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FINANCIAL HIGHLIGHTS

Amount ‘000 PLN

illennium

Amount ‘000 EUR

1.01.2020 - 1.01.2019 - 1.01.2020 - 1.01.2019 -

31.12.2020 31.12.2019 31.12.2020 31.12.2019
Interest income and other of similar nature 3092 119 3374 836 691 100 784 517
Fee and commission income 947 414 899 887 211 750 209 188
Profit (loss) before income tax 210935 835 343 47 145 194 185
Profit (loss) after taxes 22 817 560 732 5100 130 348
Total comprehensive income of the period 152 581 557 133 34102 129 512
Net cash flows from operating activities (3137 601) (570 674) (701 265) (132 659)
Net cash flows from investing activities 2 035786 (912 588) 455 006 (212 141)
Net cash flows from financing activities (1 064 540) 715 363 (237 929) 166 294
Net cash flows, total (2 166 355) (767 899) (484 188) (178 506)
Earnings (losses) per ordinary share (in PLN/EUR) 0.02 0.46 0.00 0.11
Diluted earnings (losses) per ordinary share 0.02 0.46 0.00 0.11

31.12.2020 31.12.2019 31.12.2020 31.12.2019
Total Assets 97 771 785 97 916 394 21 186 570 22 993 165
Liabilities to banks and other monetary institutions 1057 652 1578 848 229 187 370752
Liabilities to customers 81 510 540 81 454 765 17 662 854 19127 572
Equity 9 090 976 8 941 519 1969 961 2 099 687
Share capital 1213 117 1213 117 262 875 284 870
Number of shares (pcs.) 1213116777 1213116777 1213116777 1213116 777
Book value per share (in PLN/EUR) 7.49 7.37 1.62 1.73
Diluted book value per share (in PLN/EUR) 7.49 7.37 1.62 1.73
Total Capital Ratio (TCR) 19.49% 20.09% 19.49% 20.09%
Pledged or paid dividend per share (in PLN/EUR)

Exchange rates accepted to convert selected financial data into EUR
for items as at the balance sheet date 4.6148 4.2585
for items for the period covered by the report
(exchange rate calculated as the average of exchange 4.4742 4.3018

rates at the end of individual months of the period)
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QUARTERLY FINANCIAL INFORMATION

CONSOLIDATED INCOME STATEMENT

1.01.2020 - 1.10.2020- 1.01.2019 - 1.10.2019 -

e 31.12.2020 31.12.2020%* 31.12.2019 31.12.2019*

Net interest income 2 548 600 621 431 2 436 919 692 813
Interest income and other of similar nature 3092 119 662 039 3374 836 947 170
Inr:g)rr:lzcalculated using the effective interest 3018 124 646 986 3247 640 913 088
Interest income from Financial assets at 2704 672 597735 2852907 812 127
mam e s
mews  mom wres mom
Interest expenses (543 519) (40 608) (937 917) (254 357)
Net fee and commission income 746 056 192 730 699 153 182 647
Fee and commission income 947 414 240 546 899 887 238 789
Fee and commission expenses (201 358) (47 816) (200 734) (56 142)
Dividend income 3678 136 3214 275
Result on derecognition of financial assets and
liabilities not measured at fair value through profit or 128 082 50 059 38 027 3718
loss
theasdu]l:; on financial assets and liabilities held for 47 896 7 841 68 187 17 459
e o o et andatorty o wss s em nm
Result on hedge accounting (10 259) 481 (19 821) (4183)
Result on exchange differences 120 521 14 285 163 147 39 007
Other operating income 160 766 72 191 97 582 17 451
Other operating expenses (249 060) (112 146) (103 989) (18 720)
Administrative expenses (1 542 379) (366 219) (1 545 183) (435 747)
Impairment losses on financial assets (556 912) (91 173) (402 743) (60 565)
Impairment losses on non-financial assets (7 890) (2712) (1193) 1112
rc::r\]/;sions for legal risk connected with FX mortgage (713 617) (415 944) (223 134) (223 134)
Result on modification (13 565) (3 475) (11 663) (2 476)
Depreciation (210 411) (51 455) (180 872) (54 211)
Share of the profit of investments in subsidiaries 0 0 0 0
Banking tax (279 147) (70 120) (247 991) (69 134)
Profit before income taxes 210935 (102 361) 835 343 99 488
Corporate income tax (188 118) (6 692) (274 611) (72 520)
Profit after taxes 22 817 (109 053) 560 732 26 968
Attributable to:
Owners of the parent 22 817 (109 053) 560 732 26 968
Non-controlling interests 0 0 0 0

Weighted average number of outstanding ordinary
shares (pcs.)

Profit (loss) per ordinary share (in PLN) 0.02 (0.09) 0.46 0.02

1213116777 1213116777 1213116777 1213116 777

* quarterly financial information has not been audited by an independent auditor
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CONSOLIDATED STATEMENT OF TOTAL COMPREHENSIVE INCOME

1.01.2020 - 1.10.2020 - 1.01.2019- 1.10.2019 -

pns R 31.12.2020  31.12.2020* 31.12.2019  31.12.2019*

Result after taxes 22 817 (109 053) 560 732 26 968
Other gqmprehenswe income items that may be (or were) 160 748 (26 634) (3 899) (7 934)
reclassified to profit or loss
Result on de.bt ;ecur1t1es at fair value through other 176 282 (28 073) (43 584) (4 976)
comprehensive income
Hedge accounting (15 534) 1439 39 685 (2 958)
Other comprehensive income items that will not be
reclassified to profit or loss () (2152 () (3012
Actuarial gains (losses) (417) (417) (735) (735)
Result on eq.u1ty. instruments at fair value through other (130) (172) 191 167
comprehensive income
Total comprehensive income items before taxes 160 201 (27 223) (4 443) (8 502)
Corporate income tax on other comprehensive income items
that may be (or were) reclassified to profit or loss (30 541) > 062 741 1508
Corporate income tax on other comprehensive income items
that will not be reclassified to profit or loss 104 12 103 108
Total comprehensive income items after taxes 129 764 (22 049) (3599) (6 886)
Total comprehensive income for the period 152 581 (131 102) 557 133 20 082
Attributable to:
Owners of the parent 152 581 (131 102) 557 133 20 082
Non-controlling interests 0 0 0 0

* quarterly financial information has not been audited by an independent auditor
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1. Consolidated Income Statement

Amount ‘000 PLN Note 30122020 31.12.2019
Net interest income 2 548 600 2 436 919
Interest income and other of similar nature 1 3092119 3374 836
Income calculated using the effective interest method 3018 124 3 247 640
Interest income from Financial assets at amortised cost 2704 672 2 852 907
Lr;t;l;)ersethrﬁg\r/nee ifrr]g?mFeinancial assets at fair value through other 313 452 394 733
Lrlg$;2%:{os::11lar nature to interest from Financial assets at fair value through 73 995 127 196
Interest expenses 2 (543 519) (937 917)
Net fee and commission income 746 056 699 153
Fee and commission income 3 947 414 899 887
Fee and commission expenses 3 (201 358) (200 734)
Dividend income 4 3678 3214
Eﬁ::dgr?r;riigtezﬁgistsion of financial assets and liabilities not measured at fair value 5 128 082 38 027
Results on financial assets and liabilities held for trading 6 47 896 68 187
Result on non-trading financial assets mandatorily at fair value through profit or loss 7 38 576 65 703
Result on hedge accounting 8 (10 259) (19 821)
Result on exchange differences 120 521 163 147
Other operating income 9 160 766 97 582
Other operating expenses 10 (249 060) (103 989)
Administrative expenses 11 (1 542 379) (1545 183)
Impairment losses on financial assets 12 (556 912) (402 743)
Impairment losses on non-financial assets 13 (7 890) (1193)
Provisions for legal risk connected with FX mortgage loans 36¢ (713 617) (223 134)
Result on modification (13 565) (11 663)
Depreciation 14 (210 411) (180 872)
Share of the profit of investments in subsidiaries 0 0
Banking tax (279 147) (247 991)
Profit before income taxes 210 935 835 343
Corporate income tax 15 (188 118) (274 611)
Profit after taxes 22 817 560 732

Attributable to:

Owners of the parent 22 817 560 732
Non-controlling interests 0 0
Weighted average number of outstanding ordinary shares 1213116 777 1213116 777
Profit (loss) per ordinary share (in PLN) 16 0.02 0.46

Notes on pages 14-180 are integral part of these consolidated financial statements.
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Total

Amount ‘000 PLN 31122020 31.12.2019
Profit after taxes 22 817 560 732
Other comprehensive income items that may be (or were) reclassified to profit or loss 160 748 (3 899)
Result on debt securities at fair value through other comprehensive income 176 282 (43 584)
Hedge accounting (15 534) 39 685
Other comprehensive income items that will not be reclassified to profit or loss (547) (544)
Actuarial gains (losses) (417) (735)
Result on equity instruments at fair value through other comprehensive income (130) 191
Total comprehensive income items before taxes 160 201 (4 443)
Corpor;.at.e income t.ax on other comprehensive income items that may be (or were) (30 541) 741
reclassified to profit or loss
Corporgte income tax on other comprehensive income items that will not be reclassified 104 103
to profit or loss
Total comprehensive income items after taxes 129 764 (3 599)
Total comprehensive income for the period 152 581 557 133
Attributable to:
Owners of the parent 152 581 557 133
Non-controlling interests 0 0

Notes on pages 14-180 are integral part of these consolidated financial statements.
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ASSETS
Amount ‘000 PLN Note 31.12.2020 31.12.2019*
Cash, cash balances at central banks 17 1460 289 2 203 444
Financial assets held for trading 18 423 846 986 728
Derivatives 154 188 112 485
Equity instruments 245 210
Debt securities 269 413 874 033
:lr:)anr;t{sgri]r;gaaiga:é:\j;g:e:; Ei?g;?rgly at fair value through profit or loss, other 19 251 107 169 610
Equity instruments 200 772 66 609
Debt securities 50 335 103 001
Financial assets at fair value through other comprehensive income 20 18 642 615 21 870 164
Equity instruments 29 538 29 643
Debt securities 18 613 077 21 840 521
Loans and advances to customers 21 74 088 342 69 615 390
Mandatorily at fair value through profit or loss 1615753 1498 195
Valued at amortised cost 72 472 589 68 117 195
Financial assets at amortised cost other than Loans and advances to customers 22 730 598 1 037 869
Debt securities 38 818 48 153
Deposits, loans and advances to banks and other monetary institutions 625 430 784 277
Reverse sale and repurchase agreements 66 350 205 439
Derivatives - Hedge accounting 23 21795 43 159
Investments in subsidiaries, joint ventures and associates 24 0 0
Tangible fixed assets 25 571 813 666 330
Intangible fixed assets 26 384 781 342 653
Income tax assets 665 174 541 828
Current income tax assets 3883 10 310
Deferred income tax assets 27 661 291 531 518
Other assets 28 509 035 399 778
Non-current assets and disposal groups classified as held for sale 29 22 390 39 441
Total assets 97 771 785 97 916 394
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LIABILITIES AND EQUITY

Amount '000 PLN Note  31.12.2020 31.12.2019*
LIABILITIES
Financial liabilities held for trading 30 168 553 353 000
Derivatives 103 775 150 735
Liabilities from short sale of securities 64778 202 265
Financial liabilities measured at amortised cost 84 915 527 85 853 762
Liabilities to banks and other monetary institutions 31 1057 652 1578 848
Liabilities to customers 32 81 510 540 81 454 765
Sale and repurchase agreements 33 248 566 90 712
Debt securities issued 34 558 560 1183 232
Subordinated debt 35 1 540 209 1 546 205
Derivatives - Hedge accounting 23 738 850 426 847
Provisions 36 607 650 165 178
Pending legal issues 555 922 111 785
Commitments and guarantees given 51728 53393
Income tax liabilities 30 843 38 590
Current income tax liabilities 30 843 38 590
Deferred income tax liabilities 37 0 0
Other liabilities 38 2219 386 2 137 498
Total Liabilities 88 680 809 88 974 875
EQUITY
Share capital 39 1213117 1213 117
Own shares (21) 0
Share premium 1147 502 1 147 502
Accumulated other comprehensive income 39 199 857 70093
Retained earnings 39 6 530 521 6 510 807
Total equity 9 090 976 8 941 519
Total equity and total liabilities 97 771 785 97 916 394
31.12.2020 31.12.2019
Book value of net assets 9 090 976 8941 519

Number of shares (pcs.)

1213116 777

1213116 777

Book value per share (in PLN)

7.49

7.37

* data for 2019 has been restated in relation to the information presented in the report for 2019, more

information on this subject is provided in Chapter 8. "Accounting policy".

Notes on pages 14-180 are integral part of these financial statements.
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4. Consolidated Statement of Changes in Equity

Total Accumulated Retained earnings
Amount ‘000 PLN consolidated Shfare i Sha're ey .
equity capital shares premium comPrehenswe Unappropriated  Other
LNCOME result reserves
01.01.2020 - 31.12.2020
Equity at the beginning g 941519 1213117 0 1147502 70 093 692065 5818 742
of the period
Total comprehensive
income for 2020 (net) 149 457 0 (21) 0 129 764 (535 807) 555 521
net.proﬁt/ (loss) of the 22 817 0 0 0 0 22 817 0
period
valuation of debt
securities at fair value
through other 142 788 0 0 0 142 788 0 0
comprehensive income
valuation of shares at
fair value through other (105) 0 0 0 (105) 0 0
comprehensive income
hedge accounting (12 582) 0 0 0 (12 582) 0 0
actuarial gains (losses) (337) 0 0 0 (337) 0 0
Purchase and transfer of (3 124) 0 1) 0 0 0 (3 103)
own shares to employees
Transfer between items of 0 0 0 0 0 (558 624) 558 624
reserves
Eg:’i‘;‘é attheendofthe  g490076 1213117  (21) 1147502 199 857 156 258 6374263
01.01.2019 - 31.12.2019
Equity at the beginning
of the period 8 384 386 1213 117 0 1147502 73 692 671 323 5278 752
Total comprehensive
income for 2019 (net) 557 133 0 0 0 (3 599) 20 742 539 990
net_proflt/ (loss) of the 560 732 0 0 0 0 560 732 0
period
valuation of debt
securities at fair value
through other (35 303) 0 0 0 (35 303) 0 0
comprehensive income
valuation of shares at
fair value through other 154 0 0 0 154 0 0
comprehensive income
hedge accounting 32 145 0 0 0 32 145 0 0
actuarial gains (losses) (595) 0 0 0 (595) 0 0
Transfer between items of 0 0 0 0 0 (539 990) 539 990
reserves
Eg:’i‘;‘é attheendofthe 5941519 1213117 0 1147502 70 093 692065 5818742

Detailed information concerning changes in different equity items are presented in the note (39).
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5. Consolidated Cash Flow Statement

A. CASH FLOWS FROM OPERATING ACTIVITIES

1.01.2020 - 1.01.2019 -

SEREIIES LY 31.12.2020  31.12.2019*

Profit (loss) after taxes 22 817 560 732
Total adjustments: (3 160 418) (1 131 406)
Interest received 3126 039 3159 255
Interest paid (552 884) (836 834)
Depreciation and amortization 210 411 180 872
Foreign exchange (gains)/ losses 11797 (12 314)
Dividends (3 678) (3219)
Changes in provisions 442 472 51 426
Result on sale and liquidation of investing activity assets (134 008) (25 294)
Change in financial assets held for trading 277 616 (436 839)
Change in loans and advances to banks (159 335) 6 157
Change in loans and advances to customers (7 042 496) (6 899 490)
Change in receivables from securities bought with sell-back clause (loans and advances) 132 653 32227
Change in financial liabilities valued at fair value through profit and loss (held for trading) 127 556 165 703
Change in deposits from banks 181 793 (4 302 689)
Change in deposits from customers 577 401 8 022 526
Change in liabilities from securities sold with buy-back clause 165 649 46 385
Change in debt securities (308 893) (100 664)
Change in income tax settlements 182 495 (84 372)
Income tax paid (343 181) (319 479)
Change in other assets and liabilities (104 049) 165 954
Other 52 224 59 283

Net cash flows from operating activities (3 137 601) (570 674)
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B. CASH FLOWS FROM INVESTING ACTIVITIES

Amount ‘000 PLN 31122020 31.12.2019"
Inflows: 94 157 770 141 768 540
Proceeds from sale of property, plant and equipment and intangible assets 25 855 22 808
Proceeds from sale of shares in related entities 0 0
Proceeds from sale of investment financial assets 94 128 237 141 742 513
Other 3678 3219
Outflows: (92 121 984) (142 681 128)
Acquisition of property, plant and equipment and intangible assets (73 945) (196 534)
Purchase of Euro Bank shares less cash acquired 0 (1591 434)
Acquisition of investment financial assets (92 048 039) (140 893 160)
Other 0 0
Net cash flows from investing activities 2 035 786 (912 588)
C. CASH FLOWS FROM FINANCING ACTIVITIES
Amount ‘000 PLN 31.12.2020 _ 31.13.2019"
Inflows from financing activities: 13 000 865 000
Long-term bank loans 13 000 35000
Issue of debt securities 0 0
Increase in subordinated debt 0 830 000
Net proceeds from issues of shares and additional capital paid-in 0 0
Other inflows from financing activities 0 0
Outflows from financing activities: (1 077 540) (149 637)
Repayment of long-term bank loans (706 806) (88 467)
Redemption of debt securities (299 440) 0
Decrease in subordinated debt 0 0
Issue of shares expenses 0 0
Redemption of shares 0 0
Dividends paid and other payments to owners 0 0
Other outflows from financing activities (71 294) (61 170)
Net cash flows from financing activities (1 064 540) 715 363
D. Net cash flows. Total (A + B + C) (2 166 355) (767 899)
- including change resulting from FX differences 8 548 152
E. Cash and cash equivalents at the beginning of the reporting period 3752789 4520 688
F. Cash and cash equivalents at the end of the reporting period (D + E) 1586 434 3752789

* data for 2019 has been restated in relation to the information presented in the report for 2019, more

information on this subject is provided in Chapter 8. "Accounting policy".

Additional information regarding cash flows statement is presented in point 5) of chapter 16.
“Supplementary information”. Information on liabilities classified as financing activities is
presented in points 31), 34), 35) of chapter 15. “Notes to the Consolidated Financial Report”.
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6. General Information about Issuer and the
Issuer’s Capital Group

Bank Millennium S.A. (the Bank) is a nationwide universal bank, offering its services to all market
segments via a network of branches, corporate centres, individual advisors and mobile and
electronic banking.

The Bank, entered under the number KRS 0000010186 in the National Court Register kept by the
Local Court for the Capital City of Warsaw, 13th Business Department of the National Court
Register, is seated in Warsaw, Stanistawa Zaryna 2A.

The Bank is listed on the Warsaw Stock Exchange since 1992, first Bank ever to float its shares on
the WSE.

The Bank is a parent company of a Bank Millennium Capital Group (the Group) with almost 7,500
employees with core business comprising banking, leasing, factoring, brokerage, capital operations,
investment fund management and web portals activity.

Supervisory Board and Management Board of Bank Millennium S.A. as at 31 December 2020

Composition of the Supervisory Board as at 31 December 2020 was as follows:

= Bogustaw Kott - Chairman of the Supervisory Board,

= Nuno Manuel da Silva Amado - Deputy Chairman of the Supervisory Board,
» Dariusz Rosati - Deputy Chairman and Secretary of the Supervisory Board,
= Miguel de Campos Pereira de Braganca - Member of the Supervisory Board,
= Agnieszka Hryniewicz-Bieniek - Member of the Supervisory Board,

=  Anna Jakubowski - Member of the Supervisory Board,

=  Grzegorz Jedrys - Member of the Supervisory Board,

* Andrzej Kozminski - Member of the Supervisory Board,

= Alojzy Nowak - Member of the Supervisory Board,

= Jose Miguel Bensliman Schorcht da Silva Pessanha - Member of the Supervisory Board
=  Miguel Maya Dias Pinheiro - Member of the Supervisory Board,

= Lingjiang Xu - Member of the Supervisory Board.

Composition of the Management Board as at 31 December 2020 was as follows:

= Joao Nuno Lima Bras Jorge - Chairman of the Management Board,

= Fernando Maria Cardoso Rodrigues Bicho - Deputy Chairman of the Management Board,
=  Wojciech Haase - Member of the Management Board,

* Andrzej Glinski - Member of the Management Board,

=  Wojciech Rybak - Member of the Management Board,

= Antonio Ferreira Pinto Junior - Member of the Management Board,

= Jarostaw Hermann - Member of the Management Board.
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Capital Group of Bank Millennium S.A.

The Group’s parent entity is Bank Millennium S.A. while the ultimate parent entity of the Bank
Millennium S.A. is the Banco Comercial Portugues - company listed on the stock exchange in Lisbon.
The companies that belong to the Capital Group as at 31 December 2020, are presented by the

table below:

B O7 S 05 I Recognition in financial
Company Activity domain Head office Group’s  Group’s voting s
; statements
capital share share

MILLENNIUM BANK -
HIPOTECZNY S.A. mortgage bank Warsaw 100 100 full consolidation
MILLENNIUM . . -
LEASING Sp. 7 0.0. leasing services Warsaw 100 100 full consolidation
MILLENNIUM DOM . -
MAKLERSKI S.A. brokerage services Warsaw 100 100 full consolidation
MILLENNIUM TFI S.A.  nvestment funds Warsaw 100 100 full consolidation

management

rental and
MILLENNIUM management of real .
SERVICE Sp. z o.0. estate, insurance and Warsaw 100 100 full consolidation

brokers activity
QA;LLZEETUM GOODIE web portals activity Warsaw 100 100 full consolidation
MILLENNIUM financial operations -
TELECOMMUNICATION equity markets, Warsaw 100 100 full consolidation
SERVICES Sp. z o.0. advisory services
Piast Expert 5p. Z 0.0. marketing services Tychy 100 100 full consolidation

in liquidation

LUBUSKIE FABRYKI MEBLI
S.A. in liquidation

* Despite having a control over the Lubuskie Fabryki Mebli S.A., due to insignificant nature of this company from the
realization of the primary goal of the consolidated financial statements point of view, which is the correct presentation of
Group’s financial situation, the Group does not consolidate capital involvement in aforementioned enterprise.

furniture manufacturer Swiebodzin 50 (+1 share) 50 (+1 share) equity method valuation *
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/. Acquisition of shares and merger with
Euro Bank S.A.

Description of the transaction

On 5 November 2018, Bank Millennium announced and signed the preliminary agreement related to
the acquisition of 99.787% shares of Euro Bank S.A. from SG Financial Services Holdings a wholly
owned subsidiary of Societe Generale S.A. The transaction specified in the agreement is the direct
acquisition of the shares by Bank Millennium.

The strategic rationale for the transaction

As a result of the transaction related to the acquisition of Euro Bank shares, Bank Millennium
strengthened its important position in the Polish banking sector. The transaction increased the
number of the Bank's clients by 1.4 million (of which more around 494 thousand fulfil the
classification of active client as per Bank’s internal definition) and therefore allowed the Bank to
become one of the largest Polish bank in terms of the number of retail clients.

The acquisition of Euro Bank allowed the Bank to increase the segment of consumer loans, as well
as the importance of this segment for the entire Group.

The acquisition of Euro Bank enabled Millennium Bank to acquire competences in the franchise
model and strengthen its presence in smaller cities, where Euro Bank was strongly located, and
contributed to increase of the geographical coverage of the Bank's distribution network.

Completion of the acquisition

On 3 January 2019, the Bank received information on issuing by the President of the Office of
Competition and Consumer Protection the decision on the consent for the concentration consisting
in the Bank's acquisition of control over Euro Bank S.A. The consent was issued on 28 December
2018.

On 28 May 2019 the Polish Financial Supervision Authority issued the consent specifying that there is
no basis for the objection raising, and therefore Bank Millennium together with its parent entity,
Banco Comercial Portugues, were allowed to acquire the shares of Euro Bank S.A. in the number
resulting in exceeding 50% of the total number of votes on the general meeting of Euro Bank and of
the share in the share capital. The number of acquired shares exceeding 50% results also in
becoming a parent entity of Euro Bank.

On 31 May 2019, by executing the share purchase agreement between the Bank and SG Financial
Services Holdings of 5 November 2018, the Bank has acquired the majority of shares, constituting
99.787% of Euro Bank S.A. share capital.

Additionally, on 31 May 2019, the Bank has repaid the unsubordinated financing granted to Euro
Bank by Societe Generale S.A. (“SG”) in the amount of ca. PLN 3,800,000,000. It was preceded by
Euro Bank’s repayment of a part of subordinated debt from SG in the amount of PLN 250,000,000,
after obtaining appropriate agreements from the PFSA in this particular area. In October 2019, a
final repayment of a subordinated loan of SG taken out by Euro Bank in the amount of PLN 100
million (fully collateralised by a cash deposit since 31 May 2019) took place.

In order to limit the risk associated with the Euro Bank's portfolio of mortgage loans denominated in
CHF or denominated in PLN, but indexed to CHF, Euro Bank and SG signed on 31 May 2019 an “CHF
Portfolio Indemnity and Guarantee Agreement” as it was planned in the Share Purchase Agreement.
Euro Bank, Bank Millennium and SG also concluded an agreement related to the provision of certain
limited transitional services by SG for Euro Bank.
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Merger

On 6 June 2019, the Management Board of Bank Millennium and the Management Board of Euro Bank
agreed and signed the merger plan of Bank Millennium and Euro Bank (the "Merger”). The merger
was performed in accordance with art. 492 § 1 point 1 of the Commercial Companies Code (KSH) by
transferring all assets and liabilities of Euro Bank (the acquired bank) to Bank Millennium (the
acquiring bank), without increasing the share capital of Bank Millennium.

In accordance with the Merger, existing, dematerialized shares of Bank Millennium (“Merger
Shares”) were allocated to the minority shareholders of Euro Bank. The shares were purchased on
Warsaw Stock Exchange S.A. in the secondary trading, by Millennium Dom Maklerski S.A. [Millennium
Brokerage House], by the order of Bank Millennium, pursuant to art. 515 § 2 of the Commercial
Companies Code.

The following share exchange parity has been determined in the Merger Plan: in exchange for 1
(one) share of Euro Bank, a minority shareholder of Euro Bank received 4.1 Merger Shares.

As a result of the Legal Merger performed 15t October 2019, Bank Millennium assumed all the rights
and obligations of Euro Bank, and Euro Bank was dissolved without liquidation proceedings and its
entire assets were transferred to Bank Millennium. The merger took place on the day of its entry
into the register of entrepreneurs of the National Court Register of Bank Millennium.

The merged Bank operates under the name Bank Millennium S.A. based on the provisions of the Act
of 15 September 2000 - Code of Commercial Companies ("KSH").

The merger was performed based on already obtained appropriate consents and permits required by
law, i.e.:

(i) permission of the Polish Financial Supervision Authority ("PFSA") for the Merger, pursuant to
art. 124 paragraph 1 of the Act of 29 August 1997 - Banking Law ("Banking Law");

(ii) permission of the PFSA to amend the Statute of Bank Millennium pursuant to art. 34 paragraph
2 of the Banking Law.

Transaction settlement

Transaction settlement was performed applying the acquisition method, in accordance with the
International Financial Reporting Standard 3 "Business combinations” ("IFRS"), which requires, among
others, recognition and measurement of identifiable assets acquired, and liabilities assumed
measured at fair value as at the acquisition date, and any non-controlling interest in the acquired
entity (if any) and separate recognition and measurement of goodwill or gain on bargain purchase

As part of the transaction, the Group identified non-controlling interests amounting to 0.2% of the
total value of Euro Bank shares. Bank Millennium acquired 26,240 shares of the Bank, constituting
0.00216302% of its share capital, which were then offered as merging shares to authorized
shareholders of Euro Bank other than the Bank. The average purchase price of one merger share was
PLN 5.939842, and the total price, representing the total cost of purchasing the merger shares, was
PLN 156.3 thousand.

The Group made a final settlement of the merger and calculation of goodwill in connection with the
purchase of Euro Bank S.A. shares within a period of one year from the date of acquiring the control
in accordance with the requirements of IFRS 3. During this time, the acquirer may adjust
retrospectively the provisional fair values of assets and liabilities recognized as at the acquisition
date to reflect any new information obtained in relation to facts and circumstances that existed as
at the acquisition date and, if known, would affect the measurement of those assets and liabilities.
Such adjustments refer to the recognized goodwill or gain on bargain purchase.
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Recognition and measurement of identifiable assets acquired liabilities assumed measured in
accordance with IFRS

The following data regarding the fair value measurement of the acquired assets and assumed
liabilities were based on the identification from the point of view of Bank Millennium and the
adopted assumptions regarding the materiality threshold.

A detailed description of the fair value measurement of individual assets acquired and liabilities
assumed was presented in the consolidated annual report of the Millennium Group for 2019.

Identifiable acquired assets and liabilities assumed measured at fair value

In PLN million

Assets

Cash and balances at Central Bank 241.6
Amounts due from banks 85.0
Loans and advances to customers 12 557.7
Financial assets held for trading/FVOCI/FVTPL 1401.9
Intangible assets 49.8
Fixed assets 113.2
Deferred tax assets 143.5
Other assets 72.2
Total assets 14 664.9

Liabilities and equity

Amounts due to banks and financial institutions 4086.5
Amounts due to customers 7974.9
Debt securities 506.1
Provisions 1.3
Derivatives in hedge accounting 5.7
Other liabilities 375.0
Subordinated loan 100.1
Total liabilities 13 049.6
Net assets 1615.3
Liabilities and equity 14 664.9

The adjustments to the fair value for temporary differences constituted the basis for the calculation
of deferred tax.

Calculation of goodwill

As at the date of the present report, the Group has completed the process of calculating goodwill as
at 31 May 2019.

In accordance with IFRS 3.45, the maximum period for making changes to the purchase price
allocation expired after 12 months from the date of the acquisition, i.e. on 31 May 2020. The finally
determined difference of the fair value of acquired assets and assumed liabilities at the acquisition
date over the purchase price is recognized by the Group in accordance with the provisions of IFRS
3.32 as goodwill in intangible assets.
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In PLN thousand Identifiable assets acquired and liabilities assumed

measured at fair value

Price transferred in accordance with the Agreement 1 833 000
Preliminary price adjustment (25 529)
Price after adjustment 1 807 471
Fair value of acquired net assets 1615 346
Goodwill 192 125

The difference between the book value of the acquired assets and liabilities of Euro Bank S.A. and
their fair value measurement will be subject to settlement through the profit or loss account - in
the economic life of the individual components of the assets and liabilities acquired.

Pursuant to IAS 36, as at December 31, 2020, the Bank conducted a test for impairment of goodwill
arising from the acquisition of Euro Bank S.A. In principle, this test compares the carrying amount of
a cash-generating unit ('CGU’) with its recoverable amount (where the CGU is the smallest
identifiable group of assets generating cash inflows largely independent of the cash inflows from
other assets or groups of assets).

The Bank conducted an impairment test with regard to the portfolio of assets of the retail segment,
constituting a set of CGUs, by comparing their carrying amount with the recoverable amount. The
recoverable amount was estimated based on the value in use of the CGU, which was calculated as
the present, estimated value of future cash flows for the period of 5 years, taking into account the
residual value of the CGU. The residual value of the CGU was calculated by extrapolating the cash
flow projections beyond the forecast period, using the growth rate assumed at 3.5%. Cash flow
forecasts are based on the assumptions contained in the financial plan for the Bank Millennium
Capital Group for 2021 and the projections for 2022-2023. The cash flows were discounted using a
discount rate of 9.44%.

The impairment test performed as at December 31, 2020 showed a surplus of the recoverable
amount over the carrying amount of individual CGUs, and therefore no impairment of goodwill was
identified.
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8. Accounting Policy

8.1. STATEMENT OF COMPLIANCE WITH THE INTERNATIONAL
FINANCIAL REPORTING STANDARDS

These financial statements of the Group have been 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 (unified text - Official Journal from 2021, item
217) 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. These
financial statements meet the reporting requirements described in the Regulation of the Minister of
Finance of March 29, 2018 regarding current and periodic information published by issuers of
securities and conditions for recognizing as equivalent information required by the laws of a non-
member state (Journal of Laws of 2018, item 757).

This financial report was approved for publication by the Management Board on 22 February 2021.

Change of apllied accounting principles introduced in 2020

In the course of 2020, the Group changed the presentation of provisions for legal risk connected
with FX mortgage loans which in the financial statements for year 2019 were recognized as
provisions for pending legal issues. Having in mind that part of these provisions relates to the new
estimation of cash flows from the mortgage loan portfolio, the Group allocated these provisions to
individual credit exposures and presented in these financial statements as a decrease in the gross
value of mortgage loans for which contractual cash flow are expected to reduce according to IFRS9.
In order to ensure comparability, the Group made appropriate balance sheet and cash flow
adjustments to the data presented in annual financial statements 2019 as illustrated in the tables
below.

In accordance with IAS 1, an entity additionally presents a third balance sheet at the beginning of
the previous period if it applied the change in accounting policy retrospectively. In this case, it is
not necessary (in accordance with the provisions of IAS 1) because the retrospective restatement
did not affect the information in the balance sheet prepared at the beginning of the previous period
(i.e. as at December 31, 2018).
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ASSETS
3c:aja2.azsoa1t9 impact _of restated data as
Amount ‘000 PLN Note g:rl::ll::rgg 112 a;r?ggin;ll:f 3;3;5';12{::::’
report change hereby report
Cash, cash balances at central banks 17 2203 444 0 2 203 444
Financial assets held for trading 18 986 728 0 986 728
Derivatives 112 485 0 112 485
Equity instruments 210 0 210
Debt securities 874 033 0 874 033
Non-trading financial assets mandatorily at fair value
through profit or loss, other than Loans and advances to 19 169 610 0 169 610
customers
Equity instruments 66 609 0 66 609
Debt securities 103 001 0 103 001
Elr:;agg?];m;tei;i Omaet fair value through other 20 21 870 164 0 21 870 164
Equity instruments 29 643 0 29 643
Debt securities 21 840 521 0 21 840 521
Loans and advances to customers 21 69 754 938 (139 548) 69 615 390
Mandatorily at fair value through profit or loss 1498 195 0 1498 195
Valued at amortised cost 68 256 743 (139 548) 68 117 195
ZLr:/aarrn]cci:é ta;sceut;st::rtn efxrnswortised cost other than Loans and 2 1037 869 0 1037 869
Debt securities 48 153 0 48 153
E;%%Sti;i’y i#;tair;lsjti c?r?sd advances to banks and other 784 277 0 784 277
Reverse sale and repurchase agreements 205 439 0 205 439
Derivatives - Hedge accounting 23 43 159 0 43 159
Investments in subsidiaries, joint ventures and associates 24 0 0 0
Tangible fixed assets 25 666 330 0 666 330
Intangible fixed assets 26 342 653 0 342 653
Income tax assets 541 828 0 541 828
Current income tax assets 10 310 0 10 310
Deferred income tax assets 27 531 518 0 531 518
Other assets 28 399 778 0 399 778
Non-current assets and disposal groups classified as held 29 39 441 0 39 441

for sale

Total assets 98 055 942 (139 548) 97 916 394
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3<1a.ga2.azsoa1t9 impact _of restated data as
Amount '000 PLN Note g:rt:ll}:r;g 112 a;ﬁgg:;ﬂ:f a:’?‘:s';rﬁ':g ::’
report change hereby report
LIABILITIES
Financial liabilities held for trading 30 353 000 0 353 000
Derivatives 150 735 0 150 735
Liabilities from short sale of securities 202 265 0 202 265
Financial liabilities measured at amortised cost 85 853 762 0 85 853 762
Liabilities to banks and other monetary institutions 31 1578 848 0 1578 848
Liabilities to customers 32 81 454 765 0 81 454 765
Sale and repurchase agreements 33 90 712 0 90 712
Debt securities issued 34 1183232 0 1183232
Subordinated debt 35 1 546 205 0 1 546 205
Derivatives - Hedge accounting 23 426 847 0 426 847
Provisions 36 304 726 (139 548) 165 178
Pending legal issues 251 333 (139 548) 111 785
Commitments and guarantees given 53393 0 53393
Income tax liabilities 38 590 0 38 590
Current income tax liabilities 38 590 0 38 590
Deferred income tax liabilities 37 0 0 0
Other liabilities 38 2137 498 0 2 137 498
Total Liabilities 89 114 423 (139 548) 88 974 875
EQUITY
Share capital 39 1213117 0 1213117
Own shares 0 0 0
Share premium 1 147 502 0 1 147 502
Accumulated other comprehensive income 39 70 093 0 70 093
Retained earnings 39 6 510 807 0 6 510 807
Total equity 8 941 519 0 8 941 519
Total equity and total liabilities 98 055 942 (139 548) 97 916 394
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restated data for

1.01.2019 - impact of X
Siizots  eccountine P 2010,
anr;t;;loﬁ)w SRl hF:.rreby report
Profit (loss) after taxes 560 732 0 560 732
Total adjustments: (1 131 406) 0 (1 131 406)
Interest received 3159 255 0 3159 255
Interest paid (836 834) 0 (836 834)
Depreciation and amortization 180 872 0 180 872
Foreign exchange (gains)/ losses (12 314) 0 (12 314)
Dividends (3219) 0 (3219)
Changes in provisions 190 974 (139 548) 51 426
Result on sale and liquidation of investing activity assets (25 294) 0 (25 294)
Change in financial assets held for trading (436 839) 0 (436 839)
Change in loans and advances to banks 6 157 0 6 157
Change in loans and advances to customers (7 039 038) 139 548 (6 899 490)
(Clgzggzn I:dcveaiﬁ?:zlsis from securities bought with sell-back clause 32 227 0 32 227
gggrliss iphgigzafr;ii;l-al;?:gil)ities valued at fair value through profit 165 703 0 165 703
Change in deposits from banks (4 302 689) 0 (4 302 689)
Change in deposits from customers 8 022 526 0 8 022 526
Change in liabilities from securities sold with buy-back clause 46 385 0 46 385
Change in debt securities (100 664) 0 (100 664)
Change in income tax settlements (84 372) 0 (84 372)
Income tax paid (319 479) 0 (319 479)
Change in other assets and liabilities 165 954 0 165 954
Other 59 283 0 59 283
Net cash flows from operating activities (570 674) 0 (570 674)
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restated data for

1.01.2019 - impact of :
. period 1.01.2019
Amount ‘000 PLN I T T )
published in principles resented in
annual 2019 change hP b
report ereby report
Inflows: 141 768 540 0 141 768 540
_Procee:ds from sale of property, plant and equipment and 22 808 0 22 808
intangible assets
Proceeds from sale of shares in related entities 0 0 0
Proceeds from sale of investment financial assets 141 742 513 0 141 742 513
Other 3219 0 3219
Outflows: (142 681 128) 0 (142 681 128)
Acquisition of property, plant and equipment and intangible (196 534) 0 (196 534)
assets
Purchase of Euro Bank shares less cash acquired (1591 434) 0 (1591 434)
Acquisition of investment financial assets (140 893 160) 0 (140 893 160)
Other 0 0 0
Net cash flows from investing activities (912 588) 0 (912 588)
C. Cash flows from financing activities
da1taogo;g 1e ;“_)d impact of restated data for
. 31.12.2019 accounting period 1.01.2019
Amount ‘000 PLN . . . - 31.12.2019,
published in principles resented in
annual 2019 change hp b
report ereby report
Inflows from financing activities: 865 000 0 865 000
Long-term bank loans 35 000 0 35 000
Issue of debt securities 0 0 0
Increase in subordinated debt 830 000 0 830 000
Net proceeds from issues of shares and additional capital paid-in 0 0 0
Other inflows from financing activities 0 0 0
Outflows from financing activities: (149 637) 0 (149 637)
Repayment of long-term bank loans (88 467) 0 (88 467)
Redemption of debt securities 0 0 0
Decrease in subordinated debt 0 0 0
Issue of shares expenses 0 0 0
Redemption of shares 0 0 0
Dividends paid and other payments to owners 0 0 0
Other outflows from financing activities (61 170) 0 (61 170)
Net cash flows from financing activities 715 363 0 715 363
D. Net cash flows. Total (a + b + c) (767 899) 0 (767 899)
including change resulting from FX differences 152 152
E. Cash and cash equivalents at the beginning of the reporting 4520 688 0 4520 688

period
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F. Cash and cash equivalents at the end of the reporting
period (D + E) 3752789 0 3752789

8.2. STANDARDS AND INTERPRETATIONS APPLIED IN 2020 AND THOSE
NOT BINDING AT THE BALANCE SHEET DATE

AMENDMENTS TO THE EXISTING STANDARDS EFFECTIVE FROM THE FINANCIAL STATEMENTS FOR
2020

The following amendments to the existing standards issued by the International Accounting
Standards Board (IASB) are effective for the current reporting period:

e Amendments to IFRS 3 “Business Combinations” - Definition of a Business (effective for
business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after 1 January 2020 and to asset acquisitions that
occur on or after the beginning of that period).

¢ Amendments to IFRS 9 “Financial Instruments”, IAS 39 “Financial Instruments: Recognition
and Measurement” and IFRS 7 “Financial Instruments: Disclosures” - Interest Rate
Benchmark Reform (effective for annual periods beginning on or after 1 January 2020),

e 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 References to the Conceptual Framework in IFRS Standards (effective for
annual periods beginning on or after 1 January 2020).

The adoption of these amendments to the existing standards has not led to any material changes in
the Group’s financial statements.

NEW STANDARDS AND AMENDMENTS TO EXISTING STANDARDS WHICH ARE ALREADY RELEASED BY
THE IASB BUT HAVE NOT BEEN EFFECTED YET

At the date of authorisation of these financial statements, the following new standard and
amendments to existing standards were in issue, but not yet effective:

e |IFRS 17 “Insurance Contracts” including amendments to IFRS 17 (effective for annual periods
beginning on or after 1 January 2023),

e Amendments to IFRS 3 “Business Combinations” - Reference to the Conceptual Framework
with amendments to IFRS 3 (effective for annual periods beginning on or after 1 January 2022),

¢ Amendments to IFRS 4 “Insurance Contracts” - Extension of the Temporary Exemption from
Applying IFRS 9 (the expiry date for the temporary exemption from IFRS 9 was extended to
annual periods beginning on or after 1 January 2023),




illennium
| Dbank |

EULS

¢ 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 and further amendments (effective date deferred indefinitely until
the research project on the equity method has been concluded),

e Amendments to IFRS 16 “Leases” - Covid-19-Related Rent Concessions (effective for annual
periods beginning on or after 1 June 2020. Earlier application is permitted, including in
financial statements not yet authorised for issue at 28 May 2020. The amendment is also
available for interim reports.),*

e Amendments to IAS 1 “Presentation of Financial Statements” - Classification of Liabilities as
Current or Non-Current (effective for annual periods beginning on or after 1 January 2023),

e Amendments to IAS 16 “Property, Plant and Equipment” - Proceeds before Intended Use
(effective for annual periods beginning on or after 1 January 2022),

¢ Amendments to IAS 37 “Provisions, Contingent Liabilities and Contingent Assets” - Onerous
Contracts — Cost of Fulfilling a Contract (effective for annual periods beginning on or after 1
January 2022),

¢ Amendments to IFRS 9 “Financial Instruments”, IAS 39 “Financial Instruments: Recognition
and Measurement”, IFRS 7 “Financial Instruments: Disclosures”, IFRS 4 “Insurance
Contracts” and IFRS 16 “Leases” - Interest Rate Benchmark Reform — Phase 2 (effective for
annual periods beginning on or after 1 January 2021),

e Amendments to various standards due to “Improvements to IFRSs (cycle 2018 -2020)”
resulting from the annual improvement project of IFRS (IFRS 1, IFRS 9, IFRS 16 and IAS 41)
primarily with a view to removing inconsistencies and clarifying wording (the amendments to
IFRS 1, IFRS 9 and IAS 41 are effective for annual periods beginning on or after 1 January 2022,
the amendment to IFRS 16 only regards an illustrative example, so no effective date is stated).

The Group has elected not to adopt the new standard and amendments to existing standards in
advance of their effective dates. The Group anticipates that the adoption of the standard and
amendments to existing standards will have no material impact on the financial statements of the
Group in the period of initial application.

8.3. ADOPTED ACCOUNTING PRINCIPLES

Basis of Financial Statements Preparation

Consolidated financial statements of the Group prepared for the financial year from 1 January 2020
to 31 December 2020 include financial data of the Bank and its subsidiaries forming the Group.

These financial statements are prepared on the basis of the going concern assumption of the Group,
namely scale of business is not to be reduced substantially in a period of not less than one year from
the balance sheet date.

The financial statements have been prepared in PLN, and all values, unless otherwise indicated, are
given in PLN rounded to one thousand.
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The financial statements have been prepared based on the fair value principle for financial assets
and liabilities recognised at FVTPL including derivative instruments, and financial assets classified
as FVTOCI. Other items of financial assets and liabilities (including loans and advances) are
presented at amortized cost with effective interest rate applied less impairment charges (except
loans which failed SPPI test), or at their purchase price less impairment charges.

The preparation of financial statements in accordance with IFRS, as adopted by the EU, requires
from the management the use of estimates and assumptions that affect applied accounting
principles and 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 actual 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 as adopted by the EU,
at the same balance sheet date.

Basis of Consolidation
Merger method

The merger method is used to account for business combination in which the Group acts as an
acquirer. 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 excluding acquisition
related costs such as advisory, legal, valuation and similar professional services.

Identifiable 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 of any non-controlling interests. 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,
contingent liabilities of the acquired subsidiary, the Group reassesses identification and measures
again the identifiable assets, liabilities and contingent 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 those investees, including structured entities, that the Group controls because the
Group (i) has power to direct relevant activities of the investees that significantly affect their
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returns, (ii) has exposure, or rights, to variable returns from its involvement with the investees, and
(iii) has the ability to use its power over the investees to affect the amount of investor’s returns.
The existence and effect of substantive rights, including substantive potential voting rights, are
considered when assessing whether the Group has power over another entity. For a right to be
substantive, the holder must have practical ability to exercise that right when decisions about the
direction of the relevant activities of the investee need to be made.

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 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 associates. Also unrealised losses are subject to
elimination, as long as the transaction does not deliver evidence that the transferred asset is
impaired.

Functional currency and presentation currency
Functional currency and presentation currency

The items contained in the 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 Bank - a parent company of the Group
and for other companies of 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 valued at fair value through other comprehensive income are disclosed in the profit
and loss account.
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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 valued at fair value through other comprehensive income, are included in Other
comprehensive income.

Application of estimates in connection with Accounting Policies

The preparation of financial statements in accordance with IFRS requires from the Group the use of
estimates and assumptions that affect the amounts reported in the financial statements.

The estimates and assumptions, revised by the Group management on a regular basis, are made on
basis of historical experience and other factors, including expectations concerning future events,
considered being relevant in given circumstances.

Despite the fact, that such estimates are based on best knowledge about current conditions and
activities undertaken by the Group, the actual results may differ from the estimates. The major
areas for which the Group makes estimates are presented below:

= Impairment of loans and advances

Impairment estimation model within the Group has been based on the concept of “expected credit
loss”, (hereinafter: ECL). In result impairment charges are calculated based on expected credit
losses and forecasts of expected future economic conditions have to be taken into account when
conducting evaluation of credit risk of an exposure.

The methodology and assumptions adopted for determining credit impairments are regularly
reviewed in order to reduce discrepancies between the estimated and actual losses. In order to
assess the adequacy of the impairment determined both in individual analysis and collective analysis
a historical verification (backtesting) is conducted from time to time (at least once a year), which
results will be taken into account in order to improve the quality of the process.

Further details are presented in Chapter 9. “Financial Risk Management”.

= Fair value of financial instruments

Fair value of financial instruments not quoted on active markets is determined with use of
measurement techniques consistent with the Group’s accounting policy. With respect to non-option
derivatives and debt securities use is made of models based on discounted cash flows. Option
pricing models are applied to option instruments. All models are approved prior to use and also
calibrated to ensure that attained results reflect the actual fair value of the measured instruments.
If possible, only observable data from the active market are used in the models.

In case of lack of measurement parameters coming from the active market, fair value is determined
on the basis of application of measurement techniques using estimated input parameters.

The Group measures financial instruments using the measurement methods below in the following
hierarchical order:

= Prices quoted on the active market for identical instruments for following financial
instruments:

Treasury fixed-coupon, zero-coupon debt securities and floating interest debt securities;

= Techniques of measurement based on parameters coming from the market for following
financial instruments:

Treasury floating interest debt securities,

Derivatives:

= FRA, IRS, CIRS,
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= FX Swap, FX Forward,
= Embedded derivatives,
Bills issued by the Central Bank;




illennium
| Dbank |

EULS

» Techniques of measurement with use of significant parameters not coming from the market:
Debt securities of other issuers (e.g. municipalities),
Shares of VISA Incorporation,
Loans and advances mandatorily at fair value through profit or loss,
Derivatives:
" FX Options acquired by the Group,
. Indexes options acquired/placed by the Group.
In order to determine the fair value of VISA preferred shares, the time value of money and
the time line for conversion of preferred stock in common stock of VISA were taken into
account.

To estimate the fair value of loans, due to the lack of availability of the market value, an
internal valuation model was used, taking into account the assumption that at the time of
granting the loan the fair value is equal to transaction price.

The fair value of loans without recognized impairment is equal to the sum of future expected
cash flows discounted at the balance sheet date. The discounting rate is the sum of: the cost
of risk, the cost of financing, the value of the expected return.

The fair value of impaired loans is equal to the sum of future expected recoveries discounted
using the effective interest rate, recognizing that the average expected recoveries fully take
into account the element of credit risk.

For derivative financial instruments valuation the Group applies the component of credit risk
taking into account both: counterparty risk (credit value adjustment - CVA) and own Group’s
risk (debit value adjustment - DVA). The Group assesses that unobservable inputs related to
applying this component used for fair value measurement are not significant.

= Impairment of other 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 performs an estimation of recoverable
amount. Estimation of value-in-use of a non-current asset (or cash generating units) requires
assumptions to be adopted, regarding, among others, amounts and timing of future cash flows,
which the Group may obtain from the given non-current asset (or cash generating unit). The Group
performs an estimation of the fair value less costs to sell on the basis of available market data
regarding this subject or estimations made by external parties.

= Provisions for legal risk connected with FX mortgage loans

Taking into consideration the increased legal risk related to FX mortgages, Bank creates dedicated
provision for legal risk. The methodology developed by the Bank is based on the following main
parameters: 1) the number of current (including class action) and potential future court cases that
will appear within a specified (three-year) time horizon, (2) the amount of the Bank's potential loss
in the event of a specific court judgment (three negative judgment scenarios were taken into
account), (3) the probability of obtaining a specific court verdict calculated on the basis of statistics
of judgments of the banking sector in Poland and legal opinions obtained. Variation in the level of
provisions or concrete losses will depend on the final court decisions about each case and on the
number of court cases.

= Provisions for potential returns of costs associated with loans in case of early repayment

Taking into consideration The Court of Justice of the European Union verdict, in which it stated that
consumer has rights to demand the reduction of the total loan cost corresponding to interest and
costs for the remaining term of the agreement in case of early repayment of loan, Bank creates a
provision for potential returns to the clients. The provision is estimated based on the maximum
amount of potential returns and the probability of payment being made.
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= QOther Estimate Values

Retirement provision is calculated using an actuarial method by an independent actuary as the
present value of future liabilities of the Group due to employees based on headcount and
remuneration as of the date of the update. The estimation of the provision is made on the basis of
several assumptions, regarding macroeconomic conditions and employee turnover, mortality risk
and other.

With regard to employee benefits, such as bonuses granted to directors and key management
personnel, bonuses for employees, the Management Board makes assumptions and estimates
regarding the amount of benefits as at the balance sheet date. The final amount of bonuses granted
is established by Personnel Committee of the Management Board or Personnel Committee of the
Supervisory Board.

Financial assets and liabilities
Classification

In accordance with the IFRS 9 requirements financial assets are classified at the moment of their
initial recognition (and the date of IFRS implementation) into one of three categories:

1) Financial assets valued at amortised cost (herein from ,,AC” - Amortised Cost),

2) Financial assets valued at fair value through profit & loss (herein from ,,FVTPL),

3) Financial assets valued at fair value through other comprehensive income (herein from
»FVTOCI”).

The classification of financial instruments into one of the above categories is performed based on:

1) The business model of managing financial assets,
The assessment of the business model is aimed at determining whether the financial asset is held:

» to collect contractual cash flows resulting from the contract,

= both in order to collect contractual cash flows arising from the contract and the sale of a
financial asset or

= for other business purposes.

2) Test of contractual cash flow characteristics connected with financial assets (herein from ,,SPPI
test”).

The purpose of the SPPI test (Solely Payment of Principal and Interest) is to assess the

characteristics of contract cash flows in order to verify if:

= The contractual terms trigger, at specific dates, certain cash flows which constitute solely a
payment of principal and interest on such principal,
= The principal constitutes the fair value of a loan at the moment of its recognition,
= The interest reflects the value of money over time and credit risk, liquidity risk, the
Group’s margin and other administrative costs connected with the value of the principal
outstanding at any given moment.
Financial instruments are classified at the moment of recognition or significant modification of the
instrument. A change in the classification of financial assets is caused by a change in the business
model. Reclassification is made prospectively, i.e. it does not affect fair value measurements,
write-downs or accrued interests recorded to the date of reclassification.
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Business Models of the Group

In accordance with IFRS 9 the manner of assets management may be assigned to the following
models:

1) Held To Collect (herein from ,,HTC”),

2) Both Held to Collect and for Sale (herein from “HTC&FS”),

3) Other models, e.g. trading activity, management of assets based on fair value fluctuations,
maximising cash flows through sales.

Held To Collect Model (HTC)
Model characteristics:

1) The objective of the model is to hold financial assets in order to collect their contractual cash
flows,

2) Sales are infrequent,

3) In principle, lower levels of sales compared to other models (in terms of frequency and volume).

Conditions allowing sale in the HTC model:

1) Low frequency,

2) Low volume,

3) Sale connected with credit risk (sale caused by the deterioration of the credit quality of a given
financial asset to a level at which it no longer meets the investment policy requirements).

A sale having at least one of the above features does not preclude qualifying a group of assets in the

HTC module.

Impact on classification and valuation:

Instruments assigned to the HTC model are classified as valued at amortised cost (AC) on condition
that the criteria of the SPPI Test are met. The value of instruments is calculated based on effective
interest rate which is applied to determine interest income and then adjusted for impairment
allowances reflecting expected credit losses. Consequently, subject to valuation at amortised cost is
the Group’s credit portfolio (except loans not meeting the SPPI test) and debt securities issued by
local government units (municipal bonds portfolio), because these instruments in principle are held
by the Group in order to collect contract cash flows, while sales transactions occur infrequently.

Both Held to Collect and for Sale Model (HTC&FS)
Model characteristics:

1) The integral objectives of the business model are both to collect contractual cash flows and
sell assets (in particular the model meets the assumptions of HTC&FS, if its objective is to
manage everyday liquidity needs, maintain an adopted interest yield profile and/or match the
duration of the financial assets and liabilities),

2) The levels of sales are usually higher than in the HTC model.

Impact on classification and valuation:

In accordance with IFRS 9 instruments assigned to the HTC&FS model are classified as valued at fair
value through other comprehensive income (FVTOCI) on condition that the contractual terms of
these instruments trigger at particular moments cash flows constituting solely a payment of
principal and interest on such principal (the SPPI test is met). These instruments are measured at
fair value net of impairment allowances, the fair value result is recognised in other comprehensive
income until financial assets is derecognised.
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The HTC&FS model is applied mainly to the portfolio of debt government securities and money bills
of the National Bank of Poland in particular the liquidity and investment portfolio.

Equity instruments (with the exception of related entities) are classified as valued at fair value
through profit & loss (FVTPL), provided that entities which manage them do not intend to hold them
as a strategic investment, or at fair value through other comprehensive income (FVTOCI) for
instruments which are not held for trading purposes. The decision to use the option to value capital
instruments at fair value through other comprehensive income is taken by the Group on the day of
the initial recognition of the instrument and constitute an irrevocable designation (even at the
moment of selling, the profit/loss on the transaction shall not be recognised in the Profit and Loss
Account).

Other models
Model characteristics:

1) The business model does not meet the assumptions of the HTC and HTC&FS models.

2) The collecting of cash flows on interest and principal is not the main objective of the business
model (the SPPI test is not satisfied),

This category should include in particular:

1) Portfolios managed in order to collect cash flows from the sale of assets, in particular ,,held for
trading”,
2) Portfolios whose management results are evaluated at fair value.

A financial asset should be considered as held for trading, if:

1) It was purchased mainly for the purpose of selling in a very short term,

2) At the moment of initial recognition it is part of a portfolio of financial instruments managed
jointly for which there is evidence confirming a regularity that they have recently actually
generated short-term profits, or

3) Is a derivative instrument, with the exclusion of derivative instruments included in hedge
accounting and being effective hedging instruments.

The term ,,trading” means active and frequent purchases and sales of instruments. However, these

features do not constitute a necessary condition in order to classify a financial instrument as held

for trading.

Impact on classification and valuation:

Financial assets kept under models other than HTC or HTC&FS are valued at fair value through profit
& loss (FVTPL).

A business model other than HTC or HTC&FS shall apply to portfolios of the following financial
assets:

Derivative instruments,

Debt securities held for trading,

Capital instruments not appointed to be a strategic investment

Financial assets irrevocably designated at initial recognition to be valued at fair value through
profit & loss (even in case the asset does not meet criteria to be FVTPL) in order to eliminate or
significantly mitigate accounting mismatch if would appear in case such designation is not
made.

AN WN =
— — — —
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Test of characteristics of contractual cash flows (SPPI test)
The evaluation of the fulfilment of the SPPI Test is carried out in the following cases:

=  granting a debt instrument;
] purchase of debt instrument;
=  renegotiation of contractual terms;

The subject of the SPPI Test are the contractual terms of debt instruments recognised in the
balance sheet, whereas the off-balance sheet products are not analysed.

The SPPI test is carried out at the design stage of the product/loan agreement, which allows making
approvals with taking into account the future method of exposure valuation.

As part of the SPPI Test, the impact of the modified element on the cash flows resulting from the
concluded contract is assessed. Contract characteristics introducing volatility or cash flow risk not
directly related to interest and capital interest payments may be assessed as having no impact on
the classification (fulfilment of SPPI criteria) if they are defined as having negligible classification
impact (existence of a "de minimis" characteristic) or such impact is not negligible (no "de minimis"
character) but can only occur in extremely rare cases (existence of the "not genuine” attribute).

In cases where there is a modification of the time value of money, e.g. in case where a period of
interest rate mismatch with the base rate tenor, in order to verify the fulfilment of the SPPI Test,
the Group performs an assessment based on the Benchmark Test, i.e. a comparison of the
instrument resulting from the contract with the base instrument (which has the same contractual
features as the instrument under analysis, with the exception of the time value of money element).

Non-recourse assets (products for which the Group's claim is limited to certain debtor's assets or
cash flows from specific assets), in particular "project finance"” and "object finance"” products
(products in which the borrower, most often a special purpose vehicle is characterized by the
minimum level of equity, and the only component of its assets is the credited asset), are assessed
by comparing the value of the collateral in relation to the principal amount of the loan.
Identification of the appropriate buffer to cover the risk of changes in the value of the collateral
satisfies the SPPI Test conditions.

The negative result of the SPPI Test implies the valuation of the debt instrument at FVTPL, causing a
departure from the valuation at amortized cost or FVTOCI.

Modifications to the terms of the loan agreement
Modifications to the terms of the loan agreement during the loan period include:

= changing the dates of repayment of all or part of the receivables,

= changes in the amount of the repayment instalments,

= changing the interest or stop charging interest,

= capitalization of arrears or current interest,

= currency conversion (unless such a possibility results from the original contract),
= establishing, amending or abolishing the existing security for receivables.

Any mentioned above modification may result in the need to exclude from the balance sheet and
re-classify the financial asset taking into account the SPPI test.
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If the contractual terms of the loan are modified, the Group performs a qualitative and quantitative
assessment to determine whether a given modification should be considered significant and,
consequently, derecognize the original financial asset from the balance sheet and recognize it as a
new (modified) asset at fair value. A significant modification takes place if the following conditions
are met:

» quantitative criterion: increase of the debtor's involvement, understood as the increase in the
capital of each individual credit exposure above 10% in relation to the capital before the
increase. If the quantitative criterion is above 10%, the modification is considered significant,
while the occurrence of the quantitative criterion up to 10% results in considering the
modification as insignificant. The quantitative criterion does not apply to loans under
restructuring, i.e. in the case of such exposures, any change in the debtor's involvement results
in the recognition of a non-material modification due to the fact that the settlement or
restructuring agreement is intended to recover the debt and does not constitute a new
transaction concluded on different terms.

= qualitative criteria: conversion of the exposure to a different currency (unless the possibility of
conversion was included in the original contract), change in the SPPI test result. The occurrence
of the qualitative criterion results in considering the modification as significant.

If the cash flows resulting from the agreement are subject to modification, which does not lead to
derecognition of a given asset (so called ‘insignificant modification”), the Group adjusts the gross
carrying amount of the financial asset and recognizes the profit or loss due to insignificant
modification in the financial result (in a separate item of the Loss Profit Statement - "result on
modification "). The adjustment of the gross carrying amount of a financial asset is the difference
between the discounted cash flows before and after the contract modification. All costs and fees
incurred adjust the carrying amount of the modified financial asset and are depreciated in the
period remaining until the maturity date of the modified financial asset.

POCI assets

POCI assets ("purchased or originated credit-impaired”) are financial assets that, upon initial

recognition, have an identified impairment. Financial assets that were classified as POCI at the time

of initial recognition are treated by the Group as POCI in all subsequent periods until they are

derecognized from balance sheet, and expected credit loss is estimated based on ECL covering

remaining life time of the financial asset, regardless of future changes in estimates of cash flows

generated by them (possible improvement of assets quality).

POCI assets can be created in 3 different ways, i.e.:

1) through the acquisition of a contract that meets the definition of POCI (e.g. as a result of the
purchase of the "bad credit” portfolio),

2) by entering into a contract that is POCI at the time of original granting (e.g. granting a loan to a
client in bad financial condition with the hope of improving it in the future)

3) through a significant modification of the contract included in stage 3 leading to derecognition of
the contract from the balance sheet, and then to its further recognition in the balance sheet as
a contract meeting the definition of POCI.

Financial liabilities

Upon initial recognition a financial liability shall be classified as:

1) a financial liability measured at fair value through profit loss, or

2) other financial liability (measured at AC).

Additionally, financial liabilities shall not be reclassified subsequent to their initial recognition.
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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 instruments at their initial recognition are valued at fair value adjusted, in the case of
a financial instrument 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: 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:

= transfers the contractual right to receive the cash flows from the financial asset, or

= retains the contractual rights to receive the cash flows from the financial asset, but assumes a
contractual obligation to pay those 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:

= transfers substantially all the risks and rewards of ownership of the financial asset, it
derecognises the financial asset from the balance sheet,

= retains substantially all the risks and rewards of ownership of the financial asset, it continues to
recognise the financial asset in the balance sheet,

= 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 in the balance sheet 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

the obligation specified in the contract is discharged or cancelled or expired.

Hedge Accounting and 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 as 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.

An additional element of the valuation of deri