC 9 Reassessment of
Embedded Derivatives —Scope of
IFRIC 9 and revised IFRS 3 and
IFRIC 16 Hedges of a Net
Investment in a Foreign Operation
— Amendment to the restriction on
the entity that can hold hedging
instruments, IAS 38 Intangible
Assets — Additional consequential
amendments arising from revised
IFRS 3, IFRS 2 Share — based
Payments — Scope of IFRS 2 and
revised IFRS 3  Business
Combinations — where the
effective date is 1 July 2009 and
IAS 18 Revenue — Determining
whether an entity is acting as a
principal or as an agent where the
effective date is not given.

Amendments to IFRS 1
First-time Adoption of
International Financial
Reporting Standards —
Additional Exemptions
for First-time Adopters

The amendment consists in issuing additional

optional exemptions for first-time adopters of IFRSs

with respect to:

establishing of Deemed cost for oil and gas
assets;
reassessment of lease determination;

establishing of deemed cost for operations
subject to rate regulation.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 January 2010
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Standard/Interpretation

Nature of impending change in accounting

policy

Possible impact on financial statements

Effective date for periods
beginning as the date or after
that date

Amendments to IFRS 1
Limited Exemption from
Comparative IFRS 7
Disclosures for First-time
Adopters

The proposed amendment would provide relief to
first-time adopters from the requirement to provide
comparative period disclosures for the information
required to be presented by the Amendments to
IFRS 7 if the first IFRS reporting period starts earlier
than 1 January 2010.

The amendment has no impact on the
Group’s Financial Statements

1 July 2010

Amendments to IFRS 2
Share-based Payment —
Group Cash-settled
Share-based Payment
Transactions

The amendments require an entity receiving goods
or services in either an equity-settled or a cash-
settled share-based payment transaction to account
for the transaction in its separate or individual
financial statements.

This principle even applies if another group entity or
shareholder settles the transaction and the
receiving entity has no obligation to settle the
payment.

The possible impact of the revised
standard on the entity’s financial
statements in the period of initial
recognition is not known.

1 January 2010

IFRS 9 Financial
Instruments

The standard is issued as part of comprehensive
review of financial instruments accounting. The new
standard reduces the complexity of the current
requirements and to replace IAS 39 Financial
Instruments: Recognition and Measurement. The
new standard deals with classification and
measurement of financial assets only.

The possible impact of the new standard
on the Group’s financial statements in the
period of initial recognition is not known.

1 January 2013
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Standard/Interpretation

Nature of impending change in accounting
policy

Possible impact on financial statements

Effective date for periods
beginning as the date or after
that date

Revised IAS 24
Related Party
Disclosures

The changes introduced relate mainly to the related
party disclosure requirements for government —
related entities and the definition of a related party.

The possible impact of the revised
standard on the Group’s financial
statements in the period of initial
recognition is not known.

1 January 2011

Amendments to IFRIC
14 Prepayments of a
Minimum Funding

Under the amended IFRIC 14 prepayments made to
the plan where there are Minimum Funding
Requirements would be recognized as an asset.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 January 2009

IFRIC 19 Extinguishing
Financial Liabilities with
Equity Instruments

The interpretation clarifies that equity instruments
issued to a creditor to extinguish a financial liability
are “consideration paid” in accordance with IAS
39.41. The above described equity instruments
shall be measured at the fair value and the
difference between the carrying amount of the
financial liability extinguished and the initial
measurement of the equity instruments issued
should be recognized in profit or loss.

The possible impact of the amendment on
the Group’s financial statements in the
period of initial recognition is not known.

1 July 2010
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Restatements of previously published financial data

CHANGE IN PRESENTATION OF THE EFFECT OF REVALUATION OF INTEREST ACCRUED IN THE BALANCE SHEET

In 2009 the Group changed the method of presentation of FX gains/losses on interest accrued in the
balance sheet, expressed in foreign currencies. This revaluation effect, presented previously in the
Profit and Loss Account as a component of the interest margin or of result on financial instruments, is

currently reported in the item “FX gains/losses”. Adjusted 2008 data are as follows:

Year 2008

Adjusted item data as presented Year 20.08 Difference
- comparatives
previously

Interest income 2 490 922 2444 774 -46 148
Result on financial instruments

valued at fair value through profit 146 825 152 413 +5 588
and loss

Foreign exchange profit 198 586 239 146 +40 560

CHANGE IN PRESENTATION OF DISCOUNT ON ISSUED DEBT SECURITIES

In 2009 the Group changed the method of presentation in the balance sheet of the discount remaining
to be settled, concerning issued debt securities. The amount of the discount, presented previously as
a component of other assets, was reflected in the value of liabilities on account of issue of debt

securities. Adjusted 2008 data are as follows:

Year 2008 Year 2008
Adjusted item data as presented . Difference
- comparatives
previously
Other assets 205 629 195 350 -10 279
Debt securities 927 373 917 094 -10 279

Reclassification of debt securities

In 2008 the Group reclassified WZ0911 seven-year floating-rate Treasury bonds from the portfolio
“held for trading” to the portfolio “available for sale”. This change of classification was possible based
on the amendment of IAS MSR 39 and IFRS 7, implemented by virtue of Regulation No. 1004/2008 of
the Commission of the European Communities of 15 October 2008. Under the invoked standard the
reclassification was done at fair value — the valuation losses recognised in the Profit and Loss Account
until the moment of reclassification were not reversed and the fair value of the instrument on the day
of reclassification constituted new cost of acquisition. The premise justifying the above reclassification
(resulting from IAS 39.50B) was change of intention to keep these securities in the Bank’s portfolio;
realisation of short-term gains on the investment ceased to be possible due to changes in the market

situation.

The information requirements in relation to the above transaction, enshrined in the provisions of IFRS

7 are satisfied by the data presented in the tables below:
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Securities

WZ0911

Par value in a date of reclassification

PLN 120.000.000

Balance sheet value in a date of reclassification

PLN 119.132.400

Interest rate in a date of reclassification

6.64%

Data in PLN thous

Amount ‘000 PLN

Valuation recognized
in in profit and loss

(with tax effect)

Valuation recognized in
revaluation reserve at the end

of the period (with tax effect)

Total effect recognized in

equity

Year 2007

Before
reclassification in

“trading” portfolio

Year 2008

Before
reclassification in

“trading” portfolio

-1016

-1016

After reclassification
in “available for sale”

portfolio

-2 509

-2 509

TOTAL 2008

-1 016

-2 509

- 3525

Year 2009

After reclassification
in “available for sale”

portfolio

- 461

-1477

Year 2009

(proforma)

If the reclassification

did not occur

2048

- 1477
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Adopted accounting principles

1. Basis of Financial Statements Preparation

The financial statements were prepared in Polish zlotys, rounded to one thousand.

The consolidated financial statements, has been prepared based on historical cost principle except
financial assets and liabilities recognised at fair value through profit and loss account including
derivative instruments, and financial assets classified as available for sale, other than those whose fair
value cannot be reliably determined. Other items of financial assets and liabilities (including loans and
advances) are presented at amortized cost less impairment charges, or at their purchase price less
impairment charges.

The preparation of financial statements in accordance with IFRS requires from the management the
use of estimates and assumptions that affect the amounts (assets, liabilities, incomes and costs)
reported in the financial statements and notes thereto. The respective unit of the Group is responsible
for selection, application, development, and verification of adopted estimations; the assumptions are
then subject to approval by the Group’s management.

Estimations and assumptions applied to the presentation of value of assets, liabilities, revenues and
costs, are made on basis of historical data available and other factors considered to be relevant in
given circumstances. Applied assumptions related to the future and available data sources are the
base for making estimations regarding carrying value of assets and liabilities, which cannot be
determined explicitly on basis of other sources. The actual results may differ from those estimates.
The conformity between real results and adopted estimations and assumptions is verified on regular
basis. Adjustments to estimates are recognized in the period when the estimation was changed,
provided that the adjustment applies to this period alone, or in the period when the estimation was
changed and in the following periods, should the adjustment impact both the current and future
periods.

The below-presented accounting principles have been applied to all reporting periods presented in the
consolidated financial statements.

All the entities subject to consolidation prepare their financial statements in accordance with the same
accounting standards applied by the whole Capital Group which is IFRS, at the same balance sheet

date

2. Basis of Consolidation

Purchase method

The purchase method of accounting is used to account for the acquisition of subsidiaries by the
Group. The cost of an acquisition is measured as the fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the date of exchange, plus costs directly attributable to
the acquisition. Assets acquired and liabilities and contingent liabilities assumed in a business

combination are measured initially at their fair values at the acquisition date, irrespective of the extent
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of any minority interest. The excess of the cost of acquisition over the fair value of the Group’s share
of the identifiable net assets acquired is recorded as goodwill. If the cost of combination is lower than
the Group’s interest in net fair value of identifiable assets, liabilities, conditional liabilities of the
acquired subsidiary, the Group will reassess identification and measure again the identifiable assets,
liabilities and conditional liabilities of the entity being acquired as well as measurement of the cost of
the combination. Any surplus remaining after the reassessment is immediately recognised in the Profit
and Loss Account.

Subsidiaries

Subsidiaries are any entities (including special purpose vehicles) controlled by the Group, which
means that the Group has direct or indirect influence on their financial and operating policy of the
given entity to gain economic benefits. When assessing whether the Group controls a given unit or
not, one shall take into account, inter alias, the existence and impact of potential voting rights that in

any given moment can be exercised or changed.

Control is presumed to exist when the parent owns more than half of the voting power of an entity and
when there is:
1. power over more than half of the voting rights by virtue of an agreement with other investors;
2. power to govern the financial and operating policies of the entity under a statute or an
agreement;
3. power to appoint or remove the majority of the members of the board of directors or equivalent
governing body and control of the entity is by that board or body; or
4. power to cast the majority of votes at meetings of the board of directors or equivalent
governing body and control of the entity is by that board or body.

Subsidiaries are subject to consolidation from the date of taking over control by the Group until the
date on which the parent ceases to control the subsidiary.

Transactions, settlements and unrealized profits resulting from transactions among Group’s entities
are eliminated. The unrealised losses are also subject to elimination, as long as the transaction does

not provide evidence that the transferred asset is impaired.

Associates

Associates are any entities over which the Group has significant influence but do not control them,
generally accompanying a shareholding between 20% and 50% of the voting rights. Investments in
associates are initially accounted at purchase price and then accounted for by using the equity
method. The Group’s investment in associates includes goodwill (net of any accumulated impairment
loss) identified on acquisition. The share of the Group in the profits (losses) of associates since the
date of acquisition is recognised in the profit and loss, whereas its share in changes in other reserves

since the date of acquisition — in other reserves. The carrying amount of the investment is adjusted by
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the total changes of different items of equity after the date of their acquisition. When the share of the
Group in the losses of an associate becomes equal or greater than the share of the Group in that
associate, the Group discontinues the recognition of any further losses or creates provision only to
such amount, it has assumed obligations or has settled payments on behalf of the respective
associate.

Any unrealised profits on transactions between the Group and its associates shall be eliminated in
proportion to the Group’s shareholding in the affiliates. Also unrealised losses are subject to

elimination, as long as the transaction does not deliver evidence that the transferred asset is impaired.

3. Functional currency and presentation currency

Functional currency and presentation currency

The items contained in consolidated financial statements of the Group are presented in the currency of
their basic economic environment, in which a given entity operates (‘the functional currency’). The
consolidated financial statements are presented in Polish zlotys, being the functional currency and the

presentation currency for the Group.

Transactions and balances

Transactions expressed in foreign currency are translated into the functional currency by applying the
exchange rate at the date of the transaction. Exchange rate profits and losses due to settlements of
these transactions and to the balance sheet valuation of assets and monetary commitments

expressed in foreign currency are accounted for in the profit and loss account.

Exchange rate differences on monetary items, both those valued at fair value through the profit and
loss account or classified as available for sale or held to maturity are disclosed in the profit and loss

account.

Exchange rate differences on non monetary items valued at fair value through the profit and loss, are
accounted in the profit and loss account. Exchange rate differences due to items, such as equity

instruments classified to financial assets available for sale, are included in the revaluation reserve.

4. Financial assets and liabilities

Classification

The Group classifies financial instruments (as defined in IAS 39) into the following categories: financial
assets and liabilities valued at fair value through profit and loss, investments held to maturity, loans
and receivables, financial assets available for sale, other financial liabilities. The classification of

investments is determined by the authorised staff at the time of their initial recognition.
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e Financial instruments valued at fair value through the profit and loss

These are financial assets or financial liabilities that are either held for trading (those that acquired
or incurred principally for the purpose of selling it in the near term or are a part of a portfolio of
identified financial instruments that are managed together and for which there is evidence of a
recent actual pattern of short-term profit-taking. Derivatives are also classified as held for trading,
other than those that are designated and effective hedging instruments or those that were
designated as at fair value through profit and loss.

Such designation can be made only if (i) the designated financial asset or financial liability is a
hybrid instrument containing one or many embedded derivatives, which qualify for separate
recognition and embedded derivatives cannot change significantly the cash flows resulting from the
host contract or separation of embedded derivative is forbidden; (ii) usage of such classification of
financial asset or liability eliminates or decreases significantly the inconsistency of measurement or
recognition (so called accounting difference due to various methods of assets and liabilities
valuation or various recognition of gains and losses attributable to them); (iii) the group of financial
assets and liabilities or both categories is managed properly, and its results are measured using
fair value, in accordance with documented risk management principles or the Group’s investment
strategy.

e Held to maturity investments

These are non-derivative financial assets with fixed or determinable payments and fixed maturity
that the Group has the positive intention and ability to hold to maturity other than: (1) those that the
Group upon initial recognition designates as at fair value through profit or loss; (2) those that the
entity designates as available for sale; and (3) those that meet the definition of loans and
receivables.

Held to maturity investments cannot be reclassified to other category. The Group cannot classify
any financial assets as held to maturity during two financial years (any remaining held to maturity
investments have to be reclassified as available for sale), if the Group, during the current financial
year, sold or reclassified more than an insignificant amount of held-to-maturity investments before
maturity. This does not apply if the sale or reclassification, described above took place, so close to
maturity or the financial asset’s call date that changes in the market rate of interest would not have
a significant effect on the financial asset’s fair value; the event occurs after the Group has collected
substantially all of the financial asset’s original principal through scheduled payments or
prepayments; or the event is result of an isolated event that is beyond the Group’s control, is

nonrecurring and could not have been reasonably anticipated by the Group.
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e |Loans and advances

Loans and advances are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market, other than: 1) those that are classified as held for trading or are
designated as at fair value through profit or loss; 2) those that the entity upon initial recognition
designates as available for sale; or 3) those for which the holder may not recover substantially all of
its initial investment, other than because of credit deterioration, which are classified as available for

sale.

e Financial assets available for sale
Available-for-sale financial assets are those non-derivative financial assets that are designated as
available for sale or are not classified as loans and receivables, held-to-maturity investments or

financial assets at fair value through profit or loss.

e Other financial liabilities
As other financial liabilities, the Group classifies all financial liabilities not classified as financial
liability valued at fair value through the profit and loss, including especially received deposits and

loans.

Recognition of financial instruments in the balance sheet

The Group recognizes financial assets or liabilities on the balance sheet, when it becomes a party to
the contractual provisions of the instrument. Standardized purchase and sale transactions of financial
assets are recognized at the trade date.

All financial assets at their initial recognition are valued at fair value adjusted, in the case of a financial
asset not valued at fair value through profit or loss, by transaction costs that are directly attributable to

the acquisition or issue of the financial asset/liability.

De-recognition of financial instruments from the balance sheet

The Group derecognizes a financial asset when and only when: the contractual rights to the cash
flows from the financial asset expire, or the Group transfers the financial asset to third party. The
transfer takes place when the Group 1) transfers the contractual right to receive the cash flows from
the financial asset, or 2) retains the contractual rights to receive the cash flows of the financial asset,
but assumes a contractual obligation to pay the cash flows to an entity from outside the Group. On
transferring a financial asset, the Group evaluates the extent to which it retains the risks and rewards

of ownership of the financial asset. Accordingly, where the Group:
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— transfers substantially all the risks and rewards of ownership of the financial asset, it derecognises
the financial asset,

— retains substantially all the risks and rewards of ownership of the financial asset, it continues to
recognise the financial asset,

— neither transfers nor retains substantially all the risks and rewards of ownership of the financial
asset, it determines whether it has retained control of the financial asset. In this case if the Group
has retained control, it continues to recognise the financial asset to the extent of its continuing
involvement in the financial asset, and if the Group has not retained control, it derecognises the

financial asset accordingly.

The Group removes a financial liability (or a part of a financial liability) from its balance sheet when,
and only when, it is extinguished — i.e. when the obligation specified in the contract is discharged or
cancelled or expired.

Valuation of financial instruments after the initial recognition in the balance sheet

After the initial recognition, financial instruments are valued as follows:

e Financial instruments valued at fair value through the profit and loss
The instruments are valued at fair value, and any changes are recognized directly in the profit and
loss of the Group.

e Held to maturity investments and loans and advances
This category is valued at amortized cost using effective interest rate less any impairment.

Impairment is recognised in the profit and loss account.

e Financial asset available for sale
Financial assets classified as available for sale are measured at fair value. Gains and losses
arising from changes in the fair value of available for sale financial assets are recognized directly in
equity until the de-recognition of the respective financial asset in the balance sheet or until its
impairment: at such time the aggregate net gain or loss is recognised in the profit and loss.
Interests calculated using the effective interest rate is recognized in interest income.
If there is any objective evidence of impairment, the Group recognizes impairment loss as

described in the point 6: ‘Iimpairment of financial assets’.

e Other financial liabilities
Financial instruments classified as other financial liabilities are valued at amortized cost using the

effective interest rate.
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In the first place the measurement at fair value is based on prices quoted for a given instrument on the
active market. If the valued instrument is not quoted on an active market, the Group determines the
fair value using valuation techniques. Valuation techniques include using recent arm's length market
transactions between knowledgeable, willing parties, reference to the current fair value of other
instruments, discounted cash flow analysis and option pricing models, as well as other valuation

methods generally applied by market participants.

5. Hedge Accounting and Financial Derivatives

Valuation at fair value

Derivative instruments are reported at fair value starting from the day of conclusion of the transaction.
Fair value is determined on the basis of quotations of instruments on active markets, including pricing
of recently concluded transactions. A market is considered active when the quoted instrument prices
are regularly available and result from actual transactions on the market and represent a level, at
which the Group could conclude such transactions. If the market for the instruments is not active the
Group determines fair value with use of measurement techniques, including models based on
discounted cash flows and options measurement models. The measurement techniques used by the
Group are based on maximum use of input data coming from the active market, such as interest rates,
FX rates and implied volatilities. In case of lack of input data from the active market the Group makes
use in the measurement techniques of proprietary estimates of measurement parameters, based on

best knowledge and experience.

Recognition of embedded derivative instruments

The Group distinguishes and records in the balance sheet the derivatives which are a component of

hybrid instruments. A hybrid agreement contains an underlying (host) contract (not being a derivative)

and an embedded derivative which on the basis of a specific interest rate, price of financial instrument,

price of a commodity, rate of a currency, index of prices or rates or another variable modifies part or

the total of the cash flows resulting from the underlying contract.

Embedded derivative instruments are treated as stand-alone derivative instruments provided they

meet conditions presented below. Embedded derivative instruments are valued at fair value, and their

changes are recognized in the profit and loss. Embedded derivative instruments are recognized and

valued separately from the host contract if, and only if:

e the economic characteristics and risks of the embedded derivative are not closely related to the
economic characteristics and risks of the host contract,

e a separate instrument with the same terms as the embedded derivative would meet the definition
of a derivative; and

e the hybrid (combined) instrument is not measured at fair value with changes in fair value

recognized in profit or loss.
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The method of recognizing the resulting fair value gain or loss depends on whether the given
derivative instrument is designated as a hedging instrument, and if it is, it also depends on the nature

of the hedging relationship and the hedged item.

Derivative instruments designated as hedging instruments — hedge accounting
The Group uses derivative instruments in order to hedge against interest rate risk, arising from
operating, financing and investing activities of the Group. Derivative instruments are designated as a
hedging instrument of:
v' cash flows hedges of recognized asset or liability or highly probable forecasted transaction
(cash flow hedges), or:

v fair value hedges of recognized asset or liability or firm commitment (fair value hedges).

Hedge accounting criteria
The Group uses hedge accounting, if the conditions established in IAS 39 are met:

v' At the inception of the hedge there is formal designation and documentation of the hedging
relationship and the Group's risk management objective and strategy for undertaking the hedge.
That documentation includes identification of the hedging instrument, the hedged item or
transaction, the nature of the risk being hedged. It documents also, at the inception of the hedge
and through the period of hedge relationship, the assessment of the hedging instrument's
effectiveness in offsetting the exposure to changes in fair value or cash flows of the hedged item.

v" The hedge is expected to be highly effective in achieving offsetting changes in fair value or cash
flows attributable to the hedged risk, consistently with the originally documented risk management
strategy for that particular hedging relationship (prospective effectiveness test);

v' For cash flow hedges, a forecast transaction that is the subject of the hedge must be highly
probable and must present an exposure to variations in cash flows that could ultimately affect
profit or loss (high probability test);

v' The effectiveness of the hedge can be reliably measured, i.e. the fair value or cash flows of the
hedged item that are attributable to the hedged risk and the fair value of the hedging instrument
can be reliably measured;

v' The hedge is assessed on an ongoing basis and determined actually to have been highly effective
throughout the financial reporting periods for which the hedge was designated (backward-looking

effectiveness test).

Cash flow hedge

Cash flow hedge: a hedge of the exposure to variability in cash flows that (i) is attributable to a
particular risk associated with a recognised asset or liability (such as all or some future interest
payments on variable rate debt) or a highly probable forecast transaction and (ii) could affect profit or

loss.
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A cash flow hedge is accounted for as follows: the portion of the gain or loss on the hedging
instrument that is determined to be an effective hedge is recognised directly in equity through the
statement of changes in equity through other comprehensive income; and the ineffective portion of the

gain or loss on the hedging instrument is recognised in profit or loss.

The associated gains or losses that were recognised directly in equity (effective hedge), at the
moment of recognition of a financial asset and liability being a result of planned hedged future
transaction, are transferred into profit or loss in the same period or periods during which the asset

acquired or liability assumed affects the profit or loss.

In case of a hedge of non-financial asset or a non-financial liability, the associated gains and losses
recognized directly in equity as an effective hedge, are transferred successively into the profit or loss
account in the same period or periods during which the asset acquired or liability assumed affects the
profit or loss account directly from equities or are transferred from equities to initial purchase price in
the balance sheet and recognized successfully in the periods, in which non — financial asset or liability

has impact on profit and loss account.

Fair value hedge

Fair value hedge: a hedge of the exposure to changes in fair value of a recognised asset or liability or
an unrecognised firm commitment, or an identified portion of such an asset, liability or firm

commitment, that is attributable to a particular risk and could affect the profit or loss.

Changes in the fair value of derivative instruments classified and eligible as fair value hedges are
recognised in the Profit and Loss along with their corresponding changes of the hedged asset or

liability relating to the risk hedged by the Group.

It means that any gains or losses resulting from re-measuring the hedging instrument at fair value (for
a derivative hedging instrument) are recognised in profit or loss and the gains or losses on the hedged
item attributable to the hedged risk adjust the carrying amount of the hedged item and are recognised
in profit or loss. This applies if the hedged item is otherwise measured at cost. Recognition of the gain
or loss attributable to the hedged risk in profit or loss applies if the hedged item is an available-for-sale
financial asset. The valuation of hedged financial assets classified as available for sale, resulting from
factors other than risk hedged, is recognized in the revaluation reserve till the date of sale or maturity

of this financial asset.

Termination of hedge accounting

If the fair value hedge no longer meets the criteria for applying hedge accounting, the carrying value
adjustment of the hedged instrument valued at amortized cost and effective interest rate, is amortized
through profit and loss account over the period ending on the maturity date. The value of hedged
financial assets classified as available for sale resulting from factors other than hedged risks is
recognized in the revaluation reserve till the date of sale or maturity of this financial asset.
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If the cash flow hedge no longer meets the criteria for hedge accounting, the valuation of hedging
instrument recognized directly in equity at the date of the last effectiveness test remains in equity until
the realization of cash flow resulting from the hedged item. Then the amount is transferred into profit
and loss account in the periods, in which the hedged transaction influences the profit and loss

account.

Derivative instruments not qualifying as hedging instruments

Derivative instruments that are not subject to hedge accounting principles are classified as
instruments for trading, and valued at fair value The changes in fair value of derivative instruments
held for trading are recognized in the profit and loss in item ‘Result from financial instruments valued
at fair value through the profit and loss account’ or ‘Foreign exchange profit’, which was described
below.

The Group uses the following principles of recognition of gain and losses resulting from the valuation

of derivative instruments:

1) FXforward
Forward transactions are valued at fair value on discounted future cash flows basis. Any changes
in fair value of FX forward transactions are recorded in ‘Foreign exchange profit' of the Profit and

Loss Account.

2) FX SWAP

FX SWAP transactions are measured at fair value based on the discounted future cash-flow
method with use of interest rate curves based on spread reflecting current market conditions.
Changes of fair value of FX SWAP transactions are reported in “Result on financial instruments
measured at fair value through Profit and Loss” and “FX Gains/Losses” in the profit and Loss
Account.

Moreover the Group designated selected FX SWAP transactions as hedging instruments. The
method of capturing and valuating hedging financial instruments was described in the part on

hedge accounting.

3) Interest Rate SWAP (IRS)
IRS transactions are valued at fair value on discounted future cash flows basis. Any changes in
fair value of IRS transactions are recorded in Result from financial instruments valued at fair value
through the profit and loss account of the Profit and Loss Account.
Moreover the Group designated selected IRS transactions as hedging instruments. The method of
capturing and valuating hedging financial instruments was described in the part on hedge

accounting.
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4)

5)

6)

7

8)

9)

Cross — Currency Swap (CCS)

CCS transactions are measured at fair value based on the discounted future cash-flows method
with use of interest rate curves adjusted with market spread for the appropriate time bracket.
Changes of fair value of CCS transactions are reported in “Result on financial instruments
measured at fair value thought Profit and Loss.

Moreover the Group designated selected CCS transactions as hedging instruments. The method
of recognition and measurement of hedging instruments was described in the part devoted to
hedge accounting.

IRS transactions with embedded FX option

The transactions are valued at fair value: the swap component is valued with use of the future
cash flows discounting method, while the option component is valued with use of the option
valuation models. Any changes in fair value of the above transactions are recorded in Result from
financial instruments valued at fair value through the profit and loss account of the Profit and Loss
Account.

The option component hedges options embedded in securities issued by the Bank.

FX options

Option transactions are measured at fair value with use of option measurement models. In case of
options put by the Bank’s counterparties, the model measurement is supplemented with impact on
fair value of the estimated credit risk parameter. Changes of fair value of FX options are reported
in “Result on financial instruments measured at fair value through the Profit and Loss Account” of
the Profit and Loss Account.

Forward Rate Agreement (FRA)

FRA transactions are valued at fair value on discounted future cash flows basis. Any changes in
fair value of FRA transactions are recorded in Result from financial instruments valued at fair
value through the profit and loss account of the Profit and Loss Account.

Commodity futures

Commodity futures are measured at fair value based on the discounted future cash flow
methodology, using reference prices set at the LME reference market (London Metal Exchange),
whereas the Bank does not keep own positions on the commaodities market. Changes of fair value
are reported in “Result on financial instruments measured at fair value in the P&L Account” of the
P&L Account.

Commodity options

Commodity options are measured at fair value with use of option valuation models as well as
reference prices set at the LME reference market (London Metal Exchange), whereas the Bank
does not keep own positions on the commodities market. Changes of fair value are reported in

“Result on financial instruments measured at fair value in the P&L Account” of the P&L Account.
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6. Impairment of financial assets

Assets valued at amortized cost

The Group assesses at each balance sheet date whether there is any objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or a group of financial assets
is impaired and impairment losses are incurred if, and only if, there is objective evidence of impairment
as a result of one or more events that occurred after the initial recognition of the asset (a ‘loss event’)
and that loss event (or events) has an impact on the estimated future cash flows of the financial asset
or group of financial assets that can be reliably estimated.

The objective evidence of impairment includes, inter alias, information on one or more of the following
loss- events:

e significant financial difficulty of the issuer or obligor;

a breach of contract, such as a default or delinquency in interest or principal repayments;

e concessions granted by the Group to a borrower caused by borrower’s financial difficulties due
to the economic or legal aspects, which would not be considered otherwise;

e it becoming probable that the borrower will enter bankruptcy or other financial reorganisation;

e disappearance of an active market for that financial asset because of financial difficulties; or

e observable data indicating that there is a measurable decrease in the estimated future cash

flows from a group of financial assets since the initial recognition of those assets, although the

decrease cannot yet be identified with the individual financial assets in the group, including:

» adverse changes in the payment status of borrowers; or

» national or local economic conditions that correlate with defaults on the assets in the
group

The Group assesses in the first place, whether objective evidence of impairment exists individually for
financial assets that are individually significant, and individually or collectively for financial assets that
are not individually significant. The Group classifies credit receivables by size of engagement, into the
individual and group portfolios. If the Group determines that no objective evidence of impairment
exists for an individually assessed financial asset, it includes the asset in a group of financial assets
with similar credit risk characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is or continues to be
recognised are not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss on loans and receivables or other financial
assets carried at amortised cost has been incurred, the amount of the loss is measured as the
difference between the carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial asset’s original
effective interest rate. The calculation of the present value of estimated future cash flows of a
collateralised financial asset reflects the cash flows that may result from foreclosure less costs for
obtaining and selling the collateral.
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For the purpose of collective evaluation of impairment, the credit exposures are grouped on a basis of
the uniformity of credit risk connected with the given portfolio. Future cash flows in a group of financial
assets that are collectively evaluated for impairment are estimated on the basis of contractual cash
flows and historical loss experience for assets with credit risk characteristics similar to those in the
Group. Historical loss experience is adjusted on the basis of current observable data to reflect the
effects of current conditions that did not affect the period on which the historical loss experience is
based and to remove the effects of conditions in the historical period that do not exist currently. For
the purposes of the calculation of the provision against balance sheet exposures analysed collectively,
inter alias, the probability of default (PD) method is applied. Modification of the PD parameter takes
into account characteristics of specific products and emerging periods for losses on those products.
Such an approach facilitates the identification of 1) incurred losses 2) and incurred but not reported
losses (IBNR).

Impairment is presented as reduction of the balance-sheet value of an asset, while the amount of loss
(of the impairment charge posted in the period) is charged against the Profit and Loss Account for the
period.

When a loan is uncollectible, it is written off against the related provision for impairment. Before any
loan is written off, it is necessary to conduct all the required procedures and to determine the amount
of the loss. Recoveries subsequent to write — offs decrease the amount of the provision for loan
impairment in the profit and loss.

If in the next period the amount of impairment loss is reduced in result of an event, which occurred
after the impairment (e.g. improvement of the debtor’s debt capacity assessment) then the previously
made impairment charge is reversed. The amount of the made reversal is reported in the Profit and

Loss Account.

Financial assets available for sale

At each balance sheet date the Group estimates whether there is objective evidence that a financial
asset or a group of financial assets is impaired. In the case of equity instruments classified as
available for sale, a significant or prolonged decline in the fair value of the security below its cost is
considered in determining whether the assets are impaired.

When a decline in the fair value of an available-for-sale financial asset has been recognised directly in
equity and there is objective evidence that the asset is impaired, the cumulative loss that had been
recognized directly in equity are removed from equity and recognised in the profit or loss account even
though the financial asset has not been derecognised.

The amount of the cumulative loss that is removed from equity and recognised in profit or loss is the
difference between the acquisition cost (net of any principal repayment and amortizations) and current
fair value, less any impairment loss on that financial asset previously recognised in profit or loss.
Impairment losses recognised in the profit and loss account for an investment in an equity instrument

classified as available for sale are not reversed through profit or loss.
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If, in a subsequent period, the fair value of a debt instrument classified as available for sale increases,
and such increase can be objectively related to an event occurring after the recognition of the
impairment loss in the profit or loss, the impairment loss is reversed, with the amount of the reversal

recognized in profit or loss.

7. Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the balance sheet
when there is a legally enforceable right to offset the recognised amounts and there is an intention to

settle on a net basis, or realise the asset and settle the liability simultaneously.

8. Transactions with sell/buy-back clauses

Repo and sell-buy back transactions as well as reverse-repo and buy-sell back transactions, are
transactions of sale and purchase of securities for which a commitment has been made to repurchase
or resell them at a contractual date and for specified contractual price.

The Group presents financial assets sold with the repurchase clauses (repo, sell buy-back) in its
balance sheet, by simultaneously recognizing a financial liability resulting from the repurchase clause.
This is in order to reflect the risks and rewards arising on this asset that is retained by the Group after
the transfer. When the Group purchases securities with a sell back clause (reverse repo, buy-sell-
back), the financial assets are presented as receivables arising from sell back clause.

These transactions are measured at amortized cost, and securities, which are the subject of
aforementioned transactions, are not removed from the balance sheet and are measured in
accordance with principles applicable for particular securities portfolio. The difference between sale
and repurchase price is treated as interest cost/ income, and is accrued over the period of the

agreement by application of an effective interest rate.

9. Receivables from leasing contracts

The Group is a party to lease contracts, on the basis of which it grants for paid use or benefit of non-
current assets or intangible assets for an agreed period of time.

In the case of lease contracts, which result in transferring substantially all risks and rewards incidental
to ownership of the asset under lease, the subject of the lease is derecognized. A receivable amount
is recognized instead, however, in an amount equal to the present value of minimum lease payments.
Lease payments are accounted for (apportioned between the financial income and the reduction of the
balance of receivables) to reach constant periodic rate of return from the outstanding receivables.
Lease payments for contracts, which do not fulfil qualifications of a finance lease, are recognized as

income in the profit and loss, using the straight-line method, throughout the period of the lease.
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The Group is also a party to lease contracts, under which it takes for paid use or drawing benefits
another party’s non-current assets or intangible assets for an agreed period. These are agreements
(mainly rent or lease), which do not meet the conditions of the financial leasing contract (operating
leasing). Lease payments for contracts, which do not fulfil qualifications of a finance lease agreement
are recognized as costs in the profit and loss on a straight-line basis throughout the period of the

lease.

10. Property, plant and equipment and Intangible Assets

Own property, plant and equipment and intangible assets

Tangible fixed assets are the controlled fixed assets and outlays made to build such assets. Tangible
fixed assets include fixed assets with an expected period of use above one year, maintained to be
used to serve the Group’s needs or to be transferred to other entities, based on the lease contract or

for administrative purposes.

Own property, plant and equipment, with the exception of land and buildings are carried in accordance
with cost model at historical costs less any accumulated depreciation and any accumulated
impairment losses. The historical costs comprises of purchase price/cost of creation, and any costs
directly attributable to bringing the assets to the location and condition necessary for it to be capable
of operating in the manner intended by management.

Fixed assets under construction are disclosed at purchase price or production costs less depreciation

(amortisation) and impairment charges.

Subsequent costs

The Group recognizes as a part of the asset’s carrying value, the replacement costs as incurred, only
when it is probable that future economic benefits associated with these items will flow to the Group,
and the cost of the item can be reliably measured. Other outlays are recognised in profit and loss.
Costs of repairs and maintenance of property, plant and equipment are charged to the profit and loss

in the reporting period in which they were incurred.

Intangible Assets

Intangible assets are deemed to include assets, which can be separated from an entity and sold,
transferred, licensed or rented to third parties, either individually or together with a related contract,
asset or liability. Intangible asset arises from contractual or other legal rights, regardless of whether

those rights are transferable or separable from the entity or from other rights and obligations.

Computer Software
Purchased computer software licences are capitalised in the amount of costs incurred for the
purchase and adaptation for use of specific computer software. Expenses attached to the

development or maintenance of computer software is expensed when incurred.

illennium
________ bank |

snwsm Annual consolidated financial statements of the bank Millennium Capital Group for 12 months ending
31 December 2009
41



Other Intangibles
Other intangibles purchased by the Group are recognized at cost less accumulated amortization and

accumulated impairment write-offs.

Subsequent costs
Subsequent costs incurred after initial recognition of acquired intangible assets are recognized only
when it is probable that future economic benefits will flow to the Group. In the other cases, costs are

charged to the profit and loss in the reporting period in which they were incurred.

Depreciation and amortization charges

The depreciation charge of tangible and intangible assets is accounted for on a straight line basis with
the use of defined depreciation rates throughout the period of their useful lives. The depreciable
amount is the cost of an asset, or other amount substituted for cost, less its residual value. The useful
life, amortization/ depreciation rates and residual values of tangible and intangible assets are reviewed
annually. Conclusions of the review may lead to a change of depreciation periods recognized
prospectively from the date of application (the effect of this change is in accordance with IAS 8
charged to profit and loss).

Land, an intangible asset with an unspecified useful life, outlays for tangible assets and intangible
assets are not depreciated. At each balance sheet date intangible assets with indefinite useful life are

regularly tested for impairment.

The following depreciation rates are applied to basic categories of tangible and intangible assets and
for investment property:

Selected cateqgories of property, plant and equipment:

Bank buildings 2.5%

Lease holding improvements period of the lease, hire purchase
Computer hardware 30.0%

Network devices 30.0%

Vehicles 20.0%

Telecommunication equipment: 10.0%

Intangibles (software):

Main applications (systems) 10.0%
For other computer software the Group applies the rate not lower than 50%, which depends on the

expected useful life.

Depreciation and amortization charges are recognized as operating expenses in the profit and loss

account.
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11. Non current assets held for sale

The Group classifies a non-current asset as held for sale, if its carrying amount will be recovered
principally through a sale transaction rather than through continuing use. For this to be the case the
asset (or disposal group) is available for immediate sale in its present condition subject only to terms
that are usual and customary for sales of such assets (or disposal groups) and its sale is highly
probable. The sale is highly probable if the appropriate level of management is committed to a plan to
sell the asset (or disposal group), and an active programme to locate a buyer and complete the plan
has been initiated. Further, the asset is actively marketed for sale at a price that is reasonable in
relation to its current fair value. In addition, the sale is expected to qualify for recognition as a

completed sale within one year from the date of classification.

Non- current assets held for sale are measured at the lower of: its carrying amount or fair value less
cost to sell. Assets classified in this category are not depreciated.

When criteria for classification to non-current assets held for sale are not met, the Group ceases to
classify the assets as held for sale. The Group measures a non-current asset that ceases to be
classified as held for sale (or ceases to be included in a disposal group classified as held for sale) at
the lower of:

(a) its carrying amount before the asset (or disposal group) was classified as held for sale,
adjusted for any depreciation, amortisation or revaluations that would have been recognised had the
asset (or disposal group) not been classified as held for sale, and

(b) its recoverable amount at the date of the subsequent decision not to sell.

12. Impairment of non current assets

The Group assesses the existence of any indications that a non-current asset may be impaired at
each balance sheet date. If such indications exist, the Group estimates the recoverable amount of the
asset and if the recoverable amount of an asset is less than its carrying amount, the Group recognizes

impairment charge in the profit and loss.

The impairment loss is the difference between the carrying amount and the recoverable amount of the
asset. Recoverable amount is the higher of an asset’s fair value less cost to sell and its value in use.
Value in use is established for particular assets, if a given asset generates cash flows substantially
independent of those generated by other assets or groups of assets. If such indications exist, the
Group performs an estimation of recoverable value. If, and only if, the recoverable value of an asset is

less than its carrying amount, the carrying amount of the asset is reduced to its recoverable value.

If pursuant to IAS 36, paragraph 21 there is no reason to believe that an asset’s value in use
materially exceeds its fair value less costs to sell, the asset’s fair value less costs to sell may be used

as its recoverable amount. This will be particularly the case of an asset that is held for disposal.
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An impairment loss can be reversed only to the amount, where the book value of impaired asset does
not exceed its book value, which decreased by depreciation charge, would be established, if any

impairment loss would not be recognized.

13. Prepayments, Accruals and Deferred Income

Prepayments comprise of particular expenses which will be settled against the profit and loss as being
accrued over the future reporting periods. Prepayments are presented in the caption ‘Other assets’ in
the balance sheet.

Accruals are provisions for costs arising from services provided to the Group, which will be payable
over future periods. The accruals are recognized in the caption ,Other Liabilities’ in the balance sheet.
Deferred income comprises among others received amounts of future services and other types of
income received in advance to be settled against in the profit and loss in future reporting periods. They

are presented in the caption ,Other Liabilities’ in the balance sheet.

14. Provisions

Provisions are established when (1) the Group has an obligation (legal or constructive) as a result of
past events, and (2) it is probable (i.e. more likely than not) that an outflow of resources embodying
economic benefits will be required to settle the obligation; and (3) a reliable estimate can be made of
the amount of the obligation. If the effect is material, the amount of provision is measured by
discounted, expected cash flows using pre-tax rate that reflects current market assessments of the
time value of money and those risks specific to the liability.

A provision for restructuring costs is recognised only when the general criteria for provisions
recognition as well as specific criteria for restructuring provision recognition specified in IAS 37 are
met. In particular, the constructive obligation to restructure arises only when the Group has a detailed
formal plan for the restructuring and has raised a valid expectation in those affected that it would carry
out the restructuring by starting to implement that plan or announcing its main features to those
affected by it.

A detailed formal plan for the restructuring identifies at least: the business or part of a business
concerned; the principal locations affected; the location, function, and approximate number of
employees who will be compensated for terminating their services; the expenditures that will be
undertaken; and when the plan will be implemented. A restructuring provision includes only the direct
expenditures arising from the restructuring, which are those that are both: (a) necessarily entailed by
the restructuring; and (b) not associated with the ongoing activities of the entity. The restructuring

provision does not cover future operating expenses.
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15. Employee Benefits

Short-Term Employee Benefits

Short-term employee benefits of the Group (other than termination benefits) comprises of wages,
salaries, and paid annual leave and social security contributions.

The Group recognizes the anticipated, undiscounted value of short-term employee benefits as an
expense of an accounting period when an employee has rendered service (regardless of payment
date) in correspondence with other on-balance liabilities.

The amount of short-term employee benefits on the unused holidays to which Group employees are

entitled is calculated as the sum of unused holidays to which particular Group employees are entitled.

Long-term employee benefits

The Group’s liabilities on long-term employee benefits are equal to the amount of future benefits which
the employee will receive in return for providing his services in the current and earlier periods which
are not fully due within 12 months from carrying out the work.

In accordance with the Employees Remuneration By-laws and the Labour Code employees having
worked a specific number of years and attained the required age are entitled to receive a pension
severance payment. Retirement pension severance payments provision is calculated using an
actuarial method by an independent actuary as the present value of the Group’s future liabilities due to
employees according to the headcount and wages as at the date of revaluation. The provision is
updated on an annual basis.

Provisions for short-term and long-term employee benefits are recognized in the caption ‘Other

Liabilities’ in balance sheet in correspondence with the ‘staff costs’ in the profit and loss.

The Group fulfils a programme of post — employment benefits called defined contribution plan. Under
this plan the Group pays fixed contributions into the state pension fund. Post — employment benefits
are paid to an employee from the proceeds of the fund including the return on the invested
contributions. Consequently, the Group does not have a legal or constructive obligation to pay further
contributions if the fund does not hold sufficient assets to pay all employee benefits relating to

employee service in the current and prior periods.

16. Group’s Equity

Equity consists of capital and funds established in compliance with the respective provisions of the
law, i.e., the appropriate legislative acts, the Company by-laws, or the Articles of Association.
Equity is comprised of the share capital, share premium, revaluation reserve and retained earnings. All

balances of capital and funds are presented at nominal value.
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Share Capital

Share capital is presented at nominal value, in accordance with the Articles of Association and the
entry in the Register of Companies.

If the entity acquires its own shares, then the paid amount together with the costs directly attributed to
such purchase is treated as a change in the Equity. Acquired own shares are treated as own shares
and disclosed as reduction of the Equity until the time they are cancelled.

Dividends for the financial year, which have been approved by the General Shareholders’ Meeting, but
not distributed as of the balance sheet day, are disclosed in the caption ,Other Liabilities’ in the

balance sheet.

Share Premium
Share premium is formed from agio obtained from the issue of shares reduced by the attached direct

costs incurred with that issue.

Revaluation Reserve
Revaluation of financial assets available for sale including deferred income tax resulting from above
mentioned treatments are included in revaluation reserve. Revaluation reserve is not subject to

distribution.

Retained Earnings

Retained earnings are created with charges against profit and are allocated for purposes specified in
the Articles of Association or other legal regulations (the remaining part of supplementary capital,
additional reserve capital, including general banking risk fund) or constitute previous years’ profit/loss
or year-to-date net financial result.

The General Banking Risk Fund at Bank Millennium SA is created from profit after tax in accordance
with the Banking Act dated 29 August 1997 as later amended.

Net profit of the current year represents net profit adjusted by corporate income tax. Losses attributed
to minority shareholders and exceeding the value of minority interests are charged to the Group’s

equity.

17. Financial guarantee
A financial guarantee contract is a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due in
accordance with the original or modified terms of a debt instrument.
Financial guarantees granted are measured at the higher of:
(@) The amount being the best estimate of the expenditure required to settle the present
obligation resulting from this financial guarantee, considering the probability of its realization;
(b) the amount initially recognised less amortized amount of commission received for guarantee
granting.
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18. Interest result

Interest income and expenses on financial instruments measured at amortized cost using effective
interest rate and available for sale financial assets are recognized in the profit and loss.

Interest income/costs on derivatives classified as held for trading are recognized in the caption ‘Result
from financial instruments valued at fair value through the profit and loss account. Interest income on
debt securities, classified as held for trading, is recognised in the caption ‘Interest income’.

Net interest income comprises of interest income and costs on designated derivatives being a result of
effective hedge instruments in hedge accounting of fair value of securities in foreign currencies in the
area of risk of interest rates’ changes and in hedge accounting of cash flow changes generated by the
portfolio of mortgage loans in foreign currencies and PLN deposits financing them.

The effective interest method is a method of calculating the amortized cost of a financial asset or a
financial liability and of allocating the interest income or interest expense or certain commission (those
constituting an integral part of the interest rate) over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument to the net carrying amount of the financial asset or financial liability. When
calculating the effective interest rate, the Group estimates cash flows considering all contractual terms
of the financial instrument without considering future credit losses. The calculation includes all fees
and points paid or received between contracting parties, that are an integral part of the effective
interest rate, as well as transaction costs, and all other premiums or discounts.

Interest income comprises interest and commissions (received or due) captured in the calculation of
effective interest rate on account of: loans, interbank deposits and securities held to maturity and
available for sale, measured at fair value in the Profit and Loss Account. Additionally, interest income
includes the directly attributable incremental costs to the conclusion loan agreement incurred by the
Bank (mainly commissions paid to external and own agents for concluding mortgage loan agreements,
and costs of property valuation connected with this type of agreements) th