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FINANCIAL HIGHLIGHTS

Amount 6000 P Amount 6000
1.01.2021 - 1.01.2020 - 1.01.2021 - 1.01.2020 -
31.12.2021 31.12.2020 31.12.2021 31.12.2020
Interest income and other of similar nature 2842093 3126579 620 883 698 802
Fee and commission income 1012 250 947 414 221 136 211 750
Profit (loss) before income tax (1 000 943) 210935 (218 666) 47 145
Profit (loss) after taxes (1 331 866) 22817 (290 959) 5100
Total comprehensive income of the period (2 390 356) 152 581 (522 197) 34 102
Net cash flows from operating activities 2787 342 (3137 601) 608 922 (701 265)
Net cash flows from investing activities (556 582) 2035 786 (121 591) 455 006
Net cash flows from financing activities (444 950) (1 064 540) (97 204) (237 929)
Net cash flows, total 1785 810 (2 166 355) 390 128 (484 188)
Earnings (losses) per ordinary share (in PLN/EUR) (1.10) 0.02 (0.29) 0.00
Diluted earnings (losses) per ordinary share (1.10) 0.02 (0.24) 0.00
31.12.2021 31.12.2020 31.12.2021 31.12.2020
Total Assets 103 913 908 97 322 785 22592 927 21089 275
Liabilities to banks and other monetary institutions 539 408 1057 652 117 278 229 187
Liabilities to customers 91 447 515 81510 540 19 882 488 17 662 854
Equity 6 697 246 9090 976 1456 113 1969 961
Share capital 1213117 1213117 263 755 262 875
Number of shares (pcs.) 1213116777 1213116777 1213116777 1213116777
Book value per share (in PLN/EUR) 5.52 7.49 1.20 1.62
Diluted book value per share (in PLN/EUR) 5.52 7.49 1.20 1.62
Total Capital Ratio (TCR) 17.06% 19.49% 17.06% 19.49%
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 - - 4.5994 4.6148
for items for the period covered by the report
(exchange rate calculated as the average of exchange - - 4.5775 4.4742

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

CONSOLIDATED INCOME STATEMENT

A @ Ul m G 5000 PLN 1.01.2021 - 1.10.2021 - 1.01.2020 - 1.10.2020 -
31.12.2021 31.12.2021* 31.12.2020 31.12.2020*
Net interest income 2713 143 767 099 2 583060 624 635
Interest income and other of similar nature 2842093 805 787 3126 579 665 243
Ir:g;)r:rcl)z calculated using the effective interest 2778 204 800 465 3018 124 646 986
Interest income from Financial assets at 2620 651 749737 2704672 597 735
s sorze e ez
I
Interest expenses (128 950) (38 688) (543 519) (40 608)
Net fee and commission income 830 612 214 960 746 056 192 730
Fee and commission income 1012 250 260 504 947 414 240 546
Fee and commission expenses (181 638) (45 544) (201 358) (47 816)
Dividend income 3761 323 3678 136
Result on derecognition of financial assets and
liabilities not measured at fair value through profit or 9 669 (569) 128 082 50 059
loss
th’aegiunI;s on financial assets and liabilities held for (9 296) (2 151) 13 436 4637
g‘ﬁs\‘je'fhj’e” tﬂ?&tgidg?ﬁffél?’?ﬁi assets mandatorily at 124 538 70730 38576 51729
Result on hedge accounting (3185) (1431) (10 259) 481
Result on exchange differences (148 999) (72 138) 120 521 14 285
Other operating income 317 295 106 606 160 766 72 191
Other operating expenses (239 510) (159 641) (249 060) (112 146)
Administrative expenses (1 440 706) (383 401) (1542 379) (366 219)
Impairment losses on financial assets (318 391) (77 023) (556 912) (91 173)
Impairment losses on non-financial assets (7 672) (2 285) (7 890) (2712)
IF;n:;)r\]/;sions for legal risk connected with FX mortgage (2 305 157) (732 000) (713 617) (415 944)
Result on modification (12 839) (3 403) (13 565) (3475)
Depreciation (201 595) (50 725) (210 411) (51 455)
Share of the profit of investments in subsidiaries 0 0 0 0
Banking tax (312 611) (82 012) (279 147) (70 120)
Profit before income taxes (1 000 943) (407 061) 210935 (102 361)
Corporate income tax (330 923) (101 849) (188 118) (6 692)
Profit after taxes (1 331 866) (508 910) 22 817 (109 053)
Attributable to:
Owners of the parent (1 331 866) (508 910) 22 817 (109 053)
Non-controlling interests 0 0 0 0

Weighted average number of outstanding ordinary

1213116777 1213116777 1213116777
shares (pcs.)

1213116 777

Profit (loss) per ordinary share (in PLN) (1.10) (0.42) 0,02

(0,09)

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

1.01.2021 - 1.10.2021 - 1.01.2020 - 1.10.2020 -

A dnt e doe FLIK 31.12.2021  31.12.2021* 31.12.2020  31.12.2020*

Result after taxes (1 331 866) (508 910) 22817 (109 053)

Other comprehensive income items that may be (or were)

reclassified to profit or loss (65 Sz 02 (i) HETE) (A9 )
Result on de_bt s_ecurltles at fair value through other (977 534) (698 843) 176 282 (28 073)
comprehensive income
Hedge accounting (334 493) (260 272) (15 534) 1439

Other comprehensive income items that will not be

reclassified to profit or loss D) DE (2570 ()
Actuarial gains (losses) 6071 6071 (417) (417)
Result on eq_wty_ instruments at fair value through other (822) (793) (130) 172)
comprehensive income

Total comprehensive income items before  taxes (1306 778) (953 837) 160 201 (27 223)

Corporate income tax on othe_r_ comprehe_znswe income items 249 285 182 232 (30 541) 5062

that may be (or were) reclassified to profit or loss

Corporate income tax on other comprehensive income items

that will not be reclassified to profit or loss (997) (1003) 104 112

Total comprehensive income items after taxes (1 058 490) (772 608) 129 764 (22 049)

Total comprehensive income for the period (2390 356) (1281518) 152 581 (131 102)

Attributable to:

Owners of the parent (2390 356) (1281518) 152 581 (131 102)

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 0000 PLN NOR 31 Tpo001 311220200
Net interest income 2713143 2583 060
Interest income and other of similar nature 1 2 842 093 3126 579
Income calculated using the effective interest method 2778204 3018 124
Interest income from Financial assets at amortised cost 2620 651 2704 672
Lrg;rgrsetrire\ﬁzwg firr?gmlzinancial assets at fair value through other 157 553 313 452
Ipnr(c:)(f:\i;noer (I)(:Ssslmllar nature to interest from Financial assets at fair value through 63 889 108 455
Interest expenses 2 (128 950) (543 519)
Net fee and commission income 830 612 746 056
Fee and commission income 1012 250 947 414
Fee and commission expenses (181 638) (201 358)
Dividend income 4 3761 3678
migzghogrgztricﬁggisﬁon of financial assets and liabilities not measured at fair value 5 9669 128 082
Results on financial assets and liabilities held for trading 6 (9 296) 13 436
Result on non-trading financial assets mandatorily at fair value through profit or loss 7 124 538 38576
Result on hedge accounting 8 (3 185) (10 259)
Result on exchange differences (148 999) 120 521
Other operating income 9 317 295 160 766
Other operating expenses 10 (239 510) (249 060)
Administrative expenses 11 (1 440 706) (1542 379)
Impairment losses on financial assets 12 (318 391) (556 912)
Impairment losses on non-financial assets 13 (7 672) (7 890)
Provisions for legal risk connected with FX mortgage loans 14 (2 305 157) (713 617)
Result on modification (12 839) (13 565)
Depreciation 15 (201 595) (210 411)
Share of the profit of investments in subsidiaries 0 0
Banking tax (312 611) (279 147)
Profit before income taxes (1 000 943) 210935
Corporate income tax 16 (330 923) (188 118)
Profit after taxes (1 331 866) 22 817

Attributable to:

Owners of the parent (1331 866) 22 817
Non-controlling interests 0 0
Weighted average number of outstanding ordinary shares 1213116777 1213116777
Profit (loss) per ordinary share (in PLN) 17 (1.10) 0.02

* data for 2020 has been restated in relation to the information presented in the report for 2020, more

information on this subject is provided in Chapter 7. "Accounting policy".

Notes on pages13-178 are integral part of these consolidated financial stateme nts.




Annual Consolidated Financial Report

Sa1al[8Taa M of the Bank Millennium S.A. Capital Group

for the 12 -month period ending 31 St December 2021

2. Consolidated Statement of Total
Comprehensive Income
Amount 0000 PLN Wiro02t 31122020
Profit after taxes (1 331 866) 22 817
Other comprehensive income items that may be (or were) reclassified to profit or loss (1312 027) 160 748
Result on debt securities at fair value through other comprehensive income (977 534) 176 282
Hedge accounting (334 493) (15 534)
Other comprehensive income items that will not be reclassified to profit or loss 5249 (547)
Actuarial gains (losses) 6 071 (417)
Result on equity instruments at fair value through other comprehensive income (822) (130)
Total comprehensive income items before taxes (1306 778) 160 201
Corporgt_e income tax on other comprehensive income items that may be (or were) 249 285 (30 541)
reclassified to profit or loss
Corporate income tax on other comprehensive income items that will not be reclassified
to profit or loss (997) 104
Total comprehensive income items after taxes (1 058 490) 129 764
Total comprehensive income for the period (2 390 356) 152 581
Attributable to:
Owners of the parent (2 390 356) 152 581
Non-controlling interests 0 0

Notes on pages13-178 are integral part of these consolidated financial statements.
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ASSETS
Amount 6000 PLN Note 31.12.2021 31.12.2020* 31.12.2019*
Cash, cash balances at central banks 18 3179 736 1460 289 2203 444
Financial assets held for trading 19 172 483 423 846 986 728
Derivatives 85 900 154 188 112 485
Equity instruments 145 245,1179 210
Debt securities 86 438 269 413 874 033
N T e ek e 2 265003 251107 169610
Equity instruments 138 404 200 772 66 609
Debt securities 127 499 50 335 103 001
Financial assets at fair value through other comprehensive income 21 17 997 699 18 642 615 21870 164
Equity instruments 28 727 29 538 29 643
Debt securities 17 968 972 18 613 077 21840521
Loans and advances to customers 22 78 603 326 73639342 69 541 667
Mandatorily at fair value through profit or loss 362992 1615753 1498 195
Valued at amortised cost 78 240 334 72023589 68043472
Elijr;?ggzlr Sassets at amortised cost other than Loans and advances to 23 1076 456 730 598 1037 869
Debt securities 37088 38 818 48 153
il?ligt%st:gsﬁsloans and advances to banks and other monetary 770 531 625 430 784 977
Reverse sale and repurchase agreements 268 837 66 350 205 439
Derivatives d Hedge accounting 24 14 385 21795 43 159
Investments in subsidiaries, joint ventures and associates 25 0 0 0
Tangible fixed assets 26 549 788 571 813 666 330
Intangible fixed assets 27 392 438 384 781 342 653
Income tax assets 785 750 665 174 541 828
Current income tax assets 8 644 3883 10310
Deferred income tax assets 28 777 106 661 291 531518
Other assets 29 857 650 509 035 399 778
Non-current assets and disposal groups classified as held for sale 30 18 294 22 390 39441
Total assets 103 913 908 97 322 785 97 842 671
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LIABILITIES AND EQUITY

Amount ‘000 PLN Note 31.12.2021  31.12.2020* 31.12.2019*
LIABILITIES
Financial liabilities held for trading Sl 143 016 168 553 353 000
Derivatives 126 402 103 775 150 735
Liabilities from short sale of securities 16 614 64 778 202 265
Financial liabilities measured at amortised cost 93 585 673 84 915 527 85 853 762
Liabilities to banks and other monetary institutions 32 539 408 1057 652 1578 848
Liabilities to customers 33 91 447 515 81 510 540 81 454 765
Sale and repurchase agreements 34 18 038 248 566 90 712
Debt securities issued 35 39 568 558 560 1183232
Subordinated debt 36 1541 144 1540 209 1546 205
Derivatives d Hedge accounting 24 614 573 738 850 426 847
Provisions 37 595 530 158 650 91 455
Pending legal issues 551 176 106 922 38 062
Commitments and guarantees given 44 354 51728 53 393
Income tax liabilities 1496 30 843 38 590
Current income tax liabilities 1496 30 843 38 590
Deferred income tax liabilities 0 0 0
Other liabilities 38 2276 374 2219 386 2137 498
Total Liabilities 97 216 662 88 231 809 88 901 152
EQUITY
Share capital 39 1213117 1213117 1213117
Own shares (21) (21) 0
Share premium 1147 502 1147 502 1147 502
Accumulated other comprehensive income 39 (858 633) 199 857 70 093
Retained earnings, including: 39 5195281 6 530 521 6 510 807
- current profit /loss (1 331 866) 22 817 560 732
- other 6 527 147 6 507 704 5950 075
Total equity 6 697 246 9 090 976 8941519
Total equity and total liabilities 103 913 908 97 322 785 97 842 671
31.12.2021 31.12.2020 31.12.2019
Book value of net assets 6 697 246 9 090 976 8941519

Number of shares (pcs.)

1213116 777

1213116 777

1213116 777

Book value per share (in PLN)

5.52

7.49

7.37

* data for years 2020 and2019 has been restated in relation to the information presented in the report for 20 20,

more information on this subject is provided in

Chapter 7. "Accounting policy".

Notes on pages13-178 are integral part of these financial statements.
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4. Consolidated Statement of Changes in Equity

Total Accumulated Retained earnings
Amount 6000 consolidated ST o) SETE TN
equity capital shares premium comprehenswe Unappropriated Other
LICUITC result reserves
01.01.202 1 631.12.202 1
Equity at the beginning 9090976 1213117  (21) 1147502 199 857 156258 6 374 263
of the period
Total comprehensive
income for 2021 (net) (2 390 356) 0 0 0 (1 058 490) (1 331 866) 0
current profit /loss (1 331 866) 0 0 0 0 (1 331 866) 0
valuation of debt
securities at fair value
through other (791 803) 0 0 0 (791 803) 0 0
comprehensive income
valuation of shares at
fair value through other (666) 0 0 0 (666) 0 0
comprehensive income
hedge accounting (270 938) 0 0 0 (270 938) 0 0
actuarial gains (losses) 4917 0 0 0 4917 0 0
Purchase and transfer of (3 374) 0 0 0 0 0 (3 374)
own shares to employees
Transfer between items of
reserves 0 0 0 0 0 (22 817) 22817
Egﬁgé’ B e S @ e 6607246 1213117  (21) 1147502 (858 633) (1198 425) 6393 706
01.01.20 20 631.12.20 20
Equity at the - beginning 8941519 1213117 0 1147502 70 093 692065 5818742
of the period
Total comprehensive
income for 2020 (net) 152 581 0 0 0 129 764 22 817 0
current profit /loss 22 817 0 0 0 0 22 817 0
valuation of debt
securities at fair value 142 788 0 0 0 142 788 0 0
through other
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::gé’ il e s e 9090976 1213117  (21) 1147502 199 857 156 258 6374 263

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

A. CASH FLOWS FROM OPERATING ACTIVITIES

Amount 06000 PLN 3122021 31.122020°
Profit (loss) after taxes (1 331 866) 22 817
Total adjustments: 4119 208 (3160 418)
Interest received 2840116 3126 039
Interest paid (117 173) (552 884)
Depreciation and amortization 201 595 210411
Foreign exchange (gains)/ losses 0 11 797
Dividends (3761) (3678)
Changes in povisions 436 880 67 195
Result on sale and liquidation of investing activity assets (11 483) (134 008)
Change in financial assets held for trading (207 232) 277 616
Change in loans and advances to banks (74 610) (159 335)
Change in loans and advances to customers (7 533 210) (6 667 219)
Change in receivables from securities bought with sell -back clause (loans and advances) (202 947) 132 653
Change in financial liabilities valued at fair value through profit and loss (held for trading) (149 815) 127 556
Change in deposits from banks (364 842) 181 793
Change in deposits from customers 10 050 781 577 401
Change in liabilities from securities sold with buy -back clause (228 737) 165 649
Change in debt securities (265 008) (308 893)
Change in income tax settlements 333839 182 495
Income tax paid (235 473) (343 181)
Change in other assets and liabilities (399 748) (104 049)
Other 50 036 52 224
Net cash flows from operating activities 2787 342 (3137 601)
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B. CASH FLOWS FROM INVESTING ACTIVITIES

Amount 0000 PLN 3122021 31122020
Inflows: 223 396 042 94 157 770
Proceeds from sale of property, plant and equipment and intangible assets 13 323 25855
Proceeds from sale of shares in related entities 0 0
Proceeds from sale of investment financial assets 223 378 958 94 128 237
Other 3761 3678
Outflows: (223 952 624) (92 121 984)
Acquisition of property, plant and equipment and intangible assets (94 510) (73 945)
Purchase of Euro Bank shares less cash acquired 0 0
Acquisition of investment financial assets (223 858 114) (92 048 039)
Other 0 0
Net cash flows from investing activities (556 582) 2 035 786
C. CASH FLOWSFROM FINANCING ACTIVITIES
Amount 0000 PLN 3122021 31122020
Inflows from financing activities: 0 13 000
Long-term bank loans 0 13 000
Issue of debt securities 0 0
Increase in subordinated debt 0 0
Net proceeds from issues of shares and additional capital paid -in 0 0
Other inflows from financing activities 0 0
Outflows from financing activities: (444 950) (1077 540)
Repayment of long-term bank loans (147 960) (706 806)
Redemption of debt securities (250 000) (299 440)
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 (46 990) (71 294)
Net cash flows from financing activities (444 950) (1 064 540)
D. Net cash flows. Total (A +B +C) 1785 810 (2 166 355)
- including change resulting from FX differences 4072 8 548
E. Cash and cash equivalents at the beginning of the reporting period 1586 434 3752 789
F. Cash and cash equivalents at the end of the reporting period (D +E) 3372244 1586 434
* data for 2020 has been restated in relation to the information presented in the report for 20 20, more

information on this subject is provided in Chapter 7. "Accounting policy".

Additional information regarding cash flows statement is presented in point 5) of chapter 1 5.
OSuppl ement ar y Inferrhaton ondiabilitiesrlassified as financing activities is presented

in points 3 2), 35),36) ofchapter1 4. 0 Not es to the Consolidated Financi a
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6. General Information about Issuer and the
| ssuer O0&Gropapi t al

Bank Millennium S.A. (the Bank) is a universal bank that operates in Poland, 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 t he number KRS 0000010186 in the National Court Register kept by the Local
Court for the Capital City of Warsaw (Poland), 13th Business Department of the National Court
Register, is seated in Poland, Warsaw, St ani s gawa Uaryna 2A.

During the year, the name o f the reporting entity and other identification data did not change.

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 7,000
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 202 1

Composition of the Supervisory Board as at 31 December 2021 was as follows:

B o g us g a-vChakman of the Supervisory Board,

Nuno Manuel da Silva Amadod Deputy Chairman of the Supervisory Board,
Dariusz Rosatid Deputy Chairman and Secretary of the Supervisory Board,

Mi guel de Campos Pdvieraberrofthe SupenBsoraRpardy - a
Olga Grygier-Siddons®Member of the Supervisory Board,

Anna Jakubowskid Member of the Supervisory Board,

Gr z e g o r zdMéndbdr ofythe Supervisory Board,

Alojzy Nowak d Member of the Supervisory Board,

Jose Miguel Bensliman Schorcht da Silva Pessanh@& Member of the Supervisory Board
Miguel Maya Dias Pinheirod Member of the Supervisory Board,

Beata Stelmach d Member of the Supervisory Board

Lingjiang Xu d Member of the Supervisory Board.

DD D D DD D D D D D

Composition of the Management Board as at 31 December 2021 was as follows:

Joao Nuno Lima Bras Jorged Chairman of the Management Board,

Fernando Maria Cardoso Rodrigues Bicha Deputy Chairman of the Management Board,
Wojciech Haase d Member of the Management Board,

Andr z e 0Membes of the Management Board,

Wojciech Rybak d Member of the Management Board,

Antonio Ferreira Pinto Junior 8 Member of the Management Board,

Jar os g aw oiemberafrthe Management Board.

N N N NN
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Capital Group of Bank Millennium S.A.

The Groupds parent entity is Bank Millennium
Millennium S.A. is the Banco Comercial Portugues- company listed on the stock exchange in Lisbon.
The companies that belong to the Capi tal Group as at 31 December 2021, are presented by the table
below:

e i BTl Recognition in financial
Company Activity domain Head office GroupiGroupds 9
: 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 . S
MAKLERSK] SA. brokerage services Warsaw 100 100 full consolidation
MILLENNIUM TFI S.A,  Mvestment funds Warsaw 100 100 full consolidation

management

rental and
MILLENNIUM management of real I
SERVICE Sp. z o0.0. estate, insurance and Warsaw 100 100 full consolidation

brokers activity
'\SAFIJLIEEON(!\“UM GOODIE web portals activity Warsaw 100 100 full consolidation
MILLENNIUM financial operations -
TELECOMMUNICATION equity markets, Warsaw 100 100 full consolidation
SERVICES Sp. z 0.0. advisory services
MILLENNIUM FINANCIAL the company is not yet I
SERVICES Sp. 7 0.0. operating Warsaw 100 100 full consolidation
Piast Expert Sp. z 0.0. . ) N
in liquidation marketing services Tychy 100 100 full consolidation

LUBUSKIE FABRYKI MEBI

. S . -
S.A. in liquidation furniture manufacturer T wi e b o (50 (+1 share) 50 (+1 share) equity method valuation

* Despite having a control over the Lubuskie Fabryki Mebli S.A., due t o 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

Groupds financi al situation, the Group does nernterpgse.nsol i dat e

capit

W |

C
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7. Accounting Policy

7.1. STATEMENT OF COMPLIANCE WITH THEINTERNATIONAL
FINANCIALREPORTINGSTANDARDS

These financial statements of the Group have been prepared in accordance with International

Financi al Reporting St andar dgeanUdibnfam ithyespecte maiteto pt e d

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 Regulati on 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 publicati on by the Management Board on 21 February 2022.

Change of apllied accounting principles introduced in 202 1

In 2021, the Bank (and in consequence o the Group) changed the accounting policy regarding the
recognition of provisions for future claims related to active CHF mortgage loans in the balance sheet.
As a result of changes in market conditions, such as the growing number of unfavourable court
judgments declaring the entire agreement or certain provisions of these credits to be invalid, the
Bank does not expect that all contractual cash flows related to these loans will be recovered. As a
result, commencing fr om 2021, the Bank allocates provisions for future claims and recognizes them
as a reduction of the gross carrying amount of loans for which a decrease in future cash flows is
expected, in accordance with paragraph B5.4.6 of IFRS 9 "Financial Instruments" ( previously provisions
for future claims used to be recognized in accordance with IAS 37 "Provisions, Contingent Liabilities
and Contingent Assets"). As a result of the above change, the approach applied in accordance with
IAS 37 will be continued only with regard to claims relating to already repaid (or almost fully repaid)
receivables not recognised in the Bank's balance sheet.

In the opinion of the Bank, this way of presentation better reflects the risk related to FX mortgage
loans and enables the users o the financial statements a better assessment of the Bank's balance
sheet. Additionally, it is a change adjusting the Bank's accounting standards to the majority market
practice applied by the banking sector in this area.

In order to ensure comparability, the Bank has made appropriate adjustments to comparable data in
the balance sheet and cash flow as presented below, as well as in line with 1AS1, point 39, an
additional column was presented in the balance sheet as at the end of 2019, reflecting the effec  t of
reclassification at the beginning of the earliest comparative period.

by
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data as at impact of  restated data as at
Amount 6000 pL aPn Al
annual 2020 report change hereby report
Cash, cash balances at central banks 1460 289 0 1460 289
Financial assets held for trading 423 846 0 423 846
Derivatives 154 188 0 154 188
Equity instruments 245 0 245
Debt securities 269 413 0 269 413
s o
Equity instruments 200 772 0 200 772
Debt securities 50 335 0 50 335
Financial assets at fair value through other comprehensive income 18 642 615 0 18 642 615
Equity instruments 29 538 0 29 538
Debt securities 18 613 077 0 18 613 077
Loans and advances to customers 74088 342 (449 000) 73 639 342
Mandatorily at fair value through profit or loss 1615753 0 1615753
Valued at amortised cost 72472589 (449 000) 72 023 589
tli)incalljnsct:i)a::1 Zfssets at amortised cost other than Loans and advances 730 598 0 730 598
Debt securities 38818 0 38818
il?éﬁttastggsr,]sloans and advances to banks and other monetary 625 430 0 625 430
Reverse sale and repurchase agreements 66 350 0 66 350
Derivatives d Hedge accounting 21795 0 21795
Investments in subsidiaries, joint ventures and associates 0 0 0
Tangible fixed assets 571 813 0 571 813
Intangible fixed assets 384 781 0 384 781
Income tax assets 665 174 0 665 174
Current income tax assets 3883 0 3883
Deferred income tax assets 661 291 0 661 291
Other assets 509 035 0 509 035
Norrcurrent assets and disposal groups classified as held for sale 22 390 0 22 390
Total assets 97 771 785 (449 000) 97 322 785
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data as at impact of  restated data as at
Frine e o
annual 2020 report change hereby report
LIABILITIES
Financial liabilities held for trading 168 553 0 168 553
Derivatives 103 775 0 103 775
Liabilities from short sale of securities 64 778 0 64 778
Financial liabilities measured at amortised cost 84 915 527 0 84 915 527
Liabilities to banks and other monetary institutions 1057 652 0 1057 652
Liabilities to customers 81 510540 0 81 510 540
Sale and repurchase agreements 248 566 0 248 566
Debt securities issued 558 560 0 558 560
Subordinated debt 1540 209 0 1540 209
Derivatives d Hedge accounting 738 850 0 738 850
Provisions 607 650 (449 000) 158 650
Pending legal issues 555922 (449 000) 106 922
Commitments and guarantees given 51728 0 51728
Income tax liabilities 30 843 0 30 843
Current income tax liabilities 30 843 0 30 843
Deferred income tax liabilities 0 0 0
Other liabilities 2219 386 0 2219386
Total Liabilities 88 680 809 (449 000) 88 231 809
EQUITY 0
Share capital 1213117 0 1213117
Own shares (21) 0 (21)
Share premium 1147 502 0 1147 502
Accumulated other comprehensive income 199 857 0 199 857
Retained earnings 6 530 521 0 6 530 521
Total equity 9 090 976 0 9 090 976

Total equity and total liabilities 97 771785 (449 000) 97 322 785
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data as at impact of  restated data as at
Amount 6000 pL Sah oo A
annual 2020 report change hereby report
Cash, cash balances at central banks 2203 444 0 2203 444
Financial assets held for trading 986 728 0 986 728
Derivatives 112 485 0 112 485
Equity instruments 210 0 210
Debt securities 874 033 0 874 033
proft ot lose, oher tha Loans and. atvances t uslomers 169 610 0 169 610
Equity instruments 66 609 0 66 609
Debt securities 103 001 0 103 001
Financial assets at fair value through other comprehensive income 21 870 164 0 21870 164
Equity instruments 29 643 0 29 643
Debt securities 21 840521 0 21 840521
Loans and advances to customers 69 615 390 (73 723) 69 541 667
Mandatorily at fair value through profit or loss 1498 195 0 1498 195
Valued at amortised cost 68 117 195 (73 723) 68 043 472
tli)incalljnsct:i)a::1 Zfssets at amortised cost other than Loans and advances 1037 869 0 1037 869
Debt securities 48 153 0 48 153
il?ligt%st:gsﬁsloans and advances to banks and other monetary 784 277 0 784 277
Reverse sale and repurchase agreements 205 439 0 205 439
Derivatives d Hedge accounting 43 159 0 43 159
Investments in subsidiaries, joint ventures and associates 0 0 0
Tangible fixed assets 666 330 0 666 330
Intangible fixed assets 342 653 0 342 653
Income tax assets 541 828 0 541 828
Current income tax assets 10 310 0 10310
Deferred income tax assets 531518 0 531518
Other assets 399 778 0 399 778
Non-current assets and disposal groups classified as held for sale 39441 0 39441
Total assets 97 916 394 (73 723) 97 842 671
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data as at impact of  restated data as at
Soh o e
annual 2020 report change hereby report
LIABILITIES
Financial liabilities held for trading 353 000 0 353000
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 1578 848 0 1578 848
Liabilities to customers 81 454 765 0 81 454 765
Sale and repurchase agreements 90 712 0 90 712
Debt securities issued 1183232 0 1183232
Subordinated debt 1546 205 0 1546 205
Derivatives d Hedge accounting 426 847 0 426 847
Provisions 165 178 (73 723) 91 455
Pending legal issues 111 785 (73 723) 38 062
Commitments and guarantees given 53393 0 53393
Income tax liabilities 38590 0 38590
Current income tax liabilities 38 590 0 38 590
Deferred income tax liabilities 0 0 0
Other liabilities 2137 498 0 2137498
Total Liabilities 88 974 875 (73 723) 88 901 152
EQUITY 0
Share capital 1213117 0 1213117
Own shares 0 0 0
Share premium 1147 502 0 1147 502
Accumulated other comprehensive income 70 093 0 70093
Retained earnings 6 510 807 0 6 510 807
Total equity 8941 519 0 8941 519

Total equity and total liabilities 97 916 394 (73 723) 97 842 671
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Cash flow from operating activities

data for period

restated data for

A 1.01.2020 - ;&%ﬁtﬁfg period 1.01.2020
Amount ©6000 PLN '31.12..2020 principles - 31.12.202'0,
published in annual change presented in
2020 report hereby report
Profit (loss) after taxes 22 817 0 22 817
Total adjustments: (3 160 418) 0 (3 160 418)
Interest received 3126 039 0 3126 039
Interest paid (552 884) 0 (552 884)
Depreciation and amortization 210411 0 210411
Foreign exchange (gains)/ losses 11 797 0 11 797
Dividends (3678) 0 (3678)
Changes in povisions 442 472 (375 277) 67 195
Result on sale and liquidation of investing activity assets (134 008) 0 (134 008)
Change in financial assets held for trading 277 616 0 277 616
Change in loans and advances to banks (159 335) 0 (159 335)
Change in loans and advances to customers (7 042 496) 375277 (6 667 219)
ggﬁgge(l Olgn Sre;:lfév:g\lleasn Cl:;ggn securities bought with sell -back 132 653 0 132 653
g:g?gses i(rlh(feilr:jafr;cri?rlalijeilggi)ties valued at fair value through  profit 127 556 0 127 556
Change in deposits from banks 181 793 0 181 793
Change in deposits from customers 577 401 0 577 401
Change in liabilities from securities sold with buy -back clause 165 649 0 165 649
Change indebt securities (308 893) 0 (308 893)
Change in income tax settlements 182 495 0 182 495
Income tax paid (343 181) 0 (343 181)
Change in other assets and liabilities (104 049) 0 (104 049)
Other 52 224 0 52 224
Net cash flows from operating activities (3137 601) 0 (3137 601)
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Changes of presentation introduced in 2021

The Group changed the presentation of interest on derivatives not covered by formal hedge
accounting. According to the Group's verified assessment, these revenues, even though they are

related with instruments included in the trading portfolio, but according to the economic sense of

cash flows from these transactions, constitute interest income and should be an element of the

interest margin, not one of the components of the financial instrument valuation, as it was previously

the case. In view of the above, the Group, starting from 2021, presents the interest in the Income

statement as part of the "Net interest income", while previously this interest was in  cluded in the item
OResults on financial assets and Iliabilities held
Group has made appropriate adjustments to the comparable data in the Income statement as
presented below.

restated data for

data for per iod impact of -
Amount 6000 PLN AUy SEEII, pergf 11205622%20 -
31.12.2020 published  principles resenlted'in he’reb
in annual 2020 report change P Y
report
Net interest income 2 548 600 34 460 2 583 060
Interest income and other of similar nature 3092 119 34 460 3126 579
Income calculated using the effective interest method 3018 124 0 3018 124
Interest income from Financial assets at amortised cost 2704672 0 2704 672
Interest income frqm F'lnanC|aI assets at fair value through 313 452 0 313 452
other comprehensive income
Income of similar r_1ature to interest from Financial assets at fair 73 995 34 460 108 455
value through profit or loss
Interest expenses (543 519) 0 (543 519)
Net fee and commission income 746 056 0 746 056
Fee and commission income 947 414 0 947 414
Fee and commission expenses (201 358) 0 (201 358)
Dividend income 3678 0 3678
Result on derecognition of financial assets and liabilities not 128 082 0 128 082

measured at fair value through profit or loss
Results on financial assets and liabilities held for trading 47 896 (34 460) 13436
Result on non-trading financial assets mandatorily at fair value

through profit or loss 38576 0 38576
Result on hedge accounting (10 259) 0 (10 259)
Result on exchange differences 120521 0 120521
Other operating income 160 766 0 160 766
Other operating expenses (249 060) 0 (249 060)
Administrative expenses (1542 379) 0 (1542 379)
Impairment losses on financial assets (556 912) 0 (556 912)
Impairment losses on non-financial assets (7 890) 0 (7 890)
Provisions for legal risk connected with FX mortgage loans (713 617) 0 (713 617)
Result on modification (13 565) 0 (13 565)
Depreciation (210 411) 0 (210 411)
Share of the profit of investments in subsidiaries 0 0 0
Banking tax (279 147) 0 (279 147)

Profit before income taxes 210935 0 210935
Corporate income tax (188 118) 0 (188 118)
Profit after taxes 22 817 0 22 817
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7.2.  STANDARDS ANDNTERPRETATIONS APPLIED RB021 AND THOSE
NOT BINDING AT THE BALANCE SHEET DATE

STANDARDS INITIALLY APPLIED IN CONSOLIDATED FINANCIAL STATEME20ZEL

The following amendments to existing standards issued by the International Accounting Standards
Board (IASB) and approved for use in the EU were first applied in the Group's financial statements for
2021:

T Amendments to | FRS 9 oO0Financi al Il nstrumentséo, I AS
and Measurement o6, I FRS 7 OFinanci al I nstrument s: Di
and | FRS 1 6- Intetes RateecBerichmark Reform fi Phase 2 adopted by the EU on 13
January 2021 (effective for annual periods beginning on or after 1 January 2021),

tn (Y

T Amendments to | FRSovih&9-Réldtesl &Rent Gohcessions beyond 30 June 2021
adopted by the EU on 30 August 2021 (effective from 1 April 2021 for fina ncial years starting, at
the latest, on or after 1 January 2021),

T Amendments to | FRS 4 Insurance Contracts OExtensio
Appl yi ng adopt&idy tBe6EU on 16 December 2020 (the expiry date for the temporary
exemption from IFRS 9 was extended from 1 January 2021 to annual periods beginning on or after
1 January 2023).

The adoption of mentioned above amendments to the existing standards has not led to any material
changes in the Group6s financial statements 2021.

INFORMATION REGARDING ISSUED STANDARDS AND AMENDMENTS TO THE EXISTING STANDARDS ISSUED
BY IASBAND ADOPTED BY THEEUBUT NOT YET EFFECTIVE

Standards and amendments to the existing standards issued by IASB and adopted by the EU but not
yet effective:

T Amendment s to | AS 16 OPropert y- ProPeeds mhaforedneddedEUpal i p me nt ¢
adopted by the EU on 28 June 2021 (effective for annual periods beginning on or after 1 January
2022),

T Amendments to | AS 37 OProvisions, Comngeatndéemus Li abil
Contracts - Cost of Fulfilling a Contract adopted by the EU on 28 June 2021 (effective for annual
periods beginning on or after 1 January 2022),

T Amendments to | FRS 3 0 BuReferaresststheConneptuahFaamework with
amendments to IFRS 3 adopted by the EU on 28 June 2021 (effective for annual periods beginning
on or after 1 January 2022),

T I FRS 17 o1 nsur amduging@umendmerstsctd B-RS 17 adopted by the EU on 19
November 2021 (effective for annual periods beg inning on or after 1 January 2023),

T Amendments to various standards due t-»0DO0rgs@itngovement s
from the annual improvement project of IFRS (IFRS 1, IFRS 9, IFRS 16 and IAS 41) primarily with a
view to removing inconsistenc ies and clarifying wording - adopted by the EU on 28 June 2021 (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 effectiv e date
is stated.).
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NEW STANDARDS AND AMENDMENTS TO THE EXISTING STANDARDS ISSUEASE/BUT NOT YET
ADOPTED BY THEEU

At present, IFRS as adopted by the EU do not significantly differ from regulations adopted by the
International Accounting Standards Board (IASB) except for the following new standards and
amendments to the existing standards, which were not endorsed for u se in EU (the effective dates
stated below are valid for full versions of standards) :

T I'FRS 14 0Regul at or y (ebestiveefor armlial pAriods baginning @n or after 1
January 2016) - the European Commission has decided not to launch the endor sement process of
this interim standard and to wait for the final standard,

T Amendments to | AS 1 OPr esent at-Classification offLiabilides asi a | St at
Current or Non-Current (effective for annual periods beginning on or after 1 January 2023),

T Amendments to | AS 1 OPresent at i- ®iaclosoré of A¢couatingc i a | St
Policies (effective for annual periods beginning on or after 1 January 2023),

T Amendments to | AS 8 O0Accounting Policies, s@Ghanges
Definition of Accounting Estimates (effective for annual periods beginning on or after 1 January
2023),

T Amendments to | AS 12Deferted Tan related TodAssetsadd Liabilities arising
from a Single Transaction (effective for annual perio ds beginning on or after 1 January 2023),

T Amendments to | FRS 10 o6Consolidated Financi al St at
Associates and J 8alenot Comrébutionuof Assets between an Investor and its
Associate or Joint Venture and furth er amendments (effective date deferred indefinitely until
the research project on the equity method has been concluded),

T Amendments to | FRS 17 0-linitial Applcationeof IERSMT and -FRS 30
Comparative Information (effective for annual periods beginning on or after 1 January 2023).

The Group anticipates that the adoption of the aforementioned standard and amendments to existing
standards will have no material impact on the financial statements of the Group.

7.3. ADOPTEDACCOUNTING PRINCIPLES

Basis of Financial Statements Preparation

Consolidated financial statements of the Group prepared for the fi nancial year from 1 January 2021
to 31 December 2021 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 le ss than one year from
the balance sheet date.
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For the year ended December 31, 2021, the Group incurred a financial loss. The financial loss in the
amount of PLN 1.332 billion was caused by the creation of provisions for legal risk related to the
portfoli o of foreign currency mortgage loans (excluding Euro Bank) in the amount of PLN 2.086 billion,
additional costs incurred with individual amicable settlements with FX mortgage borrowers and with
legal costs. At same time the Group achieved good operational and business results, while actively
managing and mitigating the different risks related to the banking activity, what shows that there is

no threat to going concern.

The financial statements have been prepared in PLN, and all values, unless otherwise indi cated, are
given in PLN rounded to one thousand.

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 impairm ent 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 an d 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
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 e  stimates.

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.
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Identifiable assets acquired and liabilities and contingent liabilities assumed in a busines s combination
are measured initially at their fair values at the acquisition date, irrespective of the extent of any

nonncontrolling interests. The excess of the cost of ac
of the identifiable net assets ac quired is recorded as goodwill. If the cost of combination is lower than
the Groupbs interest in net fair value of identifiab

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 returns,

(i) 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 aff
and effect of substantive rights, including substantive potential v  oting 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 i nvestee 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 fromtrans act i ons among Groupds
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. TheGroupds i nvestment in associates includes goodwi
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 i ts share in changes in other reserves since the date of acquisition din
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 Group6s shareholding in the assoc
elimination, as long as the transaction does not deliver evidence that the transferred asset is

impaired.
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Functional currency and presentation currency

Functional currency and presentation currency

The items contained in the consolidated financial statements of the Group are p resented in the
currency of their basic economic environment, i n whi
currencyd). The consolidated financial statements are
currency and the presentation currency fo r the Bank da 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.

Exchange rate differences on non-monetary items valu ed 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:

A Impairment of loans and advances

Impairment estimation model within the Group has been
l oss 6, ( her elnrasalfimpairment dh&ded 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 w ill be
taken into account in order to improve the quality of the process.

Further details are presented in Chapter 8. 0 Fi nanci al Ri.sk Management ¢
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A Fair value of financial instruments

Fair value of financial instruments not quoted on active markets is determined with use of

measur ement techniques consistent with the-o@iopnoupds ac
derivatives and debt securities use is made of models based on discounted cash flows. Option pricing

models are applied to option instru ments. 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 m easurement 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 follo wing
hierarchical order:

A 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;
A Techniques of measurement based on parameters coming from the market for following
financial instruments:
Treasury floating interest debt securities,
Derivatives:
A FRA, IRS, CIRS,
A FX Swap, FX Forward,
A Embedded derivatives,
Bills issued by the Central Bank;
A 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:
A FX Options acquired by the Group,
A 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 valu e 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 re cognized 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 e qual 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 applie s the component of credit risk

taking into account both: counterparty risk (credit value adjustment 6CVA) and own Gr ou
risk (debit value adjustment - DVA). The Group assesses that unobservable inputs related to

applying this component used for fair val ue measurement are not significant.
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A 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 n on-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.

A Provisions for legal risk connected with FX mortgage loans

A detailed description of the adopted valuation methodology is presented in  Chapter 13 " Legal risk
related to foreign currency mortgage loans"

A Provisions for potential returns of costs associated with loans in case of ea rly 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 agreem ent 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 pr obability of payment being made .

A Other 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 Boad.

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 a A Cd®mortised Cost),
2) Financial assets valued at fair value through profit & loss ( hereinfrom a FVTPL) ,
3) Financial assets valued at fair value through other comprehensive income ( hereinfrom a FVTOCI 6 ) .

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:

A to collect contra ctual cash flows resulting from the contract,

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

A for other business purposes.
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2) Test of contractual cash flow characteristics connected with financial — assets (herein from a SP P |
test o) .

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:

A The contractual terms trigger, at specific dates, certain cash flows w  hich constitute solely a
payment of principal and interest on such principal,

A The principal constitutes the fair value of a loan at the moment of its recognition,

A The interest reflects the value of money over time and credit risk, liquidity risk, the Group 0s
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 classificat ion 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.

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

1) Held To Collect (hereinfrom a HT C¢6 ) ,

2) Both Held to Collect and for Sale ( hereinfrom O HTC&FS46) ,

3) Other models, e.g. trading activity, management of assets based o n 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 sde 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 inco me and then adjusted for impairment

allowances reflecting expected credit losses. Consequently, subject to valuation at amortised cost is

the Group6s credit portfolio (except |l oans not meet:i
local government u nits (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.
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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 pr  ofile 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 areclassified 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.

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 (FV TPL), 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 val ue 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 transacti on 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 objectiv e of the business
model (the SPPI test is not satisfied),

This category should include in particular:

1) Portfolios managed in order to collect cash fl ows f
tradingbo,

2) Portfolios whose management results are evalu ated 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 atradingd means active and frequent purchas:
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).
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A business model other than HTC or HTC&FS shall apply to portfolios of the following financial assets:
1) Derivative instruments,

2) Debt securities held for trading,

3) Capital instruments not appointed to be a strategic investment

4) 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.

Test of characteristics of contractual cash flows (SPPI test)
The evaluation of the fulfiiment of the SPPI Test is carried out in the following cases:

A granting a debt instrument ;
A purchase of debt instrument ;
A 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 mak ing
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 volatilit y 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 mi nimis" 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).

Nonrecourse 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 m inimum 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 change s 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 term s of the loan agreement
Modifications to the terms of the loan agreement during the loan period include:

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

A changes in the amount of the repayment instalments,

A changing the interest or stop ch arging interest,

A capitalization of arrears or current interest,

A currency conversion (unless such a possibility results from the original contract),

A establishing, amending or abolishing the existing security for receivables.

Any mentioned above modification may result in the need to exclude from the balance sheetand 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 followin g conditions
are met:

>

guantitative 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 abov e 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.

A 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 giventagwdt f(esatcahbgegd ©OhesiGgmoiufpi
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 tim e 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) afinancial liability measured at fair value through profit loss, or

2) other financial liability (measured at AC).

Additionally, financial liabilities shall not be reclassi fied 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:

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

A 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:

A transfers substantially all the risks and rewards of ownership of the financial asset, it derecognises
the financial asset from the bala nce sheet,

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

A neither transfers nor retains substantially all the risks and rewards of ownership of the fi  nancial
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 finan cial 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 di scharged 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 i nstruments 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 techn iques of proprietary estimates of measurement
parameters, based on best knowledge and experience.

An additional element of the valuation of derivatives is a component of credit risk including both the

risk of the counterparty (credit value adjustment -CVA) and own Group6s risk

- DVA).

(debi
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Recognition of derivative instruments embedded in liabilities

The Group distinguishes and records in the balance sheet the derivatives which are a component of
hybrid instruments. A hybrid agreement contains an underlying (host) contract (not being a derivative)
and an embedded derivative which on the basis of a specific interest rate, price of financial
instrument, price of a commodity, rate of a currency, index of prices or rates or anothe r variable
modifies part or the total of the cash flows resulting from the underlying contract.

Embedded derivative instruments are treated as stand -alone derivative instruments provided they
meet conditions presented below. Embedded derivative instruments are valued at fair value, and
their changes are recognized in the profit and loss. Embedded derivative instruments are recognized
and valued separately from the host contract if, and only if:

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

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

A the hybrid (combined) financial instrumen t is not measured at fair value with changes in fair
value recognized in profit or loss.

The method of recognizing the resulting fair value gain or loss depends on whether the given
derivative instrument is designated as a hedging instrument, and ifitis, it also depends on the nature
of the hedging relationship and the hedged item.

Derivative instruments designated as hedging instruments &hedge accounting

The Group uses derivative instruments in order to hedge against interest rate risk and FX risk aris ing
from operating, financing and investing activities of the Group. Some derivative instruments are
designated as a hedging instrument of:

A cash flows hedges of recognized asset or liability or highly probable forecasted transaction
~ (cash flow hedges), or:
A fair value hedges of recognized asset or liability or firm commitment (fair value hedges).

Hedge accounting criteria

The Group uses hedge accounting, if the following conditions are met:

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

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

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

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

A The hedge is assessed on an ongoing basis and detenined actually to have been highly
effective throughout the financial reporting periods for which the hedge was designated
(backward-looking effectiveness test).
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Cash flow hedge

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

A cash flow hedge is accounted for as follows: the portion of the gain or loss on the hedging instrument
that is determined to be an effective hedge is recognised in equity through the other comprehensive
income; and the ineffective portion of the gain or loss on the  hedging instrument is recognised in
Result on financial instruments valued at fair value through profit and loss.

The associated gains or losses that were recognised in other comprehensive income (effective hedge),
at the moment of recognition of a financi al asset and liability being a result of planned hedged future
transaction, are transferred into profit or loss in the same period or periods during which the asset
acquired or liability assumed affects the profit or loss.

In case of a hedge of non-financial asset or a non -financial liability, the associated gains and losses
recognised in other comprehensive income as an effective hedge, are transferred successively into
the profit or loss account in the same period or perio ds during which the asset acquired or liability
assumed affects the profit or loss account directly from equity or are transferred from equity to initial
purchase price in the balance sheet and recognized successfully in the periods, in which non dfinancial
asset or liability has impact on profit and loss account.

Fair value hedge

Fair value hedge: a hedge of the exposure to changes in fair value of a recognised asset or liability or
an unrecognised firm commitment, or an identified portion of such an as set, liability or firm
commitment, that is attributable to a particular risk and could affect the profit or loss.

Changes in the fair value of derivative instruments classified and eligible as fair value hedges are
recognised in the Profit and Loss along with their corresponding changes of the hedged asset or
liability relating to the risk hedged by the Group.

It means that any gains or losses resulting from re -measuring the hedging instrument at fair value (for
a derivative hedging instrument) are recognis ed in profit or loss and the gains or losses on the hedged
item attributable to the hedged risk adjust the carrying amount of the hedged item and are recognised

in profit or loss. This applies if the hedged item is otherwise measured at cost. Recognition o f the
gain or loss attributable to the hedged risk in profit or loss applies if the hedged item is an FVOCI
asset. The valuation of hedged financial assets classified as FVOCI, resulting from factors other than
risk hedged, is recognized in other comprehen sive income till the date of sale or maturity of this
financial asset.
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Termination of hedge accounting

If the fair value hedge no longer meets the criteria for applying hedge accounting, the carrying value
adjustment of the hedged instrument valued at amortized cost and effective interest rate, is linearly
amortized through profit and loss account over the period ending on the maturity date. The value of
hedged financial assets classified as FVOCI resulting from factors other than hedged risks is recognized
in the revaluation reserve till the date of sale  or maturity of this financial asset.

If the cash flow hedge no longer meets the criteria for hedge accounting, the valuation of hedging
instrument recognized in other comprehensive income at the date of the last effectiveness test
remains in equity until the realization of cash flow resulting from the hedged item. Then the amount

is transferred into profit and loss account in the periods, in which the hedged transaction influences
the profit and loss acc ount.

Derivative instruments not qualifying as hedging instruments

Derivative instruments that are not subject to hedge accounting principles are classified as

instruments held for trading, and valued at fair value. The changes in fair value of derivativ e
instruments held for trading ar e rResubsgpmfinancatiasseta t he pr
and liabilities held fortrading 6 / 6 Result on exchange differencesd, whi

The Group uses the following principles of recognition of gains and losses resulting from the valuation
of derivative instruments:

A FX forward

Forward transactions are valued at fair value on discounted future cash flows basis, taking into

account the credit risk of the counterparty (and the Group) as long as there is non-performance

risk of the transaction parties with respect to future settlement of the deal. Any changes in fair

value of FX forward tr Resaidtti oms earcé aoiigeRrafitchrelld eirre néc e
Loss Account.

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

A FX SWAP

FX SWAP transactions are measured at fair value based on the discounted future cash-flow method

with use of interest rate curves based on spread reflecting current market conditions and with

taking into account the credit risk of the counterparty (and the Group) as long as there is non-

performance risk of the transaction parties with respect to future settlement of the deal. Changes

of fair value of FX SWAP transactions are reportedin 6 Resul ts on financi al asse
hel d f orinthePaditiamlddss Account.

A Interest Rate SWAP (IRS)

IRS transactions are valued at fair value on discounted future cash flows basis, taking into account

the credit risk of the counterparty (and the Group) as long as there is non -performance risk of the

transaction parties with respect to future settlement of the deal. Any changes in fair value of IRS
transactions are recorded in O6Results on ofthenanci al
Profit and Loss Account.

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




Annual Consolidated Financial Report

Sa1al[8Taa M of the Bank Millennium S.A. Capital Group
| Dbank |

&g for the 12 -month period ending 31 st December 2021

A CrossdCurrency Swap (CCS)

CCS transactions are measured at fair value based on the discounted future cash-flows method
with use of interest rate curves adjusted with market spread  reflecting its term structure  and with
taking into account the credit risk of the counterparty (and the Group) as long as there is non-
performance risk of the transact ion parties with respect to future settlement of the deal. Changes
of fair value of CCS transactions are reported in &Results on financial assets and liabilities held for
tradingo

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

A RS transactions with embedded options

The transactions are valued at fair value: the swap component is valued with use of the futu re

cash flows discounting method taking into account the credit risk of the counterparty (and the

Group) as long as there is non-performance risk of the transaction parties with respect to future

settlement of the deal, while the option component is valued  with use of the option valuation

model s. Any changes in fair value of the above tran
assets and | i abi | ofthe Reddit ard &dssiAcdount: The opteprdcompgn&nt hedges

options embedded in securities or deposits offered by the Group.

A FX and Index options
Option transactions are measured at fair value with use of option measurement models. In case of

options issued by the Groupds counterparties, t he
impact on fair value of the estimated credit risk parameter. Changes of fair value of options are
reported in 6Results on financi alineafsherofisandalasd | i abi |
Account.

A Forward Rate Agreement (FRA)

FRA transactions are valued at fair value on discounted future cash flows basis and with taking into

account the credit risk of the counterparty (and the Group) as long as there is non -performance

risk of the transaction parties with respect to future settlement of the deal. Any changes in fair

value of FRA transactions are recorded in 6Results o
of the Profit and Loss Account.

A Commodity futures

Commodity futures are measured at fair value based on the discounted future cash flo w

methodology, using reference prices set at the LME reference market (London Metal Exchange),

whereas the Group does not keep own positions on the commodity market. Changes of fair value

are reported in O6Results on firnamcidadln gads soeft st haen dPrloif
Account.

A Commodity options

Commodity options are measured at fair value with use of option valuation models as well as

reference prices set at the LME reference market (London Metal Exchange), whereas the Group

does not keep own positions on the commodity market. Changes of fair value are reported in
6Results on financi al assets and I|liabilities held f
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Impairment of financial assets

Impairment
General assumptions of the model

Since 1 January 2018,i mpai r ment esti mati on model has been baseoc
credit |l ossdé, (hereinafter: ECL). As a direct resul't
calculated based on expected credit losses and forecas ts and expected future economic conditions

have to be taken into account when conducting evaluation of credit risk of an exposure.

The implemented impairment model applies to financial assets classified in accordance with IFRS 9 as
financial assets measured at amortized cost or at fair value through other comprehensive income,
(except for equity instruments) and for off balance liabilities.

According to IFRS 9, credit exposures are classified in the following categories:

A Stage 1 8 non-impaired exposures, for which expected credit loss is estimated for the 12 -
month period,

A Stage 2 dnon-impaired exposures, for which a significant increase in risk has been identified
and for which expected credit loss is estimated for the remaining life time of the financial
asset,

A Stage 3 & exposures with identified signs of impairment, for which expected credit loss is
estimated for the remaining life time of the financial asset.

In the case of exposures classified as POCI (purchased or originated credit impaired) which , upon their
initial recognition in the balance sheet, are recognized as impaired, expected credit loss is estimated
based on ECL covering the remaining life time of the financial asset.

Identification of a significant increase in credit risk

Assets, for which there has been identified a significant increase in credit risk compared to the initial
recognition in the balance sheet, are classified in Stage 2. The significant increase in credit risk is
recognized based on qualitative and quantitative criteria.  The qualitative criteria include:

repayment delays of more than 30 days,

forborne exposures in non-default status,

procedural rating, which is reflecting early delays in payments,

taking a risk -mitigating decision for corporate clients, triggered by the  early warning system,
events related to an increase in credit risk, the
as part of an individual analysis involving individually significant customers.

The quantitative criterion involves a comparison of the lifetime PD value determined on initial
recognition of an exposure in the balance sheet, with the lifetime PD value determined at the current
reporting date. If an empirically determined threshold of the relative change in the lifetime PD value

is exceeded then an exposure is automatically transferred to Stage 2. The quantitative assessment
does not cover exposures analyzed individually.

3 B B D

Incorporation of forward looking information on economic conditions (FLI)

In the process of calculation of expected cred it losses, the Group uses forward looking information
about macroeconomic events. The Macroeconomic Analysis Office prepares three macroeconomic
scenarios (base, optimistic and pessimistic) and determines the probability of their occurrence. The
forecasts translate directly or indirectly into the values of estimated parameters and exposures.
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Unification of the default definition across the Group

Since the implementation of IFRS 9, the Group has adopted an uniform definition of default, both for
the purpose of calculation of capital requirements and for the estimation of impairment. Starting
from 2020, for the retail portfolio, the Group uses the definition of default, which is in line with the

EBA Guidelines (EBA/GL/2016/07), the so-called New Definition of Default. Unified Default definition
includes following triggers:

A DPD>90 days considering materiality thresholds for due amount: absolute PLN 400 retail and
PLN 2000 corporates and relative threshold of 1% in relation to total exposure,

A Restructured loans (forborne),

A Loans in vindication process,

A Other triggers defined in EBA Guidelines,

A Qualitative triggers identified in the individual analysis.

Bank is using crossdefault approach for all segments.
PD Model

The PD model, created for the calculation of expected credit losses, is based on empirical data
concerning 12-month default rates, which are then used to estimate lifetime PD values (including FLI)
using appropriate statistical and econometric methods. The segmentation adopted for this purpose at
the customer level is consistent with the segmentation used for capital requirement calculation
purposes. Additionally, the Bank has been using rating information from internal rating models to
calculate PDs.

LGD Models

The LGD models for the retail port folio used by the Bank in the capital calculation process were
adjusted to IFRS 9 requirements in the area of estimating impairment. The main components of these
models are the probability of cure and the recovery rate estimated on the basis of discounted cash
flows. The necessary adaptations to IFRS 9 include, among other things, exclusion of the conservatism
buffer, indirect costs, adjustments for economic slowdown. In addition, adjustments have been made

to reflect the current ec onomic situation and to utilize forward looking information on
macroeconomic events.

For the corporate portfolio, LGD model is based on a component determining parameterized recovery
for the key types of collateral and a component determining  the recovery rate for the unsecured part.
All the parameters were calculated on the basis of historical data, including discounted cash flows
achieved by the corporate debt recovery unit.

EaD Model

The EaD model used in the Group includes calculation of parameters suc h as: average limit utilization
(LU), credit conversion factor (CCF), prepayment ratio, behavioural life expectancy. Segmentation is
based on the type of customer (retail, corporate, leasing) and product (products with/without a
schedule). Forecasts of for eign exchange rates are used as FLI adjustment.

Write -offs

The Group directly reduces the gross carrying amount of a financial asset if there are no reasonable
grounds to recover a given financial asset in whole or partially. As a result of write -off, a f inancial
asset component ceases, in whole or partially, to be recognized in the financial statements.
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Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the balance sheet
when there is a legally enforceable right to offset the recognised amounts and there is an intention
to settle on a net basis, or realise the asset and settle the liability simultaneously.

Transactions with sell/lbuy -back clauses

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

The Group presents financial assets sold with the repurchase clauses (repo, sell buy -back) in its
balance sheet, by simultaneously recognizing a financial liability resulting from the repurchase clause,
provided that risks and rewards relating to this asset are retained by the Group after the transfer.

When the Group purchases securities with a sell back clause (reverse repo, buy -sell-back), the
financial assets are presented as receivables arising from sell back clause.

Transactions with repurchase/resell agreement are me asured at amortized cost. Securities, which are
the subjects of transactions with repurchase clause, are not removed from the balance sheet and are
measured in accordance with principles applicable for particular securities portfolio. The difference
between sale and repurchase price is treated as interest cost/ income, and is accrued over the period
of the agreement by application of an effective interest rate.

Receivables and liabilities from lease contracts

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

In the case of lease contracts, which result in transferring substantially all risks and rewards incidental

to ownership of the asset under lease, the subject of the lease is derecognized. A receivable amount
is recognized instead, however, in an amount equal to the present value of minimum lease payments.
Lease payments are accounted for (apportioned between the financial income and th e reduction of
the balance of receivables) to reach constant periodic rate of return from the outstanding receivables.

Lease payments for contracts, which do not fulfil qualifications of a finance lease, are recognized as
income in the profit and loss, usi ng the straight -line method, throughout the period of the lease.

The Group is also a party to lease contracts, under which it takes for paid use or drawing benefits
anot her paurrenyadsets or mtangible assets for an agreed period. These are mainly rental
agreements. In case of these contracts the financial report shows, both assets under the right of use
and liabilities under the lease, in separate items of the explanatory notes to the lines 'Tangible fixed
assets' and 'Other liabilities' respectively. On the start date of the lease, lease payments contained in
the valuation of the lease liability shall comprise following payments for the right to use the
underlying asset during the lease period, which remain due on that date:

1 fixed lease payments less any and all due lease incentives,

1 variable lease payments, which depend on the index or rate, initially valuated with use of this

index or this rate in accordance with their value on start date,

amounts expected to be paid by the lessee under the guaranteed final value,

the buy option strike price if it can be assumed with sufficient certainty that the lessee will

exercise this option,

1 monetary penalties for lease termination if the lease terms and conditions stipulated that the
lessee may exercise the lease termination option.

f
f
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A right to use asset comprises:

1 amount of initial valuation of the lease liability,

1 any and all lease payments paid on the start date or before it, less any and all lease incentives
received.

Financial result reflects following items:

1 depreciation of right to use,
1 interest on lease liabilities,
1 VAT on rent invoices reported in cost of rent.

The Group has adopted the following assumptions, based on which lease agreements are carried in
financial statements:

1 calculation of liabilities and assets will use net values (V AT is excluded) of future cash flows,

1 in case of agreements denominated in currency the liabilities will be carried in the original

currency of the contract while assets in Polish zloty converted at the rate from date of signing

the contract or an annex to the contract, which is also the day when the leasing starts,

the right to use the asset will be depreciated according to the lease period,

the Group uses the option of not recognizing leasing in the case of short -term contracts for space

lease,

1 the Group also uses the option of not recognizing leasing in the case of leasing assets with a low
initial value, such as renting small areas, e.g. for garbage arbors, ramps, ATMs and devices such
as coffee machines, water dispensers, audiomarketing and aromatamarke ting devices,

1 new contracts will be discounted according to the SWAP rate on the day of signing the contract /
annex to the contract appropriate for the duration of the contract and applicable for the
currency, increased by the margin determined and update d in relation to the risk premium for
the financial liabilities incurred by the Group.

=a =4

Property, plant and equipment and Intangible Fixed Assets
Own property, plant and equipment

Tangible fixed assets are the controlled fixed assets and outlays made to build such assets. Tangible

fixed assets include fixed assets with an expected period of use above one year, maintained to be

used to serve the Groupds needs or to be transferred
for administrative purposes.

Tangible fixed assets are reported at historical cost less depreciation and impairment

Fixed assets under construction are disclosed at purchase price or production costs and are not subject
to depreciation.

The Group recognizes as a part of the assetds carryin
when it is probable that future economic benefits associated with these items will flow to the Group,
and the cost of the item can be reliably measured. O ther outlays are recognised in profit and loss.

Costs of repairs and maintenance of property, plant and equipment are charged to the profit and loss
in the reporting period in which they were incurred.

Intangible Fixed Assets

An intangible asset is an identifiable non -pecuniary asset which does not have physical form and will
generate economic benefits for the Group in the future.
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The main components of intangible assets are licenses for computer software.

Purchased computer software licences are capitalised in the amount of costs incurred for the purchase
and adaptation for use of specific computer software. Expenses attached to the development or
maintenance of computer software is expensed when incurred.

Other intangibles purchased by the Group are recognized at cost less accumulated amortization and
accumulated impairment allowances.

Subsequent costs incurred after initial recognition of acquired intangible assets are recognized only
when it is probable that future economic benefits will flow to the Group. In the other cases, costs are
charged to the profit and loss in the reporting period in which they were incurred.

All intangible assets are subject to periodic review in order to verify whether there we  re triggers
indicating possible loss of values, which would require a test for the loss of values and an impairment
recognition.

Depreciation and amortization charges

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

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

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

Selected categories of property, plant and equipment:
Bank buildings: 2.5%
Lease holding improvements: usually for 10 years
Computer hardware: 20%
Network devices: 20%
Vehicles as standard: 25%
Telecommunication equipment: 10%
Intangibles (software): expected useful life
Main applications (systems): expected useful life

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

Non-current assets held for sale

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

the sale is expected to qualify for recognition as a completed sale within one year from the date of
classification.
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Non- current assets held for sale are measured at the lower of: its carrying amount or fair value less
cost to sell. Assets classified in this category ar e not depreciated.

When criteria for classification to non -current assets held for sale are not met, the Group ceases to
classify the assets as held for sale and makes reclassification to other assets category. The Group
measures a noncurrent asset that ¢ eases to be classified as held for sale at the lower of:

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

A its recoverable amount at the date of the subsequent decision not to sell.

Impairment of non -financial non -current assets

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

The impairment loss is the difference between the carrying amount and the recoverable amount of

the asset. Recoverable amount is the higher of an as:
use. Value in use is established for par ticular assets, if a given asset generates cash flows substantially

independent of those generated by other assets or groups of assets. If such indications exist, the

Group performs an estimation of recoverable value. If, and only if, the recoverable value  of an asset

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

I f pursuant to | AS 36, paragraph 21 there is no reaso
exceeds its fair value less costst o sel |, the assetds fair value | ess
recoverable amount. This will be particularly the case of an asset that is held for disposal.

An impairment loss can be reversed only to the amount, where the book value of impaired ass et does
not exceed its book value, which decreased by depreciation charge, would be established, if any
impairment loss would not be recognized.

Prepayments, Accruals and Deferred Income

Prepayments comprise of particular expenses which will be settled ag ainst the profit and loss as being
accrued over the future reporting periods. Prepayment
in the balance sheet.

Accruals are liabilities for costs arising from services provided to the Group, which will be payab le
over future periods. The accruals are recognized in
sheet.

Deferred income comprises among others received amounts of future services and other types of
income received in advance to be settled against in the profit and loss in future reporting periods.
They are presented in the caption aOther Liabilitieso

Provisions

Provisions are established when (1) the Group has an obligation (legal or constructive) as a result of
past events, and (2) it is probable (i.e. more likely than not) that an outflow of resources embodying
economic benefits will be required to settle the obligation; and (3) a reliable estimate can be made

of the amount of the obligation. If the effect is material, the amou nt of provision is measured by
discounted, expected cash flows using pre -tax rate that reflects current market assessments of the
time value of money and those risks specific to the liability.
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A provision for restructuring costs is recognised only when the general criteria for provisions
recognition as well as specific criteria for restructuring provision recognition specified in IAS 37 are
met. In particular, the constructive obligation to restructure arises only when the Group has a detailed
formal plan for the restructuring and has raised a valid expectation in those affected that it would
carry out the restructuring by starting to implement that plan or announcing its main features to
those affected by it.

A detailed formal plan for the restructuring identifies at least: the business or part of a business
concerned; the principal locations affected; the location, function, and approximate number of
employees who will be compensated for terminating their services; the expenditures that wil | be
undertaken; and when the plan will be implemented. A restructuring provision includes only the direct
expenditures arising from the restructuring, which are those that are both: (a) necessarily entailed

by the restructuring; and (b) not associated wit h the ongoing activities of the entity. The restructuring
provision does not cover future operating expenses.

Employee Benefits

Short-term employee benefits

Short-term employee benefits of the Group (other than termination benefits due wholly within 12
months after work is completed) comprises of wages, salaries, bonuses and paid annual leave and
social security contributions.

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

The amount of short -term employee benefits on the unused holidays to which Group employees are
entitled is calculated as the sum of unused holidays to which particular Group employees are entitled.

Longterm employee benefits

The Group&s | i-tefniemployee benefite are dgualrtagthe amount of future benefits,
which the employee will receive in return for providing his services in the current and earlier periods,
which are not fully due within 12 months from carrying out the work. In accordance with the
Employees Remuneration Bylaws and the Labour Code employees having worked a specific number
of years and attained the required age are entitled to receive a pension severance payment.
Retirement pension severance payments provision is calculated using an actuarial method by an
i ndependent actuary as the present value of the Group
to the headcount and wages as at the date of revaluation. Valuation is done using th e projected unit
credit method. Under this method, each period of service gives power to an additional unit of benefit
entitlement and each unit of benefit is calculated separ ately. Computation takes into account that
the base salary of each employee will vary over time according to certain assumptions. The provision
is updated on an annual basis. The parameters that have a significant impact on the amount of current
liabilitie s are: the rate of mobility (rotation), the discount rate, the rate of wage growth. The nominal
discount rate for the calculation for 2021 has been set at 3.1%. The calculation of the commitments
is made for employees currently employed and do not apply to persons who will start working in the
future.
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In 2012, the Group implemented a policy specifying the principles of remuneration for persons having
a material impact on the risk profile of Bank Millennium Group, as amended, in accordance with the
requirem ents described in Resolution of the Polish Financial Supervision Authority No. 258/2011, and
then the Regulation of the Minister of Development and Finance of March 6, 2017 on the risk
management system and the internal control system, remuneration policy and the detailed method
of internal capital estimation in banks. In accordance with the policy, employees of the Group having

a significant impact on the Group's risk profile receive variable remuneration, part of which is paid in
the form of financial ins truments: the Bank's phantom shares in 2017-2018; Bank Millennium own
shares: for 2019 and 2020. Commencing from 2019, by t
Shareholders of August 27, 2019, the Group introduced an incentive program to remunerati on entitled
persons previously identified as having a significant impact on the risk profile (Risk Taker). Under this
framework, the Own Shares acquired by the Company will be, in accordance with the applicable Risk
Taker's remuneration policy, intended fo r free acquisition in the appropriate number by the indicated
Risk Takers during the Program Term. Policy details are presented in Chapter 15, point 7 ).

Provisions for short-term and long-t er m empl oyee benefits are recogni ze
Liabilitiesd in balance sheet in correspondence with

The Group fulfils a programme of post demployment benefits called defined contribution plan. Under
this plan the Group pays fixed contributions into the state p ension fund. Post 8 employment benefits
are paid to an employee from the proceeds of the fund including the return on the invested
contributions. Consequently, the Group does not have a legal or constructive obligation to pay further
contributions if the f und does not hold sufficient assets to pay all employee benefits relating to
employee service.

Groupds Equity

Equity consists of capital and funds established in compliance with the respective provisions of the
law, i.e., the appropriate legislative acts, the Company by-laws, or the Articles of Association.

Equity is comprised of the share capital, share premium, revaluation reserve and retained earnings.
All balances of capital and funds are presented at nominal value.

Share Capital

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

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

Dividends for the financi al year , which have been ap
but not distribute d as of the balance sheet day, are disclosed
balance sheet.

Share Premium

Share premium is formed from agio obtained from the issue of shares reduced by the attached direct
costs incurred with that issue.
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Accumulated other comprehensive income

Accumulated other comprehensive income consists of: the valuation of financial assets measured at
fair value through other comprehensive income, the result of cash flow hedge valuation and actuarial
gains (losses) regarding provisions for retirement benefits with deferred income tax effect applied.
Accumulated other compreh ensive income is not subject to distribution.

Retained Earnings

Retained earnings are created with charges against profit and are allocated for purposes specified in
the Articles of Association or other legal regulations (the remaining part of supplementa ry capital,
additional reserve capital, including gener al
profit/loss or year -to-date net financial result.

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

Net profit of the current year represents net profit adjusted by corporate income tax. Losses
attributed to non -controlling interests and exceeding the value of equity attributed to them are
charged t o the Groupds equity.

Financial guarantee

A financial guarantee contract is a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due
in accordance with the original or modified terms of a debt instrument.

The financial guarantees granted are valued at the higher of the following values:
A amount s-offe fbr expecied ceedit losses,

A the amount initi alcumulativeeamaumt ofiinzoend redogniges in acsoedance
with IFRS 15.

Interest income and other of similar nature

Interest income includes interest on financial instruments measured at amortized cost and financial
assets measured at fair value thr ough other comprehensive income using the effective interest rate
method.

The effective interest rate method is a method of calculating the amortized cost of a financial asset

or financial liability and the allocation of interest cost or interest income and certain ¢ ommissions
(constituting an integral part of the interest rate) to the relevant period. The effective interest rate

is the rate that exactly discounts the estimated future cash flows (in the period until the financial
instrument expires) up to the gross carrying amount of the asset / amortised cost of the liability
When calculating the effective interest rate, the Group estimates cash flows considering all
contractual terms of a given financial instrument, without taking into account possible future losses
due to unpaid loans. This calculation includes all fees paid or received between parties to the
contract, which are an integral part of the effective interest rate, and transaction costs and all other
differences due to the premium or discount.

Interest i ncome includes interest and commissions (received or due) included in the calculation of the
effective interest rate on: loans, interbank deposits and debt securities not classified into held for
trading category. Interest income also includes costs direct ly related to the conclusion of a loan
agreement borne by the Group (mainly commissions paid to external and own agents for concluding
a mortgage agreement and related property valuation costs related to this type of contract) that are

a component of the e ffective interest rate and are settled in time.

banki
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Upon recognizing the impairment of a financial instrument measured at amortized cost and financial
assets measured at fair value through other comprehensive income, interest income is recognized in
the Profit and Loss Account but is calculated on the newly established carrying amount of the financial
instrument (that is, less impairment).

Interest income also includes net interest income on derivative instruments designated and being
effective hedging instruments in hedge accounting (a detailed description of the existing hedging
relationships is included in note (2 4)).

Interest income on derivatives classified as held for trading as well as interest income and the
settlement of a discount or premium on debt financial instruments classified as held for trad  ing are
recognized under the item "Revenue similar to interest on assets valued at fair value through profit
and loss" of the Profit and Loss Account. This item also includes interest income arising from assets
that are measured at fair value through profi t and loss.

Interest costs

Interest costs include in particular interest resulting from financial instruments measured at
amortized cost using the effective interest rate method described above.

Interest costs on derivatives classified as held for trading are shown under "Result on financial assets
and liabilities held for trading" in the Profit and Loss Account.

Fee and commission Income/ Fee and commission Costs

Fee and commission income and expenses received from banking operations on client acc ounts, from
operations on payment cards and brokerage activity is recognized in the profit and loss at the time
the service is rendered; other fees and commissions are deferred and recognized as revenue over
time.

The basic types of commissions related to credit operations in the Group include among others: loan
origination fees and commissions, and commitment fees.

Fees and commissions (both income and expense) directly attributable to initial recognition of
financial assets with established repayment sch edules are recognized in profit and loss account as
effective interest rate component and are part of interest income. Other, attributed to initial
recognition of financial assets without established repayment schedules are amortized on a straight -
line basis through the expected life of the financial instrument. Fees and commissions on pledge to
grant a loan, which is probable to be drawn, are deferred and since initial recognition of financial
assets are amortized as component of effective interestrate or on a straight -line basis based on above
mentioned criteria. In the case of loans and advances with undetermined instalment payments and
changes ininterest, e.g. overdraft facilities and credit cards commissions are settled over the duration

of the card o r overdraft limit by the straight -line method and included in commission income.

In connection with the Group's bancassurance activity (selling insurance services), based on the
criterion how the income from aforementioned activity is recorded, two groups of products can be
identified.

The first group consists of insurance products without direct links with the financial instrument (for
example: health insurance, personal accident insurance) - in this case the Group's remuneration is
recognised as income after performance of a significant act, i.e. in a date of commencement or
renewal of insurance policies, taking into account provisions for thinkable returns.

In the second group (where there is a direct link to a financial instrument, particularly when th e
insurance product is offered to the customer only with credit product, i.e. there is not possibility to

buy from the bank separately, without a credit product, the same insurance product in terms of form,
legal and economic conditions) two sub -groups can be identified:
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a) With respect to insurance connected with housing loans, in case of insurance premiums
collected monthly (life insurance and property insurance) remuneration is applied to Profit
and Loss Account upon remuneration receipt.

b) With respect to in surance associated with cash loans the Group allocate the total value of
remuneration for combined transaction due to their respect for the individual elements of
the transaction, after deducting by provision on the part of the remuneration to be
reimbursed, for example as a result of the cancellation by the customer with insurance,
prepayments or other titles. Provision estimate is based on an analysis of historical
information about the real returns in the past and predictions as to the trend returns in the
future.

Al l ocation of remuneration referred to above is bas

involving division of the total remuneration pro rata to, respectively, fair value of remuneration
with respect to financial instrument and fair v alue of intermediation service. Determination of
the above fair values is based on market data including, in particular, for:

A Intermediation services & upon market approach involving the use of prices and other
market data for similar market transactions,

A Remuneration relative to financial instrument & upon income approach based on
conversion of future amounts into present value using information on interest rates and
other charges applicable to identical or similar financial instruments offered separately
from the insurance product.

Individual, separated elements of a given transaction or several transactions considered jointly are
subject to the following income recognition principles:

A Fees charged by insurance agencies d partially including fee for performance of a
significant act, recognised in revenue on the day of commencement or renewal of
insurance policy.

A Fees/charges constituting an integral part of effective interest rate accru  ing on financial
instrument & treated as adjustment of effective interest rate and recognised under
interest income.

In 2021 Bank has reviewed the assumptions of the model applied for recognition of revenue from
bancassurance. In consequence in the field of insurance of cash loans the part of revenue
recognized on a one-off basis as commission for the execution of si gnificant amounted to 7%
whereas in 2020 it was 5%

As of 31 December 2021, with respect to insurance products linked with cash loans, the Bank
estimated provisions against refunds of premiums, expressed as percentage ratio of refunds to the
level of gross fees, at 5 3%.
Remaining fees and commissions connected with financial ser vices offered by the Group, such as:
A Asset management services;
A Services connected with cash management;
A Brokerage services;
are recognised in the Profit and Loss Account on an one-off basis.

Dividend Income
Dividend income is recognized inthe profit and | oss when the sharehol der sé
is established.

r
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Result on derecognition of financial assets and liabilities not measured at fair value through profit

or loss

The result on derecognition of financial assets and liabilities not m easured at fair value through profit
or loss includes gains and losses arising from the sale of debt financial instruments classified to the
portfolio measured at fair value through comprehensive income and other gains and losses resulting
from investing a ctivities.

Result on financial assets and liabilities held for trading

The result on financial assets and financial liabilities held for trading contains gains and losses on
disposal of financial instruments classified as financial assets / liabilities me asured held for trading
and the effect of valuation of these instruments at fair value (incl. debt, equity and derivative
instruments intended for trading).

Result on non -trading financial assets mandatorily at fair value through profit or loss

The result on non-trading financial assets mandatorily at fair value through profit or loss includes
gains and losses on disposal and the effect of the measurement of financial instruments classified to
this category of assets.

Result on hedge accounting

The result on hedge accounting includes in particular: changes in the fair value of the hedging
instrument (including discontinuation), changes in the fair value of  the hedged item resulting from
the hedged risk and inefficiencies resulting from cash flow hedges recognized in profit or loss.

Result on exchange differences

Foreign exchange differences include: i) realized result and result from the valuation of FX sp ot and
FX Forward transactions ii) positive and negative exchange rate differences, both realized and
unrealized, resulting from the daily valuation of foreign currency assets and liabilities, valid as at the
balance sheet day average NBP exchange rate andaffecting income or expenses from the exchange
position.

Other Operating Income and Expenses

Other operating income and expenses include expenses and incomes not associated directly with the

Groupds banking and br oker ageesulaansalevandtliquidatidnof fiyedhr t i cul a
assets, income from sale of other services, received and paid damages, penalties and fines and

provisions for litigations issues.

Income Tax
Corporate income tax comprises current and deferred tax.

Current income ta x is calculated on profit before tax, established in accordance with appropriate

accounting regulations adjusted by non -taxable income and non-tax deductible expenses, with usage

of binding tax rate. Moreover, for tax purposes, the gross profitisadjusted by previ ous year s
and expenses realised for tax purposes in a given reporting period and deductions from income arising

from e.g. donations.
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Deferred income tax is recognized in profit and loss, except for when it is recognized in other
comprehensive income or directly in equity because it relates to transactions that are also recognized
in other comprehensive income or directly in equity.

Provision for deferred income tax is recognized
liabilitie s 6 . Deferred income tax asset is recognized
Group offsets deferred tax assets and deferred tax liabilities within each individual companies of the

Group, because it has a legally enforceable right for such net ting and the deferred tax assets and the

deferred tax liabilities relate to income taxes (levied by the same taxation authority).

Deferred income tax provision is recognised using the balance sheet method for all positive temporary
differences except when it arises from the amortization of goodwill or initial recognition of an asset
or liability in a transaction which is not a business combination and at the time of the transactions
affects neither accounting profit nor taxable profit (tax loss).

Deferred income tax assets are recognised using the balance sheet method with respect to tax loss
carry forwards and all negative temporary differences as at the balance sheet date between carrying
amount of an asset or liability in the balance sheet and its tax val ue only to the extent that it is
probable that future taxable profit will be available against which the deductions can be utilised.

Deferred income tax assets are not recognised for negative temporary differences arising from the
initial recognition of a n asset or liability in a transaction which is not a business combination and at
the time of the transactions affects neither accounting profit nor taxable profit (tax loss).

An asset or a liability arising from temporary differences associated with inves tments in subsidiaries
and associates are not included in calculation of deferred income tax assets or liabilities, unless the
Group is able to control the timing of the reversal of the temporary differences and it is probable
that the temporary difference will reverse in the foreseeable future.

The amount of calculated deferred tax is based on expected degree of realisation of balance -sheet
values of assets and liabilities with use of tax rates, which are expected to be in force when the asset

is realised or provision eliminated, assuming the tax rates (and tax legislation) legally or factually in
force as of the balance sheet date.
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8. Financial Risk Management

The management of risk is one of the key tasks of the Management Board in the process of effective

management of the Group. It defines the framework for business development, profitability, and
stability, by creating rules ensuring the Group6s cor
legal requirements and coordination of the strate gy for managing all risks.

8.1. RISKMANAGEMENT

The mission of risk management in the Bank Millennium Group is to ensure that all types of risks are
managed, monitored, and controlled as required for the risk profile (risk appetite), nature and scale

of the Group's operations. Important principle of risk management is the optimization of the risk and
profitability trade -off dthe Group pays special attention to ensure that its business decisions balance
risk and profit adequately.

The goals of the risk management mission are achieved through implementation of the following
actions:

A Development of risk management strategies, credit policy, processes and procedures defining the
principles for acceptance of the allowable level of types of risk,

A Increasingly wider implementation of the IT tools for risks identification, control, and
~ measurement,
A Increasing awareness of employees as regards their responsibility for proper risk management at

every level of the Group's organizational structure.

Risk management is centralized for the Group and considers the need to obtain the assumed
profitability and to maintain proper risk -capital relationship, in the context of having proper level of
capital to cover the risk. Within risk management system, a broad range of methods is used, both
qualitative and quantitative, including advanced mathematical and statistical tools supported by
adequate IT systems.

When defining the business and profitability targets, the Group considers the specified risk framework
(Risk Appetite) to ensure that business structure and growth will respect the risk profile that is
targeted and that will be reflected in several indicators such as:

Loan growth in specific products / segments
Structure of the loan portfolio

Asset quality indicators

Cost of risk

Capital requirements / Economic capital
Amount and structure of liquidity needed.

> >

I > >

The risk management and control model at the Group6s |
A ensuring the full -scope quantification and parameterization of various types of risks in the
perspective of optimizing balance sheet and off -balance sheet items to the assumed level of
profitability of business activity. The main areas of analysis encompass credit risk, market risk,
liquidity risk and operational risk, legal and litigation risk also are subject to specific attention;
A all types of risks are monitored and controlled in reference to the profitability of operations and
the level of capital necessary to ensure the safety of operations fr om the point of view of capital
adequacy. The results of risk measuring are regularly reported as part of the management
information system;
A the segregation of duties between risk origination, risk management and risk control.
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The Risk management process of the Group is presented in the below diagram:

Delineate key Define Risk Define risk Implement Monitor,
risk defintions Strategy policy defined policy Control,
Reporting
Delineate the Defining Defining Designing .
models and principles and thresholds, products with Monitor the
definitions to risk targets levels, Business and models
classify according to risk competences, implement performanceand
customers, appetite, risk limits, cutoffs them in tools the portfolios
products, capacity and according to Risk and behavior
processes, and business Strategy regulations,
risk measures strategy Decision
processes

The split of competence in the field of risk management is as follows:

AThe Supervisory Board is responsible for -takiiger seei n
policy with the Group®ds st Wihibhthe Supeevisody Boatd sactsfthenanc i al
Committee for Risk Matters, which supports it in realization of tho se tasks, among others, issuing
opinion on the Group's Risk Strategy, including the Group's Risk Appetite.
A The Management Board is responsible for the effectiveness of the risk management system,
internal capital estimation process, for reviewing the inter  nal capital calculation and maintenance
process and the internal control systems;
A The Credit Committee, the Capital, Assets and Liabilities Committee, and the Liabilities at Risk
Committee are responsible for current management of different areas of bankin g risk, within the
framework determined by the Management Board;
A The Risk Committee and the Processes and Operational Risk Committee are responsible for defining
the policy and for monitoring and control of different areas of banking risk, within the fram ework
determined by the Management Board;
A The Validation Committee is responsible for confirmation of risk models validation results and
follow -up in the implementation of the measures defined by the Models Validation Office;
A The Sub Committee for Court Ca ses is responsible for expressing opinions and taking decisions in
matters regarding court proceedings, for the cases when value of the dispute or direct effect for
assets value as a consequence of court verdict exceeds 1 min PLN or as result of multiple ¢ ases
with the same nature, excluding cases belonging to the restructuring and recovery portfolio of
Bankds receivables managed by the Corporate Recover
Debt Collection Department. The Sub-Committee for Court Cases is also competent for disputes in
the portfolio of the Retail Restructuring and Debt Collection Department, which the nature of the
dispute corresponds to the nature of court disputes supervised by the Court Cases Risk Sub-
committee referred to in the first  sentence above and matters relating to the determination of
terms of settlement as to the effects of legal relationships at the pre  -trial stage or in circumstances
indicating a significant likelihood of litigation, and if materialized, would fall within t he
competence of the Court Cases Risk Subcommittee, excluding cases managed by Corporate
Recovery Department;
A The Risk Department is responsible for risk management, including identifying, measuring,
analysing, monitoring, and reporting on risk within the  Group. The Risk Department also prepares
risk management policies and procedures as well as provides information and proposes courses of
action necessary for the Capital, Assets and Liabilities Committee, Risk Committee and the
Management Board to make decisions with respect to risk management;
A The Rating Department is mainly responsible for risk rating assignment for Corporate clients (based
on the evalwuation of clientsdé creditworthiness) as
revision during the period of its validity. Rating assignment process is independent from credit
decision process;
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The Corporate Credit Underwriting Department , Mortgage Credit Underwriting Department and
Consumer Finance Underwriting Department, are responsible within the Corporate Customer
segment and Retail Customer segment, respectively, for the credit decision process, including

anal ysing customersd financial situati-makinglgvelsespari ng

and making credit decisions within specifie d limits;

The Retail Liabilities Monitoring and Collection Department and Retail Liabilities Restructuring and
Recovery Department have responsibility for monitoring repayment of overdue debts by retail
customers and their collection;

The Corporate Recovery Department develops specific strategies with respect to each debtor from
recovery portfolio, which aims to maximize timely collection of the outstanding debt and minimize
the risk incurred by the Group. This approach is constantly revised to reflect upda ted information,
and the best practices and experiences regarding collection of overdue debts;

The Treasury Control and Analyses Office has responsibility for monitoring the use of part of the

Groupds | imits, i ncl ud-ossdimits, dhuen t Gerropuapr8tsy FaXnh dp osstiotpi on,

active trading and control of operations of the treasury segment;

The Models Validation Office has responsibility

and validation, independent from the function of models de velopment; development of the models
validation and monitoring tools; activities connected with issuing opinions on the adequacy of the
models for the segment, for which they were developed; preparing reports for the Validation
Committee needs;

The Anti-fraud Subunit has responsibility for implementation and monitoring Bank policy
execution in the scope of fraud risk management in cooperation with others Bank units.  The Sub
unit constitutes a competence centre for anti -fraud process;

The Compliance Department has the responsibility to ensure compliance with legal regulations,
related regulatory standards, market principles and standards as well as internal organization
regulations and codes of conduct;

The Legal Department has responsibility for handling th e litigation cases of the Bank, with support
of external legal offices and legal experts whenever necessary.

The Group has prepared a comprehensive guideline document for the risk management

policy/strategy:

reviewed and wupdated annually. It i s a pdpSupenviso
Board. The risk strategy is inextricably linked to other strategic documents, such as: Budget, Liquidity
Plan, and Capital Plan.

The Risk Strategy bases on the two concepts defined by the Group:

1.

Risk profile d current risk profile in amount or type of risk the Group is currently exposed. The
Group should also have a forward-looking view how their risk profile may change under both
expected and stress economic scenarios in accordance with risk appetite,

. Risk appetite 6the maximum amount or t ype of risk the Group is prepared to accept/tolerate to

achieve its financial and strategic objective. Three zones are defined in accordance with warning
/ action required level.

Risk appetite must ensure that business structure and growth will respect th e forward risk profile.
Risk appetite was reflected through defined indicators in several key areas, such as:

Solvency,

Liquidity and funding,

Earnings volatility and Business mix,
Franchise and reputation.

I B

OR2BRk4 &t rahegdod oyearrpispaiivik &nd is a

The Group has a clear risk strategy, covering retail credit, corporate credit, markets activity and
liquidity, operational and capital management. For each risk type and overall, the Group clearly
define the risk appetite.
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The Risk Management is mainly defined through the principles and targ ets defined in Risk Strategy
and complemented in more detail by the principles and qualitative guidelines defined in the following
documents:

Capital Management and Planning Framework

Credit Principles and Guidelines

Rules on Concentration Risk Managemet

Principles and Rules of Liquidity Risk Management

Principles and Guidelines on Market Risk Management on Financial Markets
Principles and Guidelines for Market Risk Management in Banking Book
Investment Policy

Principles and Guidelines for Management of Operational Risk

Policy, Rules and Principles of the Model Risk Management

Stress tests policy

Regulations of Bank Millennium SA- Program of counteracting Anti -Money Laundering and
financing terrorism.

I v I I By D D D I D

Within risk appetite, the Group has defined tolerance zones for its measures (build up based on the
otraffic |lightsdé principle). As fhastbeeaset: t ol erance zon

A Risk appetite status & green zone means a measure within risk appetite, yellow zone
means an increased risk of risk appetite breach, red zone means risk appetite breach

A Escalation process of actions/decisions taken - bodies/organizational e ntities responsible
for decisions and actions in a particular zone

A Risk appetite monitoring process.

The Group pays particular attention to continuous improvement of the risk management process. One
measurable effect of this is a success of the received authorization to the further use of the IRB
approach in the process of calculating capital require ments.

8.2. CAPITAL MANAGEMENT

Capital management relates to two areas: capital adequacy management and capital allocation. For
both areas, management goals were set.

The goal of capital adequacy management is: (a) meeting the requirements specified in external
regulations (regulatory capital adequacy) and (b) ensuring the solvency in normal and stressed
conditions (economic capital adequacy/internal capital). Completing that goal, the Group strives to
achieve internal long -term capital limits (targets), defined in Risk Strategy.

Capital allocation purpose is to create value for shareholders by maximizing the return on risk in
business activity, considering est ablished risk tolerance.

In a scope of capital management process, there is also a capital planning process. The goal of capital
planning is to designate the own funds (capital base that is risk -taking capacity) and capital usage
(regulatory capital requir ements and economic capital) in a way to ensure that capital targets/limits
shall be met, given forecasted business strategy and risk profile & in normal and stressed
macroeconomic conditions.
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Regulatory capital adequacy

The Group is obliged by law to meet minimum own funds requirements, set in art. 92 of Regulation
(EU) No 575/2013 on prudential requirements for credit institutions and investment firms (CRR).
At the same time, the following levels, recommendations, and buffers were included in capital
limits/targets setting:

A Pillar Il RRE FX buffer- KNF recommendation to maintain additional own funds for the coverage
of additional capital requirements to secure the risk resulting from FX mortgage loans granted
to households, in line with art. 138.1.2a of Banking Act. A value of that buffer is defined for
banks by KNF every year because of Supervisory Review and Evaluation process (SREP) and relates
to risk that i sinadeguat&y\cBvéred by rpininmum own funds requirements, set
in CRR art. 92. At present, the buffer was set by KNF in recommendations issued in the end of
20210 in the level of 2.82 pp (Bank) and 2.79 pp (Group) as for Total Capital Ratio (TCR), which
corresponds to capital requirements over Tier 1 ratio of 2.11 pp in Bank and  of 2.09 pp in Group,
and which corresponds to capital requirements over CET 1 ratio of 1.58 pp in Bank and 1.56 pp
in Group *;

A Combined buffer ddefined in Act on macro prudential supervision over the financial system and
crisis management dthat consist s of:

A Capital conservation buffer at the level of 2.5%;

A Other systemically important institution buffer (OSIl) 8 at the level of 0.25%, and the
value is set by KNF every year’;

A Systemic risk buffer at the level of 0% in force from March 2020, in line  with Regulation
of Ministry of Development and Finance;

A Countercyclical buffer at the 0% level.

In accordance to binding legal requirements and recommendations of Polish Financial Supervisory
Authority (KNF), the Group defined minimum levels of capital ra tios being at the same time capital
targets/limits. These are OCR (overall capital requirements) as for capital ratios.

! That recommendation replaces the previous one from 2020, to maintain own funds for the coverage of additional capital
requirements at the level of 3.41 pp (Bank) and 3.35 pp (Group) as for TCR, which should have consisted of at least 2.56 pp
(Bank) and 2.52 pp (Group) as for Tier 1 capital and which should have consisted of at least 1.91 pp (Bank) and 1.88 pp (Group)
as for CET1 capital

2 In November 2020 KNF issued the decision on identification the Bank as other systemically important institution and
imposing OSII Buffer
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The below table presents these levels as of 31 December 2021. The Bank will inform on each change
of required capital levels in accordance with regulations.

Capital ratio 31.12.2021
CETL1 ratio Bank Group
Minimum 4.50% 4.50%
Pillar Il RRE FX 1.58% 1.56%
TSCR CET1 (Total SREP Capital Requirements) 6.08% 6.06%
Capital Conservation Buffer 2.50% 2.50%
OsSilI Buffer 0.25% 0.25%
Systemic risk buffer 0.00% 0.00%
Countercyclical capital buffer 0.00% 0.00%
Combined buffer 2.75% 2.75%
OCR CET1 (Overall Capital Requirements CET1) 8.83% 8.81%
T1 ratio Bank Group
Minimum 6.00% 6.00%
Pillar Il RRE FX 2.11% 2.09%
TSCR T1(Total SREP Capital Requirements) 8.11% 8.09%
Capital Conservation Buffer 2.50% 2.50%
OsSilI Buffer 0.25% 0.25%
Systemic risk buffer 0.00% 0.00%
Countercyclical capital buffer 0.00% 0.00%
Combined buffer 2.75% 2.75%
OCR T1 (Overall Capital Requirements T1) 10.86%  10.84%
TCR ratio Bank Group
Minimum 8.00% 8.00%
Pillar Il RRE FX 2.82% 2.79%
TSCR TCR (Total SREP Capital Requirements) 10.82%  10.79%
Capital Conservation Buffer 2.50% 2.50%
OsSilI Buffer 0.25% 0.25%
Systemic risk buffer 0.00% 0.00%
Countercyclical capital buffer 0.00% 0.00%
Combined buffer 2.75% 2.75%
OCR TCR (Overall Capital Requirements TCR) 13.57%  13.54%

Capital risk, expressed in the above capital targets/limits, is measured, and monitored in a regular
manner. As for all capital targets, there are determined some minimum ranges for those values.
Capital ratios in each range cause a need to take an appropriate management decision or action.
Regular monitoring of capital risk relies on classification of ca pital ratios to the right ranges and then
performing the evaluation of trends and drivers influencing capital adequacy.
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Own funds capital requirements

The Group calculates its own funds requirements using standard methodologies and is implementing
att he same time a project of an implementation of internal ratings  -based method (IRB) for calculation
of own funds requirements for credit risk and obtaining of approval decisions from Regulatory
Authorities on that matter.

In the end of 2012, Banco de Portugal (consolidating Regulator) with cooperation of Polish Financial
Supervision Authority (KNF) granted an approval to the use of IRB approach as to following loan
portfolios: (i) Retail exposures to individual persons secured by residential real estate col lateral (RRE),
(i) Qualifying revolving retail exposures (QRRE). According to the mentioned approval, minimum own
funds requirements calculated using the IRB approach should be temporarily maintained at no less

t han 80% (O0ORegul atory ivelcaptal éeuiremehts dalbutated rusirsgptieec t
Standardized approach.

In the end of 2014, the Group received another decision by Competent Authorities regarding the IRB

process. According to its content, for the RRE and QRRE loan portfolios, the minimum own funds

requirements calculated using the IRB approach had to be temporarily maintained at no less than 70%

(06Regul atory floor6) of the respective capital requ
approach until the Bank fulfils further defi ned conditions.

In July 2017 the Group received the decision of Competent Authorities (ECB cooperating with KNF) on
approval the materi al changes to |IRB LGD models and r

Since 2018, the Group has been successively implementing a multi -stage process of implementing
changes to the IRB method, related to the requirements regarding the new definition of default. In
the first phase, -shepi appwbdahh CdmpgiepttAvitmries , theyGroup
in 2020 successfuly implemented solutions for the new definition of default in the production
environment. The Group is obliged to include an additional conservative charge on the estimates of
the RWA value for exposures classified under the IRB approach. The level of this add-on, calculated
based on the supervisory algorithm, was set at 5% above the value resulting from the IRB method.

In 2021, all credit risk models included in the rating system subject to the current regulatory approval
were recalibrated and rebuilt. In 2021 the Group also obtained a decision from Competent Authorities
to approve significant changes to the IRB models used (LGD, LGD indefault and ELBE) for rating
systems subject to the IRB approval.

Internal capital

The Group defines internal capital according to Polish Banking Act, as the estimated amount needed
to cover al |l identified, materi al risks found in t
environment, considering the anticipated level of risk in the fu  ture.

Internal capital is used in capital management in following processes: economic capital adequacy
management and capital allocation. The Bank defined an internal (economic) capital estimation
process. To this end, as for measurable risk types, mathem atic and statistic models and methods are
used.

Maintaining economic capital adequacy means a coverage (provision) of internal capital (that is an

aggregated risk measure) by available financial resources (own funds). An obligation to banks to have

inplace t hat sort of ri sk coverage stems from Banking A
targets/limits: economic capital buffer and economic capital buffer in stressed conditions.

In 2021, both above capital targets were met with a surplus. A surplus o f own funds over internal
capital supports a further increase of banking activity, in areas with a higher risk  -adjusted return.

At the same time internal capital is utilized in capital allocation process, to assign an internal capital
to products/business lines, calculating risk -adjusted performance measures, setting risk limits and
internal capital reallocation.
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Capital adequacy dcurrent state, evaluation, and trends

Capital adequacy of the Group over the last three years was asfollows 3.

Capital adequacy 31.12.2021 31.12.2020 31.12.2019
Riskweighted assets 49 442.8 51138.0 48 124.6
Own Funds requirements, including: 39554 4091.0 3850.0
- Credit risk and counterparty credit risk 3479.8 3677.0 3495.2
- Market risk 32.3 26.7 24.2
- Operational risk 433.0 382.6 326.9
- Credit Valuation Adjustment CVA 10.3 4.8 3.6
Own Funds, including: 8 436.3 9 969.0 9 668.5
Common Equity Tier 1 Capital 6 906.3 8 439.0 8 138.5
Tier 2 Capital 1530.0 1530.0 1530.0
Total Capital Ratio (TCR) 17.06% 19.49% 20.09%
Minimum required level 13.54% 14.10% 18.37%
Surplus (+) / Deficit( -) of TCR capital adequacy (p.p.) 3.52 5.39 1.72
Tier 1 Capital ratio (T1) 13.97% 16.50% 16.91%
Minimum required level 10.84% 11.27% 15.15%
Surplus (+) / Deficit( -) of T1 capital adequacy (p.p.) 3.13 5.23 1.76
Common Equity Tier 1 Capital ratio (CET1) 13.97% 16.50% 16.91%
Minimum required level 8.81% 9.13% 12.73%
Surplus (+) / Deficit( -) of CET1 capital adequacy (p.p.) 5.16 7.37 4.18
Leverage ratio 6.46% 8.30% 8.11%

As at 2021 end, capital adequacy, measured by Common Equity Tier 1 Capital ratio and Total Capital
Ratio, decreased in one year period by ca 2.53 pp and by ca 2.43 pp respectively.

In 2021, risk-weighted assets (RWA) went down by ca PLN 1.7 billion (by 3.3%). The biggest yearly
change was credit risk RWA (fall by ca PLN 2.5 billion, by 5.4%). The second material driver was an
operational risk RWA rise (by ca PLN 0.6 billion), what stems from including in calculat ion higher
financial results from the last three years. Changes of market risk and CVA (credit valuation
adjustment) RWA were not material.

In 2021 Own Funds fell by ca PLN 1.5 billion (by 15.4%), mainly because of net financial loss caused
by legal risk provisions.

3 Group uses transitional arrangements for IFRS 9 and considers a temporary treatment of unrealized gains and losses on
bonds measured by fair value through other comprehensive income (FVOCI) in accordance with Art. 468 of the CRR. As at
31.12.2021, if IFRS9 transitional arrangements and temporary treatment according to Art. 468 of the CRR had not been
applied, capital ratios were as follows:

- TCR: 15.84%

-T1: 12.74%

- CET1: 12.74%

- Leverage ratio: 5.90%
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Minimum capital levels required by KNF were achieved with a safe surplus.

Leverage ratio stood at the safe level of 6.46%, and it significantly exceeds the regulatory minimum
(3%).

In a long perspective, capital adequacy level of Bank and Group is evaluated as satisfactory.

MREL requirements

In November 2021, the Group received a joint decision of the Single Resolution Board (SRB) and the
Bank Guarantee Fund, obliging the Group to meet the minimum requirements for own funds and
eligible liabi lities (MREL). Pursuant to this decision, the Group is required to meet the minimum
MREke, requirement of 21.41% and the MREL,,, requirement of 5.91% by December 31, 2023. The
decision also sets out a gradual path towards reaching the minimum requirement s. Their level will be
updated annually.

In connection with the above decision, in January 2022, the Supervisory Board of the Bank approved
the Eurobond Issue Program with a total nominal value of no more than EUR 3 billion.

8.3. CREDITRISK

The credit risk is one of the most important risk types for the Group and therefore considerable
attention is given to management of credit risk -bearing exposures. Credit risk relates to balance -
sheet credit exposures as well as off -balance sheet financial instruments, such as granted and
unutilized credit lines, guarantees and letters of credit, as well as limits for transactions in financial
instruments.

The credit policy is subject to periodic reviews and verification process considering the prevailing
mar ket conditions and changes in the Group6s regul ato

The Group uses several rating systems to manage credit risk depending on the type of exposure and
the customer segment involved. A rating system is a set of methods (models), processes, controls,
data collection procedures and IT systems that identify and measure credit risk, sort levels of exposure
by grades or pools (granting of credit rating) and quantify probability of default and expected loss
estimates for specific types of exposure .

(3a) Measurement of Credit Risk

Loans and advances

Measurement of credit risk, for the purpose of the credit portfolio management, on the level of
individual customers and transactions, on account of granted loans is done with the consideration of
three base parameters:

(i) Probability of Default (PD) of a customer or counterparty as regards their liability;
(i) amount of Exposure At Default (EAD) and
(i) t he ratio of Loss Given Default (LGD) regarding the
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(i) The Group assesses the probability of default (PD) of individual counterparties, using internal
rating models adapted to various categories of customers and transactions. Models were
developed in-house or at the level of the BCP Group, or with help of external providers, and

combinestatist i cal analysis with assessment by a credit p
divided into 15 rating classes, which for the purposes of this Report have been grouped into 6
main brackets. The Groupds Master Ratnsthegssale 8fcal e, p

probabilities of non -compliance with the liabilities specified for a given class/rating group. Rating
models are subject to regular reviews and whenever necessary to relevant modification.
Modifications of models are confirmed by Validation Committee.

The Group regularly analyses and assesses rating results and their predictive power with respect

to cases of default. The process of assigning client risk assessments (for Corporates performed by
Rating Department independently from credit deci sion process and transactions) is supported by
IT systems, obtaining, and analysing information from internal and external databases.

The Groupds internal rating scal e
Master scale Description of rating

1-3 Highest quality
4-6 Good quality
7-9 Medium quality

10-12 Low quality

13-14 Watched/Procedural
15 Default

(i) EAD o0 amount of exposure at defaut dconcerns amount whi ch accordin
predictions wil/l be the Group©6s r elaklities. dibbiltes at t he
are understood by the Group to mean every amount disbursed plus further amounts, which may
be disbursed until default, if such occurs.

(i) LGDOdloss given default is what the Group expects will be its losses resulting from actual cases
of default, with the consideration of internal and external costs of recovery and the discount
effect.

Unification of the default definition across the Group

Since the implementation of IFRS 9, the Group has adopted a uniform definition of de fault, both in
the calculation of capital requirements and for the purposes of estimating impairment. Starting from
2020, for the retail portfolio, the Group uses the definition of default in line with the EBA Guidelines,

the so-called New Definition of De fault. Unified Default definition includes following triggers:

A DPD>90 days considering materiality thresholds for due amount: absolute PLN 400 retail and
PLN 2000 corporates and relative threshold of 1% in relation to total exposure,

Restructured loans (forborne),

Loans in vindication process,

Other triggers defined in EBA Guidelines,

Qualitative triggers identified in the individual analysis.

> >

The Group is using crossdefault approach for all segments.

In case of support measures related to the negative im pact of the Covid -19 pandemic, the Group

adopted a sectoral approach, being in line with the EBA guidelines, according to which exposures with

credit holidays granted under private moratoria shoul
if there is a delay of more than 60 days on the customer's accounts after 3 months since expiration of

credit holidays, it was conservatively assumed that the customer should be classified in Stage 3.

Customers with credit holidays granted under public moratoria (unde r the Shield 4.0 government
program) were classified in Stage 3 (unless specific exclusion criteria specified by the Supervisor were
met).
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Debt Securities

Debt securities from State Treasury and from the Central Bank are monitored based on Polish rating.
Whereas the economic and financial situation of issuers of municipal debt securities is monitored on
a quarterly basis based on their finance reporting.

The Group doesnd6t apply Low Credit Risk (LCR) exempt.i
exposures nor for any other groups of exposures.

Derivatives

The Group maintains strict control over the limits of net open derivative positions both with respect

to amounts and transaction maturities. Credit risk exposures resulting from derivatives are managed

as part of total credit limits defined for individual customers calculated based on verification of

natural exposure and analysis of customerds financi al
The Group offers Treasury products for FX risk or interest rate risk only for hedging purposes and

under Treasury limits assigned to clients or secured by specific collateral (deposit).

Most of the Groupds agreements include the possibili:/
deposit, (if the wvaluation of the <cl i entalled maognen posi
call); and if the client does not supplement the depo sit, the Group has the right to close the position.

Credit risk -based off -balance sheet liabilities

Credit risk -based off-balance sheet liabilities include guarantees, letters of credit as well as granted
credit lines. The main purpose of these instrument s is to enable the customer to use the funds granted
by the Group in a specific way.

Guarantees and letters of credit of standby type (liability like guarantee) bears at least the same
credit risk as loans (in the case of guarantees and stand -by letters o f credit type when valid claim
appears, the Group must make a payment).

Documentary and commercial letters of credit are a written, irrevocable, and final obligation of the
Group to accept payments based on compliant documents within the time limits speci fied in the
letters of credit and relate to a guarantee -like risk.

The available credit line balance is the non -utilised part of previously accepted amounts pertaining
to credit liabilities, available for use in the form of loans, guarantees or letters of credit. Considering
the credit risk of undertakings to grant credit, the Group is potentially exposed to a loss in an amount
equal to the sum of non -utilised liabilities. However, the probable loss amount is usually lower than
the total value of non -utilis ed liabilities because most of the undertakings to disburse credit depend
on customerso®6 particular credit conditions.

The Group monitors the period remaining to maturity of off -balance liabilities because long -term
liabilities usually involve a higher deg ree of credit risk than short -term liabilities.

(3b) Limits control and risk mitigation policy

The Group measures, monitors and controls large credit exposures and high credit risk concentrations,
wherever they are identified. Concentration risk management process encompasses singlename
exposures with respect to an individual borrower or group of connected borrowers (with material
capital, organizational or significant economic relations) and sectoral concentration  &to economic
industries, geographical regions, countries, and the real estate financing portfolio (including FX
loans), portfolio in foreign currencies and other. Above types of sectoral exposures are subject to
internal limits system. Information about the utilization of limits is pre sented at the Supervisory
Board, the Committee for Risk Matters, and the Risk Committee.
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The internal (mentioned above) limits are monitored quarterly. Limits are subject to annual or more

frequent review, when deemed appropriate. The limits are approved by the Supervisory Board or the

Risk Committee.

Management of credit ri sk exposure is also perfor med
economic and financial situation and/or track record of their relationship with the Group from the

point of view o f punctual repayment of their principal and interest liabilities.

Collateral

The Group accepts collateral to mitigate its credit risk exposure; the main role of collateral is to
minimize loss in the event of customers' default in repayment of credit tran  sactions in contractual
amounts and on contractual dates by ensuring an alternative source of repayment of due and payable
amounts.

Collateral is accepted in accordance with the credit policy principles defined for each customer
segment. The key principle is that collateral for credit transaction should correspond to the credit
risk incurred by the Group, considering the specific nature of the transaction (i.e., its type, amount,
repayment period and the customer's rating).

The credit policy defines the t ypes, kinds and legal forms of collateral accepted in the Group as well
as more detailed requirements that are to ensure the probability of selling collateral of respective
types in the context of the Group's recovery experiences.

The Group pays special attention to the correct determination of collateral value. It defined the rules

for preparing and verifying collateral valuation and does its utmost to ensure that such valuations are
objective, conservative and reflect the true value of the collateral. To ensure effective establishment
of collateral, the Group has developed appropriate forms of collateral agreements, applications,
powers-of-attorney and representations.

In the retail segment, accepted collateral consists mainly of residential real property ~ (mortgage loans)
and financial assets. In the corporate segment, are taken primarily all types of property (residential,
commercial, land) as well as the assignment of receivables from contracts.

Temporary collateral is also accepted in the period before the final collateral is established.
Additionally, the Group uses various forms of instruments supplementing the collateral, which
facilitate enforcement or increase probability of effective repaym ent of debt from a specific
collateral. Those instruments include statement of submitting to enforcement in the form of a notarial
deed, blank promissory note, power -of-attorney to a bank account, assignment of rights under an
insurance agreement.

The Group monitors the collateral to ensure that it satisfies the terms of the agreement, i.e., that
the final collateral of the transaction has been established in a legally effective manner or that the
assigned insurance policies are renewed. The value of the ¢ ollateral is also monitored during the term
of the credit transaction.

In accordance with credit policy adopted in the Group it is also allowed to grant a transaction without

collateral, but this takes place according to principles, which are differentdep endi ng on t he <cl i
segment . But in the case of the deterioration of the
documents signed with the client the Group stipulates the possibility of taking additional collateral

for the transaction.
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(3c) Policy with respect to impairment and creation of impairment charges

Organization of the Process

The process of impairment identification and measurement with respect to loan exposures is
regulated in the internal instruction introduced with IFRS9 applica tion. The documentary defines in
detail the mode and principles of individual and collective analysis, including algorithms for
calculating parameters.

The methodology and assumptions adopted for determining credit impairments are regularly  reviewed
to reduce discrepancies between the estimated and actual losses. 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 lea st oncea year), which results will be considered
to improve the quality of the process.

Supervision over the process of estimating impairment charges and provisions is exercised at the
Group by the Risk Department (DMR), which also has direct responsibilit y for individual analysis in the
business portfolio at the Bank, as well as collective analysis. In addition to DMR, the process also
involves recovery and restructuring units. These are the Corporate Recovery Department & DNG
(individual analysis for the recovery-restructuring portfolio for corporate customers) and the Retail
Liabilities Restructuring and Recovery Department - DRW (individual analysis of individually significant
retail impairments, mainly mortgages). DMR is a unit not connected with the pr ocess of lending; it is
supervised by the Management Board Member responsible for risk management. Similarly organized
is the impairment process at Millennium Leasing.

The Management Board of the Bank plays an active role in the process of determining impa irment
charges and provisions. The results of credit portfolio valuation are submitted to the Management
Board for acceptance in a monthly cycle with a detailed explanation of the most important changes
with an impact on the overall level of impairment cha rges and provisions, in the period covered by
the analysis. Methodological changes resulting from the validation process and methodological
improvements are presented at the Validation Committee, and subsequently at the Risk Committee
which includes all th e Management Board Members.

I n monthly periods detailed reports are prepared pre
portfolio in various cross -sections, including the level of impairment charges and provisions, their

dynamics and structure. The re cipients of these reports are Members of the Management Board,

supervising the activity of the Group in finance, risk and management information.

Expected credit loss measurement

Since implementation of IFRS9 in 2018, impairment estimation model withinth e Group has been based

on the concept of oOexpected credit | ossé, (hereinafte
impairment charges now must be calculated based on expected credit losses and forecasts of expected

future economic conditions m ust be considered when conducting evaluation of credit risk of an

exposure.

The implemented impairment model applies to financial assets classified in accordance with IFRS 9
as financial assets measured at amortized cost or at fair value through other co mprehensive income,
except for equity instruments.
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According to IFRS 9, credit exposures are classified in the following categories:

A Stage 1dnon-impaired exposures, for which expected credit loss is estimated for the 12 -month
period,

A Stage 2 8 non-impaired exposures, for which a significant increase in risk has been identified
(SICR) and for which expected credit loss is estimated for the remaining lifetime of the
financial asset,

A Stage 3 & credit impaired exposures, for which expected credit loss is estimated for the
remaining lifetime of the financial asset.

A POCI (purchased or originated credit impaired) &exposures which, upon their initial
recognition in the balance sheet, are recognized as impaired, expected losses are estimated
for the remainin g life of the financial asset.

Identification of a significant increase in credit risk (SICR)

Assets, for which there has been identified a significant increase in credit risk compared to the initial
recognition in the balance sheet, are classified in Stage 2. The significant increase in credit risk is
recognized based on qualitative and quantitative criteria. The qualitative criteria include:

repayment delays of more than 30 days,

forborne exposures in non-default status,

procedural ratin g, which is reflecting early delays in payments,

taking a risk-mitigating decision for corporate clients, triggered by the early warning system,

events related to an increase in credit risk, the s
part of an individual analysis involving individually significant customers.

= =4 -4 -8 -4

The quantitative criterion involves a comparison of the lifetime PD value determined on initial
recognition of an exposure in the balance sheet, with the lifetime PD value determined at  the current
reporting date. If an empirically determined threshold of the relative change in the lifetime PD value

is exceeded, then an exposure is automatically transferred to Stage 2. The quantitative assessment
does not cover exposures analysed individually.

Individual analysis of impairment for credit receivables

Individual analysis contains customers identified as significantly important both for business portfolio

and recovery portfolio. Credit exposures are selected for individual analysis based on materiality

criteria which ensure thatcase -by case analysis covers at | east 50% of
portfolio and 80% of the portfolio managed by entities responsible for the recovery and restructuring

of corporate receivables.

Principal el ements of the process of individual analysis:

1) Identification of soft signs of impairment being one of qualitative triggers of Significant Increase
of Credit Risk (SICR).

This process covers biggest business corporate customers, for which financial -economic situation is

analysed on a quarterly basis based on latest financial statement, events connected with company

activities, information concerning related entities and economic environment, expectation about

future changes, etc. There was defined catalogue o f s o call ed 0soft signs (
identification of which means significant increase of credit risk (SICR) and causing classification of all

exposures of such customer to Stage 2.
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2) lIdentification of impairment triggers.

The Group defined impairment triggers for individual analysis and adjusted them to its operational
profile. The catalogue of triggers contains among others following elements:

A The economic and financi al situation pointing to
problems,

A Breach of the contract, e.g., significant delays in payments of principal or interest

A Stating the customerds unreliability in communica

financial situation,

A Permanent lack of possibility of establishing contact with th e customer in the case of violating
the terms of the agreement,
A High probability of bankruptcy or a di fferent
_ enterprise/business,
A Declaring bankruptcy or opening a recovery plan with respect to the Customer,
A Granting t he Customer who has financial difficulties, facilities concerning financing conditions

(restructuring).

Internal regulations allow discovering above -mentioned triggers by indicating specific cases and

situations corresponding to them, with respecttotrig ger s resul ting from the Custo
financial problems, violating the critical terms of the agreement and high probability of a bankruptcy

or different enterprise reorganization.

3) Scenario approach in calculation of impairment allowances for i ndividually analysed customers.

If at least one of impairment triggers has been identified during the individual analysis, all exposures

of given customer are classified in Stage 3 and then detailed analysis of forecasted cash -flows should
be performed. Since introducing IFRS9 the Group is using scenario approach. It means that analyst
should define at least two recovery scenarios which reflect described and approved recovery
strategies: the main and alternative ones with assigned probabilities of realizati on. The Group has
defined guidelines regarding the weights used for individual scenarios. Scenarios can be based on
restructuring or vindication strategy; mixed solutions are also used. The whole process of individual
analysis is supported by especially dedicated Case-By-Case IT Tool especially useful in terms of
calculation impairment amount with usage of scenario approach.

Every scenario contains two general types of recoveries: direct cash -flows from customers and
recovered amounts from collateral.

4) Estimating expected cash-flows.

One element of the impairment calculation process is the estimation of the probability of cash flows

included in the timetable, pertaining to the following items: principal, interest, and other cash flows.

The probability of realizing cash flows included in the timetable results from the conducted
assessment of the customer ds (iedicationmithie souraes of potentimlanci al s
repayments) must be justified and assessed based on current docum entation and knowledge (broadly

understood) of his situation with the inclusion of financial projections. This information is gathered

by an analyst prior to the actual analysis in accordance with the guidelines specified in appropriate

Group regulations.




Annual Consolidated Financial Report

Sa1al[8Taa M of the Bank Millennium S.A. Capital Group
| Dbank |

&g for the 12 -month period ending 31 st December 2021

In the event of estimating the probability of cash flows for customers in the portfolio managed by
restructuring -recovery departments analysts will consider the individual nature of each transaction
pointing among others to the following elements which m ay have an impact on the value of potential
cash flows:

A Operational strategy with respect to the Customer adopted by the Group,

A Results of negotiations with the customer and his attitude, i.e., willingness to settle his

arrears,

A Improvement/deterioratio n of his economic and financial situation,
The Group also uses the formal terms of setting and justifying the amount of probability and amount
of the payment by the Bank of funds under the extended off -balance sheet credit exposure such as
guarantees and letters of credit.

5) Estimation of the fair value of collateral, specifying the expected date of sale and estimation of
expected revenues from the sale after deduction of the costs of the recovery process.

The inclusion of cash flows from realization of coll ateral must be preceded by an analysis of how
realistically it can be sold and estimation of its fair value after recovery costs.

To ensure the fairness of the principles of establishing collateral recoveries, the Group prepared

guidelines for corporate se gment with respect to the recommended parameters of the recovery rate

and recovery period for selected collateral groups. Depending on the place of the exposure in the

Banké6s structure (busi n-ecogerypaotfoliv)faedltypeof expoessre (cradit,t ur i ng
leasing) separate principles have been specified for portfolio types: business, restructuring -recovery,

and leasing portfolio. The recommended recovery rates and period of collateral recovery are verified

in annual periods.

Collective analysis of the credit portfolio
Subject to collective analysis are the following receivables from the group of credit exposures:

A Individually insignificant exposures;
A Individually significant exposures for which there has not been recognized i mpairment triggers
because of an individual analysis.

For the purposes of collective analysis, the Group has defined homogenous portfolios consisting of

exposures with a similar credit risk profile. These portfolios have been created based on segmentation

into business lines, types of credit products, number of days of default, type of collateral etc. The
division into homogenous portfolios is verified from time to time for their uniformity.

The expected credit loss in a collective analysis is calculated using Probability of Default (PD),

Exposure at Default (EAD), and Loss Given Default (LGD) parameters, which are the outcome of the

following models:

A The PD model is based on empirical data concerning 12-month default rates, which are then used
to estimate lifetime PD values using appropriate statistical and econometric methods. The
segmentation adopted for this purpose at the customer level is consistent with the segmentation
used for capital requirement calculation purposes. Additionally, the Bank has been using rating
information from internal rating models to calculate PDs.

A The LGD models for the retail portfolio used by the Group in the capital calculation process were
adjusted to IFRS 9requirements in estimating impairment. The main components of these models
are the probability of cure and the recovery rate estimated based on discounted cash flows. The
necessary adaptations to IFRS 9 include, among other things, exclusion of the conserv atism buffer,
indirect costs, and adjustments for economic slowdown. For the corporate portfolio LGD model is
based on a component determining parameterized recovery for the key types of collateral and a
component determining the recovery rate for the unse cured part. All the parameters were
calculated based on historical data, including discounted cash flows achieved by the corporate
debt recovery unit.
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>

The EAD model used in the Group includes calculation of parameters such as: average limit
utilization (L U), credit conversion factor (CCF), prepayment ratio and behavioural lifetime.
Segmentation is based on the type of customer (retail, corporate, leasing) and product (products
with/without a schedule).

The results of models employed in collective analysi s are subject to periodical verification. The
parameters and models are also covered by the proces
document &aPrinciples of Managing Credit Risk Model so,
of creating, appro ving, monitoring and validation, and historical verification of models.

Forward -looking information incorporated in the ECL models

In the process of calculation of expected credit losses, the Group uses forward -looking information
(FLI) about future macroeconomic events. FLI is used in PD, LGD, and EAD as well as in the process of
determination of SICR and allocation of exposures to Stage 2 (Transfer Logic). The Macroeconomic
Analysis Office prepares three macroeconomic scenarios (base, optimistic and pessimistic) and
determines the probability of their occurrence. Forecasts translate directly or indirectly into the
values of estimated parameters and exposures and their impact vary by model, product type, rating -
class etc. The Group uses macroeanomic forecasts prepared only internally. Forecasts are provided
on a quarterly basis for a 3 -year time horizon.

As with any economic forecasts, the projections and likelihoods of occurrence are subject to
a high degree of inherent uncertainty and theref ore the actual outcomes may be significantly different
to those projected.

Economic variable assumptions

The most significant period -end assumptions used for the ECL estimate as of 31 December 2021 are
set out below.

Macroeconomic variable Scenario 2022 2023 2024
Base 104.8 103.5 103.9
Gross Domestic Product Optimistic 105.0 104.2 104.8
Mild recession 104.3 103.7 103.8
Base 107.6 105.0 105.2
Retail Sales Optimistic 108.2 105.5 106.5
Mild recession 106.8 104.6 104.8
Base 6.4 5.9 4.9
Unemployment rate Optimistic 5.7 5.5 4.5
Mild recession 7.5 6.9 6.5

The weightings assigned to each economic scenario on 31 December 2021 were as follows:

Base Optimistic Mild recession

Applied weighting 60% 20% 20%
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ECL sensitivity to macroeconomic scenarios

For assessing the sensitivity of ECL for future macroeconomic conditions, the Group calculated
unweighted ECL for each defined scenario separately. The impact for ECL of application of each of
the scenario separately does not exceed 1.3%.

Reversal of impairment

Impairment Instruction, being core document of Internal regulations, provides a detailed definition

of the principle of reversing impairment losses. In principle, reversing a loss and elimination of a

revaluation charge is possible in the case of cessation of the impairment triggers, including the

repayment of arrears or in the case of selling receivables. Reclassification to the Non -Impaired
category is possible only when the customer has succe
which he will no t show delay in the repayment of principal or interest above 30 days. The quarantine

period only starts counting after any eventual grace period that may be granted on the restructuring.

Detailed rules regarding the applicable quarantine periods (at least 3 or 12 months for forced
restructuring) and reclassification from default are in line with the EBA guidelines regarding the
definition of default.

Sale of receivables

In 2021, the Bank sold retail credit exposures classified as impaired, in the total grossamount of PLN
205.5 million.
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(3d) Maximum exposure to credit risk

31.12.2021 31.12.2020

Exposures exposed to credit risk connected with balance sheet assets 98 387 882 93 680 610
Deposits, loans and advances to banks and other monetary institutions 770531 625 430
Loans and advances to customers: 78 603 326 73 639 342
Mandatorily at fair value through profit or loss: 362 992 1615 753
Loans to private individuals: 362 952 1602 751
Receivables on account of payment cards 264 628 830971
Credit in current account 98 324 771780
Loans to companies and public sector 40 13 002
Valued at amortized cost: 78 240 334 72 023 589
Loans to private individuals: 59 182 858 53 645684
Receivables on account of payment cards 745 735 75 769
Cash loans and other loans to private individuals 14 724 155 13617 103
Mortgage loans 43 712 968 39952 812
Loans to companies 18 976 250 18 105 650
Loans to public entities 81226 272 255
Financial derivatives and Adjustment from fair value hedge 100 285 175983
Debt instruments held for trading 86 438 269 413
Debt instruments mandatorily at fair value through profit or loss 127 499 50 335
Debt instruments at fair value through other comprehensive income 17 968 973 18 613 077
Repurchase agreements 268 837 66 350
Other financial assets 461 993 240 680

Credit risk connected with off  -balance sheet items 13 882 138 14 177 193
Financial guarantees 1847 442 1756 283
Credit commitments 12 034 696 12 420 910

The table above

presents the

structure

0°f Dedernber

2021 and 31 December 2020, not taking into account risk-mitigating instruments. As regards balance -
sheet assets, the exposures presented above are based on net amounts presented in the balance

sheet.

Loans and advances to customers mandatorily at fair value through profit or loss

Groupo

31.12.2021 31.12.2020
Mandatorily at fair value through profit or loss * 362 992 1615 753
Companies 40 12 889
Individuals 362 952 1602 751

Public sector 0 112
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The credit quality of financial assets

Stage 1 (12- Stage 2 Stage 3

P'L N G 0a8 0f the end of 2021 month ECL)  (lifetime ECL) (lifetime ECL) POC Total
Balance exposures exposed to credit risk 92 585 900 3841024 3269 181 241276 99 937 381
Balance impairment 340 172 296 298 1722517 15 259 2 374 246
Loans and advances to banks (external
rating Fitch: from BBB to AAA; Moody's: 770770 770770
from B3 to Aaa; S&P: from B+ to AAA)

LR NG EOVENEES 1 BNEE MEWELES  mem s soesms 2462 479 241217 61074 655

(according to Master Scale):

A 1-3 Highest quality 36 891 356 113 844 0 3235 37 008 435
A 4-6 Good quality 10 534 893 416 400 0 6 736 10 958 029
A 7-9 Medium quality 6 564 080 952 980 0 8223 7525 283
A 10-12 Low quality 1549913 828 615 0 4201 2382729
A 13-14 Watched 5379 496 627 0 2997 505 003
A 15 Default 0 0 2 462 254 215817 2678 071
A Without rating * 16 829 43 225 8 17 105
Impairment 224 192 250 421 1401 696 15 490 1891 799
LeEls  ENE| SEYETEES (D EMHRENED g o 410 854 561 891 59 9363981
(according to Master Scale):
A 1-3 Highest quality 108 751 1526 0 0 110 277
A 4-6 Good quality 2 056 585 19171 0 0 2 075 756
A 7-9 Medium quality 3683 368 69 822 0 0 3753 190
A 10-12 Low quality 1136 115 297 168 0 0 1433 283
A 13-14 Watched 0 10 043 0 0 10 043
A 15 Default 0 0 561 891 59 561 950
A Without rating * 1 406 358 13124 0 0 1419 482
Impairment 68 447 18 872 216 026 (231) 303 114
Loans and advances to public entities
(according to Master Scale): i e & v v o5
A -3 Highest quality 0 0 0 0 0
A 4-6 Good quality 0 0 0 0 0
A 7-9 Medium quality 0 0 0 0 0
A 10-12 Low quality 0 0 0 0 0
A 13-14 Watched 0 0 0 0 0
A 15 Default 0 0 0 0 0
A Without rating* 76 675 1 0 0 76 676
Impairment 163 0 0 0 163
Factoring (according to Master Scale): 3 041 750 82 612 25 372 0 3149 734
A 1-3 Highest quality 398 0 0 0 398
A 4-6 Good quality 872 113 1833 0 0 873 946
A 7-9 Medium quality 1537 127 16 037 0 0 1553 164
A 10-12 Low quality 594 442 64 634 0 0 659 076
A 13-14 Watched 0 0 0 0 0
A 15 Default 0 0 25 372 0 25372
A Without rating * 37 670 108 0 0 37778
Impairment 19 804 4 625 10 607 0 35 036
Leasing (according to Master Scale): 6 191 046 539 048 219 439 0 6 949 533
A 1-3 Highest quality 75 221 475 67 0 75 763
A 4-6 Good quality 589 691 2 746 11 0 592 448
A 7-9 Medium guality 1284 443 21524 46 0 1306 013
A 10-12 Low quality 548 894 103 782 809 0 653 485
A 13-14 Watched 0 2 156 0 0 2 156
A 15 Default 0 0 204 576 0 204 576
A Without rating * 3692 797 408 365 13 930 0 4115 092
Impairment 27 566 22 380 94 188 0 144 134
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~ Stage 1 (12- Stage 2 Stage 3
2L DS Grine 2l e 2070 month E(CL) (Iifetimg ECL) (Iifetimg ECL) ol T
Derivatives and adjustment from fair value
hedge (according ti) Master Scale): HlvaEs Y Y v My
A 1-3 Highest quality 26 400 26 400
A 4-6 Good quality 41 574 41 574
A 7-9 Medium quality 6 906 6 906
A 10-12 Low quality 8 000 8 000
A 13-14 Watched 0 0
A 15 Default 0 0
A Without rating 3020 3020
A fair value adjustment due to 0 0
hedge accounting
A Valuation of future FX 0 0
payments
A Hedging derivative 14 385 14 385
Trading debt securities (State Treasury** 86 438 86 438
bonds)
Debt securities mandatorily at fair value
through profit or loss / 127 499 127499
Investment debt securities (State Treasur
** Central Bank**, Local Gf)vernment, Elé) 17968 973 17968973
Receivables from securities bought with 268 837 268 837
sell-back clause
- Stage 1 (12- Stage 2 Stage 3
P'L N & 0a8 0f the end of 2020 month E(CL) (ifetime ECL)  (ifetime ECL) POC Total
Balance exposures exposed to credit risk 87 023 925 3957 170 3 336 484 399429 94 717 008
Balance impairment 365 159 292 937 1688178 26 361 2 372 635
Loans and advances to banks (external
rating Fitch: from BBB to AAA; Moody's: 625430 625 430
from B3 to Aaa; S&P: from B+ to AAA)
LEEITE Zhd] SREIEES D) NELE IeREl 50 736 844 2 395 682 2304 706 399370 55836 602
(according to Master Scale):
A 1-3 Highest quality 29 968 500 24 559 0 3872 29 996 931
A 4-6 Good quality 10 586 928 257 412 0 8 498 10 852 838
A 7-9 Medium quality 8030 642 809 947 0 13772 8 854 361
A 10-12 Low quality 2130 299 827 538 0 7 998 2965 835
A 13-14 Watched 9 680 476 123 0 3379 489 182
A 15 Default 0 0 2304 444 361 847 2 666 291
A Without rating * 10 795 103 262 4 11 164
Impairment 245 403 251 526 1218 373 26 616 1741918
LEElS  ZNE  EENETRES D GRIREUEE e o 720 570 707 714 59 9589137
(according to Master Scale):
A 1-3 Highest quality 59 626 822 0 0 60 448
A 4-6 Good quality 1711520 86 777 0 0 1798 297
A 7-9 Medium quality 3818 823 243 449 0 0 4062 272
A 10-12 Low quality 1166 969 364 993 0 0 1531 962
A 13-14 Watched 0 8 886 0 0 8 886
A 15 Default 0 0 707 714 59 707 773
A Without rating * 1403 856 15 643 0 0 1419 499
Impairment 75776 19 185 313 000 (255) 407 706
Loans 'and advances to . public entities 89 005 1 33 0 89 039
(according to Master Scale):
A -3 Highest quality 0 0 0 0 0
A 4-6 Good quality 0 0 0 0 0
A 7-9 Medium quality 0 0 0 0 0
A 10-12 Low quality 0 0 0 0 0
A 13-14 Watched 0 0 0 0 0
A 15 Default 0 0 0 0 0
A Without rating* 89 005 1 33 0 89 039
Impairment 225 0 27 0 252
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~ Stage 1 (12- Stage 2 Stage 3
2[5 D@ TES L2 Eel @ AL month ECL)  (lifetime ECL) (lifetime ECL) Aol TRl
_Factoring (according to Master Scale): 2 607 598 216 464 34 553 0 2 858 615
A 1-3 Highest quality 6 0 0 0 6
A 4-6 Good quality 763 822 214 0 0 764 036
A 7-9 Medium quality 1074 958 21 465 0 0 1096 423
A 10-12 Low quality 738 390 194 677 0 0 933 067
A 13-14 Watched 0 0 0 0 0
A 15 Default 0 0 34 553 0 34 553
A Without rating * 30 423 108 0 0 30 530
Impairment 22 781 6 675 25012 0 54 468
Leasing (according to Master Scale): 5 557 900 624 453 289 478 0 6 471 831
A 1-3 Highest quality 85 887 347 62 0 86 296
A 4-6 Good quality 624 117 2030 94 0 626 241
A 7-9 Medium quality 1278 044 18 986 413 0 1297 443
A 10-12 Low quality 462 950 146 846 843 0 610 639
A 13-14 Watched 0 2839 15 0 2854
A 15 Default 0 0 268 101 0 268 101
A Without rating * 3106 902 453 405 19 950 0 3580 257
Impairment 20 974 15 551 131 766 0 168 291
Derivatives and adjustment from fair value
hedge (according to Master Scale): 2 Y Y v 2 A
A 1-3 Highest quality 52 505 52 505
A 4-6 Good quality 135 150 135 150
A 7-9 Medium quality 24 376 24 376
A 10-12 Low quality 18 173 18 173
A 13-14 Watched 3625 3625
A 15 Default 5454 5454
A Without rating 35633 35633
A fair value adjustment due to
hedge accounting 803 803
A Valuation of future FX 0 0
payments
A Hedging derivative 21795 21795
Trading debt securities (State Treasury**
bonds) 269 413 269 413
Investment debt securities (State Treasury
** Central Bank**, Local Government, EIB) 18613 077 18613 077
Receivables from securities bought with 66 350 66 350

sell-back clause

* - the group of clients without an internal rating includes, among others, exposures related to loans to local government
units as well as investment projects and some leasing clients;

** drating for Poland in 2019 A-( S&P) ,

(3e) Loans

Impaired loans and advances

A2

(Micydyo6s), A

The gross amount of impaired loans and advances broken down into customer segments is as follows:

31.12.2021
Gross exposure Loans and advances to customers Loans and
) ) advances to Total
Companies Mortgages Other retail banks

By type of analysis

Case by case analysis 598 790 217 799 3873 0 820 462
Collective analysis 207 970 744 084 1712540 0 2 664 594
Total 806 760 961 883 1716 413 0 3 485 056




Annual Consolidated Financial Report

Sa1al[8Taa M of the Bank Millennium S.A. Capital Group

for the 12 -month period ending 31 St December 2021

31.12.2020
Gross exposure Loans and advances to customers Loans and
advances to Total
Companies Mortgages Other retail banks

By type of analysis

Case by case analysis 765 463 246 375 3527 0 1015 365
Collective analysis 266 374 768 588 1648 062 0 2683 024
Total 1031 837 1014 963 1651 589 0 3 698 389

Loans and advances covered by case -by-case analysis

The quantification of the value of the portfolio subjected to case -by-case analysis as well as of the
value of created charges, split between impaired receivables (and respectively charges) is presented
in financial notes.

The tables below present the structure of the impaired portfolio subjected to case  -by-case analysis.

Case by Case loans and advances to customers - by currency

31.12.2021 31.12.2020

Aémg uontoin ! Share % (lzrgr ;:);%l:rzg:’)%rfy Aémg Lé)moin i Share % ?fré%:iri%rfy
PLN 580 700 70.8% 33.6% 772 004 76.0% 38.9%
CHF 133 501 16.3% 22.0% 162 121 16.0% 19.1%
EUR 105 991 12.9% 34.7% 80 539 7.9% 38.5%
usD 270 0.0% 39.2% 645 0.1% 21.0%
SEK 0 0.0% 56 0.0% 76.1%
Total (Case by Case impaired) 820 462 100.0% 31.8% 1015 365 100.0% 35.7%
Case by Case loans and advances to customers - by coverage ratio

31.12.2021 31.12.2020
Amount i n 0 Share% Amount i n ¢ Share%

Up to 20% 386 840 47.2% 443 124 43.7%
20%- 40% 125 450 15.3% 162 226 16.0%
40%- 60% 153 655 18.7% 135 207 13.3%
60%- 80% 92191 11.2% 132 817 13.0%
Above 80% 62 326 7.6% 141 991 14.0%
Total (Case by Case impaired) 820 462 100.0% 1015 365 100.0%
At the end of 2021, the financi al i mpact from

receivables with impairment recognized under individual analysis (Case by Case) amounted to PLN
397.6 million (at the end of 2020 respectively PLN 424.7 million). It is the amount, by which the level

of required provisions assigned to relevant portfolio would be higher if flows from collaterals were

not to be c onsidered in individual analysis.

t

he
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Restructured loans and advances

The restructuring of receivables is done by dedicated units (separately for corporate and retail
receivables).

The restructuring of both corporate and retail receivables allows the  Group to take effective action
towards the customers, the purpose of which is to minimize losses and mitigate, as quickly as possible,
any risks to which the Group is exposed in connection with client transactions giving rise to the Group's
off -balance sheet receivables or liabilities.

The restructuring process applies to the receivables which, based on the principles in place in the
Group, are transferred to restructuring and recovery portfolios and includes setting new terms of
transactions which are acce ptable for the Group (including the terms of their repayment and their
collateral and possibly obtaining additional collateral).

Recovery of retail receivables is a fully centralized process implemented in two stages:

A monitoring and amicable debt collectio n proceedings - conducted by Retail Liabilities
Monitoring and Collection Department,
A restructuring and execution proceedings &implemented by Retail Liabilities Restructuring
and Recovery Department.
Process performed by Retail Liabilities Monitoring and Collection Department involves direct
telephone contacts with Customers and obtaining repayment of receivables due to the Group. In case
of failure to receive repayment or in case the Customer applies for debt restructuring , the case is
taken over by the Retail Liabilities Restructuring and Recovery Department and involves all
restructuring and execution activities.

Recovery process is supported by specialized IT system covering the entire Customer portfolio, fully
automated at the stage of portfolio monit oring and supporting actions undertaken in later
restructuring and recovery phases. The behavioural scoring model constitutes an integral component
of the system, used at the warning stage. The system is used for retail liabilities collection process
applicable to all retail Customer segments.
The scoring model is based on internal calcul ations i
type of credit risk -based product (applicable, primarily, to mortgage products) and history of
cooperation with th e Customer relative to previous restructuring and execution activities. Late
receivables from retail customers are sent to the IT system automatically no later than 4 days after
the date of the receivable becoming due and payable.
The restructuring and rec overy process applicable to corporate receivables (i.e., balance and off -
balance receivables due from corporate and SME customers) is centralized and performed by the
Corporate Recovery Department. Recovery of corporate receivables aims to maximize the rec overy
amounts and to mitigate risk incurred by the Group in the shortest possible periods of time by carrying
out the accepted restructuring and recovery strategies towards:

A the customer,

A corporate receivables,

A collateral ensuring their repayment.

The actions performed as part of those strategies include, among others: setting the terms and

conditions of Customer financing, terms and conditions of restructuring corporate receivables (also

within court restructuring proceedings), including the terms on  which they will be repaid and secured,

obtaining valuable and liquid collateral, achieving amicable repayment, recovery of due and payable
receivables (also by court executive officer), also f
bankruptcy pro ceedings, conducting required legal actions.

Corporate Recovery Department manages the corporate receivable restructuring and recovery process
by using IT applications supporting the decision -making process and monitoring. They provide
instantaneous inform ation on receivables, collateral, approach used and key actions and dates.
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All restructured exposures are classified directly after signing sufficient annex/agreement to Stage 3.
In terms of regular payments such exposure can be cured when fulfil internally defined quarantine
rules in accordance with EBA Guidelines concerning New Definition of Default. Cured restructured

cases are classified to Stage 2 for at least following 2 years after cure in accordance with EBA technical
standards for forborne exposures.

The table below presents the | oan portfolio with rec
organizational units responsible for loan restructuring.

Gross exposure in 6000 PLN 31.12.2021 31.12.2020
Loans and advances to private individuals 1102 917 1103434
Loans and advances to companies 215258 214521
Total 1318 175 1317 955

Exposures subject to measures applied in response tothe COVID -19 <c¢risis (in 6000 PLN

Information on loans and advances subject
S N ; TOTAL .
to legislative and non -legislative moratoria, Performing
Of which: Of which: Instruments
Performing grace with significant increase
Accumulated impairment Accumulated period of in credit risk since initial
impairment capital and recognition but not
interest credit -impaired (Stage 2)
Loans and advances subject to moratorium 0 0 0 0
of which: Households 0 0 0 0
of which: Collateralised by residential
h 0 0 0 0
immovable property
of which: Non -financial corporations 0 0 0 0
of which: Small and Medium -sized Enterprises 0 0 0 0
of which: Collateralised by commercial
h 0 0 0 0
immovable property
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Loans and advances subject to legislative .
o - Non-performing Inflows to
and non -legislative moratoria
non-performing
exposures
Of which: Unlikely to
Gross carrying amount Non-performing pay that are not past -
due or past -due
Gross carrying <= 90 days
amount
Loans and advances subject to moratorium 0 0 0
of which: Households 0 0 0
of which: Collateralised by residential
h 0 0 0
immovable property
of which: Non -financial corporations 0 0 0
of which: Small and Medium -sized Enterprises 0 0 0
of which: Collateralised by commercial
h 0 0 0
immovable property
Information on loans and advances subject to legislative and n
S ) Non-performing
non-legislative moratoria,
Of which:
Unlikely to pay
Accumulated impairment Non-performing Of which: that are not
grace period past-due or
of capital and past-due
interest
Accur_nulated <= 90 days
impairment
Loans and advances subject to moratorium 0 0 0
of which: Households 0 0 0
of which: Collateralised by residential immovable property 0 0 0
of which: Non -financial corporations 0 0 0
of which: Small and Medium -sized Enterprises 0 0 0
of which: Collateralised by commercial immovable property 0 0 0
Breakdown of loans and advances subject to legislative Of which: Of which:
S ; . ; Number of
and non-legislative moratoria by residual maturity of obligors TOTAL legislative )
moratoria, Gross carrying amount g moratoria expired
Loans and advances for which moratorium was offered 57 843 7162 154 _
Loans and advances subject to moratorium (granted) 57 609 6 707 973 10 334 6 707 973
of which: Households 5748 299 10334 5748 299
of which: Collateralised by residential immovable property 4 270 399 8792 4 270 399
of which: Non -financial corporations 959 673 0 959 673
of which: Small and Medium -sized Enterprises 480 569 0 480 569
of which: Collateralised by commercial immovable property 68 465 0 68 465
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Breakdown of loans and advances subject to Residual maturity of moratoria
legislative and non -legislative moratoria by
residual maturity of moratoria,

>3 months | >6 months | >9 months

) <= 3 months > 1 year
Gross carrying amount <=6 months |<=9 months | <= 12 months
Loans and advances subject to moratorium 0 0 0 0 0
(granted)
of which: Households 0 0 0 0 0

of which: Collateralised by residential

immovable property 0 0 0 0 0
of which: Non -financial corporations 0 0 0 0 0
of which: Small and Medium-sized Enterprises 0 0 0 0 0
of which: Collateralised by commercial 0 0 0 0 0

immovable property

) Gross carrying
Gross carrying amount .
Information on newly originated loans and advances
provided under newly applicable public guarantee f which: Inflows to
schemes introduced in response to COVID -19 crisis TOTAL ?o:,golr%e' non-performing
exposures
Newly originated loans and advances subject to public 1187 139 2778 13 643
guarantee schemes
of which: Households 0 0
of which: Collateralised by residential inmovable property 0 0
of which: Non -financial corporations 1187139 2778 13 643
of which: Small and Medium-sized Enterprises 573 630 3640
of which: Collateralised by commercial immovable property 0 0

(3f) Collateral transferred to the Group

In 2021 there were no major seizures by the Bank or sale of fixed assets constituting loan collateral.

The above situation was caused by the implementation of other more cost -effective paths of satisfying

oneself from lien or transfers of title (more effective in terms of time and money with the limitation

of costs), i . e., |l eading to the sale of the object o
the allocation of obtained sources for repayment. A variety of such action is concluding agreements

with official receivers based on which the receiver for an agreed fee secures and stores objects of

collateral and in agreement with the Bank puts them up for sale and sells them (also as part of selling

oogani zed parts or the debtorés whole enterprise). Fun
for repayment of t h e B a n-kobestionrppaedurevisaimplemented(wsthowt h de bt
recording transferred collateralontheso -c al | ed O0dti x efdorAsSal eo) .

At the same time, a subsidiary of Bank - Millennium Leasing, takes control over some of assets leased

and leads active measures aimed at their disposal. Data about the value of these assets and their

changes during the reporting period are showninnote (30)"Non-cur r ent asset softheel d f or
consolidated balance sheet.
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(39) Policy for writing off receivables

Credit exposures, with respect to which the Group no longer expects any cash flows to be recovered
and for which impairment provisions (or fair value adjustments in case of overdue receivables
originated from derivatives) have been created fully covering the outstanding debt are written  -off
the balance sheet against said provisions and transferred to off -balance. This operatio n does not cause
the debt to be cancelled and the legal and recovery actions, reasonable from the economic point of
view, are not interrupted to enforce repayment.

In most of cases the Group writes off receivables against impairment provisions when said re ceivables
are found to be unrecoverable i.e., among other things:

A obtaining a decision on ineffectiveness of execution proceedings;
A death of a debtor;
A confirmation that there are no chances to satisfy claims from the estate in bankruptcy;
A exhaustion of all opportunities to carry out execution due to the lack of assets of the main
debtor and other obligors (e.g., collateral providers)
In 2021
Gross exposure write -0 f f s i n 60! Loans and advances to customers Loans and
advances to Total
Companies Mortgages  Other retail banks
Receivables ert.tan -off excluded from 12 013 7605 48 765 0 68 383
enforcement activity
Receivables ertte_n_-off being subject to 170 385 5088 100 977 0 276 450
enforcement activity
Total written -off 182 398 12 693 149 742 0 344 833
In 2020
Gross exposure write -of f s i n 80! Loans and advances to customers Loans and
advances Total
Companies Mortgages Other retall to banks
Receivables ert_te.n -off excluded from 1211 3249 5979 0 10 439
enforcement activity
Receivables erttgn_—oﬁ being subject to 135 780 7401 76 602 0 219 783
enforcement activity
Total written -off 136 991 10 650 82 581 0 230 222

(3h) Concentration of risks of financial assets with exposure to credit risk

Economy sectors

The table below presents the Groupds main categor.i

components, according to category of customers.
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kel c 2}
_§ =g 5§ Bs 5 g - g
C = c .S c © © 5] ° x =
c 8 = 3 8 = £ 0 @ = E % S =
31.12.2021 = 23 83 SE o = 2 » S
S E 28 22 2 g = S e o F
T3 B 5 2= 8 E E g &) £
E = 0o = g F 3 = = o
Loans and advances 77 779 0 0 0 0 0 0 0 770 770
to banks
Loans and advances
to customers 179229 6039623 5741512 2853161 53419 44288635 1678602C 4672981 80614 58C
(Amortized cost)
Loans and advances
to customers 0 12 1 16 0 0 362 952 11 362 992
(FAIR VALUE)
Trading securities 53 32 0 12 86 438 0 0 48 86 583
Instruments valued 0 0 0 0 37 089 0 0 0 37 089
at amort. cost
Instruments
mandatorily at fair 265 903 0 0 0 0 0 0 0 265 903
value through P&L
Derivatives and
adjustment due to 59 698 28 040 11 530 251 0 0 0 766 100 285
fair value hedge
Investment securities 28 374 5004 0 307 17 968 984 0 0 34 18002703
Repurchase
agreements 268 837 0 0 0 0 0 0 0 268 837
Total 1572864 6072711 5753043 2853747 1814593C 44288635 17 148972 4673 84C 100 509 742
* including: credit cards, cash loans, current accounts overdrafts
T 0 - S - 2 %)
< S % g g ¢ 5% 2 S g, 8
c 8 = 8 & £ 0 D o Eh 9 =
31.12.2020 S 3 £ 3 3 3 S'S o = 3 5 ® 5]
S E R 2= 2 E 5 o S 5 =
g 25 £g S E S 5 o =
£ = 0o =@ F 3 Co = o
Loans and advances g5 430 0 0 0 0 0 0 0 625 430
to banks
Loans and advances
to customers 269259 5702979 5405144 2343051 76415 41000677 14835925 5211774 74845 224
(Amortized cost)
Loans and advances
to customers 222 2681 4324 1700 4 0 1602751 4 069 1615 753
(FAIR VALUE)
Trading securities 97 46 0 0 269 413 0 0 102 269 658
Instruments valued 0 0 0 0 38 821 0 0 0 38 821
at amort. cost
Instruments
mandatorily at fair 251107 0 0 0 0 0 0 0 251 107
value through P&L
Derivatives and
adjustment due to 102 704 39 387 23959 2 359 0 0 0 7574 175983
fair value hedge
Investment securities 29 184 5004 0 308 18613 08¢ 0 0 35 18647 61¢
Repurchase 66 350 0 0 0 0 0 0 0 66 350
agreements
Total 1344354 5750096 5433428 2347418 18997 74z 41000 677 16 438 67€ 5223554 96 535 94E

* including: credit cards, cash loans, current accounts overdrafts
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Loans and advances to customers by economy sectors and segment

Taking into consideration segments and activity sectors concentration risk, the Group defines internal
concentration limits in accordance with the risk tolerance allowing it to keep well diversified loan

portfolio.

The main items of loan book are mortgage loans (54.6%) and cash loans (18.3%). The portfolio of loans

to companies (including leasing) from different sectors like industry, construction, transport and
communication, retail and wholesale business, financial intermediation and public secto

almost 25% of the total portfolio.

I represents

2021 2020
Sector name Balance Exposure Share (%) Balance Exposure Share (%)
(PLN million) (PLN million)

Credits for individual persons 61 503,7 75.9% 57 554,6 75.2%
Mortgage 44 288.6 54.6% 41 000.7 53.5%
Cash loan 14 831.6 18.3% 14 412.7 18.8%
Credit cards and other 23835 2.9% 2141.2 2.8%
Credit for companies* 19 540.2 24.1% 19 023.1 24.8%
Wholesale and retail trade; repair 57415 7.1% 5410.0 7.1%
Manufacturing 4846.1 6.0% 4596.0 6.0%
Construction 1193.6 1.5% 1109.8 1.4%
Transportation and storage 2853.3 3.5% 2344.9 3.1%
Public administration and defence 53.4 0.1% 76.5 0.1%
Information and communication 1 066.0 1.3% 1305.5 1.7%
Other Services 1245.2 1.5% 1325.9 1.7%
Financial and insurance activities 179.2 0.2% 269.5 0.3%
Real estate activities 1164.3 1.4% 1058.6 1.4%
SP;cr)\l:iecsessional, scientific, and technical 285.2 0.3% 242.0 0.4%
Mining and quarrying 915 0.1% 78.2 0.1%
Water supply, sewage, and waste 164.2 0.2% 160.1 0.2%
Electricity, gas, water 137.2 0.2% 510.1 0.7%
Accommodation and food service activities 1954 0.2% 197.3 0.3%
Education 64.3 0.1% 79.3 0.1%
Agriculture, forestry, and fishing 93.2 0.1% 102.0 0.1%
Human health and social work activities 130.3 0.2% 122.8 0.2%
Culture, recreation, and entertainment 36.3 0.0% 34.6 0.0%
Total (gross) 81 043.9 100.0% 76 577.7 100.0%
* incl. Microbusiness, annual turnover below PLN 5 million

Concentration ratio ofthe 20 | ar gest customers in the Groupds

connected entities) at the end of 2021 equals 6.2% comparing with 6.9% at the end of 2020.
Concentration ratio in 2021 also decreased for the 10 largest customers: to 4.5% from 5.0% at the end
of the previous year. This was the result of, among others, the repayment of revolving loans by several
large entities and sale one big transaction.

oan
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8.4. MARKETRISK ANDINTERESTRATE RISK

The market risk encompasses current and prospective impact on earnings or capital, arising from
changes in the value of the Groupds portfolio due to
exchange rates or prices of bonds, equities, or commodities.

The interest rate risk arising from Bankin g Book activities (IRRBB) encompasses current or prospective

i mpact to both the earnings and the economic value o
movements in interest rates that affect interest rate sensitive instruments. The risk includes gap risk,

basis risk and option risk.

In 2021, the Group was preparing to fully adjust to implement statutory replacement rate for two
interest rate benchmarks, the Swiss Franc London Interbank Offered Rate (CHF LIBOR) and the Euro
Overnight Index Change (EONA). As of 1 January 2022 (for CHF LIBOR) and 3 January 2022 (for EONIA),
all references to these rates in contracts and financial instruments were statutorily and automatically
replaced with references to new risk -free rates as per decision of the Europea n Commission. For CHF
LIBOR, the nominated replacement rate is the new Swiss Franc risk -free rate SARON and for EONIA
eurorisk-f ree rate 0STR.

The framework of market risk and interest rate risk management and its control are defined on a
centralized ba sis with the use of the same concepts and metrics which are used in all the entities of
the BCP Group.

Market -risk evaluation measures

The Groupds market risk measurement allows monitoring
(including interest rate risk, foreign exchange risk, and equity risk), non -linear risk, specific risk and

commodity risk. In 2021 the commodities risk did not exist in the Group. The equity risk assumed to

be irrelevant since the Group06s meatgrialgement in equity

Each market risk type is measured individually using an appropriate risk model and then integrated
measurement of total market risk is built from those assessments without considering any type of
diversification between the four risk types (the worst-case scenario).

The main measure used by the Group to evaluate market risks (interest rate risk, foreign exchange
risk, equity risk) is the parametric VaR (Value at Risk) model d&an expected loss that may arise on the
portfolio over a specified perio d (holding period) and with specified probability (confidence level)
from an adverse market movement.

The Value at Risk in the Group (VaR) is calculated considering the holding period of 10 working days
and a 99% confidence level (one tail). In line with r egulatory requirements of CRDIV / CRR, the
volatility associated with each market risk vertex considered in the VaR model (and respective
correlation between them) has been estimated by the equally weighted changes of market parameters
using the effective observation period of historical data of last year. The EWMA method (exponentially
weighted moving average method) with effectively shorter observation period is only justified by a
significant upsurge in price volatility.

To monitor and limit the position s in instruments, for which it is not possible to properly assess market

risk with the use of the VaR model (non -linear risk, commodity risk and specific risk), the appropriate

assessment rules were defined. The non-linear risk is measured according to int ernally developed

methodology which is in line with the VaR methodology dthe same time horizon and significant level

i s used. Speci fic and commoditiesd risks are measurl
supervisory regulations, with a corresponding ¢ hange of the time horizon considered.
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The market risk measurement is carried out daily (intra -day and end-of-day), both on an individual
basis for each of the areas responsible for risk taking and risk management, and in consolidated terms
for Global Bank, Trading and Banking Book considering the effect of the diversification that exists

between the portfolios. In addition, each Book is divided into the risk management areas.

To ensure that the VaR model adopted is appropriate for the evaluation of the  risks involved in the
open positions, a back-testing process has been instituted and is carried out daily.

All reported excesses are documented. This includes an explanation of their causes and their
incorporation in one of the three classes of excess ex planation: adequacy of the model, insufficient
model accuracy or unanticipated market movements.

Parallel to the VaR calculation the portfolios are subject to a set of sensitivity analysis and stress
scenarios, to:

A Estimate the potential economic loss resu lting from extreme variations in market risk
factors,

A Identify the market risk movements, possibly not captured by VaR, to which the portfolios
are more sensitive,

A Identify the actions that can be taken to reduce the impact of extreme variations in the
risk factors.

The following types of market scenarios are being applied:

Parallel shifts of the yield curves;

More steep or flat shape of the yield curves;

Variations of the exchange rates;

Historical adverse scenarios;

Customized scenarios based on obgrved, adverse changes of market risk parameters.

>y > D

The global VaR limit is expressed as a fraction of the consolidated Own Funds.in 2021, the VaR limits
were very conservative - set for Global Bank at no more than 2,6% and for Trading Book at 0,31% of
Own Funds). The limit is divided into the books, risk management areas and various types of risk,
which enables the Group for full measurement, monitoring and control of market risk. The market
risk exposure (VaR) together with the limit utilization is reporte  d daily to all areas responsible for
management and control of market risk in the Group.

The market risk limits are revised at least once a year and to consider, inter alia, the change of the
consolidated Own Funds, current and projected balance sheet st ructure as well as the market
environment. The market risk limits valid for 2021 reflected the assumptions and risk appetite defined
under Risk Strategy 2021 - 2023.

Within the current market environment, the Group continued to act very prudently. The str ~ ong market
volatility in connection with the global COVID -1 9 pandemi ¢ and Monetary
series of decisions to increase interest rates
market and interest rate risk.

In 2021, the VaR for the Group that is jointly Trading Book and Banking Book, increased due to market
volatility and in 4Q 2021 breached the limits in place. All excesses of market risk limits are always
reported, documented, and ratified at the proper competence le  vel.

In 2021 the VaR indicators for the Group remained on average at the level of PLN 161.7 million (63%
of the limit) and PLN 391.3 million (150% of the limit) as of the end of December 2021. The low level

of diversification effect relates to the facttha t t he Groupds mar ket ri sk

risk. The figures in the Table below also include the exposures to market risk generated in
subordinated companies, as the Bank manages market risk at central level. The diversification effect
applies to the generic risk and reflects correlation between its constituents.

Pol
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The market risk in terms of VaR for the Group (6000
VaR measures for market VaR (2021)
risk (0000 37122020 Average Maximum Minimum 31.12.2021
Total risk 96 894 161 704 586 186 63 847 391 280
Generic risk 95 256 160 151 584 728 62 220 389 833
Interest Rate Risk 95 227 160 153 584 748 62 224 389 761
FX Risk 190 149 2917 8 232
Diversification Effect 0.2% 0.0%
Specific risk 1638 1542 1641 1445 1445
The corresponding exposures as of 2020 respectively
VaR measures for market VaR (2020)
risk (6000 31.12.2019 Average Maximum Minimum 31.12.2020
Total risk 33225 72 530 130 866 30776 96 894
Generic risk 31039 70533 128 701 28 593 95 256
Interest Rate Risk 31038 70 537 128 744 28 588 95 227
FX Risk 12 133 1522 15 190
Diversification Effect 0.0% 0.2%
Specific risk 2186 0 0 0 1638

The market risk exposure divided into Trading Book and Banking Book together with risk type division

is presented in the table below (6000 PLN):
Banking Book:
VaR measures for VaR (2021)
mar ket risk ( gj122020 Average Maximum Minimum 31.12.2021
Total risk 95 897 161 824 585 895 63 897 390 289
Interest Rate Risk 94 261 160 290 584 441 62 276 388 846
EX Risk 0 72 249 0 0
Diversification Effect 0.0% 0.0%
Specific risk 1636 1539 1639 1443 1443
VaR measures for VaR (2020)
mar ket riPsNy ( 31.12.2019 Average Maximum Minimum 31.12.2020
Total risk 31 263 71 467 132 279 29 842 95 897
Generic risk 29 080 69 472 130 116 27 659 94 261
Interest Rate Risk 29 080 69 472 130116 27 659 94 261
FX Risk 0 0 0 0 0
Diversification Effect 0.0% 0.0%
2184 0 0 0 1636

Specific risk

P

a
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Trading Book:

VaR measures for VaR (2021)
mar ket risk (31122020 Average Maximum Minimum 31.12.2021
Total risk 1239 1645 5 860 424 2518
Generic risk 1237 1632 5858 422 2514
Interest Rate Risk 1190 1610 5850 420 2485
FX Risk 183 100 2940 9 228
Diversification Effect 11.0% 7.9%
Specific risk 2 2 5 2 2
VaR measures for VaR (2020)
mar ket risk (31122019 Average Maximum Minimum 31.12.2020
Total risk 2 455 2514 6 162 762 1239
Generic risk 2452 2511 6 160 759 1237
Interest Rate Risk 2451 2 497 6118 758 1190
FX Risk 11 132 1524 11 183
Diversification Effect 0.4% 11.0%
Specific risk 2 0 6 0 2

Open positions mostly included interest -rate instruments and FX risk instruments. The FX risk covers
all the foreign exchange exposures of the Group. According to the Risk Strategy approved in the
Group, the FX open position is allowed, however should be k ept at low levels. For this purpose, the
Group has introduced a system of conservative limits for FX open positions (both Intraday and
Overnight limits) and allows keeping FX open positions only in Trading Book.

In 2021, as a general rule FX position generated in the Banking Book was fully transferred to the
Trading Book where it was managed daily. During 2021 the FX open position remained on average at
the level of PLN 9.5 million with maximum of PLN 59.3 million. In 2021, the FX Total open position
(Intraday as well as Overnight) remained below 2% of Own Funds and well below the maximum limits
in place.

Evolution of the total FX open position (Overnight) in Trading Portfolio (PLN thousand):

The Last Day of

Period Maximum Period

Total position Period Average Period Minimum

2021 9 464 3153 59313 10021

2020 7590 2353 37584 4954

In addition to above mentioned market risk limits, the stop loss limits are introduced for the financial
mar ket sd portfol i os. makimem l@asesof thestrading activityrafi the Grodpeln
case the limit is reached, a review of the management strategy and assumptions for the positions in

guestion must be undertaken.
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In the back-testing calculation for VaR model in Global Bank, nineteen excesses were detected during
the last twelve months (see table below, PLN thousand).

Theoretical change in the
value of the portfolio
(absolute values)
2021-12-31 389 833 4056 19
2020-12-31 95 256 34 824 9

VaR
(generic risk)

Number of excesses

Reporting Date in last 12 months *

* The excess is said to happen whenever the difference between the absolute change in portfolio value and VaR measure is
positive.

In 2021, all excesses in the process of VaRmodel back testing were caused by unanticipated market
movements caused by the COVIB1 9 pandemi ¢ uncertainty and MPCds dec
rates in Poland, of which strong changes in Polish government bonds yields and short -term interest

rates in second half of 2021 had the most impact on VaR model performance. In consequences, due

to the number of excesses detected, the assessment of VaR model performance felt into red zone:

above 15 excesses. It forced immediate action in VaR calculations, including model parameters

calibration to most recent market observation and temporary volatility method changed from equal

weights to EWMA method, which is better suite d during periods of significant upsurge in price

volatility. It allowed stopping further excesses in VaR back testing. Due to one year monitoring period,

higher number of excesses will be present for foreseeable future.

VaR assessment is supplemented by nonitoring the market rate sensitivity to the above -mentioned
stress tests scenarios of portfolios carrying market risk.

The results of market risk sensitivity and customized stress tests were regularly reported to the
Capital, Assets and Liabilities Commi ttee.

Interest rate risk in Banking Book (IRRBB)

In case of the Banking Book, the main component of the market risk is interest rate risk.

Exposure to interest rate risk in the Banking Book are primarily generated by the differences in
repricing dates of assets and liabilities as well as its reference indexes, if contractually existing. It is
specifically affected by the unbalance between assets and liabilities that have fixed rate, especially
by the liabilities which cannot have interest rate lower than 0. Consequently, the level of sensitivity
to interest rate changes is influenced by the level of interest rates taken as a reference. Additionally,
due to specificity of the polish legal system, the interest rate of credits is limited (it cannot exceed
two times Reference Rate of the National Bank of Poland increased by 7 percentage points). In
situations of decreasing interest rates, the impact on Net Interest Income is negative and depends on
the share of the loan portfolio that is affected by the new max imum rate. On the other hand,
assumptions regarding the timing and size of deposits repricing are also very important when assessing
the interest rate sensitivity and risk.

In the first 3 quarters of 2021, the interest rates in Poland stayed at its histori  cal minimum (after

three rate cuts in 2020 - reference rate decreased to 0.10%, deposit rate to 0.0% and the Lombard

rate to 0,50%). The maximum interest rate for loan portfolio could not exceed 7.2% annually. In 4th

guarter 2021, series of interestrates i ncr eases driven by MPCO6s decisions
interests for loans with gradual or immediate repricing. On the other side, the interest rates on

deposits side still lagged increasing market rates.
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Regarding the interest rate risk in Bank ing Book, the following principles are in place:

>

The market risk that results from the commercial banking activity is hedged or transferred on the

monthly basis to areas that actively manage market risk and that are measured in terms of risk

and profit and loss,

The Bank primarily uses natural hedging between loans and deposits as well as fixed rate bonds

and derivatives to manage interest rate risk with the main purpose of protecting the net interest

income.

The variations in market interestrate have an influence on the Groupds n
under a short and medium -term perspective, also affecting its economic value in the long term. The

measurement of both is complementary in understanding the complete scope of interest rate risk in

Banking Book.

p>3

For this reason, apart from daily market risk measurement in terms of value at risk, the scope of the
additional measurement of interest rate risk covers both earnings -based and economic value
measures, which are quarterly:

A the impact on the economic value of equity (EVE) resulting from different shocks with
upward/downward yield curve movements, including scenarios defined by the supervisor
(standard, supervisory test assuming sudden parallel +/ -200 basis points shift of the yield curve as
well as supervisory outlier test, SOT with set of six interest rate risk stress scenarios).

and monthly:

Athe interest rate sensitivity in terms of BtReyx100, t
parallel movement in the yield curve by 1  basis point multiplied by 100,

A the impact on net interest income over a time horizon of next 12 months resulting from one  -off
interest rate shock of 100 basis points.

The interest rate risk measurement is carried for all the risk management areas in the Ba nk, with the

particular attention on Banking Book.

For interest rate risk management for non -maturing assets and liabilities or for the instruments with
Clientds option embedded, the Group is defining speci

A Due date for balances and interest flows arising from non -maturing deposits are defined based on
historical data regarding customer behaviour, considering the stability of the volumes and with
assumption of a maximum maturity of 3 years,

A The tendency to faster repayment of rec eivables than contractually scheduled is taken under
consideration by calculating a prepayment rate in r
based on historical data. It should be noted that mortgage loans that are the Group's loan product
with a dominant share, are indexed to floating interest rate. This causes that the tendency to
early repayment is less important for the interest rate risk.

A The equity, fixed assets, and other assets that are assumed to have repricing period of 1 year.
However, to understand the impact of the chosen maturity profile the IRRBB measurement is
carried out without inclusion of the equity capital to isolate the effects on both EVE and earnings
perspectives.

The results of the above -mentioned analysis for BPVx100 and ecnomic value measures were regularly

monitored and reported to the Capital, Assets and Liabilities Committee, to Risk Committee, the

Management Board and Supervisory Board. Taking into account the increase of interest rates that

occurred in the 4th quarter 2021, the results of the IRRBB measurement as of the end of December

2021 indicate that the Group is now in a more balanced situation regarding the scenario of a decline

or increase in interest rates. The supervisory outlier test results of December 2021  show that even

under the most severe outlier test scenario, the decline of EVE for Banking Book is below supervisory

limit of 15% of Tier 1. Similarly, decline of EVE under standard scenario of sudden parallel +/ -200

basis points shift of the yield curve a Iso stayed far below supervisory maximum of 20% of Own Funds.
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The results of the sensitivity of the Banking Book to changes of interest rates in terms of BPVx100 and
EVE under supervisory stress tests are presented in Table below.

Sensitivity of the Banking Book to changles of interes
31.12.2021 31.12.2020
BPVx100 BPVx100
PLN 220 217 (24 537)
CHF 9 890 16 864
EUR 125 092 97 308
USD 33099 29 892
Other 6 385 4 946
TOTAL 394 682 124 471
Equity, fixed and other assets 53 142 77 253
TOTAL 447 813 201 725
Sensitivity of EVE to changes of interest rates (*) 31.12.2021 31.12.2020
Standard, supervisory test (parallel yield curve +/ -200 bp % Own Funds) -7.29% -0.28%
Supervisory outlier test (the most severe scenario, % CET1) -10.64% -1.94%

(*) The principles listed in section 115 of the EBA IRRBB Guidelines were applied to calculate the change in EVE. The most
severe decline of EVE is presented.

The results of sensitivity of NIl for the next 12 months after 31 st December 2021 and for position in
Polish Zloty in Banking Book are carried out under the following assumptions:

9 static balance sheet structure as of that reference date (no change during the following 12
months),
91 reference level of net interest income assuming that all assets a nd liabilities with variable interest
rate already reflect market interest rates levels as of 31 st December 2021 (for example, t he NBP
Reference rate at the end of 2021 was set at 1.75%),
1 application of a parallel move of 100 bps in the yield curve up and down is an additional shock to
all market interest rates levels as of 31 St December 2021 and is set at the repricing date of the
assets and liabilities that happens during the 12 following months.
In a scenario of parallel decrease of interest rates by 100 bps, the results are negative and equal to -
162minor-6 . 0% of the Groupds NIl reference | evel I n a s
by 100 bps, the results are positive and equal to 160
The level of asymmetry that existed in past reporting dates is now lower as interest rates were
meaningfully above 0% on 3% December 2021 and the leverage impact of the maximum interest rate
is now less strong than in previous years due to changes in the structure of portfolio and pricing of
loans.
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8.5. LIQUIDITYRISK

The objective of |liquidity risk management is to ensu
current, as well as future funding requirements considering costs of funding.

Liquidity risk reflects the possibility of incurring significant losses because of deteriorated financing
conditions (financing risk) and/or of the sale of assets for less than their market value (market
liquidity risk) to meet the needs for fundingarisin g fr om the Groupds obligations

There were no exposures to liquidity risk at a subsidiary level because the Bank manages liquidity risk

centrally. Both the financing requirements and any liquidity surplus of subsidiaries are managed by

transactions with th e Bank unless specific market transactions are previously decided and agreed.

The Treasury Department is responsible for the day-to-d ay management of the Grou
position in accordance with the adopted rules and procedures considering goals defin ed by the

Management Board and the Capital, Assets and Liabilities Committee.

In 2021, the COVID19 pandemic still had an impact on global financial markets, however the Bank
did not observe any threat to its liquidity position due to the spread of COVID -19. The Group continued
to be characterized by solid liquidity position.

In 2021, in consequences of the increase of the deposits from Customers at the faster pace than loans,
t he Gr o u-oéDepodit catondecreased and was equalled to 86% at the end of December 2021
(comparing to level of 91% as of end of December 2020).

The liquid assetsportfolio, that is portfolio  of government debt securities, supplemented by the cash
and exposures to the National Bank of Poland, is treated as the Group's liquidity reserve, which will
overcome crisis situations. At the end of 2021, the share of Polish government securities (including
NBP Bills) in total securities portfolio amounted to 98% and allowed to reach the level of  approx. PLN
17.6 billion (17% of total asset s), whereas at the end of December 2020 was at the level of approx.
PLN 18.4 billion (19% of total assets).

Consequently, the large, diversified, and stable funding from retail, corporate and public sector

Clients remains the main source of financing ofth e Gr oup. At the end of 2021 to
of the Group reached the level of PLN 91.4 billion. The deposit base constituted mainly funds of
individuals Clients, of which the share in total Clie
of December 2021 (75.9% at the end of December 2020). The high share of funds from individuals had

a positive impact on the Groupds liquidity and suppor
measures.

Concentration of the deposits base, based on the share of top 5 and top 20 depositors, at the end of
2021 amounted respectively to 3.6% and 6.5% (in December 2020 it was respectively 2.8% and 4.8%).
The level of deposit concentration is regularly monitored and did not have any negative impact on
the stability of the deposit base in 2021. In case of significant increase of the share of the largest
depositors, the additional funds from the depositors are not treated as stable. Despite of that, to
prevent deposit base fluctuations, the Group maintains the re serves of liquid assets in the form of
securities portfolio.

The deposit base is supplemented by the deposits from financial institutions and other money market
operations. In 2021, the source of medium -term funding remains also medium -term loans,
subordinat ed debt , own bonds i ssue and banko6s securities.

During 2021, no new bonds and bankds securities were
taken from financial institutions. The total balance sheet value of medium -term loans from financial

institutions at the end of 2021 amounted to PLN 369.3 million (at the end of December 2020 it was

PLN518.8 million). The decrease of the total amount of the medium -term loans from financial

institutions was connected with standard repayment in a ccordance with the schedule.
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With the exception of subordinated bonds, at the end of December 2021 the total balance sheet

value of bonds and bankds securities issued by the Gr
PLN 39.6 million (PLN 558.6 million in nominal value in December 2020). The issue of bonds initially

planned on the Polish market in Q4, 2021, the liabilities under which could be classified as eligible

liabilities within the meaning of the Act of 10 June 2016 on the Bank Guarantee Fund , deposit

guarantee scheme and resolution, did not take place due to a gap in the Polish Bonds Act. In the first

half of 2022, the Bank plans to issue international senior non -preferred bonds as part of the Eurobond

issue program (EMTN), approved by the Bank's Supervisory Board on January 28, 2022. The total

nominal value of issued and unredeemed bonds may not exceed amount of the EMTN program, i.e.

EUR 3 hillion at any time.

The Group manages FX liquidity using FXxdenominated bilateral loans as well as Cross Currency Swap
and FX Swap transactions. The importance of swaps has been decreasing as a consequence of the
reduction of the FX mortgage loan portfolio and the hedge in foreign currency of the provisions for
legal risk. The swaps portfolio is diversi fied in term of counterparties and maturity dates. For most
counterparties, the Group has signed a Credit Support Annex to the master agreements. As a result,

in case of unfavourable changes of FX rates (PLN depreciation), the Group is obliged to place dep osits
as a collateral with counterparties to secure the settlement of derivative instruments in the future,

and in case of favourable FX rates changes (PLN appreciation) receives deposits as a collateral from
the counterparties. In none of signed ISDA Schedules and Credit Support Annex (both international
and domestic) there exists a relationship between | €
collateral. The potential downgrade of any of the ratings will not have impact on method of
calculation and c ollateral exchange.

The Group assesses the possibility of unfavourable changes of FX rates (especially CHF and EUR, which
causes increase of liquidity needs), analyses the impact on liquidity risk and reflects this risk in the
liquidity plans.

Liquidity r isk evaluation measures

The estimation of the Groupds liquidity risk is carr.i
the supervisory authorities and internally, for which exposure limits were established.

The evolution of t h dion@®rshon-pednshorizonsgisutésted daily baped eniliquid

asset portfolio, Central Bankds eligible collateral f
defined indicators: immediate liquidity and quarterly liquidity. The last two indicators meas ure the

maximum borrowing requirement, which could arise on a particular day, taking into consideration the

cash-flow projections for spot date and period of 3 months, respectively.

These figures are compared with the exposure limits in force and reported daily to the areas
responsible for the management and control of the liquidity risk in the Group as well as presented in
mont hly and/ or quarterly basis to the Bank&6s Manageme

The liquidity risk limits are revised at least on ce a year to take into account, inter alia, the change

of the size of the consolidated own funds, current and expected balance sheet structure, historical

' imitsd consumption, as well as current market condit
rules in place, all eventual excesses of internal liquidity risk limits are always reported, documented,

and ratified at the proper competence level.
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According to the Regulation of European Parliament and Council no 575/2013 on prudential
requirements fo r credit institutions and investment firms (CRR), the Group is calculating the liquidity
coverage requirement (LCR). The regulatory minimum of 100% for LCR valid in 2021 was compiled by
the Group (as of the end of December 2021 the LCR reached the level of 150%). The measure is
calculated daily and has been reported on the monthly basis to NBP since March 2014. Internally, the
LCR is estimated daily and reported to the areas responsible for the management and control of the
liquidity risk in the Group. In 2021, the Group complied also with supervisory measures imposed by
KNF Resolution 386/2008 as well as regularly calculated net stable funding requirement (NSFR). Since
28" June 2021 the NSFR as obligatory supervisory long term liquidity measure replaced M3 and M4
supervisory measures defined by the KNF. In each of the quarter, the NSFR was above the supervisory
minimum of 100% (supervisory minimum valid since June 2021).

Current Liquidity indicators PLN million

31.12.2021
Immediate liquidity Quarterly liquidity ~ Central Bank Collateral Liquid assets LCR
ratio (%)* ratio (%)* / Total Deposits (%)**  Portfolio (m PLN)*** (%)
Indicator 22% 22% 19% 18 793 150%
31.12.2020
Immediate liquidity Quarterly liquidity ~ Central Bank Collateral Liquid assets LCR
ratio (%)* ratio (%)* / Total Deposits (%)**  Portfolio (m PLN)*** (%)
Indicator 21% 21% 21% 18 250 161%

* - Immediate and Quarterly Liquidity Indicator: Ratio between value of the Central Bank Collateral that is the liquidity buffer
available for discount with the Central Bank after applying haircuts for standard monetary transactions (including the
obligatory reserve excess) minus the net outflows (projected for the next 3 working days for Immediate Liquidity Indicator
and for the ne xt 3 months for Quarterly Liquidity Indicator in all convertible currencies) and the total deposits.

** . Central Bank Collateral / Total Deposits:  Ratio between value of the Central Bank Collateral that is the liquidity buffer
available for discount with the Central Bank after applying haircuts for standard monetary transactions (including the
obligatory reserve excess) and the total deposits. This ratio is calculated based on the face amount of the referred products

*** _ Liquid Assets Portfolio: The su m of cash, exposure to Central Bank (the surplus above the required obligatory reserve)
and Polish Government debt securities, NBP-Bills and due from banks with maturity up to 1 month. The debt securities
portfolio is reduced by NBP haircut for repo transa ctions and securities encumbered for non -liquidity purposes.

The Group monitors liquidity based on internal liquidity measures, considering the impact of FX rates
on the liquidity situation.

Additionally, the Group employs an internal structural liquidity analysis based on cumulative,
behaviour liquidity gaps calculated on a real basis (i.e., assuming the probability of cash flow
occurrence). The safe level adopted by the Group for the ratio of liquidity shortfall is established for
each time bucket below 5 years.
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In December 2021, liquidity gaps were maintained positive. The results of cumulative, behaviour
liquidity gaps (normal conditions) are presented in tables below.

31.12.2021
Adjusted Liquidity Gap (PLN million) upto6M 6Mto12M 1Y to2Y 2Yto3Y 3Y to 5Y over 5Y
Adjusted balance assets 28 783 8 668 15015 11585 16 182 49 538
Adjusted balance liabilities 11 475 4428 7745 6 065 9330 67 977
Balance-Sheet Gap 17 308 4241 7270 5520 6 852 (18 439)
Cumulative Balance-Sheet Gap 17 308 21549 28 819 34 339 41190 22 752
Adjusted off -balance assets 89 61 309 24 14 1
Adjusted off -balance liabilities (1474) (90) (136) (41) (22) (1)
Off-Balance Sheet Gap (1 386) (28) 173 17) (8) 0
Total Gap 15923 4213 7 443 5503 6 844 (18 439)
Total Cumulative Gap 15923 20 135 27578 33081 39 925 21 486
31.12.2020
Adjusted Liquidity Gap (PLN million) upto6M 6Mto12M 1Y to2Y 2Yto3Y 3Y to 5Y over 5Y
Adjusted balance assets 27 740 7 286 12 584 9874 13 861 38 160
Adjusted balance liabilities 13 075 4649 8351 6 358 9321 59 142
Balance-Sheet Gap 14 665 2 637 4233 3516 4539 (20 982)
Cumulative Balance-Sheet Gap 14 665 17 303 21 536 25052 29 591 8 609
Adjusted off -balance assets 82 53 75 70 23 2
Adjusted off -balance liabilities (1 400) (49) (83) (65) (35) (4)
Off-Balance Sheet Gap (1318) 4 (8) 5 (12) 2)
Total Gap 13 347 2641 4225 3521 4528 (20 984)
Total Cumulative Gap 13 347 15989 20 214 23735 28 263 7278

The Group has developed a liquidity risk management tool defining sensitivity analysis and stress
scenarios (idiosyncratic, systemic and combination of both). For stress tests, liquidity gaps are
calculated on a real basis assuming a conservative approach to the assessment of probability of cash
flow occurrence among others considering a reduction of deposits, delays of loans repayment,
deteriorated liquidity of the second ary securities market, the highest cost of funding - the assumption
of the worst observed margins on deposits in the Bank, parallel shift of the yield curve and PLN
depreciation.
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Stress tests are performed at | e a widityqiskprofitedorehsyre t o det
that the Group can fulfil its obligations in the event of a liquidity crisis and to update the liquidity

contingency plan and management decisions. Additionally, stress test results are used for setting

thresholds for early w arning signals, which aim is to identify upcoming liquidity problems and to

indicate to the Management Board the eventual necessity of launching Liquidity Contingency Plan.

As of December 2021, the results of the stress test analysis demonstrated that the most severe is run
on Bank combined with rating downgrade scenario of which the survival period is 6 months, however
still above the limit of 3 months.

The information rega rding the liquidity risk management, including the utilization of the established
limits for internal and supervisory measures, is reported monthly to the Capital, Assets and Liabilities
Committee and quarterly to the Management Board and Supervisory Board .

The process of the Groupds planning and budgeting co
make sure that the growth of business will be supported by an appropriate liquidity financing structure
and supervisory requirements in terms of quantitativ e liquidity measures will be met.

The Group has also emergency procedures for situations of increased liquidity risk & the Liquidity
Contingency Plan (contingency plan in case the Groupd
Contingency Plan edablishes the concepts, priorities, responsibilities, and specific measures to be

taken in the event of a liquidity crisis. The Liquidity Contingency Plan is revised at least once a year.

In 2021 the Liquidity Contingency Plan was tested and revised to gua rantee that it is operationally

robust. The Plan also adapted revised warning thresholds for early warning indicators, considering

scenarios and stress test results. The revised Plan was approved by the Supervisory Board in December

2021.

8.6. OPERATIONALRISK

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes,
people, and systems, or from external events, including legal risk and excluding strategic and
reputational risk (last two are treated as separate ca tegories). Operational risk is demonstrated in
every aspect of activity of the organization and constitutes its intrinsic part.

In the year 2021 there could be observed a continuous use of standards implemented for the purpose
of efficient management of o perational risk, which are in line with the best practice of national and
international financial institutions. The solutions adopted also proved successful in the situation
related to the COVID-19 pandemic. The adopted risk management structure describes the various
management levels and scopes of their duties and responsibilities.

Owners of defined business and support processes play a key role in the day-to-day operation of the
Bank. Process owner, basing on thorough knowledge about the process, accurately identifies and
mitigates recognized risks, thus constituting the first line of defence. The second line of defence is
the level of specialized units dealing with the organization of the management and control of an
acceptable level of risk, with consid eration of the areas such as: compliance, antifraud, security and
business continuity as well as insurance and outsourcing. The third line of defence is the independent
internal audit unit.

Every decision regarding optimizing operational risk is preceded b y cost-benefit analysis.
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A higher risk management level is the Processes and Operational Risk Committee, which focuses on
threats identified in more than one process. All and any activities concerning operational risk are
coordinated and supervised by the Risk Committee, the Management Board, and the Supervisory
Board.

In keeping with the adopted model, risk management is a process of continuous improvement as
regards identification, assessment, monitoring, mitigating, and reporting by:

A Gathering operational risk events,
A Self-assessment of operational risk in individual processes,
A Analysis and monitoring of risk indicators.

The Group gathers operational risk events in an IT tool. The tool supports management of operational
risk. Such events are being afterwards analysed in what concerns the source of event and possibility
of mitigating the effects and apply appropriate preven tive actions. In the IT tool, events are being
ascribed to a certain risk category and proper process type, which is later used as a part of reporting
and risk self-assessment validation. The internal database of risk events additionally meets qualitative
and quantitative requirements for following the advanced approach in calculating capital
requirements on account of operational risk.

The risk self-assessment was being realized together with the processes review. It relied on
assessment of adopted solutions & ef fectiveness in fulfilling
partners in the scope of both, services quality, and costs optimization. Approved operational risk and
control methodology allowed assessment of risk level in each process, considering e xisting controls
and basing on accepted scenarios. Mitigation actions were proposed implemented and are monitored

for purposes of assessment of risk levels above the accepted tolerance threshold.

During the risk and control self -assessment exercise an anaysis of performance indicators was made,
including risk indicators defined for each process. Key persons - responsible for creating and
implementation activities in given processes - have defined and adjusted the indicators thus to make
them the best forec asts of future risks. On-going monitoring of indicators serves the purpose of
increasing effectiveness and productivity of processes as well as effective control of risk on the level
of individual actions within processes.

Information about operational ris k in processes is included in the top -level dashboards consolidating
information about the processesd performance.

Considering the degree of development of operational risk management and the scale and profile of
its activity, the Bank calculates its capit al requirement due to the operational risk using the Standard
Approach.

expec
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9. Operational Segments

Information about operating segments has been prepared based on the reporting structure which is
used by the Management Board of the Bank for evaluating the results and managing resources of
operating segments. Group does not apply additional breakdown of activity by geographical areas
because of the insignificant scale of operations performed outside the Poland, in result such
complementary div ision is not presented.

The Groupbs activity is pursued on the basis of dive
and services targeted at the market segments listed below:

Retail Customer Segment

The Retail Customers Segment covers activity targeted at mass-market Customers, affluent
Customers, small companies and individual entrepreneurs.

The activity of the above business lines is developed with use of the full offer of banking products
and services as well as sales of specialised products offered by subsidiaries in the group. In the credit
products area the key products are mortgage loans, retail credit products, credit card revolving credit
as well leasing products for small companies. Meanwhile key Customers funds include: current and
saving accounts, term deposits, mutual funds and structured products. Additionally the offer
comprises insurance products, mainly linked with loans and credit cards, as well as specialised savings
products. The product offer for affluent customers was enriched to include selected mutual funds of
other financial intermediaries, foreign funds and structured bonds issued by the Bank.

Corporate Customer Segment

The Corporate Customers Segment is based on activity targeted at Small and Medium sized Companies
as well as Large Corporations. The offer is also addressed to Customers from the Public Sector.

Business in the Corporate Customers segment is pursued with use of a high quality offer of typical
banking products (loans for day -to-day activity, investment loans, current accounts, term deposits)
supplemented by a range of cash management products as well as treasury products (including
derivatives) and leasing and factoring services.

Treasury, ALM (assets and liabilities management) and Other

This segment covers the Groupds activity as regards i nvest ment
brokerage, inter -bank market transactions and taking positions in debt securities, which are not
assigned to other segments.

This segment includes other assets and other liabilities, as sets and liabilities connected with hedging
derivatives, liabilities connected with external funding of the Group and deferred income tax assets
not assigned to any of the segments.
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For each segment the pre-tax profit is determined, comprising:

A Net interest income calculated on the basis of interest on external working assets and liabilities
of the segment as well as allocated assets and liabilities generating internal interest income or
cost. Internal income and costs are calculated based on market interest rates with internal
valuation model applied,;

Net commission income;

Other income from financial transactions and FX gains, such as: dividend income, result on
investment and trading activity, FX gains/losses and result on other fi nancial instruments;
Other operating income and expenses;

Costs on account of impairment of financial and non -financial assets;

Segment share in operating costs, including personnel and administration costs;

Segment share in depreciation costs;

Operating profit calculated as a measure of segment profit differs from the IFRS financial result
before tax due to: share in net profits  of associates and charge of bank tax. These items and the
income tax burden were presented only at the Group level.

D> D> D>

The assets and liabilities of commercial segments are the operating assets and liabilities used by the
segment in its operations, allocated on business grounds. The difference between operating assets
and liabilities is covered by money market assets/liabilities and debt securities. The assets and
liabilities of the Treasury, ALM & Other segment are money market assets/liabilities and debt
securities not allocated to commercial segments.

Bank Millennium recent financial performance is significantly influenced by the costs related to

managing legacy FX mortgage portfolio of loans. To isolate these costs and other financial results

related to th is portfolio Bank decided to isolate a new segment from Retail and present it in financial
statements as OFX mortgaged. Such change i mpacts only
organizational changes in the Bank. New segment includes loans separated based on active FX

mortgage contracts for a given period and is applying to portfolios of retail mortgages originated in

Bank Millennium and Eurobank in foreign currencies. This portfolio is expected to run -off in line with

repayments of FX loans and conversions to PLN loans. Following P&L categories are presented as part

of financial performance of new segment:

1. Net Interest Income: Margin on FX loans (interest results less Fund Transfer Pricing).
2. FXresults related to portfolio (mainly costs of amicable negotiations).

3. Cost of provisions for FX mortgage portfolio legal risk partially offset by valuation of SG
Indemnity in other operating income line regarding ex -EB portfolio

4. Cost of Credit Risk related to current FX portfolio.
5. Other Costs that are directly related to FX mortgages including, but not limited to:
i. Legal chancellery costs (administrative costs)

ii. Court costs related to FX mortgage cases (other operating costs)
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Income statement 1.01.202 1 831.12.202 1

I'n 6000 PLN Fzlell Sy Ul ei?fgiqnem:x FX mortgage ~ TOTAL
Banking Banking ALM & Other 9 9ag
mortgage
Net interest income 1847076 335 342 431001 2613 419 99 724 2713143
.'iitofﬁi and commission 639 993 186 389 4215 830 597 15 830 612

Dividends, other income from
financial operations and 111 344 75912 20 057 207 313 (355 363) (148 050)
foreign exchange profit

Result on non-trading
financial assets mandatorily

at fair value through profit or 39881 0 84 657 LR 0 izt eed
loss

Sg;‘fr operating income and (19 673) (5884) (105 813) (131 370) 209 155 77785
Operating income 2618 621 591 759 434 117 3644 497 (46 469) 3598 028
Staff costs (645 620) (139 811) (29 891) (815 322) 0 (815 322)
Administrative costs (429 410) (70 042) (76 257) (575 709) (49 675) (625 384)
gri’gﬁg':‘ttlfr? and (171 352) (25 528) (4715) (201 595) 0 (201595
Operating expenses (1 246 382) (235 381) (110 863) (1592 626) (49675) (1642 301)
Impairment losses on assets (324 446) (1784) (7 671) (333 901) 7 838 (326 063)
Results on modification (13 390) 551 0 (12 839) 0 (12 839)
Provisions for legal risk

connected with FX mortgage 0 0 0 0 (2 305 157) (2 305 157)
loans

Total operating result 1 034 403 355 145 315 583 1705131 (2 393 463) (688 332)
Share_ in net profit o_f 0
associated companies

Banking tax (312 611)
;r)?fit / (loss) before income (1000 943)
Income taxes (330 923)
Profit / (loss) after taxes (1 331 866)

Balance sheetitems a s at 31.12.202 1

. Treasury. Segments
N Retail Corporate . FX
I'n 6000 PLN : . ALM&  excluding FX TOTAL
Banking Banking Other mortgage mortgage
Loans and advances to 52 364 612 16 441 570 0 68806182 9797144 78603 326

customers
Liabilities to customers 70 999 352 20 208 669 239 494 91 447 515 0 91447515
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Income statement 1.01.20 20 631.12.20 20

I'n 6000 PLN R Coparlis sl ei?fé?nem:x FX mortgage  TOTAL
Banking Banking ALM & Other 9 9ag
mortgage
Net interest income 1534 859 305 674 642014 2482547 100 513 2 583 060
I’;‘]‘zg‘;ﬁg and commission 588 674 154 232 3915 746 821 (765) 746 056

Dividends, other income from
financial operations and 46 478 68 154 183 467 298 099 (42 641) 255 458
foreign exchange profit

Result on non-trading
financial assets mandatorily

at fair value through profit or (42 920) 0 81496 =lEie 0 £ 509
loss

Other operating income and (16 246) (8063)  (100367) (124 676) 36 382 (88 294)
Operating income 2110 845 519 997 810 525 3441 367 93 489 3534 856
Staff costs (685 841) (142 216) (28 273) (856 330) 0 (856 330)
Administrative costs (509 273) (64 414) (87 072) (660 759) (25 290) (686 049)
Eri’gﬁgft‘lfr? and (190 088) (17 242) (3081) (210411 0 (210411)
Operating expenses (1 385 202) (223 872) (118 426) (1 727 500) (25 290) (2 752 790)
Impairment losses on assets (390 998) (124 912) (7 846) (523 756) (41 046) (564 802)
Results on modification (15 487) 1922 0 (13 565) 0 (13 565)
Provisions for legal risk

connected with FX mortgage 0 0 0 0 (713 617) (713 617)
loans

Total operating result 319 158 173 135 684 253 1176 546 (686 464) 490 082
Share_ in net profit o_f 0
associated companies

Banking tax (279 147)
g)(()fit / (loss) before income 210 935
Income taxes (188 118)
Profit / (loss) after taxes 22 817

Balance sheet items as at 31.12.20 20

Treasury. Segments

I'n 6000 PLN Biﬁfi‘r': Cé’;'cr’lok?gte ALM&  excluding FX mor't:Xa . TOTAL
9 9 Other mortgage 9ag
Loans and advances to 43 885 739 16 268 373 0 60154 112 13485230 73 639 342

customers
Liabilities to customers 65413 189 15919 233 178 118 81 510 540 0 81 510 540
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10. Transactions with Related Entities

All and any transactions betwe en entities of the Group in 202 1 resulted from the current operations.

Apart from transactions described herein, in the indicated period neither Bank Millennium S.A., nor
subsidiaries of Bank Millennium S.A. made any other transactions w ith related entities, which
individually or jointly may have been significant and concluded under terms and conditions other than
market-based.

10.1. DESCRIPTION OF THE TRANSACTIONS WITH TBERENTGROUP

The following are the amounts of transactions- with
Banco Comercial Portugues (ultimate parent company), these transactions are mainly of banking
nature (in 6000 PLN):

With other entities fro m
parent group

31.12.2021 31.12.2020 31.12.2021 31.12.2020

With parent company

ASSETS
Loans and advances to banksd accounts and deposits 611 1237 0 0
Financial assets held for trading 0 0 0 0
Hedging derivatives 0 0 0 0
Other assets 0 0 0 0
LIABILITIES
Loans and deposits from banks 100 23601 0 127 90z
Debt securities 0 0 0 0
Financial liabilities held for trading 159 333 0 0
Hedging derivatives 0 0 0 0
Other liabilities 0 0 65 122
With parent company el Oégfér?tng:fjpfmm
2021 2020 2021 2020
Income from:
Interest (325) (232) 0 0
Commissions 101 102 0 0
Financial assets and liabilities held for trading 0 0 0 0
Expense from:
Interest 161 3 (190) (325)
Commissions 0 0 0 0
Financial assets andliabilities held for trading 16C 452 0 0
Other net operating 5 13 0 0

Administrative expenses 0 0 36 256
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With other entities from
parent group
31.12.2021 31.12.2020 31.12.2021 31.12.2020

With parent company

Conditional commitments 103198 100 774 0 0
granted 101 500 100 000 0 0
obtained 1698 774 0 0

Derivatives (par value) 14 675 15938 0 0

10.2. TRANSACTIONS WITH THEIANAGING ANDSUPERVISING’ERSONS

Information on total exposure towards the managing and supe rvising persons as at31.12.2021(i n 6 000
PLN):

The managing persons The supervising persons
Total debt limit 2115 112.0
o including an unutilized limit 145.2 64.2

The Group provides standard financial services to Members of the Management Board and Members of

the Supervisory Board and their relatives, which services comprise i.a.: keeping bank accounts,

accepting deposits or sale of financial instruments. Inthe Gro up&s opi nion these tran
concluded on market terms and conditions. In accordance with the credit lending policy adopted in

the Bank, term credits described in this section have appropriate collateral to mitigate its credit risk

exposure.

Information on total exposure towards companies and groups pe rsonally related as at 31.12.202 1
(in 6000 PLN):

Guarantees

Entity Loans granted provided

Open credit lines Relationship

Client 1 - - - Personal with a supervising person

As a result of changes in the composition of the Supervisory Board, the personal relationship with the
client ceased in 2021.

Information on total exposure towards the managing and supe rvising persons as at 31.12.2020
(i n0O RLN):

The managing persons The supervising persons
Total debt limit 2115 137.0
o including an unutilized limit 179.7 111.3

Information on total exposure towards companies and groups personally related as at 31.12.20 20
(in 6000 PLN

Entity Loans granted  Guarantees provided  Open credit lines Relationship

Client 1 9976 3000 161 Personal with a supervising person
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10.3. INFORMATION ON COMPENSATIONS AND BENEFITS OF THE PERSONS
SUPERVISING AND MANAGING THBRNK

Salaries (including the balance of created and reversed provisions for payments of bonuses) and

benefits of managing persons recognized in Profit and loss account of the Group were as follows (data
in thousand PLN):

Year Salaries and bonuses Benefits Total
2021 10 500.0 1831.1 12 331.1
2020 16 103.3 1927.4 18 030.7

The benefits are mainly the costs of accommodation of the foreign members of the Management
Board. The values presented in the table above include items classified to the category of short -term
benefits and provision for variable remuneration components.

In 2021 and 2020, the Members of the Management Board did not receive any salaries or any fringe
benefits from Subsidiaries.

Remuneration of the Members of the Supervisory Board of the Bank (data in thousand PLN):

Period Short term salaries and benefits
2021 2167.3
2020 20535

In 2021 the Members of the Bank's Supervisory Board received remuneration for performing their
functions in subsidiaries in the amount of PLN 105.6 thousand, (in 2020 - PLN 17.5 thousand).
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11. Fair Value

The best reflection of fair value of financial instruments is the price which can be obtained for the
sale of assets or paid for the transfer of liability in case of market transactions (an exit price). For
many products and transactions for which market value to be taken directly from the quotationsi n
an active market (marking -to-market) is not available, the fair value must be estimated using internal
models based on discounted cash flows (marking-to-model). Financial cash flows for the various
instruments are determined according to their individual  characteristics, and discounting factors
include changes in time both in market interest rates and margins.

According to I FRS 13 oO0OFair value measurementd in orde
models that are appropriate under existing circu mstances and for which sufficient input data is

available, based to the maximum extent on observable input whereas minimizing use of unobservable

input, namely:

Level 1 - valuation based on the data fully observable (active market quotations);

Level 2 - valuation models using the information not constituting the data from level 1, but
observable, either directly or indirectly;

Level 3 - valuation models using unobservable data (not derived from an active market).

Valuation techniques used to determine fair value are applied consistently. Change in valuation
techniques resulting in a transfer between these methods occurs when:

A transfer from Level 1 to 2 takes place when for the financial instruments measured according
to Level 1 quoted market prices fro m an active market are not available at the balance sheet
day (previously used to be);

A transfer from Level 2 to 3 takes place when for the financial instruments measured according
to the Level 2 value of parameters not derived from the market has become  significant at the
balance sheet day (and previously used to be irrelevant).

Financial instruments not recognized at fair value in the balance sheet

All estimation models are arbitrary to some extent and this is why they reflect only the value of those
instruments for which they were built. In these circumstances the presented differences between fair
values and balance-sheet values cannot be understood to mean adjustments of the economic value
of the Group. Fair value of these instruments is deter mined solely in order to meet the disclosure
requirements of IFRS 13 and IFRS 7.

The main assumptions and methods applied in estimating fair value of assets and liabilities of the
Group are as follows:

Receivables and liabilities with respect to banks

The fair value of these instruments was determined by discounting the future principal and interest
flows with current rates, assuming that the flows arise on contractual dates.
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Loans and advances granted to customers valued at amortised cost

The fair value of such instruments without specified repayment schedule, given their short -term
nature and the time -stable policy of the Group with respect to this portfolio, is close to balance  -sheet
value.

With respect to floating rate leasing products fair value  was assessed by adjusting balancesheet value
with discounted cash flows resulting from difference of spreads.

The fair value of instruments with defined maturity is estimated by discounting related cash flows on
contractual dates and under contractual co nditions with the use of current zero -coupon rates and
credit risk margins.

In case of mortgage loans due to their long -term nature estimation of the future cash flows also
includes: the effect of early repayment and liquidity risk in foreign currencies.

Liabilities to customers

The fair value of such instruments without maturity or with maturity under 30 days is considered by
the Group to be close to balance -sheet value.

Fair value of instruments due and payable in 30 days or more is determined by discoun ting future cash
flows from principal and interest (including the current average margins by major currencies and time
periods) using current interest (including the original average margins by major currencies and time
periods) in contractual terms.

Liabilities from the issuance of structured debt securities

Liabilities from the issuance of structured debt securites -bankds securities (BPW)
at fair value in accordance with Bank®&s modeld,. I n
which afterwards is increased by the option price, which was basis for a strategy built in a given
structured bond.

The fair value of other liabilities arising from debt securities issued by the Bank (bonds (BKMO)) was
estimated based on the expected c ash flows using current interest rates taking into account the
margin for credit risk. The current level of margins was appointed on the basis of recent transactions
of similar credit risk.

Subordinated liabilities and medium term loans

The fair value of these financial instruments is estimated on the basis of a model used for determining
the market value of floating -rate bonds with the current level of market rates and historical margin
for credit risk. Similar as in loan portfolio the Bank includes the |  evel of the original margin as a part
of mid-term cost of financing obtained in the past in relation to the current margin level for the
comparable instruments, as long as reliable assessment is possible. Due to lack of the mid -term loans
liquid market as a reference to estimate current level of margins, the Bank used the original margin.

t
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The table below presents results of the above -described analyses as at 31.12.2021 (data in PLN
thousand):

Note Balance sheet value Fair value

ASSETSIEASUREBT AMORTISEDOST

Debt securities 23 37088 37764
il?]zﬁt(ijst:gsr,]sloans and advances to banks and other monetary 23 770 531 770 446
Loans and advances to customers 22 78 240 334 76 143 058
LIABILITIES MEASURED AMORTISEIZOST

Liabilities to banks and other monetary institutions 32 539 408 538 811
Liabilities to customers 33 91 447 515 91 385178
Debt securities issued 35 39 568 40 148
Subordinated debt 36 1541 144 1538598

* The negative impact of fair value valuation of the loans portfolio is largely attributable to growth of loan spreads. The

methodology, which the Bank uses for valuation of the loans portfolio, assumes that current spreads best reflect existing

market conditions and economic situation. A co rresponding rule is widely applied for valuation of debt securities, which are

not quoted on active markets. I'n result, paradoxically whenever t
loans portfolio falls.

Models used for determination of the fair value of financial instruments presented in the above table
and not recognized at fair value in Groupds balance
derived from the market. Therefore, they are considered as the third lev el of valuation.

The table below presents data as at 31.12.2020 (data in PLN thousand):

Note Balance sheet value Fair value

ASSETSIEASURERT AMORTISEBOST

Debt securities 23 38818 39 559
il?]zfitcastggsr,]sloans and advances to banks and other monetary 23 625 430 625 430
Loans and advances to customers 22 72 023 589 70543 415
LIABILITIES MEASURED AMORTISELCOST

Liabilities to banks and other monetary institutions 32 1057 652 1057 991
Liabilities to customers 33 81 510540 81 545 397
Debt securities issued 35 558 560 560 714

Subordinated debt 36 1540 209 1540 491
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Financial instruments recognized at fair value in the balance sheet

The table below presents balance -sheet values of instruments measured at fair value, by applied fair
value measurement technique:

Data in PLN60001 as at 31.12.202

Valuation Valuation techniques -

techniques - significant unobservable
observable inputs inputs
Level 1 Level 2 Level 3

Quoted
Note market prices

ASSETS

Financial assets held for trading 19
Valuation of derivatives 56 892 29 008
Equity instruments 145
Debt securities 86 438

Non-trading financial assets mandatorily at fair value

through profit or loss 20
Equity instruments 71795 66 609
Debt securities 127 499
Loans and advances 22 362 992

Financial assets at fair value through other 21

comprehensive income
Equity instruments 290 28 437
Debt securities 17 933 983 34 990

Derivatives d Hedge accounting 24 14 385

LIABILITIES

Financial liabilities held for trading 31
Valuation of derivatives 96 918 29 483
Short positions 16 614

Derivatives d Hedge accounting 24 614 573

Da a i n 0 8st;a031.R12020

Valuation Valuation techniques -

techniques - significant unobservable
observable inputs inputs
Level 1 Level 2 Level 3

Quoted
Note market prices

ASSETS

Financial assets held for trading 19
Valuation of derivatives 133 815 20 373
Equity instruments 245
Debt securities 269 413

Non-trading financial assets mandatorily at fair value

through profit or loss 20
Equity instruments 134 163 66 609
Debt securities 50 335
Loans and advances 22 1615 753

Financial assets at fair value through other 21

comprehensive income
Equity instruments 320 29 218
Debt securities 18 613 077 0

Derivatives d Hedge accounting 24 21795

LIABILITIES

Financial liabilities held for trading 31
Valuation of derivatives 83 754 20 021
Short positions 64 778

Derivatives d Hedge accounting 24 738 850
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Using the criterion of valuation techniques as at 31.12.2021 Group classified into the third category
following financial instruments:

A credit exposures with a leverage / multiplier feature inbuilt in the definition of interest rate
(these are credit card exposures and overdraft limits for which the interest rate is based on
a multiplier: 4 times the lombard rate). 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 the carrying
value. 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 finan cing, 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. In case of an increase in the discount rate by 1 p.p.
valuation of the portfolio would have been reduced by -0.1% (sensitivity analysis: based on
the FV model for the portfolio of credit cards);

A index options, option transactions are measured at fair value with use of option measurement
models, the model measurement is supplemented with impact on fair value of the estimated
credit risk parameter;

A VISAInc. engagementshares the method of fair value calculation of this instrument considers
the time value of money and the time line for conversion of preferred stock in common stock
of VISA

A other equity instruments measured at fair value (unquoted on an active market).

In the reporting period, the Group did not make transfers of financial instru ments between the
techniques of fair value measurement.

Changes of fair values of instruments measured on the basis of valuation techniques with use of

significant parameters not derived fromthe market ar e presented in the table be
Options
Indexes embedded in Debt Loans and
. L Shares "
options securities issued securities advances
and deposits

Balance on 31.12.2020 19911 (19 559) 95 827 50 335 1615 753
Settlement/sell/purchase 4158 (5 055) 3 0 (1348 014)
Change of valuation recognized in equity 0 0 (785) 0 0
Interest income and other of similar nature 0 0 0 0 55 372
Results on fl_nanual assets and liabilities 4328 (4 258) 0 0 0
held for trading
Result on non-trading financial assets
mandatorily at fair value through profit or 0 0 0 77 164 39 881
loss
Result on exchange differences 0 0 0 0 0
Balance on 31.12.2021 28 397 (28 872) 95 046 127 499 362 992

For options on indexes concluded on an inactive market, and FX options the Group concludes back-
to-back transactions on the interbank market, in result estimated credit risk component has no impact
on the financial result.

























































































































































































































