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Approval of the annual financial statements

The Management Board ensured the preparation of the financial statements, so as to present a clear and fair
view of the Bank’s economic and financial position as well as its profit/loss and profitability as at 31 December
2018, in line with the International Financial Reporting Standards in the form adopted by the European Union

(IFRS). The presented financial statements are annual financial statements.

Appropriate accounting principles were adopted during the preparation of the financial statements and were
applied consistently. While measuring assets and liabilities as well as determining the financial result, the Bank
was assumed to operate as a going concern in the foreseeable future. It does not intend to or is forced to
discontinue or significantly alter the scope of its operations.

The statement of comprehensive income, the statement of financial position, the statement of changes in equity,
the statement of cash flows and notes to the financial statements were prepared as required under IFRS and are
presented herein in the following order:
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The financial statements for the year ended on 31 December 2018 was approved by the Management Board
on 11 March 2019.

These financial statements include 117 numbered pages.

President of the Management Vice-President of the Vice-President of the
Board Management Board Management Board
Alexis Lacroix Marcin Ciszewski Radostaw Ksiezopolski
Vice-President of the Vice-President of the Responsible for keeping
Management Board Management Board accounting books

Matgorzata Putek
Mariusz Kaczmarek Wojciech Huminski
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STATEMENT OF COMPREHENSIVE INCOME
for the year ended on 31 December 2018

(PLN ‘000) Note 2018 2017 2017
(transformed
data)*

Going concern business
Interest income 3 873 864 866 295 866 295
Interest expense 4 (204 011) (204 125) (204 125)
Net interest income 669 853 662 170 662 170
Commission income 86 953 92 394 92 394
Fee and commission expense 6 (42 219) (41 809) (41 809)
Net commission income 44734 50 585 50 585
Result on modification 7 (3251) - -
Net income on financial operations 8 (9 711) (1 528) (1 528)
Foreign exchange result 5283 4088 4088
Fair value adjusmgnt result 9942 1886 1886
in hedge accounting
Result on financial assets and liabilities at fair value

) 4581 = =
through profit or loss
Net banking income 721 431 717 201 717 201
Other operating income 10 48 988 47 394 47 394
Other operating expense 11 (11 435) (18 967) (18 967)
Operating expenditure 12 (435 091) (450 622) (448 880)
Depreciation 13 (38 277) (36 254) (36 254)
Result on allowances for expected credit losses 14 (136 309) (121 904) (121 904)
Gross result on operations 149 307 136 848 138 590
Gross profit (loss) 149 307 136 848 138 590
Income tax 15 (46 224) (35 677) (35 753)
Net profit (loss) 103 083 101171 102 837
Other cp_mprehenswe income —items that may be (5 729) 15 754 15 754
reclassified to the profit and loss account
IS\I;te profit (loss) on revaluation of financial assets available for ) 6592 6592
- including deferred tax - (1 546) (1 546)
Profit (loss) on the measurement of financial assets measured (1 890) ) )
at fair value through other comprehensive income
- including deferred tax 498 - -
Net profit (loss) on measurement of derivatives hedging cash
flows and fair value (resulting from contracts not settled at the (3839) 9162 9162
reporting date):
- including deferred tax 901 (2 149) (2 149)
Items that cannot be reclassified to the profit and loss ) ) )
account
Total other comprehensive income (5729) 15754 15 754
Total net comprehensive income 97 354 116 925 118 591

* Information on the scope of transformations as at 31 December 2017 is included in note 2.4.

** audited data

Notes presented on pages 11-117 constitute an integral part of these financial statements.
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STATEMENT OF FINANCIAL POSITION

Statement of financial position as at 31 December 2018

01.01.2017

(PLN ‘000) Note 31.12.2018 31.12.2017* 31.12.2017** (transformed
data)

ASSETS
Cash and balances with Central Bank 16 247 152 163 237 163 237 103 286
Amounts due from banks 17 129 614 99 025 99 025 132 793
- Measured at amortized cost 129 614 99 025 99 025 132 793
Customer loans 18 12 195 894 11 731 301 11 731 301 11 397 8551
- Measured at amortized cost 12195894 11731301 11 731 301 11 397 855
Available-for-sale financial assets - - 1494 028 1494 028 1755950
- Debt instruments 1484 659 1484 659 -
- Equity instruments 9 369 9 369 -
Available-for-sale fixed assets - - - 698
Franc asses meseued a 4 vlve WO 395575 - -
- Debt instruments 1552738 - - -
Ep:l?;r:arl)rolgfg?rgssnts measured at fair value 20 13 950 ) )
- Equity instruments 13 950 - - -
Derivative instruments in hedge accounting 25 - 5538 5538 8023
Intangible assets 21 47 835 52 807 52 807 47 006
Tangible fixed assets 22 52 214 62 234 62 234 66 527
Income tax assets 170 925 157 017 153 161 162 554
- Current income tax receivables - 1677 1677 -
- Deferred tax assets 23 170 925 155 340 151 484 162 554
Other assets 24 48 297 36 490 36 490 37 866
TOTAL ASSETS 14 458 619 13 801 677 13 797 821 13712558
LIABILITIES -
Amounts due to banks and financial institutions 26 4126 610 4130 629 4130 629 4379 814
Amounts due to customers 27 7 741 630 6816 778 6816 778 6 849 692
Amounts due to debt securities 28 500 171 740 659 740 659 490 350
Provisions 29 1326 2164 2164 3998
Derivative instruments in hedge accounting 30 14 879 - - -
Other liabilities 31 187 010 224 883 190 698 208 952
Current income tax liabilities - - - 2 087-
Subordinated debt 32 351 529 351 565 351 565 331191
Total liabilities 12 923 155 12 266 678 12 232 493 12 266 084
Share capital (funds) 33 563 096 563 096 563 096 563 096
Supplementary capital (funds) 34 987 201 884 364 884 364 770782
Reserve capital (fund) - - - -
Own shares (2 956) - - -
Revaluation reserve 35 9301 15 031 15 031 (723)
Retained earnings (124 261) (28 663) - (27 125)
Net profit (loss) 103 083 101171 102 837 140 444
Total equity 1535464 1534999 1565328 1446 474
TOTAL LIABILITIES AND EQUITY 14 458 619 13 801 677 13 797 821 13 712 558

* transformed data. Information on the scope of transformations as at 31 December 2017 is included in note 2.4.

** gudited data

Notes presented on pages 11-117 constitute an integral part of these financial statements.
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STATEMENT OF CHANGES IN EQUITY

for the year ended on 31 December 2018

(PLN ‘000) Share capital Supplementar Revaluation Own shares Retained Net profit (loss) Total equity
(funds) y reserve earnings
capital (fund)

01.01.2018* 563 096 884 364 15031 - (28 663) 101171 1534999
pusmets to e sheing ol dus - - @59 (20 : 6520
1 Jan 2018 (adjusted data) 563 096 884 364 12 439 - (122 595) 101171 1438 475
Allocation of profit for previous years - 102 837 - - (1 666) (101 171) -
Net profit (loss) for period - - - - 103 083 103 083
Own shares purchased - - - (2 956) - - (2 956)
S;ﬂ?)& net comprehensive income for ) ) (3 138) - ) (3 138)
31.12.2018 563 096 987 201 9 301 (2 956) (124 261) 103 083 1535 464

* transformed data. Information on the scope of transformations as at 31 December 2017 is included in note 2.4.

The balance of revaluation reserve in the amount of kPLN 9,301 includes the measurement of debt securities in the amount of kPLN 5,303, negative valuation due to cash flow

hedges in the amount of kPLN 4,096 and measurement of fair value hedges in the amount of kPLN 8,094. The revaluation reserve on equity instruments recognized as at 31

December 2017 in the amount of kPLN 2,592, in accordance with the adopted accounting principles in connection with the implementation of IFRS 9, was transferred to the

retained earnings item.

In June 2018, the General Meeting of Shareholders adopted a resolution to create a reserve capital in the amount of MPLN 3 (by decreasing supplementary capital) towards

the purchase of a block of shares from the majority shareholder, which effected in December 2018. As at 31 December 2018, the reserve capital has been used.
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for the year ended on 31 December 2017

(PLN ‘000) Share capital Supplementary Revaluation Retained earnings Net profit (loss) Total equity
(funds) capital (fund) reserve
01.01.2017 563 096 770782 (723) - 141 982 1475137
Data adjustment as at 1 January 2017 (note 2.4) - - - (27 125) (1538) (28 663)
1 January 2017 adjusted data 563 096 770 782 (723) (27 125) 140 444 1446 474
Allocation of profit for previous years - 141 982 - (1538) (140 444) -
Net profit (loss) for period - - 102 837 102 837
Payment of dividends (28 400) (28 400)
Other net comprehensive income for period - - 15 754 - 15 754
31.12.2017 563 096 884 364 15 031 (28 663) 102 837 1 536 665
Data adjustment as at 31 December 2017 (note 2.4) - - - - (1 666) (1 666)
31.12.2017* 563 096 884 364 15 031 (28 663) 101171 1434 999

* transformed data. Information on the scope of transformations as at 31 December 2017 is included in note 2.4.

The revaluation reserve in the amount of kPLN 15,031 includes the valuation of debt securities in the amount of kPLN 4,602, the valuation of equity instruments in the amount
of KPLN 2,592, the valuation of cash flow hedges in the amount of KPLN 232 and the valuation of fair value hedges in the amount of kPLN 7,606.

Notes presented on pages 11-117 constitute an integral part of these financial statements.
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STATEMENT OF CASH FLOWS

for the year ended on 31 December 2018

(PLN “000) 2018 2017*
NET OPERATING CASH FLOWS

Gross profit (loss) 149 307 136 848
Total adjustments: 265 440 (256 329)
Depreciation 38 277 36 253
Interest 13 298 10 678
(Profit) loss on investment activities 1201 692
Change in securities (75 280) 270 061
Change in amounts due from banks (317) 42 997
Change in amounts due from customers (464 593) (333 446)
Change in amounts due to banks (4 018) (249 185)
Change in amounts due to customers 924 852 (32914)
Paid income tax (10 320) (35 135)
Change in other liabilities 11 192 13778
Change in provisions (607) (1 835)
Change in other assets (11 009) 14 192
Opening balance adjustments (153 351) 1742

Other adjustments (3 885) 5793

Net operating cash flows 414 747 (119 481)
NET CASH FLOWS ON INVESTMENT ACTIVITIES

Income on investment activities 313 -

Disposal of intangible assets and fixed assets 313

Expenses on investment activity (23 155) (41 588)
Expense on purchase of tangible fixed assets and intangible assets (23 155) (41 588)
NET CASH FLOWS ON INVESTMENT ACTIVITIES (22 842) (41 588)
NET FINANCIAL CASH FLOWS

Income on financial activity - 270 000
Inflows from the issue of debt securities - 250 000
Change in the balance of subordinated debt - 20 000
Expenses on financial activity (277 716) (39 760)
Redemption of own bonds (240 000) -
Purchase of own shares (2 956) -
Other financial expenses (incl. interest paid on the subordinated loan) (34 760) (39 760)
NET FINANCIAL CASH FLOWS (277 716) 230 240
NET CASH FLOWS, TOTAL 114 189 69 171
ggéﬁ%ﬂ'\l THE BALANCE OF CASH IN STATEMENT OF FINANCIAL 114 189 69 171
CASH AT THE BEGINNING OF THE PERIOD 189 661 120 490
CASH AT THE END OF THE PERIOD 303 850 189 661

* transformed data. Information on the scope of transformations as at 31 December 2017 is included in note 2.4.

Notes presented on pages 11-117 constitute an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

GENERAL INFORMATION, ACCOUNTING POLICIES AND OTHER ESTIMATES

1. General information

The financial statements of Euro Bank S.A. cover the year ended on 31 December 2018 and contain
comparative data for the year ended on 31 December 2017. All financial data are presented in PLN ‘000.
Euro Bank Spétka Akcyjna (formerly: Bank Spotem SA, hereinafter referred to as “the Bank”) was established
in 1990. The Bank is organized in the form of a joint-stock company, and operates based on applicable
provisions of the law, in particular on the provisions of the Banking Act, the Code of Commercial Companies
and the Bank's Statute. The Bank has its seat in Wroctaw at Sw. Mikotaja St. 72.

Bank's business

The Bank’s core business operations involve providing services to retail clients in the scope of granting cash
loans, including credit cards, granting mortgage loans, acceptance of current account and term deposits as
well as operating current accounts and offering products of insurance companies. The Bank operates through
a nationwide network of bank branches. The Bank does not operate outside the territory of Poland.

On 25 April 2013, the Bank obtained the license from the Polish Financial Supervision Authority to manage
securitized claims of securitization funds. In Q4 2018, the Bank discontinued operations in this area.

The Bank has not benefited from public financial aid, in particular under the Act of 12 February 2009 on the
provision of State Treasury support to financial institutions.

The scope of data presented in the financial statements

The financial statements include individual data. The Bank does not prepare consolidated financial statements.
The direct parent company of the Bank is Societe Generale Financial Services Holding with its registered office
in Paris. The ultimate parent company is Societe Generale SA with its registered office in Paris. The

consolidated statements of the Societe Generale Group are published on www.societegenerale.com

Information about the Bank's Management Board and Supervisory Board

Composition of the Management Board as at 31 December 2018

= Alexis Lacroix President of the Management Board

= Mariusz Kaczmarek Vice-President of the Management Board
=  Wojciech Huminski Vice-President of the Management Board
= Marcin Ciszewski Vice-President of the Management Board
= Radostaw Ksiezopolski Vice-President of the Management Board

In the course of the year ended on 31 December 2018, the composition of the Management Board did not

change.
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Composition of the Supervisory Board as at 31 December 2018

= Giovanni Luca Soma Chairman

= Henri Bonnet Vice-Chairman
= Dominika Bettman SB Member

= Eric Delarue SB Member

= Krzysztof Jajuga SB Member

= Matgorzata Lubelska SB Member

= Sebastian Mikosz SB Member

= Mihai Selegean SB Member

In the course of the year ended on 31 December 2018, the composition of the Bank's Supervisory Board did
not change.

Approvals of the financial statements

The Financial Statements for the year ended on 31 December 2017 was approved by the General Meeting of
Shareholders on 4 June 2018.

2. Summary of significant accounting policies and estimates and judgments
2.1. Compliance with accounting standards

The Bank’s financial statements for the financial year ended on 31 December 2018 have been prepared in
accordance with the International Financial Reporting Standards as adopted by the EU (IFRS) as at 31
December 2018.

2.2. Going concern

The financial statements were drawn up on a going concern basis. As at the date of signing these financial
statements, the Bank’s Management Board is not aware of any facts or circumstances that would indicate a
threat to the continuing activity by the Bank for 12 months following the date of approval of the financial
statements as a result of any intended or compulsory discontinuation or significant limitation in the activities of
Bank.

In 2018, the Bank received information about the planned sale of the entire block of shares by the majority
shareholder. Societe Generale Finance Holding SA signed a conditional agreement on the sale of the Bank's
shares with Bank Millennium SA (agreement signed on 5 November 2018). As at the date of approval of these
financial statements, the Bank has not yet obtained information about the approval of the Polish Financial
Supervision Authority to carry out the transaction. Bank Millennium SA declares that by the end of 2019 it

intends to conduct legal and operational merger of the Bank.
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2.3. Changes in accounting principles over the financial year, new standards, interpretations and

amendments to existing standards

The following new standards, changes to existing standards and interpretation issued by the International
Accounting Standards Board (IASB) and approved for use in the EU enter into force for the first time in the

financial statements 2018:

= IFRS 9 "Financial Instruments" — approved by the EU on 22 November 2016 (effective for annual periods

beginning on or after 1 January 2018),

= |IFRS 15 "Revenue from Contracts with Customers" and amendments to IFRS 15 — approved by the EU on

22 September 2016 (effective for annual periods beginning on or after 1 January 2018),

= Amendments to IFRS 2 "Share-based Payment” — classification and measurement of share-based
payment transactions — approved by the EU on 27 February 2018 (effective for annual periods beginning
on or after 1 January 2018),

= Amendments to IFRS 4 "Insurance Contracts" — application of IFRS 9 "Financial Instruments" and IFRS 4
"Insurance Instruments" — approved by the EU on 3 November 2017 (effective for annual periods beginning
on or after 1 January 2018 or at the first adoption of IFRS 9 "Financial Instruments"),

=  Amendments to IFRS 15 "Revenue from Contracts with Customers" — clarifications to IFRS 15 "Revenue
from Contracts with Customers" — approved by the EU on 31 October 2017 (effective for annual periods

beginning on or after 1 January 2018),

= Amendments to IAS 40 "Investment Property" — transfers of investment property — approved by the EU on

14 March 2018 (effective for annual periods beginning on or after 1 January 2018),

= Amendments to IFRS 1 and IAS 28 as a result of the "Amendment to IFRS (cycle 2014-2016)" —
amendments made under the procedure of introducing annual improvements to IFRS (IFRS 1, IFRS 12
and IAS 28) focused primarily on resolving inconsistencies and clarifying wording — approved by the EU
on 7 February 2018 (amendments to IFRS 1 and IAS 28 are effective for annual periods beginning on or
after 1 January 2018),

= |IFRIC interpretation 22 "Foreign Currency Transactions and Advance Consideration" — approved by the
EU on 28 March 2018 (effective for annual periods beginning on or after 1 January 2018).

The above-mentioned new standards, amendments to standards and interpretations did not have a material
impact on the Bank's financial statements for 2018, except for IFRS 9. The impact of IFRS 9 on the financial

situation of the Bank is presented later in the document.

The following are the published standards and interpretations that have been issued but are not yet effective,

and have not been earlier applied:

= |FRS 16 "Leases" — approved by the EU on 31 October 2017 (effective for annual periods beginning on or
after 1 January 2019),

As of the reporting periods beginning after 1 January 2019, the new reporting standard, IFRS 16, will apply

to the recognition and presentation of leases. IFRS 16 "Leases" was issued by the International Accounting
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Standards Board on 13 January 2016. The new standard presents a comprehensive model of identification
of lease agreements and their settlement in the financial statements of lessors and lessees. It replaces IAS
17 Leases. The standard introduces changes to the settlement principles on the part of the lessee, and
departs from the distinction between operating and financial lease. The standard, however, does not
introduce material changes to the requirements for lessors. They still recognize operating and financial

leases as two separate types of lease.

In accordance with IFRS 16, a lessee recognizes the right to use an identified asset and the liability under
lease. The right to use an asset is treated similarly to other non-financial assets, and its costs are
recognized in the profit and loss account through amortization. Lease liabilities are initially measured at the
current value of lease payments payable during the lease period, determined using the marginal interest

rate.

= Amendments to IFRS 9 "Financial Instruments" — Prepayment Features with Negative Compensation —
approved by the EU on 22 March 2018 (effective for annual periods beginning on or after 1 January 2019),

The above amendments to IFRS 9 allow entities to measure financial assets with the so-called the right to
early repayment with negative compensation at amortized cost or at fair value through other comprehensive
income, after meeting certain conditions, instead of measuring them at fair value through profit or loss.

The amendments also clarify that the financial instrument may fulfill the SPPI test also if in the case of early
repayment, the compensation could be paid by either the lender or the borrower to the other party,
sometimes referred to as a symmetrical or "bilateral" prepayment clause. The amendments to the standard
also provide clarifications regarding the determination of the fair value of repayment and the value which

constitutes "reasonable compensation” in case of early repayment in accordance with IFRS 9,

= |FRIC interpretation 23 "Uncertainty over Income Tax Treatments" — approved by the EU on 23 October

2018 (effective for annual periods beginning on or after 1 January 2019).

The Bank decided not to take advantage of the possibility of earlier application of the above-mentioned new
standards and amendments to existing standards and interpretations. According to the Bank's estimates, the
aforementioned new standards and amendments to existing standards would not have a significant impact on

the financial statements if they had been applied as at the balance sheet date on 31 December 2018.

IFRS in the form approved by the EU does not differ significantly from the regulations issued by the
International Accounting Standards Board (IASB), with the exception of the following new standards,
amendments to standards and new interpretations, which as at 31 December 2018 have not yet been adopted

for use in the EU (the following effective dates refer to the full version):

= |FRS 14 "Regulatory Deferral Accounts" (effective for annual periods beginning on or after 1 January 2016)
— the European Commission has decided not to start the process of approving this temporary standard for

use within the EU until the final version of IFRS 14 is issued,
= |FRS 17 "Insurance Contracts" (effective for annual periods beginning on or after 1 January 2021),

= Amendments to IFRS 3 "Business Combinations" — Definition of a Business (effective for combinations in
which the acquisition date is at the beginning of the first annual period beginning on or after 1 January 2020
and with reference to the acquisition of assets that occurred on the day of commencement of the above-

mentioned annual period or later),
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=  Amendments to IFRS 10 "Consolidated Financial Statements" and IAS 28 "Investments in Associates and
Joint Ventures" — Sale or Contribution of Assets between an Investor and its Associate or Joint Venture,
as amended (the effective date of the amendments has been postponed until the completion of research

on the equity method),

= Amendments to IAS 1 "Presentation of Financial Statements" and IAS 8 "Accounting Policies, Changes in
Accounting Estimates and Errors" — Definition of Material (effective for annual periods beginning on or after
1 January 2020),

= Amendments to IAS 19 "Employee Benefits" — Plan Amendment, Curtailment or Settlement (effective for

annual periods beginning on or after 1 January 2019),

= Amendments to IAS 28 "Investments in Associates and Joint Ventures" — Long-term interests in Associates

and Joint Ventures (effective for annual periods beginning on or after 1 January 2019),

= Amendments to various standards "Amendments to IFRS (2015-2017 cycle)" — amendments made as part
of the annual improvement procedure to IFRS (IFRS 3, IFRS 11 and IAS 12 and IAS 23) mainly focused
on solving incompatibilities and clarifying vocabulary (effective for annual periods beginning on or after 1
January 2019),

= Changes in references to the conceptual framework in IFRS (effective for annual periods beginning on or
after 1 January 2020).

According to the Bank's estimates, the aforementioned new standards and amendments to existing standards
would not have a significant impact on the financial statements if they had been applied by the Bank as at the
balance sheet date on 31 December 2018.

The hedge accounting of the portfolio of financial assets and liabilities, the principles of which have not been
approved for use in the EU, remains outside the regulations approved by the EU.

The Management Board does not expect the introduction of the above standards and interpretations to have
a material effect on the accounting principles applied by the Bank in the period of their first application, with
the exception of IFRS 16, which will apply from 1 January 2019. Information on the implementation of IFRS 16

is included in note 2.11 Leases.

When preparing these statements, the Bank consistently applied the adopted accounting principles both for
the reporting period for which the statements are prepared and for the comparative period, excluding changes

resulting from the introduction of IFRS 9 "Financial Instruments" as of 1 January 2018.

The impact of the implementation and changes in accounting principles resulting from the entry into force of

the IFRS 9 standard on the financial statements of the Bank is presented below.

In July 2014, the International Accounting Standards Board issued IFRS 9 "Financial Instruments", which
applies as of 1 January 2018, and replaced the previous IAS 39 "Financial Instruments: Recognition and

Measurement”. IFRS 9 sets out new rules in the following areas:
= classification and measurement of financial instruments,
= recognition and calculation of impairment,

= hedge accounting.
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Classification and measurement of financial instruments

In accordance with the requirements of IFRS 9, financial assets are classified in one of three categories:
= financial assets measured at amortized cost,

= financial assets measured at fair value through profit or loss,

= financial assets measured at fair value through other comprehensive income.

The classification of financial assets is based on:
= the results of the business model assessment in terms of financial asset management and

= characteristics of contractual cash flows for a financial asset.

When determining the business model, the Bank analyzes the method of actual management of its financial
assets portfolios in order to implement the adopted general business objective and the future approach of the
management staff to the management of instruments in given portfolios.

When assessing the business model, the Bank is guided by the following criteria:

= previous experience and practice in the field of financial asset management,

= reference of management rules at the level of aggregated groups of financial assets, not individual
instruments,

= current practice and planned activities regarding the sale of financial asset portfolios,

= risk management in reference to the business model.

The business model in the intention of the management staff does not refer to a single instrument, therefore
its assessment is carried out at a higher level of aggregation. The Bank determines whether it intends to

implement the following for individual groups of financial assets:
= cash flows from contractual payments throughout the life of the instrument,
= from its sale or,

= from contractual payments throughout the life of the instrument, but with the determination of the potential

sale of assets in the future.

The Bank determines the manner of asset management in order to achieve economic benefits (generate cash

flows and create value).

Based on the above, the Bank identified the following business models in its operations:

= ‘"retention" — this business model provides for retaining financial assets to obtain contractual cash flows.
The Bank has adopted such a business model for the amounts due from the financial sector item and
for loans and credits granted to customers. The Bank took into account the fact of selling loan portfolios
in the past and the future. However, such transactions always concerned and, as intended by the Bank,
will concern only impaired portfolios for which no further recoveries are expected. The Bank's aim is to
achieve economic benefits from its loan portfolios throughout the life cycle of products, and a possible

sale concerns portfolios, on which such benefits will no longer be obtained.
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= "retention and sale" — this business model provides for both retaining financial assets to obtain contractual
cash flows as well as a sale thereof. The Bank has adopted such a business model for the portfolio of
debt securities previously classified under the terms of IAS 39 to the AFS portfolio (available-for-sale

assets),

= "other" — this model applies to financial assets that cannot be included either in the "retention" business
model or the "retention and sale" model.

Based on the business models identified in this way, taking into account the results of the SPPI tests
(contractual cash flows test; solely payments of principal and interest), the Bank conducts a balance-sheet
classification of financial assets and defines the principles of their measurement. The Bank defines a business
model each time for a new separate group of financial assets. If the Bank decides to change the model in the
area of financial asset management, it will reclassify the entire portfolio

of financial assets assigned to a given business model, and the effects related to the change of measurement
categories will be recognized on a one-off basis in the profit or loss or in other comprehensive income.

As at the initial recognition date, financial assets classified to individual business models have been divided
into smaller portfolios. The Bank reviewed its assets, focusing in particular on the loan portfolio as the most
important element affected by IFRS 9, and in particular comprehensively reviewed agreements and regulations
of loan products in terms of identification of provisions material from the point of view of the standards set out
in IFRS 9. The purpose of the analysis was to identify elements that could not be considered only as repayment
of the principal and interest accrued on the principal outstanding.

For the purpose of determining the features of cash flows, the Bank performed a comprehensive review of
contractual provisions for individual product portfolios. The Bank performed SPPI tests, taking into account
qualitative and quantitative factors in their interpretation.

In the Bank's opinion, all credit products have passed SPPI tests.

The Bank periodically analyzes its business models in the area of asset management and analyzes the
features of cash flows resulting from the agreements in force with clients (SPPI tests). The Bank also performs
such an assessment and analysis for each new type of financial assets and in case of changes in the terms of

agreements concluded with clients. Ongoing assessment of changes covers, in particular, the following areas

of agreements:

= interest rate based on the Lombard rate multiplier (application of financial leverage),
= application of the grace period option,

= the early repayment option,

= promotional campaign rules,

= cross-selling and related promotions,

= provisions of interest rate change depending on changes in the financial parameters of the money and

capital market.
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The determination of the business model in relation to particular groups of financial assets, in combination with
the determination of cash flows resulting from the agreement, constitutes the basis for determining the

principles for financial assets measurement.

Based on the above, the Bank uses the following measurement methods for material groups of financial assets:

= portfolios of credits and loans granted to clients and amounts due from banking entities were classified by
the Bank to the "retention" portfolio. These assets have successfully passed the SPPI tests; therefore, the

Bank measures them at amortized cost,

= debt securities were classified by the Bank to the "retention and sale" portfolio. The Bank measures them

at fair value through other comprehensive income,

= equity instruments, in particular the shares of Visa Inc., were classified by the Bank to the "other" portfolio.
The Bank measures them at fair value with the measurement effect recognized in the profit and loss

account.

At as the implementation of IFRS 9, the Bank reclassified this asset from the category of assets available
for sale. Accumulated profits/losses recognized so far in other comprehensive income have been charged
as at first recognition to equity items, and under IFRS 9 are recognized in the profit and loss account.

Impact of the implementation of IFRS 9 on the classification of financial assets

Financial assets IAS 39 IFRS 9

loans and other receivables financial assets measured at
Amounts due from customers - .

(measured at amortized cost) amortized cost
Amounts due from banks and financial loans and other receivables financial assets measured at
institutions (measured at amortized cost) amortized cost

financial assets available for sale
(measured at fair value
recognized in other
comprehensive income)

financial assets measured at
fair value recognized in other
comprehensive income

Debt securities

financial assets available for sale
(measured at fair value
recognized in other
comprehensive income)

financial assets measured at
fair value are recognized in
the profit and loss account

Equity securities

The Bank has not made a decision to use the fair value model through profit or loss for loans, for which the

interest rate formula was originally based on a multiplier.

At the initial stage of the analysis product agreement provisions, the Bank assumed that it would apply such a
measurement model in relation to the credit card portfolio. However, bearing in mind the arguments indicated
by the Polish Financial Supervision Authority, included in the letter to commercial banks of 12 December 2017,
the Bank decided to apply the measurement at amortized cost. The Bank calculated the carrying amount of
this portfolio as at 1 January 2018 based on both methodologies, and the results obtained did not indicate
significant differences. A possible effect of the measurement of the credit card portfolio at fair value would

therefore not have a significant impact on its balance sheet measurement.
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At the same time, in 2018 the Bank took actions aimed at changing the provisions of agreements with clients
so that they would not raise any doubts as to the possibility to apply measurement at amortized cost in relation

to credit portfolios, in accordance with the requirements of IFRS 9.

As at 31 December 2018, the Bank does not have any agreements, in which the calculation of contractual

interest is based on the multiplier formula.

Modifications to the terms of loan agreements

The Bank recognizes the financial consequences of the modification in a situation when there has been a
change (renegotiation/modification) in cash flows specified in the originally concluded agreement with the
client. The change in contractual flows resulting from the performance of contractual terms does not constitute

a modification.

If the terms of the contract change, the Bank assesses whether the cash flows generated by the modified asset
differ significantly from the financial flows generated by the financial asset before the modification of the
contractual terms.

Typical modifications made in agreements include:

= schedule changes (as a result of overpayment, extension of the schedule, prolongation) where they do not

result from contractual provisions,

= restructuring (of a nature that is not a prerequisite for derecognition).

The Bank assesses the significance of modifications based on qualitative assumptions and quantitative tests.

Both groups of criteria are analyzed jointly.

The Bank assesses changes in agreement schedules (change in the repayment dates of all or part of the debt,
change in the amount of installments repaid), where it does not result from the provisions of the agreement
with the client and is confirmed by the conclusion of a relevant annex with the client.

The quantitative criterion used to determine the impact of modification is the so-called 10% test. This test is
based on the assessment of the difference between discounted cash flows on the modified asset (determined
at the original interest rate) and the discounted (also by the original interest rate) cash flows of the asset before
modification.

The qualitative factors taken into account by the Bank in assessing the scope and significance of changes in

the terms of a loan agreement are:
= adding/removing the SPPI test to the contractual feature causing a violation,

= change in the currency of the loan, with the exception of currency conversion resulting from reaching the
maturity status and a situation when the possibility of conversion was determined in the original contractual
terms,

= change of the borrower, excluding the change resulting from the death of the client and taking over the

debt by the heir and adding/removing joint and several debtor.

The Bank recognizes that a material modification, resulting in the exclusion of an asset from the balance sheet,

takes place in the following cases:
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= the cash flows on the modified instrument are "materially different" to the original instrument, i.e. when the
difference between the discounted cash flows on the modified asset, using the original effective interest

rate and the discounted original interest rate for the instrument before modification, is more than 10%.

= atleast one of the above-mentioned qualitative criteria has been met.

If the difference between the amount of future cash flows for the original asset and the assets after modification,
including the original interest rate, is less than 10%, the Bank considers the modification as immaterial unless
the qualitative criteria are met.

The quantitative criterion does not apply to loans subject to the restructuring process. The loan restructuring

is recognized in the Bank as an immaterial modification.

In the event of renegotiations or other modification of contractual cash flows generated by a given asset, the
Bank performs the revaluation of the gross carrying amount of that financial asset (i.e. the amount of its
amortized cost before including an impairment loss for expected credit losses). If

the terms of the modified agreement are not fundamentally different, the renegotiation or modification does
result in the removal of the exposure from the balance sheet. The revaluation involves discounting new
expected contractual cash flows (after modification) using the original effective interest rate. The recalculated
difference arising from modifications considered by the Bank as immaterial is recognized as a profit/loss in the
profit and loss account (in the "result on modification" item).

If renegotiation or other modification of contractual cash flows generated by an asset constitutes a material
modification, this results in its removal from the balance sheet of the Bank, in accordance with IFRS 9. The
modified instrument is treated as new one and is recognized again in the Bank's books at its fair value and is
discounted using a new effective interest rate. The date of modification is treated as the date of initial

recognition, respectively, applying the impairment requirements in relation to the modified agreement.

IFRS 9 distinguishes a new category of financial assets — purchased or originated credit-impaired assets
(POCI). POCI assets are those that meet impairment triggers at the time of initial recognition. Assets classified
as POCI remain in this group throughout the entire life cycle.

POCI assets may arise as a result of:

= purchase of agreements that meet the POCI conditions (purchase of the so-called bad loan portfolio),

= entering into an agreement that meets the POCI criteria at the time of initial recognition,

= modification considered material for the asset in Stage 3, qualifying asset for derecognition from the

balance sheet and re-recognition as an asset meeting the POCI criteria.

The initial recognition of POCI occurs at fair value. Interest income on POCI assets is calculated on the net
carrying amount using the effective interest rate, adjusted for the credit risk recognized for the entire life cycle
of the asset. The effective interest rate adjusted for credit risk is calculated by taking into account future cash
flows adjusted for the credit risk effect recognized over the entire life of the asset. The change in estimates
regarding future recoveries in subsequent reporting periods is recognized as a loss or profit on impairment.

Due to the business nature (retail banking), based on the portfolio of own receivables and the nature of
changes made to the contractual provisions, the Bank does not identify POCI assets. The Bank does not
purchase or generate assets with recognized impairment. Changes in the terms of the agreements are not of

material nature (in particular, possible currency conversions prior to termination and changes of the borrower
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are occasional in nature), therefore they do not result in the need to discontinue recognizing assets in the

Bank's balance sheet.

Impairment
IFRS 9 standard introduces significant changes in the assessment of impairment of financial assets.

Under IFRS 9, the Bank estimates allowances for expected credit losses based on the analysis of the likelihood
of occurrence of impairment within 12 months or during the life of the exposure depending on the identification
of events resulting in significant increase in the level of credit risk. Estimations of the impairment estimation

parameters are adjusted based on

the expectations regarding the macroeconomic situation, i.e. forward looking approach. The Bank has
developed and maintains statistical models that allow for the estimation of forward looking adjustments to the
parameters used in the ECL estimation process. In 2018, adjustments to PD parameters were used.

Starting from 2018, the Bank implemented a methodology for estimating expected credit losses. In accordance
with the provisions of the standard and the proposed methodology, the portfolio of credit exposures has be
divided into 3 segments: Stage:

= Stage 1: original credit exposure recognition segment. Financial assets for which the credit risk did not
increase materially since the initial recognition and for which expected credit losses are calculated based
on probabilities of impairment in a 12-month horizon,

= Stage 2: credit exposures characterized by a premise indicating a significant increase in credit risk, for

which expected losses are calculated over the entire exposure horizon,

= Stage 3: impaired credit exposures, corresponding to the group of impaired loans identified previously in

accordance with IAS 39. The expected credit loss is estimated over the exposure horizon.

The methodology developed by the Bank for estimating expected credit losses covers, in particular, the
modeling of PD parameters for portfolios classified to the non-impaired group (Stage 1 and Stage 2). The Bank
verified the classification criteria for the group with a significant increase in credit risk, taking into account the
class of delays, the value of behavioral scoring and a number of variables describing the future repayments
timeliness. The Bank defined the so-called general criteria for the classification of exposures to Stage 2 that
are identified at the client level. The key general criterion is for any client's exposure to reach a 30-day delay.
An additional general criterion is the presence of the client in the quarantine period after reclassification of any
agreement to the non-impairment category after previous restructuring. In addition to general criteria, the Bank
identified specific criteria for individual product groups that are related to the current behavior of the client, e.g.
re-initiation of the debt collection process, external information about difficulties in paying liabilities. The criteria
identified by the Bank allow to classify for Stage 2 exposures, whose credit risk is about 2.9-5 times higher
than the risk of exposures in Stage 1. The methodology for estimating the probability of an impairment event
uses the approximation of the future level of probability of impairment based on cumulative default curves with

particular emphasis on current observations.

The estimates of the expected level of losses are verified with the expectations regarding the development of
the macroeconomic situation quantified on the basis of scenario-based analysis using statistical models. The
final adjustment for expectations regarding the macroeconomic situation is approved by the Management
Board of the Bank. In the impairment calculation base, the Bank takes into account both the carrying amount

of receivables and the level of unused credit lines, assigning them a relevant level of the CCF parameter. The
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LGD level used to estimate the allowances corresponds to the LGD estimated for the purpose of estimating
the allowance for impaired receivables. As in case of LGD models, PD models are covered by the model risk

management process implemented at the Bank.

The implementation of IFRS 9 gave rise to an increase in the balance of allowances for non-impaired
receivables as of 1 January 2018. In addition, the Bank identified portfolios as part of impairment estimation,
for which adjustments were made due to the expected macroeconomic situation and uncertainty in the

estimation of some parameters, the so-called forward looking approach.

The effects of the change in the method of measurement of expected credit losses as of the date of
implementation of IFRS 9 were charged to retained earnings. The table below presents the impact of the new

standard on the opening balance of 2018.

31.12.2017* reclassification revaluation 01.01.2018
(PLN ‘000) (IAS 39) ) @ (IFRS 9)
ASSETS
Cash and balances with Central Bank 163 237 - - 163 237
Amounts due from banks 99 025 - 10 99 035
- Measured at amortized cost 99 025 - 10 99 035
Customer loans 11 731 301 - (117 311) 11 613 990
- Measured at amortized cost 11 731 301 - (117 311) 11 613 990
Available-for-sale financial assets 1494 028 (1 494 028) - -
- Debt instruments 1484 659 (1 484 659) - -
- Equity instruments 9 369 (9 369) - -
Ecl)r;a;rc;ﬂeisssisési:;%?ns:red at fair value through other ) 1 484 659 ) 1 484 659
- Debt instruments - 1484 659 - 1484 659
g:r;z?gLallc;gsstruments measured at fair value through ) 9369 ) 9369
- Equity instruments - 9 369 - 9369
Derivative instruments in hedge accounting 5538 - - 5538
Intangible assets 52 807 - - 52 807
Tangible fixed assets 62 234 - - 62 234
Income tax assets 157 017 - 22 640 179 657
- Current income tax receivables 1677 - - 1677
- Deferred tax assets 155 340 - 22 640 177 980
Other assets 36 490 - (356) 36 134
TOTAL ASSETS 13 801 677 - (95 017) 13 706 660
LIABILITIES
Amounts due to banks and financial institutions 4130 629 - - 4130 629
Amounts due to customers 6 816 778 - - 6 816 778
Amounts due to debt securities 740 659 - - 740 659
Provisions 2164 - 1507 3671
Derivative instruments in hedge accounting - - - -
Other liabilities 224 883 - - 224 883
Current income tax liabilities - - - -
Subordinated debt 351 565 - - 351 565
Total liabilities 12 266 678 - 1507 12 268 185
Share capital (funds) 563 096 - - 563 096
Supplementary capital (funds) 884 364 - - 884 364
Reserve capital (fund) - - - -
Own shares - - -
Revaluation reserve 15031 (2 592) - 12 439
Retained earnings (28 663) 2592 (96 524) (122 595)
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Net profit (loss) 101171 - - 101171
Total equity 1534999 - (96 524) 1438 475
TOTAL LIABILITIES AND EQUITY 13 801 677 - (95 017) 13 706 660

*transformed data

Q) Reclassification of securities. The Bank assessed the business model of debt securities held,
classified under IAS 39 to the available-for-sale financial assets portfolio. Under the terms of IFRS 9, the Bank
classified debt securities in the "retention and sale" portfolio, and reclassified them to the category of financial

assets measured at fair value through other comprehensive income.

Equity securities held (Visa Inc. shares) are classified by the Bank as measured at fair value and recognized
in the profit and loss account. The effects of previous measurement, recognized in other comprehensive
income, at the time of the initial recognition under the IFRS 9 standard, were transferred by the Bank to the

retained earnings item.

2) The revaluation of the loan portfolio, trade receivables (receivables from counterparties, presented
under other assets item) and provisions for off-balance sheet liabilities.

The following is a change in allowances for expected credit losses and provisions created by the Bank, the
value of which has changed as a result of the implementation of IFRS 9

P 01.01.2018 . interest 01.01.2018
(PLN 000) (IAS 39) revaluation reclassification (IFRS 9)
Allowances for expected credit losses - amounts due 12 (10) ) 2
from banks
Allowances for expected credit losses on the portfolio
of credits and loans from clients measured at amortized 656 021 117 311 162 797 936 129
cost
Allowances for expected credit losses for other
receivables 9400 356 . 9756
Provisions for off-balance sheet liabilities - 1067 - 1067
Other provisions - 440 - 440
TOTAL 665 433 119 164 162 797 947 394

With the implementation of IFRS 9, the Bank changed the principles of calculation and presentation of gross
value of impaired credit exposures (Stage 3). So far, the Bank recognized only the value of impairment interest
as part of the gross value of the exposure. Currently, the Bank introduced a definition referring to interpretations
issued to IFRS 9, according to which the gross value of such exposures should be recognized as the sum of
principal debt and contractual interest (including penalty interest), taking into account measurement at
amortized cost. The Bank created an additional impairment allowance for the increased gross exposure value
(interest). Adjustment of interest income, reducing the interest income of exposures classified to Stage 3 to
the level of impairment interest, is recognized as an element of impairment loss for expected credit losses.
The increase in the gross value of credit exposures and the related increase in impairment allowances as at
the time of initial recognition amounted to mPLN 162.8. The above change had no effect on the net balance

sheet value of exposures and the values recognized in the profit and loss account.
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Presented below are the allowances for expected credit losses and provisions recognized by the Bank as at 1
January 2018, broken down by Stages.

(PLN ‘000) Stage 1 Stage 2 Stage 3 total
Allowances for expected credit losses - amounts due > >
from banks

Allowances for expected credit losses on the portfolio of

credits and loans from clients measured