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Address by the Chairman of the VUB Supervisory
Board

Dear Shareholders, Clients and Business Partners, Employees

VUB had in 2019 a good year. The Group was again particularly successful in the commercial area. In the
loan market, the Group has increased volumes by 5.6 % and maintained thus its position of the largest loan
provider in Slovakia. Successful also was the Group in growing its volumes of customer deposits, by 7.4 %,
and gaining share also on this market. On behalf of the Supervisory Board, | would like to thank the mana-
gement and employees for these excellent commercial achievements.

In terms of profitability, the low interest rates environment
persisted in 2019 and prevented the net interest income of
the Group from bottoming out yet. VUB has nonetheless
fought on many fronts to offset the global margin tide and
defend its bottom line. Besides strong volume growth na-
mely VUB has made further structural improvements in ope-
rations efficiency and quality of its loan portfolio. Thanks to
these initiatives, VUB Group has delivered a solid consolida-
ted net profit in the amount of € 120.1 million.

Going forward, the operating environment will become yet
more challenging. Business-wise, banks will not only have to
continue grapple with persistent low interest rates but newly
also with slowing economic growth and thus rising risk costs.
Regulation-wise, a further challenges loom ahead. New len-
ding regulations will effectively eliminate any growth oppor-
tunities in consumer lending, the last remaining income-rich
segment of the loan market. Even more fundamentally, ban-
ks will have to grapple with doubling of the Slovak Bank levy.
This sudden and discretionary government act effective sin-
ce January 2020 has changed the tax environment to such
an extent that banks operating in Slovakia will be liable to
a punitive tax rate of 60-70% of expected profit. Against this
backdrop, quest for growth opportunities of VUB outside its
home market thus gained in importance. Equally important will be further work on strengthening efficien-
cy and effectiveness.

In this respect, | underscore the importance of the concept of VUB serving as a hub for Central Europe,
introduced in the 2018-21 business plan of Intesa Sanpaolo. Indeed, a coordinated effort to develop the
three neighboring banking markets of Slovakia, the Czech Republic and Hungary under one umbrella to
build a scale and diversify source of income has clearly gained in importance amidst the latest market and
regulatory changes. | attest that Intesa Sanpaolo remains strongly committed to VUB and will continue to
provide it with support, know-how and synergies to help the Group and the hub deliver.

i

Ignacio Jaquotot,
Chairman of the Supervisory Board




Address by the Chairman of the VUB
Management Board

Dear Shareholders, Clients and Business Partners,

the year 2019 has been successful for VUB. | am particularly pleased to say that we delivered great com-
mercial results and significantly increased volumes of loans and primary deposits. | am also pleased with
the operational efficiency and the quality of our loan portfolio. These developments enabled us to deliver
the best possible financial performance, offsetting to an extent the negative impact of decreasing margins.

To better appreciate our commercial results, we must set
them in the bigger macroeconomic context, which has been
weaker than anticipated a year ago. Real GDP growth in par-
ticular disappointed, slowing to around half the pace of the
growth in the preceding year. The slowdown nonetheless
was more pronounced only in the second half of the year
and driven by faltering exports, not domestic demand. The
latter indeed still maintained a solid growth momentum and
supported the services sectors and the overall labor market.
Unemployment rate thus remained historic-low and wage
growth even geared up, improving the overall financial po-
sition of households. Banking sector thus benefitted from
continuing strong growth of retail loan and deposit vo-
lumes. Compared to their dynamics a year ago, though, loan
growth slowed while deposit growth accelerated — a result
of tighter lending regulations by the central bank on the one
hand and increased caution and propensity of households
to save on the other. Meanwhile firms, burdened by gra-
dually decreasing orders on the one hand and rising labor
costs on the other, started to review their investment plans.
Growth of loans and deposits of corporate clients thus de-
celerated.

Weaker than anticipated a year ago also has been the in-
terest rate environment. Global growth slowdown namely
threw plans of gradual policy normalization of key central
banks off the table. Instead, global rate setters began a new round of interest rate cuts and asset purchases.
These actions pulled yields to new lows, submersing the large part of Slovak yield curve to negative territo-
ry. As a result, rates on banking products, including mortgages fell to yet new historic lows, squeezing mar-
gins and banking sector profitability yet further.

Against this backdrop, we did best we could concentrating on growth of loan volumes yet paying even
more attention than ever to their risk-return profile. Our growth of the loan market thus eased to about
half the pace of year ago as we deliberately stayed away from some credit deals that did not bring value to
our shareholders. Through 3Q19 we nonetheless remained the biggest loan provider in Slovakia and let our
share of the market slid only marginally, to 21.2% in December 2019 from 21.4% in December 2018, resp.

In retail, we continued to grow systematically the portfolio of mortgages, our key product. In total, VUB's
stock of all mortgage-type loans in December 2019 was 11% higher than a year ago. This was a less ste-
ep pace of growth than previous year's 14.1% pace of growth, but faster than envisaged given the econo-
mic slowdown and gradual tightening of credit conditions prescribed by the central bank. Much as in the
previous year though, the market got a new impetus to growth from yet lower interest rates and inten-
se competition that sparked a new price war from summer on. And, as in the previous year, demand for
mortgages has also been pushed forward by, paradoxically, tighter central bank’s regulation. Indeed, a new,
tighter debt-service-to-income limit effective since January 2020 mobilized prospective homebuyers to push
forward their borrowing plans. As a result, new mortgage volumes in the final months of 2019 approached
historic record levels of the 2016 refinancing campaign. Thanks to efforts of our colleagues in sales, risk and
back office functions, which | really appreciate, VUB did best it could to defend our mortgage portfolio and
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fight for our share of the anticipated new demand. Our share of mortgage-type loans at the end of Decem-
ber 2019 was 23.7%, tenth of a percentage point below the share at the end of 2018.

Our commercial results in the other main retail loan market, consumer finance, were less successful. This
market has come under immense pressure from the regulatory point of view and actually shrank in absolu-
te terms. Moreover, being one of the last segments with still nice interest rate margins, it invited yet more
intense competition, attacking our consumer loan portfolio, markets’ largest, with aggressive refinancing
offers. As a result, our share of consumer loans eased to 22.6% in December 2019 from 23.2% a year ago
and our share of the overal retail loan market slid to 22.3% in December 2019 from 22.5% in December
2018, resp.

In the corporate loan market, we have also seen our share to ease a bit, to 19.3% in December 2019 from
19.6% in December 2018, resp. The decline in our market share is mainly driven by decision to step back
from transactions with no adequate risk — return profile. On the domestic market, we continued to grow
volumes of loans extended especially to small and medium-sized enterprises. As a result, the overall VUB
lending to resident nonfinancial companies increased by more than 5%, which enabled us to increase our
share of this core corporate market by a further tenth over previous year, to new high of 16.4% by Decem-
ber 2019.

We continued to grow relationship with corporate clients also through our leasing subsidiary, VUB Leasing,
which in 2019 grew the balance sheet as well as the market share, strengthening its position among top
three market players. Besides, VUB Leasing continued in post merger activities with Q-car, a former CFH
unit dedicated to financing of used cars, so as to prepare itself for further expansion of the leasing business
next year, especially in the car segment. Last but not least, we also continued to grow our relationship with
corporate clients in factoring business. While formally merged into the Bank since January 2018, VUB Fac-
toring has had in 2019 yet another historic strong year as it purchased receivables worth 13% more than
a year ago. In the first nine months of the year, its share of the relevant market was 29%, the highest from
among the banks and factoring companies within the Association of Factoring Companies.

Turning to the deposit market, | am pleased to say that we have become the bank with the highest growth
dynamics from among the top five banks. Our share of total bank deposits increased to 18.9% by Decem-
ber 2019, from 18.5% in December 2018. Our focus has continued to be on growing primarily household
deposits and | am pleased to say that we succeeded to increase their volume by more than 10% over a year
ago and outgrow also the market. As result, our share of total household bank deposits in Slovakia incre-
ased to 15.7% by December 2019, from 15.2% in December 2018. Clearly though, we must continue in
this direction so that our share of the household deposit base is more aligned with our share of the house-
hold loan market, at around 22%. This is important to fund our growth aspirations in the mortgage mar-
ket and comply with regulatory-prescribed funding profile in the future. Funding-wise, | would like to thank
also our ALM unit which in 2019 successfully placed two €500 million benchmark issues of covered bonds
in international markets. | appreciate this success all the more because VUB was the very first bank from
Slovakia to tap this important market through a benchmark-size issue, setting a standard for other banks
to follow.

Coming back to retail deposits and household savings in general, | am pleased to say that the market mo-
ved in our foreseen direction, with volumes of household savings growing at an accelerated rate. Indeed,
gross households saving rate has increased, according to official estimates, to above 10% for the first time
since millennium. Increased propensity of households to save supported besides bank deposits also growth
of household financial assets in mutual funds and pension markets, in which we are also active. Starting
with the asset management, in which we operate with the strong support from Eurizon Capital (‘Eurizon’),
the leading European asset management company of Intesa Sanpaolo, our efforts focused on offering our
clients innovative and flexible investment solutions and restarting growth. Starting with the former, we in-
troduced a Wealth Shaper, a sophisticated investment tool helping our clients to make the best informed
investment decisions. Meanwhile we continued to enlarge product portfolio by launching a new VUBAM
Akciove portfolio, a mutual fund primarily designed for long-term savings schemes, which are important
part of our product strategy. We also brought in two new Eurizon ESG funds, which besides financial re-
turn to our clients reflect also our strong belief in principles of accountability and an active approach to
environmental, social and governance issues. Volume-wise, | am pleased to say that we turned the corner,
stopped the outflow of funds observed in 2018 and resumed growing assets under management again, by
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7.5% over a year ago by December. Still, we did not manage yet to catch up the market’s growth and saw
our share of all mutual funds under management in Slovakia to decline to 17.2% by December 2019 from
18.3% at the end of 2018.

In the pension market, in which we are active together with our joint venture partner Generali Slovensko,
we have been more successful to continue grow client base and funds. VUB Generali, namely has accumu-
lated total volume of funds under management of € 1.66 billion in 2019, which represents 19.2% growth
compared to prior period. Its market share increased by 0.5 percentage point, to 17.8%. Importantly, the
number of clients in our pension saving schemes increased by more than 16 thousand, one of the most
from among all players on the market.

Regarding the financial results, we have recorded significant decrease of revenues compared to previous
year. The decrease was due to two major factors: further compression of margins and thus net interest inco-
me and loss of trading income due to sale of part of our bond portfolio in the preceding year, resp. In par-
ticular, the net interest income fell by 7.2% over a year ago even as consolidated loans volume grew by so-
lid 5.6% over a year ago. In absolute terms, the decline in net interest income amounted to € 26.5 million,
or one third of the total year-on-year decline in net operating income. The loss of net trading income was
comparatively bigger, amounting to € 47.4 million over a year ago, resp. Net fee and commission income
was broadly stable over a year ago. Amidst falling revenues, we tried to defend the Group’s profitability by
measures in cost management, particularly of structural character thanks to our fit for future program. And
thanks to further improvement in quality of our assets, we were able to make significant savings on provi-
sions and impairment losses. Our profit before provisions, impairment and tax was € 188.8 million, down
27.4% compared to prior period. Adjusted for impairments, provisions, and taxes, the Group booked net
profit of € 120.1 million, down 25.1% compared to prior period.

Looking ahead, the operating environment for banking industry in Slovakia will, unfortunately, become in-
creasingly challenging, even adverse. Economic slowdown that began from the export-oriented industry
will most likely spill over to the domestic sectors, including construction, trade and services. Firms’ in-
vestment and hiring plans are already being redrawn, negatively affecting confidence of businesses and
gradually also households and thus impacting prospective demand for financial intermediation in general.
Demand for retail loans meanwhile will be crippled by new tightening of debt-service-to-income limit by
the NBS effective since January 2020. As explained above, these measures have pushed forward prospective
demand to 2019. Payback for this anticipated demand and a more pronounced slowdown in retail lending
though seems likely in the latter part of 2020.

Moderation in lending may actually turn into an outright deleveraging as banks operating in Slovakia have
been burdened by a Bank Levy. Contrary to previous law which saw Bank Levy terminated in 2021 namely,
the government rushed through parliament an amendment that from January 2020 doubled the Bank Levy
rate from current 0.20% of all non-equity liabilities to 0.40%. Moreover, it will keep it at this level, effec-
tively the highest in the EU, for an indefinite period of time. As a result, profitability of the banking sector
in Slovakia, already inferior to peer countries, will fall deep below the cost of capital. As a result, banks in
Slovakia will have to rethink their scale of operations and critically review their existing loan portfolio from
risk-return point of view.

Increased bank levy moreover comes at worst of possible times. Not only is the economic cycle turning
and risk costs thus about to start increasing, banks will also have to prepare for yet more prudent capi-
tal requirements being brought upon them by the EU regulation. Unable to make adequate profit and re-
tain part of it to boost capital, banks will have to deleverage their balance sheets in order to comply with
forthcoming tighter capital ratios.

Banks' profitability meanwhile will continue to be undermined by the interest rate environment. The ECB
namely looks determined to keep interest rates at historic low levels for a very prolonged period of time.
Some observers and policymakers, notably the outgoing ECB president Mario Draghi, even admit the-
re is a possibility of a “Japan” scenario for the Eurozone. If this scenario indeed materializes, banks will
have to struggle with low or even negative rates and ultra-thin interest margins for years or even decades
to come.
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Against this new backdrop, we have to critically review our strategic priorities, especially the growth ambi-
tions we have set in our previous plans. Needless to say, efforts to further strengthen efficiency and effecti-
veness have rarely been more important than now. Either way, in conclusion, | would like to thank our em-
ployees for their commitment, hard work, and great results of this past year. | also would like to thank VUB
clients and business partners for the trust they hold in the Bank, and the shareholders for their support.
| wish all of us the best in the very challenging year 2020.

\

Alexander Resch,
CEO and Chairman of the Management Board
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Development of the External Environment
External environment

The global economy slowed markedly in 2019 after a relatively mild deceleration the year before. As trade
disputes and related uncertainty froze growth in international trade and hit particularly industrial produc-
tion and investment, world GDP expansion downshifted to 3.4% according to the IMF — the lowest growth
since the Great Recession of 2009.

In Europe, the economic dynamism courted with recession in several countries over the year, including Ita-
ly, Germany and the UK. As a whole, Eurozone posted annual dynamic of only 1.2% in 2019, down from
1.9% in the preceding year, which spilled over via lower foreign demand negatively to Slovakia as well.

Local annual GDP growth decreased from 3.8% in the first three months of the year to only 1.3% in
the three-month period of July to September, owing mainly to negative net exports. Slovakia’s highly ex-
port-oriented and industrial economy thus could not resist the global gravitational pull, as particularly the
automotive, metallurgy and rubber and plastics production sectors posted sharp fall in orders and produc-
tion — despite new capacities of a fourth carmaker Jaguar Land Rover.

Economic growth decelerated in many services, too, as households spent less in retail sales and construction
registered recession as well. Labor market reflected the GDP deceleration in slower pace of job growth and
a de facto stagnation of the (record low) unemployment rate at around 5-6%. However, wages and sala-
ries continued in swift growth, with the annual average increase estimated at nearly 8% in nominal terms
in 2019. Much of the additional income was saved, as the savings rate beat the threshold of 10% for the
first time since 2000.

Slovak financial sector

The financial intermediation followed the slow-down in the economy and falling interest rates in 2019. To-
tal credit growth slowed is annual dynamic from 9.0% in January to 7.3% in December (still higher than
GDP growth in current prices though). Loans to the household sector decreased their growth: and within
them, especially in the consumer lending area, which dipped to only 1.4% by December after massive
growth during the years before.

Also the now quite developed mortgage market posted smaller increases than in the past. Deceleration
in volume growth occurred despite record low interest rates and swiftly rising real estate prices, which
prompted households to refinance and top up their old loans heavily. Demand for mortgages in the final
months of 2019 moreover surged as a result of further tightening of retail lending regulation effective sin-
ce January 2020 (DSTI), which convinced many to borrow still before this date. Payback for this shift in de-
mand in 2020 though seems likely.

Corporate loans booked an average annual growth of 4.7% till December 2019, which is also a little lower
than in 2018. Some of the fall in long-term financing growth has been compensated with short-term loans.

To fund this continuing growth of loans, the banking sector could rely on acceleration in household depo-
sits, reflecting higher employment and savings rate, as well as on issuance of now quite popular (real esta-
te-backed) covered bonds. Total household deposits sped-up to annual growth of more than 7% in the se-
cond half of the year, with a tad lower dynamic observed for corporate deposits in the later part of the year
as well. The growth of loans and their coverage via deposits thus approached similar dynamics in 2019, im-
proving the previous trends.

Profitability of Slovak banks in 2019 barely grew in nominal terms. Available numbers from the National
Bank of Slovakia say profits reached 643 million euro, only 3 million more than in 2018. This owes parti-
cularly to lower interest margins as several banks decided to further lower their mortgage rates during the
year. Local margins thus decreased to one of the lowest in the euro area (at around 1.0 percentage point).
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Higher fees and lower provisions for potential losses were not able to compensate for this highly competi-
tive development in the credit business.

In 2020, profits of banks will be further cut by doubled bank levy of 0.4% of total liabilities adjusted for
banks’ own equity. This could eat more than 40% of total gross profitability of the sector next year. The
banking association protested against this move of the parliament at the Constitutional Court, however, its
(future) decision in the matter remains unclear. Either way, considerably lower expected profitability could
bring about substantial challenges to the sector, particularly to smaller banks and the financial institutions’
appetite for further investment in the country.

Outlook for 2020

Looking ahead into 2020, with the still bleak prospects for international trade and the automotive sector
in particular, Slovak real GDP may add perhaps at most 2.0% in real terms. This could freeze employment
growth, the unemployment rate and slow-down local wage growth (perhaps to below 5% dynamic). This
will most probably further slow the growth of financial intermediation in the country.

The outlook has both positive and negative risks. Potential car tariffs on EU exports to the USA as well as
still unresolved final trade and investment deal of the EU with the UK continue to constitute major threats.
Advancements in the US-China trade negotiations could calm the markets, consumers and investors, on
the other hand.

In the baseline scenario though, global growth is likely to continue at a much lower pace, yet not stopping
altogether. Our colleagues at Intesa Sanpaolo Research foresee growth in the Eurozone at 0.9% in 2020,
which is even lower than in 2019. At the same time, this would be still higher than during the second wave
of recession in the monetary union in 2012/13.

The outlook for domestic demand remains better than for export-oriented parts of the economy — similar
to the situation in 2019. As employment isn’t expected to decrease in any significant measurable amount,
continued wage growth will balance the potential further negative foreign demand contributions.

Interest rate — wise, 2020 might be a year of stagnation and hovering around historical lows. Short-term ra-
tes in Europe and the US are expected to stay at decreased levels from the end of 2019. American Fed co-
uld theoretically still cut its base interest rate by further 25 basis points to 1.25-1.50% if the world’s largest
economy slows more than expected.

This would keep longer-term bond yields low or even decrease them from their current levels for some time
again further. Our colleagues at Intesa Sanpaolo Research foresee core yields in the Eurozone (German 10Y
bunds) to remain below -0.1% p.a. in 2020, on average only slightly higher than in 2019. American ten-ye-
ar yields could further decline to about 1.9% in 2020 with our more pessimistic outlook for the USA.
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Real GDP growth in y/y and g/q terms
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Employment: number of employees in thousands
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VUB's 2019 Commercial Performance

As described on previous pages, in 2019 we have experienced weaker GDP growth compared to previous
year. In terms of private consumption and labour market we observed moderated development compared
to 2018 yet still favourable. In terms of consumer behaviour, the saving ratio has recorded significant impro-
vement. The interest rates on the other hand remained at the very low level.

Thanks to our agile response to the banking and macroeconomic environment, we have achieved a very
satisfactory performance in the commercial area. In retail lending, we managed to minimize the impact of
the fierce competition and more strict regulations and our market share decreased only slightly by 17 bps.
In corporate lending, our market position went down as well from 19.6% in December 2018 to 19.3% in
December 2019. On the deposit front, we retained great y/y increase on non-term deposits (18.6% in De-
cember). The banking environment of historically lowest interest rates influences the decreased demand for
term deposits in both VUB and whole market.

Deposits

The volume of clients’ deposits in VUB Group at the end of 2019 amounted to almost € 12.0 billion, 7.4%
up against the previous year due to both retail and corporate deposits. On retail market, current accounts
rose again in this year, while term deposits kept its deteriorating trend. Customers’ assets under mana-
gement posted increase versus previous year (by 7.5% over the year incl. Eurizon), yet below the market
growth (14.6%). Market share in mutual funds thus weakened by 1.1% in 2019. The market share of to-
tal deposits received from retail clients incl. mutual funds amounted to 16.1%, which means y/y increase
(from 15.9% in December 2018). In corporate segment, VUB recorded successful year resulting into 4% y/y
growth of, corporate deposits, increasing the market share by 0.6%.

Electronic Banking

In 2019, we have reached more than 258 thousand active clients in mobile banking clients (logging more
than once a month), which means 47% increase compared to 2018. We have introduced variety of new,
modern user friendly features such as mobile phone payments via GooglePay and ApplePay and opening
account via mobile banking. Improved, user friendly ATM withdrawal via mobile phone resulted into sub-
stantial increase in the number of clients using it by 266%. We have also introduced free of charge push
notifications instead of SMS notifications. A lot of security improvements was also introduced in both inter-
net banking and mobile banking via mobile token.

Bank Cards

From payment cards point of view was past year about new back-end system for debit cards. Project for
changing of our back-end system for debit cards had two main parts — preparing new system with all con-
nections to bank systems and migration of whole debit cards portfolio from old system to the new one.
Migration and go life of new system was during the first days of November. Even though we migrated al-
most 900,000 cards, it was without any impact on client’s card payments. New systems brings better servi-
ces for our clients and improves internal processes.

In the last quarter of the year, our effort in the field of smart improvements eventuate into launch of Apple
Pay service for debit cards.

During 2019, we continued in our support of charity Dobry Anjel (Good Angel) with our co-branded card
Maestro Good Angel. At the end of year, we have almost 62,000 of those cards issued and this number is
still growing. Total amount of support of charity Dobry Anjel in 2019 generated by POS transaction done by
Maestro Good Angel cards was more than € 470,000.

Year to year comparison: more than 11% in increase in count of transaction done by our cards and more
than 5% increase in total amount of all transactions.
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ATMs and EFT POS

VUB ranks 2nd (21.7%) in the Slovak market share also in 2019 with its 601 ATMs. The focus during the
last year was on ATMs with cash-in possibility. At the end of 2019 we had together 80 ATM with cash-in
module, that means increase by 29 ATM during year. While the cash volume withdrawn from ATMs grew
y/y by 6.1%, the volume of cash inserted through ATM increased by up to 61%.

During 2019 we have installed more than 1,300 new POS terminals including virtual terminals used in
e-commerce and also un-attended terminals that can be used at different kinds of vending machines (like
parking, public transport ticket terminals ...) or at self-service fuel stations. We have also achieved y/y incre-
ase in the overall turnover by 8%.

Contact center

In 2019, the Call Centre, both in Banska Bystrica and Poprad, continued providing services to its clients
as well as former CFH clients, which resulted in approximately 381 thousand served calls by VUB section,
110 thousand served calls by Quatro section and 185 thousand processed e-mails. Our clients communica-
ted with VUB Bank also through Facebook (800 posts), chats (39 thousand chats) and specialized web pa-
ges (VUB Otvorene). We have also provided complex customer care via phone to 2,000 clients. These clients
have their own personal assistant via phone, taking care of all their financial needs. This is directed to the
aim to create a virtual branch, which will fully provide all services without the need to visit branch perso-
nally.

Loans
Individuals — Mortgage and Consumer Loans

In 2019 the substantial demand for mortgage loans continued. In VUB we recorded considerable increase in
line with the market growth rate. Total mortgages of VUB (including ,American mortgages’) grew by 11.7%
over the year. With a market share 23.7% the Bank holds strong position on the mortgage loan market.
Consumer loans decreased slightly, predominantly due to decrease of former CFH products and stricter re-
gulation regarding DTl ratio. On group level, consumer loans decreased by 2.4% year over year.

Corporate Financing

In 2019, VUB bank was outperformed by the rest of the market in corporate loans segment. While corpora-
te loans grew by 3.4% on the market, VUB increased by 1.9% on the bank level and 1.5 % on Group level.
However, loans to the core resident nonfinancial corporations increased by 5.1% and VUB’s market share in
these loans to went up by 0.2% over the year reaching 16.4%. Real estate finance increased by 9%, pro-
ject finance loans decreased by 22 %, while trade finance loans fell by 25%. VUB Leasing, VUB's subsidiary,
achieved considerable results on the leasing market with the growth of its assets by 6.5% last year.
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Review of VUB's Economic and Financial Position

As described on previous pages, in 2019 we have experienced weaker GDP growth compared to previous
year. In terms of private consumption it has recorded somehow moderated development compared to
2018 yet still favorable. However, wages and salaries continued in swift growth, with the annual average
increase approaching 7.8% in nominal terms in 2019. Much of the additional income was saved, as the
savings rate exceeded 10% for the first time since 2000. The interest rates on the other hand remained at
the very low level.

On the revenue side, we have recorded significant decrease compared to previous year, mainly due to one-
off effects in 2018 and significant drop out of interest revenues. On the expenditure side, we have recorded
year-over-year decrease predominantly thanks to structural savings in the administrative costs.

VUB Group achieved profit before provisions, impairment and tax of € 188.8 million and kept its profit be-
fore tax on satisfactory level € 154.2 million. Cost-income ratio of VUB Group (excl. bank levy) amounted to
51.35%, which was up by 595 basis points.

With regard to business development, VUB delivered very good development with respect to loan portfo-
lio, which grew by 5.6%, resulting into stable market share at 21.2%. Total assets of the whole VUB group
increased by 5.9 % as well. Nevertheless this increase did not negatively affect our portfolio quality as NPL
ratio remained at very prudent levels. Moreover, VUB remained outperforming the market in terms of loan
quality. Indeed, NPLs from banking operations on the group-level in VUB at end-2019 amounted to a mere
2.98% of the total gross loan volume, compared to market’s 3.1%.

At the same time, the bank was able to increase its primary deposits with by 7.4%, keeping sound liquidity
position which is represented by the loan to deposit ratio of 95.4%.

To support sustainable business growth, capital of the group increased to one of the highest capital adequ-
acy on the Slovak market with the ratio amounting to 17.38% high above the minimum requirements set
by the central bank. This gives us a solid base for continued business growth.
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Information on the Expected Economic and Financial Situation for 2020

During the last year, the real economy moderated, yet still remained positive for the banking industry. In
2019 GDP grew by approximately 2% and labor market continued to improve further, with unemployment
rate declining to historic lows. In 2020 we are expecting marginally weaker economic growth, yet the la-
bour market might start to stagnate. However, in terms of interest rates, we can’t expect any significant im-
provements in 2020.

From the mid-term business plan point of view, we are bound to continue on the already set priorities,
which are customer and his experience, employees and their engagement and focus on operating efficien-
cy. In line with the trend of peaking household savings, we will also focus on financial planning and wealth
management.

Focusing on further improvement of customer experience and satisfaction we lay emphasis on the tools of
modern banking with the aim to make every day finance task as easy and comfortable as possible. This in-
cludes expanding the options within our all channels, as e.g. internet and mobile banking, on almost eve-
rything from basic transactions to loans application for existing and also new customers. Our aim is to eli-
minate paperwork and minimize the necessity of branch visit. In line with this, branches should focus more
on high added value services, which are either complex or include a great deal of advising.

Essential part of the complex advisory function of branches shall be financial planning. As fundamentals are
showing significant growth of financial assets held by Slovak households in upcoming years and saving rate
is attacking its historical peaks, we are focused on improving our wealth management concept and provide
most of our customers with our services.

The banking industry has never been more challenging. Regulatory framework is taking its toll on both pro-
fitability and commercial performance, interest rate environment is shrinking the key item of banking sector
revenues and slowing pace of economic growth together with uncertainty of economic agents is affecting
both private consumption and investment. VUB is proud to say that thanks to our agile behavior, we have
been so far able to react with the least impact on our customers, employees and stakeholders. This task
will be even more challenging in the year 2020 yet we are bound to be a sound and respectful player lea-
ding the trends in banking sector. Moreover, VUB is going to continue in laying significant emphasis on risk
management, keep high quality of the loan portfolio and hold strong liquidity position. Last but not least,
VUB Group will pay great attention to proactive capital management in order to support targeted growth.
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Registered Share Capital and the Structure of VUB Shareholders

Registered Share Capital of VUB, a.s.

The registered share capital of VUB, a.s. amounts to € 430,819,063.81 and was created by the contribution
of the founder designated in the deed of foundation as of the day of its establishment.

The registered share capital is divided into 4,078,108 book-entered registered shares, having the no-
minal value of € 33.20 each and 89 book-entered registered shares, having the nominal value of €
3,319,391.89 each.

Shareholders’ rights

The rights and responsibilities of shareholders are set out in the legal regulations and the Articles of Asso-
ciation of the Company. The right of a shareholder to participate in the management of VUB, a.s., the right
to a share of the profits and the right to a share of the liquidation balance, in the event of the winding up
of VUB, a.s. with liquidation, are attached to a registered share. Each shareholder is entitled to attend the
General Meeting, to vote, to request information and seek explanations and submit proposals. The number
of votes allocated to each shareholder is determined by the ratio of the nominal value of its share to the
amount of registered capital. A shareholder may exercise the shareholder rights attached to book-entered
shares at the General Meeting if the shareholder is entitled to exercise these rights as of the decisive date
specified in the invitation to the General Meeting. The exercise of a shareholder’s voting rights may only be
restricted or suspended by the law. The shares are freely transferable by registration of transfer in line with
relevant regulation. The General Meeting of the Company as the main decision making body of the Com-
pany is entitled to decide on share issues or on the acquisition of the Company’s own shares.

Structure of VUB Shareholders

Information regarding VUB shareholders is published quarterly within 30 days of the end of the relevant qu-
arter. Below is the status as of 31 December 2019.

Shares Stake

Structure by Owner Type (ths. €) * (%)
Intesa Sanpaolo Holding International S.A. — majority owner 418,034 97.03
Other legal entities 5,949 1.38
Individuals 6,836 1.59
Total Registered Share Capital of VUB, a.s. 430,819 100.00
. . Shares Stake

Structure by Nationality (ths. €) * (%)
Intesa Sanpaolo Holding International S.A. — majority owner 418,034 97.03
Domestic shareholders 9,295 2.16
Other foreign shareholders 3,490 0.81
Total Registered Share Capital of VUB, a.s. 430,819 100.00

* Shares (€) mean a value of shares of VUB, a.s. expressed in the nominal value of euro multiplied by the number of
shares held.

There were 27,588 shareholders as at 31 December 2019. Foreign VUB shareholders come from the fol-
lowing countries with the following stake in the bank’s registered capital (in %): Luxembourg (97.64%),
Germany (0.003%), Czech Republic (0.19%), Austria (0.003%), United Kingdom (0.001%), U.S.A., Roma-
nia, Cyprus, Canada, Sweden, Belgium, France, Switzerland and Serbia.
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A qualified participation in the company’s registered capital is held by the majority shareholder Intesa Sanpa-
olo Holding International S.A. Luxemburg, with its Registered Office in Luxembourg L-1724, 35 Boulevard
du Prince Henri that holds a 97.03% stake in the registered capital.

Further, the company during the accounting year 2019 held in its assets the shares of the parent company
(Art. 22, sec. 3 of the Act no. 431/2002 Coll. on Accounting as amended), Intesa Sanpaolo S.p.A. (ISP), re-
gistered office Piazza San Carlo 156, Turin, Italy, ISIN ITO000072618, book-entered registered ordinary sha-
res, with a nominal value of € 0.52 each, in a total number of 587,846 shares. This represents 0.071% of
the nominal value of the Bank’s registered capital. These shares have been acquired by the Bank in order to
adopt and implement ISP Group Remuneration Policies in line with the Capital Directive ,CRD IllI" (i.e. Directi-
ve 2010/76/EU amending the Capital Requirements Directives). In 2019, the Bank transferred 225,130 sha-
res in accordance with ISP Group Remuneration Policies.
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Subsidiaries of VUB

VUB Leasing, a.s.

Registered office: Mlynské nivy 1, 820 05 Bratislava
Shareholders: VUB, as.

VUB's stake in registered capital:  100%

Core business: Financial and operating leasing
Tel: +421 2 4855 3647

Fax: +421 2 5542 3176

General Manager: Ing. Branislav Kovacik

Consumer Finance Holding Ceska republika, a.s.*

Registered office: Pobrezni 620/3, Karlin, 186 00 Praha 8, Czech Republic
Shareholders: VUB, as.

VUB's stake in registered capital:  100%

Core business: Providing consumer loans or intermediation of consumer loans
Tel: +420 443 033 451

Statutory director: Martin Techman

* On 16 September 2019 VUB Bank and Consumer Finance Holding Czech Republic, a.s. decided on the cross-border
merger of companies as of 1 October 2019, on the basis of which VUB Bank became the successor company and Con-
sumer Finance Holding Czech Republic, a.s. merged into the successor company and wound up without liquidation.
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Statement on Compliance with the Corporate Governance Code
for Slovakia

A. Company Organization
The structure of VUB, a.s. bodies:

a) the General Meeting;
b) the Supervisory Board;
C) the Management Board.

General Meeting

The General Meeting is the main decision-making body of VUB, a.s. The General Meeting has the power
to decide on issues that are in line with the mandatory provisions of legal regulations and VUB Articles of
Association.

The Ordinary General Meeting of the company was held on 5 April 2019. The shareholders at this meeting
approved the 2018 Annual Report of VUB, a.s., the 2018 Statutory Separate Financial Statements and the
2018 Consolidated Financial Statements, both statements were prepared in accordance with IFRS as amen-
ded by the EU, as submitted by the Management Board of the Bank. The General Meeting also decided
on distributing the profit earned in 2018 in the amount of € 156,286,087.96 to shareholders in dividends
amounting to € 125,049,101.50 and to the retained earnings in the amount of € 31,236,986.46. Further,
the General Meeting decided on the 2018 dividend to be paid to shareholders in the amount of € 9.64 per
share with a nominal value of € 33.20.

The General Meeting approved the amendments to the Articles of Association of VUB, a.s. as proposed and
approved by the external auditor for the bank for 2019.

VUB Supervisory Board and Management Board in general

1. Supervisory Board members are elected by the General Meeting. The VUB Management Board is elected
by the Supervisory Board.

2. All relevant information is available to all members of the Management Board and Supervisory Board
in time. In the course of the financial year 2019, the VUB Management Board held 24 meetings and
adopted 17 decisions on a per rollam basis. The VUB Supervisory Board held 4 meetings and adopted
10 decisions on a per rollam basis during the 2019 financial year. Documents with detailed informa-
tion are distributed sufficiently in advance — in the case of the Management Board no less than 3 wor-
king days, in the case of the Supervisory Board no less than 10 days prior to the meeting, ensuring
the ability of members of the Supervisory and Management Boards to decide on individual matters
competently.

3. None of the Supervisory Board members is a member of the VUB Management Board nor holds any
other top managerial position in the Bank. With the exception of members of the Supervisory Board
elected by VUB employees, a Supervisory Board member may not be an employee of VUB.

Supervisory Board

Members of the Supervisory Board in 2019

Ignacio Jaquotot Chairman of the Supervisory Board

Elena Kohutikovéa Vice Chairwoman of the Supervisory Board

Luca Finazzi Member of the Supervisory Board (until 15 April 2019)
Marco Fabris Member of the Supervisory Board (since 2 May 2019)
Paolo Sarcinelli Member of the Supervisory Board

Christian Schaack Member of the Supervisory Board
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Andrej Straka Member of the Supervisory Board, employee representative
(until 10 December 2019)

Peter Gutten Member of the Supervisory Board, employee representative
(since 19 December 2019)

Rébert Szabo Member of the Supervisory Board, employee representative

Upon the Management Board’s proposal, the Supervisory Board:

a) reviews the annual report, the ordinary, extraordinary, individual and consolidated accounts and recom-
mends the annual report, the ordinary, extraordinary, individual and consolidated accounts to the Gene-
ral Meeting for approval,

approves the proposed distribution of current and/or past profits;

approves rules for the creation and use of other funds created by VUB, a.s.;

approves the draft plan for the settlement of unsettled loss and/or unsettled losses from past years;

approves proposed changes to the internal audit and internal control system;

approves the annual audit plan and the annual report on the results of the activities of the Internal Audit

and Control Unit;

g) reviews and approves the following matters before their submission to the General Meeting by the Ma-
nagement Board:

i. proposals for changes to the Articles of Association; and
ii. proposals for an increase or decrease in the registered share capital of VUB, a.s. and/or for the issue
of preference or convertible bonds, according to the relevant provisions of the Commercial Code;

h) elects members of VUB, a.s., Management Board and approves agreements on the performance of fun-
ction with the members of the Management Board;

i) approves any proposal for an increase or decrease in the registered capital of VUB, a.s.;

) approves any substantial change in the nature of the business of VUB, a.s. or the way in which the busi-
ness of VUB, a.s. is carried out, if it is not already approved in the printed forecasts for the business and
financial conditions in any relevant year;

k) approves remuneration policies for rewarding the managers who are directly under the responsibility of
the Management Board and the Supervisory Board;

) decides on other issues falling within the authority of the Supervisory Board under the cogent provisions
of legal regulations and the Articles of Association.

S22z

The Supervisory Board is authorized to review the following issues, in particular:

a) a Management Board proposal regarding the termination of trading in Company securities on the stock
exchange, and a decision on whether the Company should cease to operate as a public joint-stock com-
pany;

b) information from the Management Board on the major objectives related to the Company business man-
agement for the upcoming period, and expected development in VUB assets, liabilities and revenues;

) the report by the Management Board on the business activities and assets of the Company, with related
projected developments.

Committees of the Supervisory Board:
Audit Committee

The Audit Committee was comprised of three members (including the Chairwoman) as of 31 December
2019. The Audit Committee held six meetings (from which two per rollam) during 2019 financial year. The
issues discussed at the meetings mainly related to: preparation of the financial statements and observation
of the special regulations; efficiency of internal control and risk management system at the Bank; complian-
ce with regulatory requirements; the audit of the separate financial statements and the audit of the con-
solidated financial statements. Further, the Audit Committee examines and monitors the independence of
the auditor, especially services provided by the auditor according to a special regulation, recommends the
appointment of an auditor for carrying out the audit of the Bank, and sets a date for an auditor to submit
a statutory declaration about his independence. The Audit Committee regularly invited an external auditor
to attend its meetings.



VUB Management Board Report on the business activities of the Company

The Internal Audit and Control Department, the authorities and duties of which are defined by the Super-
visory Board, excluding those defined by law, performs the control function in the Bank. The Head of the
Internal Audit and Control Department may be appointed to/removed from the position upon a recommen-
dation and prior consent issued by the Supervisory Board. Furthermore, the Supervisory Board also defi-
nes the remuneration and compensation scheme for this position. In 2019, the Chairwoman of the Audit
Committee (being also Vice Chairwoman of the Supervisory Board) and the Head of the Internal Audit and
Control Department participated in the meetings of the Supervisory Board. The Chairwoman of the Audit
Committee regularly informed the Supervisory Board of the most important issues discussed at the Audit
Committee Meetings.

Members of the Audit Committee in 2019:

Elena Kohutikova Chairwoman of the Audit Committee

Christian Schaack Member of the Audit Committee

Luca Finazzi Member of the Audit Committee (until 15 April 2019)
Marco Fabris Member of Audit Committee (since 2 May 2019)

Remuneration Committee

The Remuneration Committee was founded in VUB in July 2012. It has 3 members who are members of
the Supervisory Board. The committee meets at least once a year. Its main responsibilities are to indepen-
dently assess the compensation principles of the selected positions (according to the Act on Banks) and the
effects of remuneration on the management of risk, capital and liquidity; be responsible for preparation of
decisions concerning the compensation of the selected positions, including decisions affecting the risks and
the management of risks in the Bank, which are to be made by the Management Board of VUB; take into
account long-term interests of shareholders, investors and other stakeholders when preparing its decisions
and supervise remuneration of the selected positions.

Risk Committee

The Risk Committee was established by a decision of the Supervisory Board of VUB in September 2015. It
has 3 members who are members of the Supervisory Board. The committee meets at least twice a year. The
Risk Committee is part of risk management and has supervisory, advisory and supportive functions primarily
for the monitoring of the risk management system and strategy and its implementation.

Management Board

Management Board Members in 2019

Alexander Resch Chairman of the Management Board and Chief Executive Officer

Roberto Vercelli Member of the Management Board and Deputy Chief Executive Officer
Antonio Bergalio Member of the Management Board and Chief Financial Officer

Andrej Vicenik Member of the Management Board and Head of Corporate and SME Division
Peter Magala Member of the Management Board and Head of Risk Management Division
Martin Techman Member of the Management Board and Head of Retail Division

Peter Novak Member of the Management Board and Chief Operating Officer

(until 30 June 2019)
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Alexander Resch - Chairman of the Management Board and CEO

Alexander Resch has worked for Intesa Sanpaolo Group for
his entire career. He became the Chief Executive Officer and
Chairman of the Management Board of VUB, a.s., on 1 Oc-
tober 2013 returning from Albania where he managed In-
tesa Sanpaolo Bank Albania. Before leaving for Albania, he
held the position of Management Board Member and Chief
Risk Officer of VUB. Alexander Resch first arrived in Slovakia
in 2004 to coordinate the acquisition of the TatraCredit Group
by VUB Bank, which was subsequently transformed into Con-
sumer Finance Holding, VUB's sales finance subsidiary. He stu-
died economics at Universita Cattolica del Sacro Cuore in Mi-
lan and also holds a double Executive MBA degree from the
University of Minnesota — Carlson School of Management and
the Vienna University of Economics and Business. Alexander
Resch is the President of the Slovak Banking Association and
the Italian-Slovak Chamber of Commerce.

Roberto Vercelli - Member of the Management Board and Deputy CEO

Roberto Vercelli has been a member of the Management Board and
Deputy CEO of VUB, a.s. since 1 November 2017. He is responsible
primarily for regulatory and support departments of the bank.Prior
to accepting the DCEO function at VUB, a.s. for the last year and
a half he was managing in the International Subsidiary Banks Divi-
sion of Intesa Sanpaolo the credit program for international subsidia-
ries and was responsible for monitoring projects in the area of risks,
credit and accounting within the Group. He has been working for
Intesa Sanpaolo since 1981. He started his professional career in Tu-
rin and in the past years he held several managing positions, among
other he headed the internal audit of Group's subsidiaries and acted
as the Chief Executive Officer of Alex Bank in Egypt. Furthermore,
he managed a special coordination office in Pravex Bank in Ukrai-
ne, where he was also a permanent invitee to the discussions of the
Management Board and a member of several internal committees.
He graduated from the G.A. Giobert Institute in Asti, Italy — High
School Diploma in Accounting Studies.

Antonio Bergalio - Member of the Management Board and Chief Financial Officer

Antonio Bergalio has been a member of the Management Bo-
ard and Chief Financial Officer since 1 October 2014. He is
in charge of controlling, accounting, management of assets
and liabilities, procurement. Before joining VUB, Antonio Ber-
galio was a member of the Management Board and CFO of
the Ukrainian Pravex Bank, a member of the Intesa Sanpaolo
Group. He was in charge of reporting, planning and control-
ling, treasury, investment banking and procurement. Before
that he worked as a manager at several banks and consultan-
cy firms focusing on finance. Antonio Bergalio studied Econo-
mics at the University of Genoa. He was also a member of the
Committee of Italian Entrepreneurs in Ukraine from 2012 to
2014.
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Andrej Vicenik—- Member of the Management Board and Head of the Corporate and SME Division

1 ! Andrej Vicenik became a member of the Management Board
and Head of the Corporate and SME Division and Chairman
of the Supervisory Board of VUB Leasing, a. s. in December
2017. He joined VUB bank in 2006. Before his appointment he
had been the Head of Corporate Customer Department un-
til 2010 and later the Head of SME Department until Novem-
ber 2017. He worked in Executive positions in Ceska poistov-
na, Zurich poistovra and HVB Bank Slovakia. Andrej Vicenik is
a graduate of Faculty of Business Management of University
of Economics in Bratislava and holds an Executive MBA degree
from the Webster University as well.

Peter Magala - Member of the Management Board and Head of the Risk Management Division

Peter Magala has been a member of the VUB Management
Board and Executive Director of the Risk Management Division
since 1 March 2012. Before his appointment to his current
position he was the Head of VUB Internal Audit and Control
Department responsible for the internal auditing of the entire
VUB Group. Having graduated from the University of Econo-
mics in Bratislava, Faculty of National Economy, he started his
career with Deloitte, Bratislava. Peter Magala gained further
banking experience at Citibank, Bratislava and in Tatrabanka/
Raiffeisen International mostly participating in an international
IT project in Slovenia. He holds an internationally recognized
professional qualification in risk management — Financial Risk
Manager (FRM), and is a Fellow Member of the Association of
Chartered Certified Accountants (FCCA).

Martin Techman - Member of the Management Board and Head of the Retail Division

Martin Techman became Member of the VUB Management
Board and Head of the Retail Division in March 2015. At
VUB, he is in charge of the management of the retail branch
network and client relationship, bank products for individuals
and small business, payment cards and private banking. He
came to VUB from Cesk4 sporitelfia, where he was the direc-
tor of business development and later managed the branch
network in the Czech Republic. Martin Techman started his ca-
reer in the field of banking and financial services at the com-
pany Multiservis, which was acquired by GE Capital. From
2004 to 2005 he was the head of development and adminis-
tration of products at VUB. Martin Techman is a Nottingham
Trent University graduate, with an MBA degree in Business Ad-
ministration (Executive MBA).
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Peter Novak — Member of the Management Board and
Chief Operating Officer

Peter Novak acted in the position of Member of the VUB Ma-
nagement Board and Chief Operating Officer since 1 October
2014 until 30 June 2019.

Competencies of the Management Board

The Management Board is authorized to manage the activities of VUB, a. s. and to take decisions on any
matters related to VUB which, under legal regulations or the Articles of Association have not been reser-
ved for the authority of other VUB bodies. The Management Board is primarily responsible for the following
matters:

a) exercising the executive management of VUB, a.s. and employer rights;

b) implementing decisions taken by the General Meeting and the Supervisory Board;

¢) ensuring the accuracy of the mandatory bookkeeping and other records, trade books and other do-
cumentation of VUB, a. s.;

d) after prior approval by and upon a proposal by the Supervisory Board, submitting the following matters
to the General Meeting for approval:

amendments to the Articles of Association of the bank;

proposals for increasing / decreasing registered capital and bond issues;

proposals for issuing shares or redemption of shares;

ordinary, extraordinary, individual or consolidated financial statements;

proposals for distribution of current or retained profits and/or proposals for settlement of outstan-
ding losses from the current and/or previous years; and

the annual report;

a proposal for approval or withdrawal of the auditor of VUB, a.s. for the relevant accounting period:;

e) approval and regular investigation of Bank Remuneration Policies.

The conditions for the performance of the function of a Management Board Member are defined by an Ag-
reement on the performance of the function with the member of the Management Board in line with the
relevant provisions of the Commercial Code, Act No. 483/2001 Coll. on Banks, adopted Remuneration Po-
licies and other relevant legislation.
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Committees of the Management Board
The Credit Committee

The Credit Committee is the highest permanent decision-making committee of the Bank regarding perfor-
ming counterparties, whose main responsibility consists of adopting credit decisions in line with the issued
strategic guidelines and credit policies, while acting within the credit prerogatives of the Bank and in com-
pliance with the applicable laws and Group regulations.

The Credit Risk Governance Committee

The Credit Risk Governance Committee (CRGC) is a permanent decision-making and advisory committee,
whose mission is to ensure a qualified and coordinated management of credit risk within the exercise of
credit prerogatives of the Bank and in compliance with the applicable laws, ISP Group regulations and Pa-
rent Company strategic decisions. The Committee’s main responsibility is to define and update credit risk
strategic guidelines and credit management policies based on the constant credit portfolio monitoring.

The Assets and Liabilities Committee

The Asset and Liabilities Committee (ALCO) is a permanent decision-making and consultative committee,
focused on financial risks governance, on the active value management issues, on the strategic and operati-
ve management of assets and liabilities and on financial products governance. The main objective of ALCO
is to protect the Bank’s equity and its allocation, to harmonize the assets and liabilities of the Bank taking
into consideration pricing structures and maturity profiles, in compliance with Parent Company guidelines,
Bank’s internal regulations, laws, rules and regulations set by the competent Authorities.

The Operational Risk Committee

The primary aim of the Operational Risk Committee is to provide support to the Bank’s Board of Directors
in controlling the overall profile of operational risk. Operational risk is defined as the risk of loss due to the
inadequacy or failure of processes, human resources and internal systems, or as a result of external events.
Operational risk includes legal risk, which represents the risk of loss due to a breach of laws or regulations,
contractual/non-contractual obligations, or other disputes; operational risk does not include strategic and
reputation risk.

Change Management Committee

The committee forms a platform that links business and IT strategy (and its priorities) to the operational ma-
nagement of business priorities in the context of IT resources and capacity planning. In urgent cases, the
committee acts as the escalation and decision-making body with respect to problems and conflicts in bu-
siness priorities, and it resolves conflicts concerning the allocation of resources based on business require-
ments.

Internal Control Coordination Committee

The aim of the Internal Control Coordination Committee is to strengthen coordination and the tools for co-
operation between the departments regarding the internal control system and to enable the integration of
the risk management process.

Technical Committee for Financial Products

The committee is a permanent advisory committee which, in the framework of VUB, a. s. management of
financial products offered to retail clients, supports the Assets and Liabilities Committee, and is in charge of
the definition, analysis and assessment of financial product features. The committee monitors the perfor-
mance of the financial products in line with the instructions of Intesa San Paolo SpA (mother company), the
Bank’s internal regulations, applicable laws, and rules and regulations established by the competent autho-
rities.
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The Problem Asset Committee

The Problem Asset Committee is the highest permanent decision-making committee of the Bank regarding
risky and non-performing counterparties, whose main responsibility consists in taking the necessary mea-
sures in order to prevent and mitigate credit losses connected with risky and deteriorated assets, while ac-
ting within the credit prerogatives of the Bank and in compliance with the applicable laws and ISP Group
regulations.

The Crisis Committee

The Crisis Committee is management and coordination body that issues orders for key bank areas with the
aim to prevent, mitigate and remove the impact of extraordinary events or crisis situations on business acti-
vity and the goodwill of the Bank. Crisis Committee has a right to be informed about BIA results, creation,
implementation and testing of Business Continuity Plan for system and critical processes.

B. Relations between the Company and its Shareholders

The Bank observes the provisions of the Commercial Code and other relevant valid legislation applicable to
the protection of shareholders’ rights, as well as the regulation on the timely provision of all relevant infor-
mation on the company and provisions on convening and conducting its General Meetings.

The Company applies the principle of shareholders’ rights, equal access to information for all shareholders
and other relevant principles pursuant to the Corporate Governance Code for Slovakia.

C. The Company’s Approach to Shareholders

The Bank’s corporate governance principles ensure, facilitate and protect the exercising of shareholders’
rights. The Company duly and timely performs all its duties and obligations towards shareholders in com-
pliance with relevant legislation and the Corporate Governance Code for Slovakia. The Company enables
shareholders to duly and transparently exercise their rights in compliance with relevant valid legislation.
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D. Disclosure of Information and Transparency

1.

2.

The Bank applies strict rules in the area of insider dealing, and continually maintains and updates a list
of insiders.

Information about corporate governance is published on the VUB web site www.vub.sk in the section
“About VUB" . Information for shareholders is available on the VUB web site www.vub.sk in the “Infor-
mation for Shareholders” section.

Members of the Management Board and Supervisory Board do not have any personal interest in the busi-
ness activities of the Bank. The Bank strictly observes the provisions of the Banking Act No. 483/2001 Coll.
(hereinafter the ‘Banking Act’) as amended, applicable to the provision of deals to the Bank’s related
parties. Under the Banking Act, the closing of such a deal requires the unanimous consent of all the Ma-
nagement Board members based on a written analysis of the deal concerned; a person with a personal
interest in the given deal is excluded from a decision-making role. The Bank does not carry out with its
related parties such deals, which owing to their nature, purpose or risk, would not be performed with
other clients.

The Bank abides by both the Corporate Governance Code for Slovakia and the rules of the Bratislava
Stock Exchange governing disclosure of all substantial information. The fact that the company obser-
ves the mentioned regulations ensures that all the shareholders and potential shareholders have access
to information on the financial standing, performance, ownership and management of the company,
enabling them to take competent investment decisions. The Corporate Governance Code for Slova-
kia is available on the Central European Corporate Governance Association — CECGA web site www.
cecga.org. The Bratislava Stock Exchange Rules are available on the Bratislava Stock Exchange web site
www.bsse.sk in the section “BSSE Regulations”.

The Company actively supports a constructive dialogue with institutional investors and promptly infor-
ms all shareholders at General Meetings and notices via its webpage www.vub.sk in Slovak and English.
Thus, it enables both foreign and local investors to participate actively in the meetings.

. The Bank applies changes arising from Act No. 566/2001 Coll. on Securities and Investment Services, as

amended (hereinafter the ‘Securities Act’), at a European level, and the MIFID directive (Markets in Fi-
nancial Instruments Directive), and undertakes activities directed at investor protection and strengthe-
ning client trust in the provision of investment services. The main objective of the MiFID directive is to
enhance financial consumer protection in the field of investment services. The essence of the MIFID
directive lies in the new categorization of clients according to their knowledge and experience in the
field of investment in order to provide clients with an adequate level of protection, and in the bank’s ob-
ligation to act in the best interests of the client in carrying out their orders in relation to their financial in-
struments (best execution), in higher requirements as regards market transparency, and organization of
the Bank as a securities trader, to be ensured by internal control systems and the prevention of conflict
of interests.

. The Bank continuously informs clients on concluded deals related to quoted shares and bonds on its

webpage www.vub.sk.

The Bank continues to provide payment services according to the payment law, PSD (Payment Services
Directive). The aim of this law is to provide high level clear information about payment services for con-
sumers to allow them to make well-informed choices and be able to shop around within the EU. In the
interests of transparency, the harmonized requirements are laid down in order to ensure the necessa-
ry and sufficient information to payment service users with regard to the payment service contract and
payment transactions.




Non-financial statement

The Group/Bank has not prepared the Non-financial statement as required by the Non Financial Infor-
mation Legislation availing of the exemption introduced by the local regulation, as being a subsidiary
undertaking which information are included in the Consolidated non financial statement presented by
Intesa Sanpaolo S.p.A.




Basic indicators

Selected Indicators (in € thousand)

Loans and advances to customers
Due to customers
Equity

Balance sheet total

Profit before provisions, impairment and tax
Profit before tax
Income tax expense

Net profit for the year
Commercial indicators

ATMs
EFT POS Terminals
Payment cards

of which credit cards

Mortgage loans (gross, € thousand, VUB
Bank)

Consumer loans (gross, € thousand, VUB
Bank)

Number of employees (VUB Group)

Number of branches in Slovakia (VUB Bank)
Key ratios of VUB Group

Return on assets
Cost-Income Ratio (without bank levy)
Tier 1 capital ratio

Total capital ratio
Rating (status as at 31 December 2019)

Moody'’s
Long-term deposits
Short-term deposits

Baseline credit assessment

Stable outlook

Separate financial statements
prepared in accordance with IFRS as
adopted by the EU

2019

14,078,141
11,927,060

1,596,939
17,361,197

181,767
146,905
(32,818)
114,087

2019

601
10,596
1,035,378
253,647

6,897,623

1,560,744

3,742
203

A2
P-1
baa2

2018

13,327,533
11,055,766

1,608,688
16,369,271

253,374
200,308
(44,022)
156,286

2018

592
10,379
1,136,405
233,378

6,172,729

1,589,367

3,809
212

2017

11,487,518
9,855,433
1,555,980

14,469,293

222,112
203,187
(43,166)
160,021

2017

577

9,760
1,190,270
261,105

5,341,959

1,252,101

3,942
236

Consolidated financial statements
prepared in accordance with IFRS as
adopted by the EU

2019 2018 2017

14,377,014 13,617,247 12,000,729
11,951,017 11,130,637 9,939,121

1,612,997 1,613,953 1,632,587
17,640,496 16,659,935 14,970,876

188,809 260,234 263,864
154,170 204,153 223,135
(34,099) (43,835) (48,138)
120,071 160,318 174,997

2019 2018 2017

0.68% 0.96% 1.17%
51.35% 45.40% 42.96%
15.26% 14.89% 15.77%
17.38% 17.18% 18.24%




Consolidated financial statements

Consolidated financial statements prepared in accordance
with International Financial Reporting Standards as adopted
by the European Union and Independent Auditors’ Report
for the year ended 31 December 2019
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Independent Auditors' Report

To the Shareholders, Supervisory Board and Management Board of Vieobecna
uverova banka, a. s.

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of VSeobecna Gverova banka,
a. s. ("the Bank”) and its subsidiaries (“the Group"), which comprise the consolidated
statement of financial position as at 31 December 2019, consolidated statements of
profit or loss and other comprehensive income, changes in equity and cash flows for

the year then ended, and notes to the consolidated financial statements, including
a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements give a true and fair
view of the consolidated financial position of the Group as at 31 December 2019, and
of its consolidated financial performance and its consolidated cash flows for the year
then ended in accordance with International Financial Reporting Standards as adopted
by the European Union.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing
("ISAs"). Our responsibilities under those standards are further described in the
Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements
section. We are independent of the Group in accordance with the ethical requirements
of the Act No. 423/2015 Coll. on statutory audit and on amendments to Act No.
431/2002 Coll. on accounting as amended (“the Act on Statutory Audit”) including the
Code of Ethics for an Auditor that are relevant to our audit of the consolidated financial
statements, and we have fulfilled our other ethical responsibilities in accordance with

these requirements. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements of the current period.
These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide
a separate opinion on these matters.
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Impairment of loans and advances to customers

The carrying amount of loans and advances to customers as at 31 December 2019:
€ 14,377,014 thousand; impairment loss recognised in 2019: € 39,051 thousand; total
impairment loss as at 31 December 2019: € 348,748 thousand.

Refer to MNote 3 (Significant accounting policies) and MNotes 11.2, 21 and 34 (Due from
customers, Movements in impairment losses and Impairment losses and Net gain arising from
the derecognition of financial assets measured at amortised cost) to the consolidated financial

statements.

Key audit matter

Our response

Impairment allowances represent the Our audit procedures in this area included,
Management Board's best estimate of the among others:

expected credit losses within Financial
assets at amortised cost at the reporting
date. We focused on this area as the
determination of impairment allowances
requires significant judgment from the
Management Board over both the timing of
recognition and the amount of any such
impairment.

* Inspecting the Bank's ECL impairment

provisioning methodology and assessing its
compliance with the relevant requirements of
IFRS 8. As part of the above, we challenged
the Management Board on whether the level
of the methodology's sophistication is
appropriate based on an assessment of the
entity-level and portfolio-level  factors,
including inspecting validation reports;

Making relevant inquiries of the Bank's risk
management and information technology (IT)
personnel in order to obtain an understanding
of the provisioning process, IT applications
used therein, key data sources and
assumptions used in the ECL model. Also,
assessing and testing the Bank's IT control
environment for data security and access,
assisted by our own IT specialists;

Assessing and testing the design,
implementation and operating effectiveness
of selected key controls over the approval,
recording and monitoring of loans, including,
but not limited to, the controls relating to the
identification of loss events and default,
appropriateness of the classification of
exposures into performing and non-
performing, calculation of days past due,
collateral valuations and calculation of the
impairment allowances;
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Key audit matter

Our response

Impairment allowances for all performing e \With respect to impairment accounting under

exposures (Stage 1 and Stage 2 in the IFRS
9 hierarchy) and non-performing exposures
(Stage 3) below EUR 500 thousand
individually (together “collective impairment
allowance”) are determined by modelling
techniques. Historical experience, iden-
tification of exposures with a significant
deterioration in credit quality, forward-
looking information and management
judgment are incorporated into the model
assumptions.

For non-performing exposures exceeding
EUR 500 thousand (EUR 100 thousand for

the subsidiary), the impairment assessment
is based on the knowledge of each individual
borrower and often on estimation of the fair
value of the related collateral. Related
impairment allowances are determined on
an individual basis by means of a discounted
cash flows analysis.

For the above reasons, impairment of loans
and advances to customers was considered
by us to be a significant risk in our audit,
which required increased attention.
Accordingly, we considered the area to be
a key audit matter.

IFRS 9:

— Assessing whether the definition of default
and the staging criteria were consistently
applied. Also assessing whether the
definition of default applied for each
segment/portfolio is appropriate based on
the requirements of IFRS 9 (e.g. taking into
account the 90-day presumption of default);

— Evaluating the overall modelling approach,
of calculation of ECLs, including the
calculation of main risk parameters and
macroeconomic factors (probability of
default (PD), loss given default (LGD) and
exposure at default (EAD));

— Obtaining the relevant forward-locking
information and macroeconomic forecasts
used in the Bank's ECL assessment.
Assessing the information by means of
corroborating inquiries of the Management
Board and inspecting publicly available
information. Challenging LGD and PD
parameters used by the Bank, by reference
to historically realised losses on defaults;

Selecting a sample of individual exposures,
with focus on those with the greatest potential
impact on the financial statements due to their
magnitude and risk characteristics, as well as
lower value items, which we independently
assessed as high-risk, such as watchlisted,
restructured or rescheduled exposures, loans
to clients operating in higher risk industries,
non-performing exposures with low provision
coverage and loans with significant change in
the provision coverage;

For the sample selected, critically assessing,
by reference to the underlying documentation
(loan files) and through discussion with the
loan officers and credit risk management
personnel, the existence of any triggers for
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classification to Stage 2 or Stage 3 as at 31
December 20189;

For those loans where ftriggers for
classification in Stage 3 were identified,
challenging key assumptions applied in the
Management Board's estimates of future cash
flows used in the impairment calculation, such
as discount rates, collateral values and
realization period, and performing respective
independent recalculations, where relevant.

IT systems and controls over financial reporting

Key audit matter

Our response

The Group has a complex information Our audit procedures included, among others:

technology (“IT") environment and operates
various IT systems and applications.

The financial accounting and reporting
systems are heavily dependent on these
complex IT solutions and there is a risk that
automated accounting procedures and
related IT dependent manual controls are
not designed and operating effectively.

Using our internal IT specialists, updating our
understanding of the Group's IT environment
and the framework of governance over the IT
organization, including the understanding of
the controls over program development and
changes, access to programs and data and IT
operations;

Assessing and testing the design and
operating effectiveness of the controls over
the integrity of the IT systems that are relevant
to financial reporting;

Testing certain aspects of the security of the IT
systems, including access management and
segregation of duties; and

Where relevant, assessing whether
compensating controls were effective in
mitigating deficiencies identified either by the
Bank or by us independently.
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Responsibilities of the Management Board and Those Charged with Governance for
the Consolidated Financial Statements

The Management Board is responsible for the preparation of the consolidated financial
statements that give a true and fair view in accordance with International Financial
Reporting Standards as adopted by the European Union, and for such internal control
as the Management Board determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the consolidated financial statements, the Management Board is
responsible for assessing the Group's abilit)' to continue as a going concemn,
disclosing, as applicable, matters related to going concern and using the going concern
basis of accounting unless the Management Board either intends to liquidate the Group
or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group's financial
reporting process.

Auditors' Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated
financial statements as a whole are free from material misstatement, whether due to
fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with 1SAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

« |dentify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

# Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Group's internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the Management Board.

+ Conclude on the appropriateness of the Management Board's use of the going
concern basis of accounting and, based on the audit evidence obtained, whether




a material uncertainty exists related to events or conditions that may cast significant
doubt on the Group's ability to continue as a going concern. If we conclude that
a material uncertainty exists, we are required to draw attention in our auditors’ report
to the related disclosures in the consolidated financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditors’ report. However, future
events or conditions may cause the Group to cease to continue as a going concemn.

» Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial
statements represent the underlying transactions and events in a manner that
achieves fair presentation.

* Obtain sufficient appropriate audit evidence regarding the financial information of
the entities or business activities within the Group to express an opinion on the
consolidated financial statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely responsible for our audit
opinion.

We communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have
complied with the relevant ethical requirements regarding independence, and
communicate with them all relationships and other matters that may reasonably be
thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine
those matters that were of most significance in the audit of the consolidated financial
statements of the current period and are therefore the key audit matters. We describe
these matters in our auditors’ report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine
that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

Report on Other Legal and Regulatory Requirements

Reporting on Information in the consolidated Annual Report

The Management Board is responsible for the information in the consolidated annual
report prepared in accordance with the Act No. 431/2002 Coll. on Accounting as
amended (‘the Act on Accounting”). Our opinion on the consoclidated financial
statements does not cover other information in the consolidated annual report.

In connection with our audit of the consolidated financial statements, our responsibility
is to read the consolidated annual report and, in doing so, consider whether the other
information is materially inconsistent with the audited consolidated financial statements
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or our knowledge obtained in the audit, or otherwise appears to be materially
misstated.

With respect to the consolidated annual report, we consider whether it includes the
disclosures required by the Act on Accounting.

Based on the work undertaken in the course of the audit of the consolidated financial
statements, in our opinion:

+ the information given in the consolidated annual report for the year 2019 is
consistent with the consolidated financial statements prepared for the same
financial year; and

+ the consolidated annual report contains information according to the Act on
Accounting.

In addition to this, in light of the knowledge of the Group and its environment obtained
in the course of our audit, we are required to report if we have identified material
misstatement in the consolidated Annual Report that we have obtained prior to the
date of this auditors’ report. We have nothing to report in this respect.

Additional requirements on the content of the auditors’ report according to
Regulation (EU) No. 537/2014 of the European Parliament and of the Council of
16 April 2014 on specific requirements regarding statutory audit of public-
interest entities

Appointment and approval of an auditor

We have been appointed as statutory auditor by the Management Board of the Group
on 8 July 2019 on the basis of our approval by the General Meeting of the Bank on
5 April 2019. The period of our total uninterrupted engagement, including previous
renewals (extensions of the period for which we were originally appointed) and
reappointments as statutory auditors, is eight years.

Consistency with the additional report to the audit committee

Our audit opinion as expressed in this report is consistent with the additional report to
the audit committee of the Group, which was issued on the same date as the date of
this report.

Non-audit services

No prohibited non-audit services referred to in Article 5 (1) of Regulation (EU) No.
537/2014 of the European Parliament and of the Council of 16 April 2014 on specific
requirements regarding statutory audit of public-interest entities were provided and we
remained independent of the Group in conducting the audit.
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In addition to the statutory audit services and services disclosed in the consolidated
annual report or the consolidated financial statements of the Group, we did not provide
any other services to the Group or accounting entities controlled by the Group.

21 February 2020
Bratislava, Slovak Republic

Auditing company: i / Responsible auditor:
KPMG Slovensko spol. s r.o. ko st Ing. Mgr. Peter Spetko, PhD., FCCA
License SKAU No. 96 License UDVA No. 994




Consolidated statement of financial position

as at 31 December 2019

(In thousands of euro)

Assets
Cash and cash equivalents
Financial assets at fair value through profit or loss:
Financial assets held for trading
Non-trading financial assets at fair value through profit or loss
Derivatives — Hedge accounting
Financial assets at fair value through other comprehensive income
of which pledged as collateral
Financial assets at amortised cost:
Due from other banks
Due from customers
of which pledged as collateral

Fair value changes of the hedged items in portfolio hedge of interest
rate risk

Investments in joint ventures and associates
Property and equipment

Intangible assets

Goodwill

Current income tax assets

Deferred income tax assets

Other assets

Non-current assets classified as held for sale

Liabilities
Financial liabilities at fair value through profit or loss:
Financial liabilities held for trading
Derivatives — Hedge accounting
Financial liabilities at amortised cost:
Due to banks
Due to customers
Subordinated debt
Debt securities in issue

Fair value changes of the hedged items in portfolio hedge of interest
rate risk

Current income tax liabilities
Provisions
Other liabilities

Equity

Share capital
Share premium
Legal reserve fund
Retained earnings
Equity reserves

Note

"

12

13
14
15
16
17
17
18
14

12

17
19
20

23

2019 2018
996,446 1,769,134
23,454 39,548
584 440
82,501 26,765
1,574,549 749,974
773,472 620,922
180,491 102,454
14,377,014 13,617,247
190,060 199,170
13,840 9,183
11,635 8,758
120,150 91,683
112,583 92,863
29,305 29,305
28,342 1,181
66,118 70,731
22,839 23,747
645 26,922
17,640,496 16,659,935
24,750 39,335
59,833 15,226
551,967 1,192,015
11,951,017 11,130,637
200,143 200,181
3,120,695 2,332,253
4,580 1,499

- 10,724

13,625 24,723
100,889 99,389
16,027,499 15,045,982
430,819 430,819
13,719 13,719
88,986 88,986
1,057,794 1,052,943
21,679 27,486
1,612,997 1,613,953
17,640,496 16,659,935

The accompanying notes on pages 46 to 234 form an integral part of these financial statements.



Consolidated statement of profit or loss
and other comprehensive income for the year
ended 31 December 2019 (In thousands of euro)

Note 2019 2018
Interest income calculated using the effective interest method 381,148 409,093
Other interest income 6,775 7,419
Interest and similar expense (47,751) (49,699)
Net interest income 25 340,172 366,813
Fee and commission income 157,796 157,689
Fee and commission expense (30,116) (29,751)
Net fee and commission income 26 127,680 127,938
Net trading result 27 (7,513) 39,774
Other operating income 28 8,591 6,359
Other operating expenses 29 (19,835) (16,092)
Special levy of selected financial institutions 30 (29,695) (26,286)
Salaries and employee benefits 31 (125,349) (129,223)
Other administrative expenses 32 (78,302) (85,793)
Amortisation 15 (12,654) (12,448)
Depreciation 14 (14,286) (10,808)
Profit before provisions, impairment and tax 188,809 260,234
Provisions 22,33 4,927 (340)
Impairment losses 21,34 (39,051) (61,397)
Net (loss)/gain arising from the derecognition of financial assets 34
at amortised cost (4,883) 3,525
149,802 202,022
Share of the profit or loss of investments in joint ventures 4368 2131
and associates accounted for using the equity method : :
Profit before tax 154,170 204,153
Income tax expense 35 (34,099) (43,835)
NET PROFIT FOR THE YEAR 120,071 160,318
Other comprehensive income for the year, after tax: 36, 37
Items that shall not be reclassified to profit or loss in the future:
Change in value of financial assets at fair value through other
S I 2,676 537
comprehensive income (equity instruments)
Reversal of deferred income tax on disposed property and equipment 2,101 -
Net revaluation gain from property and equipment 10 2
4,787 539

Items that may be reclassified to profit or loss in the future:
Change in value of cash flow hedges 6 (544
Change in value of financial assets at fair value through other

)

comprehensive income (debt instruments) (1,329) (39,760)
Exchange difference on translation of foreign operations 343 (316)
(980) (40,620)

Other comprehensive income for the year, net of tax 3,807 (40,081)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 123,878 120,237

The accompanying notes on pages 46 to 234 form an integral part of these financial statements.




Consolidated statement of changes in equity
for the year ended 31 December 2019

(In thousands of euro)

At 1 January 2019

Total comprehensive
income for the
year, net of tax

Gain on disposal
of property and
equipment

Losses on the sale of
shares at FVOC|

Transfers

Transactions
with owners,
recorded directly
in equity
Dividends to
shareholders

Reversal of dividends
distributed but not
collected

At 31 December
2019

Legal Financial UELEES
Share Share 9 Retained  Buildings Cash flow tion of
capital remium reserve earnings  and land assets at hedges foreign 15z
P P fund 9 FVOCI 9 9
operation
430,819 13,719 88,986 1,052,943 21,967 5,569 (6) (44) 1,613,953
- - - 120,071 2,111 1,347 6 343 123,878
- - - 10,005 (10,005) - - - -
- - - (360) - 360 - - -
- - - (31) - - - 31 -
- - - (125,049) - - - - (125,049)
- - - 215 - - - - 215
- - - (124,834) - - - - (124,834)
430,819 13,719 88,986 1,057,794 14,073 7,276 - 330 1,612,997

(Table continues on the next page)

The accompanying notes on pages 46 to 234 form an integral part of these financial statements.



Consolidated statement of changes in equity
for the year ended 31 December 2019

(In thousands of euro)

(continued)

Legal Financial UELEES
Share Share 9 Retained  Buildings Cash flow tion of
capital remium reserve earnings  and land assets at hedges foreign 15z
P P fund 9 FVOCI 9 9
operation
At 1 January 2018 430,819 13,719 100,054 1,025,072 21,966 44,792 538 272 1,637,232
Total comprehensive
income for the - - - 160,318 2 (39,223) (544) (316) 120,237
year, net of tax
Transfers - - (11,068) 11,068 - - - - -
Exchange difference - - - 328 (1) - - - 327
Transactions
with owners,
recorded directly
in equity
Dividends to
shareholders - - - (144,025) - - - - (144,025)
Reversal of dividends
distributed but not - - - 182 - - - - 182
collected
- - - (143,843) - - - - (143,843)
At 31 December 430,819 13,719 88986 1,052,943 21,967 5,569 ©) (44) 1,613,953

2018

The accompanying notes on pages 46 to 234 form an integral part of these financial statements.




Consolidated statement of cash flows
for the year ended 31 December 2019

(In thousands of euro)

Cash flows from operating activities:
Profit before tax
Adjustments for:

Interest income

Interest expense

Gain from sale/revaluation of financial assets at fair value through other
comprehensive income

Gain on sale of intangible assets and property and equipment
Loss/(gain) from revaluation of debt securities in issue
Amortisation

Depreciation

Impairment losses and similar charges

Share of the profit or loss of investments in joint ventures and associates
accounted for using the equity method and related items

Exchange difference on translation of foreign operations
Interest received
Interest paid
Tax paid
Decrease/(increase) in financial assets at fair value through profit or loss
Increase in derivatives — hedge accounting (assets)
Financial assets at amortised cost:
Increase in due from other banks
Increase in due from customers

Increase in fair value changes of the hedged items in portfolio hedge of
interest rate risk (assets)

Increase in other assets
(Decrease)/increase in financial liabilities at fair value through profit or loss
Increase in derivatives — hedge accounting (liabilities)
Financial liabilities measured at amortised cost:
(Decrease)/increase in due to banks
Increase in due to customers

Increase in fair value changes of the hedged items in portfolio hedge of
interest rate risk (liabilities)

(Decrease)/increase in provisions

Increase in other liabilities

Net cash (used in)/from operating activities

Cash flows from investing activities:

Purchase of financial assets at fair value through other comprehensive income

Disposal of financial assets at fair value through other comprehensive income

Repayments of financial assets at fair value through other comprehensive
income

Purchase of intangible assets and property and equipment

Disposal of intangible assets and property and equipment

Net cash (used in)/from investing activities

(Table continues on the next page)

Note 2019 2018
154,170 204,153

26 (387,923) (416,512)
26 47,751 49,699
(26,474) (624)

30 (838) (244)
51,065 (12,256)

15 12,654 12,448
14 14,286 10,808
34, 35 72,961 84,264
(2,877) 214

37,38 343 (316)
394,894 425,986

(51,832) (47,779)

(65,270) (43,000)

15,976 (8,714)

(55,736) (2,400)

(76,267) (37,041)

(838,332) (1,742,034)

(4,657) (11,616)

(132) (856)

(14,585) 1,793

44,607 584

(640,606) 424,052

799,966 1,191,443

3,081 1,469

(5,843) 1,485

1,715 3,654

(557,903) 88,660

(1,516,232) (220,000)

400,943 244,393

311,355 150,000

(55,432) (41,158)

21,816 6,500

(837,550) 139,735

The accompanying notes on pages 46 to 234 form an integral part of these financial statements.



Consolidated statement

of cash flows

for the year ended 31 December 2019

(In thousands of euro)

(continued)

Cash flows from financing activities:
Proceeds from issue of debt securities
Repayments of debt securities in issue
Proceeds from lease liabilities
Repayments of lease liabilities
Dividends paid

Net cash from/(used in) financing activities
Net change in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at 31 December

The accompanying notes on pages 46 to 234 form an

Note 2019 2018
1,000,000 300,000

(258,035) (235,545)

11,965 -

(6,116) -

(125,049) (144,025)

622,765 (79,570)

(772,688) 148,825

7 1,769,134 1,620,309

7 996,446 1,769,134

integral part of these financial statements.
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1. Basis of preparation

1.1. Reporting entity — general information

Vseobecnd Uverova banka, a. s. (‘the Bank’ or ‘VUB’) provides retail and commercial banking services. The
Bank is domiciled in the Slovak Republic with its registered office at Mlynské nivy 1, 829 90 Bratislava 25 and
has the identification number (ICO) 313 20 155 and the tax identification number (DIC) 2020411811.

At 31 December 2019, the VUB Group had a network of 203 points of sale (including Retail Branches, Cor-
porate Branches and Mortgage centres) located throughout Slovakia (31 December 2018: 212). The VUB
Group also has one branch in the Czech Republic (31 December 2018: 1).

The Bank's ultimate parent company is Intesa Sanpaolo S.p.A. (ISP’ or ‘the Parent Company’), which is a jo-
int-stock company and which is incorporated and domiciled in Italy. The consolidated financial statements of
the company are available at the address of its registered office at Piazza San Carlo 156, 10121 Torino, Italy.

At 31 December 2019, the members of the Management Board are Alexander Resch (Chairman), Antonio
Bergalio, Peter Magala, Martin Techman, Roberto Vercelli and Andrej Vicenik.

Another member of the Management Board was Peter Novék (until 30 June 2019).
At 31 December 2019, the members of the Supervisory Board are Ignacio Jaquotot (Chairman), Elena Ko-
hutikova (Vice Chairman), Marco Fabris (from 2 May 2019), Peter Gutten (from 19 December 2019), Paolo

Sarcinelli, Christian Schaack and Roébert Szabo.

Another member of the Supervisory Board were Luca Finazzi (until 15 April 2019) and Andrej Straka (until
10 December 2019).

1.1. The VUB Group
The consolidated financial statements comprise the Bank and its subsidiaries (together referred to as ‘the

VUB Group’ or ‘the Group’) and the Group’s interest in associates and joint ventures. All entities are incor-
porated in the Slovak Republic.

Share Share
December December Principal business activity
2019 2018
Subsidiaries
VUB Leasing, a. s. ('VUB Leasing’) 100% 100% Finance and operating leasing
CONSUMER FINANCE HOLDING o . .
CESKA REPUBLIKA, a. s. (‘CFH CZ") - 100% Consumer finance business
Joint ventures
VUB Generalid. s. s., a. s. (‘"VUB Generali’) 50% 50% Pension fund administration
Associates
Slovak Banking Credit Bureau, s. r. 0. ('SBCB’) 33.33% 33.33% Credit database administration

The VUB Group's ultimate parent company is Intesa Sanpaolo S.p.A. (ISP’ or ‘the Parent Company’), which
is a joint-stock company and is incorporated and domiciled in Italy. The consolidated financial statements of
the company are available at the address of its registered office at Piazza San Carlo 156, 10121 Torino, Italy.

On 1 October 2019 become effective the cross-border merger of CONSUMER FINANCE HOLDING CESKA RE-
PUBLIKA, a. s. registered in Czech republic as the merging company into the Bank as the successor company.
The merging entity shall be wound up without liquidation. The decisive accounting date is 1 January 2019.
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1.3. Basis of accounting

The consolidated financial statements of the VUB Group (‘the financial statements’) have been prepared in
accordance with International Financial Reporting Standards ('IFRS’) issued by the International Accounting
Standards Board ('IASB’) and with interpretations issued by the International Financial Reporting Interpreta-
tions Committee of the IASB ('IFRIC’) as approved by the European Union Commission in accordance with
the Regulation of European Parliament and the Council of European Union and in accordance with the Act
No. 431/2002.

The consolidated financial statements of the VUB Group for the year ended 31 December 2018 were autho-
rised for issue by the Management Board on 22 February 2019.

The separate financial statements of the Bank for the year ended 31 December 2019 were issued on
21 February 2020 and are available at the registered office of the Bank.

The financial statements have been prepared under the historical cost convention, as modified by the re-
valuation of financial assets and liabilities at fair value though profit or loss, financial assets at fair value
through other comprehensive income, derivatives — hedge accounting, buildings and land in property and
equipment under revaluation model to fair value and in the case of the financial assets or financial liabilities
designated as hedged items in qualifying fair value hedge relationships modified by the changes in fair va-
lue attributable to the risk being hedged.

The financial statements were prepared using the going concern assumption that the VUB Group will con-
tinue in operation for the foreseeable future.

1.4. Basis of consolidation
(a) Subsidiaries

Subsidiaries are entities controlled by the Bank. Control exists when the Bank has the power over the inves-
tee and has the exposure or rights to variable returns from its involvement with the investee and the ability
to use its power over the investee to affect the amount of these returns. The financial statements of subsi-
diaries are included in the consolidated financial statements from the date at which effective control com-
mences until the date at which control ceases.

The financial statements of the Bank and its subsidiaries are combined on a line-by-line basis by adding to-
gether like items of assets, liabilities, equity, income and expenses. Intra-group balances, transactions and
resulting profits are eliminated in full.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the VUB Group.
The cost of an acquisition is measured as the fair value of the assets acquired, equity instruments issued
and liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the acquisi-
tion. Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination
are measured initially at their fair values at the acquisition date, irrespective of the extent of any non-con-
trolling interest.

The excess of the cost of the acquisition over the fair value of the VUB Group’s share of the identifiable net
assets acquired is recognised as goodwill.

(b) Associates

Associates are entities, in which the VUB Group has significant influence, but not control, over the financial
and operating policies. The financial statements include the Group’s share of the total recognised gains and
losses of associates on an equity accounted basis, from the date that significant influence commences until
the date that significant influence ceases.
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(c) Joint ventures

A joint venture is a joint arrangement whereby the parties that have joint control of the arrangement have
rights to the net assets of the arrangement. The financial statements include the VUB Group’s share of the
total recognised gains and losses of joint ventures on an equity accounted basis, from the date that joint
control commences until the date that joint control ceases.

To determine the nature of interest in another entity an assessment of the control indicators described abo-
ve is performed by the management of the VUB Group, applying certain level of judgement.

1.5. Functional and presentation currency

The financial statements are presented in thousands of euro (‘€’), unless indicated otherwise. Euro is the
functional currency of the VUB Group.

Negative balances are presented in brackets.
1.6. Use of judgements and estimates

In preparing the financial statements, management has made judgements, estimates and assumptions that
affect the application of the VUB Group’s accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are re-
cognised prospectively.

1.6.1. Judgements

Information about judgements made in applying accounting policies that have the most significant effects
on the amounts recognised in the financial statements is included in the following notes. The most signifi-
cant judgements relate to the classification of financial instruments.

— Classification of financial instruments: assessment of the business model within which the assets are
held and assessment of whether the contractual terms of the financial asset are solely payments of prin-
cipal and interest ('SPPI') on the principal amount outstanding. (note 3.4.2)

— Establishing the criteria for determining whether credit risk on the financial asset has increased signifi-
cantly since initial recognition, determining methodology for incorporating forward-looking information
into measurement of expected credit loss ("ECL’) and selection and approval of models used to measure
ECL. (note 4.1.2)

1.6.2. Assumptions and estimation uncertainties

Information about assumptions and estimation uncertainties that have a significant risk of resulting in a ma-
terial adjustment is included in the following notes.

Estimates are used for, but not limited to: fair values of financial instruments, fair value of buildings and
land under the revaluation model, impairment losses on due from other banks and due from customers,
provisions for off-balance sheet risks, useful lives and residual values of tangible and intangible assets, im-
pairment losses on tangible and intangible assets, valuation of lease liabilities and right-of-use assets, liabi-
lities from employee benefits, provisions for legal claims and deferred tax assets.

— Determination of the fair value of financial instruments with significant unobservable inputs. (note 5)
Where the fair values of financial assets and financial liabilities recorded on the statement of financial
position cannot be derived from active markets, they are determined using a variety of valuation tech-
niques which include the use of mathematical models. The inputs to these models is taken from ob-
servable markets where possible, but where this is not feasible, a degree of judgement is required in
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establishing fair values. The judgements include considerations of liquidity and model inputs such as cor-
relation and volatility for longer dated financial instruments.

Impairment of financial instruments: determining inputs into the ECL measurement model, including in-
corporation of forward-looking information. (note 4.1.2)

The VUB Group reviews its loans and advances at each reporting date to assess whether any individually
assessed impairment loss should be recorded in the statement of profit or loss. In particular, judgement
by management is required in the estimation of the amount and timing of future cash flows when de-
termining the level of impairment loss required. Such estimates are based on assumptions about a num-
ber of factors and actual results may differ, resulting in future changes to the individually assessed im-
pairment losses.

Valuation of lease liabilities (note 11.4) and right-of-use assets (note 14)

The application of Financial Reporting Standard 16 Leases ('IFRS 16’) requires the VUB Group to make
judgments that affect the valuation of the lease liabilities and the valuation of right-of-use assets (note
3.16). These include: determining contracts in scope of IFRS 16, determining the contract term and de-
termining the interest rate used for discounting of future cash flows.

The lease term determined by the VUB Group generally comprises non-cancellable period of lease con-
tracts, periods covered by an option to extend the lease if the VUB Group is reasonably certain to exer-
cise that option and periods covered by an option to terminate the lease if the VUB Group is reasona-
bly certain not to exercise that option. The same term is applied as economic useful life of right-of-use
assets.

For contracts relating to branch and office premises, the VUB Group has concluded that there are a num-
ber of scenarios where the VUB Group might elect not to exercise the extension options. Therefore, the
IFRS 16 criterion of being reasonably certain to exercise the extension options is not fulfilled. The periods
covered by a potential use of an option to extend the lease were excluded from the lease term.

For leases of branch and office premises with indefinite term the VUB Group previously estimated the
length of the contract to be equal to notice period which was usually three months. The VUB Group has
reassessed its estimation of the non-cancellable period of such types of leases to be five years. The abo-
ve described changes were considered as change in estimate and were applied prospectively and resul-
ted in an increase of the lease liabilities balance of approximately 278% compared to non-cancellable
leases reported under IAS 17. The VUB Group will continue to monitor these assumptions in the future
as a result of a review of the industry practice and the evolution of the accounting interpretations in re-
lation to estimation of the lease terms among peer financial entities and make adjustments, if necessary.

The present value of the lease payment is determined using the discount rate representing the rate of in-
terest rate swap applicable for currency of the lease contract and for similar tenor, corrected by the ave-
rage credit spread of entities with rating similar to the VUB Group’s rating, observed in the period when
the lease contract commences or is modified.

Recognition and measurement of legal claims: key assumptions about the likelihood and magnitude of
an outflow of resources.

Recognition of deferred tax assets: availability of future taxable profit against which deferred tax assets
can be used.

Impairment testing for cash generating units containing goodwill: key assumptions underlying recove-
rable amounts.
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2. Changes in accounting policies

The VUB Group has initially adopted IFRS 16 from 1 January 2019.

A number of other new standards are also effective from 1 January 2019 but they do not have a material
effect on the financial statements.

Due to the transition method chosen by the VUB Group in applying IFRS 16, comparative information
throughout the financial statements has not been restated to reflect its requirements.

Except for the changes below, the VUB Group has consistently applied the accounting policies as set out in
Note 3 to all periods presented in the financial statements.

2.1. Adoption of IFRS 16

IFRS 16 supersedes International Accounting Standard 17 Leases ('lAS 17') and related interpretations. The
Standard eliminates the current dual accounting model for lessees and instead requires companies to bring
most leases on-balance sheet under a single model, eliminating the distinction between operating and fi-
nance leases.

Under IFRS 16, a contract is, or contains, a lease if it conveys the right to control the use of an identified as-
set for a period of time in exchange for consideration. For such contracts, the new model requires a lessee
to recognise a right-of-use asset and a lease liability. The right-of-use asset is depreciated and the liability
accrues interest. This will result in a front-loaded pattern of expense for most leases, even when the lessee
pays constant annual rentals.

The new Standard introduces a number of limited scope exceptions for lessees which include:
— Leases with a lease term of 12 months or less and containing no purchase options;
— Leases where the underlying asset has a low value (‘small-ticket’ leases).

Lessor accounting, however, shall remain largely unchanged and the distinction between operating and fi-
nance leases will be retained.

Leases in which the VUB Group is a lessee

The new Standard, when initially applied, had a significant impact on the financial statements, since it
requires the VUB Group to recognise in its statement of financial position assets and liabilities relating to
operating leases for which the VUB Group acts as a lessee.

The VUB Group recognises new assets as Property and equipment (note 3.12) and liabilities as Financial lia-
bilities at amortised cost (note 3.7.2) in the statement of financial position for its operating leases in respect
of branch and office premises, lands under automated teller machines ('ATMs’) and fleet of cars. The natu-
re and expenses related to those leases was changed because the VUB Group will recognise a depreciation
charge for right-of-use assets as Depreciation and interest expense on the lease liabilities as Interest and si-
milar expense (note 3.21) in the statement of profit or loss.

Previously, the VUB Group recognised operating lease expenses on a straight-line basis over the time of the
lease, and recognised assets and liabilities only to the extent that there was a timing difference between the
actual lease payments and the expense being recognised.

In addition the VUB Group will no longer recognise provisions for operating leases that it assesses to be
onerous. Instead, the VUB Group will include payments due under the lease in lease liability.

The VUB Group recognised lease liability along with right-of-use asset in amount of € 14,584 thousand as
at 1 January 2019.
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As at 31 December 2018 the VUB Group disclosed minimum lease payments under non-cancellable leases
in amount of € nill thousand. Under this approach the VUB Group considered leases with undetermined
contractual maturity only for the duration of the cancellation period which was generally three months.

As for the fleet of cars, which represent € 14 thousand of the abovementioned lease liability, the VUB
Group will use rates implicit in the contracts. The average rate of these contracts is 4.35%. The cars are ge-
nerally used for five years and the fleet is being renewed according to the needs of the VUB Group.

As for the Banks branch and office premises and lands under ATMs, which represent an amount of
€ 14,570 thousand of the abovementioned lease liability, the VUB Group will use incremental borrowing
rates as at 1 January 2019. The average rate of these contracts is 0.51%. The management has made jud-
gement to rent premises and lands with no contractual maturity for five years with regard to ongoing ratio-
nalisation of Bank's retail branch network.

The adoption of IFRS 16 had no material impact on risk-weighted assets ('RWA') and capital adequacy.
Transition to IFRS 16

The VUB Group applied IFRS 16 initially on 1 January 2019 using the modified retrospective approach. The-
refore no adjustment to the opening balance of retained earnings at 1 January 2019 was recognised, with
no restatement of comparative information.

In the transition the VUB Group applied the practical expedient to grandfather the definition of lease on
transition. This means that it applied IFRS 16 to all contracts entered into before 1 January 2019 and iden-
tified as leases in accordance with IAS 17 and IFRIC 4 Determining whether an arrangement contains a lea-
se. The VUB Group also used practical expedient regarding operating leases for which the lease term ends
within 12 months of the date of initial application and treated such leases as short-term leases.

The explanation of differences between minimum lease payment for operating lease according to IAS
17 and lease liabilities recognised in the statement of financial position at the date of initial application:

€000 1 Jan;g;g
Minimum lease payment for operating lease according to IAS 17 -
Change from three months non-cancellable period to useful life of right of use 15,596
Leases with a lease term of 12 months or less (short-term leases) (735)
Gross lease liabilities 14,861
Discounting (277)

Total lease liabilities according to IFRS 16 14,584
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2.2. Changes in presentation

The VUB Group created the new item ‘Cash and cash equivalents’ in the statement of financial position in
line with the same item in the statement of cash flows. The receivables from the Single Resolution Fund
were transferred from the item ‘Cash, balances at central banks’ to the item ‘Due from customer’ to the
sector Public Administration, in order to comply with the National Bank of Slovakia ('NBS’) Sector Manual.
The comparatives were restated.

€000 Note 2018 Changes ReSt;;‘:g
Cash and cash equivalents 7 - 1,769,134 1,769,134
Cash, balances at central banks 1,747,562 (1,747,562) -
Financial assets at amortised cost:
Due from other banks 1M1 126,896 (24,442) 102,454
Due from customers 11.2 13,614,377 2,870 13,617,247

‘Interest and similar income’ in the statement of profit or loss and other comprehensive income was divided
into two new line items ‘Interest income calculated using the effective interest method’ and ‘Other interest
income’. Interest income from financial assets held for trading was transferred from ‘Net trading result’ to
‘Other interest income’. Interest income on finance leases was transferred from ‘Interest and similar income’
to ‘Other interest income’. The comparatives were restated.

) Restated
€'000 Note 2018 Changes 2018
Interest and similar income 416,398 (416,398) -
Interest income calculated using the effective 75 B 409,093 409,093

interest method
Other interest income 25 - 7,419 7,419
Net trading result 27 39,888 (114) 39,774
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2.3. Standards and interpretations relevant to VUB Group’s operations issued
but not yet effective

Standards issued but not yet effective or not yet adopted by the European Union up to the date of issuance
of the VUB Group’s financial statements are listed below. This listing of standards and amendments to stan-
dards issued are those that the VUB Group reasonably expects to have an impact on disclosures, financial
position or performance when applied at a future date. The VUB Group intends to adopt these standards
when they become effective.

Amendments to IFRS 3 Business Combinations
Effective for annual periods beginning on or after 1 January 2020.

The amendments narrowed and clarified the definition of a business. They also permit a simplified asses-
sment of whether an acquired set of activities and assets is a group of assets rather than a business.

The VUB Group does not expect the amendments to have a material impact on its financial statements
when initially applied.

Amendments to IFRS 9 Financial Instruments, IAS 39 Financial instruments: recognition and mea-
surement and IFRS 7 Financial instruments: disclosures

Interest Rate Benchmark Reform ('IBOR reform’)
Effective from 1 January 2020. Early application is permitted.

The amendments address issues affecting financial reporting in the period leading up to the IBOR reform,
are mandatory and apply to all hedging relationships directly affected by uncertainties related to the IBOR
reform.

All companies with hedges affected by the IBOR reform are required to:

— assume that the interest rate benchmark on which hedged cash flows are based is not altered as a result
of the IBOR reform when assessing whether the future cash flows are highly probable. Also, for disconti-
nued hedging relationships, the same assumption is applied for determining whether the hedged future
cash flows are expected to occur.

— assess whether the economic relationship between the hedged item and the hedging instrument exists
based on the assumptions that the interest rate benchmark on which the hedged item and the hedging
instrument are based is not altered as a result of the IBOR reform.

— not discontinue a hedging relationship during the period of uncertainty arising from the IBOR reform so-
lely because the actual results of the hedge are outside the range of 80 — 125 per cent.

— apply the separately identifiable requirement only at the inception of the hedging relationship. A similar
exception is also provided for redesignation of hedged items in hedges where dedesignation and rede-
signation take place frequently — e.g. macro hedges.

The VUB Group does not expect the amendments to have a material impact on its financial statements
when initially applied. (note 4.5)

Other standards

The following standards and amendments to standards are not expected to have a significant impact on the

VUB Group'’s financial statements:

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

— Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 Investments in Associates and
Joint Ventures; Sale or contribution of assets between an investor and its associate or joint venture (The
European Commission decided to defer the endorsement indefinitely);

— IFRS 17 Insurance Contracts (Effective for annual periods beginning on or after 1 January 2021; to be
applied prospectively; Early application is permitted).
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3. Significant accounting policies
3.1. Foreign currency transactions

Transactions in foreign currencies are translated into the euro at the official European Central Bank ("ECB’)
spot exchange rate at the date of the transactions.

Monetary assets and liabilities denominated in foreign currencies are translated into euro at the official ECB
spot exchange rate at the reporting date. The foreign currency gain or loss on monetary items is the di-
fference between the amortised cost in the functional currency at the beginning of the year, adjusted for
effective interest and payments during the year, and the amortised cost in the foreign currency translated at
the spot exchange rate at the end of the year.

Non-monetary assets and liabilities that are measured at fair value in a foreign currency are translated into
euro at the official ECB spot exchange rate at the date on which the fair value is determined. Non-monetary
items that are measured based on historical cost in a foreign currency are translated using the official ECB
spot exchange rate at the date of the transaction.

The foreign currency gain or loss is the difference between the contractual exchange rate of a transaction
and the official ECB exchange rate at the date of the transaction. Foreign currency gain or loss is included
in ‘Net trading result’, as well as gains or losses arising from movements in exchange rates after the date of
the transaction.

Foreign currency differences arising on translation are generally recognised in profit or loss. However, fo-

reign currency differences arising from the translation of the following items are recognised in other com-

prehensive income ("OCI"):

— qualifying cash flow hedges to the extent that the hedge is effective; and

— equity investments in respect of which an election has been made to present subsequent changes in fair
value in OCI.

3.2. Foreign operations

The financial statements include foreign operations in the Czech Republic. The assets and liabilities of fo-
reign operations are translated into euro at the spot exchange rate at the reporting date. The income and
expenses of foreign operations are translated to euro at rates approximating the foreign exchange rates at
the dates of the transactions.

Foreign currency differences arising on these translations are recognised in OCl, and accumulated in the fo-
reign currency translation reserve (‘Translation of foreign operation’ reserve).

3.3. Cash and cash equivalents

‘Cash and cash equivalents’ include notes and coins on hand, balances held with central banks, including
compulsory minimum reserves, and highly liquid financial assets with original maturities of three months or
less from the date of acquisition that are subject to an insignificant risk of changes in their fair value, and
are used by the VUB Group in the management of its short-term commitments.

‘Cash and cash equivalents’ are carried at amortised cost in the statement of financial position (note 7).
3.4. Financial assets and financial liabilities

3.4.1. Recognition and initial measurement

The VUB Group initially recognises loans and advances (e.g. ‘Due from other banks’, ‘Due from customers’),
deposits (e.g. ‘Due to banks’, ‘Due to customers’), debt securities issued and subordinated debt on the date
on which they are originated. All other financial instruments (including regular-way purchases and sales

of financial assets) are recognised on the trade date, which is the date on which the VUB Group becomes
a party to the contractual provisions of the instrument.
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A financial asset or financial liability is measured initially at fair value plus, for an item not at fair value through
profit or loss, transaction costs that are directly attributable to its acquisition or issue.

3.4.2. Classification

On initial recognition, a financial asset is classified as measured at:
— Amortised cost ('AC’),

— Fair value through other comprehensive income ('FVOCI’), or
— Fair value through profit or loss (‘"FVTPL').

A financial asset is measured at AC, if it meets both of the following conditions and is not designated as at

FVTPL:

— The asset is held within a business model whose objective is to hold assets to collect contractual cash
flows; and

— The contractual terms of the financial asset give rise on specified dates to cash flows that are SPPI.

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not desig-

nated as at FVTPL:

— The asset is held within a business model whose objective is achieved by both collecting contractual cash
flows and selling financial assets; and

— The contractual terms of the financial asset give rise on specified dates to cash flows that are SPPI.

On initial recognition of an equity investment that is not held for trading, the VUB Group may irrevo-
cably elect to present subsequent changes in fair value in OCI (note 3.6.2). This election is made on an in-
vestment-by-investment basis.

All other financial assets are classified as measured at FVTPL.

In addition, on initial recognition, the VUB Group may irrevocably designate a financial asset that otherwise
meets the requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates or
significantly reduces an accounting mismatch that would otherwise arise (note 3.4.7).

Business model assessment

The VUB Group uses the following business models:
— Hold to collect,

— Hold to collect and sell,

— Held for trading/Other.

The VUB Group makes an assessment of the objective of a business model in which an asset is held at

a portfolio level because this best reflects the way the business is managed and information is provided to

management. The information considered includes:

— The stated policies and objectives for the portfolio and the operation of those policies in practice. In par-
ticular, whether management’s strategy focuses on earning contractual interest revenue, maintaining
a particular interest rate profile, matching the duration of the financial assets to the duration of the lia-
bilities that are funding those assets or realising cash flows through the sale of the assets;

— How the performance of the portfolio is evaluated and reported to the Bank’s management;

— The risks that affect the performance of the business model (and the financial assets held within that bu-
siness model) and its strategy for how those risks are managed;

— How managers of the business are compensated (e.g. whether compensation is based on the fair value
of the assets managed or the contractual cash flows collected); and

— The frequency, volume and timing of sales, in prior periods, the reasons for such sales and its expecta-
tions about future sales activity. However, information about sales activity is not considered in isolation,
but as part of an overall assessment of how the VUB Group states objective for managing the financial
assets is achieved and how cash flows are realised.

Financial assets that are held for trading or managed and whose performance is evaluated on a fair value
basis are measured at FVTPL because they are neither held to collect contractual cash flows nor held both
to collect contractual cash flows and to sell financial assets.
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Assessment of whether contractual cash flows are SPPI

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on initial
recognition. ‘Interest’ is defined as consideration for the time value of money and for the credit risk asso-
ciated with the principal amount outstanding during a particular period of time and for other basic lending
risks and costs (e.qg. liquidity risk and administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are SPPI, the VUB Group considers the contractual terms of
the instrument. This includes assessing whether the financial asset contains a contractual term that could
change the timing or amount of contractual cash flows such that it would not meet this condition. In ma-
king the assessment, the VUB Group considers:

— Contingent events that would change the amount and timing of cash flows;

— Leverage features;

— Prepayment and extension terms;

— Terms that limit the VUB Group’s claim to cash flows from specified assets (e.g. non-recourse loans); and
— Features that modify consideration of the time value of money (e.g. periodical reset of interest rates).

The VUB Group holds a portfolio of long-term fixed-rate loans for which the VUB Group has the option to
propose to revise the interest rate at periodic reset dates. These reset rights are limited to the market rate at
the time of revision. The borrowers have an option to either accept the revised rate or redeem the loan at
par without penalty. The VUB Group has determined that the contractual cash flows of these loans are SPPI
because the option varies the interest rate in a way that is consideration for the time value of money, credit
risk, other basic lending risks and costs associated with the principal amount outstanding.

The VUB Group classifies its financial liabilities, other than financial guarantees and loan commitments, as
measured at amortised cost or FVTPL.

Reclassifications

Financial assets are not reclassified subsequent to their initial recognition, except in the period after the VUB
Group changes its business model for managing financial assets. Financial liabilities are never reclassified.

3.4.3. Subsequent measurement

After initial recognition, the VUB Group measures financial assets and financial liabilities in accordance to
the classification at fair value through profit or loss (note 3.5), fair value through other comprehensive inco-
me (note 3.6) or at amortised cost (note 3.7).

3.4.4. Derecognition
Derecognition due to substantial modification of terms and conditions

The VUB Group derecognises a financial asset, such as a loan to a customer, when the terms and condi-
tions have been renegotiated to the extent that, substantially, it becomes a new loan, with the difference
recognised as a derecognition gain or loss, to the extent that an impairment loss has not already been recor-
ded. When assessing whether or not to derecognise a loan to a customer, amongst others, the VUB Group
considers the factors such as change in currency of the loan, introduction of an equity feature, change in
counterparty, whether the modification is such that the instrument would no longer meet the SPPI criterion.

Where an existing financial liability is replaced by another from the same lender on substantially different ter-
ms, or the terms of an existing liability are substantially modified, such an exchange or modification is treated
as a derecognition of the original liability and the recognition of a new liability. The difference between the
carrying value of the original financial liability and the consideration paid is recognised in profit or loss.

Derecognition other than due to substantial modification

The VUB Group derecognises a financial asset when the contractual rights to the cash flows from the fi-
nancial asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in which
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substantially all of the risks and rewards of ownership of the financial asset are transferred or in which the
VUB Group neither transfers nor retains substantially all of the risks and rewards of ownership and it does
not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the car-
rying amount allocated to the portion of the asset derecognised) and the sum of (i) the consideration re-
ceived (including any new asset obtained less any new liability assumed) and (ii) any cumulative gain or loss
that had been recognised in OCl is recognised in profit or loss.

Any cumulative gain or loss recognised in OCI in respect of equity investment securities designated as at
FVOCI is not recognised in profit or loss on derecognition of such securities, as explained above. Any in-
terest in transferred financial assets that qualify for derecognition that is created or retained by the VUB
Group is recognised as a separate asset or liability.

The VUB Group enters into transactions whereby it transfers assets recognised on its statement of financial
position, but retains either all or substantially all of the risks and rewards of the transferred assets or a por-
tion of them. In such cases, the transferred assets are not derecognised. Examples of such transactions are
securities lending and sale-and-repurchase transactions. (note 3.8)

In transactions in which the VUB Group neither retains nor transfers substantially all of the risks and rewards
of ownership of a financial asset and it retains control over the asset, the VUB Group continues to recogni-
se the asset to the extent of its continuing involvement, determined by the extent to which it is exposed to
changes in the value of the transferred asset.

The VUB Group derecognises a financial liability when its contractual obligations are discharged or cancel-
led, or expire.

3.4.5. Modifications

If the terms of a financial asset are modified, then the VUB Group evaluates whether the cash flows of the
modified asset are substantially different.

If the cash flows are substantially different, then the contractual rights to cash flows from the original fi-
nancial asset are deemed to have expired. In this case, the original financial asset is derecognised (see abo-
ve under Derecognition other than due to substantial modification) and a new financial asset is recognised
at fair value plus any eligible transaction costs. Any fees received as part of the modification are accounted
for as follows:

— Fees that are considered in determining the fair value of the new asset and fees that represent reimbur-

sement of eligible transaction costs are included in the initial measurement of the asset;
— Other fees are included in profit or loss as part of the gain or loss on derecognition.

If cash flows are modified when the borrower is in financial difficulties, then the objective of the modification
is usually to maximise recovery of the original contractual terms rather than to originate a new asset with sub-
stantially different terms. If the VUB Group plans to modify a financial asset in a way that would result in for-
giveness of cash flows, then it first considers whether a portion of the asset should be written off before the
modification takes place (see below for write-off policy, note 4.1.5). This approach impacts the result of the
guantitative evaluation and means that the derecognition criteria are not usually met in such cases.

If the modification of a financial asset measured at amortised cost or FVOCI does not result in derecognition
of the financial asset, then the VUB Group first recalculates the gross carrying amount of the financial asset
using the original effective interest rate of the asset and recognises the resulting adjustment as a modifica-
tion gain or loss in profit or loss. For floating-rate as well as fixed-rate financial assets, the original effecti-
ve interest rate used to calculate the modification gain or loss is adjusted to reflect current market terms at
the time of the modification. Any costs or fees incurred and fees received as part of the modification adjust
the gross carrying amount of the modified financial asset and are amortised over the remaining term of the
modified financial asset.

If such a modification is carried out because of financial difficulties of the borrower (note 4.1.2), then the
gain or loss is presented together with impairment losses.
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3.4.6. Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the statement of finan-
cial position when, and only when, the VUB Group currently has a legally enforceable right to set off the
amounts and it intends either to settle them on a net basis or to realise the asset and settle the liability si-
multaneously.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and losses
arising from a group of similar transactions such as in the VUB Group's trading activity.

3.4.7. Fair value measurement

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability in an orderly tran-
saction between market participants at the measurement date in the principal or, in its absence, the most
advantageous market to which the VUB Group has access at that date. The fair value of a liability reflects
its non-performance risk.

When one is available, the VUB Group measures the fair value of an instrument using the quoted price in
an active market for that instrument. A market is regarded as ‘active’ if transactions for the asset or liability
take place with sufficient frequency and volume to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the VUB Group uses valuation techniques that maximise
the use of relevant observable inputs and minimise the use of unobservable inputs. The chosen valuation tech-
nique incorporates all of the factors that market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument on initial recognition is normally the transaction
price, i.e. the fair value of the consideration given or received.

If the VUB Group determines that the fair value on initial recognition differs from the transaction price and
the fair value is evidenced neither by a quoted price in an active market for an identical asset or liability nor
based on a valuation technique for which any unobservable inputs are judged to be insignificant in relation
to the measurement, then the financial instrument is initially measured at fair value, adjusted to defer the
difference between the fair value on initial recognition and the transaction price. Subsequently, that diffe-
rence is recognised in profit or loss on an appropriate basis over the life of the instrument but no later than
when the valuation is wholly supported by observable market data or the transaction is closed out.

3.5. Financial assets and financial liabilities at fair value through profit or loss

Financial assets and financial liabilities at fair value through profit or loss comprise financial assets held for
trading, including derivative financial instruments and financial assets at fair value through profit or loss.

3.5.1. Financial assets and financial liabilities held for trading

The VUB Group classifies trading portfolio as financial assets or financial liabilities measured at fair va-
lue through profit or loss when they have been purchased or issued primarily for short-term profit making
through trading activities or form part of a portfolio of financial instruments that are managed together, for
which there is evidence of a recent pattern of short-term profit taking. Financial assets and financial liabili-
ties held for trading are recorded and measured in the statement of financial position at fair value. Changes
in fair value are recorded in profit or loss with the exception of movements in fair value of liabilities designa-
ted at FVTPL due to changes in the VUB Group’s own credit risk. Such changes in fair value are recorded in
the "Fair value gains and losses arising from the VUB Group’s own credit risk related to derivative liabilities’
and do not get recycled to the profit or loss. Interest earned or incurred on instruments designated at FVTPL
is presented in ‘Other interest income’. Dividend income from equity instruments measured at FVTPL is also
considered to be incidental to the VUB Group’s trading operations and is recorded in profit or loss as ‘Net
trading result” when the right to the payment has been established.

Included in this classification are debt securities, equities, short positions and customer loans that have been
acquired principally for the purpose of selling in the near term.
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The VUB Group monitors changes in fair values on a daily basis and recognises unrealised gains and losses
in the statement of profit or loss in ‘Net trading result’.

Derivative financial instruments

In the normal course of business, the VUB Group is a party to contracts with derivative financial instruments,
which represent a very low initial investment compared to the notional value of the contract. The derivati-
ve financial instruments used include forward rate agreements, foreign exchange and commodity forwards,
interest rate, foreign exchange and commodity swaps, interest rate, foreign exchange, equity options, cross
currency swaps and futures. The VUB Group also uses financial instruments to hedge interest rate risk and
currency exposures associated with its transactions in the financial markets. They are accounted for as tra-
ding derivatives if they do not fully comply with the definition of a hedging derivative as prescribed by IFRS.
The VUB Group also acts as an intermediary provider of these instruments to certain customers.

Derivative financial instruments not used for hedge accounting purposes are initially recognised and sub-
sequently re-measured in the statement of financial position at fair value as part of ‘Financial assets held
for trading’.

All derivatives are carried as assets when the fair value is positive and as liabilities when the fair value is ne-
gative. Changes in the fair value of derivatives are included in ‘Net trading result’.

Fair values are obtained from quoted market prices. If such values are not available, discounted cash flow
models and option pricing models are used. The fair values of derivative positions are computed using stan-
dard formulas and prevailing interest rates applicable for respective currencies available on the market at
reporting dates.

Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument that also includes a non-deri-
vative host contract with the effect that some of the cash flows of the combined instrument vary in a way
similar to a stand-alone derivative. An embedded derivative causes some or all of the cash flows that
otherwise would be required by the contract to be modified according to a specified interest rate, financial
instrument price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credit in-
dex, or other variable, provided that, in the case of a non-financial variable, it is not specific to a party to the
contract. A derivative that is attached to a financial instrument, but is contractually transferable indepen-
dently of that instrument, or has a different counterparty from that instrument, is not an embedded deriva-
tive, but a separate financial instrument.

The VUB Group assesses whether any embedded derivatives contained in a given contract are required to
be separated from the host contract and accounted for as derivatives.

Derivatives may be embedded in another contractual arrangement (a host contract). The VUB Group ac-

counts for an embedded derivative separately from the host contract when:

— the host contract is not an asset in the scope of IFRS 9;

— the host contract is not itself carried at FVTPL;

— the terms of the embedded derivative would meet the definition of a derivative if they were contained
in a separate contract; and

— the economic characteristics and risks of the embedded derivative are not closely related to the econo-
mic characteristics and risks of the host contract.

Separated embedded derivatives are measured at fair value, with all changes in fair value recognised in pro-
fit or loss in net trading result unless they form part of a qualifying cash flow hedging relationship. Separa-
ted embedded derivatives are presented in the statement of financial position together with other deriva-
tives.
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3.5.2. Financial assets at fair value through profit or loss

Financial assets in this category are those that are not held for trading and are required to be measured at
fair value under IFRS 9, as they do not meet the requirements of the SPPI test.

Financial assets at fair value also comprises equity instruments not held for trading where the VUB Group
did not elect the option to classify investments at FVOCI. Financial assets at fair value through profit or loss
are recorded in the statement of financial position at fair value. Changes in fair value are recognised in ‘Net
trading result’. Interest income is recorded in ‘Other interest income’ and dividend income in ‘Net trading
result” according to the terms of the contract, or when the right to payment has been established.

3.6. Financial assets at fair value through other comprehensive income
3.6.1. Debt instruments measured at fair value through other comprehensive income

The VUB Group applies the new category under IFRS 9 of debt instruments measured at FVOCI when both

of the following conditions are met:

— The instrument is held within a business model, the objective of which is achieved by both collecting
contractual cash flows and selling financial assets.

— The contractual terms of the financial asset meet the SPPI test.

Debt instruments at FVOCI are subsequently measured at fair value with gains and losses arising due to
changes in fair value recognised in equity. Interest income and foreign exchange gains and losses are re-
cognised in profit or loss in the same manner as for financial assets at amortised cost. The VUB Group
applies the impairment requirements for the recognition and measurement of a loss allowance for financial
assets that are measured at fair value through other comprehensive income. However, the loss allowance is
recognised in other comprehensive income and does not reduce the carrying amount of the financial asset
in the statement of financial position.

Where the VUB Group holds more than one investment in the same security, they are deemed to be dis-
posed of on a first—in first—out basis. On derecognition, cumulative gains or losses previously recognised in
equity are reclassified from equity to profit or loss.

The fair value of debt instruments, for which an active market exists, and a market value can be estimated
reliably, is measured at quoted market prices. In circumstances where the quoted market prices are not rea-
dily available, the fair value is estimated using the present value of future cash flows.

In the case of debt instruments measured at fair value through other comprehensive income, impairment is
assessed based on the same criteria as financial assets carried at amortised cost. If, in a subsequent year, the
fair value of a debt instrument increases and the increase can be objectively related to an event occurring
after the impairment loss was recognised in ‘Impairment losses’ in the statement of profit or loss and other
comprehensive income, the impairment loss is reversed through the statement of profit or loss.

3.6.2. Equity instruments measured at fair value through other comprehensive income

Upon initial recognition, the VUB Group occasionally elects to classify irrevocably some of its equity in-
vestments as equity instruments at FVOCI when they meet the definition of Equity under IAS 32 Finan-
cial Instruments: Presentation and are not held for trading. Such classification is determined on an instru-
ment-by-instrument basis.

Gains and losses on these equity instruments are never recycled to profit or loss. Dividends are recognised in
profit or loss as other operating income when the right to the payment has been established, except when
the VUB Group benefits from such proceeds as a recovery of part of the cost of the instrument, in which
case, such gains are recorded in OCI. Equity instruments at FVOCI are not subject to any impairment asses-
sment.
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3.7. Financial assets and financial liabilities at amortised costs

Financial assets at amortised costs comprise balances due from other banks and due from customers inclu-
ding debt securities. Financial liabilities at amortised costs comprise balances due to banks, due to custo-
mers, subordinated debt and debt securities in issue.

3.7.1. Financial assets at amortised costs: Due from other banks and Due from customers

The VUB Group only measures ‘Due from other banks’ and ‘Due from customers’ at amortised cost if both

of the following conditions are met:

— The financial asset is held within a business model with the objective to hold financial assets in order to
collect contractual cash flows

— The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

Due from other banks

Due from other banks include receivables from current accounts in other than central banks, term deposits,
loans provided and securities purchased from commercial banks. Balances are presented at amortised cost
including interest accruals less any impairment losses.

Due from customers

Due from customers balances comprise loans and advances and securities with fixed or determinable
payments and fixed maturities. These receivables are recorded at amortised cost less any impairment losses.
(note 12.2)

Impairment
The detailed description of policy is in the note 4.1.2.

The VUB Group writes off ‘Due from other banks’ and ‘Due from customers’ when it determines that the
loans and advances are uncollectible. Loans and advances are written off against the Impairment losses on
Financial Assets in amortised cost with the remaining part being written-off against profit or loss reported
under ‘Impairment losses’. Any recoveries of written off loans are credited to the statement of profit or loss
on receipt.

3.7.2. Financial liabilities at amortised costs: Due to banks, Due to customers,
Subordinated debt and Debt securities in issue

Deposits, debt securities issued and subordinated liabilities are the VUB Group’s sources of debt funding.

The VUB Group classifies capital instruments as financial liabilities or equity instruments in accordance with
the substance of the contractual terms of the instruments.

Deposits, debt securities issued and subordinated liabilities are initially measured at fair value minus incre-
mental direct transaction costs, and subsequently measured at their amortised cost using the effective in-
terest rate method.

Due to customers covers also lease liabilities (note 3.16).

3.8. Repurchase and reverse repurchase agreements

Securities sold under sale and repurchase agreements (‘repo transactions’) remain as assets in the statement
of financial position under the original caption and the liability from the received loan is included in ‘Finan-

cial assets at amortised cost: Due to banks’ or ‘Financial assets at amortised cost: Due to customers'.

Securities purchased under agreements to purchase and resell (‘reverse repo transactions’) are recorded
only in the off-balance sheet and the loan provided is reported in the statement of financial position in
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‘Cash, cash balances at central banks’, ‘Financial assets at amortised cost: Due from other banks’ or ‘Finan-
cial assets at amortised cost: Due from customers’, as appropriate.

The price differential between the purchase and sale price of securities is treated as interest income or ex-
pense and deferred over the life of the agreement.

3.9. Derivatives — Hedge accounting

When initially applying IFRS 9, the VUB Group has elected to continue to apply the requirements of IAS
39 instead of those of IFRS 9.

Derivatives held for risk management purposes include all derivative assets and liabilities that are not classi-
fied as trading assets or liabilities. Derivatives held for risk management purposes are measured at fair value
in the statement of financial position in ‘Derivatives — Hedge accounting’.

The VUB Group makes use of derivative instruments to manage exposures to interest rate risks, foreign cur-
rency risk, inflation risk and credit risk including exposures arising from highly probable transactions. In or-
der to manage individual risks, the VUB Group applies hedge accounting for transactions which meet the
specified criteria.

At the inception of the hedge relationship, the VUB Group formally documents the relationship between
the hedged item and the hedging instrument, including the nature of the risk, the objective and strategy
for undertaking the hedge and the method that will be used to assess the effectiveness of the hedging re-
lationship.

Also, at the inception of the hedge relationship, a formal assessment is undertaken to ensure the hedging
instrument is expected to be highly effective in offsetting the designated risk in the hedged item. Hedges
are formally assessed each month. A hedge is regarded as highly effective if the changes in fair value or
cash flows attributable to the hedged risk during the period for which the hedge is designated are expected
to offset in a range of 80% to 125%.

In situations where that hedged item is an expected transaction, the VUB Group assesses whether the tran-
saction is highly probable and presents an exposure to variations in cash flows that could ultimately affect
the statement of profit or loss.

Cash flow hedges

For designated and qualifying cash flow hedges, the effective portion of the gain or loss on the hedging in-
strument is initially recognised in other comprehensive income as ‘Cash flow hedges’. The ineffective por-
tion of the gain or loss on the hedging instrument is recognised immediately as gain or loss in the statement
of profit or loss in ‘Net trading result’.

When the hedged cash flow affects profit or loss, the gain or loss on the hedging instrument is reclassified
from other comprehensive income to profit or loss as a reclassification adjustment in ‘Net trading result’.
When a hedging instrument expires, or is sold, terminated, exercised, or when a hedge no longer meets the
criteria for hedge accounting, any cumulative gain or loss that has been recognised in other comprehensive
income remains separately in equity and is reclassified from other comprehensive income to statement of
profit or loss as a reclassification adjustment when the hedged expected transaction is ultimately recogni-
sed. When an expected transaction is no longer expected to occur, the cumulative gain or loss that was re-
ported in equity is immediately reclassified from other comprehensive income to statement of profit or loss
as a reclassification adjustment.

Fair value hedges

For designated and qualifying fair value hedges, the change in the fair value of a hedging derivative is re-
cognised in the statement of profit or loss in ‘Net trading result’. Meanwhile, the change in the fair value of
the hedged item attributable to the risk hedged is recorded as part of the carrying value of the hedged item
and is also recognised in the statement of profit or loss in ‘Net trading result’.
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In case of macro hedge, the change in the fair value of the hedged items attributable to the risk hedged
is presented separately as ‘Fair value changes of the hedged items in portfolio hedge of interest rate risk’

If the hedging instrument expires or is sold, terminated or exercised, or where the hedge no longer meets
the criteria for hedge accounting, the hedge relationship is terminated. For hedged items recorded at amor-
tised cost, the difference between the carrying value of the hedged item on termination and the face value
is amortised over the remaining term of the original hedge using the effective interest rate (‘EIR’). If the hed-
ged item is derecognised, the unamortised fair value adjustment is reclassified from other comprehensive
income to statement of profit or loss as a reclassification adjustment.

3.10. Investments in joint ventures and associates

‘Investments in joint ventures and associates’ are recorded at cost less impairment losses. The impairment
loss is measured using the ‘Dividend discount model’.

Dividend discount model

The Management of the companies which are subject to the impairment test provide projection of divi-
dends which are reviewed by the Management are expected to be paid out by their companies in a period
of five years. The model calculates the present value of these cash flows discounting them at the interest
rate resulting from the Capital Asset Pricing Model ('CAPM’). Cash flows after the period of five years are
determined by the present value of the perpetuity with the particular estimated growth rate, determined at
the ISP Group level specifically for the Slovak market.

3.11. Transactions under common control

Transactions under common control refer to business combinations involving entities belonging to the same
group. More specifically, a combination of entities or businesses under common control is a business com-
bination in which all of the combining entities or businesses are ultimately controlled by the same party or
parties both before and after the business combination, and that control is not transitory.

The VUB Group follows the accounting treatment of such transactions in continuity of values (pooling of
interests) that consists of maintaining the book values of the acquiree in the financial statements of the
acquirer. Assets and liabilities of the acquired company are recognised at the carrying amounts compliant
with IFRS. Any differences between net equity of the acquired company and the investment in subsidiaries
carried at cost are recorded in retained earnings of the acquirer.

Comparative periods are not subject to restatement since the VUB Group was not consolidating the results
of the acquiree in its consolidated financial statements before the date of the combination.

3.12. Property and equipment

Land and buildings are recognised at fair value based on periodic, but at least annually, valuations by exter-
nal independent specialized companies, less subsequent depreciation for buildings.

If the new fair value is higher than the carrying amount the value of the asset on the balance sheet is in-
creased through other comprehensive income and accumulated in equity under the heading ‘Buildings and
land’. In case that an impairment loss was previously recorded in the income statement, the reversal of this
impairment is recorded in the income statement up to the amount previously recognised in the income sta-
tement. If the new fair value is lower than the carrying amount, the decrease is recognised in profit or loss.
The ISP Group chose to apply the elimination approach, which means that the accumulated depreciation is
eliminated against the gross carrying amount of the asset at revaluation date. The assets subject to the re-
valuation model are depreciated based on their revalued value.

All other property and equipment is recorded at historical cost less accumulated depreciation and impair-
ment losses. Acquisition cost includes the purchase price plus other costs related to acquisition such as
freight, duties or commissions. The costs of expansion, modernisation or improvements leading to increa-
sed productivity, capacity or efficiency are capitalised. Repairs and renovations are charged to the statement
of profit or loss when the expenditure is incurred.
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Depreciation is calculated on a straight-line basis in order to write off the cost of each asset to its residual
value over its estimated useful economic life as follows:

Years
Buildings 10-29
Equipment 4-12
Other tangibles 4-12

Land, assets in progress and art collections are not depreciated. The depreciation of assets in progress be-
gins when the related assets are put into use.

The VUB Group tests its assets for impairment on annual basis. Where the carrying amount of an asset is
greater than its estimated recoverable amount, it is written down to this recoverable amount.

Depreciation methods, useful lives and residual values are reassessed at the reporting date.

Property and equipment contains also right-of-use assets. (note 3.16)

3.13. Intangible assets

Intangible assets are recorded at historical cost less accumulated amortisation and impairment losses. Amor-

tisation is calculated on a straight-line basis in order to write off the cost of each asset to its residual value
over its estimated useful economic life as follows:

Years
Software and Other intangible assets 7
Amortisation methods, useful lives and residual values are reassessed at the reporting date.
3.14. Goodwill
Goodwill represents the excess of the cost of an acquisition over the fair value of the VUB Group’s share of
the identifiable assets, liabilities and contingent liabilities of the acquired subsidiary at the date of acquisi-

tion.

Goodwill is measured at cost less impairment, if any. Goodwill is tested for impairment annually or more
frequently if events or changes in circumstances indicate that the carrying amount may be impaired.

3.15. Non-current assets held for sale
Non-current assets held for sale are assets where the carrying amount will be recovered principally through
a sale transaction rather than through continuing use. They are represented by assets that are available for

immediate sale in their present condition and their sale is considered to be highly probable.

Assets classified as held for sale are measured at the lower of their carrying amount and fair value less cost
to sell.

3.16. Leasing - right-of-use assets and lease liabilities
The VUB Group is a party to lease contracts for:
— Buildings and land (branch and office premises and lands under ATMs),

— Other tangible assets (motor vehicles).

Leases are recognized, measured and presented in line with IFRS 16. (note 2.1)
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Leases in which the VUB Group is a lessee

The VUB Group applies a single accounting model, requiring lessees to recognise assets and liabilities for all
leases. However, the VUB Group applies exemptions regarding:

— Leases with a lease term of 12 months or less and containing no purchase options;

— Leases where the underlying asset has a low value (‘small-ticket’ leases).

Based on the accounting policy applied the VUB Group recognizes a right-of-use asset (note 3.12) and a le-
ase liability (note 3.7.2) at the commencement date of the contract for all leases conveying the right to
control the use of an identified assets for a period of time. The commencement date is the date on which
a lessor makes an underlying asset available for use by a lessee.

The right-of-use assets are initially measured at cost, which comprises:

— The amount of the initial measurement of the lease liability,

— Any lease payments made at or before the commencement date, less any lease incentives,

— Any initial direct costs incurred by the lessee,

— An estimate of costs to be incurred by the lessee in dismantling and removing the underlying assets or
restoring the site on which the assets are located.

After the commencement date the right-of-use assets are measured at cost less any accumulated depre-
ciation and any accumulated impairment losses and adjusted for any re-measurement of the lease liability.

The right of use is recognized as part of ‘Property and equipment’. Depreciation is calculated using the
straight-line method over the estimated useful lives, as follows:

Years
Buildings 2-6
Other tangibles 2-5

If the lease transfers ownership of the underlying asset to the VUB Group by the end of the lease term or
if the cost of the right-of-use asset reflects that the VUB Group will exercise a purchase option, the VUB
Group depreciates the right-of-use asset from the commencement date to the end of the useful life of the
underlying asset. Otherwise, the VUB Group depreciates the right-of-use asset from the commencement
date to the earlier of the end of the useful life of the right-of-use asset or the end of the lease term.

The VUB Group recognizes asset retirement obligations mainly in relation to leased premises which would
need to be restored to previous state when the lease ends. Asset retirement obligations are capitalized as part
of the cost of right-of-use assets and depreciated over the asset’s estimated useful life. The VUB Group estima-
tes the fair value of asset retirement obligations using average premises reinstatement cost and the discount
rate which equals the risk-free interest rate for the VUB Group and the currency of the lease contract.

The lease liability is initially measured at the present value of the lease payments that are not paid at that

date. These include:

— Fixed payments, less any lease incentives receivable;

— Variable lease payments that depend on an index or a rate, initially measured using the index or rate as
at the commencement date;

— Amounts expected to be payable by the lessee under residual value guarantees;

— The exercise price of a purchase option if the lessee is reasonably certain to exercise that option; and

— Payments of penalties for terminating the lease, if the lease term reflects the lessee exercising an option
to terminate the lease.

The lease payments exclude variable elements which are dependent on external factors. Variable lease
payments not included in the initial measurement of the lease liability are recognized directly in the profit
and loss in the line ‘Other administrative expenses’.

The lease payments are discounted using the VUB Group’s incremental borrowing rate or the rate implicit in
the lease contract. Interest expense is recognised in the statement of profit or loss in the line ‘Interest and
similar expenses'.
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The lease term determined by the VUB Group comprises:

— Non-cancellable period of lease contracts,

— Periods covered by an option to extend the lease if the lessee is reasonably certain to exercise that option,

— Periods covered by an option to terminate the lease if the lessee is reasonably certain not to exercise that
option.

After the commencement date the VUB Group measures the lease liability by:

— Increasing the carrying amount to reflect interest on the lease liability,

— Reducing the carrying amount to reflect lease payments made, and

— Re-measuring the carrying amount to reflect any reassessment or lease modifications.

Leases in which the VUB Group is a lessor

In case of lease contracts based on which the VUB Group is acting as a lessor each of its leases is classified
as either operating or finance lease. Leases where a significant portion of the risks and rewards of owner-
ship are retained by the lessor are classified as operating leases.

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ow-
nership to the lessee. Examples of situations where the risks and rewards of ownership are considered as
having been transferred to the lessee are as follows:

— The lease transfers ownership of the asset to the lessee by the end of the lease term,

— The lessee has the option to purchase the asset at a price that is expected to be sufficiently lower than
the fair value at the date the option becomes exercisable for it to be reasonably certain, at the inception
of the lease, that the option will be exercised,

— The lease term is for at least 3/4 of the economic life of the asset even if title is not transferred,

— At the inception of the lease the present value of the minimum lease payments amounts to at least 90%
of the fair value of the leased asset, or

— The leased assets are of such a specialized nature that only the lessee can use them without major mo-
difications.

3.17. Provisions
Provisions comprise litigations and claims, financial guarantees and loan commitments.

Provisions for litigations and claims are recognised when the VUB Group has a present obligation (legal or
constructive) as a result of a past event, and it is probable that an outflow of resources embodying econo-
mic benefits will be required to settle the obligation and a reliable estimate can be made of the amount of
the obligation.

Financial guarantees are contracts that require the VUB Group to make specified payments to reimburse the
holder for a loss it incurs because a specified debtor fails to make a payment when it falls due, in accordan-
ce with the terms of a debt instrument consisting of letters of credit, guarantees and acceptances.

Financial guarantee liabilities are initially recognised in off-balance sheet at their fair value, and the initial
fair value is amortised over the life of the financial guarantee. Income from financial guarantees is recogni-
sed in the statement of profit or loss in ‘Fee and commission income’ on a straight line basis.

Provision for financial guarantees are recognised based on stage of financial instrument (three-stage appro-
ach) which affects expected loss calculation for the financial guarantee. Any increase or decrease in the pro-
vision relating to financial guarantees is recorded in the statement of profit or loss in ‘Impairment losses’. In
case of conversion of the financial guarantee into Financial assets at amortised cost along with creation of
a liability towards the holder, the provision is converted into Impairment losses on Financial Assets at amor-
tised cost along with the movement, if any, within ‘Impairment losses’.

Loan commitments are firm commitments to provide credit under pre-specified terms and conditions.

For loan commitments the VUB Group also recognises Provisions based on stage of financial instrument.
Any increase or decrease in the provision relating to Loan commitments is reflected in the statement of pro-
fit or loss in ‘Impairment losses'.
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3.18. Provisions for employee benefits

The VUB Group’s obligation in respect of retirement and jubilee employee benefits is the amount of future
benefit that employees have earned in return for their service in the current and prior periods. That benefit
is discounted to determine its present value. Employee benefit reserves are disclosed in the statement of fi-
nancial position in ‘Other liabilities’. All gains or losses in relation to the employee benefits are recognised
in ‘Salaries and employee benefits'.

3.19. Equity reserves

The reserves recorded in equity that are disclosed in the statement of financial position include:
‘Buildings and land’ reserve which consists of the revaluation surplus of buildings and land measured at
fair value using a revaluation model.

— 'Cash flow hedges’ reserve which comprises the portion of the gain or loss on a hedging instrument in
a cash flow hedge that is determined to be an effective hedge.

— ‘Financial assets at fair value through other comprehensive income’ reserve which comprises changes in
the fair value of financial assets at FVOCI.

— ‘Translation of foreign operation’ reserve which is used to record exchange differences arising from the
translation of the net investment in foreign operations.

3.20. Net interest income

Interest income and expense is recognised in the statement of profit or loss on an accrual basis using the
effective interest rate method. Interest income and expense includes the amortisation of any discount or
premium on financial instruments. Interest income also includes up-front and commitment fees, which are
subject to the effective interest rate calculation and are amortised over the life of the loan.

3.21. Net fee and commission income

Fee and commission income and expense that are integral to the effective interest rate on a financial asset
or financial liability are included in the effective interest rate (see note 3.21).

Other fee and commission income arises on financial services provided by the VUB Group including ac-
count maintenance, cash management services, brokerage services, administrative services regarding loans,
investment advice and financial planning, investment banking services, project finance transactions, asset
management services, factoring services and other. Fee and commission income and expense is recognised
when the corresponding service is provided. If a loan commitment is not expected to result in the draw-
down of a loan, then the related loan commitment fee is recognised on a straight-line basis over the com-
mitment period.

Other fee and commission expenses relate mainly to transaction and service fees, account maintenance and
brokerage fees which are expensed as the services are received.

3.22. Net trading result

Net trading result includes gains and losses arising from purchases, disposals and changes in the fair value
of Financial assets and financial liabilities including securities and derivative instruments. It also includes the
result of all foreign currency transactions.

3.23. Dividend income

‘Dividend income’ is recognised in the statement of profit or loss on the date that the dividend is declared.
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3.24. Special levy of selected financial institutions

Commencing 1 January 2012, banks operating in the Slovak Republic are subject to a special levy of se-
lected financial institutions calculated from selected liabilities. Based on the amendment to the Act No.
384/2011 on the Special levy of selected financial institutions from 12 October 2016, the levy rate has been
set t0 0.2% p. a. for the years 2017 to 2020. The levy is recognized in the statement of profit or loss and
other comprehensive income on an accrual basis and is payable at the beginning of each quarter. (note 30)

3.25. Current and deferred income tax

Income tax is calculated in accordance with the regulations of the Slovak Republic and other jurisdictions,
in which the VUB Group operates.

Deferred income tax assets and liabilities are recognised, using the balance sheet method, for all temporary
differences arising between the carrying amounts of assets and liabilities and their tax bases. Expected tax
rates, applicable for the periods when assets and liabilities are realised, are used to determine deferred tax.

The VUB Group is also subject to various indirect operating taxes, which are included 'n ‘Other operating
expenses’.
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4. Financial and operational risk management

The VUB Group has exposure to the following risks from its use of financial instruments:
— Credit risk,

— Market risk,

— Liquidity risk,

— Operational risk.

This note presents information about the VUB Group’s exposure to each of the above risks, the VUB Group's
objectives, policies and processes for measuring and managing risk.

The Management Board is the statutory body governing the executive management of the VUB Group, and
has absolute authority over all matters concerning risk. The Management Board has primary responsibility
for the creation and dissolution of risk related governance bodies. The primary governance bodies overse-
eing risk issues are:

— Asset/Liability Committee ('ALCQO"),

— Credit Risk Governance Committee (‘CRGC’),

— Operational Risk Committee ("ORC’).

The Management Board delegates its risk authority to these governance bodies through statutes, which
identify members of the governance bodies, competencies and responsibilities of the members. The com-
petency of each governance body is established in relevant Charters.

The VUB Group’s risk management policies are established to identify and analyse the risks faced by the
VUB Group, to set appropriate risk limits and controls and to monitor risks and adherence to limits. Risk ma-
nagement policies and systems are reviewed regularly to reflect changes in market conditions, products and
services offered. The VUB Group, through its training and management standards and procedures, aims to
develop a disciplined and constructive control environment, in which all employees understand their roles
and obligations. The VUB Group’s Internal Audit Department is responsible for monitoring compliance with
the VUB Group's risk management policies and procedures, and for reviewing the adequacy of the risk ma-
nagement framework in relation to the risks faced by the VUB Group. Internal Audit undertakes both regu-
lar and ad-hoc reviews of risk management controls and procedures.

4.1. Credit risk

Credit risk is the risk of a financial loss to the VUB Group if a customer or counterparty to a financial instru-
ment fails to meet its contractual obligations, and arises principally from the VUB Group’s loans and advan-
ces to customers and banks as well as investment securities. For risk management reporting purposes, the
VUB Group considers and consolidates all elements of credit risk exposure (such as individual obligor default
risk, country and sector risk). For risk management purposes, the credit risk arising on trading securities is
managed independently, but reported as a component of market risk exposure.

The Credit Risk Charter ('CRC’) establishes the guidelines for measurement, control and management of
credit risk by defining the legal framework, main responsibilities, policies and methodologies that support
the credit risk management process of the VUB Group.

More specifically, CRC defines both the general and specific (retail, corporate) credit risk requirements for
applied methodologies and procedures, and includes, as separate sections, the policies governing the key
aspects of the VUB Group’s credit risk management process:

— Authorized Approval Authority,

— Collateral Management Policy,

— Provisioning Policy,

— Credit Concentration Limits,

— Default Definition,

— Risk Management Client Segmentation Policy,

— Corporate Credit Policy, Retail Credit Policy,

— Retail and Corporate Remedial Management and Collections.
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4.1.1. Management of credit risk

The Risk Management Division is established within the VUB Group as a Control Unit and managed by the
Chief Risk Officer, who is a member of the VUB Group’s Management Board. The Risk Management Divi-
sion is organisationally structured to provide support to the Business Units, as well as to provide reporting
of credit, market and operational risks to the Supervisory Board and Management Board. The Risk Manage-
ment Division is responsible for overseeing VUB Group's credit risk including:

— The development of credit risk strategies, policies, processes and procedures covering rules for credit as-
sessment, collateral requirements, risk grading and reporting;

— Setting limits for the concentration of exposure to counterparties, related parties, countries and total as-
sets and monitoring compliance with those limits;

— Establishment of the authorisation structure for the approval and renewal of credit facilities. Authorisa-
tion limits are set in the CRC;

— Credit risk assessment according to defined policy;

— Monitoring of quality portfolio performance and its compliance with set limits (regulatory, internal).
Regular reports are provided to the Management Board and the CRC on the credit quality of the VUB
Group’s portfolios;

— Development, maintenance and validation of scoring and rating models — both application and beha-
vioural;

— Development, maintenance and back-testing of impairment loss models.

4.1.2. Impairment losses

The VUB Group establishes an allowance for impairment losses, which represents its ECL in its loan portfo-
lio.

If there is evidence of impairment for any individually significant client of the VUB Group, such as a breach
of contract, problems with repayments or collateral, the VUB Group transfers such a client to management
of the Recovery Department for pursuing collection activities. Such clients exceeding significant thresholds
(€ 500 thousand, respectively € 100 thousand for clients of VUB Leasing) are considered to be individually
impaired. For collective impairment (other than individually significant client), the VUB Group uses historical
evidence of impairment on a portfolio basis, mainly based on the payment discipline of the clients.

Rules for identification of significant clients and methodology for calculation are set in the Credit Risk Char-
ter or stated in the Provisioning Policy procedure.

The individual assessment of exposures is based on the detailed review and analysis of the borrower’s situa-

tion, including the critical review of the following sources of information, without limitation to:

— The latest financial statements available (including consolidated ones, if any) accompanied by the report
on operations and audit report, if any, as well as previous years’ financial statements;

— Information on specific corporate events (e.g. extraordinary transactions);

— The current and forecast financial position and results, analysis of variances between forecasts and actu-
als;

— For borrowers belonging to economic groups, information on their internal and external relationships
(to assess the risk of contamination or its deterioration);

— The list of bank relationships (credit lines/utilisation/transaction status);

— The customer’s short- and medium-term plans and strategies supplemented by financial projections (at le-
ast three-year), the statement of expected cash flows, product analysis, sector and market studies, etc.;

— Any documentation by third-party experts on the reasons for the borrower’s deterioration, and potential
actions to reorganise the company and exit from the crisis;

— Updated business profiles from the Chamber of Commerce, Corporate Registry or equivalent, cadastral
surveys concerning all debtors and guarantors;

— Nature and validity of the collaterals, appraisal for each asset, presence of mortgage/pledge registrations
other than the VUB Group’s;

— Latest and historical Credit Bureau reports.

The individual assessment, formulated analytically for each exposure, shall be based on the detailed and
comprehensive review of all elements that are available.
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Inputs, assumptions and techniques used for estimating impairment

Calculation of ECL on a collective basis is based on particular regulatory segment, exposure at default
('EAD), probability of default ('PD’), loss given default (‘'LGD’), credit conversion factor (‘CCF’). For each
segment were developed models for such risk parameters. These models are regularly reviewed.

The VUB Group identified the following portfolios: Retail — Consumer Loans, Retail — Overdrafts, Retail —
Credit cards, Corporate — Small and Medium Enterprises (‘SME’), Mortgage Loans, SME Retail, Large cor-
porate above € 500 million turnover, Large corporate up to € 500 million turnover, Non-Banking Financial
Institutions, Banks, Municipalities, Sovereigns and Public Sector Entities, Slotting models (Special Purpose
Vehicles ('SPV’) and Real Estate Development ('RED’)), Group of flat owners, models for former VUB subsi-
diaries (CFH Mortgage Loans, CFH Credit Cards, CFH Retail Other) and model for subsidiary VUB Leasing.

The methodology of risk parameters used by ECL calculation is compliant with the ISP Group methodolo-
gy provided by Parent Company and is based on the availability of regulatory or managerial risk parameters
for each portfolio.

For PD models of the portfolios where the VUB Group uses internal models, the advanced approach is used.

The modelling approach consists of the following steps:

— Creation of migration matrices using the internal ratings;

— Removal of macroeconomic effect from the migration matrices using the Merton formula;

— Creation of Through-the-cycle (‘'TTC’) matrix computed as the average of the annual migration matrices
obtained after the removal of the macroeconomic effect;

— Creation of the future Point-in-Time ('PIT") matrices obtained by conditioning the TTC matrix using Mer-
ton formula and forward looking information;

— Obtaining the final Lifetime PD vectors by multiplying the predicted PIT and TTC matrices adjusted by
add-on for incorporation of various economic scenarios.

For LGD models of the portfolios where the VUB Group uses internal models, the modelling approach con-

sists of the following steps:

— Calculation of nominal LGD;

— Incorporation of forward looking information using coefficients issued by the European Banking Autho-
rity ('EBA),

— Obtaining the final LGD values by discounting the recovery rates using effective interest rate and avera-
ge time to recovery.

For the portfolios, where it is unable to follow this approach (unavailability of internal model, low number
of observations, low number of defaults, unavailability of macroeconomic model for the portfolio) the VUB
Group follows a simplified approach, e.g. final values provided from the Parent Company, notching criteria,
using the country rating and LGD, etc.

The counterparties with low number of observations and with low numbers of observed defaults, where it
was unable to create reliable migration matrices or develop the macroeconomic satellite models for predic-
tion of default rate, were defined as the Low default portfolio.

Days past due (‘'DPD’) methodology

The VUB Group follows Guidelines on the application of the definition of default EBA/GL/2016/07 Days
past due and default methodology and it is on obligor level. For the purpose of assessing the materiali-
ty of past-due credit obligations, the bank takes into account any amount of principal, interest or fee that
has not been paid at the date it was due. In case of modifications of the schedule of credit obligations, the
counting of days past due is based on the modified schedule of payments.

Where the credit arrangement explicitly allows the obligor to change the schedule, suspend or postpone
the payments under certain conditions and the obligor acts within the rights granted in the contract, the
bank does not consider changed, suspended or postponed instalments as past due and bases the counting
of days past due on the new schedule once it is specified.
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When the obligor changes due to an event such as a merger or acquisition of the obligor or any other si-
milar transaction, the counting of days past due starts from the moment a different person or entity beco-
mes obliged to pay the obligation. The counting of days past due is, instead, unaffected by a change in the
obligor's name.

The assessment of the materiality of past due credit obligations is performed daily. The information about
the days past due and default is up-to-date whenever it is being used for decision making, internal risk ma-
nagement, internal or external reporting and the own funds requirements calculation processes.

The calculation of days past due starts at the moment when the obligor-level overdue exposure breaches
both absolute and relative thresholds. Materiality threshold is composed of both an absolute and a relative
component according to the Commission Delegated Regulation (EU) 2018/171 of 19 October 2017 on su-
pplementing the Regulation (EU) No 575/2013 of the European Parliament and of the Council with regard
to regulatory technical standards for the materiality threshold for credit obligations past due.

The absolute threshold is exceeded when:
overdue exposure > absolute threshold

The absolute threshold refers to the sum of all past due amounts related to the credit obligations of the bor-
rower towards the VUB Group. The absolute threshold is set to 100 EUR for retail exposures and 500 EUR
for non-retail exposures.

The relative threshold is exceeded when:
overdue exposure/total obligor's on-balance sheet exposure > relative threshold

The relative threshold is defined as a percentage of a credit obligation past due in relation to the total
on-balance-sheet exposures to the obligor excluding equity exposures. The relative threshold is set at the le-
vel of 1% for both retail and non-retail exposures.

Staging methodology

According to the IFRS 9, paragraph 5.5.9 , At each reporting date, an entity shall assess whether the credit
risk on a financial instrument has increased significantly since initial recognition. When making the asses-
sment, an entity shall use the change in the risk of a default occurring over the expected life of the finan-
cial instrument”.

IFRS 9 introduced the three-stage approach based on changes in credit quality since initial recognition:

— Stage 1 includes financial instruments that have not deteriorated significantly in credit quality since ini-
tial recognition or that have low credit risk at the reporting date.

— Stage 2 includes financial instruments that have deteriorated significantly in credit quality since initial re-
cognition (unless they have low credit risk at the reporting date) but that do not have objective evidence
of a credit loss event.

— Stage 3 includes financial assets that have objective evidence of impairment at the reporting date.

The VUB Group implemented internal rules using significant days past due, significant increase of PD, for-
bearance measures, early warning system, proactive credit management (‘PCM’) process, non-performing
categories to assess correct stage for expected loss calculation. These indicators are described in more de-
tail below.
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The VUB Group’s classification of exposures into the stages is based on the following criteria:

STAGE 1 STAGE 2 STAGE 3

Performing exposures with DPD less  Performing non-defaulted contracts

than 30 with more than 30 days past due Non-performing Past Due

Forborne performing exposures Non-performing Unlikely to Pay

Performing exposures showing Early

warning signals and PCM Non-performing Doubtful

Defaulted exposures classified as
Performing

Performing exposures with
significant increase in PD

In general following rules are applied:

— At origination financial instruments are classified in Stage 1, except instruments which are deteriorated
at the date of acquisition, which are classified in the relevant stage;

— If there is not enough information to determine if credit has deteriorated significantly since origination,
a financial instrument is classified into Stage 2;

— At the date of acquisition all defaulted loans are classified in Stage 3.

Stage 2 criterion: Performing exposures with more than 30 past due days

According to IFRS 9 Principle par. 5.5.11: "...there is a rebuttable presumption that the credit risk on a fi-
nancial asset has increased significantly since initial recognition when contractual payments are more than
30 days past due.” To comply with this requirement the Bank adopts a days past due criterion according to
the Days past due methodology described above.

Stage 2 criterion: Forborne performing exposures

Forborne status for performing exposures is identified as another criterion of credit deterioration since it
represents concessions towards a client facing or about to face difficulties in meeting its financial com-
mitments. Forborne performing exposures represent Forborne performing (originally) and Forborne perfor-
ming stemming from Non-performing. The minimum probation period for these contracts is 24 months,
after this period the contract might migrate to Stage 1 if it meets exit criteria from Forborne classification
(for example there is not more than 30 DPD, contract is Performing or counterparty has repaid more than
significant amount of its debt since entering to Forborne).

Stage 2 criterion: Performing exposures showing early warning signals and proactive credit ma-
nagement

Exposures with active Early Warning Signals ('EWS’) and clients reported on PCM are classified in Stage
2 since they can be considered as exposures that have deteriorated significantly in credit quality since their
recognition. Similarly to forborne status, identification and application of EWS follow the rules defined by
the VUB Group. For IFRS 9 purposes, exposures with orange, red and light blue EWS should be classified
into Stage 2.
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Early warning system performs regular monitoring of corporate clients portfolio; their risk assessment ba-
sed on pre-defined criteria, grouped into 6 particular triggers families (Asset Quality Review Fatal indicators,
Additional Asset Quality Review indicators, Client Missing Payments, Handling Account, Balance Sheet, and
Client Management). Level of the riskiness for every particular detected case is expressed by the final EWS
Jtraffic lights” as follows:

Traffic light Meaning Related action

Dark blue Harder severity signals Fast Track activation Classification to NPL
Very high intensity signals Fast Track

Light blue ctivation Impairment proposal Classification proposal
Red High intensity signals Proactive management

Orange Medium intensity signals Proactive management

Dark green Low intensity signals Anomaly check (e.g. rating update)

Light Green No negative signals -

Once the counterparty is detected automatically by EWS or manually by the Proactive credit management
('PCM’) team with risk severity HIGH and the respective deliberative body decides about inclusion of the
counterparty in the PCM perimeter, the counterparty is flagged as PCM. The flag PCM is deactivated when
the counterparty is excluded to full performing portfolio (Stage 1) or non-performing portfolio (Stage 3).

Stage 2 criterion: Defaulted exposures classified as performing

The main goal is to align definition of default and NPL classification. Default definition is primary used for
model development where long history is required. The starting point is year 2010. However for Non-per-
forming classification the starting point is 1 November 2019. These causes main differences between the
definitions which in time will decrease. Also default algorithm is calculated on daily bases and Non-perfor-
ming classification on monthly basis. This time discrepancy also causes slight difference in the results as of
the end of month.

Stage 2 criterion: Performing exposures with significant increase in PD

A significant increase of PD between origination (or initial recognition) and reporting date is used as indi-
cator of credit quality deterioration according to the IFRS 9 principle par. 5.5.9: ‘At each reporting date, an
entity shall assess whether the credit risk on a financial instrument has increased significantly since initial
recognition. When making the assessment, an entity shall use the change in the risk of a default occurring
over the expected life of the financial instrument.” PD at origination is used solely for the purposes of sta-

ging.

This criterion is applied for all the portfolios. The thresholds for each portfolio can vary. In order to assess
whether credit risk has increased significantly since the origination, it is necessary to compare Lifetime PD
between origination and reporting date.

This criterion is set individually for each portfolio however the main features of the methodology are com-
mon.

According to the methodology, the comparison should be performed between:

—  PDyiigination — the lifetime PD over the residual maturity related to the rating to which the instrument be-
longed at the origination (if some other risk drivers e.g. year of life are used in addition to the rating, the
values as of the reporting date are taken) and

—  PDreporting — the lifetime PD over the residual maturity related to the rating to which the instrument belon-
gs at the reporting date.

The relative change of the lifetime PD is calculated PDieporing / PDorignation=1. If this relative change is greater
than the set PD threshold then the exposure should be classified to the stage 2.



Consolidated financial statements

The proper setting of PD threshold is the core of this criterion. The Group methodology states the PD
threshold could be different based on portfolio/model, residual maturity, rating class or other potential dri-
vers. Indeed, the cumulative PDs and their relative differences (between some two rating grades) are chan-
ging very swiftly with increasing residual maturity. That's why the one common threshold for all maturities
would not lead to proper staging. The differentiation of thresholds between rating classes is important, too
— generally, the worse rating leads to the lower threshold.

Stage 3 criterion

Stage 3 financial assets are considered credit impaired. It is when one or more events that have a detrimen-
tal impact on the estimated future cash flows have occurred.

Evidence that a financial asset is credit-impaired includes the following observable data:

— Significant financial difficulty of the borrower or issuer;

— A breach of contract such as a default or past due event;

— The restructuring of a loan or advance by the VUB Group on terms that the VUB Group would not con-
sider otherwise;

— Itis becoming probable that the borrower will enter bankruptcy or other financial reorganisation; or

— The disappearance of an active market for a security because of financial difficulties.

A loan that has been renegotiated due to a deterioration in the borrower’s condition is usually considered
to be credit-impaired unless there is evidence that the risk of not receiving the contractual cash flows has
reduced significantly and there are no other indicators of impairment.

Staging criteria for debt securities

Staging process for bonds is performed in parallel to the staging of loans. The criteria used to assess
whether the credit quality of the bond has deteriorated significantly since origination is Lifetime PDs com-

parison.

The following criteria are approved for each stage for debt securities:

STAGE 1 STAGE 2 STAGE 3
Bonds with no significant credit Bonds with significant increase in PD  Defaulted bonds
quality deterioration since origination

Investment grade bonds (Low Credit
Risk Exemption rule valid only for
FVOCI Bonds for First Time Adoption
of IFRS 9 ('FTA'))

In addition to the above-mentioned criteria, the following rules should be followed for Stage Assignment:

— at origination financial instruments are classified in Stage 1;

— if there is not enough information to determine if credit has deteriorated significantly since origination,
a financial instrument is classified into Stage 2;

— at the date of acquisition all defaulted bonds are classified in Stage 3.

Staging criteria for Low Default Portfolio and Intragroup exposures

Low Default Portfolio consists of exposures with the following parties:

— Sovereign (Central Banks, Governments, Municipalities, Public Sector Entities);
— Institutions (Banks, and Other Non-banking Financial Institutions);

— Large Corporate (Corporate with turnover more than € 500 million).

Intragroup exposures are exposures with the following parties:
— Parent Company;,

— Bank’s own subsidiaries;

— Other ISP Group subsidiaries.
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Given their particular nature (exposures are within own bank group with low risk profile), intragroup tran-
sactions are always classified as Stage 1 with a 12-months ECL.

Since the models for Low Default Portfolio were developed by the Parent Company the staging rules for
Low Default Portfolio and Intragroup exposures are set by the Parent Company for loans and bonds and va-
lid at ISP Group level. Exposures are classified to Stage 2 based on the significant increase of the credit risk
criterion measured by Lifetime PD comparison. This criterion for Low Default Portfolio is defined based on
the specific rating and residual maturity of exposure. Thresholds are provided by the Parent Company. The
thresholds are applied in the same way as described above in Stage 2 criterion: Performing exposures with
significant increase in PD.

Expected loss calculation
Stage 1

The Expected Loss for exposures in Stage 1 is calculated as:

ELiym = PDiyy x LGDyy, x EAD,

where:
- PD,,. =1 year prediction PD estimated at time O (time O is the reporting date);
- LGD,, = percentage of loss in case of default, estimated at time 0;

- EAD,, = exposure at default, estimated at the beginning of the observation period.

In the calculation of Expected Credit Loss for positions expiring during the first year, in order to avoid the
counting of an entire PD on yearly basis and to consider the real expiration date, PD can be adjusted as fol-
lows:

PD, = 1-1%, [1-PD,

year

where n is the number of months to maturity.

For the transactions without a maturity date, it is assumed that they are subjected to annual review and the-
ir maturity is assumed to be equal to one year.

Stage 2

The formula of Lifetime Expected Loss, calculated considering the residual maturity with respect to the re-
porting date, is summarized as follows:

For exposures with remaining maturity less than or equal to one year (see Stage 1):
EL,,,, = PDy,,, x LGD,,, x EAD,,,

For exposures with remaining maturity greater than one year :

ELIifetime =

& EAD, x (PD-PD,,) x LGD,
- (1+ER)"

where:

— PD, is cumulative PD estimated between time 0 and time ¢ (time 0 is the reporting date, time t is the
number of years till maturity);

— LGD, is percentage of loss in case of default, estimated at time ¢

— EAD, is exposure at default, estimated at the beginning of the year t;

— EIRis Effective Interest Rate;

— M is residual maturity in years.
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To illustrate the application of formula 2 for ECL calculation for exposures in Stage 2 with residual maturity
of three years, the following example is provided:

EAD, x (PD,-PD;) x LGD, _EAD; x (PD,-PD;) x LGD,
(1+EIR)’ (1+EIRY?

EtheUme = EAD1 X PD1 X LGD1 +

where:

- EAD,, EAD,, EAD, are exposure at default at the beginning of each residual year;

— PD, is probability that exposure enters in default during the first year of residual maturity;

- PD,-PD, is marginal Lifetime PD that represents the probability that exposure enters in default during
its second year of residual maturity;

- PD,-PD, is marginal Lifetime PD that represents the probability that exposure enters in default during
its third year of residual maturity;

— LGD, LGD, LGD, is percentage of loss in case of default of each residual year;

— EIRis Effective Interest Rate.

In the calculation of Expected Credit Loss for position expiring during the first year in order to avoid the
counting of an entire PD on yearly basis and to consider the real expiration date, PD should be adjusted.

For the transactions without a maturity date, it is assumed that they are subjected to annual review and the-
ir maturity is assumed to be equal to one year.

Additionally, for cases when residual maturity is a fraction of years, the VUB Group can choose to use the

maturity as follows:

— When the portion of residual maturity that exceeds the year is greater than six months, the maturity will
be rounded to the year immediately after;

— When the portion of residual maturity that exceeds the year is equal or lower than six months, the ma-
turity will be rounded to the previous year.

Stage 3

The VUB Group decided to determine the provision for Non Performing exposures (transactions in Stage 3)
including an Add-on, which estimation is based on forward looking elements, increasing the current level
of coverage on NPLs.

The calculation of provision on Stage 3 exposures is based on the following formula:

EL = PCBS * (1 +Add-on

Stage3

Performing )

where:

— PCBS is the provision calculated based on scenarios determined by the VUB Group on NPLs;

- Add-on, . is calculated as the average of Add-ons estimated for performing Lifetime LGD obtained
with Best, Most-likely and Worst scenarios from satellite models or obtained with scenarios given by EBA
Stress Test coefficients.
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Incorporation of forward-looking information

The VUB Group incorporates forward-looking information by using the Base scenario from the internal sa-
tellite models or the Baseline stress test coefficient issued by EBA. Other scenarios are incorporated in the
form of ,add-on”.

The VUB Group uses internally developed satellite models for the prediction of default rate for various seg-
ments. These models are based on relevant macroeconomic variables such as for instance gross domestic
product ('GDP’), unemployment rate, consumer prices index, EURIBOR. The development of these models
contains the model for the base scenario as well as the models for the other scenarios, which are used to
calculate the add-on. This approach is used for most of the PD models.

The VUB Group uses also the stress test coefficients issued by EBA. Since EBA issues the coefficients only for
Adverse and Baseline scenario, the Best coefficient is calculated additionally based on these two scenarios.
The scenarios are then used for the calculation of the add-on. Using the EBA coefficients is characteristic for
LGD models. Moreover, a similar approach is used for the calculation of add-on for the exposures in stage 3.

The satellite models for prediction of default rates are also used for other purpose such as stress testing. The
base scenario represents a most-likely outcome. The other scenarios represent more optimistic and more
pessimistic outcomes. Periodically, the VUB Group carries out recalibration of the satellite models.

The VUB Group identified risk drivers which are the main inputs for the models for each portfolio. The re-
levant drivers were selected to obtain the final models for each portfolio. The economic scenarios used the
following ranges of the inputs for the quarters of years 2020 and 2021 by the satellite model development
in 2018.

GDP, Unemployment rate Consumer prices index
; EURIBOR 3M
(constant prices, (Labour Force Sample (quarterly average, (e )
% change) Survey, %) % change) p

Base Base Base Base
A Range . Range . Range R Range

scenario scenario scenario scenario
1Q 2020 3.9 (8.2)-9.0 6.5 58-11.7 2.3 (0.3)-4.8 0.08 (1.1)-0.75
2Q 2020 3.9 (5.1)-8.9 6.5 57-11.8 2.3 (0.3)-5.1 0.08 (1.1)-1.00
3Q 2020 3.8 (4.3)-8.3 6.5 55-119 2.3 (0.3)-5.4 0.19 (1.1)-1.25
4Q 2020 3.6 (2.3)-7.0 6.5 55-119 2.3 (0.3)-4.6 034 (1.1)-1.50
1Q 2021 3.1 (1.2)-6.0 6.2 55-124 2.0 (0.3)-4.38 037 (1.1)-1.75
2Q 2021 2.7 (0.7)-5.6 6.2 54-125 2.0 (0.3)-5.1 0.54 (1.1)-2.00
3Q 2021 2.6 (0.4)-5.3 6.5 52-125 2.0 (0.3)-5.4 062 (1.1)-2.25
4Q 2021 2.6 0.0-5.1 6.3 52-125 2.0 (0.3)-4.6 0.74 (1.1)-2.50

Predicted relationships between the relevant drivers and default rates for various segments have been de-
veloped based on analysing historical data over the past seven to thirteen years. The range represents the
values of the variables under the different scenarios.
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The split of the stage 1 credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed
2019 Gross Impairment Net Gross Impairment Net
€000 amount losses amount amount losses amount
Stage 1
Financial assets at AC:
Due from other banks 180,136 (482) 179,654 - - -
Due from customers:
Public Administration 117,047 (1,072) 115,975 - - -
Corporate 4,926,378 (19,792) 4,906,586 - - -
Retail 8,200,873 (14,550) 8,186,323 - - -
13,244,298 (35,414) 13,208,884 - - -
13,424,434 (35,896) 13,388,538 - - -
Financial asset's.at FVOCI 1562,762 (224) 1562,538 B B B
— debt securities
Financial commitments 3,743,616 (4,232) 3,739,384 B B B

and contingencies
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Portfolio assessed Individually assessed
2018 Gross Impairment Net Gross Impairment Net
€000 amount losses amount amount losses amount
Stage 1
Financial assets at AC:
Due from other banks 100,678 (656) 100,022 - - -
Due from customers:
Public Administration 122,805 (1,240) 121,565 - - -
Corporate 4,966,873 (28,459) 4,938,414 - - -
Retail 7,520,265 (18,603) 7,501,662 - - -
12,609,943 (48,302) 12,561,641 - - -
12,710,621 (48,958) 12,661,663 - - -
Financial asset.s‘at FVOCI 741,248 (134) 741114 B B B
— debt securities
Financial commitments 3,712,198 (6,993) 3,705,205 B B B

and contingencies
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The split of the stage 2 credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed

2019 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 2

Financial assets at AC:

Due from other banks 843 (6) 837 — — -
Due from customers:

Public Administration 18,503 (1,182) 17,321 - - -

Corporate 423,806 (15,378) 408,428 - - -

Retail 593,725 (45,260) 548,465 - - -

1,036,034 (61,820) 974,214 - - -

1,036,877 (61,826) 975,051 - - -

Financial commitments 134.792 (1,710) 133.082 B B B

and contingencies
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Portfolio assessed Individually assessed

2018 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 2

Financial assets at AC:

Due from other banks 2,530 (98) 2,432 - - -
Due from customers:

Public Administration 21,392 (1,361) 20,031 - - -

Corporate 309,822 (13,168) 296,654 - - -

Retail 625,689 (55,055) 570,634 - - -

956,903 (69,584) 887,319 - - -

959,433 (69,682) 889,751 - - -

Financial commitments 206,588 (3,664) 202,924 B _ B

and contingencies
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The split of the stage 3 credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed

2019 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 3

Financial assets at AC:
Due from customers:

Public Administration 50 (8) 42 - - -

Corporate 22,131 (8,005) 14,126 87,868 (55,043) 32,825

Retail 329,295 (183,675) 145,620 6,086 (4,783) 1,303

351,476  (191,688) 159,788 93,954 (59,826) 34,128

351,476 (191,688) 159,788 93,954 (59,826) 34,128

Financial commitments 4,363 (1,055) 3,308 18,284 (2,373) 15,911

and contingencies
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2018
€'000

Stage 3

Financial assets at AC:
Due from customers:
Public Administration
Corporate
Retail

Financial commitments
and contingencies

Portfolio assessed

Individually assessed

Gross Impairment Net Gross Impairment Net
amount losses amount amount losses amount
1 - 1 - - -

18,432 (6,685) 11,747 86,784 (63,141) 23,643
344,265 (213,199) 131,066 5,831 (4,001) 1,830
362,698 (219,884) 142,814 92,615 (67,142) 25,473
362,698 (219,884) 142,814 92,615 (67,142) 25,473
7,875 (1,305) 6,570 11,918 (2,418) 9,500
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The split of the total credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed

2019 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount
Financial assets at AC:

Due from other banks 180,979 (488) 180,491 - - -
Due from customers:

Public Administration 135,600 (2,262) 133,338 - - -

Corporate 5,372,315 (43,175) 5,329,140 87,868 (55,043) 32,825

Retail 9,123,893 (243,485) 8,880,408 6,086 (4,783) 1,303

14,631,808 (288,922) 14,342,886 93,954 (59,826) 34,128

14,812,787 (289,410) 14,523,377 93,954 (59,826) 34,128

Financial asset's.at FVOCI 1562,762 (224) 1562,538 B B B

— debt securities
Financial commitments 3,882,771 (6,997) 3,875,774 18,284 (2,373) 15,911

and contingencies
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Portfolio assessed Individually assessed

2018 Gross Impairment Net Gross Impairment Net

€'000 amount losses amount amount losses amount
Financial assets at AC:

Due from other banks 103,208 (754) 102,454 - - -
Due from customers:

Public Administration 144,198 (2,601) 141,597 - - -

Corporate 5,295,127 (48,312) 5,246,815 86,784 (63,141) 23,643

Retail 8,490,219 (286,857) 8,203,362 5,831 (4,001) 1,830

13,929,544 (337,770) 13,591,774 92,615 (67,142) 25,473

14,032,752 (338,524) 13,694,228 92,615 (67,142) 25,473

Financial asset_s_at FVOCI 741,248 (134) 741114 B B B

— debt securities
Financial commitments 3,926,661 (11,962) 3,914,699 11,918 (2,418) 9,500

and contingencies
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The reconciliation from the opening balance to the closing balance of the impairment losses to explain the
changes in the impairment losses and the reasons for those changes:

Changes' ™ fransferto Transferto Transfer to Derecog- A.ssets 31
tion L0 Stage 1 Stage 2 Stage 3 nition written December
(net) 9 9 9 off/sold

2019 Origina-
€000 1 January

Stage 1
Financial assets at
FvVOCI

Financial assets
at AC:

134 587 (381) - - - (116) - 224

Due from other
banks

Due from
customers

656 1,655 35 - - - (1,864) - 482

48,302 33,333 (68,511) 58,610 (26,734) (2,626) (6,960) - 35,414

48,958 34,988 (68,476) 58,610 (26,734) (2,626) (8,824) - 35,896

Financial
commitments
and
contingencies

6,993 6,169 (10,772) 6,638 (1,768) (742) (2,286) - 4,232

Stage 2

Financial assets
at AC:

Due from other
banks

Due from

69,584 - 64,139 51,247 34,328 (35,151) (19,833) - 61,820
customers

69,682 - 64,047 51,247 34,328 (35,151) (19,833) - 61,826

Financial
commitments
and
contingencies

3,664 - 2,011 (5,110) 2,368 (402) (821) - 1,710

Stage 3

Financial assets
at AC:

Due from 287,026 - 33,821 (7,363) (7,594) 37,777 (1,757)  (90,396) 251,514
customers
Financial
commitments
and
contingencies

3,723 - 3,554 (1,528) (600) 1,144 (2,865) - 3,428
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2019 Origina- Changes_ ™ Transferto Transferto Transfer to Derecog- Afsets 31
€'000 1January tion et sk Stage 1 Stage 2 Stage 3 nition written December
(net) 9 9 9 off/sold
Total
Financial assets at
FVOC| 134 587 (381) - - - (116) - 224
Financial assets B B B B B B B B B
at AC:
Due from other
banks 754 1,655 (57) - - - (1,864) - 488
Pue from 404912 33333 29,449 - - - (28550)  (90,396) 348,748
customers
405,666 34,988 29,392 (30,414) (90,396) 349,236
Financial
commitments 14380 6169  (5207) - - - (972) - 9300

contingencies
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Changes_ " Jransferto Transferto Transfer to Derecog- A.ssets 31
tion B Stage 1 Stage 2 Stage 3 nition sy December
(net) 9 9 9 off/sold

2018 Origina-
€000 1 January

Stage 1

Financial assets at
FvVOCI

Financial assets
at AC:

Due from other
banks

Due from
customers

226 38 (79) - - - (51) - 134

205 1,569 232 - - - (1,350) - 656

52,254 56,634 (62,574) 70,097 (31,4898) (8,271) (28,350) - 48,302

52,459 58,203 (62,342) 70,097 (31,4898) (8,271) (29,700) - 48,958

Financial
commitments
and
contingencies

7,275 10,587 (14,254) 8,097 (1,287) (1,432) (1,993) - 6,993

Stage 2

Financial assets
at AC:

Due from other
banks

Due from
customers

350 - (252) - - - - - 98

67,847 - 47,531 (55,060) 51,924 (31,689) (10,969) - 69,584

68,197 - 47,279 (55,060) 51,924 (31,689) (10,969) - 69,682

Financial
commitments
and
contingencies

8,296 - 2,149 (7,154) 1,488 (711) (404) - 3,664

Stage 3

Financial assets
at AC:

bue from 299,080 - 50993  (15037)  (20436) 39960  (5657)  (61,877) 287,026
customers
Financial
commitments
and
contingencies

2,712 - 1,107 (943) (201) 2,143 (1,095) - 3,723
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Changes in Assets

2018 Origina- - . Transferto Transferto Transferto  Derecog- . 31
€000 T tion izl i Stage 1 Stage 2 Stage 3 nition written December
(net) 9 9 9 off/sold

Total
Financial assets at

FVOCI 226 38 (79) - - - (51) - 134
Financial assets

at AC:

Due from other

banks 555 1,569 (20) - - - (1,350) - 754
Due from 419,181 56,634 35,950 - - ~ (44,976)  (61,877) 404,912
customers

419,736 58,203 35,930 - - - (46,326) (61,877) 405,666

Financial

;‘r’];”m'tme”ts 18283 10,587  (10,998) - - - (3492 - 14380
contingencies

When there is transfer between stages, the original amount of the provision is transferred first and then the
change in credit risk is reflected in the new stage.

The changes due to modifications that does not result in derecognition of the financial assets were imma-
terial.
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The changes in the gross carrying amount of financial instruments during the year contributed to changes
in the impairment losses:

2019 1 Januar Origination Transferto  Transferto  Transfer to Derecog- \Aﬁ:tst? : 31
€'000 y 9 Stage 1 Stage 2 Stage 3 nition off/sold December

Stage 1

Financial assets at
FvVOCI

Financial assets
at AC:

741,114 1,549,860 - - - (327,493) (400,943) 1,562,538

Due from other
banks

Due from
customers

100,678 9,897,008 - (135) - (9,817,415) - 180,136

12,609,943 6,187,496 1,319,459  (2,341,297) (51,443)  (4,479,860) - 13,244,298

12,710,621 16,084,504 1,319,459  (2,341,432) (51,443) (14,297,275) - 13,424,434

Financial
commitments
and
contingencies

3,712,199 3,133,250 237,277 (260,288) (14,068)  (3,064,754) - 3,743,616

Stage 2

Financial assets
at AC:

Due from other
banks

Due from
customers

2,530 - - 135 - (1,822) - 843

956,903 - (1,299,466) 2,360,303 (166,684) (815,022) - 1,036,034

959,433 - (1,299,466) 2,360,438 (166,684) (816,844) - 1,036,877

Financial
commitments
and
contingencies

206,588 - (233,454) 262,226 (6,582) (93,986) - 134,792

Stage 3

Financial assets
at AC:

Due from 455,313 - (19,993) (19,006) 218,127 (75,556)  (113,455) 445,430
customers
Financial
commitments
and
contingencies

19,792 - (3,823) (1,938) 20,650 (12,034) - 22,647

(Table continues on the next page)
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2019
€000

Total

Financial assets at
FVOCI

Financial assets
at AC:

Due from other
banks

Due from
customers

Financial
commitments
and
contingencies

Assets

R Transferto  Transferto  Transfer to Derecog- . 31

1January  Origination o written
Stage 1 Stage 2 Stage 3 nition December

off/sold
741,114 1,549,860 - - - (327,493) (400,943) 1,562,538
103,208 9,897,008 - - - (9,819,237) - 180,979
14,022,159 6,187,496 - - - (5,370,438) (113,455) 14,725,762
14,125,367 16,084,504 - - - (15,189,675) (113,455) 14,906,741
3,938,579 3,133,250 - - - (3,170,774) - 3,901,055
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The changes in the gross carrying amount of financial instruments during the year contributed to changes
in the impairment losses:

2018 1 Januar Origination Transferto  Transferto  Transfer to Derecog- \Aﬁ:tst? : 31
€'000 y 9 Stage 1 Stage 2 Stage 3 nition off/sold December

Stage 1

Financial assets at
FvVOCI

Financial assets
at AC:

947,387 275,406 - - - (237,286) (244,393) 741,114

Due from other
banks

Due from
customers

61,557 11,817,717 - - - (11,778,596) - 100,678

10,963,398 7,757,507 994,727  (1,439,757) (28,637)  (5,637,295) - 12,609,943

11,024,955 19,575,224 994,727 (1,439,757) (28,637) (17,415,891) - 12,710,621

Financial
commitments
and
contingencies

3,102,039 4,699,351 342,016 (229,201) (11,705)  (4,190,302) - 3,712,198

Stage 2

Financial assets
at AC:

Due from other
banks

Due from
customers

4,217 - - - - (1,687) - 2,530

906,875 - (968,301) 1,504,704 (133,643) (352,732) - 956,903

911,092 - (968,301) 1,504,704 (133,643) (354,419) - 959,433

Financial
commitments
and
contingencies

440,323 - (329,461) 230,282 (11,054) (123,502) - 206,588

Stage 3

Financial assets
at AC:

Due from 505,785 - (26,426) (64,947) 162,280 (37,027) (84,352) 455,313
customers
Financial
commitments
and
contingencies

20,617 - (12,555) (1,081) 22,759 (9,947) - 19,793

(Table continues on the next page)
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2018
€000

Total

Financial assets at
FVOCI

Financial assets
at AC:

Due from other
banks

Due from
customers

Financial
commitments
and
contingencies

Assets

R Transferto  Transferto  Transfer to Derecog- . 31

1January  Origination o written
Stage 1 Stage 2 Stage 3 nition December

off/sold
947,387 275,406 - - - (237,286) (244,393) 741,114
65,774 11,817,717 - - - (11,780,283) - 103,208
12,376,058 7,757,507 - - - (6,027,054) (84,352) 14,022,159
12,441,832 19,575,224 - - - (17,807,337) (84,352) 14,125,367
3,562,979 4,699,351 - - - (4,323,751) - 3,938,579
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4.1.3. Non-performing loan classification

The VUB Group considers a financial asset to be in Non-performing status in compliance with the Com-

mission’s Implementing Regulation (EU) No 680/2014 and its further amendments (Implementing Technical

Standards, ‘ITS") when:

— The borrower is unlikely to pay its credit obligations to the VUB Group in full, without recourse by the
VUB Group to actions such as realising security (if any is held); or

— The borrower is more than 90 days past due on any material credit obligations to the VUB Group.

The VUB Group uses the definitions of non-performing loans derived from the Harmonisation project. The
Harmonisation project was driven by Intesa Sanpaolo in order to unify the definitions and categories of
non-performing loans across the foreign subsidiaries of the ISP Group. The definition of non-performing
loans, which comprise three classification categories (past due, unlikely to pay, doubtful), is based on de-
linguency (days past due) and judgemental criteria for the categories doubtful and unlikely to pay. In case of
the past due category, DPD and materiality thresholds of borrower are taken into account.

The description of the classification categories of loans is as follows:

Classification category Description

Exposures to borrowers being in a state of insolvency (although not yet legally) or

Doubtful in a de facto equivalent status, regardless of any loss forecasts made by the Bank.

Exposures to borrowers assessed as improbable to thoroughly meet their credit ob-

Unlikely to pay ligations without recourse to actions such as the enforcement of guarantees/col-
lateral.
Past due Exposures other than those classified as doubtful or unlikely to pay that, as at the

reporting date, are past due (DPD methodology above) for over 90 days

Performing All exposures that are not classified as doubtful, unlikely to pay or past due.

For category Unlikely to pay are taken into account qualitative indicators such as:

— Borrowers facing difficulties in meeting payment obligations in a timely manner (thus exposed to their
creditors’ tolerance), despite the confident expectation of positive future operating cash flows;

— Borrowers under negotiations with the VUB Group for defining an out of Court restructuring/settlement
agreement;

— Borrowers which signed out of Court restructuring/settlement agreements and that are regularly servi-
cing their financial obligations

— Borrowers whose credit quality indicators significantly worsened and where future cash flows are not
expected to fully service the debt toward the VUB Group;

— Serious difficulties in borrower’s business (additional equity required, liquidity seriously stretched).

For category Doubtful are taken into account qualitative indicators such as:
If the borrower is under voluntary dissolution or under any legally binding liquidation, without possibility
to operate on ‘going concern basis’;

— If the Court already ordered the legal liquidation, even if the borrower’s operations are not suspended
under the legal procedures,

— If according to any public Registry or by Court order the borrower ceases to exist as legal entity;

— If the borrower has been registered (has to be registered) on the Fraud/Black List;

— Borrowers which expected cash flows will not be generated from the borrowers’ operations, but from

the enforcement of collateral/ guarantees (‘gone concern’ approach);

Borrowers (typically, Individuals) against whom the Bank initiates receivership or enforcement proceedings.

Non-performing status is carried out at borrower level following the united rules of the Parent Company.
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Implementation of new definition of Non-performing loan classification took place in November 2019 ac-
cording to EBA/GL/2016/07 and ISP guidelines.

The main changes consist of:

— Calculation of new days past due (see methodology in section Days past due (DPD) methodology) with
regulatory absolute and relative thresholds;

— Incorporating of cure period,;

— Definition of default and Non-performing definition are in line.

As at 30 November 2019 the impact of new NPL definition represents a € 20.60 million increase at Non-per-
forming level and a € 14.54 million increase at provisions level.

Financial Financial e sy GUELEE]
30 November 2019 commitments commitments
. assets assets Impact
€000 000 and and
at AC at AC . . . .
contingencies contingencies
New Original New Original New
methodology methodology methodology methodology methodology
Gross amount
Non-performing
(Stage 3):
Doubtful 296.66 294.63 5.58 5.06 2.55
Unlikely to pay 120.00 118.77 20.85 20.81 1.27
Past due 25.06 8.41 0.36 0.23 16.78
441.72 421.81 26.79 26.10 20.60
Performing:
Stage 1 15,364.34 15,387.19 3,657.68 3,657.35 (22.52)
Stage 2 1,077.09 1,074.15 182.83 183.85 1.92
16,441.43 16,461.34 3,840.51 3,841.20 (20.60)
16,883.15 16,883.15 3,867.30 3,867.30 -
Impairment losses
Non-performing
(Stage 3):
Doubtful 190.69 189.34 0.81 0.73 1.43
Unlikely to pay 51.16 50.90 2.62 2.41 0.47
Past due 10.52 3.69 0.08 0.05 6.86
252.37 243.93 3.51 3.19 8.76
Performing:
Stage 1 36.30 36.56 4.22 4.24 (0.28)
Stage 2 66.08 60.60 2.89 2.31 6.06
102.38 97.16 7.11 6.55 5.78
354.75 341.09 10.62 9.74 14.54
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The following table describes the VUB Group’s credit portfolio in terms of classification categories:

2019
€°000

Financial assets at AC:

Due from other banks

Due from customers:

Public Administration

Corporate

Retail

Financial assets at FVOCI — debt
securities

Financial commitments
and contingencies

Category

Performing

Performing
Past due

Performing
Past due
Unlikely to pay
Doubtful

Performing
Past due
Unlikely to pay
Doubtful

Performing

Performing
Past due
Unlikely to pay
Doubtful

Gross Impairment Net
amount losses amount
180,979 (488) 180,491
135,550 (2,254) 133,296

50 (8) 42
135,600 (2,262) 133,338
5,350,184 (35,170) 5,315,014
9,830 (2,047) 7,783
51,231 (19,997) 31,234
48,938 (41,004) 7,934
5,460,183 (98,218) 5,361,965
8,794,598 (59,810) 8,734,788
33,423 (14,406) 19,017
51,879 (24,426) 27,453
250,079 (149,626) 100,453
9,129,979 (248,268) 8,881,711
14,725,762 (348,748) 14,377,014
14,906,741 (349,236) 14,557,505
1,562,762 (224) 1,562,538
3,878,409 (5,942) 3,872,467
326 (92) 234
18,506 (2,182) 16,324
3,814 (1,154) 2,660
3,901,055 (9,370) 3,891,685
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2018
€000

Financial assets at AC:

Due from other banks

Due from customers:

Public Administration

Corporate

Retail

Financial assets at FVOCI — debt
securities

Financial commitments
and contingencies

Category

Performing

Performing
Doubtful

Performing
Past due
Unlikely to pay
Doubtful

Performing
Past due
Unlikely to pay
Doubtful

Performing

Performing
Past due
Unlikely to pay
Doubtful

Gross Impairment Net
amount losses amount
103,208 (754) 102,454
144,197 (2,601) 141,596

1 - 1

144,198 (2,601) 141,597
5,276,695 (41,627) 5,235,068
9,202 (310) 8,892
40,903 (17,960) 22,943
55,111 (51,556) 3,555
5,381,911 (111,453) 5,270,458
8,145,954 (74,028) 8,071,926
14,569 (8,385) 6,184
47,890 (27,129) 20,761
287,637 (181,316) 106,321
8,496,050 (290,858) 8,205,192
14,022,159 (404,912) 13,617,247
14,125,367 (405,666) 13,719,701
741,248 (134) 741,114
3,918,787 (10,658) 3,908,129
179 (39) 140

13,127 (2,790) 10,337
6,486 (893) 5,593
3,938,579 (14,380) 3,924,199
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The following table shows the VUB Group’s credit portfolio in terms of delinquency of payments:

2019 Gross Impairment Net
€000 amount losses amount

Financial assets at AC:
Due from other banks
No delinquency 180,979 (488) 180,491

Due from customers:
Public Administration

No delinquency 134,925 (2,253) 132,672
1-30 days 625 (1) 624
91 - 180 days 50 (8) 42
135,600 (2,262) 133,338
Corporate
No delinquency 5,325,375 (47,287) 5,278,088
1 - 30 days 55,212 (709) 54,503
31 -60 days 18,986 (9,442) 9,544
61 —90 days 4,785 (1,820) 2,965
91 - 180 days 13,050 (3,073) 9,977
Over 181 days 42,775 (35,887) 6,888
5,460,183 (98,218) 5,361,965
Retail
No delinquency 8,735,988 (57,026) 8,678,962
1 —30 days 83,516 (13,482) 70,034
31 -60 days 16,164 (3,718) 12,446
61 —90 days 15,184 (3,961) 11,223
91 - 180 days 43,840 (21,027) 22,813
Over 181 days 235,287 (149,054) 86,233
9,129,979 (248,268) 8,881,711
14,725,762 (348,748) 14,377,014
14,906,741 (349,236) 14,557,505
Financial assets at FVOCI — debt securities
No delinquency 1,562,762 (224) 1,562,538

Financial commitments and contingencies
No delinquency 3,901,055 (9,370) 3,891,685
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2018
€000

Financial assets at AC:
Due from other banks

No delinquency
1 —30 days

Due from customers:
Public Administration

No delinquency
1 - 30 days
Over 181 days

Corporate
No delinquency
1 - 30 days
31 -60 days
61 —90 days
91 - 180 days
Over 181 days

Retail
No delinquency
1 —30 days
31 -60 days
61 —90 days
91 - 180 days
Over 181 days

Financial assets at FVOCI — debt securities

No delinquency

Financial commitments and contingencies

No delinquency

Gross Impairment Net
amount losses amount
102,114 (726) 101,388

1,094 (28) 1,066
103,208 (754) 102,454
144,030 (2,601) 141,429

167 - 167

1 - 1
144,198 (2,601) 141,597
5,275,812 (62,206) 5,213,606
43,316 (2,159) 41,157

9,083 (2,195) 6,888

2,634 (1,104) 1,530

5,352 (2,334) 3,018

45,714 (41,455) 4,259
5,381,911 (111,453) 5,270,458
7,947,228 (59,017) 7,888,211

197,400 (25,945) 171,455

46,221 (10,203) 36,018

26,075 (7,615) 18,460

35,665 (18,044) 17,621

243,461 (170,034) 73,427
8,496,050 (290,858) 8,205,192
14,022,159 (404,912) 13,617,247
14,125,367 (405,666) 13,719,701
741,248 (134) 741,114
3,938,579 (14,380) 3,924,199
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The table below shows the credit quality by class of assets for all financial assets exposed to credit risk. Past
due but not individually impaired financial assets are more than one day overdue.

Past due but

Neither past due nor impaired not individually impaired

Impaired (non-performing)

Impair- Impair- Impair-

2019 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount amount amount amount amount
losses losses losses
Financial assets at AC:
Due from other 180979 (483) 180491 - - - - - -
banks
Due from customers:
Public
Administration
Single Resolution 3876 B 3.876 B B B B B B
Fund
Municipalities 130,361 (2,250) 128,111 625 (1) 624 50 (8) 42
MumqpahUes - 688 3) 685 B B B B B B
Leasing
134,925 (2,253) 132,672 625 (1) 624 50 (8) 42
Corporate
Large Corporates 2,213,903 (2,235) 2,211,668 3 - 3 7,069 (2,974) 4,095
Large Corporates
- debt 124,322 (118) 124,204 - - - - - -
securities
SpLeeCr:?jlier]Sd 855,516  (25068) 830,448 1,880 (20) 1,860 14,586  (13,348) 1,238
SME 1,416,704 (5,214) 1,411,490 26,198 (773) 25,425 58,748 (34,041) 24,707
Other Non-
banking 366,028 (262) 365,766 - - - 1 (1) -
Financial
Institutions
Other Non-
banking
Financial 25,063 (28) 25,035 - - - - - -
Institutions —
debt securities
Public Sector
Entities 1,337 (37) 1,300 - - - 7 (1) 6
Leasing 207,299 (1,128) 206,171 23,510 (240) 23,270 24,942 (11,496) 13,446
Factoring 79,202 9) 79,193 9,219 (37) 9,182 4,646 (1,188) 3,458

5,289,374 (34,099) 5,255,275 60,810 (1,070) 59,740 109,999 (63,049) 46,950

(Table continues on the next page)
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Past due but

Neither past due nor impaired S e e

Impaired (non-performing)

Impair- Impair- Impair-

2019 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 254,810 (3,686) 251,124 3,558 (259) 3,299 13,897 (9,097) 4,800
small Business - 9,181 (30) 9,151 1,637 (167) 1,470 574 (124) 450
Leasing
Consumer Loans 1,408,033  (27,964) 1,380,069 72,987  (12,980) 60,007 204,288 (126,054) 78,234
Mortgages 6,801,375 (8,796) 6,792,579 14,060 (897) 13,163 82,188 (29,147) 53,041
Credit Cards 119,008 (2,552) 116,456 4,256 (892) 3,364 26,809  (18,984) 7,825
Overdrafts 63,369 (1,012) 62,357 1,944 (315) 1,629 7,570 (5,024) 2,546
Leasing 4,133 (14) 4,119 109 - 109 55 (27) 28
Flat Owners 36138 (247) 35891 - - - - - -
Associations

8,696,047  (44,301) 8,651,746 98,551  (15,510) 83,041 335381 (188,457) 146,924
14,120,346 (80,653) 14,039,693 159,986  (16,581) 143,405 445430 (251,514) 193,916
14,301,325  (81,141) 14,220,184 159,986  (16,581) 143,405 445430 (251,514) 193,916

Financial assets at Fvocl 1,562,762 (224)  1562,538 B B _ _ _ B
- debt securities
Financial commitments

. ) 3,878,408 (5,942) 3,872,466 - - - 22,647 (3,428) 19,219
and contingencies
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Past due but

not individually impaired [EalEiinompEa i o)

Neither past due nor impaired

Impair- Impair- Impair-

2018 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Due from other banks 102,114 (726) 101,388 1,094 (28) 1,066 - - -
Due from customers:
Public Administration
Single Resolution 2870 B 2870 B B B B B B
Fund
Municipalities 140,613 (2,599) 138,014 167 - 167 1 - 1
Municipalites - 536 B 534 - - - 11 - 11
Leasing
144,019 (2,601) 141,418 167 - 167 12 - 12
Corporate
Large Corporates 2,137,176 (3,294) 2,133,882 554 (1) 553 7,227 (2,189) 5,038
Large Corporates —
debt securities 23,360 (619) >2,741 N N N N N N
Specialized Lending 826,812 (30,414) 796,398 100 (2) 98 21,400  (16,214) 5,186
SME 1,419,951 (4,586) 1,415,365 23,157 (923) 22,234 44,585 (34,454) 10,131
Other Non-
banking Financial 480,609 (264) 480,345 - - - 2 M 1
Institutions
Public Sector
Entities 2,895 (72) 2,823 3 - 3 7 (1) 6
Leasing 227,691 (1,174) 226,517 9,578 (203) 9,375 21,467 (15,823) 5,644
Factoring 82,531 (12) 82,519 12,277 (58) 12,219 10,529 (1,149) 9,380

5,231,025 (40,435) 5,190,590 45,669 (1,187) 44,482 105217  (69,831) 35,386

(Table continues on the next page)
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Past due but

Neither past due nor impaired notindividually impaired

Impaired (non-performing)

Impair- Impair- Impair-

2018 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 246,965 (3,816) 243,149 7,571 (429) 7,142 11,452 (9,133) 2,319
small Business - 11,566 (34) 11,532 911 (37) 874 766 (329) 437
Leasing
Consumer Loans 1,389,146 (30,415) 1,358,731 118,298 (21,173) 97,125 219,056  (149,654) 69,402
Mortgages 6,017,227 (5,834) 6,011,393 84,448 (4,173) 80,275 71,054 (24,074) 46,980
Credit Cards 136,531 (4,195) 132,336 9,823 (1,887) 7,936 37,173  (26,623) 10,550
Overdrafts 72,543 (882) 71,661 13,595 (871) 12,724 10,373 (6,833) 3,540
Leasing 3,901 (30) 3,871 144 (3) 141 222 (184) 38
Flat Owners 33,253 (248) 33,005 34 3) 31 - - -
Associations

7,911,132 (45,454) 7,865,678 234,824  (28,576) 206,248 350,096 (216,830) 133,266

13,286,176 (88,490) 13,197,686 280,660  (29,763) 250,897 455,325 (286,661) 168,664
13,388,290  (89,216) 13,299,074 281,754  (29,791) 251,963 455,325 (286,661) 168,664

Financial assets at FVOCI

~ debt securities 741,248 (134) 741,114 - - _ N ~ -

Financial commitments

. . 3,918,787  (10,658) 3,908,129 - - - 19,792 (3,722) 16,070
and contingencies
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An analysis of past due but not individually impaired credit exposures in terms of delinquency is presented
in the table below:

2019 Gross Impairment Net
€000 amount losses amount

Financial assets at AC:
Due from customers:
Public Administration

1 -30 days 625 (1) 624
Corporate
1 —30days 54,198 (573) 53,625
31 -60 days 3,494 (249) 3,245
61 —90 days 3,118 (248) 2,870
60,810 (1,070) 59,740
Retail
1 - 30 days 74,024 (9,849) 64,175
31 -60 days 12,580 (2,648) 9,932
61 - 90 days 11,947 (3,013) 8,934
98,551 (15,510) 83,041
159,986 (16,581) 143,405
159,986 (16,581) 143,405
2018 Gross Impairment Net
€000 amount losses amount

Financial assets at AC:
Due from other banks
1 - 30 days 1,094 (28) 1,066

Due from customers:
Public Administration

1 - 30 days 167 - 167

Corporate
1 —30 days 38,850 (707) 38,143
31 -60 days 5,250 (355) 4,895
61 —90 days 1,519 (120) 1,399
91 - 180 days 50 (5) 45
45,669 (1,187) 44,482

Retail
1 —30 days 177,731 (17,334) 160,397
31 -60 days 35,420 (6,152) 29,268
61 - 90 days 15,941 (3,563) 12,378
91 - 180 days 5,551 (1,510) 4,041
Over 181 days 181 17) 164
234,824 (28,576) 206,248
280,660 (29,763) 250,897
)

281,754 (29,791 251,963
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The table below shows the three-stage approach based on changes in credit quality by class of assets for all
financial assets exposed to credit risk.

Stage 1 Stage 2 Stage 3
2019 GrossnEal Net Gross LIl Net GrossLiRals Net
ment ment ment
€000 amount amount amount amount amount amount
losses losses losses
Financial assets at AC:
Due from other banks 180,136 (482) 179,654 843 6) 837 - - -
Due from customers:
Public Administration
Single Resolution 3876 B 3876 ~ ~ B B ~ B
Fund
Municipalities 112,483 (1,069) 111,414 18,503 (1,182) 17,321 50 8) 42
Munlc!palltles - 683 3) 685 B B B B B B
Leasing
117,047 (1,072) 115975 18503  (1,182) 17,321 50 ®) 42
Corporate
Large Corporates 2,137,087 (1,959) 2,135,128 76,819 (276) 76,543 7,069 (2,974) 4,095
Large Corporates — B B B B B B
debt securities 124,322 (118) 124,204
Specialized Lending 770,728 (13,890) 756,838 86,668 (11,198) 75,470 14,586 (13,348) 1,238
SME 1,189,329 (2,352) 1,186,977 253,573 (3,636) 249,937 58,748 (34,040) 24,708
Other Non-
banking Financial 366,028 (262) 365,766 - - - 1 (1) -
Institutions
Other Non-
ban.klng Financial 25,063 ) 25,035 B B B B B B
Institutions —
debt securities
Public Sector
Entities 1,337 (37) 1,300 - - - 7 (1) 6
Leasing 226,484 (1,105) 225,379 4,325 (263) 4,062 24,942 (11,496) 13,446
Factoring 86,000 41) 85,959 2,421 (5) 2,416 4,646 (1,188) 3,458

4,926,378  (19,792) 4,906,586 423,806  (15378) 408,428 109,999  (63,048) 46,951

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2019 Gross 'MPair Net Gross 'Mpair Net Gross 'Mpair Net
ment ment ment
€000 amount amount amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 195,650 (939) 194,711 62,718 (3,006) 59,712 13,897 (9,097) 4,800
small Business - 9,360 (31) 9,329 1,458 (166) 1,292 574 (124) 450
Leasing
Consumer Loans 1,240,293  (11,130) 1,229,163 240,727  (29,814) 210,913 204,288 (126,054) 78,234
Mortgages 6,562,236 (939) 6,561,297 253,199 (8,753) 244,446 82,188  (29,148) 53,040
Credit Cards 107,211 (928) 106,283 16,053 (2,516) 13,537 26,809 (18,984) 7,825
Overdrafts 45,743 (322) 45,421 19,570 (1,005) 18,565 7,570 (5,024) 2,546
Leasing 4,242 (14) 4,228 - - - 55 (27) 28
Flat Owners 36,138 (247) 35,891 - - - - - -
Associations

8,200,873  (14,550) 8,186,323 593,725  (45260) 548,465 335381 (188,458) 146,923
13,244,298  (35,414) 13,208,834 1,036,034  (61,820) 974,214 445430 (251,514 193,916
13,424,434 (35,896) 13,388,538 1,036,877  (61,826) 975,051 445430 (251,514 193,916

Financial assets at Fvocl 1562762 (224)  1562,538 _ B _ _ _ _
- debt securities
Financial commitments

. . 3,743,616 (4,232) 3,739,384 134,792 (1,710) 133,082 22,647 (3,428) 19,219
and contingencies
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Stage 1 Stage 2 Stage 3
2018 Gross mpair Net Gross Impair Net Gross IMpair Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from other banks 100,678 (656) 100,022 2,530 (98) 2,432 - - -
Due from customers:
Public Administration
Single Resolution 2870 B 2870 B B B B ~ B
Fund
Municipalities 119,388 (1,238) 118,150 21,392 (1,361) 20,031 1 - 1
Munlc!palltles - 547 2) 545 B B B B B B
Leasing
122,805 (1,240) 121,565 21,392 (1,361) 20,031 1 - 1
Corporate
Large Corporates 2,071,130 (3,177) 2,067,953 66,601 (118) 66,483 7,226 (2,189) 5,037
Large Corporates —
debt securities 23,360 (619) 22,741
Specialized Lending 772,107 (20,429) 751,678 54,805 (9,987) 44,818 21,400 (16,214) 5,186
SME 1,278,383 (2,863) 1,275,520 164,725 (2,651) 162,074 44,585 (34,449) 10,136
Other Non-
banking Financial 480,609 (264) 480,345 - - - 2 ! 1
Institutions
Public Sector
Entities 2,897 (72) 2,825 1 - 1 7 (1) 6
Leasing 231,024 (1,002) 230,022 6,245 (375) 5,870 21,467 (15,823) 5,644
Factoring 77,363 (33) 77,330 17,445 (37) 17,408 10,529 (1,149) 9,380

4,966,873 (28,459) 4,938,414 309,822  (13,168) 296,654 105216  (69,826) 35,390

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2018 Gross  'mpair Net Gross  'mpair Net Gross mpair- Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 196,710 (1,101) 195,609 57,826 (3,144) 54,682 11,452 (9,133) 2,319
small Business - 12,087 (35) 12,052 389 (35) 354 766 (329) 437
Leasing
Consumer Loans 1,238,527 (14,266) 1,224,261 268,917 (36,952) 231,965 219,056  (150,024) 69,032
Mortgages 5,854,582 (980) 5,853,602 247,092 (9,026) 238,066 71,054 (24,074) 46,980
Credit Cards 124,927 (1,448) 123,479 21,427 (4,634) 16,793 37,173 (26,623) 10,550
Overdrafts 56,194 (514) 55,680 29,944 (1,239 28,705 10,373 (6,833) 3,540
Leasing 3,985 (11) 3,974 60 (22) 38 222 (184) 38
Flat Owners 33,253 (248) 33,005 34 3) 31 - - -
Associations

7,520,265  (18,603) 7,501,662 625689  (55055) 570,634 350,096 (217,200) 132,896
12,609,943  (48,302) 12,561,641 956,903  (69,584) 887,319 455313 (287,026) 168,287

12,710,621  (48,958) 12,661,663 959,433  (69,682) 889,751 455313 (287,026) 168,287

Financial asset;lat FVOCI 741248 (134) 741114 B B B B B B
— debt securities
Financial commitments

. . 3,712,198 (6,993) 3,705,205 206,588 (3,664) 202,924 19,793 (3,723) 16,070
and contingencies
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The table below shows the three-stage approach based on changes in credit quality by days past due for all
financial assets exposed to credit risk.

Stage 1 Stage 2 Stage 3
2019 Gross Impair- Net Gross Impair- Net Gross Impair- Net
€000 amount ment amount  amount ment amount  amount ment amount
losses losses losses
Financial assets at AC:
Due from other banks

No delinquency 180,136 (482) 179,654 843 (6) 837 - - -

Due from customers:

Public Administration
No delinquency 116,422 (1,071) 115,351 18,503 (1,182) 17,321 - - -
1 -30 days 625 (1) 624 - - - - - -
91-180 days - - - - - - 50 8) 42
117,047 (1,072) 115,975 18,503 (1,182) 17,321 50 8) 42
Corporate

No delinquency 4,878,241 (19,503) 4,858,738 411,134 (14,596) 396,538 36,000  (13,1898) 22,812
1-30days 48,132 (289) 47,843 6,065 (285) 5,780 1,015 (135) 880
31-60 days 5 - 5 3,489 (249) 3,240 15,492 (9,193) 6,299
61-90 days - - - 3,118 (243) 2,870 1,667 (1,572) 95
91 -180 days - - - - - - 13,050 (3,073) 9,977
Over 181 days - - - - - - 42,775 (35,887) 6,888

4,926,378  (19,792) 4,906,586 423,806  (15378) 408,428 109,999  (63,048) 46,951

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2019 Gross ifEle Net Gross Impair- Net Gross Impair- Net
€000 amount ment amount amount ment amount  amount ment amount
losses losses losses
Financial assets at AC:
Due from customers:
Retalil
No delinquency 8,181,111 (13,795) 8,167,316 514,935  (30,505) 484,430 39,942 (12,726) 27,216
1-30days 19,762 (755) 19,007 54,263 (9,094) 45,169 9,491 (3,633) 5,858
- 60 days - - - 12,580 (2,648) 9,932 3,584 (1,070) 2,514
-90 days - - - 11,947 (3,013) 8,934 3,260 (962) 2,298
91 - 180 days - - - - - - 43,817 (21,013) 22,804
Over 181 days - - - - - - 235,287 (149,054) 86,233

8,200,873  (14,550) 8,186,323 593,725  (45260) 548,465 335381 (188,458) 146,923
13,244,298  (35,414) 13,208,884 1,036,034  (61,820) 974,214 445430 (251,514) 193,916
13,424,434 (35,896) 13,388,538 1,036,877  (61,826) 975,051 445430 (251,514 193,916

Financial assets at FVOCI
- debt securities

No delinquency 1,562,762 (224) 1,562,538 - - - - - -

Financial commitments
and contingencies

No delinquency 3,743,616 (4,232) 3,739,384 134,792 (1,710) 133,082 22,647 (3,428) 19,219
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Stage 1 Stage 2 Stage 3
2018 Gross  'Mpair Net Gross  'Mpair Net Gross  'Mpair Net
€000 amount ment amount amount ment amount amount ment amount
losses losses losses
Financial assets at AC:
Due from other banks

No delinquency 99,584 (628) 98,956 2,530 (98) 2,432 - - -
1 - 30 days 1,094 (28) 1,066 - - - - - -
100,678 (656) 100,022 2,530 (98) 2,432 - - -

Due from customers:

Public Administration
No delinquency 122,638 (1,240) 121,398 21,392 (1,361) 20,031 - - -
1 -30 days 167 - 167 - - - - - -
Over 181 days - - - - - - 1 - 1
122,805 (1,240) 121,565 21,392 (1,361) 20,031 1 - 1
Corporate

No delinquency 4,938,102  (28,153) 4,909,949 292,925  (12,288) 280,637 44,785  (21,765) 23,020
1 - 30 days 27,253 (276) 26,977 11,597 (430) 11,167 4,466 (1,453) 3,013
31-60 days 1,082 (24) 1,058 4,168 (331) 3,837 3,833 (1,840) 1,993
61-90 days 436 (6) 430 1,082 (114) 968 1,116 (984) 132
91 -180 days - - - 50 (5) 45 5,302 (2,329) 2,973
Over 181 days - - - - - - 45,714 (41,455) 4,259

4,966,873 (28,459) 4,938,414 309,822  (13,168) 296,654 105216  (69,826) 35,390

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2018 Gross  'MPair Net Gross  'MPair Net Gross  'MPair Net
€000 amount ment amount  amount ment amount  amount ment amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
No delinquency 7,453,546  (16,541) 7,437,005 457,575  (28,543) 429,032 36,107 (13,933) 22,174
1 - 30 days 64,037 (1,824) 62,213 113,692 (15,508) 98,184 19,671 (8,613) 11,058
31-60 days 1,948 (182) 1,766 33,482 (5,970) 27,512 10,791 (4,051) 6,740
61-90 days 575 (55) 520 15,367 (3,508) 11,859 10,133 (4,052) 6,081
91 -180 days 6 - 6 5,545 (1,510) 4,035 30,114 (16,534) 13,580
Over 181 days 153 (1) 152 28 (16) 12 243,280 (170,017) 73,263

7,520,265  (18,603) 7,501,662 625689 (55055 570,634 350,096 (217,200) 132,896
12,609,943 (48,302) 12,561,641 956,903  (69,584) 887,319 455313 (287,026) 168,287
12,710,621  (48,958) 12,661,663 959,433  (69,682) 889,751 455313 (287,026) 168,287

Financial assets at FVOCI
— debt securities

No delinquency 741,248 (134) 741,114 - - - - - -

Financial commitments
and contingencies

No delinquency 3,814,268 (7,021) 3,807,247 206,588 (3,664) 202,924 19,792 (3,722) 16,070
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4.1.4. Loans with renegotiated terms and forbearance policy

Loans with renegotiated terms are loans that have been restructured due to deterioration in the borrower’s

financial position, where the VUB Group has made concessions by agreeing to terms and conditions that

are more favourable for the borrower than the VUB Group had provided initially. The revised terms usually

include extending maturity, changing timing of interest payments and amendments to the terms of loan co-

venants. The VUB Group implements a forbearance policy in order to maximise collection opportunities and

minimise the risk of default. Under the VUB Group’s forbearance policy, an exposure is identified as forbor-

ne if both of these two conditions are satisfied:

— The VUB Group has identified financial difficulties that the debtor is facing or is about to face;

— The exposure has been subject to renegotiation or refinancing, granted in relation to the borrower’s cur-
rent financial difficulties or financial difficulties that would have occurred in the absence of the renego-
tiation or refinancing measures.

Both retail and corporate customers are subject to the forbearance policy:

Performing forborne Non-performing forborne
2019 Gross Imn;:::; Net Gross Imn[l):::‘; Net
€000 amount amount amount amount
losses losses
Financial assets at AC:

Corporate 53,011 (4,280) 48,731 50,316 (35,608) 14,708
Retail 47,307 (2,249) 45,058 19,897 (10,954) 8,943
100,318 (6,529) 93,789 70,213 (46,562) 23,651

Financial commitments and
. . 1,038 (4) 1,034 1,822 (271) 1,551

contingencies
Performing forborne Non-performing forborne
2018 Gross Imn;:::]r; Net Gross Imn?:::; Net
€000 amount amount amount amount
losses losses
Financial assets at AC:

Corporate 61,865 (7,668) 54,197 29,379 (23,902) 5,477
Retail 53,793 (2,659) 51,134 21,465 (13,000) 8,465
115,658 (10,327) 105,331 50,844 (36,902) 13,942

Financial commitments and
948 (1) 947 1,480 (876) 604

contingencies

4.1.5. Write-off Policy

The VUB Group writes off a loan or security balance when it determines that the loans or securities are un-
collectible. In principle, the VUB Group considers the credit balances to be uncollectible based on the past
due days (1,080 days past due). Credit balances may be written off only if the collateral has already been
realized. Receivables subject to write-off are being collected by external collection agencies until they qua-
lify for write-off.

The credit balance can be written off earlier than defined in the conditions described above if there is evi-
dence that the receivable cannot be collected. The write-off of such receivables is subject to the approval
of the Credit Risk Officer.

Financial assets that are written-off are subject of continuous enforcement process. The majority of such as-
sets are subject of sale to third parties for the best offered prices.



Consolidated financial statements

4.1.6. Collateral Policy

The VUB Group’s collateral policy is an integral and indispensable part of the credit risk management and

credit risk mitigation for VUB Bank. Collateral is used primarily to provide the VUB Group with the means

for repayment of an exposure in the event of the default of the borrower. The principal objective of the po-

licy is to clearly set up rules for a common and standard set of collateral types used by the VUB Group in its

lending activities. The rules, as the minimum, describe and state:

— Conditions for legal enforceability;

— Conditions for the process of valuation and the maximum values accepted by the VUB Group at the ori-
gination for specific types of collaterals; and

— Conditions for the process of revaluation.

However, collateral management has a wider meaning than the simple taking of collateral in order to secu-

re the repayment of the VUB Group’s exposures. This includes the following:

— The establishment and maintenance of a collateral policy defining the types of collateral taken by the
VUB Group, the legal documentation used by the VUB Group to secure its right to this collateral in the
event of default and the valuation of this collateral at origination. These aspects of collateral manage-
ment are addressed in the internal policy document;

— The relevant and proper implementation and registration of collateral to secure the VUB Group's right to
collateral in the event of default by the borrower;

— The regular monitoring and re-valuation of collateral held by the VUB Group during the life of the expo-
sure;

— The analysis, monitoring and review of realization rates achieved by Recovery Department activities in
order to assess the effectiveness of the collateral policy as a risk mitigant.

The VUB Group's decisions on the enforcement of collateral is individual and depends on factors such as the
actual amount of the receivable, the current condition and value of the collateral, the length of the colla-
teral realization period or collection related costs. The relevant competent body of the VUB Group decides
which collateral instrument will be used.

The VUB Group mainly uses the following means of enforcement of collateral:
Voluntary auction,

— Foreclosure procedure,

Realization of the collateral for the receivable in a bankruptcy procedure,
Sale of receivables including collateral.

The VUB Group holds collateral and other credit enhancements against certain of its credit exposures. The
collateral against loans and advances to customers is held in the form of mortgage interests over proper-
ty, other registered securities over assets, and guarantees. Estimates of fair value are based on the value of
collateral assessed at the time of borrowing and the VUB Group updates the fair value on a regular basis.

The VUB Group mitigates the credit risk of derivatives, reverse sale and repurchase agreements by entering
into master netting agreements and holding collateral in the form of cash and marketable securities. Deri-
vative transactions are either transacted on an exchange or entered into under International Swaps and De-
rivatives Association ('ISDA’) master netting agreements. Under ISDA master netting agreements in certain
circumstances, e.g. when a credit event such as a default occurs, all outstanding transactions under the ag-
reement are terminated, the termination value is assessed and only a single net amount is due or payable
in settlement of all transactions.




Consolidated financial statements

The value of collateral accepted by the VUB Group (fair value adjusted by internal haircuts limited to outstan-
ding amount of credit exposure) and other security enhancements held against financial assets is shown below:

2019 2018
€000 Clients Banks Clients Banks
Property 7,959,284 - 7,111,465 -

of which covering mortgages: 7,002,416 - 6,299,708 -

LTV* lower than 60% 2,011,790 - 1,768,089 -

i o,
LTV higher than 60% and lower than 3244878 B 2,582,685 B
80%
1 0,
LTV higher than 80% and lower than 1741780 3 1943856 B
100%

LTV higher than 100% 3,969 - 5,078 -
Debt securities 25,631 - 91,124 -
Other 1,008,977 85,186 805,875 70,987

8,993,892 85,186 8,008,464 70,987

The value of collateral and other security enhancements held against stage 3 financial assets:

2019 2018
€000 Clients Banks Clients Banks
Property 147,431 - 136,859 -

of which covering mortgages: 113,185 - 99,218 -

LTV* lower than 60% 49,450 - 39,519 -

i 0,
LTV higher than 60% and lower than 47,240 3 41204 B
80%
i o)
LTV higher than 80% and lower than 14.421 3 16,537 B
100%

LTV higher than 100% 2,075 - 1,958 -
Debt securities - - 1,873 -
Other 13,385 - 6,678 -

160,816 - 145,410 -

* [TV (loan to value) is the ratio of the current balance sheet balance of a loan to the currently allocated value
of collateral for a given contract..

4.1.7. Offsetting financial assets and financial liabilities

Offsetting financial assets and financial liabilities relates to financial assets and financial liabilities that are:

— Offset in the statement of financial position; or

— Subject to an enforceable master netting arrangement or similar agreement that covers similar financial
instruments, irrespective of whether they are offset in the statement of financial position.

In general, the similar agreements include derivative clearing agreements, global master repurchase agre-
ements, and global master securities lending agreements. Similar financial instruments include derivatives,
sales and repurchase agreements, reverse sale and repurchase agreements, and securities borrowing and
lending agreements. Financial instruments such as loans and deposits are not disclosed in the tables below
unless they are offset in the statement of financial position.

The ISDA and similar master netting arrangements do not meet the criteria for offsetting in the statement of
financial position. This is because they create for the parties to the agreement a right of set-off of recognized
amounts that is enforceable only following an event of default, insolvency or bankruptcy of the VUB Group or
the counterparties or following other predetermined events. In addition, the VUB Group and its counterparties
do not intend to settle on a net basis or to realize the assets and settle the liabilities simultaneously.

The VUB Group receives and gives collateral in the form of cash and marketable securities in respect of the
following transactions:

— Derivatives,

— Sale and repurchase, and reverse sale and repurchase agreements.
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Such collateral is subject to standard industry terms including, when appropriate, an ISDA Credit Support
Annex and Global Master Repurchase Agreement (‘GMRA'). This means that securities received or given as
collateral can be pledged or sold during the term of the transaction but have to be returned on maturity of
the transaction. The terms also give each party the right to terminate the related transactions on the coun-
terparty’s failure to post collateral.

The following tables show the financial assets and financial liabilities that are subject to enforceable master
netting arrangements and similar agreements in the statement of financial position (,SOFP’):

Related amounts not offset in SOFP

Financial
Gross Net .
2019 Gross amount amount AL Cash Net
) Note . and collateral
€000 amount offsetin  presented h ived amount
SOFP in SOFP non-cas receive
collateral
Types of financial
assets
Reverse repo 7 78,749 - 78,749 (78,749) - -
transactions
Dﬁg‘t’fj'r‘r’]‘z;'ga”c'a' 8,9 92,086 92,086 (22,239) 69,847
Related amounts not offset in SOFP
Gross Net . Financial
2019 Gross amount amount |nstrum::ci|: collagea:a[} Net
€'000 amount offsetin  presented h ledaed amount
SOFP inSOfFp  Non-cas pledge
collateral
Types of financial
liabilities
Dﬁg‘t’fj%‘zgga”“a' 8,9 80,972 - 80,972 - (65,060) 15,912
Note Related amounts not offset in SOFP
Gross Net . Financial
2018 Gross amount amount |nstrum::; coIIaS::a[} Net
€000 amount offsetin  presented h ived amount
SOFP in SOFP non-cas receive
collateral
Types of financial
assets
Reverse repo 7 1,069,327 - 1,069,327 (1,069,327) - -
transactions
Derivative financial ¢ 4 57,929 - 57,929 - (968) 56,961
instruments
Related amounts not offset in SOFP
Financial
Gross Net .
2018 Gross amount amount mstrumae:; coIIaSearSar: Net
€'000 amount offsetin  presented h ledaed amount
SOFP in SOFP non-cas pledge
collateral
Types of financial
liabilities
Derivative financial g 4 51,774 - 51,774 - (31,110) 20,664

instruments
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Below is the reconciliation of the net amount of financial instruments subject to enforceable master netting
arrangements and similar agreements to the total carrying amount presented in the statement of financial

position:
2019 2018
ot c:,:,?,’::ﬂ In scope of  Not in scope et c;;g::ﬁ In scope of  Not in scope
€'000 Note off-setting  of off-setting off-setting  of off-setting

resented in . . resented in
P disclosure disclosure P

SOFP SOFP disclosure disclosure

Financial assets

Cash and cash

. 7 996,446 78,749 917,697 1,769,134 1,069,327 699,807
equivalents

Financial assets at
FVTPL:

Financial assets held

. 21,251 9,585 11,666 39,548 31,164 8,384
for trading

Derivatives — Hedge

. 9 82,501 82,501 - 26,765 26,765 -
accounting

Financial liabilities

Financial liabilities at
FVTPL:

Financial liabilities

held for trading 24,750 21,139 3,611 39,548 36,548 3,000

Derivatives — Hedge

. 9 59,833 59,833 - 15,226 15,226 -
accounting
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4.1.8. Concentrations of credit risk

The VUB Group monitors concentrations of credit risk by geographic location. An analysis of concentrations
of credit risk at the reporting date is shown below.

2019 Impairment
€000 Gross amount I(_)s_sesl Net amount
provisions
Slovakia
Financial assets at AC:
Due from customers:
Public Administration 131,724 (2,262) 129,462
Corporate 3,606,167 (91,205) 3,514,962
Retail 9,039,712 (245,854) 8,793,858
12,777,603 (339,321) 12,438,282
Financial assets at FVOCI — debt securities 612,767 (52) 612,715
Financial commitments and contingencies 3,188,709 (8,835) 3,179,874
Czech republic
Financial assets at AC:
Due from customers:
Corporate 685,372 (2,346) 683,026
Retail 22,212 (1,771) 20,441
707,584 4,117) 703,467
Financial commitments and contingencies 25,229 18) 25,211
Other European countries
Financial assets at AC:
Due from other banks 121,832 (131) 121,701
Due from customers:
Public Administration 3,876 - 3,876
Corporate 1,122,789 (4,646) 1,118,143
Retail 59,394 (571) 58,823
1,186,059 (5,217) 1,180,842
1,307,891 (5,348) 1,302,543
Financial assets at FVOCI — debt securities 850,633 (154) 850,479
Financial commitments and contingencies 637,455 (480) 636,975

(Table continues on the next page)




Consolidated financial statements

2019
€°000

North America

Financial assets at AC:
Due from customers:
Corporate
Retail

Financial assets at FVOCI — debt securities
Financial commitments and contingencies
Asia

Financial assets at AC:
Due from other banks
Due from customers:

Corporate
Retail

Financial commitments and contingencies
Rest of the World

Financial assets at AC:
Due from other banks
Due from customers:

Corporate
Retail

Financial commitments and contingencies

Impairment
Gross amount losses/ Net amount

provisions
8,925 4) 8,921
1,375 (2) 1,373
10,300 (6) 10,294
99,361 17) 99,344
329 - 329
991 - 991
36,613 17) 36,596
5,182 (55) 5,127
41,795 (72) 41,723
42,786 (72) 42,714
44,722 (27) 44,695
58,156 (357) 57,799
317 - 317
2,104 (15) 2,089
2,421 (15) 2,406
60,577 (372) 60,205
4,611 (10) 4,601
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2018
€000

Slovakia

Financial assets at AC:
Due from customers:
Public Administration
Corporate
Retail

Financial assets at FVOCI — debt securities
Financial commitments and contingencies
Czech republic

Financial assets at AC:
Due from customers:
Corporate
Retail

Financial commitments and contingencies
Other European countries

Financial assets at AC:
Due from other banks
Due from customers:

Corporate
Retail

Financial assets at FVOCI — debt securities

Financial commitments and contingencies

(Table continues on the next page)

Impairment
Gross amount losses/ Net amount

provisions
141,328 (2,601) 138,727
3,480,290 (98,630) 3,381,660
8,424,121 (287,637) 8,136,484
12,045,739 (388,868) 11,656,871
516,936 (30) 516,906
3,143,160 (12,802) 3,130,358
735,931 (6,671) 729,260
29,659 (2,455) 27,204
765,590 (9,126) 756,464
275,600 (854) 274,746
35,708 (404) 35,304
2,870 - 2,870
1,102,135 (5,999) 1,096,136
36,971 (576) 36,395
1,139,106 (6,575) 1,132,531
1,174,814 (6,979) 1,167,835
224,312 (104) 224,208
453,760 (625) 453,135
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2018 Impairment
€000 Gross amount Ic_;s_ses/ Net amount
provisions
North America
Financial assets at AC:
Due from customers:
Corporate 27,398 (106) 27,292
Retail 677 (2) 675
28,075 (108) 27,967
Financial commitments and contingencies 1,695 - 1,695
Asia
Financial assets at AC:
Due from other banks 320 - 320
Due from customers:
Corporate 35,876 47) 35,829
Retail 3,436 (154) 3,282
39,312 (201) 39,111
39,632 (201) 39,431
Financial commitments and contingencies 43,945 (46) 43,899
Rest of the World
Financial assets at AC:
Due from other banks 67,180 (350) 66,830
Due from customers:
Corporate 281 - 281
Retail 1,186 (34) 1,152
1,467 (34) 1,433
68,647 (384) 68,263
Financial commitments and contingencies 20,419 (53) 20,366
An analysis of concentrations of credit risk of debt securities at the reporting date is shown below.
2019 2018
, Gross Impairment Net Gross  Impairment Net
€000
amount losses amount amount losses amount
Europe
Slovakia 612,767 (52) 612,715 516,936 (30) 516,906
ltaly 489,947 (117) 489,830 204,137 (96) 204,041
Spain 199,284 17) 199,267 - - -
France 56,607 (5) 56,602 - - -
Poland 51,710 1) 51,699 20,175 (8) 20,167
Great Britain 47,685 (4) 47,681 - - -
Austria 5,400 - 5,400 - - -
1,463,400 (206) 1,463,194 741,248 (134) 741,114

North America
Canada 99,361 17) 99,344 - - -
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An analysis of exposures based on the carrying amounts by industry sector is shown in the table below.

Financial Financial
2019 assets at commit-
€000 Financial assets at AC: FVOCI ments
—debt and contin-
securities gencies
Public
Banks admini-  Corporate Retail*
stration
Agriculture, forestry - - 199,842 25,711 - 66,249
and fishing
Mining and quarrying - - 50,749 543 - 37,413
Manufacturing - - 792,579 30,988 - 700,300
Electricity, gas, steam
and air conditioning - - 705,724 1,398 - 407,179
supply
Water supply - - 100,638 2,667 - 13,742
Construction - - 224,236 31,295 - 421,308
Wholesale and retail B B 911,751 72,445 B 390,648
trade
Transport and storage - 1,746 377,475 16,360 - 229,113
Accommodation and - - 27,086 13,130 - 3,672
food service activities
Informatlorl and ~ _ 124,747 5,498 - 54,453
communication
Financialand 180,491 - 503,867 506 388,411 245,050
insurance activities**
Real estate activities - - 509,851 50,298 - 55,239
Professional, scientific
and technical - - 173,654 20,665 - 168,448
activities
Administrative and
support service - - 217,762 5,444 - 27,456
activities
Public Administration
and defense, - 131,586 402 151 1,174,127 9,528
compulsory social
security
Education - 1 1,084 1,188 - 216
Human health services
and social work - - 46,402 15,961 - 14,072
activities
Arts, enterta|‘nment B B 25.217 2.240 3 2,353
and recreation
Other services - 5 368,899 130,239 - 68,902
Consumer Loans - - - 1,596,201 - 338,579
Mortgage Loans - - - 6,858,783 - 637,765

180,491 133,338 5,361,965 8,881,711 1,562,538 3,891,685
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Financial Financial
2018 assets at commit-
€000 Financial assets at AC: FVOCI ments
—debt and contin-
securities gencies
Public
Banks admini-  Corporate Retail*
stration
Agriculture, forestry - - 177,803 27,312 - 51,408
and fishing
Mining and quarrying - - 49,379 99 - 43,796
Manufacturing - - 744,818 30,820 - 775,217
Electricity, gas, steam
and air conditioning - - 680,627 1,228 - 400,955
supply
Water supply - 62 95,686 2,996 - 23,506
Construction - - 204,997 29,031 - 445,655
Wholesale and retail B B 927,075 72.372 B 389175
trade
Transport and storage - 3,188 372,089 19,050 - 156,579
Accommodation and - - 34,413 13,021 - 6,539
food service activities
Information and _ . 38,527 4,741 - 50,099
communication
Financial and 102,454 - 750,232 289 59,305 253,668
insurance activities**
Real estate activities - - 461,034 47,886 - 91,428
Professional, scientific
and technical - - 178,408 20,203 - 120,500
activities
Administrative and
support service - - 215,030 4,331 - 44 650
activities
Public Administration
and defense, - 138,324 337 160 681,809 15,737
compulsory social
security
Education - 1 576 1,384 - 234
Human health services
and social work - - 22,263 14,234 - 16,387
activities
Arts, enterta|_nment B B 18.240 2715 3 5107
and recreation
Other services - 22 298,924 119,999 - 35,910
Consumer Loans - - - 1,654,673 - 390,789
Mortgage Loans - - - 6,138,648 - 606,860
102,454 141,597 5,270,458 8,205,192 741,114 3,924,199

* ‘Retail” includes Small Business and Flat Owners Associations.
** ‘Financial and insurance activities’ involves financial services, leasing and insurance.




Consolidated financial statements

4.1.9. Internal and external ratings

The overview of the internal rating scales applicable for corporate and retail exposures is shown below.

Large Retail Small
Large .
Corporates Business
Corporates below € (‘sB’) and
above € L Risk Profile Description
e 500 million Flat Owners
500 million ..
turnover turnover and  Associations
SME (‘FOA")

Good quality of assets, strong market penetration,
LC_N-LC_14 11-14 3-14 Very Low steady activity, proven distinctive managerial skills,
broad debt coverage capacity.

Satisfactory quality and chargeability of assets, market
penetration and managerial quality on the average; well
set solvency, capital structure and debt composition;
above average debt coverage capacity.

LC_I5-LC_I6 I5-16 I5-16 Low

Acceptable quality and chargeability of available assets,
Lower — even if with a not negligible degree of risk; well-bal-
LC_M1T-LC_M2 M1-M2 M1 - M2 . anced solvency, capital structure and debt composition
Intermediate . : s
with slight liquidity surplus and weaker debt coverage
capacity.

Acceptable quality and chargeability of available assets
even if with a significant degree of risk; vulnerable mar-

LC_M3-LC_M4 M3-M4 M3 - M4 Intermediate gin at times, capital structure and debt composition that
show worsening signals; low level of liquidity and short
debt coverage margin.

Still acceptable asset quality even if with possible liquid-

LC_R1—-LC_R3 R1-R3 R1-R3 Upper — , I.ty stress; high level Qf gearing; mgnggerlal Wegkness,
Intermediate little market penetration and positioning; margins and
competitiveness under pressure.
In addition to riskiness features for R1 — R3 rating, there
LC_R4 - LC_R5 R4 - R5 R4 - R5 High are evident difficulties as well as problematic debt man-

agement.

A default is considered to have occurred with regard to
a particular obligor when either or both of the two fol-
lowing events have taken place:

— the obligor is past due more than 90 days (Days past
due methodology) on any material credit obligation

D D D Default to the Bank, the Parent Company undertaking or any
of its subsidiaries;

— the Bank considers that the obligor is unlikely to pay
its credit obligations to the banking group in full,
without recourse by the Bank to actions such as real-
izing security (if held).

Specialized Lending comprises of rating segments SPV and RED. For Specialized Lending the Slotting appro-
ach is used by the VUB Group. Clients are assigned into five slotting categories based on a qualitative valu-
ation and information about the risk of default. Risk weights and expected loss used for the capital require-
ment calculation are also defined for each category. Categories are predefined by the Regulation (EU) No
575/2013 on prudential requirements for credit institutions and investment firms ('CRR’) and internally, the
categories used are as follows:

Specialized Lending — SPV and RED
— Strong

— Good

— Satisfactory

- Weak

— Default
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For mortgages and unsecured retail, the retail segment incorporates many individually insignificant exposu-
res with various characteristics, therefore the description of ratings correlates with the risk profiles.

Retail Unsecured . . o
Mortgages Retail Risk Profile Description

L1a— L4 U014 — UO2 Very Low High level of client’s socio-demographic information and finan-

cial discipline.

N U03 Low Abovg average Igvgl of client’s socio-demographic information
and financial discipline.

N2 — W1 U04 — U07 Lower — Acceptable level of client’s socio-demographic information and fi-

Intermediate  nancial discipline.

Acceptable level of client’s socio-demographic information and fi-

W2 Uo8 — U9 Intermediate  nancial discipline, but there are some signals of worsening cred-
it quality.
3 U10 - U11 Upper — Acceptable level of client’s socio-demographic information and fi-

Intermediate nancial discipline, but there is worsening credit quality.

W3 U12 High Acceptable level of client’s socio-demographic information and fi-

nancial discipline, but there is negative credit behaviour.

A default is considered to have occurred with regard to a particu-

lar mortgage/obligor when either or both of the two following

events have taken place:

— The obligor is past due more than 90 days on any material cred-
it obligation to the VUB Group (absolute threshold is set ac-
cording to NBS directive);

— The VUB Group considers that the obligor is unlikely to pay its
credit obligations to the VUB Grouping group in full, without
recourse by the VUB Group to actions such as realizing security
(if held).

D D Default

Capital requirement calculation

The VUB Group generally uses the standardised approach for the calculation of the capital requirements.
However, for the calculation of the credit and counterparty risk capital requirements, the VUB Group, ha-
ving received authorisation from the Supervisory Authority NBS, uses the Advanced IRB approach for its
portfolio of residential mortgages from July 2012 and for the Corporate segment, Small and Medium size
enterprises (SME) and for Retail Small Business from June 2014. The Foundation IRB approach is used for
corporate exposures where a LGD is not available, but they are assigned according to regulation. Simple IRB
approach is used for equity exposures and methodology for this capital requirement is in line with Article
155 of the CRR Regulation. The VUB Group is also proceeding with the development of rating models for
other segments, to which the standard methods are currently applied, and also with the extension of the
scope to subsidiaries in accordance with the gradual rollout plan for the advanced approaches presented to
the Supervisory Authority.
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The following table shows the quality of the VUB Group’s stage 1 credit portfolio in terms of internal ratin-

gs used for IRB purposes:

2019
€°000

Stage 1

Financial assets at AC:
Due from other banks

Due from customers:
Public Administration

Corporate
Large Corporates, SME

Specialized Lending — SPV, RED

Other Non-banking Financial
Institutions,Public Sector
Entities

Factoring, Leasing

(Table continues on the next page)

Internal rating  Gross amount Impaulrment Net amount
osses
Unrated 180,136 (482) 179,654
Unrated 117,047 (1,072) 115,975
LC_I1-LC_I6 1,252,046 (630) 1,251,416
LC_M1 -LC_M4 421,166 (1,053) 420,113
LC_RT-LC_R5 13,820 (100) 13,720
11-16 689,500 (96) 689,404
M1 -M4 649,003 (513) 648,490
R1-R5 181,637 (607) 181,030
Unrated 243,565 (1,429) 242,136
Strong 262,763 (1,468) 261,295
Good 297,234 (3,459) 293,775
Satisfactory 193,450 (6,925) 186,525
Weak 17,281 (2,039) 15,242
LC_IN -LC_l6 205,567 (82) 205,485
LC_RT-LC_R5 12,832 (126) 12,706
11-16 136,300 (28) 136,272
M1 - M4 11,328 (26) 11,302
Unrated 26,401 (66) 26,335
Unrated 312,485 (1,145) 311,340
4,926,378 (19,792) 4,906,586
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2019
€000

Stage 1

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

Financial assets at FVOCI — debt
securities

(Table continues on the next page)

Internal rating

1-16
M1 -M4
R1-R5

Unrated

L1-14
N1

N2 — W1
W2

W3

Unrated

U01a - U02
U3
uo4 - uo7
Uo8 — uo9
uto-um
u12

Unrated

Unrated

Unrated

Impairment

Gross amount Net amount
losses
37,567 (33) 37,534
142,111 (631) 141,480
32,285 (430) 31,855
29,185 (123) 29,062
5,986,179 (357) 5,985,822
279,305 (105) 279,200
277,961 (331) 277,630
15,895 (110) 15,785
1,405 (38) 1,367
1,492 - 1,492
338,726 (416) 338,310
105,062 (244) 104,818
427,142 (2,272) 424,870
83,470 (1,530) 81,940
22,633 (1,187) 21,446
5,636 (972) 4,664
301,757 (4,059) 297,698
113,062 (1,712) 111,350
8,200,873 (14,550) 8,186,323
13,244,298 (35,414) 13,208,884
13,424,434 (35,896) 13,388,538
1,562,762 (224) 1,562,538



Consolidated financial statements

2019
€000

Stage 1

Financial commitments and
contingencies

Internal rating

LC_IT - LC_l6
LC_M1-LC_M4
LC_R1-LC_R5

11-16
M1 - M4
R1-R5

Strong
Good
Satisfactory
Weak

L1-L4
N1

N2 - W1
W2

W3

U01a-U02
U3
Uo4 - uo7
Uog - uo9
uto-um
u12

Unrated

Gross amount Provisions Net amount
1,232,825 (300) 1,232,525
92,185 121) 92,064
11,333 (117) 11,216
707,466 (70) 707,396
440,659 (327) 440,332
84,847 (403) 84,444
13,147 (56) 13,091
96,623 (837) 95,786
42,444 (1,291) 41,153
25 (2) 23
491,139 (45) 491,094
51,572 (25) 51,547
79,904 (138) 79,766
11,560 (101) 11,459
486 (19) 467
236,228 34) 236,194
14,192 9) 14,183
50,103 (78) 50,025
2,158 (20) 2,138
515 (12) 503

258 (31) 227
83,947 (196) 83,751
3,743,616 (4,232) 3,739,384




Consolidated financial statements

2018 Impairment

€000 Internal rating Gross amount losses Net amount
Stage 1
Financial assets at AC:
Due from other banks
Unrated 100,678 (656) 100,022
Due from customers:
Public Administration
Unrated 122,805 (1,240) 121,565
Corporate
Large Corporates, SME
LC_I1 -LC_l6 1,130,688 (1,176) 1,129,512
LC_M1-LC_M4 411,388 (1,639) 409,749
LC_R1-LC_R5 10,029 (532) 9,497
11T-16 624,070 (63) 624,007
M1 - M4 885,504 (949) 884,555
R1-R5 169,321 (823) 168,498
Unrated 171,873 (1,476) 170,397
Specialized Lending — SPV, RED
Strong 246,107 (1,509) 244,598
Good 249,544 (3,388) 246,156
Satisfactory 256,514 (13,202) 243,312
Weak 16,701 (2,299) 14,402
Unrated 3,242 (31) 3,211
Other Non-banking Financial
Institutions, Public Sector
Entities
LC_I1 -LC_I6 227,863 (111) 227,752
LC_M1-LC_M4 13,554 (86) 13,468
11-16 238,645 (57) 238,588
M1 - M4 547 9) 538
Unrated 2,897 (73) 2,824
Factoring, Leasing
Unrated 308,386 (1,036) 307,350
4,966,873 (28,459) 4,938,414

(Table continues on the next page)
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2018
€000

Stage 1

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

Financial assets at FVOCI — debt
securities

(Table continues on the next page)

Internal rating

I1-16
M1 -M4
R1-R5

Unrated

L1-14
N1

N2 — W1
W2

W3

Unrated

U01a - U02
us3
uo4 - uo7
Uo8 — uo9
uto-um
u12

Unrated

Unrated

Unrated

Impairment

Gross amount Net amount
losses
36,162 (34) 36,128
146,832 (661) 146,171
31,158 (609) 30,549
15,810 (44) 15,766
5,326,277 (372) 5,325,905
258,370 111) 258,259
250,524 (307) 250,217
14,113 (102) 14,011
2,810 (84) 2,726
2,491 (5) 2,486
317,600 (380) 317,220
100,649 (247) 100,402
411,399 (2,373) 409,026
75,986 (1,456) 74,530
23,327 (1,248) 22,079
6,185 (1,127) 5,058
484,502 (9,400) 475,102
16,070 (43) 16,027
7,520,265 (18,603) 7,501,662
12,609,943 (48,302) 12,561,641
12,710,621 (48,958) 12,661,663
741,248 (134) 741,114




Consolidated financial statements

2018
€000

Stage 1

Financial commitments and
contingencies

Internal rating

LC_IT - LC_I6
LC_M1 -LC_M4
LC_R1 -LC_R5

1-16
M1 -M4
R1-R5

Strong
Good
Satisfactory
Weak

L1-14
N1

N2 — W1
W2

W3

U01a - U02
U3
uo4 - uo7
Uo8 — uo9
uto-um
u12

Unrated

Gross amount Provisions Net amount
1,054,046 (384) 1,053,662
96,444 (156) 96,288
21,308 (155) 21,153
607,555 (79) 607,476
489,537 (520) 489,017
52,777 (236) 52,541
20,971 (102) 20,869
88,195 (880) 87,315
95,741 (3,415) 92,326
469 (43) 426
495,541 (52) 495,489
40,535 (24) 40,511
60,397 (120) 60,277
6,965 (71) 6,894
200 12) 188
239,286 (39) 239,247
22,012 18) 21,994
30,685 (79) 30,606
1,571 21 1,550
274 9) 265

266 (44) 222
287,423 (534) 286,889
3,712,198 (6,993) 3,705,205




Consolidated financial statements

The following table shows the quality of the VUB Group’s stage 2 credit portfolio in terms of internal ratings
used for IRB purposes:

2019 . Impairment
€000 Internal rating  Gross amount losses Net amount
Stage 2
Financial assets at AC:
Due from other banks
Unrated 843 (6) 837
Due from customers:
Public Administration
Unrated 18,503 (1,182) 17,321
Corporate
Large Corporates, SME
LC_M1-LC_M4 67,803 (139) 67,664
1-16 293 - 293
M1 - M4 9,520 (40) 9,480
R1-R5 246,288 (2,973) 243,315
Unrated 6,489 (759) 5,730
Specialized Lending — SPV, RED
Strong 4,612 (308) 4,304
Good 35,344 (4,285) 31,059
Satisfactory 32,066 (1,999) 30,067
Weak 14,646 (4,605) 10,041
Factoring, Leasing
Unrated 6,745 (270) 6,475
423,806 (15,378) 408,428

(Table continues on the next page)
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2019
€000

Stage 2

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

(Table continues on the next page)

Internal rating

1-16
M1 -M4
R1-R5

Unrated

L1-14
N1

N2 — W1
W2

W3

UO1a-U02
U3
Uo4 - uo7
Uog - uo9
uto-um
u12

Unrated

Unrated

Impairment

Gross amount Net amount
losses
351 - 351
20,172 (453) 19,719
41,986 (2,539) 39,447
1,667 (180) 1,487
17,753 (83) 17,670
6,484 (48) 6,436
111,162 (1,821) 109,341
55,614 (1,633) 53,981
62,185 (5,167) 57,018
982 (5) 977
484 4) 480
61,021 (1,404) 59,617
56,706 (2,914) 53,792
57,406 (5,465) 51,941
64,497 (15,870) 48,627
27,928 (6,358) 21,570
7,327 (1,316) 6,011
593,725 (45,260) 548,465
1,036,034 (61,820) 974,214
1,036,877 (61,826) 975,051
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2019
€000

Stage 2

Financial commitments and
contingencies

Internal rating

LC_M1 -LC_M4
LC_R1 -LC_R5

11-16
M1 -M4
R1-R5

Strong
Satisfactory

N2 — W1
W2
W3

U3
Uo4 - uo7
Uo8 - uo9
Uto-um

u12

Unrated

Gross amount Provisions Net amount
72,545 (103) 72,442
578 18) 560
430 - 430
4,819 (20) 4,799
36,669 (455) 36,214
8 - 8

1,560 (102) 1,458
924 (36) 888
578 (40) 538
1,084 (73) 1,011
11 - 11
5,167 (38) 5,129
1,826 (36) 1,790
1,151 (44) 1,107
1,118 (392) 726
6,324 (353) 5,971
134,792 (1,710) 133,082




Consolidated financial statements

2018
€000

Stage 2

Financial assets at AC:
Due from other banks

Due from customers:

Public Administration

Corporate
Large Corporates, SME

Specialized Lending — SPV, RED

Other Non-banking Financial
Institutions, Public Sector
Entities

Factoring, Leasing

(Table continues on the next page)

Internal rating

Unrated

Unrated

LC_M1-LC_M4

11-16
M1 - M4
R1-R5
Unrated

Satisfactory

Weak

Unrated

Unrated

Impairment

Gross amount Net amount
losses
2,530 (98) 2,432
21,392 (1,361) 20,031
23,523 (93) 23,430
1,283 ) 1,282
45,615 (67) 45,548
155,598 (1,754) 153,844
5,306 (854) 4,452
3,286 (376) 2,910
51,519 9,611) 41,908
1 - 1
23,691 (412) 23,279
309,822 (13,168) 296,654



Consolidated financial statements

2018
€000

Stage 2

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

(Table continues on the next page)

Internal rating

11-16
M1 - M4
R1-R5

Unrated

L1-L14
N1

N2 - W1
W2

W3

D (default)

Uo1a-U02
U3
Uo4 - uo7
Uog - uo9
uto-um
u12

D (default)
Unrated

Unrated

Impairment

Gross amount Net amount
losses
10 - 10
16,571 (397) 16,174
40,686 (2,618) 38,068
592 (131) 461
17,699 (106) 17,593
5,714 47) 5,667
104,171 (1,925) 102,246
56,954 (1,829) 55,125
58,647 (4,070) 54,577
3,905 (1,050) 2,855
887 (5) 882
529 (5) 524
69,177 (1,587) 67,590
62,161 (3,263) 58,898
59,203 (6,061) 53,142
59,270 (13,076) 46,194
4,297 (1,982) 2,315
64,764 (16,845) 47,919
452 (58) 394
625,689 (55,055) 570,634
956,903 (69,584) 887,319
959,433 (69,682) 889,751
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2018
€000

Stage 2

Financial commitments
and contingencies

Internal rating

LC_IT - LC_I6
LC_M1 -LC_M4
LC_R1 -LC_R5

1-16
M1 -M4
R1-R5

Weak

L1-14
N2 — W1
W2

W3

U01a - UO02
U3
uo4 - uo7
Uo8 - uo9
uto-um
u12

D (default)
Unrated

Gross amount Provisions Net amount
5,000 (3) 4,997
100,182 (150) 100,032
988 (44) 944
229 - 229
7,822 (39) 7,783
31,381 (405) 30,976
954 (254) 700

100 (3) 97
2,017 (83) 1,934
1,109 (75) 1,034
220 (22) 198

75 - 75

21 - 21
8,628 (67) 8,561
2,495 (60) 2,435
1,182 (63) 1,119
935 (284) 651
3,624 (284) 3,340
39,626 (1,828) 37,798
206,588 (3,664) 202,924




Consolidated financial statements

The following table shows the quality of the VUB Group’s stage 3 credit portfolio in terms of internal ratin-

gs used for IRB purposes:

2019
€°000

Stage 3

Financial assets at AC:
Due from customers:
Public Administration

Corporate
Large Corporates, SME

Specialized Lending — SPV, RED

Other Non-banking Financial
Institutions, Public Sector
Entities

Factoring, Leasing

Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

Financial commitments
and contingencies

D (default)

Internal rating

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

Gross amount it lnriitis Net amount
losses

50 (8) 42

65,817 (37,016) 28,801

14,586 (13,348) 1,238

8 (1 7

29,588 (12,683) 16,905

109,999 (63,048) 46,951

14,471 (9,221) 5,250

82,188 (29,147) 53,041

230,250 (144,811) 85,439

8,472 (5,279) 3,193

335,381 (188,458) 146,923

445,430 (251,514) 193,916

445,430 (251,514) 193,916
22,647 (3,428) 19,219
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2018
€000

Stage 3

Financial assets at AC:
Due from customers:
Public Administration

Corporate
Large Corporates, SME

Specialized Lending — SPV, RED

Other Non-banking Financial
Institutions, Public Sector
Entities

Factoring, Leasing

(Table continues on the next page)

Internal rating

Unrated

M1 - M4
R1-R5

D (default)
Unrated

Weak

D (default)

M1 - M4

Unrated

Unrated

Impairment

Gross amount Net amount
losses

1 - 1

7,562 (2,078) 5,484

6,884 (4,504) 2,380

32,252 (27,393) 4,859

5,114 (2,664) 2,450

7,934 (3,339) 4,595

13,465 (12,875) 590

2 (1 1

7 (1 6

31,996 (16,971) 15,025

105,216 (69,826) 35,390



Consolidated financial statements

2018
€000

Stage 3

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

(Table continues on the next page)

Internal rating

M1 - M4
R1-R5

D (default)
Unrated

L1-L14
N1

N2 - W1
W2

W3

D (default)
Unrated

U01a - U02
U3
uo4 - uo7
Uo8 - uo9
uto-um
u12

D (default)
Unrated

Unrated

Impairment

Gross amount Net amount
losses
6 (5) 1
1,198 (952) 246
10,112 (8,126) 1,986
136 (49) 87
1,837 (377) 1,460
1,056 (166) 890
1,702 (328) 1,374
1,802 (388) 1,414
28,222 (6,613) 21,609
36,434 (16,201) 20,233
1 - 1
19 (12) 7
34 (22) 12
281 178) 103
398 (254) 144
764 (488) 276
6,326 (4,007) 2,319
154,007 (107,288) 46,719
104,773 (71,229) 33,544
988 (516) 472
350,096 (217,200) 132,896
455,313 (287,026) 168,287
455,313 (287,026) 168,287
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2018
€000

Stage 3

Financial commitments
and contingencies

Internal rating

M1 - M4
R1-R5

L1-L14
W2

U01a - U02
U3
uo4 - uo7
Uo8 - uo9
uto-um
u12

D (default)
Unrated

Gross amount Provisions Net amount
8,601 (390) 8,211
3,148 (1,996) 1,152

168 - 168
70 - 70

25 - 25

11 - 11

87 - 87

17 - 17

21 - 21
172 - 172
6,228 (883) 5,345
1,245 (454) 791
19,793 (3,723) 16,070
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The following table shows the quality of the VUB Group’s total credit portfolio in terms of internal ratings
used for IRB purposes:

2019 . Impairment
€000 Internal rating  Gross amount losses Net amount
Financial assets at AC:
Due from other banks
Unrated 180,979 (488) 180,491
Due from customers:
Public Administration
D (default) 50 (8) 42
Unrated 135,550 (2,254) 133,296
135,600 (2,262) 133,338
Corporate
Large Corporates, SME
LC_IT-LC_I6 1,252,046 (630) 1,251,416
LC_M1-LC_M4 488,969 (1,192) 487,777
LC_RT-LC_R5 13,820 (100) 13,720
11-16 689,793 (96) 689,697
M1 - M4 658,523 (553) 657,970
R1-R5 427,925 (3,580) 424,345
D (default) 65,817 (37,016) 28,801
Unrated 250,054 (2,188) 247,866
Specialized Lending — SPV, RED
Strong 267,375 (1,776) 265,599
Good 332,578 (7,744) 324,834
Satisfactory 225,516 (8,924) 216,592
Weak 31,927 (6,644) 25,283
D (default) 14,586 (13,348) 1,238
Other Non-banking Financial
Institutions, Public Sector
Entities
LC_IT-LC_I6 205,567 (82) 205,485
LC_R1T-LC_R5 12,832 (126) 12,706
11-16 136,300 (28) 136,272
M1 - M4 11,328 (26) 11,302
D (default) 8 (1) 7
Unrated 26,401 (66) 26,335
Factoring, Leasing
D (default) 29,588 (12,683) 16,905
Unrated 319,230 (1,415) 317,815
5,460,183 (98,218) 5,361,965

(Table continues on the next page)
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2019
€000

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

Financial assets at FVOCI — debt
securities

(Table continues on the next page)

Internal rating

11-16
M1 - M4
R1-R5

D (default)
Unrated

L1-14
N1

N2 — W1
W2

W3

D (default)
Unrated

Uo1a-U02
U3
uo4 - uo7
Uo8 - uo9
uto-um
u12

D (default)
Unrated

D (default)
Unrated

Unrated

Impairment

Gross amount Net amount
losses
37,918 (33) 37,885
162,283 (1,084) 161,199
74,271 (2,969) 71,302
14,471 (9,221) 5,250
30,852 (303) 30,549
6,003,932 (440) 6,003,492
285,789 (153) 285,636
389,123 (2,152) 386,971
71,509 (1,743) 69,766
63,590 (5,205) 58,385
82,188 (29,147) 53,041
1,492 - 1,492
339,708 (421) 339,287
105,546 (248) 105,298
488,163 (3,676) 484,487
140,176 (4,444) 135,732
80,039 (6,652) 73,387
70,133 (16,842) 53,291
230,250 (144,811) 85,439
329,685 (10,417) 319,268
8,472 (5,279) 3,193
120,389 (3,028) 117,361
9,129,979 (248,268) 8,881,711
14,725,762 (348,748) 14,377,014
14,906,741 (349,236) 14,557,505
1,562,762 (224) 1,562,538
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2019

€000 Internal rating  Gross amount Provisions Net amount

Financial commitments
and contingencies

LC_I1 -LC_I6 1,232,825 (300) 1,232,525

LC_M1 -LC_M4 164,730 (224) 164,506

LC_R1-LC_R5 11,911 (135) 11,776

11-16 707,896 (70) 707,826

M1 - M4 445,478 (347) 445,131

R1-R5 121,516 (858) 120,658

Strong 13,155 (56) 13,099

Good 96,623 (837) 95,786

Satisfactory 44,004 (1,393) 42,611

Weak 25 (2) 23

L1-14 491,139 (45) 491,094

N1 51,572 (25) 51,547

N2 - W1 80,828 (174) 80,654

W2 12,138 (141) 11,997

W3 1,570 (92) 1,478

U01a - UO02 236,228 (34) 236,194

us3 14,203 9) 14,194

uo4 - uo7 55,270 (116) 55,154

Uo8 — U09 3,984 (56) 3,928

u10-uU11 1,666 (56) 1,610

u12 1,376 (423) 953

D (default) 22,647 (3,428) 19,219

Unrated 90,271 (549) 89,722

3,901,055 (9,370) 3,891,685
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2018
€000

Financial assets at AC:

Due from other banks

Due from customers:

Public Administration

Corporate
Large Corporates, SME

Specialized Lending — SPV, RED

Other Non-banking Financial
Institutions, Public Sector
Entities

Factoring, Leasing

(Table continues on the next page)

Internal rating

Unrated

Unrated

LC_IT - LC_l6
LC_M1-LC_M4
LC_R1-LC_R5

11-16
M1 - M4
R1-R5

D (default)
Unrated

Strong
Good
Satisfactory
Weak

D (default)
Unrated

LC_IT - LC_I6
LC_M1 -LC_M4

11-16
M1 - M4

Unrated

Unrated

Impairment

Gross amount Net amount
losses
103,208 (754) 102,454
141,328 (2,601) 138,727
1,130,688 (1,176) 1,129,512
434,911 (1,732) 433,179
10,029 (532) 9,497
625,353 (64) 625,289
938,681 (3,094) 935,587
331,803 (7,081) 324,722
32,252 (27,393) 4,859
182,293 (4,994) 177,299
246,107 (1,509) 244,598
249,544 (3,388) 246,156
259,800 (13,578) 246,222
76,154 (15,249) 60,905
13,465 (12,875) 590
3,242 (31 3,211
227,863 111) 227,752
13,554 (86) 13,468
238,645 (57) 238,588
549 (10) 539
2,905 (74) 2,831
364,073 (18,419) 345,654
5,381,911 (111,453) 5,270,458
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2018
€000

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Small Business — Leasing,
Leasing

Financial assets at FVOCI — debt
securities

(Table continues on the next page)

Internal rating

11-16
M1 - M4
R1-R5

D (default)
Unrated

L1-14
N1

N2 — W1
W2

W3

D (default)
Unrated

Uo1a-U02
U3
Uo4 - uo7
Uo8 - uo9
uto-um
u12

D (default)
Unrated

Unrated

Unrated

Impairment

Gross amount Net amount
losses
36,172 (34) 36,138
163,409 (1,063) 162,346
73,042 (4,180) 68,862
10,112 (8,126) 1,986
16,538 (224) 16,314
5,345,813 (855) 5,344,958
265,140 (324) 264,816
356,397 (2,560) 353,837
72,869 (2,319) 70,550
89,679 (10,767) 78,912
40,339 (17,251) 23,088
2,492 (5) 2,487
318,506 (397) 318,109
101,212 (274) 100,938
480,857 (4,138) 476,719
138,545 (4,973) 133,572
83,294 (7,797) 75,497
71,781 (18,210) 53,571
158,304 (109,270) 49,034
654,039 (97,474) 556,565
17,510 (617) 16,893
8,496,050 (290,858) 8,205,192
14,019,289 (404,912) 13,614,377
14,122,497 (405,666) 13,716,831
741,248 (134) 741,114
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2018

€000 Internal rating Gross amount Provisions Net amount

Financial commitments
and contingencies

LC_IN -LC_l6 1,059,046 (387) 1,058,659

LC_M1T-LC_M4 196,626 (306) 196,320

LC_RT-LC_R5 22,296 (199) 22,097

11-16 607,784 (79) 607,705

M1 - M4 505,960 (949) 505,011

R1-R5 87,306 (2,637) 84,669

Strong 20,971 (102) 20,869

Good 88,195 (880) 87,315

Satisfactory 95,741 (3,415) 92,326

Weak 1,423 (297) 1,126

L1-14 495,809 (55) 495,754

N1 40,535 (24) 40,511

N2 - W1 62,414 (203) 62,211

W2 8,144 (146) 7,998

W3 420 (34) 386

U01a - U02 239,386 (39) 239,347

U3 22,044 (18) 22,026

uo4 - uo7 39,400 (146) 39,254

Uo8 - u09 4,083 (81) 4,002

uto-um 1,477 (72) 1,405

u12 1,373 (328) 1,045

D (default) 9,852 (1,167) 8,685

Unrated 328,294 (2,816) 325,478

3,938,579 (14,380) 3,924,199

In the tables above, only portfolios for which the VUB Group received the authorisation to use internal
models for capital requirements and retail unsecured portfolio (where the VUB Group aims to obtain the
authorisation in the future) are listed with internal ratings. The other portfolios are listed as unrated.
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For some portfolios, information from external credit reference agencies is also used. The credit quality for
financial assets at amortised cost: due from other banks is in the rating scale from Aa1 to Caal (31 Decem-
ber 2018: Aa3 to Ba1). The following table sets out the credit quality of FVOCI debt securities. The analysis

has been based on Moody's ratings.

éo:)go Ex;c::ir;agl Gross amount Impai::;ig: Net amount
Financial assets at FVOCI — debt securities

Aaa 268,633 (34) 268,599

Aal 34,409 (6) 34,403

Aa3 51,710 (11) 51,699

A2 508,674 41) 508,633

Baal 209,389 (15) 209,374

Baa3 489,947 (117) 489,830

1,562,762 (224) 1,562,538

29(1)20 Ex;cae:ir:;l Gross amount Impai:‘(r;ns:: Net amount
Financial assets at FVOCI — debt securities

Aa3 20,175 (8) 20,167

A2 477,786 (18) 477,768

Baal 39,150 (12) 39,138

Baa3 204,137 (96) 204,041

741,248 (134) 741,114
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4.1.10. Sensitivity analysis of impairment losses

In the table below the VUB Group shows the sensitivity of ECL calculation to a decrease of PD parameter

by 10%:
29(1)80 Base scenario Decrease PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 488 439 (49) (10.04%)
Due from customers:

Public Administration 2,262 2,037 (225) (9.95%)

Corporate
Large Corporates 5,209 4,986 (223) (4.28%)
Large Corporates — debt securities 18 106 (12) (10.17%)
Specialized Lending 38,436 35,927 (2,509) (6.53%)
SME 40,028 39,430 (598) (1.49%)
Olt:siirul:lggr—]k;)ankmg Financial 7263 273 (40) (15.21%)
P situtons - deby securies 28 25 ® 071w
Public Sector Entities 38 34 4) (10.53%)
Leasing 12,864 12,727 (137) (1.06%)
Factoring 1,234 1,230 4) (0.32%)
98,218 94,688 (3,530) (3.59%)

Retail

Small Business 13,042 12,648 (394) (3.02%)
Small Business — Leasing 321 301 (20) (6.23%)
Consumer Loans 166,998 162,904 (4,094) (2.45%)
Mortgages 38,840 37,871 (969) (2.49%)
Credit Cards 22,428 22,084 (344) (1.53%)
Overdrafts 6,351 6,218 (133) (2.09%)
Leasing 41 40 ) (2.44%)
Flat Owners Associations 247 222 (25) (10.12%)
248,268 242,288 (5,980) (2.41%)
348,748 339,013 (9,735) (2.79%)
349,236 339,452 (9,784) (2.80%)

Financial assets at FVOCI — debt securities 224 202 (22) (9.82%)
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2018

€000 Base scenario Decrease PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 754 688 (66) (8.75%)
Due from customers:
Public Administration
Municipalities 2,599 2,339 (260) (10.00%)
Municipalities — Leasing 2 2 - -
2,601 2,341 (260) (13.03%)
Corporate
Large Corporates 5,484 5,158 (326) (5.94%)
Large Corporates — debt securities 619 557 (62) (10.02%)
Specialized Lending 46,630 43,588 (3,042) (6.52%)
SME 39,963 39,644 (319) (0.80%)
Of:si[ttl:lggr;k;anklng Financial 265 735 (30) (11.32%)
Public Sector Entities 73 66 (7) (9.59%)
Leasing 17,200 16,994 (206) (1.20%)
Factoring 1,219 1,217 (2) (0.16%)
111,453 107,459 (3,994) (3.58%)
Retail
Small Business 13,377 12,959 (418) (3.13%)
Small Business — Leasing 400 395 (5) (1.20%)
Consumer Loans 201,242 196,106 (5,136) (2.55%)
Mortgages 34,081 33,186 (895) (2.63%)
Credit Cards 32,705 32,222 (483) (1.48%)
Overdrafts 8,586 8,411 (175) (2.04%)
Leasing 217 214 (3) (1.20%)
Flat Owners Associations 250 224 (26) (10.40%)
290,858 283,717 (7,141) (2.46%)
404,912 393,517 (11,395) (2.81%)
405,666 394,205 (11,461) (2.83%)

Financial assets at FVOCI — debt securities 134 121 (13) (9.70%)
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In the table below the Bank shows the sensitivity of ECL calculation to an increase of PD parameter by 10%:

2019

€000 Base scenario Increase PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 488 537 49 10.04%
Due from customers:

Public Administration 2,262 2,487 225 9.95%

Corporate
Large Corporates 5,209 5,432 223 4.28%
Large Corporates — debt securities 118 130 12 10.17%
Specialized Lending 38,436 40,945 2,509 6.53%
SME 40,028 40,626 598 1.49%
Olt:setirtll:ltci)gr;ks)ankmg Financial 263 303 40 15.21%
P titions e securie 2 31 3 10.71%
Public Sector Entities 38 42 4 10.53%
Leasing 12,864 13,001 137 1.06%
Factoring 1,234 1,238 4 0.32%
98,218 101,748 3,530 3.59%

Retail

Small Business 13,042 13,436 394 3.02%
Small Business — Leasing 321 341 20 6.23%
Consumer Loans 166,998 171,092 4,094 2.45%
Mortgages 38,840 39,809 969 2.49%
Credit Cards 22,428 22,772 344 1.53%
Overdrafts 6,351 6,484 133 2.09%
Leasing 41 42 1 2.44%
Flat Owners Associations 247 272 25 10.12%
248,268 254,248 5,980 2.41%
348,748 358,483 9,735 2.79%
349,236 359,020 9,784 2.80%

Financial assets at FVOCI — debt securities 224 246 22 9.82%
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2018

€000 Base scenario Increase PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 754 821 67 8.89%
Due from customers:
Public Administration
Municipalities 2,599 2,859 260 10.00%
Municipalities — Leasing 2 2 - 0.00%
2,601 2,861 260 13.07%
Corporate
Large Corporates 5,484 5,810 326 5.94%
Large Corporates — debt securities 619 681 62 10.02%
Specialized Lending 46,630 49,672 3,042 6.52%
SME 39,963 40,281 318 0.80%
Of:si[ttl:lggr;k;anklng Financial 265 296 31 11.70%
Public Sector Entities 73 81 8 10.96%
Leasing 17,200 17,406 206 1.20%
Factoring 1,219 1,221 2 0.16%
111,453 115,448 3,995 3.58%
Retail
Small Business 13,377 13,795 418 3.13%
Small Business — Leasing 400 405 5 1.20%
Consumer Loans 201,242 206,377 5,135 2.55%
Mortgages 34,081 34,976 895 2.63%
Credit Cards 32,705 33,187 482 1.47%
Overdrafts 8,586 8,760 174 2.03%
Leasing 217 220 3 1.20%
Flat Owners Associations 250 275 25 10.00%
290,858 297,995 7,137 2.45%
404,912 416,304 11,392 2.81%
405,666 417,125 11,459 2.82%

Financial assets at FVOCI — debt securities 134 147 13 9.70%
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4.1.11. Impact of the possible scenarios on the impairment losses and provisions

The behaviour of the model is described by six possible scenarios simulating a worsening of the macroeco-
nomic situation. The scenarios resulted in the increase of expected loss in both stage 1 and stage 2. The si-
mulation was run as an example on the most significant segment Mortgages.

The scenarios and their impact are depicted in the tables below:

29(1)(9)0 Stage 1
Scenario Scenario description Impan;:::: Provisions Total
Base without stressing
ECL 940 327 1,267
Absolute change - - -
Relative change - - -
GDP growth decrease
GDP stress 10% by 42 basis points
(‘bps’)
ECL 943 328 1,271
Absolute change 3 1 4
Relative change 0.30% 0.26% 0.29%
UR stress 10% UR increase by 15 bps
ECL 953 331 1,284
Absolute change 13 4 17
Relative change 1.38% 1.23% 1.34%
GDP growth decrease
ALL stress 10% by 42 bps and UR
increase by 15 bps
ECL 956 332 1,288
Absolute change 16 5 21
Relative change 1.69% 1.50% 1.64%
GDP stress 30% GEyP %?Vgtphs decrease
ECL 948 330 1,278
Absolute change 8 3 11
Relative change 0.86% 0.77% 0.84%
UR stress 30% UR increase by 45 bps
ECL 980 339 1,319
Absolute change 39 12 51
Relative change 4.16% 3.69% 4.04%
GDP growth decrease
ALL stress 30% by 127 bps and UR
increase by 45 bps
ECL 988 342 1,330
Absolute change 47 15 62
Relative change 5.04% 4.47% 4.90%
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2019
€000

Scenario

Base

GDP stress 10%

UR stress 10%

ALL stress 10%

GDP stress 30%

UR stress 30%

ALL stress 30%

Scenario description

without stressing

GDP growth decrease
by 42 bps

UR increase by 15 bps

GDP growth decrease
by 42 bps and UR
increase by 15 bps

GDP growth decrease
by 127 bps

UR increase by 45 bps

GDP growth decrease
by 127 bps and UR
increase by 45 bps

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

Impairment
losses

8,752

8,779
27
0.31%

8,802
50
0.57%

8,829
77
0.88%

8,832
79
0.91%

8,902
149
1.71%

8,980
228
2.60%

Provisions

298

299

0.15%

299

0.29%

299

0.44%

299

0.45%

301

0.85%

302

1.30%

Stage 2

Total

9,078
27
0.30%

9,101
51
0.56%

9,128
78
0.86%

9,131
80
0.89%

9,202
152
1.68%

9,282
232
2.56%
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2018
€000

Scenario

Base

GDP stress 10%

CPI stress 10%

GDP and CPI
stress 10%

GDP stress 30%

CPI stress 30%

GDP and CPI
stress 30%

Scenario description

without stressing

GDP growth decrease
by 30 bps

CPI decrease by 1 bps

GDP growth decrease
by 30 bps and CPI
decrease by 1 bps

GDP growth decrease
by 91 bps

CPI decrease by 3 bps

GDP growth decrease
by 91 bps and CPI
decrease by 3 bps

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

Impairment
losses

976

983

0.69%

977

0.09%

984

0.76%

996
20
2.05%

979

0.23%

999
23
2.28%

Provisions

279

281

0.64%

279

0.08%

281

0.71%

285

1.91%

280

0.22%

285

2.11%

Stage 1

Total

1,264

0.68%

1,256

0.08%

1,265
10
0.75%

1,281
26
2.02%

1,259

0.23%

1,284
29
2.24%
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2018
€000

Scenario

Base

GDP stress 10%

CPI stress 10%

GDP and CPI
stress 10%

GDP stress 30%

CPI stress 30%

GDP and CPI
stress 30%

Scenario description

without stressing

GDP growth decrease
by 30 bps

CPI decrease by 1 bps

GDP growth decrease
by 30 bps and CPI
decrease by 1 bps

GDP growth decrease
by 91 bps

CPI decrease by 3 bps

GDP growth decrease
by 91 bps and CPI
decrease by 3 bps

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

Impairment
losses

9,027

9,056
29
0.32%

9,030

0.04%

9,059
32
0.36%

9,114
87
0.97%

9,036

0.11%

9,124
97
1.07%

Provisions

183

183

0.33%

183

0.04%

184

0.36%

185

0.98%

183

0.11%

185

1.08%

Stage 2

Total

9,239
29
0.32%

9,213

0.04%

9,243
33
0.36%

9,299
89
0.97%

9,219

0.11%

9,309
99
1.07%
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4.1.12. Credit risk of financial derivatives

Credit exposure or the replacement cost of derivative financial instruments represents the VUB Group's cre-
dit exposure from contracts with a positive fair value, that is, it indicates the estimated maximum potential
losses in the event that counterparties fail to perform their obligations. It is usually a small proportion of the
notional amounts of the contracts. The credit exposure of each contract is indicated by the credit equiva-
lent calculated pursuant to the generally applicable methodology using the current exposure method and
involves the market value of the contract (only if positive, otherwise a zero value is taken into account) and
a portion of the nominal value, which indicates the potential change in market value over the term of the
contract. The credit equivalent is established depending on the type of contract and its maturity. The VUB
Group assesses the credit risk of all financial instruments on a daily basis.

With regard to IFRS 13 which contains a clarification in reference to non-performance risk in determining

the fair value of over-the-counter derivatives, the VUB Group uses the Bilateral Credit Value Adjustment

model (‘bCVA'). It takes fully into account the effects of changes in counterparty credit ratings as well
as the changes in own credit rating. The bCVA has two addends, calculated by considering the possibili-
ty that both counterparties go bankrupt, known as the Credit Value Adjustment (‘CVA') and Debit Value

Adjustment (‘DVA"):

— The CVA (negative) takes into account scenarios whereby the counterparty fails before the VUB Group
that has a positive exposure to the counterparty. In these scenarios the VUB Group suffers a loss equal
to the cost of replacing the derivative,

— The DVA (positive) takes into account scenarios whereby the VUB Group fails before the counterparty
and has a negative exposure to the counterparty. In these scenarios the VUB Group achieves a gain equ-
al to the cost of replacing the derivative.

The bCVA depends on the exposure, probability of default and the loss given default of the counterparties.
The VUB Group is selective in its choice of counterparties and sets limits for transactions with customers.
The VUB Group takes its own and its counterparties’ credit risk into consideration to the extent it believes
the market participants would do so.

The table below shows the maximum amount of credit risk of derivative financial instruments. To express
the maximum amount of credit risk, the fair value of derivative financial assets is increased by the value of
the potential credit exposure (‘add on’) calculated as the nominal value of the derivative financial instru-
ment multiplied by the respective coefficient depending on the type of the instrument. The credit risk of the
remaining financial assets not reported in the table below approximates their carrying amounts.

€000 2019 2018

Financial assets
Financial assets at fair value through profit or loss:
Financial assets held for trading:

Derivative financial instruments 40,070 87,565
Derivatives — Hedge accounting 137,860 65,113
177,930 152,678

4.2. Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices or foreign exchange
rate will affect the VUB Group’s income or the value of its holdings of financial instruments. The objective
of market risk management is to manage and control market risk exposures within acceptable parameters,
while optimizing the return on risk.

4.2.1. Management of market risk
The VUB Group separates its exposures to market risk between trading (‘trading book’) and non-trading

portfolios (‘banking book’). Trading portfolios are held by the Trading sub-department and include posi-
tions arising from market-making and proprietary position taking. All foreign exchange risk within the VUB
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Group is transferred each day to the Trading sub-department and forms part of the trading portfolio for risk
management purposes. The non-trading portfolios are managed by the sub-department Asset Liability Ma-
nagement ('ALM’), and include all positions which are not intended for trading.

Trading portfolios includes derivative financial instruments used for both trading and hedging and debt securi-
ties classified as financial assets held for trading. All other financial instruments are part of the banking book.

Overall authority for market risk is vested in ALCO. The Enterprise Risk Management Department is respon-
sible for the development of detailed risk management policies (subject to review and approval by ALCO)
and for their implementation and day-to-day risk monitoring and reporting.

In the normal course of business, the VUB Group enters into derivative financial instrument transactions
to hedge its liquidity, foreign exchange and interest rate risks. The VUB Group also enters into proprietary
derivative financial transactions for the purpose of generating profits from short-term fluctuations in mar-
ket prices. The VUB Group operates a system of market risk and counterparty limits, which are designed to
restrict exposure to movements in market prices and counterparty concentrations. The VUB Group also mo-
nitors adherence to these limits on a daily basis.

4.2.2. Exposure to market risk - trading portfolios

The principal tool used to measure and control market risk exposures within the VUB Group’s trading port-
folio is Value at Risk ("VaR’). A derivation of VaR is the stress VaR (‘sVaR’), which represents maximal VaR of
a selected one year period generating the highest value of VaR during the last five years. The VaR of a tra-
ding portfolio is the estimated loss that will arise on the portfolio over a specified period of time (holding
period) from an adverse market movement with a specified probability (confidence level). The VaR model
used by the VUB Group is based upon a 99% confidence level and assumes a one-day holding period.

The VaR and sVaR models used are based on historical simulations. Taking into account market data from
the previous year and in case of sVaR a one year scenario from five years of history and observed relation-
ships between different markets and prices, the models generate a wide range of plausible future scenarios
for market price movements evaluated in the model. The VaR model was approved by the NBS as a basis for
the calculation of the capital charge for market risk of the trading book.

The VUB Group uses VaR limits for total market risk in the trading book, foreign exchange risk and interest
rate risk. The overall structure of VaR and sVaR limits is subject to review and approval by ALCO and Intesa
Sanpaolo. VaR is measured on a daily basis. Daily reports of utilisation of VaR and sVaR limits are submitted
to the trading unit, the head of the Division Risk Management and the head of the Department Treasury
and ALM. Regular summaries are submitted to Intesa Sanpaolo and ALCO.

A summary of the VaR and sVaR position of the VUB Group’s trading portfolios:

2019 2018
€'000 Balance Avg Max Min Balance Avg Max Min
Foreign currency risk 31 49 133 5 44 43 124 12
Interest rate risk 98 570 1,956 71 343 1,492 3,942 343
Total VaR 101 573 1,966 80 332 1,495 3,926 332
Total sVaR 184 1,534 3,073 184 791 1,479 3,445 334

Although VaR is a popular and widely used risk management tool, there are known limitations, among

which the following are the most important ones:

— VaR does not measure the worst case loss, since a 99% confidence interval means that in 1% of cases
the loss is expected to be greater than the VaR amount;

— VaR calculated using a one day holding period assumes hedge or disposal of a position within one day,
which might not be realistic in the case of a longer illiquid situation on the market;

— For calculating VaR of a portfolio, the return, the volatility but also the correlation between various
assets needs to be recognized which might represent a difficult task when taking into account the
growing number and diversity of positions in a given portfolio.
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These limitations are recognized, by supplementing VaR limits with other position limit structures. In addi-
tion, the VUB Group uses a wide range of stress tests, to model the financial impact of a variety of excep-
tional market scenarios on the VUB Group’s position. Furthermore, integrating the sVaR measure into the
VaR concept adds to mitigation of the limitation of using historical series and possibly omitting scenarios of
an extraordinary nature.

4.2.3. Exposure to interest rate risk

Interest rate risk comprises of the risk that the value of a financial instrument will fluctuate due to changes
in market interest rates and of the risk that the maturities of interest earning assets differ from the maturi-
ties of the interest bearing liabilities used to fund those assets. The length of time for which the interest rate
is fixed on a financial instrument therefore indicates the extent to which it is exposed to interest rate risk.

All the assumptions, methodologies and responsibilities are described in the internal documents ‘Guidelines
on the Governance of Interest Rate Risk in the Banking Book’ ('IRRBB’) and ‘Rules on the Measurement and
Control of IRRBB in VUB Group’ which are approved by the Management Board and are consistent with ISP
Group IRRBB Guidelines and Rules.

The main risk to which non-trading portfolios are exposed is the risk of loss from fluctuations in the future
cash flows or fair values of financial instruments due to a change in market interest rates. Interest rate risk is
managed mainly through the monitoring of interest rate gaps. Financial instruments are mapped to re-pri-
cing gaps either by maturity for fixed rate instruments, or by next re-pricing date for floating rate instru-
ments. Assets and liabilities that do not have a contractual maturity date are mapped according to internal
models based on behavioural assumptions.

The Risk Management division is responsible for monitoring and reporting of these gaps at least on
a monthly basis. The management of interest rate risk is measured by shift sensitivity of fair value analy-
sis (change in present value). In line with the ISP Group methodology, the shift sensitivity analysis is done
through baseline, internal stress and regulatory scenarios. Baseline scenarios are defined as a parallel and
instantaneous shift of +/- 100 basis points of the yield curve. Internal stress scenarios have been introduced
in 2017, measuring the shift sensitivity through parallel and instantaneous shift of +/-200 basis points, and
non-parallel steepening and flattening scenarios. Six regulatory scenarios, according to the Interest Rate
Risk in the Banking Book Guidelines published by Basel Committee on Banking Supervision, have been in-
troduced in 2017. All scenarios are applied on monthly basis as from September 2019.

The sensitivity of the interest margin is also measured with a set of scenarios similar to shift sensitivity ana-
lysis — baseline, internal stress and regulatory scenarios. The baseline scenario is represented by parallel and
instantaneous of +/-50 bps shocks in the yield curve, in a period of following 12 months. Furthermore, ad-
ditional internal stress and regulatory scenarios are applied: +/-100, +/-200 and six stress scenarios accor-
ding to the Interest Rate Risk in the Banking Book Guidelines published by the Basel Committee on Banking
Supervision.

Overall banking book interest rate risk positions are managed by the Treasury and ALM Department, which
uses different on balance and off balance sheet instruments to manage the overall positions arising from
the banking book activities.

Models applied for the interest rate risk (‘IRR’) calculation

Each financial and non-financial instrument is mapped to a gap based on its contractual or behavioural
re-pricing date:

Contractual category
This category includes instruments where the VUB Group knows exactly when the maturity or next re-pri-

cing takes place. This treatment is applied mainly to: bought and issued securities, received loans and term
deposits.
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Behavioural category

These are items for which it is not exactly known when the maturity or next re-pricing will take place (e.g.
current accounts). There are also some items where the maturity or re-pricing period is known but it can be
assumed that they will behave differently (e.g. prepayments can occur for mortgages and consumer loans).
In this case, it is necessary to make certain assumptions to reflect the most probable behaviour of these
items. The assumptions are based on a detailed analysis of the VUB Group’s historical time series data and
statistical models.

At 31 December 2019, the interest margin sensitivity of the banking book on profit or loss in a one year
time frame, in the event of a 100 basis points rise in interest rates, was € 32,545 thousand (31 December
2018: € 20,778 thousand).

At 31 December 2019, the interest rate risk generated by the banking book, measured through shift sen-
sitivity analysis of plus 100 basis points, reached the value of € (19,725) thousand (31 December 2018: €
(23,039) thousand).

At 31 December 2019, the interest margin sensitivity of the banking book on profit or loss in a one year
time frame, in the event of a 100 basis points decline in interest rates, was € (44,375) thousand (31 Decem-
ber 2018: € (36,246) thousand).

At 31 December 2019, the interest rate risk generated by the banking book, measured through shift sen-
sitivity analysis of minus 100 basis points, reached the value of € 7,898 thousand (31 December 2018: €
(240) thousand).

At 31 December 2019, the sensitivity of the FVOCI reserve in equity related to the non-hedged part of the
portfolio to 100 basis points rise in interest rates was € (1,274) thousand (31 December 2018: € (2,301)
thousand).

At 31 December 2019, the sensitivity of the CF hedges reserve in equity to a 100 basis points rise in interest
rates was € nil thousand (31 December 2018: € 391 thousand).

The average interest rates for financial assets and financial liabilities were as follows:

2019 2018

Financial assets
Cash and cash equivalents 1.32% 0.01%
Financial assets at FVTPL 1.10% 1.45%
Financial assets at FVOCI 0.47% 1.85%
Financial assets at AC:

Due from other banks 2.42% 1.16%

Due from customers 2.49% 2.96%
Financial liabilities
Financial liabilities at AC:

Due to banks 0.34% 0.43%

Due to customers 0.19% 0.35%

Debt securities in issue 0.79% 1.17%
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The re-pricing structure of interest rate bearing financial assets and financial liabilities based on contractual
discounted cash-flows for the non-trading portfolios was as follows:

2019 Up to 1to 3 months Over Not

€'000 1 month 3 months to 1year 1to5years 5 years specified iz

Interest rate bearing financial

assets
Cash and cash equivalents 996,446 - - - - - 996,446
F|r;?andci|re:éads§i€5a?it/gTPL (excluding 584 ~ B ~ B B 594
Financial assets at FVOCI 101,868 269,588 173,469 342,332 675,280 12,012 1,574,549
Financial assets at AC:
Due from other banks 8,983 82,253 2,668 - 64,434 22,153 180,491
Due from customers 2,002,245 1,586,533 1,881,905 7,700,792 989,288 216,251 14,377,014
3,110,126 1,938,374 2,058,042 8,043,124 1,729,002 250,416 17,129,084
Interest rate bearing financial
liabilities
Financial liabilities measured at AC:
Due to banks (51,249) (34,961) (171,234) (242,420) (50,047) (2,056) (551,967)
Due to customers (5,932,177)  (1,411,613)  (2,223,146)  (2,119,514) (264,567) - (11,951,017)
Subordinated debt - (200,143) - - - - (200,143)
Debt securities in issue* (21,165) (31,794) (216,630)  (1,556,317)  (1,294,789) - (3,120,695)
(6,004,591)  (1,678,511)  (2,611,010)  (3,918,251)  (1,609,403) (2,056) (15,823,822)
Net position of financial (2,894,465 259,863  (552,968) 4,124,873 119599 248360 1,305,262
instruments
c‘;.m“'a'fi‘”“’. net position of (2,894,465  (2,634,602) (3,187,570) 937,303 1056902 1,305,262 -
inancial instruments
Cash inflow from derivatives 2,399,133 2,369,212 1,971,202 1,764,051 1,677,643 - 10,181,241
Cash outflow from derivatives (2,076,929)  (1,127,853)  (1,704,183)  (4,332,493) (944,445) - (10,185,903)
Net position from derivatives 322,204 1,241,359 267,019  (2,568,442) 733,198 - (4,662)
Total net position (2,572,261) 1,501,222 (285,949) 1,556,431 852,797 248,360 1,300,600

Cumulative total net position (2,572,261)  (1,071,039)  (1,356,988) 199,443 1,052,240 1,300,600 -
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2018 Up to 1to 3 months Over Not

€'000 1 month 3 months to 1 year Tto5years 5 years specified OEE]

Interest rate bearing financial
assets
Cash and cash equivalents 1,769,134 - - - - - 1,769,134

Financial assets at FVTPL (excluding

Trading derivatives) 440 N N N N B 440
Financial assets at FVOCI 17 39,138 578,559 103,373 28,787 - 749,974
Financial assets at AC:

Due from other banks 236 66,211 4,897 - - 31,110 102,454

Due from customers 2,038,895 1,735,677 1,470,639 7,174,877 995,414 201,745 13,617,247

3,808,822 1,841,026 2,054,095 7,278,250 1,024,201 232,855 16,239,249
Interest rate bearing financial

liabilities
Financial liabilities measured at AC:

Due to banks (414,891) (35,994) (444,673) (294,744) - (1,713)  (1,192,015)

Due to customers (4,858,318)  (1,205,604)  (2,615,554)  (2,189,620) (261,541) - (11,130,637)

Subordinated debt - (200,181) - - - - (200,181)

Debt securities in issue* (8,802) (3,197) (266,640)  (1,003,053)  (1,050,561) - (2,332,253)

(5,282,011)  (1,444,976)  (3,326,867)  (3,487,417)  (1,312,102) (1,713) (14,855,086)

Net position of financial

. (1,473,189) 396,050  (1,272,772) 3,790,833 (287,901) 231,142 1,384,163
instruments

Cumulative net position of

X - (1,473,189)  (1,077,139)  (2,349,911) 1,440,922 1,153,021 1,384,163 -
financial instruments

Cash inflow from derivatives 3,089,568 2,766,558 1,804,562 1,751,119 1,815,018 - 11,226,825
Cash outflow from derivatives (3,848,480)  (1,637,784) (722,597)  (4,126,768) (891,236) - (11,226,865)
Net position from derivatives (758,912) 1,128,774 1,081,965  (2,375,649) 923,782 - (40)
Total net position (2,232,107) 1,524,824 (190,807) 1,415,184 635,881 231,142 1,384,123

Cumulative total net position (2,232,107) (707,277) (898,084) 517,100 1,152,981 1,384,123 -

* Fair value adjusts to the hedged covered bonds are reported in time bucket corresponding to the maturity
of nominal of the covered bonds.
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4.2.4. Currency denominations of assets and liabilities

Foreign exchange rate risk comprises the risk that the value of financial assets and financial liabilities will
fluctuate due to changes in foreign exchange rates. It is the policy of the VUB Group to manage its expo-
sure to fluctuations in exchange rates through regular monitoring and reporting of open positions and the
application of a matrix of exposure and position limits.

20(1)30 EUR usD CZK Other Total
Financial assets
Cash and cash equivalents 849,199 1,436 140,244 5,567 996,446
Financial assets at FVTPL 21,575 1,259 1,200 4 24,038
Derivatives — Hedge accounting 79,985 - 2,516 - 82,501
Financial assets at FVOCI 1,563,409 11,140 - - 1,574,549
Financial assets at AC:
Due from other banks 162,992 13,721 - 3,778 180,491
Due from customers 13,691,567 223,105 374,008 88,334 14,377,014
it ibioter — — -
16,382,567 250,661 517,968 97,683 17,248,879
Financial liabilities
Financial liabilities at FVTPL 21,850 760 2,131 9 24,750
Derivatives — Hedge accounting 50,996 5,794 - 3,043 59,833
Financial liabilities at AC:
Due to banks 534,737 11,470 5,760 - 551,967
Due to customers 11,380,115 187,822 308,349 74,731 11,951,017
Subordinated debt 200,143 - - - 200,143
Debt securities in issue 3,120,695 - - - 3,120,695
g tetesond g — — - s
15,313,116 205,846 316,240 77,783 15,912,985
Net position 1,069,451 44,815 201,728 19,900 1,335,894

Receivables and payables from derivative financial instruments recorded in off-balance sheet:

2019

€000 EUR usD CzZK Other Total
Receivables 399,537 36,896 60,017 70,510 566,960
Payables (142,749) (88,137) (240,619) (100,045) (571,550)

Net position from derivatives 256,788 (51,241) (180,602) (29,535) (4,590)
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2018

€000 EUR usD CzZK Other Total
Financial assets
Cash and cash equivalents 658,403 1,287 1,104,881 4,563 1,769,134
Financial assets at FVTPL 37,155 1,673 1,142 18 39,988
Derivatives — Hedge accounting 23,960 55 2,676 74 26,765
Financial assets at FVOCI 749,974 - - - 749,974
Financial assets at AC:
Due from other banks 84,308 15,086 - 3,060 102,454
Due from customers 13,007,972 218,559 309,120 81,596 13,617,247
e amgatetend g1 : : Y
14,570,955 236,660 1,417,819 89,311 16,314,745
Financial liabilities
Financial liabilities at FVTPL 36,718 1,341 1,272 4 39,335
Derivatives — Hedge accounting 12,130 2,665 - 431 15,226
Financial liabilities measured at
AC:
Due to banks 1,170,534 13,412 - 8,069 1,192,015
Due to customers 10,748,479 176,360 127,476 78,322 11,130,637
Subordinated debt 200,181 - - - 200,181
Debt securities in issue 2,283,820 48,433 - - 2,332,253
e dmgmaeted — — Y
14,453,361 242,211 128,748 86,826 14,911,146
Net position 117,594 (5,551) 1,289,071 2,485 1,403,599

Receivables and payables from derivative financial instruments recorded in off-balance sheet:

€000 EUR usD CzZK Other Total
Receivables 1,448,171 78,067 32,021 103,953 1,662,212
Payables (166,826) (94,706) (1,290,481) (110,202) (1,662,215)
Net position from derivatives 1,281,345 (16,639) (1,258,460) (6,249) (3)

4.3. Liquidity risk

Liquidity risk is defined as the risk that the VUB Group is not able to meet its payment obligations when
they fall due (funding liquidity risk). Normally, the VUB Group is able to cover cash outflows with cash in-
flows, highly liquid assets and its ability to obtain credit.

The Guidelines for Liquidity Risk Management adopted by the VUB Group outline the set of principles,
methods, regulations and control processes required to prevent the occurrence of a liquidity crisis and call
for the VUB Group to develop prudent approaches to liquidity management, making it possible to maintain
the overall risk profile at low levels.

The basic principles underpinning the Liquidity Policy of the VUB Group are:
— The existence of an operating structure that works within set of limits and of a control structure that is
independent from the operating structure;
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— A prudential approach to the estimate of the cash inflow and outflow projections for all the balance she-
et and off-balance sheet items, especially those without a contractual maturity;

— An assessment of the impact of various scenarios, including stress testing scenarios, on the cash inflows
and outflows over time;

— The maintenance of an adequate level of unencumbered highly liquid assets, capable of enabling or-
dinary operations, also on an intraday basis, and overcoming the initial stages of a shock involving the
VUB Group’s liquidity or system liquidity.

The VUB Group is regularly stress testing its liquidity position in order to simulate potential stress scenarios.
The level of unencumbered highly liquid assets are kept at levels that, should support the VUB Group also in
case of these extraordinary events. The VUB Group is also able to seek short term funding from the parent
company or interbank market in order to support its liquidity position. There are no specific lines of credit
for liquidity stress situations.

The departments of the VUB Group responsible for ensuring the correct application of the Guidelines are
the Treasury and ALM Department responsible for liquidity management and the Enterprise Risk Manage-
ment Department responsible for monitoring indicators and verifying the observation of limits. These Gui-
delines are broken down into three macro areas: ‘Short term Liquidity Policy’, ‘Structural Liquidity Policy’
and ‘Contingency Liquidity Plan’, and constitute an integral part of the Internal Liquidity Adequacy Asses-
sment Process.

The Short term Liquidity Policy includes a set of parameters, limits and observation thresholds that enable
the measurement, both under normal market conditions and under conditions of stress, of liquidity risk ex-
posure over the short term, setting the maximum amount of risk to be assumed and ensuring the utmost
prudence in its management. The main regulatory indicator used for monitoring and managing short term
liquidity is the Liquidity coverage ratio. It is required by the CRR Regulation, more precisely defined in De-
legated Regulation (EU) 2015/61. Main content of the Liquidity coverage ratio: Institutions shall hold liquid
assets, the sum of the values of which covers the liquidity outflows less the liquidity inflows under stressed
conditions so as to ensure that institutions maintain levels of liquidity buffers which are adequate to face
any possible imbalance between liquidity inflows and outflows under gravely stressed conditions over a pe-
riod of thirty days. During times of stress, institutions may use their liquid assets to cover their net liquidity
outflows.

The Structural Liquidity Policy of the VUB Group incorporates a set of measures and limits designed to con-
trol and manage the risks deriving from the mismatch of the medium to long-term maturities of the assets
and liabilities, essential for the strategic planning of liquidity management. This involves the adoption of in-
ternal limits for the transformation of maturity dates aimed at preventing the medium to long-term opera-
tions from giving rise to excessive imbalances to be financed in the short term.

Together with the Short term and Structural Liquidity Policy, the Guidelines provide for the management
methods of a potential liquidity crisis, defined as a situation of difficulty or inability of the VUB Group to
meet its cash commitments falling due, without implementing procedures and/or employing instruments
that, due to their intensity or manner of use, do not qualify as ordinary administration.

The Contingency Liquidity Plan sets the objectives of safeguarding the VUB Group’s capital and, at the same
time, guarantees the continuity of operations under conditions of extreme liquidity emergency. It also ensu-
res the identification of the pre-warning signals and their ongoing monitoring, the definition of procedures
to be implemented in situations of liquidity stress, the immediate lines of action, and intervention measures
for the resolution of emergencies. The pre-warning indices, aimed at identifying signs of a potential liqui-
dity strain, both systemic and specific, are continuously recorded and reported to the departments respon-
sible for the management and monitoring of liquidity.

The liquidity position of the VUB Group is regularly presented by Enterprise Risk Management Department
and discussed during the ALCO meetings
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The table below shows an analysis of assets and liabilities (discounted cash flow basis) according to when

they are expected to be recovered or settled:

2019
€'000
Assets
Cash and cash equivalents
Financial assets at FVTPL
Derivatives — Hedge accounting
Financial assets at FVOCI
Financial assets at AC:

Due from other banks

Due from customers

Fair value changes of the hedged items in portfolio hedge
of IRR

Investments in subsidiaries, joint ventures and associates
Property and equipment

Intangible assets

Goodwill

Current income tax assets

Deferred income tax assets

Other assets

Non-current assets classified as held for sale

Liabilities
Financial liabilities at FVTPL
Derivatives — Hedge accounting
Financial liabilities measured at AC:
Due to banks
Due to customers
Subordinated debt
Debt securities in issue

Fair value changes of the hedged items in portfolio hedge
of IRR

Provisions
Other liabilities

Net position

Less than Over Total
12 months 12 months

996,446 - 996,446

2,058 21,980 24,038

252 82,249 82,501

544,623 1,029,926 1,574,549

53,795 126,696 180,491

2,647,812 11,729,202 14,377,014

- 13,840 13,840

- 11,635 11,635

- 120,150 120,150

- 112,583 112,583

- 29,305 29,305

28,342 - 28,342

- 66,118 66,118

22,839 - 22,839

645 - 645

4,296,812 13,343,684 17,640,496

(3,611) (21,139) (24,750)

(472) (59,361) (59,833)

(177,025) (374,942) (551,967)

(1,897,293) (10,053,724) (11,951,017)

(143) (200,000) (200,143)

(270,232) (2,850,463) (3,120,695)

- (4,580) (4,580)

- (13,625) (13,625)

(95,256) (5,633) (100,889)

(2,444,032) (13,583,467) (16,027,499)

1,852,780 (239,783) 1,612,997
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2018
€'000
Assets
Cash and cash equivalents
Financial assets at FVTPL
Derivatives — Hedge accounting
Financial assets at FVOCI
Financial assets at AC:

Due from other banks

Due from customers

Fair value changes of the hedged items in portfolio hedge

of IRR

Investments in subsidiaries, joint ventures and associates

Property and equipment

Intangible assets

Goodwill

Current income tax assets

Deferred income tax assets

Other assets

Non-current assets classified as held for sale

Liabilities
Financial liabilities at FVTPL
Derivatives — Hedge accounting
Financial liabilities measured at AC:
Due to banks
Due to customers
Subordinated debt
Debt securities in issue

Fair value changes of the hedged items in portfolio hedge

of IRR
Current income tax liabilities
Provisions
Other liabilities

Net position

Less than

Over

12 months 12 months Total
1,769,134 - 1,769,134
6,028 33,960 39,988

686 26,079 26,765
528,662 221,312 749,974
34,397 68,057 102,454
2,354,319 11,262,928 13,617,247
- 9,183 9,183

- 8,758 8,758

- 91,683 91,683

- 92,863 92,863

- 29,305 29,305

1,181 - 1,181
1,573 69,158 70,731
23,747 - 23,747
26,922 - 26,922
4,746,649 11,913,286 16,659,935
(6,665) (32,670) (39,335)
(1,208) (14,018) (15,226)
(757,273) (434,742) (1,192,015)
(1,759,245) (9,371,392) (11,130,637)
(181) (200,000) (200,181)
(262,291) (2,069,962) (2,332,253)
- (1,499) (1,499)

(10,724) - (10,724)

- (24,723) (24,723)

(96,640) (2,749) (99,389)
(2,894,227) (12,151,755) (15,045,982)
1,852,422 (238,469) 1,613,953
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The remaining maturities of assets and liabilities based on contractual undiscounted cash-flows were as fol-
lows:

2019 Up to 1to3 3 months 1to5 Over _I\_lot Total
€'000 1 month* months to 1year years 5 years specified
Financial assets
Cash and cash equivalents 996,446 - - - - - 996,446
F|r;fandci|rzjlgads(§:€5a:tlgTPL (excluding )8 B B 83 2110 584 2805
Financial assets at FVOCI 1,938 250,499 295,890 361,495 664,498 12,012 1,586,332
Financial assets at AC:
Due from other banks 44,455 1,475 8,789 55,818 80,894 - 191,431
Due from customers 1,012,094 365,066 1,528,147 5,358,209 8,175,574 239,121 16,678,211
2,054,961 617,040 1,832,826 5,775,605 8,923,076 251,717 19,455,225
Financial liabilities
Financial liabilities measured at AC:
Due to banks (64,431) (4,732) (127,888) (307,206) (76,922) - (581,179)
Due to customers (9,464,134) (838,523)  (1,479,042) (174,803) - - (11,956,502)
Subordinated debt - (1,440) (4,364) (23,416) (215,894) - (245,114)
Debt securities in issue** (3,602) (13,553) (249,575)  (1,657,456)  (1,335,905) - (3,260,091)
(9,532,167) (858,248)  (1,860,869)  (2,162,881)  (1,628,721) - (16,042,886)

Net position of financial (7.477206)  (241208)  (28,043) 3612724 7294355 251717 3,412,339

instruments
Cash inflows from derivatives 250,632 100,688 95,759 99,980 159,783 - 706,842
Cash outflows from derivatives (252,501) (101,273) (96,212) (117,533) (112,768) - (680,287)
Net position from derivatives (1,869) (585) (453) (17,553) 47,015 - 26,555

Net position from financial
commitments and (3,901,055) - - - - - (3,901,055)
contingencies
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2018

€'000

Financial assets

Cash and cash equivalents

Financial assets at FVTPL (excluding
Trading derivatives)

Financial assets at FVOCI
Financial assets at AC:
Due from other banks

Due from customers

Financial liabilities

Financial liabilities measured at AC:
Due to banks
Due to customers
Subordinated debt

Debt securities in issue**

Net position of financial
instruments
Cash inflows from derivatives

Cash outflows from derivatives
Net position from derivatives
Net position from financial

commitments and
contingencies

Up to 1to3 3 months 1to5 vears Over Not Total

1 month* months to 1year y 5 years specified
1,769,134 - - - - - 1,769,134
- - - - - 440 440
127 46 530,417 192,693 20,150 8,860 752,293
31,338 1,052 3,726 50,763 23,864 - 110,743
1,015,480 415,193 1,193,934 5,535,845 8,158,229 196,041 16,514,722
2,816,079 416,291 1,728,077 5,779,301 8,202,243 205,341 19,147,332
(41,387) (312,825) (435,268) (386,471) (44,428) - (1,220,379)
(8,588,987) (597,275)  (1,637,741) (233,995) (78,320) - (11,136,318)
- (1,027) 452 (1,385) (207,488) - (209,448)
(3,595) (3,255) (285,861)  (1,031,670)  (1,215,320) - (2,539,701)
(8,633,969) (914,382)  (2,358,418)  (1,653,521)  (1,545,556) - (15,105,846)
(5,817,890) (498,091) (630,341) 4,125,780 6,656,687 205,341 4,041,486
1,400,348 113,652 78,210 35,538 130,651 - 1,758,399
(1,405,695) (111,797) (76,382) (38,202) (111,243) - (1,743,319
(5,347) 1,855 1,828 (2,664) 19,408 - 15,080
(3,938,579) - - - - - (3,938,579)

* The high negative liquidity gap in the first bucket is caused by a huge volume of deposits on demand (without
contractual maturity) which are presented under ‘Due to customers’. For the purpose of internal liquidity management
monitoring the behavioural profile of on-demand deposits is taken into account based on a statistical model using
internal historical data. According to when they are expected to be settled such deposits are then placed into later

buckets.

** Fair value adjusts to the hedged covered bonds are reported in time bucket corresponding to the maturity of nominal

of the covered bonds.
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4.4. Operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and sys-
tems or from external events. Operational risk includes legal risk and compliance risk, model risk, informa-
tion and communication technology risk and financial reporting risk; strategic and reputational risk are not
included. Operational risk can arise from legal and regulatory requirements, non-compliance with generally
accepted standards of corporate behaviour and from all of the VUB Group’s operations.

4.4.1. Operational risk management strategies and processes

The VUB Group, in coordination with Intesa Sanpaolo, has defined the overall operational risk management
framework by setting up a VUB Group policy and organisational process for measuring, managing and con-
trolling operational risk.

The control of operational risk was attributed to the Operational Risk Committee, which identifies risk ma-
nagement policies. The Supervisory and Management Boards of the VUB Group ensures the functionality,
efficiency and effectiveness of the risk management and controls system.

The Operational Risk Committee (composed of the heads of the areas of the governance centre (Chief Exe-
cutive Officer, Deputy Chief Executive Officer) and of the business areas more involved in operational risk
management (voting members: Head of Risk Management Division, Chief Financial Officer, Chief Operating
Officer, Head of Compliance Department, Head of Anti-Money Laundering Department; permanent invite-
es without voting rights: Head of Corporate & SME Division, Head of Retail Division, Head of Enterprise Risk
Management Department, Head of Legal Department, Head of Human Resources & Organization Depart-
ment, Head of Internal Audit Department, Head of Information Security sub-department, Head of Business
Continuity Management sub-department), has the task of periodically reviewing the VUB Group’s overall
operational risk profile, authorising any corrective actions, coordinating and monitoring the effectiveness of
the main mitigation activities and approving the operational risk transfer strategies.

4.4.2. Organisational structure of the associated risk management function

For some time, the VUB Group has had a centralised function within the Risk Management Division for the
management of the VUB Group’s operational risks. This function is responsible, in coordination with the
Parent Company, for the definition, implementation and monitoring of the methodological and organisa-
tional framework, as well as for the measurement of the risk profile, the verification of mitigation effective-
ness and reporting to senior Management. In compliance with current requirements, the individual organi-
sational units participate in the process and each of them is responsible for the identification, assessment,
management and mitigation of its operational risks. Specific offices and departments have been identified
within these organisational units to be responsible for Operational Risk Management. These functions are
responsible for the collection and structured census of information relating to operational events, scenario
analyses and evaluation of the level of risk associated with the business environment, including information
and communication technology risk. The Risk Management Division carries out second level monitoring of
these activities.

4.4.3. Scope of application and characteristics of the risk measurement and reporting system

In February 2010 upon a VUB Group request, the Bank as part of the VUB Group received, from the rele-
vant Supervisory authorities an approval for usage and thus adopted the Advanced Measurement Approach
('AMA), for Operational Risk management and measurement. In June 2013, the Bank as part of the VUB
Group received an approval for usage and thus adopted the AMA for the subsidiary VUB Leasing, a. s.. Part
of this decision has been an approval of the insurance effect inclusion, as well as approval of a new alloca-
tion mechanism, which led to fulfilment of a regulatory condition for the approval of diversification usage.

For the use of the AMA, the VUB Group has set up, in addition to the corporate governance mechanisms
required by the Supervisory regulations, an system for the management of operational risk certified by the pro-
cess of annual self-assessment carried out by the Bank and the subsidiary VUB Leasing, a. s. that fall within the
scope of AMA. This process is verified by the Internal Audit Department and submitted to the relevant Bank’s
Committee for the annual certification of compliance with the requirements established by the regulation.
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Under the AMA approach, the capital requirement is calculated by an internal model, which combines all
elements stipulated in Supervisory regulation, allowing to measure the exposure in a more risk-sensitive
way. Monitoring of operational risks is performed by an integrated reporting system, which provides ma-
nagement with the information necessary for the management and/or mitigation of the operational risk.

4.4.4. Policies for hedging and mitigating risk

The VUB Group, in coordination with its Parent Company, has set up a traditional operational risk transfer
policy (insurance) aimed at mitigating the impact of any unexpected losses. The AMA calculation does in-
clude the benefit from this transfer of operational risk through insurance policies, which contributes to re-
ducing the risk capital calculated through the internal models.

4.5. Interest rate benchmark reform ('IBOR reform’)

The Interbank offered rate ('IBOR’) replacement represents one of the major undertakings for the financial
services industry in the coming years. For the VUB Group the impact is not expected to be material and can
be split into three main categories:

— Replacement of Euro OverNight Index Average ('EONIA’);

— Change of Euro Interbank Offered Rate (‘EURIBOR’) calculation;

— Replacement of London Interbank Offered Rate (‘LIBOR’).

Replacement of EONIA

Replacement of EONIA has only limited impact on the VUB Group as this change affects only a few number
of customer (up to fifteen) and the contracts are in the process of amendment to replace EONIA with the
new Euro Short-Term Rate (“€STR’).

VUB has few interbank derivatives which are linked to EONIA. Majority will mature before end of 2021. For
the remaining swaps the VUB Group will look how the market will adjust to this change and how the exis-
ting contracts will be amended — as we expect some general approach from the market. Potentially, these
swaps might be closed.

No impact on hedge accounting is expected.

Change of EURIBOR calculation

Change of the calculation of EURIBOR by the panel banks doesn’t represent any issue for the VUB Group.

In case Euribor will be fixed instead of T+2 just T+1, the contracts with the customers will be amended and
the VUB Group will adjust its internal IT systems to be compliant with the mentioned change.

Replacement of LIBOR

The VUB Group has only few loans which are linked to Libor, since most of the VUB Group’s loans are in
EUR and thus if floaters then they are linked to Euribor. For loans in USD or GBP, the VUB Group will wait
till a new tenor benchmark in these currencies is created and then the existing contracts with the customers

will be amended.

Similar to the loans also in the area of derivatives there are only few interbank hedging derivatives linked
to Libor.

Also here we will wait for the general market approach and based on this the contracts will be amended.
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5. Estimated fair value of financial assets and financial liabilities

See accounting policy in note 3.4.7.

The VUB Group uses the following fair value hierarchy that categorises into three levels the inputs to valua-
tion technigues used to measure fair value:

Level 1:  inputs represented by quoted prices (unadjusted) in active markets for identical assets or liabili-
ties accessible by the VUB Group as at the measurement date;

Level 2:  inputs other than quoted prices included in Level 1 that are directly or indirectly observable for
the assets or liabilities to be measured; and

Level 3:  inputs unobservable for the asset or liability.

The highest priority is attributed to effective market quotes (level 1) for the valuation of assets and liabilities
or for similar assets and liabilities measured using valuation techniques based on market-observable para-
meters other than financial instruments quotes (level 2) and the lowest priority to unobservable inputs (le-
vel 3). Following this hierarchy, where available, fair value estimates made by the VUB Group are based on
quoted market prices. However, no readily available market prices exist for a significant portion of the VUB
Group’s financial instruments. In circumstances where the quoted market prices are not readily available,
fair value is estimated using discounted cash flow models or other pricing models as appropriate.

Under level 2, the principal valuation technique used by the VUB Group for debt instruments involves the
method of discounting future cash flows. The calculation takes into account the time value of money (risk-
free rate of interest) and the credit risk expressed in the form of credit spreads applied to the bonds’ yield
and representing the risk premium the investor claims against a risk free investment. In the case of deri-
vative financial instruments the VUB Group uses standard fair value calculation models based on the prin-
cipal net present value using the yield curve to discount all future cash flows from derivatives for all rele-
vant currencies. The principal input parameters used by the models comprise interest rate curves, volatility
curves, spot and forward prices and the correlation between underlying assets. Changes in underlying as-
sumptions, including discount rates and estimated future cash flows, significantly affect the estimates. The
VUB Group also considers its own and counterparty’s credit risk.

The valuation technique defined for a financial instrument is adopted over time and is modified only following
significant changes in market conditions or the subjective conditions related to the issuer of the financial in-
strument. The VUB Group monitors the occurrence of these changes and accordingly reassesses the classifi-
cation into the fair value hierarchy. For determining the timing of the transfers between the levels, the VUB
Group uses the end of the reporting period as the day when the transfer is deemed to have occurred.

In estimating the fair value of the VUB Group’s financial instruments, the following methods and as-
sumptions were used:

(a) Cash, balances at central banks

The carrying values of cash and cash equivalents are deemed to approximate their fair value.

(b) Due from other banks

The fair value of due from other banks balances with maturities more than one year and material amounts
is estimated using discounted cash flow analyses, based upon the risk free interest rate curve. For maturi-
ties up to one year and not significant balances, the carrying amounts of amounts due from other banks
approximates their fair value. Impairment losses are taken into consideration when calculating fair values.
(c) Due from customers

The fair value of loans and advances to customers is estimated using discounted cash flow analyses, based

upon the risk free interest rate curve and risk reflecting credit-worthiness of the counterparty. Impairment
losses are taken into consideration when calculating fair values.
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(d) Due to banks and Due to customers

The carrying amounts of due to banks approximates their fair value. The fair value of due to customers is
estimated by discounting their future expected cash flows using the risk free interest rate curve.

(e) Subordinated debt

The fair value of subordinated debt is discounted using the risk free interest rate curve and own credit risk.
(f) Debt securities in issue

The fair value of debt securities issued by the VUB Group is based on quoted market prices. Where no mar-

ket prices are available, the fair value was calculated by discounting future cash flows using the risk free in-
terest rate curve adjusted by credit spreads reflecting the credit quality of VUB as the issuer.
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Carrying amount Fair value
29;30 Note amortis:; I'\::I:: carr-l;::\i: Level 1 Level 2 Level 3 TOt?IIafIZie"
cost amount
Financial assets
Cash and cash equivalents 7 996,446 - 996,446 - 996,446 - 996,446
Financial assets at FVTPL 8 - 24,038 24,038 584 23,454 - 24,038
Derivatives — Hedge accounting 9 - 82,501 82,501 - 82,501 - 82,501
Financial assets at FVOCI 10 - 1,574,549 1,574,549 950,619 623,930 - 1,574,549
Financial assets at AC: 11
Due from other banks 180,491 - 180,491 - 180,491 - 180,491
Due from customers 14,377,014 - 14,377,014 - 75,252 14,854,717 14,929,969

15,553,951 1,681,088 17,235,039 951,203 1,982,074 14,854,717 17,787,994

Financial liabilities

Financial liabilities at FVTPL 8 - 24,750 24,750 - 24,750 - 24,750
Derivatives — Hedge accounting 9 - 59,833 59,833 - 59,833 - 59,833
Financial liabilities at AC: 11
Due to banks 551,967 - 551,967 - 555,542 - 555,542
Due to customers 11,951,017 - 11,951,017 - 11,958,097 - 11,958,097
Subordinated debt 200,143 - 200,143 - 192,743 - 192,743
Debt securities in issue 3,120,695 - 3,120,695 - 3,164,185 - 3,164,185

15,823,822 84,583 15,908,405 - 15,955,150 - 15,955,150
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Carrying amount Fair value
20(1)30 Note amortis:t: A\:afI:i; carr-l;z::: Level 1 Level 2 Level 3 TOtTafl'::
cost amount
Financial assets
Cash, balances at central banks 7 1,769,134 - 1,769,134 - 1,769,134 - 1,769,134
Financial assets at FVTPL 8 - 39,988 39,988 440 39,548 - 39,988
Derivatives — Hedge accounting 9 - 26,765 26,765 - 26,765 - 26,765
Financial assets at FVOCI 10 - 749,974 749,974 225,760 524,214 - 749,974
Financial assets at AC: 11
Due from other banks 102,454 - 102,454 - 102,454 - 102,454
Due from customers 13,617,247 - 13,617,247 - - 14,087,382 14,087,382

15,488,835 816,727 16,305,562 226,200 2,462,115 14,087,382 16,775,697

Financial liabilities

Financial liabilities at FVTPL 8 - 39,335 39,335 - 39,335 - 39,335
Derivatives — Hedge accounting 9 - 15,226 15,226 - 15,226 - 15,226

Financial liabilities at AC: "
Due to banks 1,192,015 - 1,192,015 - 1,192,015 - 1,192,015
Due to customers 11,130,637 - 11,130,637 - 11,136,701 - 11,136,701
Subordinated debt 200,181 - 200,181 - 180,158 - 180,158
Debt securities in issue 2,332,253 - 2,332,253 - 2,314,698 - 2,314,698
14,855,086 54,561 14,909,647 - 14,878,133 - 14,878,133

There were no other transfers of financial instruments among the levels during 2019 and 2018.
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6. Segment reporting

The VUB Group reports financial and descriptive information about its operating segments in the financial
statements. An operating segment is a component of the VUB Group that engages in business activities
from which it may earn revenues and incur expenses (including revenues and expenses relating to transac-
tions with other components of the VUB Group), whose operating results are regularly reviewed by the VUB
Group’s management to make decisions about resources to be allocated to the segment and to assess its
performance, and for which separate financial information is available.

The VUB Group operates in three operating segments — Retail Banking, Corporate Banking and Central Tre-
asury. Each segment is exposed to different risks and differs in the nature of its services, business processes
and types of customers for its products and services.

For all segments the VUB Group reports a measure of segment assets and liabilities and income and expen-
se items, a reconciliation of total reportable segment revenues, total profit or loss, total assets, liabilities and
other amounts disclosed for reportable segments to corresponding amounts in the VUB Group’s financial
statements.

Most of the transactions of the VUB Group are related to the Slovak market. Due to the market size, the
VUB Group operates as a single geographical segment unit.

Operating segments pay and receive interest to and from the Central Treasury on an arm’s length basis in
order to reflect the costs of funding.

Retail Banking includes loans, deposits and other transactions and balances with households, sole traders
and small business segment.

Corporate Banking comprises SME, the Corporate Customer Desk (‘CCD’), Municipalities and Public Sec-
tor Entities. SME includes loans, deposits and other transactions and balances with SME (company revenue
in the range of € 1 million to € 50 million; if revenue information is not available, bank account turnover is
used). The CCD includes loans, deposits and other transactions and balances with large corporate custo-
mers (company revenue over € 50 million).

Central Treasury undertakes the VUB Group’s funding, issues of debt securities as well as trading book.
The VUB Group reported within Other a Central Governance Centre that manages the VUB Group’s premi-

ses, equity investments and own equity funds as well as Risk Management that operates the workout loan
portfolio. Unclassified items are also reported within this column.
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2019 Retail Corporate Central

€000 Banking Banking Treasury RSy gl
External revenue:

Interest and similar income 244,596 121,484 11,951 9,892 387,923

Interest and similar expense (12,512) (6,245) (20,186) (8,808) (47,751)
Inter-segment revenue (23,936) (25,170) 49,400 (294) -
Net interest income 208,148 90,069 41,165 790 340,172
Nfrf;teeeza%d commission Income 101,442 28,524 1,087 (3,373) 127,680
Dividend income - - - - -
Net trading result 4,675 5,581 17,311) (458) (7,513)
Other operating income 356 5,065 7 3,163 8,591
Other operating expense (11,726) (3,100) - (5,009) (19,835)
S?ﬁg;t?gig selected financial B B B (29,695) (29,695)
Salaries and employee benefits* - - - (125,349) (125,349)
Other administrative expenses* - - - (78,302) (78,302)
Amortisation (4,752) (500) (7) (7,395) (12,654)
Depreciation (3,018) (2,436) (3) (8,829) (14,286)
Profit before provisions, 295,125 123,203 24,938 (254,457) 188,809

impairment and tax
Provisions* - (141) - 5,068 4,927
Impairment losses (34,534) (4,855) 211 127 (39,051)
Net (loss)/ gain arising from the

derecognition of financial assets (5,438) 575 - (20) (4,883)

at amortised cost
Profit before tax 255,153 118,782 25,149 (249,282) 149,802
Segment assets 8,820,626 5,684,316 2,571,592 563,962 17,640,496
Segment liabilities 7,325,048 4,429,522 4,184,034 88,895 16,027,499

* The VUB Group does not allocate these items to the individual segments.
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2018 Retail Corporate Central

€000 Banking Banking Treasury RSy gl
External revenue:

Interest and similar income 280,276 107,235 18,555 10,446 416,512

Interest and similar expense (10,129) (6,557) (24,921) (8,092) (49,699)
Inter-segment revenue (22,429) (16,329) 33,447 5,311 -
Net interest income 247,718 84,349 27,081 7,665 366,813
Net fee and commission income 100,245 29,027 2,167 (3,501) 127,938
Net trading result 4,059 5,608 29,799 308 39,774
Other operating income 316 4,399 66 1,578 6,359
Other operating expense (7,878) (2,708) - (5,506) (16,092)
S?ﬁg;hfgzg selected financial B B B (26,286) (26,286)
Salaries and employee benefits* - - - (129,223) (129,223)
Other administrative expenses* - - - (85,793) (85,793)
Amortisation (5,482) (351) (7) (6,608) (12,448)
Depreciation (4,861) (2,908) (4) (3,035) (10,808)
Profit before provisions, 334,117 117,416 59,102 (250,401) 260,234

impairment and tax
Provisions* - - - (340) (340)
Impairment losses (60,698) 4,745 55 (5,499) (61,397)
Net gain/(loss) arising from the

derecognition of financial assets at 5,003 (1,380) - (98) 3,525

AC
Profit before tax 278,422 120,781 59,157 (256,338) 202,022
Segment assets 8,025,859 5,089,247 2,952,393 592,436 16,659,935
Segment liabilities 6,426,304 4,455,865 3,784,197 379,616 15,045,982

* The VUB Group does not allocate these items to the individual segments.
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7. Cash and cash equivalents

‘Cash and cash equivalents’ comprise the following balances:

€'000 2019 2018
Cash in hand 161,622 155,057

Balances at central banks:

Compulsory minimum reserves 690,985 493,053
Current accounts 4 44
Term deposits 47,227 27,211
Loans and advances 78,749 1,069,327

816,965 1,589,635

Due from other banks:
Current accounts 17,859 24,442

996,446 1,769,134

At 31 December 2019 the balance of ‘Loans and advances’ comprised of one reverse repo trade concluded
with CNB in the nominal amount of CZK 2,000 million (€ 78,709 thousand) (31 December 2018: four rever-
se repo trades, CZK 27,500 million (€ 1,068,999 thousand)). The repo trade was secured by 1,986 treasury
bill of CNB (31 December 2018: 27,329 treasury bills of CNB).

The compulsory minimum reserve is maintained as an interest bearing deposit under the regulations of the
NBS and Ceska narodni banka ('CNB’). The amount of the compulsory minimum reserve depends on the le-
vel of customer deposits accepted by the Bank and the amount of issued bonds, both with a maturity of up
to two years. The rate for the calculation of the compulsory minimum reserve is 1% for the reserves held at
the NBS and 2% for the reserves held at CNB. The required balance is calculated as the total of individual
items multiplied by the valid rate.

The daily balance of the compulsory minimum reserve can vary significantly based on the amount of inco-
ming and outgoing payments. The Bank’s ability to withdraw the compulsory minimum reserve is restricted
by local legislation. The compliance with the reserve requirement is determined on the basis of the institu-
tions’ average daily reserve holdings over the maintenance period.
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8. Financial assets and financial liabilities at fair value
through profit or loss

€000 2019 2018

Financial assets held for trading:

Trading derivatives 21,251 39,548
Government debt securities of European Union countries 2,203 -
23,454 39,548

Non-trading financial assets at fair value through profit or loss:
Equities 584 440

Financial liabilities held for trading:
Trading derivatives 24,750 39,335

Equities in ‘Non-trading financial assets at fair value through profit or loss’ are represented by shares of In-
tesa Sanpaolo S. p. A. and they form the part of the incentive plan introduced by the Parent Company in
line with the Capital Directive ,CRD III" (i.e. Directive 2010/76/EU amending the Capital Requirements Direc-
tives). The VUB Group did not elect the option to present these at FVOCI.

€000 2019 2018 2019 2018
Assets Assets Liabilities Liabilities

Trading derivatives — Fair values
Interest rate instruments:
Forwards and swaps 17,919 33,346 19,318 32,585

Foreign currency instruments:

Forwards and swaps 2,614 5,428 4,781 5,943
Options 93 163 95 215
2,707 5,591 4,876 6,158

Equity and commaodity instruments:

Equity options 229 446 229 443
Commodity forwards and swaps 396 165 327 149
625 611 556 592

21,251 39,548 24,750 39,335
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€'000 2019 2018 2019 2018
Assets Assets Liabilities Liabilities

Trading derivatives — Notional values

Interest rate instruments:

Forwards and swaps 1,764,501 3,927,603 1,764,501 3,927,603
Options 184,435 66,105 184,435 66,105
Futures 12,072 - 12,072 -

1,961,008 3,993,708 1,961,008 3,993,708

Foreign currency instruments:

Forwards and swaps 473,297 1,519,362 475,958 1,520,462
Options 17,872 24,171 17,872 24,256
491,169 1,543,533 493,830 1,544,718

Equity and commodity instruments:

Equity options 2,100 5,487 2,100 5,487
Commodity forwards and swaps 26,284 5,675 26,284 5,675
28,384 11,162 28,384 11,162

2,480,561 5,548,403 2,483,222 5,549,588

9. Derivatives — Hedge accounting

2019

€000 Assets Liabilities
Fair value hedges of interest rate, foreign currency and inflation risk 82,501 59,833
2018 . Lerees

€000 Assets Liabilities
Cash flow hedges of interest rate risk - 10
Fair value hedges of interest rate risk 26,765 15,216

26,765 15,226
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9.1. Cash flow hedges of interest rate risk

The VUB Group used one interest rate swap to hedge the interest rate risk arising from the issuance of one
variable rate covered bond denominated in EUR. The cash flows on the floating leg of these interest rate
swap substantially matched the cash flows profile of the variable rate covered bond. The fix deal interest
rate was (0.21%). The hedge ended in June 2019.

Change
in fair Hedge Amount
Change . .
value . . ineffec- reclassi-
in fair . .
2019 used for value tiveness fied from
; Assets Liabilities Assets Liabilities calcu- recog- hedge
€000 . recog- . :
lating . : nised in reserve
nised in . .
hedge profit to profit
. odl
ineffec- or loss or loss
tiveness
Fair Fair Notional Notional
values values values values
Micro hedges
Interest rate
instruments:
Swaps - - - - 6 6 - -
Change
in fair Hedge Amount
Change . .
value . g ineffec-  reclassi-
in fair . .
2018 used for value tiveness fied from
; Assets Liabilities Assets Liabilities calcu- recog- hedge
€000 . recog- . .
lating . : nised in reserve
nised in . .
hedge profit to profit
. odl
ineffec- or loss or loss
tiveness
Fair Fair Notional Notional
values values values values
Micro hedges
Interest rate
instruments:
Swaps - 10 80,000 80,000 (94) (94) - (689)
Balances
Change in fair remaining in
2018 Line item in Carrying Ll u§ed Cash flow UREHET
, for calculating hedge reserve
€'000 SOFP amount hedge reserve .
hedge after termina-
ineffectiveness tion of hedging
relationship
Financial liabilities
Covered bonds ~ LAC! 80,000 (24) ©) -

Debt securities
in issue
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9.2. Fair value hedges of interest rate, foreign currency and inflation risk

The VUB Group used thirty interest rate swaps to hedge the interest rate risk of a pool of mortgage loans.
The changes in fair value of these interest rate swaps substantially offset the changes in fair value of the
mortgage loans in relation to changes of interest rates.

The VUB Group used twenty four interest rate swaps to hedge the interest rate risk of a pool of current ac-
counts. The changes in fair value of these interest rate swaps substantially offset the changes in fair value
of the current accounts in relation to changes of interest rates.

The VUB Group used twenty one interest rate swaps to hedge the interest rate risk of twelve fixed rate state
bonds from the FVOCI portfolio. The changes in fair value of these swaps substantially offset the changes
in fair value of FVOCI portfolio bonds in relation to changes of interest rates.

The VUB Group used three interest rate swap to hedge the inflation and interest rate risk of two inflation
bond from the FVOCI portfolio. The changes in fair value of interest rate swap substantially offset the chan-
ges in fair value of inflation bond in relation to both changes of interest rates and inflation reference index.

The VUB Group used eight interest rate swaps to hedge the interest rate risk of eight fixed rate bank bonds
from the FVOCI portfolio. The changes in fair value of these swaps substantially offset the changes in fair
value of FVOCI portfolio bonds in relation to changes of interest rates.

The VUB Group used twelve interest rate swaps and one cross currency swap to hedge the interest rate risk
of thirteen corporate loans. The changes in fair value of these swaps substantially offset the changes in fair
value of the loans in relation to changes of interest rates.

The VUB Group used two cross currency swaps to hedge the interest rate and foreign currency risk of two
corporate loans denominated in GBP and USD. The changes in fair value of these swaps substantially off-
set the changes in fair value of the loans in relation to changes of both interest rates and foreign exchange
rates.

The VUB Group used three interest rate swaps to hedge the interest rate risk of three loans received from
European Investment Bank (‘EIB"). The changes in fair value of these interest rate swaps substantially offset
the changes in fair value of these loans in relation to changes of interest rates.

The VUB Group used thirty seven interest rate swaps to hedge the interest rate risk arising from the issuan-
ce of nineteen fixed rate covered bonds. The changes in fair value of these interest rate swaps substantially
offset the changes in fair value of the covered bonds in relation to changes of interest rates.

In 2019, the VUB Group recognised a net gain of € 41,789 thousand (2018: net gain of € 714 thousand)
in relation to the fair value hedging instruments above. The net loss on hedged items attributable to the
hedged risks amounted to € 41,920 thousand (2018: net loss of € 542 thousand). Both items are disclosed
within ‘Net trading result’ on the line ‘Net result from hedging transactions’.
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2019

€000 Assets Liabilities Assets Liabilities
Ch_ange n Ineffec-
fair value tivness
. . Notional Notional used for .
Fair values  Fair values . recognised
values values calculating . .
. in profit
hedge inef-
- or loss
fectiveness
Micro hedges
Interest rate
instruments:
Swaps
Hedge of debt
securities at FVOCI 2,981 24,234 960,900 960,900 (5,836) -
Hedge of carporate 2,524 2,906 401,123 401,123 4,159 18
loans
Hedge of loans 444 802 50,000 50,000 817) (105)
received from EIB ! !
Hedge of covered 67,486 5300 2,568,200 2,568,200 53,077 -
bonds
Foreign currency
instruments:
Swaps
Hedge of corporate - 8,837 92,460 94,474 (6,319) -
loans
Macro hedges
Interest rate
instruments:
Swaps
Hedge of corporate B B B B (189) 5
loans
Hl‘;da?g of mortgage 3,526 16,894 2,740,000 2,740,000 (5,467) (149)
Hedge of TLTROs - - - - - (18)
Hedge of current 5,540 860 612,500 612,500 3,181 118

accounts
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2018

€000 Assets Liabilities Assets Liabilities
Ch_ange n Ineffectiv-
fair value ness
. . Notional Notional used for .
Fair values  Fair values . recognised
values values calculating . .
. in profit
hedge inef-
- or loss
fectiveness
Micro hedges
Interest rate
instruments:
Swaps
Hedge of debt
securities at FVOC| 247 1,503 156,371 156,371 1,486 -
Hedge of corporate 2,897 2,101 471,464 471,464 (1,559) -
loans
Hedge of covered 20,720 533 1,944,036 1,944,036 12,044 4
bonds
Foreign currency
instruments:
Swaps
Hedge of corporate
| 74 2,839 135,430 134,285 (1,235) 9
oans
Macro hedges
Interest rate
instruments:
Swaps
Hedge of corporate - 181 63,000 63,000 (140) 7
loans
HE‘;%QS of mortgage 944 8,059 1,892,000 1,892,000 (11,478) 84
Hedge of TLTROs 7 - 250,000 250,000 (1 17
Hedge of current 1,876 - 565,500 565,500 1,597 51

accounts
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The amounts relating to items designated as hedged items were as follows:

Accumulat- Accumulated

ed amount of Change in fair amf)unt i
. fair value
2019 Carryin LAl TR valueiised adjustment
, Line item in SOFP ying adjustments for calculating J
€000 amount . . after
included hedge ineffec- L
in carrying tiveness termination
of hedging
amount . .
relationship
Micro hedges
Debt securities at Financial assets at
FVOCI FVOCI 987,302 B >.836 B
Corporate loans Financial assets at AC: 495,597 184 2,178 1,131
Due from customers
Loans received from Financial assets at AC:
EIB Due to banks >0,000 /12 (712) -
Financial liabilities at
Covered bonds AC: L 1,334,575 57,211 53,077 18,369
Debt securities in
issue
Macro hedges
Corporate loans Financial assets at AC: 3 B 194 3
Due from customers
Mortgage loans Financial assets at AC: 2,740,000 12,688 5,318 1,152

Due from customers

Financial liabilities at
TLTROs AC: - - 18 -
Due to banks

Financial liabilities at
Current accounts AC: 612,500 4,580 3,063 -
Due to customers
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2018
€000

Micro hedges

Debt securities at
FVOCI

Corporate loans

Covered bonds

Macro hedges

Corporate loans

Mortgage loans

TLTROs

Current accounts

Line item in SOFP

Financial assets at
FVOCI

Financial assets at AC:

Due from customers

Financial liabilities at
AC:
Debt securities in
issue

Financial assets at AC:

Due from customers

Financial assets at AC:

Due from customers

Financial liabilities at
AC:
Due to banks

Financial liabilities at
AC:
Due to customers

Carrying
amount

124,832

604,713

1,370,550

63,146

1,899,246

247,842

626,017

Accumulated
amount of
fair value
adjustments
included

in carrying
amount

(836)

(1,036)

24,521

146

7,246

Change in fair
value used
for calculat-
ing hedge in-
effectiveness

(1,486)

2,803

12,040

147

11,562

Accumulat-
ed amount
of fair value
adjustment
after termi-
nation of
hedging
relationship

5,798

1,790
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Maturity of notional values of hedging instruments designated as fair value hedges of interest rate risk and
their average interest rates:

2019
e syes MRt
Interest rate instruments:
Swaps
Hedge of debt securities at FVOCI - 324,400 636,500
- 0.06% 0.12%
Hedge of corporate loans 150,000 251,123 -
(0.30%) 0.19% -
Hedge of mortgage loans 640,000 2,100,000 -
(0.25%) (0.03%) -
Hedge of loans received from other banks - - 50,000
- - 0.32%
Hedge of current account 500,000 - 112,500
(0.62%) - 0.64%
Hedge of covered bonds 150,000 509,000 1,109,200
(0.15%) 0.72% 1.11%
Foreign currency instruments:
Swaps
Hedge of corporate loans - 4,628 89,846
- 0.00% 2.63%
2018
€000 Les: ;ZZ': 1-5years Mo;e;::rrs\
Interest rate instruments:
Swaps
Hedge of debt securities at FVOCI 86,671 50,000 20,000
1.15% 0.26% 0.32%
Hedge of corporate loans 13,606 366,812 154,046
0.83% 0.07% 0.52%
Hedge of mortgage loans 159,000 1,733,000 -
(0.26%) (0.07%) -
Hedge of TLTROs 250,000 - -
(0.35%) - -
Hedge of current account 512,000 - 112,500
(0.35%) - 0.64%
Hedge of covered bonds 670,736 321,000 952,300
0.17% 0.66% 1.14%
Foreign currency instruments:
Swaps
Hedge of corporate loans 41,847 5,382 87,057

0.00% 0.00% 2.63%
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10. Financial assets at fair value through other
comprehensive income

€'000 2019 2018
Government debt securities of European Union countries 1,174,127 681,809
of which Italian government debt securities 489,830 204,041
Bank debt securities 357,806 59,305
Other debt securities 30,605 -
Equity instruments:
VISA Inc. Seria C 11,139 7,676
Intesa Sanpaolo S.p.A. 797 1,112
SW.ILET. 75 72
12,011 8,860
1,574,549 749,974

At 31 December 2019, bonds in the total nominal amount of € 725,500 thousand were pledged by the
Bank to secure collateralized transactions (31 December 2018: € 599,935). These bonds were pledged in
favor of the ECB within the pool of assets which can be immediately used as collateral for received funds
needed for liquidity management purposes.
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11. Financial assets and financial liabilities at amortised cost

11.1. Due from other banks

€'000

Loans and advances:

with contractual maturity over 90 days
Cash collateral
Impairment losses

11.2. Due from customers

2019
€°000

Public Administration
Single resolution fund
Municipalities
Municipalities — Leasing

Corporate

Large Corporates

Large Corporates — debt securities
Specialized Lending

SME

Other Non-banking Financial Institutions

Other Non-banking Financial Institutions — debt securities

Public Sector Entities
Leasing
Factoring

Retail

Small Business

Small Business — Leasing
Consumer Loans
Mortgages

Credit Cards

Overdrafts

Leasing

Flat Owners Associations

Note 2019 2018
136,788 72,098
44,191 31,110
21 (488) (754)
180,491 102,454
Impairment Carrying

Gross amount losses
(note 21) amount
3,876 - 3,876
131,036 (2,259) 128,777
688 (3) 685
135,600 (2,262) 133,338
2,220,975 (5,209) 2,215,766
124,322 (118) 124,204
871,982 (38,436) 833,546
1,501,650 (40,028) 1,461,622
366,029 (263) 365,766
25,063 (28) 25,035
1,344 (38) 1,306
255,751 (12,864) 242,887
93,067 (1,234) 91,833
5,460,183 (98,218) 5,361,965
272,265 (13,042) 259,223
11,392 (321) 11,071
1,685,308 (166,998) 1,518,310
6,897,623 (38,840) 6,858,783
150,073 (22,428) 127,645
72,883 (6,351) 66,532
4,297 41) 4,256
36,138 (247) 35,891
9,129,979 (248,268) 8,881,711
14,725,762 (348,748) 14,377,014
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Impairment

éoggo Gross amount losses C::g::g
(note 21)
Public Administration
Single resolution fund 2,870 - 2,870
Municipalities 140,781 (2,599) 138,182
Municipalities — Leasing 547 (2) 545
144,198 (2,601) 141,597
Corporate
Large Corporates 2,144,957 (5,484) 2,139,473
Large Corporates — debt securities 53,360 (619) 52,741
Specialized Lending 848,312 (46,630) 801,682
SME 1,487,693 (39,963) 1,447,730
Other Non-banking Financial Institutions 480,611 (265) 480,346
Public Sector Entities 2,905 (73) 2,832
Leasing 258,736 (17,200) 241,536
Factoring 105,337 (1,219) 104,118
5,381,911 (111,453) 5,270,458
Retail
Small Business 265,987 (13,377) 252,610
Small Business — Leasing 13,243 (400) 12,843
Consumer Loans 1,726,500 (201,242) 1,525,258
Mortgages 6,172,729 (34,081) 6,138,648
Credit Cards 183,527 (32,705) 150,822
Overdrafts 96,511 (8,586) 87,925
Leasing 4,267 217) 4,050
Flat Owners Associations 33,286 (250) 33,036
8,496,050 (290,858) 8,205,192
14,022,159 (404,912) 13,617,247

At 31 December 2019, the 20 largest corporate customers represented a total balance of € 1,448,591 thou-
sand (31 December 2018: € 1,523,949 thousand) or 10.08% (31 December 2018: 11.19%) of the loan
portfolio.

The following table sets out a maturity analysis of lease receivables, showing the undiscounted lease
payments to be received after the reporting date.

€000 2019
Up to one year 100,582
one to two years 70,291
two to three years 53,302
three to four years 30,622
four to five years 15,660
Over five years 15,074

285,531
Unearned future finance income on finance leases (13,403)
Impairment losses (13,229)

258,899
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11.3. Due to banks

€'000 2019 2018

Due to central banks:

Current accounts 920 658
Loans received from central banks 148,219 247,860

149,139 248,518

Due to other banks:

Current accounts 22,811 20,337
Term deposits 5,019 620,785
Loans received from other banks 353,471 301,765
Revaluation of fair value hedged loans received (712) -
Cash collateral received 22,239 610

402,828 943,497

551,967 1,192,015

At 31 December 2019, ‘Loans received from central banks’ contains two loans (31 December 2018: three
loans) from National Bank of Slovakia in the nominal amount of € 100,000 thousand and € 50,000 thou-
sand (31 December 2018: € 100,000 thousand, € 100,000 thousand and € 50,000 thousand). The interest
rate for all loans is (0.4%) (31 December 2018: (0.4%)) and the maturity is in 2020 and 2021 (31 December
2018: 2020 and 2021). The principal and interests are due at maturity of the loans.

The breakdown of ‘Loans received from other banks’ according to the counterparty is presented below:

€'000 2019 2018
Intesa Sanpaolo S. p. A. 170,204 13,345
European Investment Bank 170,175 152,790
European Bank for Reconstruction and Development 9,655 13,437
Council of Europe Development Bank 3,437 7,042
CIB Bank Zrt. - 50,001
Intesa Sanpaolo Bank Ireland P. L. C. - 35,026
Intesa Sanpaolo Bank Luxembourg S. A. - 30,123
Other - 1

353,471 301,765

Intesa Sanpaolo S. p. A.

At 31 December 2019, there were four loan arrangements concluded with the Parent Company (31 De-
cember 2018: one loan arrangements) in the nominal amount of € 50,000 thousand, € 50,000 thou-
sand, € 50,000 thousand and € 20,000 thousand (31 December 2018: € 13,000 thousand) maturing since
2020 to 2022 (31 December 2018: 2019) and with the fixed interest rate in the range of 0.16% and 0.42%
(31 December 2017: 2.76%). The principal is payable at maturity of the loan and the interest is payable on
an annual basis.

European Investment Bank

Loans from the European Investment Bank were provided to fund development of SME, large sized com-
panies and infrastructure projects. At 31 December 2019, the balance comprised of thirteen loans in
the nominal amount of € 47,368 thousand, € 9,087 thousand, € 5,817 thousand, € 4,375 thousand,
€ 1,904 thousand, € 1,541 thousand, € 1,495 thousand with variable interest rates and € 50,000 thou-
sand, € 14,985 thousand, € 14,985 thousand, € 9,990 thousand, € 4,995 thousand and € 3,571 thou-
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sand with fixed interest rate. The interest rates were between 0.00% and 1.73% (31 December 2018:
fourteen loans in the nominal amount of € 50,000 thousand, € 10,904 thousand, € 8,750 thousand,
€ 8,286 thousand, € 7,479 thousand, € 2,856 thousand, € 1,827 thousand with variable interest rates
and € 14,985 thousand, € 14,985 thousand, € 9,900 thousand, € 7,691 thousand, € 5,000 thousand,
€ 4,995 thousand, € 4,995 thousand with fixed interest rate between 0.00% and 1.73%) and with matu-
rity between 2020 and 2028 (31 December 2018: 2019 and 2028). The principal of the loans is payable on
an annual or semi-annual basis and the interest is payable semi-annually or quarterly, depending on the pe-
riodicity agreed in the individual loan contracts.

European Bank for Reconstruction and Development (‘EBRD’)

Loans received from the EBRD represented funds granted to support energy savings in large corporations. At
31 December 2019, there were five loan arrangements concluded in the nominal amount of € 2,500 thou-
sand, € 2,143 thousand, € 2,143 thousand, € 2,143 thousand and € 714 thousand (31 December 2018:
five loan arrangements in the nominal amount of € 3,571 thousand, € 3,571 thousand, € 3,571 thousand,
€ 2,143 thousand and € 558 thousand). The maturity of the loans is between 2020 and 2024 (31 Decem-
ber 2018: 2020 and 2023). At 31 December 2019 the variable interest rates are in the range between
0.20% and 0.35% (31 December 2018: 0.35% and 1.64%). The frequency of the repayment of both the
interest and the principal is semi-annual.

Council of Europe Development Bank

At 31 December 2019, loans from the Council of Europe Development Bank comprised of three loans in
the nominal amount of € 2,000 thousand, € 1,000 thousand and € 437 thousand (31 December 2018:
four loans in the nominal amount of of € 2,667 thousand, € 2,000 thousand, € 1,500 thousand and
€ 874 thousand). The purpose of these loans is to fund SME projects and development of municipalities in
the Slovak republic. The interest rates of these loans are linked to 3M Euribor and are between 0.00% and
0.39% at 31 December 2019 (31 December 2018: 0.15% and 0.30%)The maturity of the individual loans
is between 2020 and 2022 (31 December 2018: 2019 and 2022). The interest is payable quarterly and the
principal is payable on an annual basis.

CIB Bank Zrt.

In 2018 the VUB Group received from CIB Bank Zrt. two loans both in the nominal amount of € 25,000 thou-
sand. The variable interest rates of both loans were 0.08% as at 31 December 2018. The principal is payable
at maturity in 2019 and the interest are payable monthly.

Intesa Sanpaolo Bank Ireland P. L. C.

Loans received as at 31 December 2018 from the Intesa Sanpaolo Bank Ireland P. L. C. consisted of two
loans in the nominal amount of € 25,000 thousand and € 10,000 thousand with the fixed interest rates
0.15% and 0.19%, both maturing in 2019. The principal is payable at maturity and the interest are payable
annually.

Intesa Sanpaolo Bank Luxembourg S. A.

As at 31 December 2018 the loans from the Intesa Sanpaolo Bank Luxembourg S. A. consisted of two loans
in the nominal amount of € 20,000 thousand and € 10,000 thousand. The fixed interest rates are 1.52%
and 2.10%, respectively, the interest is payable quarterly and the principal is payable at the maturity of the
loan contracts in 2019.
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11.4. Due to customers

€'000 2019 2018
Current accounts 8,016,211 7,395,934
Term deposits 2,633,491 2,475,038
Government and municipal deposits 904,185 850,893
Savings accounts 245,816 246,494
Lease liabilities 20,068 -
Loans received 26,188 76,201
Other deposits 105,058 86,077

11,951,017 11,130,637

The disclosure of changes arising from cash flows and non-cash changes in liabilities arising from financing
activities:

Cash flow Non-cash changes
Ex- 31
2919 1 proceeds Repay- necruals Revalua-  change Other Decem-
€'000 January* ments tion differ- ber
rence
Lease liabilities 14,584 11,965 (6,116) (365) - - - 20,068

* First time adoption of IFRS 16.

The following table sets out a maturity analysis of lease liabilities, showing the undiscounted lease payments
to be payable after the reporting date.

€'000 2019
Up to one month 590
one to three months 1,167
three months to one year 4,394
one to five years 15,053
Over five years 96

21,300

11.5. Subordinated debt

€'000 2019 2018

Subordinated debt 200,143 200,181

At 31 December 2019, the balance of subordinated debt comprised of one ten-year loan drawn on 22 De-
cember 2016, in the nominal amount of € 200,000 thousand (31 December 2018: € 200,000 thousand)
from Intesa Sanpaolo Holding International S. A. Maturity is in 2026. The variable interest rate was 2.89%
as at 31 December 2019 (31 December 2018: 2.96%). In accordance with the loan agreement, the loan as
an unsecured obligation, can be used for the settlement of the debts of the Bank and shall not be repaid
prior to repayment of all claims of the Bank’s non-subordinated creditors.
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The disclosure of changes arising from cash flows and non-cash changes in liabilities arising from financing

activities:
Non-cash changes
2019 Re- Exchange 31
€'000 ey (e Sl valuation difference i December
Subordinated
debt 200,181 - (38) - - - 200,143
Non-cash changes
2018 Re- Exchange 31
€000 Ry R oA valuation difference S December
supordinated 554 46, _ 17 - - - 200,181
debt
11.6. Debt securities in issue
€'000 2019 2018
Covered bonds 1,710,540 838,698
Covered bonds subject to cash flow hedges - 80,378
Covered bonds subject to fair value hedges 1,334,575 1,388,658
3,045,115 2,307,734
Revaluation of fair value hedged covered bonds 57,211 18,722
Unamortized part of revaluation related to terminated fair value hedges 18,369 5,797
3,120,695 2,332,253

The repayment of covered bonds is funded by the mortgage loans denominated in euro provided to custo-
mers of the VUB Group (note 11.2.).

The disclosure of changes arising from cash flows and non-cash changes in liabilities arising from financing

activities:
Cash flow Non-cash changes
éo:)go 1 January Proc.;i('i: R:]Z:{; Accruals valuatir::er; Exc:?f?gi Other cz:nzz;
iIssue rence
ngirdesd 2,332,253 1,000,000 (258,035  (4,582) 51,059 - - 3,120,695
Cash flow Non-cash changes
2‘3;30 1 January Proc_feri(:z R;::¥; Accruals valuat::)er; EXC:?ff;gi Other cz:nlt)):;
Issue rence
Covered 2,252,380 300,000 (235,545) 2,618 10,259 2,541 ~ 2,332,253

bonds
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Number in Nominal

Name S e Currency Cir;lilztci‘;: ‘;?':;?n:: Issue date SEU 2,019 2,018

rate (%) December currency date €'000 €000

2019 per piece

2/'2”3;99 bonds VUB, 4300 EUR 50 331,939 932006  9.3.2021 17,176 17,176
2/";”3;?(‘9 bonds VU, 5.000 EUR 1,000 33,194 592007  59.2032 33,494 33,476
2/";”3?99 bonds VUB, 4.900 EUR 600 33,194 29.11.2007 29.11.2037 19,752 19,738
2/'2”3298 bonds VUB, 4.750 EUR 560 33,194 3132008  31.3.2020 19,239 19,189
'a\/"z_”g;ge bonds VUE, 5.100 EUR 500 33,194 2692008  26.9.2025 16,262 16,165
2/'2”3396 bonds VUB, - EUR ~ 1,000,000 10.12.2010 10.12.2019 - 80,073
2/'2“2?96 bonds VUB, 5.350 EUR 300 50,000 29.11.2011  29.11.2030 15,071 15,071
2/'2”3;96 bonds VUB, 4.700 EUR 250 100,000 2162012  21.6.2027 25,496 25,479
2/'05”?;96 bonds VUB, 4.200 EUR 500 100,000 1172012 11.7.2022 50,881 50,838
2/'2”79296 bonds VUB, 3.350 EUR 700 100,000  16.1.2013  15.12.2023 72,061 72,014
2/";”79299 bonds VUB, - EUR ~ 100,000 542013 542019 - 30,447
2/'2”?;96 bonds VUB, 2.160 EUR 905 10,000 332014  3.3.2020 9,213 9,220
2/";”3;99 bonds VUB, 2.000 EUR 10,000 1,000 2432014  24.9.2020 10,154 10,154
'a\/"z_”ggge bonds VUE, 1.850 EUR 31 1,000,000  27.32014  27.3.2021 31,539 31,622
2/'2”89?96 bonds VUB, 2.550 EUR 38 1,000,000 27.32014  27.3.2024 39,294 39,425
2/"2“89;98 bonds VUB, 1.650 EUR 1,701 1,000 1662014 16.12.2020 1716 1716
2/'2“3296 bonds VUB, - EUR - 100,000 287.2014  28.7.2019 - 50,151
2/'2”89296 bonds VUB, - EUR — 100,000 29.9.2014  30.9.2019 - 50,040
2/'05”329'3 bonds VUB, 2.250 EUR 500 100,000 14.11.2014  14.11.2029 49,676 49,628
2{";_”329‘9 bonds VUB, 0.300 EUR 1,000 100,000  27.4.2015  27.4.2020 100,083 99,610
gﬂ‘zrtg?ge bonds VUB, 1.250 EUR 1,000 100,000  96.2015  9.6.2025 98,655 98,281
2”‘;”3;99 bonds VUB, 0.500 EUR 965 100,000  11.9.2015  11.9.2020 96,673 96,704
2/'2”3398 bonds VUB, 1.200 EUR 1,000 100,000 29.9.2015  29.9.2025 99,584 99,456
';A‘Zrtggge bonds VUB, 1.600 EUR 1,000 100,000 29.10.2015  29.10.2030 98,368 98,192
2”‘;”3?98 bonds VUB, 0.600 EUR 1,000 100,000  21.32016  21.3.2023 100,160 100,066
2”2“3;96 bonds VUB, - UsD* - 100,000 2762016  27.6.2019 - 48,433
2/'2”99399 bonds VUB, 0.500 EUR 2,500 100,000  18.1.2017  18.1.2024 249,142 248,641
'avllos_”gj_ge bonds VUB, 1.050 EUR 2,500 100,000  27.4.2017  27.4.2027 248,662 248,253
2/'2”99299 bonds VUB, 0.375 EUR 2,500 100,000  26.9.2017  26.9.2022 249,178 248,789

(Table continues on the next page)
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Number in Nominal
Name IS Currenc CIrC.'ausIaaEclgr‘; ‘;?':uienlanl Issue date S AL AU
rate (%) y 9 date €000 €000

December currency

2019 per piece
gosve{e‘j bonds VUB, 0.500 EUR 2,500 100,000 2662018  26.6.2023 249,836 249,605
gosvezre‘j bonds VUB, 1,500 EUR 500 100,000  5.10.2018  15.12.2027 49,945 50,082
gosve;e‘j bonds VUB, 0.250 EUR 5,000 100,000 2632019 2632024 497215 -
gosvefd bonds VUB, 0.500 EUR 5,000 100,000  26.6.2019  26.6.2029 496,590 -

3,045,115 2,307,734

* The VUB Group issued the mortgage bonds in USD due to lower funding costs in USD, funding needs in USD and
interests from investor side regarding securities denominated in USD.
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12. Fair value changes of the hedged items in portfolio hedge
of interest rate risk

€'000 2019 2018

Financial assets at AC:
Due from customers:

Corporate - 147

Retail
Mortgages 13,840 9,036
13,840 9,183

Financial liabilities at AC:

Due to banks - 18)
Due to customers 4,580 1,517
4,580 1,499

13. Investments in joint ventures and associates

2019 . Carrying
€000 Share Cost Revaluation amount
VUB Generali 50.00% 16,597 (5,045) 11,552
SBCB 33.33% 3 80 83

16,600 (4,965) 11,635
2018 . Carrying
€000 Share Cost Revaluation amount
VUB Generali 50.00% 16,597 (7,920) 8,677
SBCB 33.33% 3 78 81

16,600 (7,842) 8,758

SBCB is associates of the VUB Group for which equity method of consolidation is used.

VUB Generali is a joint arrangement in which the Group has a joint control and a 50% ownership interest.
The company was founded in 2004 by VUB Bank and Generali Poistovfia, a. s. and it is structured as a se-
parate vehicle in which the Group has a residual share on net assets. Accordingly, the Group has classified
its interest in VUB Generali as a joint venture which is also equity-accounted.

VUB Generali and SBCB are incorporated in the Slovak Republic.
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The following is summarised selected financial information of the VUB Group's associates and joint ventu-
res together with the reconciliation to the carrying amount of the VUB Group’s interest in these companies:

2019 2018
€000 VUB Generali SBCB  VUB Generali SBCB
Net profit for the year* 8,726 17 4,233 44
Other comprehensive income 1,019 - (690) -
Total comprehensive income for the year 9,745 17 3543 44
Assets** 25,321 269 18,216 241
Liabilities (2,217) (21) (856) (6)
Equity 23,104 248 17,360 235
VUB Group's interest on equity at 8,680 77 8,905 67

1 January
Share of profit 4,363 6 2,117 14
Share of other comprehensive income 509 - (345) -
Dividends received during the year (2,000) - (2,000) -
VUB Group's interest on equity at 11,552 83 8,677 81
31 December
Carrying amount at 31 December 11,552 83 8,677 81
* includes: Interest income 401 - 372 -
Depreciation and
amortization (160) - (92) 2)
Income tax expense (2,328) - (1,133) -

** [ncludes: Cash and cash equivalents 7 3 12 7
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14. Property and equipment and Non-current assets classified
as held for sale

2019 Owned and Owned and .
€000 used leased Right-of-use Total
Buildings and land 72,424 - 20,101 92,525
Equipment 4,773 265 - 5,038
Other tangibles 1,618 14,588 - 16,206
Assets in progress 6,155 871 - 7,026
84,970 15,724 20,101 120,795
2019 Buildings Equipment Other Assets in Total
€'000 and land quip tangibles progress
Cost or fair value
At 31 December 2018 103,400 56,940 50,704 5,388 216,432
Impact of adopting IFRS 16 14,570 - - - 14,570
At 1 January 117,970 56,940 50,704 5,388 231,002
Additions 11,314 2 - 11,817 23,133
Revaluation 2 - - - 2
Disposals (24,940) (3,165) (8,457) - (36,562)
Transfers 2,288 2,229 5,662 (10,179) -
Exchange differences 6 - 1 - 7
At 31 December 106,640 56,006 47,910 7,026 217,582
Accumulated depreciation
At 1 January (4,355) (51,924) (34,331) - (90,610)
Depreciation for the year (8,731) (2,202) (3,353) - (14,286)
Revaluation 11 - - - 11
Disposals 1,290 3,159 6,305 - 10,754
Exchange differences (2) (1) - - (3)
At 31 December (11,787) (50,968) (31,379) - (94,134)
Impairment losses (note 21)
At 1 January (7,090) - (127) - (7,217)
Creation - - (226) - (226)
Release 4,762 - 28 - 4,790
At 31 December (2,328) - (325) - (2,653)
Carrying amount
At 31 December 2018 91,955 5,016 16,246 5,388 118,605
Impact of adopting IFRS 16 14,570 - - - 14,570
At 1 January 106,525 5,016 16,246 5,388 133,175

At 31 December 92,525 5,038 16,206 7,026 120,795




Consolidated financial statements

2018 Buildings Equioment Other Assets in Total
€'000 and land quip tangibles progress

Cost or fair value

At 1 January 103,635 62,138 49,609 4,042 219,424
Additions 9 4 4 11,386 11,403
Disposals (489) (7,801) (6,104) - (14,394)
Transfers 246 2,599 7,195 (10,040) -
Exchange differences (1) - - - (1)
At 31 December 103,400 56,940 50,704 5,388 216,432
Accumulated depreciation

At 1 January - (57,328) (35,157) - (92,485)
Depreciation for the year (4,764) (2,641) (3,403) - (10,808)
Disposals 409 7,780 4,494 - 12,683
Transfers - 265 (265) - -
At 31 December (4,355) (51,924) (34,331) - (90,610)
Impairment losses (note 21)

At 1 January - - 91) - 91)
Creation (7,090) - (36) - (7,126)
At 31 December (7,090) - (127) - (7,217)
Carrying amount

At 1 January 103,635 4,810 14,361 4,042 126,848
At 31 December 91,955 5,016 16,246 5,388 118,605
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Of which owned and leased property and equipment:

2019 Equioment Other Assets Total
€'000 quip tangibles in progress

Cost

At 1 January - 21,717 106 21,823
Additions - - 5,664 5,664
Disposals - (5,001) - (5,001)
Transfers 284 4,615 (4,899) -
At 31 December 284 21,331 871 22,486

Accumulated depreciation

At 1 January - (6,503) - (6,503)
Depreciation for the year (19) (2,915) - (2,934)
Disposals - 3,000 - 3,000
At 31 December (19) (6,418) - (6,437)

Impairment losses

At 1 January - (127) - (127)
Creation - (226) - (226)
Release - 28 - 28
At 31 December - (325) - (325)

Carrying amount

At 1 January - 15,087 106 15,193
At 31 December 265 14,588 871 15,724

Of which right-of-use assets:

2019 Buildings
€000 and land
Cost

At 1 January 14,570
Additions 11,314
Disposals (129)
Exchange differences 5
At 31 December 25,760

Accumulated depreciation

At 1 January _

Depreciation for the period (5,689)
Disposals 31
Exchange differences (1)
At 31 December (5,659)

Carrying amount

At 1 January 14,570
At 31 December 20,101
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In order to optimize costs, the VUB Group decided to sell part of its own buildings, which it did not use or
used only part of its premises primarily as its branches. During November and December 2019, these buil-
dings were sold, and approximately 35% of the premises were subsequently rented back by the VUB Group
to continue to use them. The VUB Group thus entered into sale and leaseback transactions. The buildin-
gs sold were excluded from property and equipment and the premises that the VUB Group began to lease
back were falling back to property and equipment as rights of use. At the same time, lease liabilities of the
same amount as the rights of use were recognized. The gains from these transactions were € 0 thousand,
as the selling price corresponded to their fair value, in which these buildings were also recognized in the ac-
counting under the revaluation model. The contracts were concluded under current market conditions. The
lease term was agreed in the contracts for an average of four years.

In 2019 the VUB Group reviewed the carrying amount of its property and equipment. An impairment test
was carried out to determine the recoverable amount of these assets which was based on the fair value
less costs to sell. As a result of the impairment test the VUB Group recognized an impairment loss in total
amount of € 2,653 thousand (31 December 2018: € 7,090 thousand).

For ‘Buildings and land’ the VUB Group uses the revaluation model for subsequent measurement. Manage-
ment determined that these constitute one class of asset, based on the nature, characteristics and risks. The
VUB Group uses the income method, using market rents and yields as key inputs. Fair values are based on
valuations performed by an accredited independent valuer. The revaluation model aligned the book value
to the current market value. Level 3 revaluation was recognised due to significant unobservable estimated
valuation inputs.

If ‘Buildings and land” were measured using the cost model, the carrying amounts would be, as follows:

€000 2019 2018
Cost 105,661 174,242
Accumulated depreciation (52,622) (98,506)
Impairment losses (2,328) (10,438)

50,711 65,298

The VUB Group held in its portfolio of non-current assets classified as held for sale buildings and land in the
amount of:

€000 2019 2018
Cost 1,585 35,141
Accumulated depreciation (28) (1,129)
Impairment losses (912) (7,090)

645 26,922

At 31 December 2019, the gross book value of fully depreciated tangible assets that are still used by the
VUB Group amounted to € 81,923 thousand (31 December 2018: € 84,232 thousand).

There are no restrictions on title and no ‘Property and equipment’ is pledged as security for liabilities.

At 31 December 2019, the amount of irrevocable contractual commitments for the acquisition of tangible
assets was € nil thousand (31 December 2018: € nil thousand).

The VUB Group's insurance covers all standard risks to tangible and intangible assets (theft, robbery, natural
hazards, vandalism and other damages).
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15. Intangible assets

2019 . Ot_her Assets in

, Software intangible Total
€000 progress

assets

Cost
At 1 January 251,907 10,833 36,357 299,097
Additions 63 95 32,212 32,370
Disposals (18) - - (18)
Transfers 24,831 - (24,831) -
Exchange differences 7 3 - 10
At 31 December 276,790 10,931 43,738 331,459
Accumulated amortisation
At 1 January (196,308) (9,926) - (206,234)
Amortization for the period (12,249) (405) - (12,654)
Disposals 18 - - 18
Exchange differences (5) (1) - (6)
At 31 December (208,544) (10,332) - (218,876)
Carrying amount
At 1 January 55,599 907 36,357 92,863
At 31 December 68,246 599 43,738 112,583
2018 . Ot_her Assets in

B Software intangible Total
€000 progress

assets

Cost
At 1 January 239,425 19,483 24,238 283,146
Additions - - 25,212 25,212
Disposals (137) (8,983) (137) (9,257)
Transfers 12,622 334 (12,956) -
Exchange differences 3) (1) - (4)
At 31 December 251,907 10,833 36,357 299,097
Accumulated amortisation
At 1 January (184,525) (18,521) - (203,046)
Amortization for the year (12,059) (389) - (12,448)
Disposals 274 8,983 - 9,257
Exchange differences 2 1 - 3
At 31 December (196,308) (9,926) - (206,234)
Carrying amount
At 1 January 54,900 962 24,238 80,100

At 31 December 55,599 907 36,357 92,863
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Assets in progress include mainly the costs for the technical upgrade of software and for the development
of new software applications that have not yet been put in use.

At 31 December 2019, the gross book value of fully amortised intangible assets that are still used by the
VUB Group amounted to € 147,486 thousand (31 December 2018: € 141,180 thousand).

At 31 December 2019, the amount of irrevocable contractual commitments for the acquisition of intangible
assets was € 1,442 thousand (31 December 2018: € nil thousand).

16. Goodwill

€'000 2019 2018
vUB Leasing, a. s. 10,434 10,434
Consumer Finance Holding, a. s. 18,871 18,871

29,305 29,305

Goodwill related to VUB Leasing includes both goodwill related to the majority (70%) shareholding in the
amount of € 7,304 thousand (Sk 219 million) from 2007 and goodwill arising from the purchase of the re-
maining 30% shareholding in the amount of € 3,130 thousand (Sk 96 million from 2010).

Goodwill related to Consumer Finance Holding, a. s. was merged in 2018 into VUB. It was originally re-
cognized in 2005 on the acquisition of this company operating in the field of consumer loans.

Goodwill is tested for impairment annually or more frequently, if events or changes in circumstances indi-
cate that the carrying value may be impaired. No impairment losses on goodwill were recognized during
2019.

The VUB Group uses CAPM for impairment testing, using cash flow projections based on the most recent
financial budgets approved by senior management covering a budgeted five-year period. The discount ra-
tes applied to cash flow projections beyond the five year period are adjusted by the projected growth rate.
Both discount rates and growth rates are determined on ISP Group level specifically for the Slovak market.

The following rates are used by the VUB Group:

€000 2019 2018
Discount rate — cash flows 6.06% 6.39%
Discount rate — terminal value 7.20% 7.81%
Projected growth rate 4.42% 4.48%

The calculation considers the following key assumptions:

— interest margins — the development of margins and volumes by product line,

— discount rates — based on CAPM,

— market share during the budget period,

— projected growth rates used to extrapolate cash flows beyond the budget period,
— current local GDP,

— local inflation rates.

The impairment calculation is most sensitive to market interest rates, expected cash-flows and growth rates.
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17. Current and deferred income tax assets and liabilities

€000 2019 2018
Current income tax assets 28,342 1,181
Deferred income tax assets 66,118 70,731
Current income tax assets liabilities - 10,724

Deferred income taxes are calculated on all temporary differences using a tax rate of 21% (31 December
2018: 21%) as follows:

Impact of
) Profit/(loss) . adopting
€000 2019 (note 35) Equity IFRS 16 2018
profit/(loss)
Derivative financial instruments B B 2) B )
designated as cash flow hedges
Financial assets at FVOCI (1,769) - (317) - (1,452)
Financial assets at AC: - - - - -

Due from other banks 95 (64) - - 159

Due from customers 58,880 (20,056) 741 - 78,195
Property and equipment (8,589) (2,137) 2,098 (3,063) (5,487)
Other assets 7 - - - 7
Financial liabilities at AC:

Due to customers 4,264 1,201 - 3,063 -
Provisions 1,856 1,240 - - 616
Other liabilities 9,049 (736) - - 9,785
Other 2,325 12,987 432 - (11,094)

66,118 (7,565) 2,952 - 70,731

18. Other assets
€'000 Note 2019 2018
Operating receivables and advances 15,279 17,836
Prepayments and accrued income 8,959 5,664
Inventories 1,303 1,393
Other tax receivables 731 1,504
Settlement of operations with financial instruments 25 9
Receivables from termination of leasing 27 42
Other 893 637
Impairment losses 21 (4,378) (3,338)
22,839 23,747

19. Provisions

€000 Note 2019 2018
Financial guarantees and commitments 21 9,370 14,380
Litigation 22,24 3,920 9,408
Restructuring provision 22 334 924
Other provisions 22 1 11

13,625 24,723
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20. Other liabilities

€'000

Various creditors

Settlement with employees

Severance and Jubilee benefits

VAT payable and other tax payables

Accruals and deferred income

Settlement with shareholders

Investment certificates

Share remuneration scheme

Settlement of operations with financial instruments
Other

2019 2018
53,321 51,771
32,024 33,314

5,633 5,411

3,333 2,313

2,673 2,749

1,753 1,723

641 434
584 440

5 1

922 1,233
100,889 99,389

At 31 December 2019 and 31 December 2018 there were no overdue balances within ‘Other liabilities’.

Severance and Jubilee benefits are discounted to determine their present value. The discount rate is deter-
mined by reference to current rates of return on Slovak government bonds with a fifteen years duration
that represents the period which is closest to the average benefit duration. The calculation is performed
using the Projected Unit Credit Method. For the calculation the VUB Group used an average turnover rate
which is based on historical data on employees’ turnover at the VUB Group for the last three years. The ave-
rage age-specific turnover rate is calculated as the ratio of number of terminations and the average number
of employees. All employees of the VUB Group are covered by the retirement and jubilee employee bene-

fits program.

The calculation for the respective program takes into account the following parameters:

2019

Jubilee Retirement

benefits benefits

Discount rate (0.28%) 0.55%
Growth of wages* - 3.00%
Future growth of wages* - 4.50%
Turnover rate (based on age) 59% -413% 59% -41.3%

Retirement age Based on valid legislation

Based on mortality tables issued
Mortality by the Statistical Office of the
Slovak Republic

2018

Jubilee Retirement
benefits benefits
(0.28%) 1.23%
- 4.00%

- 4.00%

6.1% -41.6% 6.1% -41.6%

Based on valid legislation

Based on mortality tables issued
by the Statistical Office of the

Slovak Republic

* Growth of wages and Future growth of wages is not part of calculation for Jubilee benefits.
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The movements in social fund liability presented within ‘Settlement with employees’ were as follows:

2019 Creation
€000 1 January (note 31) Use 31 December
Social fund 2,801 1,197 (1,959) 2,039
2018 Creation
€000 1 January (note 31) Use 31 December
Social fund 614 3,919 (1,733) 2,801

21. Movements in impairment losses

Net creation/ Assets

29;30 Note 1 January (release) written ;’;:::’:‘gc: Other* 31 December
(note 34) off/sold
Financial assets at FVOCI 134 90 - - - 224
Financial assets at AC: 11
Due from other banks 754 (369) - 103 - 488
Due from customers 404,912 43,347 (90,396) (126) (8,989) 348,748
Property and equipment
and Non-current assets
classified as held for 14 7,217 198 (4,762) - - 2,653
sale
Other assets 18 3,338 1,040 - - - 4,378
416,355 44,306 (95,158) (23) (8,989) 356,491
Financial guarantees and 19, 34 14,380 (5,255) _ 254 - 9,370

commitments

430,735 39,051 (95,158) 222 (8,989) 365,861
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31 De- Net Assets

20380 Note cember FTA 1January  creation written (fi#:;rrl\gc: Other* cz:nE:;
2017 (note 33)  off/sold
Financial assets at FVOCI - 226 226 (92) - - - 134
Financial assets at AC: 11
Due from other banks 73 482 555 130 - 69 - 754
Due from customers 373,577 45,604 419,181 59,375 (61,877) (1,271) (10,496) 404,912
Property and equipment
Csted o M9 - s - - -
sale
Other assets 18 2,669 32 2,701 205 - - 432 3,338

376,410 46,344 422,754 66,744 (61,877) (1,202) (10,064) 416,355

Financial guarantees and

. 19,34 19,781 (1,498) 18,283 (5,347) - 1,444 - 14,380
commitments

396,191 44,846 441,037 61,397 (61,877) 242 (10,064) 430,735

* ‘Other’ represents:
— The interest portion (unwinding of interest);
— Change in reporting due to merger with CFH the on the line ‘Other assets’.
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22. Movements in provisions

2019

€000 Note
Litigation 19, 24, 33
Restructuring provision 19, 33
Other provisions 19, 33
2018

€000 Note
Litigation 19, 24, 33
Restructuring provision 19, 33
Other provisions 19, 33

Net 31

1 January release* Use Other December
9,408 (4,917) (571) - 3,920
924 - (590) - 334

11 - (10) - 1

10,343 (4,917) (1,171) - 4,255
Net 31

U IR creation e i December
8,991 390 (14) 41 9,408
924 1,210 (1,210) - 924

47 11 (47) - 11

9,962 1,611 (1,271) 41 10,343

* On the basis of success in litigation and mainly as a result of an independent assessment, based on which
management revised the expected probability of success, the provision was released for € 4,917 thousand.
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23. Equity

€000 2019 2018

Share capital — authorised, issued and fully paid:

89 ordinary shares of € 3,319,391.89 each, not traded 295,426 295,426
4,078,108 ordinary shares of € 33.2 each, publicly traded 135,393 135,393
430,819 430,819

Share premium 13,719 13,719
Reserves 110,665 116,472
Retained earnings (excluding net profit for the period) 937,723 892,625
1,492,926 1,453,635

In accordance with the law and statutes of the VUB Group, the VUB Group is obliged to contribute at least
10% of its annual net profit to the ‘Legal reserve fund’ until it reaches 20% of the share capital. Usage of
the ‘Legal reserve fund'’ is restricted by the law and the fund can be used for the coverage of the losses of
the VUB Group.

2019 2018

Net profit for the period attributable to shareholders in € ‘000 120,071 160,318

The rights and responsibilities of shareholders are set out in the legal regulations and the Articles of Asso-
ciation of the Bank. The right of a shareholder to participate in the management of the Bank, the right to
a share of the profits and the right to a share of the liquidation balance, in the event of the winding up of
the Bank with liquidation, are attached to a registered share. Each shareholder is entitled to attend the Ge-
neral Meeting, to vote, to request information and seek explanations and submit proposals. The number
of votes allocated to each shareholder is determined by the ratio of the nominal value of its share to the
amount of registered capital. A shareholder may exercise the shareholder rights attached to book-entered
shares at the General Meeting if the shareholder is entitled to exercise these rights as of the decisive date
specified in the invitation to the General Meeting. The exercise of a shareholder’s voting rights may only be
restricted or suspended by the law. The shares are freely transferable by registration of transfer in line with
relevant regulation. The General Meeting of the Bank as the main decision making body of the Bank is en-
titled to decide on share issues or on the acquisition of the Bank’s own shares.

The structure of shareholders is as follows:

€'000 2019 2018
Intesa Sanpaolo Holding International S. A. 97.03% 97.03%
Domestic shareholders 2.16% 2.08%
Foreign shareholders 0.81% 0.89%

100.00% 100.00%
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The primary objectives of the VUB Group's capital management are to ensure that the VUB Group complies
with externally imposed capital requirements and that the VUB Group maintains strong credit ratings and
healthy capital ratios in order to support its business and to maximise shareholders’ value.

The VUB Group manages its capital structure and makes adjustments to it in the light of changes in econo-
mic conditions and the risk characteristics of its activities. In order to maintain or adjust the capital structu-
re, the VUB Group may adjust the amount of dividend payment to shareholders, return capital to sharehol-
ders or issue capital securities. No changes have been made in the objectives, policies and processes from
the previous years.

The VUB Group’s regulatory capital position was determined based on the rules for capital adequacy calcu-
lation set by the CRR Regulation:

€'000 2019 2018
Tier 1 capital

Share capital 430,819 430,819
Share premium 13,719 13,719
Retained earnings* 929,259 883,770
Other reserves 97,450 98,232
Accumulated other comprehensive income 21,679 27,493
(-) Value adjustments due to the requirements for prudent valuation (57) -

Fair value gains and losses arising from the VUB Group’s own credit risk related
to derivative liabilities

- (6)

Other transitional adjustments to CET1 Capital 38,102 42,633
CET1 capital elements or deductions — other (3,876) (2,872)
Less goodwill and intangible assets (141,888) (122,168)
Less IRB shortfall of credit risk adjustments to expected losses (8,958) -
1,376,249 1,371,229

Tier 2 capital
IRB excess of provisions over expected losses eligible - 21,091
Subordinated debt 200,000 200,000
Other transitional adjustments to T2 Capital (8,739) (9,767)
191,261 211,324
Total regulatory capital 1,567,510 1,582,553

* Excluding net profit for the period/year, profit in approval and other capital funds.

€'000 2019 2018
Retained earnings 1,057,794 1,052,943
Net profit for the period/year (120,071) (160,318)
Other capital funds (8.,464) (8,855)

929,259 883,770
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€'000 2019 2018 2019 2018

Required Required
Tier 1 capital 1,376,249 1,371,229 721,529 736,961
Tier 2 capital 191,261 211,323 191,261 211,323
Total regulatory capital 1,567,510 1,582,552 721,529 736,961
Total Risk Weighted Assets 9,019,114 9,212,015 9,019,114 9,212,015
CET 1 capital ratio 15.26% 14.89% 13.00% 13.00%
Total capital ratio 17.38% 17.18% 15.50% 15.00%

Regulatory capital consists of Tier 1 capital, which comprises share capital, share premium, retained earnin-
gs without profit for the current year, accumulated other comprehensive income, foreign currency transla-
tion and reserves. The deducted amounts in Tier 1 capital are goodwill, intangible assets and irrevocable
payment commitments (contribution to Single Resolution Fund) and IRB shortfall. Certain adjustments are
made to IFRS-based results and reserves, as prescribed by the CRR Regulation. The other component of re-
gulatory capital is Tier 2 capital, which includes subordinated long term debt and IRB excess of provisions
over expected losses.

Own Funds, risk-weighted assets and the capital ratios as at 31 December 2019 and 31 December
2018 were calculated according to the harmonised rules and regulations for banks and investment compa-
nies contained in Directive 2013/36/EU (‘CRD IV') and in the CRR Regulation of 26 June 2013, which trans-
pose the banking supervision standards defined by the Basel Committee (the Basel 3 Framework) to Euro-
pean Union laws.

Following the Supervisory Review and Evaluation Process (‘SREP’), the ECB annually makes a final decision

on the capital requirement that the VUB Group must comply with on sub-consolidated and individual level.

Starting from 1 January 2019, the overall capital requirement the VUB Group has to meet in terms of Com-

mon Equity Tier 1 ratio is 10.5%. This is the result of:

— the SREP requirement comprising a minimum Pillar 1 capital requirement of 4.5% and an additional Pil-
lar 2 capital requirement of 1.5%, entirely of Common Equity Tier 1 ratio;

— additional requirements, made up entirely of Common Equity Tier 1 ratio, relating to a Capital Conser-
vation Buffer of 2.5%, and an Other Systemically Important Institutions Buffer ('O-SIl Buffer’) of 1% and
Systemic Risk Buffer ('SRB’) of 1%.

For the sake of completeness, please note that CRD IV establishes the obligation for the designated national
authorities to activate an operational framework for the definition of the ratio of the countercyclical capi-
tal buffer ('CCyB’) starting from 1 January 2016. The ratio is subject to review on a quarterly basis. The Eu-
ropean regulation was implemented in Slovakia by National Bank of Slovakia in relevant regulation, which
contains suitable regulations concerning CCyB. Based on the analysis of the reference indicators, the Natio-
nal Bank of Slovakia decided to set the countercyclical ratio (relating to the exposures towards Slovak coun-
terparties) for period starting 1 August 2017 at 0.5%, since 1 August 2018 at 1.25% and since 1 August
2019 at 1.5% (bringing the total CET1 capital requirement to 12.75% since 1 January 2019 and 13.0%
since 1 August 2019 including Pillar 2 Capital Guidance buffer of 1%).

The Overall Capital Requirement was as of 1 January 2019 set at 15.25% and from 1 August 2019 at
15.5%.

Since November 2014, the VUB Group has been under the supervision of the European Central Bank.

Internally, within its Risk Appetite framework, the VUB Group has set internal limits for both OCR and CETT,
managing the regulatory capital requirements additionally with an internal management buffer.
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Impact of the introduction of IFRS 9 on own funds

In December 2017, the European Parliament and the European Council issued Regulation (EU) No
2017/2395 amending the CRR Regulation as regard transitional arrangements for mitigating the impact of
the introduction of IFRS 9 on own funds, integrating the CRR Regulation with Article 473 “Introduction of
IFRS 9”. The new Atrticle allows banks to re-introduce in their Common Equity Tier 1 (‘CET 1') a decreasing
guota of the impact of IFRS 9 in a five-year transitional period (2018 — 2022). That amount shall be determi-
ned using the static approach which will be adopted by the VUB Group. It refers only to the impact of FTA
resulting from the comparison of IAS 39 impairments as at 31 December 2017 and IFRS 9 impairments as at
1 January 2018 —including both performing loans classified in Stages 1 and 2 and adjustments to non-per-
forming loans (Stage 3) — to which is applied a decreasing factor (95% for 2018, 85% in 2019, 70% in
2020, 50% in 2021 and 25% in 2022) to set the amount to be included in CET 1. The static transitional
approach is not applicable to the changes in valuation reserves deriving from re-classification of financial in-
struments during FTA (impact resulting from classification and measurement).

€000 2018 2019 2020 2021 2022
Decreasing factor 95% 85% 70% 50% 25%
Impact to CET 1 39,281 35,146 28,944 20,674 10,337

Furthermore, under paragraph 7 of Article 473 of the CRR Regulation, ISP Group companies adopting the

transitional approach shall update calculation of the following components relevant to the determination of

supervisory capital requirements, so as to avoid inappropriate benefits:

— Deferred tax assets deducted from CET 1 relating to Standard and Internal ratings-based ('IRB’) exposu-
res;

— Determination of Exposure At Default using the scaling factor to assess the Risk Weighted Assets of
Standard exposures,

— Tier 2 elements relating to IRB weighted exposures.

The impact on own funds of the first-time adoption of IFRS 9 and the adoption of the “static” approach
during the transitional period (2018 — 2022), as permitted by Regulation (EU) 2017/2395, resulted in the
effects on regulatory capital and prudential ratios (with and without applying the transitional provisions for
IFRS 9) following:

— the reduction of CET 1, due to the FTA impact linked to the first-time adoption of IFRS 9,

— theincrease in CET 1 due to the re-inclusion of the gradually decreasing transitional component as a re-
sult of the adoption of the adjustment introduced by the aforementioned Regulation, aimed at mitiga-
ting the impact of FTA,

— the increase in the excess reserve, based on the provisions of the aforementioned Regulation, may be
added to the Tier 2 capital, up to the amount of 0.6% of IRB RWA, solely for the part in excess of the
amount re-included in CET 1 as a result of the adoption of said transitional adjustment;

— the reduction of the risk-weighted assets (RWA) on standard exposures which, as a result of the increase
in the provisions linked to the first-time adoption of IFRS 9, reduced the risk exposure (EAD);

— theincrease in risk-weighted assets (RWA) on standard exposures due to the application, under said pro-
visions, of the scaling factor set out in Regulation (EU) 2017/2395.
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24. Financial commitments and contingencies

24.1. Issued guarantees and commitments and undrawn credit facilities

€000 2019 2018
Issued guarantees 762,567 772,588
Commitments and undrawn credit facilities 3,138,488 3,165,991
of which revocable 464,586 310,169
3,901,055 3,938,579

Issued guarantees represent irrevocable assurances that the VUB Group will make payments in the event
that a borrower cannot meet its obligations to third parties. These assurances carry the same credit risk as
loans and therefore the VUB Group recognizes provisions for these instruments. (note 19)

The primary purpose of commitments to extend credit is to ensure that funds are available to the customer
as required. Commitments and undrawn credit facilities represent undrawn portions of commitments, cre-
dit facilities and approved overdraft loans.

24.2. Operating leasing

The following table sets out a maturity analysis of lease receivables, showing the undiscounted lease
payments to be received after the reporting date.

€000 2019
Up to one year 2,997
One to two years 1,986
Two to three years 857
Three to four years 260
Four to five years 30

6,180
€000 2018
Up to one year 3,531
One to five years 4,074

7,605

24.3. Legal proceedings

In the normal course of business, the VUB Group is subject to a variety of legal actions. The VUB Group
conducted a review of legal proceedings outstanding against it as of 31 December 2019. Pursuant to this
review, management has recorded total provisions of € 3 920 thousand (31 December 2018: € 9,408 thou-
sand) in respect of such legal proceedings (note 19). The VUB Group will continue to defend its position in
respect of each of these legal proceedings. In addition to the legal proceedings covered by provisions, the-
re are contingent liabilities arising from legal proceedings in the total amount of € 30,902 thousand, as at
31 December 2019 (31 December 2018: € 32,039 thousand). This amount represents existing legal procee-
dings against the Bank that will most probably not result in any payments due by the VUB Group.

€000 2019 2018

Legal proceedings related to leasing contracts 2,974 2,833

Legal proceedings on credit collection 602 593

Legal proceedings related to credit contracts 344 392

Legal proceedings for damages - 5,589

Legal proceedings to rates, interests calculation and other economic conditions B 1
applied

3,920 9,408
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25. Net interest income

€000 2019 2018

Interest and similar income

Financial assets at FVTPL 199 114
Financial assets at FVOCI 7,430 17,838

Financial assets at AC:
Due from other banks 19,428 12,159
Due from customers 371,673 394,156
Derivatives — Hedge accounting (13,250) (9,912)
Interest income on liabilities 2,443 2,157
387,923 416,512

Interest and similar expense

Financial liabilities at AC:

Due to banks (1,891) (2,766)
Due to customers and Subordinated debt (22,710) (19,197)
of which lease liabilities (69) -
Debt securities in issue (32,556) (33,697)
Derivatives — Hedge accounting 10,546 7,177
Interest expense on assets (1,140) (1,216)
(47,751) (49,699)

340,172 366,813

€'000 2019 2018

Interest and similar income

Total interest income calculated using the effective interest method 381,148 409,093
Other interest income — interest income on finance leases 6,576 7,305
Other interest income — interest income on financial assets at FVTPL 199 114

387,923 416,512
€'000 2019 2018

Net interest income

Financial assets at FVOCI 7,430 17,838
Financial assets at AC 383,386 405,099

390,816 422,937
Financial liabilities at AC (54,713) (53,503)

Interest income on impaired loans and advances to customers for 2019 amounted to € 9,335 thousand
(2018: € 12,802 thousand).
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26. Net fee and commission income

Nature and timing of satisfaction of performance obligations, including significant payment terms:

Current accounts

Cards

Payments and cash management

Loans

Indirect deposits

Insurance

Trade finance, Structured finance

Factoring

Fees for ongoing account management are charged to the customer’s ac-
count on a monthly basis. The VUB Group sets the rates separately for re-
tail and corporate banking customers in each jurisdiction on an annual basis.

Credit card and debit card fees relate to both fees for issuance of credit card
for the period of card’s validity as well as fees for specific transactions.

Transaction-based fees for interchange and foreign currency transactions are
charged to the customer’s account when the transaction takes place.

Services for loans comprise mainly fees for overdrafts, which are recognised
on a straight-line basis over the overdraft duration.

They also include other servicing fees which are charged on a monthly basis
and are based on fixed rates reviewed annually by the VUB Group.

These fees mainly relate to providing Bank's retail network for the mediation
of investments into funds. These fees are paid to the VUB Group by VUB As-
set Management, sprav. spol., a. s. Since the VUB Group does not have any
ongoing performance obligation regarding these fees, they are recognised in
full when charged.

The VUB Group provides insurance mediation along with selling its products.
Except for life insurance mediation, only aliquot part of commission is sent
by the insurance company on monthly basis, therefore the VUB Group only
recognises aliquot part of commission as income with the passage of time.
In case client cancels insurance contract with insurance company, the insur-
ance company stops paying the aliquot part of the commission and the VUB
Group therefore stops to recognise these fees. The VUB Group is not liable to
return aliquot part of commissions recognised in fees to insurance company.

Regarding life insurance mediation the VUB Group is exposed to clawbacks if
client cancels the insurance contract within certain periods. The VUB Group
calculated effect of IFRS 15 impact and evaluated this impact as non-materi-
al and continues to recognise income on these fees as the related mediation
service is provided.

Fees for loan commitments which are not expected to result in the draw-
down of a loan are recognised on a straight-line basis over the commitment
period.

Administration of a loan syndication, execution of client transactions with ex-
changes and securities underwriting, charges for premature termination of
loans and other are charged when transaction takes place.

Services related to factoring include:

— Facility commitment, where fee is recognised on a straight-line basis over
the commitment period;

— Invoice processing fee, where fixed amount for each processed invoice is
charged;

— Factoring fee, where fee represent a percentage on a total receivable
amount factored.
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Revenue recognition under IFRS 15:

Current accounts

Cards

Payments and cash management

Loans

Indirect deposits

Insurance

Trade finance, Structured finance

Factoring

Revenue from account service and servicing fees is recognised over time as
the services are provided.

Revenue from card issuance is recognised over time as the services are pro-
vided.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Overdraft fee is recognised on a straight-line basis over the overdraft dura-
tion.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Revenue from insurance mediation services is recognised over time for the
duration of contract, except for life insurance mediation where service fee
is recognised when service is provided and clawbacks are recognised when
they occur.

Loan commitment fee is recognised on a straight-line basis over the commit-
ment period.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Facility fee is recognised on a straight-line basis over the commitment period.

Revenues related to invoice processing and factoring fee are recognised at
the point in time when the transaction takes place.
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2019
€000

Fee and commission income

Current accounts

Cards

Payments and cash management
Indirect deposits

Loans

Insurance

Trade finance

Factoring

Structured finance

Other

Fee and commission expense

Cards

Payments and cash management
Current accounts

Insurance

Factoring

Indirect deposits

Other

Net fee and commission income

2018
€°000

Fee and commission income

Current accounts

Cards

Payments and cash management
Loans

Indirect deposits

Insurance

Trade finance

Structured finance

Factoring

Other

Fee and commission expense

Cards

Payments and cash management
Current accounts

Insurance

Factoring

Indirect deposits

Other

Net fee and commission income

Retail

Corporate

Central

Banking Banking Treasury O fetal
38,894 3,340 - 8 42,242
40,400 347 - 1 40,748

9,887 6,649 347 5 16,888
8,241 7,247 — 671 16,159
16,025 - - - 16,025
11,782 1 - 25 11,808
18 6,650 1,174 - 7,842

- 1,466 - - 1,466

- 1,127 - - 1,127

482 1,964 218 827 3,491
125,729 28,791 1,739 1,537 157,796
(23,753) - - (23,753)
(31) (8) (562) (443) (1,044)

_ - - (589) (589)

(402 - - - (402)

- (247) - - (247)

(7) (10) - - (17)

(94) ) (90) (3,878) (4,064)

(24,287) (267) (652) (4,910) (30,116)

101,442 28,524 1,087 (3,373) 127,680
Retail Corporate Central

Banking B:nking Treasury e ]
39,029 3,108 - 7 42,144
38,901 349 - - 39,250
11,037 6,485 372 5 17,899

7,606 7,463 - 863 15,932
15,006 - - - 15,006
11,730 5 - - 11,735

19 6,971 2,738 - 9,728

- 1,677 - - 1,677

- 1,503 - - 1,503

681 1,799 30 305 2,815
124,009 29,360 3,140 1,180 157,689
(23,125) - - (23,125)
(31) (8) (874) (449) (1,362)

- - - (517) (517)

(376) - - - (376)
(295) - - (295)

9 ) (30) - - (39)

(223) (99) (3,715) (4,037)

(23,764) (333) (973) (4,681) (29,751)

100,245 29,027 2,167 (3,501) 127,938
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27. Net trading result

€000 2019 2018
Customer foreign exchange margins 6,805 7,431
Financial assets measured at FVOCI 2,005 32,193
Interest rate derivatives 1,426 1,278
Financial assets held for trading — debt securities 1,044 429
Non-trading financial assets measured at FVTPL 211 (151)
Dividends from equity shares measured at FVOCI 154 168
Other derivatives 141 (67)
Dividends from equity shares held in FVTPL 37 55
Equity derivatives (2) (7)
Net result from hedging transactions (132) 172
Cross currency swaps (6,131) 266
Foreign currency derivatives and transactions (13,071) (1,993)
(7,513) 39,774
28. Other operating income

€'000 2019 2018
Income from operating leasing 4,927 4,293
Financial revenues 1,763 68
Net profit from sale of fixed assets 838 244
Services 16 37
Rent - 698
Other 1,047 1,019
8,591 6,359

29. Other operating expenses
€'000 2019 2018
Resolution fund* (5,701) (6,336)
Contribution to the Deposit Protection Fund** (547) (541)
Other damages (335) (485)
Other (13,252) (8,730)
(19,835) (16,092)

* Starting from 1 January 2015 the new Bank Recovery and Resolution Directive No 2014/59/EU ('BRRD’) is effective
for all EU member states. The Directive was implemented to Slovak legislation by Act No 371/2014 on Resolution. The
Directive sets an obligation for banks of the member states participating to the Banking Union to pay an annual contri-
bution depending on the size and the risk profile of a bank to the National Resolution Fund in 2015 and to the Single
Resolution Fund from 2016 up to the 2023.

** The annual contribution for 2019 was determined by the Deposit Protection Fund under the valid methodology.
As at 31 December 2019, the Bank expensed the full amount of such contribution. The quarterly contribution to the
Deposit Protection Fund for 2019 was set at 0.0075% p. g. of the amount of protected deposits.
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30. Special levy of selected financial institutions

€000 2019 2018

Special levy of selected financial institutions (29,695) (26,286)

The special levy of selected financial institutions was set to 0.2% p. a. of selected liabilities for the year
2018 and 2019.

31. Salaries and employee benefits

€'000 2019 2018
Remuneration (89,439) (89,610)
Social security costs (35,081) (35,010)
Social fund (1,197) (3,919)
Severance and Jubilee benefits (222) (684)
Termination benefit 590 -

(125,349) (129,223)

At 31 December 2019, the total number of employees of the VUB Group was 3,742 (31 December 2018:
3,809). The average number of employees of the VUB Group during the period ended as at 31 December
2019 was 3,772 (31 December 2018: 3,868).

The VUB Group does not have any pension arrangements separate from the pension system established by
law, which requires mandatory contributions of a certain percentage of gross salaries to the State owned
social insurance and privately owned pension funds. These contributions are recognised in the period when
salaries are earned by employees. No further liabilities are arising to the VUB Group from the payment of
pensions to employees in the future.
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32. Other administrative expenses

€'000 2019 2018
Third parties’ services (16,116) (6,665)
Information technologies systems maintenance (15,135) (22,485)
Advertising and sponsorship (7,128) (7,142)
Maintenance and repairs (5,603) (7,428)
Postage costs (4,224) (3,888)
Energy costs (3,816) (2,709)
Rental of buildings and related expenses** (3,575) (8,782)
Telephone and telecommunication costs (2,973) (5,998)
Forms and office supplies (2,861) (3,471)
Indirect personnel costs and compensation (2,732) (2,828)
Cleaning of premises (1,884) (1,621)
Transport (1,641) (1,739)
Cost of legal services (1,583) (1,384)
Electronic data processing system leasing** (1,577) (1,310)
Security (1,484) (1,555)
Consultations and other fees* (1,065) (900)
Insurance (1,059) (1,161)
Archives and documents (1,032) (968)
Information and research (237) (1,545)
Other rentals** (82) (1,525)
Other expenses (2,858) (2,431)
Value added tax and other taxes (309) (333)
Reinvoicing 672 2,075

(78,302) (85,793)

* ‘Consultations and other fees' includes the fee for the statutory audit of € 256 thousand (2018: € 259 thousand).
Other audit-related assurance services and non-audit services performed by the statutory auditor related to audit and
review of the group reporting and to audit of the VUB Group’s prudential returns, preparation of the long form report as
required by the Act on Banks, audit procedures on capital adequacy, agreed-upon procedures on the VUB Group’s com-
pliance with the covenants of the loan agreement between the VUB Group and the European Bank for Reconstruction
and Development, agreed upon procedure on compliance with articles 71h — 71k of the Act No. 566/2001 Coll on se-
curities, assurance work related to the Bank’s obligations towards the NBS regarding information on loans and advances
used as collateral within the monetary operations of the Eurosystem, assurance work and agreed upon procedures in
respect of issuance of covered bonds and agreed-upon procedures on the merger of a Bank’s subsidiary with the VUB
Group amounted to € 453 thousand (2018: € 369 thousand).

** These items includes among other things:

€000 2019
Expenses relating to short-term leases 304
Expenses relating to leases of low-value assets, excluding short-term leases of low-value assets 1,643

1,947
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33. Provisions

€'000 Note 2019 2018
Net release/(creation) and use of provisions for litigations 20, 23, 25 4,917 (376)
Net release and use of provisions for other provisions 20, 23 10 36

4,927 (340)

34. Impairment losses and Net (loss)/gain arising
from the derecognition of financial assets at amortised cost

€000 Note 2019 2018

Net creation of impairment losses (44,306) (66,744)
Net release of provisions for financial guarantees and

) 21 5,255 5,347
commitments

(39,051) (61,397)

Net (loss)/gain arising from the derecognition of financial assets at AC (4,883) 3,525

35. Income tax expense

€000 Note 2019 2018
Current income tax 17 (26,534) (51,559)
Deferred income tax 17 (7,565) 7,724
(34,099) (43,835)

The movement in deferred taxes in the statement of profit or loss and other comprehensive income is as

follows:

€'000 2019 2018
Due from other banks (64) 42
Due from customers (20,056) 12,189
Property and equipment (2,137) 5,333
Due to customers 1,201

Provisions 1,240 (137)
Other liabilities (736) 536
Other 12,987 (10,239)

(7,565) 7,724
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The effective tax rate differs from the statutory tax rate in 2019 and in 2018. The reconciliation of the VUB
Group’s profit before tax with the actual corporate income tax is as follows:

2019 2018
Tax at Tax at
€'000 Note Tax base applicable tax Tax base applicable tax
rate (21%) rate (21%)
Profit before tax 154,170 (32,376) 204,153 (42,872)
Tax effect of expenses that are
not deductible in determining
taxable profit:
Creation of provisions and 72,317 (15,186) 73,923 (15,524)
other reserves
Creation of impairment losses 243,921 (51,223) 257,970 (54,174)
Write-off and sale of assets 20,279 (4,259) 14,653 (3,077)
Other 27,327 (5,739) 36,020 (7,564)
363,844 (76,407) 382,566 (80,339)
Tax effect of revenues that are
deductible in determining
taxable profit:
Release of provisions and other (83,419) 17518 (71.664) 15,050
reserves
Release of impairment losses (288,204) 60,523 (256,111) 53,783
Dividends (191) 40 (223) 47
Other (20,687) 4,344 (9,687) 2,034
(392,501) 82,425 (337,685) 70,914
Adjgstmehts for current tax of 833 (175) (3,524) 240
prior periods
Withholding tax paid abroad
— settlement of advance 5 (1) 10 (2)
payments
Current income tax 126,351 (26,534) 245,520 (51,559)
Deferred income tax at 21 % 17 (7,565) 7,724
Income tax expense (34,099) (43,835)

Effective tax rate 22.12% 21.47%
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36. Other comprehensive income

€000

Items that shall not be reclassified to statement of profit or loss
in the future

Change in value of financial assets at FVOCI (equity instruments):
Revaluation gains arising during the year
Reclassification adjustment for profit on sale of FVOCI equities within equity

Reversal of deferred income tax on disposed property and equipment

Net revaluation gain from property and equipment

Items that may be reclassified to statement of profit or loss
in the future

Change in value of cash flow hedges:
Revaluation gains/(losses) arising during the year

Change in value of financial assets at FVOCI (debt instruments):
Gains/(losses) arising during the year

Reclassification adjustment for profit on sale of FVOCI bonds included
in the profit or loss

Exchange difference on translation foreign operation

Total other comprehensive income

Income tax relating to components of other comprehensive income (note 37)

Other comprehensive income for the year after tax

2019 2018
3,123 630
360 -
3,483 683
2,101 -
13 3
5,597 633
8 (689)

237 (13,894)
(1,919) (36,435)
(1,682) (50,329)
343 (400)
(1,331) (51,418)
4,266 (50,735)
(459) 10,654
3,807 (40,081)
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37. Income tax effects relating to other comprehensive income

2019 2018

Tax Tax
€000 Before tax (expense)/ Net of tax Before tax (expense)/ Net of tax
amount . amount amount . amount

benefit benefit

Items that shall not
be reclassified to
statement of profit or
loss in the future

Change in value of
financial assets at FVOCI| 3,483 (807) 2,676 680 (143) 537
(equity instruments)

Reversal of deferred
income tax on disposed 2,101 - 2,101 - - -
property and equipment

Net revaluation gain from

property and equipment 13 €) 10 3 (1) 2
5,597 (810) 4,787 683 (144) 539
Items that may be
reclassified to
statement of profit or
loss in the future
Change in value of cash 3 @) 6 (689) 145 (544)

flow hedges
Change in value of
financial assets at FVOCI (1,682) 353 (1,329) (50,329) 10,569 (39,760)
(debt instruments)
Exchange differences
on translation foreign 343 - 343 (400) 84 (316)
operations

(1,331) 351 (980) (51,418) 10,798 (40,620)
4,266 (459) 3,807 (50,735) 10,654 (40,081)
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38. Related parties

Related parties are those counterparties that represent:

(a) Enterprises that directly, or indirectly, through one or more intermediaries, control, or are controlled by,
have a significant influence or are under the common control of the reporting enterprise;

(b) Associates — enterprises in which the Parent Company has significant influence and which are neither
a subsidiary nor a joint venture;

(o) Individuals owning, directly or indirectly, an interest in the voting power of the VUB Group that gives
them significant influence over the VUB Group, and anyone expected to influence, or be influenced by,
that person in their dealings with the VUB Group;

(d) Key management personnel, that is, those persons having authority and responsibility for planning,
directing and controlling the activities of the VUB Group, including directors and officers of the VUB
Group and close members of the families of such individuals; and

(e) Enterprises in which a substantial interest in the voting power is owned, directly or indirectly, by any per-
son described in (c) or (d) or over which such a person is able to exercise significant influence. This inclu-
des enterprises owned by directors or major shareholders of the VUB Group and enterprises that have
a member of key management in common with the VUB Group.

In considering each possible related party relationship, attention is directed to the substance of the relation-
ship, and not merely the legal form. The stated transactions have been made under arms-length commer-
cial and banking conditions.

In 2019, the remuneration and other benefits provided to members of the Management Board were
€ 2,870 thousand (2018: € 3,497 thousand), of which the severance benefits € 112 thousand (2018:
€ 30 thousand), and to members of the Supervisory Board € 99 thousand (2018: € 94 thousand).
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As at 31 December 2019, the outstanding balances with related parties comprised:

Key man-
€000 agement Joint Associates Intesa ISP Gro_up Total
personnel ventures Sanpaolo companies
(‘'KMP’)
Assets
Financial assets at FVTPL:
Fmanqal assets held for B B B 590 8,332 8,922
trading
Non-trading financial
assets at FVTPL - - - >84 - o84
Der|vat|vgs — Hedge B B B B 82,501 82,501
accounting
Financial assets at FVOCI - - - 797 - 797
Financial assets at AC:
Due from other banks - - - 5,411 40,675 46,086
Due from customers 285 5 - - - 290
Other assets - - - 6 1,221 1,227
285 5 - 7,388 132,729 140,407
Liabilities
Financial liabilities at FVTPL:
Financial '||ab|l|t|es held B B B 510 17.293 17.803
for trading
Der|vat|v§s — Hedge B B B 37.065 37,065
accounting
Financial liabilities at AC: -
Due to banks - - - 189,100 28,075 217,175
Due to customers 1,600 - 257 - 27,255 29,112
Subordinated debt - - - - 200,143 200,143
Provisions - - - 14 2 16
Other liabilities 584 - - 2,615 - 3,199

2,184 - 257 192,239 309,833 504,513
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As at 31 December 2018, the outstanding balances with related parties comprised:

Joint Intesa ISP Group

€000 KMP Associates . Total
ventures Sanpaolo companies
Assets
Financial assets at FVTPL:
Fmanqal assets held for B B B 124 28,540 28,664
trading
Non-trading financial
assets at FVTPL - a - 440 - 440
Derlvatlvgs — Hedge B B B B 26,638 26,638
accounting
Financial assets at FVOCI - - - 1,112 - 1,112
Financial assets at AC:
Due from other banks - - - 8,641 31,908 40,549
Due from customers 291 4 - - - 295
Other assets - 7 - 6 2,518 2,531
291 1M1 - 10,323 89,604 100,229
Liabilities
Financial liabilities at FVTPL:
Financial lI|ab|||t|eS held B B B 3,998 30,645 34,643
for trading
Derlvatlvgs — Hedge B B B B 11,010 11,010
accounting
Financial liabilities at AC:
Due to banks - - - 580,743 180,883 761,626
Due to customers 1,821 - 228 - 80,736 82,785
Subordinated debt - - - - 200,181 200,181
Debt securities in issue - - - - 80,073 80,073
Other liabilities 440 - - - 4,387 4,827

2,261 - 228 584,741 587,915 1,175,145
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As at 31 December 2019, the outstanding off-balance sheet balances with related parties comprised:

€000 KMP el Associates e 5 Gro_u P Total
ventures Sanpaolo companies
Commitments and o 323 B B 2,59 B 2,919
undrawn credit facilities
Issued guarantees - - - 14,317 1,877 16,194
Received guarantees - - - 18,000 - 18,000
Derivative transactions
(notional amount — - - - 150,387 8,552,538 8,702,925
receivable)
Derivative transactions
(notional amount — - - - 149,116 8,552,540 8,701,656
payable)
As at 31 December 2018, the outstanding off-balance sheet balances with related parties comprised:
€000 KMP Joint  \ ssociates Intesa ISP Group Total
ventures Sanpaolo companies
Commitments and
undrawn credit facilities - a - 3,848 - 3,848
Issued guarantees - - - 15,024 1,819 16,843
Received guarantees - - - 32,542 14,783 47,325
Derivative transactions
(notional amount — - - - 1,118,191 8,781,977 9,900,168

receivable)

Derivative transactions
(notional amount — - - - 1,123,156 8,778,591 9,901,747
payable)
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For the year ended 31 December 2019, the outstanding balances with related parties comprised:

Joint Intesa ISP Group

€000 KMP Associates . Total
ventures Sanpaolo companies
Income and expense
items
Interest and similar income 3 - - 47 4 54
Interest and similar
expense 2) - - (465) (7.338) (7,805)
Fee and commission 1 - 1 197 13,989 14,188
income
Fee and commission B B B (548) (1) (559)
expense
Net trading result - - - (12,224) 31,536 19,312
Other operating income - 20 - 270 82 372
Other operating expenses - - - (511) - (511)
Other administrative B 13 B (11,249) 272) (11,508)
expenses
Impairment losses - - (8) (1) - 9)

2 33 (7) (24,484) 37,990 13,534
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For the year ended 31 December 2018, the outstanding balances with related parties comprised:

€000 KMP Rl Associates s [ Gro_u p Total
ventures Sanpaolo companies

Income and expense
items

Interest and similar income 3 - - 173 47 223

Interest and similar 3) B B (590) (10,218) (10,811)
expense

Fge and commission 1 B B 90 13,364 13,455
income

Fee and commission 3 3 B (449) (23) (472)
expense

Net trading result - - - 1,605 275 1,880

Other operating income - - - - 306 306

Other operating expenses - 39 - (220) - (181)

Impairment losses - - - 367 (10,021) (9,654)

1 39 — 976 (6,270) (5,254)
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39. Events after the end of the reporting period

As at 1 January 2020 the amendment of the Act No. 384/2011 on the Special levy of selected financial in-
stitutions from 28 November 2019 became effective and the rate of levy will be raised to 0.4% p. a. of se-
lected liabilities.

From 31 December 2019, up to the date when these financial statements were authorised for issue, there
were no further events identified that would require adjustments to or disclosure in these financial state-
ments.

These financial statements were authorised for issue by the Management Board on 21 February 2020.

TR AT

Alexander Resch Antonio Bergalio
Chairman of the Management Board Member of the Management Board
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Independent Auditors’ Report

To the Shareholders, Supervisory Board and Management Board of V&eobecna
tverova banka, a. s.

Report on the Audit of the Separate Financial Statements

Opinion

We have audited the separate financial statements of Veobecna lverova banka, a. s.
("the Bank"), which comprise the separate statement of financial position as at
31 December 2019, statements of profit or loss and other comprehensive income,

changes in equity and cash flows for the year then ended, and notes to the separate
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying separate financial statements give a true and fair
view of the financial position of the Bank as at 31 December 2019, and of its financial
performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards as adopted by the European Union.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing
(“ISAs"). Our responsibilities under those standards are further described in the
Auditors’ Responsibilities for the Audit of the Separate Financial Statements section.
We are independent of the Bank in accordance with the ethical requirements of the Act
No. 423/2015 Coll. on statutory audit and on amendments to Act No. 431/2002 Coll.
on accounting as amended (“the Act on Statutory Audit”) including the Code of Ethics
for an Auditor that are relevant to our audit of the separate financial statements, and
we have fulfiled our other ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the separate financial statements of the current period.
These matters were addressed in the context of our audit of the separate financial
statements as a whole, and in forming our opinion thereon, and we do not provide
a separate opinion on these matters.
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Impairment of loans and advances to customers

The carrying amount of loans and advances to customers as at 31 December 2019: € 14,078,141
thousand; impairment loss recognised in 2019: € 35,416 thousand; total impairment loss as at
31 December 2019: € 321,122 thousand.

Refer to Note 3 (Significant accounting policies) and Notes 11.2, 21 and 34 (Due from customers,
Movements in impairment losses and Impairment losses and Net gain arising from the
derecognition of financial assets measured at amortised cost) to the separate financial statements.

Key audit matter QOur response

Impairment allowances represent the Our audit procedures in this area included, among
Management Board's best estimate of the others:

expected credit losses within Financial e« |nspecting the Bank's ECL impairment
assets at amortised cost at the reporting provisioning methodology and assessing its
date. We focused on this area as the compliance with the relevant requirements of
determination of impairment allowances IFRS 9. As part of the above, we challenged the
requires significant judgment from the  Management Board on whether the level of the
Management Board over both the timing of methodology’s sophistication is appropriate
recognition and the amount of any such based on an assessment of the entity-level and
impairment. portfolio-level factors, including inspecting

validation reports;

* Making relevant inquiries of the Bank's risk
management and information technology (IT)
personnel in order to obtain an understanding of
the provisioning process, IT applications used
therein, key data sources and assumptions
used in the ECL model. Also, assessing and
testing the Bank's IT control environment for
data security and access, assisted by our own
IT specialists;

* Assessing and testing the design,
implementation and operating effectiveness of
selected key controls over the approval,
recording and monitoring of loans, including, but
not limited to, the controls relating to the
identification of loss events and default,
appropriateness of the classification of
exposures into performing and non-performing,
calculation of days past due, collateral
valuations and calculation of the impairment
allowances;
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Key audit matter

Our response

Impairment allowances for all performing
exposures (Stage 1 and Stage 2 in the IFRS
9 hierarchy) and non-performing exposures
(Stage 3) below EUR 500 thousand
individually (together “collective impairment
allowance”) are determined by modelling
techniques. Historical experience, iden-
tification of exposures with a significant
deterioration in credit quality, forward-
looking information and management
judgment are incorporated into the model
assumptions.

For non-performing exposures exceeding
EUR 500 thousand, the impairment
assessment is based on the knowledge of
each individual borrower and often on
estimation of the fair value of the related
collateral. Related impairment allowances
are determined on an individual basis by
means of a discounted cash flows analysis.

For the above reasons, impairment of loans
and advances to customers was considered
by us to be a significant risk in our audit,
which required increased attention.
Accordingly, we considered the area to be
a key audit matter.

* With respect to impairment accounting under

IFRS 9:

- Assessing whether the definition of default
and the staging criteria were consistently
applied. Also assessing whether the
definition of default applied for each
segment/portfolio is appropriate based on
the requirements of IFRS 9 (e.g. taking into
account the 90-day presumption of default);

— Evaluating the overall modelling approach, of
calculation of ECLs, including the calculation
of main risk parameters and macroeconomic
factors (probability of default (PD), loss given
default (LGD) and exposure at default
(EAD));

— Obtaining the relevant forward-locking
information and macroeconomic forecasts
used in the Bank's ECL assessment.
Assessing the information by means of
corroborating inquiries of the Management
Board and inspecting publicly available
information. Challenging LGD and PD
parameters used by the Bank, by reference
to historically realised losses on defaults;

Selecting a sample of individual exposures, with
focus on those with the greatest potential impact
on the financial statements due to their
magnitude and risk characteristics, as well as
lower value items, which we independently
assessed as high-risk, such as watchlisted,
restructured or rescheduled exposures, loans to
clients operating in higher risk industries, non-
performing exposures with low provision
coverage and loans with significant change in
the provision coverage;

For the sample selected, critically assessing, by
reference to the underlying documentation (loan
files) and through discussion with the loan
officers and credit risk management personnel,
the existence of any triggers for classification to
Stage 2 or Stage 3 as at 31 December 2019,
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+ For those loans where triggers for classification
in Stage 3 were identified, challenging key
assumptions applied in the Management
Board's estimates of future cash flows used in
the impairment calculation, such as discount
rates, collateral values and realization period,
and performing respective independent
recalculations, where relevant.

IT systems and controls over financial reporting

Key audit matter Our response

The Bank has a complex information Our audit procedures included, among others:

technology (“IT") environment and operates

various IT systems and applications. # Using our internal IT specialists, updating our
understanding of the Bank's IT environment and

The financial accounting and reporting the framework of governance over the IT

systems are heavily dependent on these organization, including the understanding of the

complex IT solutions and there is a risk that controls over program development and

automated accounting procedures and changes, access to programs and data and IT

related IT dependent manual controls are operations;

not designed and operating effectively.

* Assessing and testing the design and operating
effectiveness of the controls over the integrity of
the IT systems that are relevant to financial
reporting;

+ Testing certain aspects of the security of the IT
systems, including access management and
segregation of duties; and

* \Where relevant, assessing whether compen-
sating controls were effective in mitigating
deficiencies identified either by the Bank or by
us independently.




Responsibilities of the Management Board and Those Charged with Governance for
the Separate Financial Statements

The Management Board is responsible for the preparation of separate financial
statements that give a true and fair view in accordance with International Financial
Reporting Standards as adopted by the European Union, and for such internal control
as the Management Board determines is necessary to enable the preparation of
separate financial statements that are free from material misstatement, whether due
to fraud or error.

In preparing the separate financial statements, the Management Board is responsible
for assessing the Bank's ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of
accounting unless the Management Board either intends to liquidate the Bank or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Bank's financial
reporting process.

Auditors’ Responsibilities for the Audit of the Separate Financial Statements

Our objectives are to obtain reasonable assurance about whether the separate
financial statements as a whole are free from material misstatement, whether due to
fraud or error, and to issue an auditors' report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with 1ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these separate financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

+ |dentify and assess the risks of material misstatement of the separate financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

+ Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Bank's internal control.

+ Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the Management Board.

+ Conclude on the appropriateness of the Management Board's use of the going
concern basis of accounting and, based on the audit evidence obtained, whether
a material uncertainty exists related to events or conditions that may cast significant




doubt on the Bank’s ability to continue as a going concern. If we conclude that
a material uncertainty exists, we are required to draw attention in our auditors’ report
to the related disclosures in the separate financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditors’ report. However, future events or
conditions may cause the Bank to cease to continue as a going concem.

+ Evaluate the overall presentation, structure and content of the separate financial
statements, including the disclosures, and whether the separate financial
statements represent the underlying transactions and events in a manner that
achieves fair presentation.

We communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have
complied with the relevant ethical requirements regarding independence, and
communicate with them all relationships and other matters that may reasonably be
thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine
those matters that were of most significance in the audit of the separate financial
statements of the current period and are therefore the key audit matters. We describe
these matters in our auditors' report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine
that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

Report on Other Legal and Regulatory Requirements
Reporting on Information in the Separate Annual Report

The Management Board is responsible for the information in the separate annual report
prepared in accordance with the Act No. 431/2002 Coll. on Accounting as amended
("the Act on Accounting”). The Management Board presented the disclosures in
respect of the separate annual report required by the Act on Accounting in the
consoclidated annual report (“the annual report”) of the Bank and we will therefore refer
to this report further on. Our opinion on the separate financial statements does not
cover other information in the annual report.

In connection with our audit of the separate financial statements, our responsibility is
to read the annual report and, in doing so, consider whether the other information is
materially inconsistent with the audited separate financial statements or our knowledge
obtained in the audit, or otherwise appears to be materially misstated.

With respect to the annual report of the Bank, we consider whether it includes the
disclosures required by the Act on Accounting.




KPMG

Based on the work undertaken in the course of the audit of the separate financial
statements, in our opinion:

+ the information given in the annual report for the year 2019 is consistent with the
separate financial statements prepared for the same financial year; and

« the annual report contains information according to the Act on Accounting.

In addition to this, in light of the knowledge of the Bank and its environment obtained
in the course of our audit, we are required to report if we have identified material
misstatement in the Annual Report that we have obtained prior to the date of this
auditors' report. We have nothing to report in this respect.

Additional requirements on the content of the auditors' report according to
Regulation (EU) No. 537/2014 of the European Parliament and of the Council of
16 April 2014 on specific requirements regarding statutory audit of public-
interest entities

Appointment and approval of an auditor

We have been appointed as statutory auditor by the Management Board of the Bank
on 8 July 2019 on the basis of our approval by the General Meeting of the Bank on
5 April 2019. The period of our total uninterrupted engagement, including previous
renewals (extensions of the period for which we were originally appointed) and
reappointments as statutory auditors, is eight years.

Consistency with the additional report to the audit committee

Our audit opinion as expressed in this report is consistent with the additional report to
the audit committee of the Bank, which was issued on the same date as the date of
this report.

Non-audit services

No prohibited non-audit services referred to in Article 5 (1) of Regulation (EU) No.
537/2014 of the European Parliament and of the Council of 16 April 2014 on specific
requirements regarding statutory audit of public-interest entities were provided and we
remained independent of the Bank in conducting the audit.




In addition to the statutory audit services and services disclosed in the Annual Report
or the separate financial statements of the Bank, we did not provide any other services
to the Bank or accounting entities controlled by the Bank.

21 February 2020
Bratislava, Slovak Republic

&F
Auditing company: Sko gpol- S Responsible auditor:
KPMG Slovensko spol. sro. Ing. Mgr. Peter Spetko, PhD., FCCA

License SKAU No. 96 License UDVA No. 994




Separate statement of financial position
as at 31 December 2019 (In thousands of euro)

Note 2019 2018
Assets
Cash and cash equivalents 7 996,438 1,769,121
Financial assets at fair value through profit or loss: 8
Financial assets held for trading 23,454 39,548
Non-trading financial assets at fair value through profit or loss 584 440
Derivatives — Hedge accounting 9 82,501 26,765
Financial assets at fair value through other comprehensive income 10 1,574,549 749,974
of which pledged as collateral 773,472 620,922
Financial assets at amortised cost: 11
Due from other banks 180,491 102,454
Due from customers 14,078,141 13,327,533
of which pledged as collateral 190,060 199,170
Fe:;gt\éarlil;(; changes of the hedged items in portfolio hedge of interest 1 13,840 9,183
Investments in subsidiaries, joint ventures and associates 13 63,629 42,186
Property and equipment 14 106,554 76,294
Intangible assets 15 112,046 92,201
Goodwill 16 18,871 18,871
Current income tax assets 17 25,309 1,181
Deferred income tax assets 17 63,157 66,298
Other assets 18 20,988 20,300
Non-current assets classified as held for sale 14 645 26,922
17,361,197 16,369,271
Liabilities
Financial liabilities at fair value through profit or loss: 8
Financial liabilities held for trading 24,750 39,335
Derivatives — Hedge accounting 9 59,833 15,226
Financial liabilities at amortised cost: 11
Due to banks 325,769 992,079
Due to customers 11,927,060 11,055,766
Subordinated debt 200,143 200,181
Debt securities in issue 3,120,695 2,332,253
Fz:;;rt\éarlil;i changes of the hedged items in portfolio hedge of interest 12 4,580 1499
Current income tax liabilities 17 - 8,955
Provisions 19 10,671 21,918
Other liabilities 20 90,757 93,371
15,764,258 14,760,583
Equity 23
Share capital 430,819 430,819
Share premium 13,719 13,719
Legal reserve fund 87,493 87,493
Retained earnings 1,043,673 1,049,076
Equity reserves 21,235 27,581
1,596,939 1,608,688
17,361,197 16,369,271

The accompanying notes on pages 251 to 438 form an integral part of these financial statements.




Separate statement of profit or loss and other
comprehensive income for the year ended
31 December 2019 (In thousands of euro)

Note 2019 2018
Interest income calculated using the effective interest method 371,235 398,528
Other interest income 199 114
Interest and similar expense (46,603) (47,632)
Net interest income 25 324,831 351,010
Fee and commission income 155,952 156,078
Fee and commission expense (29,913) (29,645)
Net fee and commission income 26 126,039 126,433
Dividend income 2,000 2,000
Net trading result 27 (7,509) 39,779
Other operating income 28 3,220 1,642
Other operating expenses 29 (16,618) (13,233)
Special levy of selected financial institutions 30 (29,695) (26,286)
Salaries and employee benefits 31 (121,329) (124,491)
Other administrative expenses 32 (75,058) (83,434)
Amortisation 15 (12,383) (12,272)
Depreciation 16 (11,731) (7,774)
Profit before provisions, impairment and tax 181,767 253,374
Provisions 22,33 5,068 (166)
Impairment losses 21,34 (35,416) (56,341)
Net (Ioss)/gam arising from the derecognition of financial assets 34 (4,514) 3,441
at amortised cost
Profit before tax 146,905 200,308
Income tax expense 35 (32,818) (44,022)
NET PROFIT FOR THE YEAR 114,087 156,286
Other comprehensive income for the year, after tax: 36, 37
Items that shall not be reclassified to profit or loss in the future:
Change in value of financial assets at fair value through other
o o 2,676 537
comprehensive income (equity instruments)
Reversal of deferred income tax on disposed property and equipment 2,101 -
Net revaluation gain from property and equipment 10 2
4,787 539

Items that may be reclassified to profit or loss in the future:
Change in value of cash flow hedges 6 (544)
Change in value of financial assets at fair value through other

comprehensive income (debt instruments) (1,838) (39,419)
Exchange difference on translation of foreign operations 344 (224)
(1,488) (40,187)

Other comprehensive income for the year, net of tax 3,299 (39,648)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 117,386 116,638
Basic and diluted earnings per € 33.2 share in € 8.79 12.04

The accompanying notes on pages 251 to 438 form an integral part of these financial statements.




Separate statement of changes in equity
for the year ended 31 December 2019

(In thousands of euro)

Share Share G Retained  Buildings U Cash flow Translat!on
capital  premium reserve earnings  and land assets at hedges Eiliomean ]
fund Fvodi operation
At 1 January 2019 430,819 13,719 87,493 1,049,076 21,967 5,634 (6) (14) 1,608,688
Total comprehensive income ~ B ~ 114,087 2111 838 6 344 117,386
for the year, net of tax
Transactions under common ~ B ~ (4,301) ~ ~ ~ ~ 4,301)

control (note 2.2)

Gain on disposal of property

and equipment N N N 10,005 (10,005) N N N N

Losses on the sale of shares

at FVOCl h N h (360) h 360 h h -
Transactions with

owners, recorded

directly in equity
Dividends to shareholders

(note 39) - - - (125,049) - - - - (125,049)
Reversal of dividends

distributed but not - - - 215 - - - - 215

collected

- - - (124,834) - - - - (124,834)

At 31 December 2019 430,819 13,719 87,493 1,043,673 14,073 6,832 - 330 1,596,939

The accompanying notes on pages 251 to 438 form an integral part of these financial statements.




Separate statement of changes in equity
for the year ended 31 December 2019 (continea

(In thousands of euro)

Share Share Leod Retained  Buildings Riancal Cash flow Tre:cnfslat!on I
capital premium reserve earnings  and land assets at hedges of Toreign fota
fund Fvocl operation
At 1 January 2018 430,819 13,719 87,493 966,981 21,700 44,516 538 210 1,565,976
Total comprehensive income
for the year, net of tax - - - 156,286 2 (38,882) (544) (224) 116,638
Transactions under common ~ ~ B 69,449 265 B ~ ~ 69.714
control
Exchange difference - - 203 - - - - 203
Transactions with
owners, recorded
directly in equity
Dividends to shareholders - - (144,025) - - - - (144,025)
Reversal of dividends
distributed but not - - 182 - - - - 182
collected
- - - (143,843) - - - - (143,843)
At 31 December 2018 430,819 13,719 87,493 1,049,076 21,967 5,634 (6) (14) 1,608,688

The accompanying notes on pages 251 to 438 form an integral part of these financial statements.



Separate statement of cash flows for the year

ended 31 December 2019

(In thousands of euro)

Note
Cash flows from operating activities:
Profit before tax
Adjustments for:
Interest income 25
Interest expense 25
Dividend income
Gain from sale/revaluation of financial assets at fair value through
other comprehensive income
Loss on sale of intangible assets and property and equipment 29
Loss/(gain) from revaluation of debt securities in issue
Amortisation 15
Depreciation 14
Impairment losses and similar charges 33,34
Exchange difference on translation of foreign operations 36, 37

Interest received

Interest paid

Tax paid

Decrease/(increase) in financial assets at fair value through profit
or loss

Increase in derivatives — hedge accounting (assets)

Financial assets at amortised cost:
Increase in due from other banks
Increase in due from customers
Increase in fair value changes of the hedged items in portfolio hedge

of interest rate risk (assets)

(Increase)/decrease in other assets

(Decrease)/increase in financial liabilities at fair value through profit
or loss

Increase in derivatives — hedge accounting (liabilities)

Financial liabilities measured at amortised cost:
(Decrease)/increase in due to banks
Increase in due to customers

Increase in fair value changes of the hedged items in portfolio hedge
of interest rate risk (liabilities)

(Decrease)/increase in provisions

(Decrease)/increase in other liabilities

Net cash (used in)/ from operating activities

Cash flows from investing activities:

Purchase of financial assets at fair value through other comprehensive
income

Disposal of financial assets at fair value through other comprehensive
income

Repayments of financial assets at fair value through other
comprehensive income

Purchase of intangible assets and property and equipment

Disposal of intangible assets and property and equipment

Dividends received

Increase of share capital in subsidiary

Net cash (used in)/from investing activities

(Table continues on the next page)

2019 2018
146,905 200,308
(371,434) (398,642)
46,603 47,632
(2,000) (2,000)
(26,983) (502)
46 60
51,065 (12,256)
12,383 12,272
11,731 7,774
66,073 78,630
344 (224)
378,368 408,521
(50,684) (45,712)
(59,086) (43,239)
15,976 (8,714)
(55,736) (2,400)
(76,266) (36,884)
(820,614) (1,849,906)
(4,657) (11,616)
(1,657) 4,338
(14,585) 1,793
44,607 584
(666,868) 532,737
850,349 1,200,266
3,081 1,469
(5,985) 1,454
(2,865) 449
(531,889) 86,192
(1,516,232) (220,000)
400,943 244,393
311,355 150,000
(50,301) (30,103)
18,910 61
2,000 2,000
(30,000) (3,982)
(863,325) 142,369

The accompanying notes on pages 251 to 438 form an integral part of these financial statements.




Separate statement of cash flows for the year
ended 31 December 2019

(In thousands of euro)

(continued)

Note 2019 2018
Cash flows from financing activities:
Proceeds from issue of debt securities 1,000,000 300,000
Repayments of debt securities in issue (258,035) (235,545)
Proceeds from lease liabilities 11,965 -
Repayments of lease liabilities (6,350) -
Dividends paid (125,049) (144,025)
Net cash from/(used in) financing activities 622,531 (79,570)
Net change in cash and cash equivalents (772,683) 148,991
Cash and cash equivalents at the beginning of the year 7 1,769,121 1,620,130
Cash and cash equivalents at 31 December 7 996,438 1,769,121

The accompanying notes on pages 251 to 438 form an integral part of these financial statements.




Separate financial statements

1. Basis of preparation

1.1. Reporting entity — general information

VSeobecna Uverova banka, a. s. (‘the Bank’ or 'VUB’) provides retail and commercial banking services. The
Bank is domiciled in the Slovak Republic with its registered office at Mlynské nivy 1, 829 90 Bratislava 25 and
has the identification number (ICO) 313 20 155 and the tax identification number (DIC) 2020411811.

At 31 December 2019, the Bank had a network of 203 points of sale (including Retail Branches, Corporate
Branches and Mortgage centres) located throughout Slovakia (31 December 2018: 212). The Bank also has
one branch in the Czech Republic (31 December 2018: 1).

The Bank’s ultimate parent company is Intesa Sanpaolo S.p.A. ('ISP’ or ‘the Parent Company’), which is a joint-
stock company and which is incorporated and domiciled in Italy. The consolidated financial statements of
the company are available at the address of its registered office at Piazza San Carlo 156, 10121 Torino, ltaly.

At 31 December 2019, the members of the Management Board are Alexander Resch (Chairman), Antonio
Bergalio, Peter Magala, Martin Techman, Roberto Vercelli and Andrej Vicenik.

Another member of the Management Board was Peter Novék (until 30 June 2019).

At 31 December 2019, the members of the Supervisory Board are Ignacio Jaquotot (Chairman), Elena Ko-
hutikova (Vice Chairman), Marco Fabris (from 2 May 2019), Peter Gutten (from 19 December 2019), Paolo
Sarcinelli, Christian Schaack and Rébert Szabo.

Another member of the Supervisory Board were Luca Finazzi (until 15 April 2019) and Andrej Straka (until
10 December 2019).

1.2. Basis of accounting

The separate financial statements of the Bank ('the financial statements’) have been prepared in accordance
with International Financial Reporting Standards ('IFRS’) issued by the International Accounting Standards
Board (‘IASB’) and with interpretations issued by the International Financial Reporting Interpretations Com-
mittee of the IASB ('IFRIC’) as approved by the European Union Commission in accordance with the Regu-
lation of the European Parliament and the Council of European Union and in accordance with the Act No.
431/2002.

The separate financial statements of the Bank for the year ended 31 December 2018 were authorised for
issue by the Management Board on 22 February 2019.

The consolidated financial statements of the VUB Group for the year ended 31 December 2019 were issued
on 21 February 2020 and are available at the registered office of the Bank.

The financial statements have been prepared under the historical cost convention, as modified by the reva-
luation of financial assets and financial liabilities at fair value though profit or loss, financial assets at fair
value through other comprehensive income, derivatives — hedge accounting, buildings and land in property
and equipment under revaluation model to fair value and in the case of the financial assets or financial lia-
bilities designated as hedged items in qualifying fair value hedge relationships modified by the changes in
fair value attributable to the risk being hedged.

The financial statements were prepared using the going concern assumption that the Bank will continue in
operation for the foreseeable future.
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1.3. Functional and presentation currency

The financial statements are presented in thousands of euro (‘€’), unless indicated otherwise. Euro is the
functional currency of the Bank.

Negative balances are presented in brackets.
1.4. Use of judgements and estimates

In preparing the financial statements, management has made judgements, estimates and assumptions that
affect the application of the Bank’s accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are re-
cognised prospectively.

1.4.1. Judgements

Information about judgements made in applying accounting policies that have the most significant effects
on the amounts recognised in the financial statements is included in the following notes. The most signifi-
cant judgements relate to the classification of financial instruments.

— Classification of financial instruments: assessment of the business model within which the assets are
held and assessment of whether the contractual terms of the financial asset are solely payments of prin-
cipal and interest (‘SPPI’) on the principal amount outstanding. (note 3.4.2)

— Establishing the criteria for determining whether credit risk on the financial asset has increased signifi-
cantly since initial recognition, determining methodology for incorporating forward-looking information
into measurement of expected credit loss ('ECL) and selection and approval of models used to measure
ECL. (note 4.1.2)

1.4.2. Assumptions and estimation uncertainties

Information about assumptions and estimation uncertainties that have a significant risk of resulting in a ma-
terial adjustment is included in the following notes.

Estimates are used for, but not limited to: fair values of financial instruments, fair value of buildings and
land under the revaluation model, impairment losses on due from other banks and due from customers,
provisions for off-balance sheet risks, useful lives and residual values of tangible and intangible assets,
impairment losses on tangible and intangible assets, valuation of lease liabilities and right-of-use assets, lia-
bilities from employee benefits, provisions for legal claims and deferred tax assets.

— Determination of the fair value of financial instruments with significant unobservable inputs. (note 5)
Where the fair values of financial assets and financial liabilities recorded on the statement of finan-
cial position cannot be derived from active markets, they are determined using a variety of valuation
technigues which include the use of mathematical models. The inputs to these models is taken from
observable markets where possible, but where this is not feasible, a degree of judgement is required
in establishing fair values. The judgements include considerations of liquidity and model inputs such as
correlation and volatility for longer dated financial instruments.

— Impairment of financial instruments: determining inputs into the ECL measurement model, including
incorporation of forward-looking information. (note 4.1.2)
The Bank reviews its loans and advances at each reporting date to assess whether any individually
assessed impairment loss should be recorded in the statement of profit or loss. In particular, judgement
by management is required in the estimation of the amount and timing of future cash flows when
determining the level of impairment loss required. Such estimates are based on assumptions about
a number of factors and actual results may differ, resulting in future changes to the individually assessed
impairment losses.



Separate financial statements

Valuation of lease liabilities (note 11.4) and right-of-use assets (note 14)

The application of Financial Reporting Standard 16 Leases ('IFRS 16') requires the Bank to make judg-
ments that affect the valuation of the lease liabilities and the valuation of right-of-use assets (note 3.16).
These include: determining contracts in scope of IFRS 16, determining the contract term and determi-
ning the interest rate used for discounting of future cash flows.

The lease term determined by the Bank generally comprises non-cancellable period of lease contracts,
periods covered by an option to extend the lease if the Bank is reasonably certain to exercise that option
and periods covered by an option to terminate the lease if the Bank is reasonably certain not to exercise
that option. The same term is applied as economic useful life of right-of-use assets.

For contracts relating to branch and office premises, the Bank has concluded that there are a number of
scenarios where the Bank might elect not to exercise the extension options. Therefore, the IFRS 16 crite-
rion of being reasonably certain to exercise the extension options is not fulfilled. The periods covered by
a potential use of an option to extend the lease were excluded from the lease term.

For leases of branch and office premises with indefinite term the Bank previously estimated the length
of the contract to be equal to notice period which was usually three months. The Bank has reas-
sessed its estimation of the non-cancellable period of such types of leases to be five years. The above
described changes were considered as change in estimate and were applied prospectively and resulted
in an increase of the lease liabilities balance of approximately 278% compared to non-cancellable leases
reported under IAS 17. The Bank will continue to monitor these assumptions in the future as a result of
a review of the industry practice and the evolution of the accounting interpretations in relation to esti-
mation of the lease terms among peer financial entities and make adjustments, if necessary.

The present value of the lease payment is determined using the discount rate representing the rate of
interest rate swap applicable for currency of the lease contract and for similar tenor, corrected by the
average credit spread of entities with rating similar to the Bank’s rating, observed in the period when the
lease contract commences or is modified.

Recognition and measurement of legal claims: key assumptions about the likelihood and magnitude of
an outflow of resources.

Recognition of deferred tax assets: availability of future taxable profit against which deferred tax assets
can be used.

Impairment testing for cash generating units containing goodwill: key assumptions underlying recove-
rable amounts.
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2. Changes in accounting policies

The Bank has initially adopted IFRS 16 from 1 January 2019.

A number of other new standards are also effective from 1 January 2019 but they do not have a material
effect on the financial statements.

Due to the transition method chosen by the Bank in applying IFRS 16, comparative information throughout
the financial statements has not been restated to reflect its requirements.

Except for the changes below, the Bank has consistently applied the accounting policies as set out in Note
3 to all periods presented in the financial statements.

2.1. Adoption of IFRS 16

IFRS 16 supersedes International Accounting Standard 17 Leases ('lAS 17') and related interpretations. The
Standard eliminates the current dual accounting model for lessees and instead requires companies to bring
most leases on-balance sheet under a single model, eliminating the distinction between operating and fi-
nance leases.

Under IFRS 16, a contract is, or contains, a lease if it conveys the right to control the use of an identi-
fied asset for a period of time in exchange for consideration. For such contracts, the new model requires
a lessee to recognise a right-of-use asset and a lease liability. The right-of-use asset is depreciated and the
liability accrues interest. This will result in a front-loaded pattern of expense for most leases, even when the
lessee pays constant annual rentals.

The new Standard introduces a number of limited scope exceptions for lessees which include:
— Leases with a lease term of 12 months or less and containing no purchase options;
— Leases where the underlying asset has a low value (‘small-ticket’ leases).

Lessor accounting, however, shall remain largely unchanged and the distinction between operating and
finance leases will be retained.

Leases in which the Bank is a lessee

The new Standard, when initially applied, had a significant impact on the financial statements, since it
requires the Bank to recognise in its statement of financial position assets and liabilities relating to operating
leases for which the Bank acts as a lessee.

The Bank recognises new assets as Property and equipment (note 3.12) and liabilities as Financial liabilities
at amortised cost (note 3.7.2) in the statement of financial position for its operating leases in respect of
branch and office premises, lands under automated teller machines ('ATMs’) and fleet of cars. The nature
and expenses related to those leases was changed because the Bank will recognise a depreciation charge
for right-of-use assets as Depreciation and interest expense on the lease liabilities as Interest and similar
expense (note 3.21) in the statement of profit or loss.

Previously, the Bank recognised operating lease expenses on a straight-line basis over the time of the lease,
and recognised assets and liabilities only to the extent that there was a timing difference between the
actual lease payments and the expense being recognised.

In addition the Bank will no longer recognise provisions for operating leases that it assesses to be onerous.
Instead, the Bank will include payments due under the lease in lease liability.

The Bank recognised lease liability along with right-of-use asset in amount of € 16,443 thousand as at
1 January 2019.

As at 31 December 2018 the Bank disclosed minimum lease payments under non-cancellable leases in
amount of € 4,351 thousand. Under this approach the Bank considered leases with undetermined contrac-
tual maturity only for the duration of the cancellation period which was generally three months.

As for the fleet of cars, which represent € 2,187 thousand of the abovementioned lease liability, the Bank
will use rates implicit in the contracts. The average rate of these contracts is 4.35%. The cars are generally
used for five years and the fleet is being renewed according to the needs of the Bank.
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As for the Banks branch and office premises and lands under ATMs, which represent an amount of
€ 14,256 thousand of the abovementioned lease liability, the Bank will use incremental borrowing rates as
at 1 January 2019. The average rate of these contracts is 0.51%. The management has made judgement to
rent premises and lands with no contractual maturity for five years with regard to ongoing rationalisation
of Bank’s retail branch network.

The adoption of IFRS 16 had no material impact on risk-weighted assets ('RWA’) and capital adequacy.
Transition to IFRS 16

The Bank applied IFRS 16 initially on 1 January 2019 using the modified retrospective approach. Therefore
no adjustment to the opening balance of retained earnings at 1 January 2019 was recognised, with no
restatement of comparative information.

In the transition the Bank applied the practical expedient to grandfather the definition of lease on transi-
tion. This means that it applied IFRS 16 to all contracts entered into before 1 January 2019 and identified
as leases in accordance with IAS 17 and IFRIC 4 Determining whether an arrangement contains a lease.
The Bank also used practical expedient regarding operating leases for which the lease term ends within
12 months of the date of initial application and treated such leases as short-term leases.

The explanation of differences between minimum lease payment for operating lease according to IAS
17 and lease liabilities recognised in the statement of financial position at the date of initial application:

, 1 January
€'000 2019
Minimum lease payment for operating lease according to IAS 17 4,351
Change from three months non-cancellable period to useful life of right of use 13,868
Leases with a lease term of 12 months or less (short-term leases) (812)
Non-lease components (496)
Gross lease liabilities 16,911
Discounting (468)
Total lease liabilities according to IFRS 16 16,443

2.2. Group restructuring under common control

On 1 October 2019 the cross-border merger of CONSUMER FINANCE HOLDING CESKA REPUBLIKA, a. s.
("CFH CZ') registered in Czech republic as the merging company into the Bank as the successor company
become effective. The merging entity was wound up without liquidation. The decisive accounting date is
1 January 2019.

The merger was accounted for under continuity of values principle, where the IFRS compliant book values

of CFH CZ were used. The accounting steps were as follows:

1. The values from 2018 separate financial statements were taken from CFH CZ.

2. Intercompany transactions were eliminated.

3. Investment in VUB presented under ‘Investments in subsidiaries, joint ventures and associates’ was dere-
cognised against net equity of CFH CZ.

4. Remaining net equity of CFH CZ in amount of € (4,301) thousand was transferred into ‘Retained earnings’
of VUB.

The reconciliation to the amount presented in Transactions under common control in ‘Retained earnings’ in
the Statement of changes in equity is as follows:

, 1 Januar
€000 201;
Retained earnings of CFH CZ (4,061)
Translation of foreign operation reserve of CFH CZ (31)
Eliminations:

Pre-acquisition reserves of CFH CZ (240)

Translation of foreign operation reserve of CFH CZ 31

(4,301)
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The impact of the merger on the Statement of financial position is as follows:

€000

Assets
Cash and cash equivalents
Balances at central banks

Financial assets at fair value through profit
or loss:
Financial assets held for trading
Non-trading financial assets at fair value

through profit or loss

Derivatives — Hedge accounting

Financial assets at fair value through other
comprehensive income

Financial assets at amortised cost:
Due from other banks
Due from customers

Fair value changes of the hedged items
in portfolio hedge of interest rate risk

Investments in subsidiaries, joint ventures
and associates

Property and equipment

Intangible assets

Goodwill

Current income tax assets

Deferred income tax assets

Other assets

Non-current assets classified as held for sale

Liabilities
Financial liabilities at fair value through
profit or loss:
Financial liabilities held for trading
Derivatives — Hedge accounting
Financial liabilities measured at amortised
cost:
Due to banks
Due to customers
Subordinated debt
Debt securities in issue
Fair value changes of the hedged items in
portfolio hedge of interest rate risk
Current income tax liabilities
Provisions
Other liabilities

Equity

Share capital
Share premium
Legal reserve fund
Retained earnings
Equity reserves

31 December

Merger of CFH

Eliminations

1 January 2019

2018 cz
1,276,068 - - 1,276,068
493,053 - - 493,053
39,548 - - 39,548
440 - - 440
26,765 - - 26,765
749,974 - - 749,974
102,454 1,094 (1,094) 102,454
13,327,533 16,495 (14,600) 13,329,428
9,183 - - 9,183
42,186 - (8,557) 33,629
76,294 40 - 76,334
92,201 104 - 92,305
18,871 - - 18,871
1,181 - - 1,181
66,298 1,573 - 67,871
20,300 62 (46) 20,316
26,922 - - 26,922
16,369,271 19,368 (24,297) 16,364,342
39,335 - - 39,335
15,226 - - 15,226
992,079 14,600 (14,600) 992,079
11,055,766 - (1,094) 11,054,672
200,181 - - 200,181
2,332,253 - - 2,332,253
1,499 - - 1,499
8,955 - - 8,955
21,918 - - 21,918
93,371 512 (46) 93,837
14,760,583 15,112 (15,740) 14,759,955
430,819 8,348 (8,348) 430,819
13,719 - - 13,719
87,493 - - 87,493
1,049,076 (4,061) (240) 1,044,775
27,581 (31) 31 27,581
1,608,688 4,256 (8,557) 1,604,387
16,369,271 19,368 (24,297) 16,364,342
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2.3. Changes in presentation

The Bank created the new item ‘Cash and cash equivalents’ in the statement of financial position in line
with the same item in the statement of cash flows. The receivables from the Single Resolution Fund were
transferred from the item ‘Cash, balances at central banks’ to the item ‘Due from customer’ to the sector
public administration, in order to comply with the National Bank of Slovakia (‘NBS’) Sector Manual. The
comparatives were restated.

December Restated
€'000 Note Changes December
2018

2018

Cash and cash equivalents 7 - 1,769,121 1,769,121

Cash, balances at central banks 1,747,556 (1,747,556) -
Financial assets at amortised cost:

Due from other banks 1.1 126,889 (24,435) 102,454

Due from customers 11.2 13,324,663 2,870 13,327,533

‘Interest and similar income’ in the statement of profit or loss and other comprehensive income was divided
into two new line items ‘Interest income calculated using the effective interest method’ and ‘Other interest
income’. Interest income from financial assets held for trading was transferred from ‘Net trading result’ to
‘Other interest income’. The comparatives were restated.

December Restated

€'000 Note Changes December
2018

2018

Interest and similar income 398,528 (398,528) -

Interest income calculated using the effective 75 B 398 528 398 528

interest method
Other interest income 25 - 114 114
Net trading result 27 39,893 (114) 39,779
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2.4. Standards and interpretations relevant to Bank’s operations issued but not yet effective

Standards issued but not yet effective or not yet adopted by the European Union up to the date of issuance
of the Bank’s financial statements are listed below. This listing of standards and amendments to standards
issued are those that the Bank reasonably expects to have an impact on disclosures, financial position or
performance when applied at a future date. The Bank intends to adopt these standards when they become
effective.

Amendments to IFRS 3 Business Combinations
Effective for annual periods beginning on or after 1 January 2020.

The amendments narrowed and clarified the definition of a business. They also permit a simplified asses-
sment of whether an acquired set of activities and assets is a group of assets rather than a business.

The Bank does not expect the amendments to have a material impact on its financial statements when ini-
tially applied.

Amendments to IFRS 9 Financial Instruments, IAS 39 Financial instruments: recognition and mea-
surement and IFRS 7 Financial instruments: disclosures

Interest Rate Benchmark Reform (‘IBOR reform’)
Effective from 1 January 2020. Early application is permitted.

The amendments address issues affecting financial reporting in the period leading up to the IBOR reform,
are mandatory and apply to all hedging relationships directly affected by uncertainties related to the IBOR
reform.

All companies with hedges affected by the IBOR reform are required to:

— assume that the interest rate benchmark on which hedged cash flows are based is not altered as a result
of the IBOR reform when assessing whether the future cash flows are highly probable. Also, for disconti-
nued hedging relationships, the same assumption is applied for determining whether the hedged future
cash flows are expected to occur.

— assess whether the economic relationship between the hedged item and the hedging instrument exists
based on the assumptions that the interest rate benchmark on which the hedged item and the hedging
instrument are based is not altered as a result of the IBOR reform.

— not discontinue a hedging relationship during the period of uncertainty arising from the IBOR reform so-
lely because the actual results of the hedge are outside the range of 80 — 125 per cent.

— apply the separately identifiable requirement only at the inception of the hedging relationship. A similar
exception is also provided for redesignation of hedged items in hedges where dedesignation and rede-
signation take place frequently — e.g. macro hedges.

The Bank does not expect the amendments to have a material impact on its financial statements when ini-
tially applied. (note 4.5)

Other standards

The following standards and amendments to standards are not expected to have a significant impact on the

Bank'’s financial statements:

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

— Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 Investments in Associates and
Joint Ventures; Sale or contribution of assets between an investor and its associate or joint venture (The
European Commission decided to defer the endorsement indefinitely);

— IFRS 17 Insurance Contracts (Effective for annual periods beginning on or after 1 January 2021; to be
applied prospectively; Early application is permitted).
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3. Significant accounting policies

3.1. Foreign currency transactions

Transactions in foreign currencies are translated into the euro at the official European Central Bank ('ECB’)
spot exchange rate at the date of the transactions.

Monetary assets and liabilities denominated in foreign currencies are translated into euro at the official
ECB spot exchange rate at the reporting date. The foreign currency gain or loss on monetary items is the
difference between the amortised cost in the functional currency at the beginning of the year, adjusted for
effective interest and payments during the year, and the amortised cost in the foreign currency translated at
the spot exchange rate at the end of the year.

Non-monetary assets and liabilities that are measured at fair value in a foreign currency are translated into
euro at the official ECB spot exchange rate at the date on which the fair value is determined. Non-monetary
items that are measured based on historical cost in a foreign currency are translated using the official ECB
spot exchange rate at the date of the transaction.

The foreign currency gain or loss is the difference between the contractual exchange rate of a transaction
and the official ECB exchange rate at the date of the transaction. Foreign currency gain or loss is included
in ‘Net trading result’, as well as gains or losses arising from movements in exchange rates after the date of
the transaction.

Foreign currency differences arising on translation are generally recognised in profit or loss. However, fo-

reign currency differences arising from the translation of the following items are recognised in other com-

prehensive income ("OCI'"):

— qualifying cash flow hedges to the extent that the hedge is effective; and

— equity investments in respect of which an election has been made to present subsequent changes in fair
value in OCl.

3.2. Foreign operations

The financial statements include foreign operations in the Czech Republic. The assets and liabilities of
foreign operations are translated into euro at the spot exchange rate at the reporting date. The income and
expenses of foreign operations are translated to euro at rates approximating the foreign exchange rates at
the dates of the transactions.

Foreign currency differences arising on these translations are recognised in OCl, and accumulated in the fo-
reign currency translation reserve (‘Translation of foreign operation’ reserve).

3.3. Cash and cash equivalents

‘Cash and cash equivalents’ include notes and coins on hand, balances held with central banks, including
compulsory minimum reserves, and highly liquid financial assets with original maturities of three months or
less from the date of acquisition that are subject to an insignificant risk of changes in their fair value, and

are used by the Bank in the management of its short-term commitments.

‘Cash and cash equivalents’ are carried at amortised cost in the statement of financial position (note 7).
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3.4. Financial assets and financial liabilities
3.4.1. Recognition and initial measurement

The Bank initially recognises loans and advances (e.g. ‘Due from other banks’, ‘Due from customers’), depo-
sits (e.g. ‘Due to banks’, ‘Due to customers’), debt securities issued and subordinated debt on the date on
which they are originated. All other financial instruments (including regular-way purchases and sales of
financial assets) are recognised on the trade date, which is the date on which the Bank becomes a party to
the contractual provisions of the instrument.

A financial asset or financial liability is measured initially at fair value plus, for an item not at fair value throu-
gh profit or loss, transaction costs that are directly attributable to its acquisition or issue.

3.4.2. Classification

On initial recognition, a financial asset is classified as measured at:
— Amortised cost ('AC’),

— Fair value through other comprehensive income ('FVOCI’), or
— Fair value through profit or loss (‘"FVTPL').

A financial asset is measured at AC, if it meets both of the following conditions and is not designated as at

FVTPL:

— The asset is held within a business model whose objective is to hold assets to collect contractual cash
flows; and

— The contractual terms of the financial asset give rise on specified dates to cash flows that are SPPI.

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not desig-

nated as at FVTPL:

— The asset is held within a business model whose objective is achieved by both collecting contractual cash
flows and selling financial assets; and

— The contractual terms of the financial asset give rise on specified dates to cash flows that are SPPI.

On initial recognition of an equity investment that is not held for trading, the Bank may irrevocably elect to
present subsequent changes in fair value in OCI (note 3.6.2). This election is made on an investment-by-in-
vestment basis.

All other financial assets are classified as measured at FVTPL.

In addition, on initial recognition, the Bank may irrevocably designate a financial asset that otherwise meets
the requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates or signi-
ficantly reduces an accounting mismatch that would otherwise arise (note 3.4.7).

Business model assessment

The Bank uses the following business models:
— Hold to collect,

— Hold to collect and sell,

— Held for trading/Other.

The Bank makes an assessment of the objective of a business model in which an asset is held at a portfolio

level because this best reflects the way the business is managed and information is provided to manage-

ment. The information considered includes:

— The stated policies and objectives for the portfolio and the operation of those policies in practice. In par-
ticular, whether management’s strategy focuses on earning contractual interest revenue, maintaining
a particular interest rate profile, matching the duration of the financial assets to the duration of the lia-
bilities that are funding those assets or realising cash flows through the sale of the assets;

— How the performance of the portfolio is evaluated and reported to the Bank’s management;
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— The risks that affect the performance of the business model (and the financial assets held within that
business model) and its strategy for how those risks are managed;

— How managers of the business are compensated (e.g. whether compensation is based on the fair value
of the assets managed or the contractual cash flows collected); and

— The frequency, volume and timing of sales, in prior periods, the reasons for such sales and its expecta-
tions about future sales activity. However, information about sales activity is not considered in isolation,
but as part of an overall assessment of how the Bank states objective for managing the financial assets
is achieved and how cash flows are realised.

Financial assets that are held for trading or managed and whose performance is evaluated on a fair value
basis are measured at FVTPL because they are neither held to collect contractual cash flows nor held both
to collect contractual cash flows and to sell financial assets.

Assessment of whether contractual cash flows are SPPI

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on initial
recognition. ‘Interest’ is defined as consideration for the time value of money and for the credit risk asso-
ciated with the principal amount outstanding during a particular period of time and for other basic lending
risks and costs (e.qg. liquidity risk and administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are SPPI, the Bank considers the contractual terms of
the instrument. This includes assessing whether the financial asset contains a contractual term that could
change the timing or amount of contractual cash flows such that it would not meet this condition. In
making the assessment, the Bank considers:

— Contingent events that would change the amount and timing of cash flows;

— Leverage features;

— Prepayment and extension terms;

— Terms that limit the Bank’s claim to cash flows from specified assets (e.g. non-recourse loans); and

— Features that modify consideration of the time value of money (e.g. periodical reset of interest rates).

The Bank holds a portfolio of long-term fixed-rate loans for which the Bank has the option to propose to
revise the interest rate at periodic reset dates. These reset rights are limited to the market rate at the time of
revision. The borrowers have an option to either accept the revised rate or redeem the loan at par without
penalty. The Bank has determined that the contractual cash flows of these loans are SPPI because the
option varies the interest rate in a way that is consideration for the time value of money, credit risk, other
basic lending risks and costs associated with the principal amount outstanding.

The Bank classifies its financial liabilities, other than financial guarantees and loan commitments, as measu-
red at amortised cost or FVTPL.

Reclassifications

Financial assets are not reclassified subsequent to their initial recognition, except in the period after the
Bank changes its business model for managing financial assets. Financial liabilities are never reclassified.

3.4.3. Subsequent measurement

After initial recognition, the Bank measures financial assets and financial liabilities in accordance to the
classification at fair value through profit or loss (note 3.5), fair value through other comprehensive income
(note 3.6) or at amortised cost (note 3.7).

3.4.4. Derecognition

Derecognition due to substantial modification of terms and conditions

The Bank derecognises a financial asset, such as a loan to a customer, when the terms and conditions have

been renegotiated to the extent that, substantially, it becomes a new loan, with the difference recognised
as a derecognition gain or loss, to the extent that an impairment loss has not already been recorded. When
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assessing whether or not to derecognise a loan to a customer, amongst others, the Bank considers the
factors such as change in currency of the loan, introduction of an equity feature, change in counterparty,
whether the modification is such that the instrument would no longer meet the SPPI criterion.

Where an existing financial liability is replaced by another from the same lender on substantially different
terms, or the terms of an existing liability are substantially modified, such an exchange or modification
is treated as a derecognition of the original liability and the recognition of a new liability. The difference
between the carrying value of the original financial liability and the consideration paid is recognised in pro-
fit or loss.

Derecognition other than due to substantial modification

The Bank derecognises a financial asset when the contractual rights to the cash flows from the financial as-
set expire, or it transfers the rights to receive the contractual cash flows in a transaction in which substan-
tially all of the risks and rewards of ownership of the financial asset are transferred or in which the Bank
neither transfers nor retains substantially all of the risks and rewards of ownership and it does not retain
control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the car-
rying amount allocated to the portion of the asset derecognised) and the sum of (i) the consideration recei-
ved (including any new asset obtained less any new liability assumed) and (i) any cumulative gain or loss
that had been recognised in OCl is recognised in profit or loss.

Any cumulative gain or loss recognised in OCl in respect of equity investment securities designated as at
FVOClI is not recognised in profit or loss on derecognition of such securities, as explained above. Any inte-
rest in transferred financial assets that qualify for derecognition that is created or retained by the Bank is
recognised as a separate asset or liability.

The Bank enters into transactions whereby it transfers assets recognised on its statement of financial posi-
tion, but retains either all or substantially all of the risks and rewards of the transferred assets or a portion
of them. In such cases, the transferred assets are not derecognised. Examples of such transactions are secu-
rities lending and sale-and-repurchase transactions. (note 3.8)

In transactions in which the Bank neither retains nor transfers substantially all of the risks and rewards of
ownership of a financial asset and it retains control over the asset, the Bank continues to recognise the
asset to the extent of its continuing involvement, determined by the extent to which it is exposed to chan-
ges in the value of the transferred asset.

The Bank derecognises a financial liability when its contractual obligations are discharged or cancelled, or
expire.

3.4.5. Modifications

If the terms of a financial asset are modified, then the Bank evaluates whether the cash flows of the modi-
fied asset are substantially different.

If the cash flows are substantially different, then the contractual rights to cash flows from the original finan-

cial asset are deemed to have expired. In this case, the original financial asset is derecognised (see above under

Derecognition other than due to substantial modification) and a new financial asset is recognised at fair value

plus any eligible transaction costs. Any fees received as part of the modification are accounted for as follows:

— Fees that are considered in determining the fair value of the new asset and fees that represent reimbur-
sement of eligible transaction costs are included in the initial measurement of the asset;

— Other fees are included in profit or loss as part of the gain or loss on derecognition.

If cash flows are modified when the borrower is in financial difficulties, then the objective of the modifica-
tion is usually to maximise recovery of the original contractual terms rather than to originate a new asset
with substantially different terms. If the Bank plans to modify a financial asset in a way that would result in
forgiveness of cash flows, then it first considers whether a portion of the asset should be written off befo-
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re the modification takes place (see below for write-off policy, note 4.1.5). This approach impacts the result
of the quantitative evaluation and means that the derecognition criteria are not usually met in such cases.

If the modification of a financial asset measured at amortised cost or FVOCI does not result in derecogni-
tion of the financial asset, then the Bank first recalculates the gross carrying amount of the financial asset
using the original effective interest rate of the asset and recognises the resulting adjustment as a modifica-
tion gain or loss in profit or loss. For floating-rate as well as fixed-rate financial assets, the original effecti-
ve interest rate used to calculate the modification gain or loss is adjusted to reflect current market terms at
the time of the modification. Any costs or fees incurred and fees received as part of the modification adjust
the gross carrying amount of the modified financial asset and are amortised over the remaining term of the
modified financial asset.

If such a modification is carried out because of financial difficulties of the borrower (note 4.1.2), then the
gain or loss is presented together with impairment losses.

3.4.6. Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Bank currently has a legally enforceable right to set off the amounts and
it intends either to settle them on a net basis or to realise the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and losses
arising from a group of similar transactions such as in the Bank’s trading activity.

3.4.7. Fair value measurement

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date in the principal or, in its absence, the
most advantageous market to which the Bank has access at that date. The fair value of a liability reflects its
non-performance risk.

When one is available, the Bank measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as ‘active’ if transactions for the asset or liability take place
with sufficient frequency and volume to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Bank uses valuation techniques that maximise the use
of relevant observable inputs and minimise the use of unobservable inputs. The chosen valuation technique
incorporates all of the factors that market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument on initial recognition is normally the transaction
price, i.e. the fair value of the consideration given or received.

If the Bank determines that the fair value on initial recognition differs from the transaction price and the fair
value is evidenced neither by a quoted price in an active market for an identical asset or liability nor based
on a valuation technigue for which any unobservable inputs are judged to be insignificant in relation to the
measurement, then the financial instrument is initially measured at fair value, adjusted to defer the diffe-
rence between the fair value on initial recognition and the transaction price. Subsequently, that difference
is recognised in profit or loss on an appropriate basis over the life of the instrument but no later than when
the valuation is wholly supported by observable market data or the transaction is closed out.

3.5. Financial assets and financial liabilities at fair value through profit or loss

Financial assets and financial liabilities at fair value through profit or loss comprise financial assets held for
trading, including derivative financial instruments and financial assets at fair value through profit or loss.
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3.5.1. Financial assets and financial liabilities held for trading

The Bank classifies trading portfolio as financial assets or financial liabilities measured at fair value through
profit or loss when they have been purchased or issued primarily for short-term profit making through tra-
ding activities or form part of a portfolio of financial instruments that are managed together, for which
there is evidence of a recent pattern of short-term profit taking. Financial assets and financial liabilities held
for trading are recorded and measured in the statement of financial position at fair value. Changes in fair
value are recorded in profit or loss with the exception of movements in fair value of liabilities designated
at FVTPL due to changes in the Bank’s own credit risk. Such changes in fair value are recorded in the ‘Fair
value gains and losses arising from the Bank’s own credit risk related to derivative liabilities’ and do not get
recycled to the profit or loss. Interest earned or incurred on instruments designated at FVTPL is presented
in ‘Other interest income’. Dividend income from equity instruments measured at FVTPL is considered to be
incidental to the Bank’s trading operations and is recorded in profit or loss as ‘Net trading result’” when the
right to the payment has been established.

Included in this classification are debt securities, equities, short positions and customer loans that have been
acquired principally for the purpose of selling in the near term.

The Bank monitors changes in fair values on a daily basis and recognises unrealised gains and losses in the
statement of profit or loss in ‘Net trading result’.

Derivative financial instruments

In the normal course of business, the Bank is a party to contracts with derivative financial instruments,
which represent a very low initial investment compared to the notional value of the contract. The derivative
financial instruments used include forward rate agreements, foreign exchange and commodity forwards,
interest rate, foreign exchange and commodity swaps, interest rate, foreign exchange, equity options, cross
currency swaps and futures. The Bank also uses financial instruments to hedge interest rate risk and cur-
rency exposures associated with its transactions in the financial markets. They are accounted for as trading
derivatives if they do not fully comply with the definition of a hedging derivative as prescribed by IFRS. The
Bank also acts as an intermediary provider of these instruments to certain customers.

Derivative financial instruments not used for hedge accounting purposes are initially recognised and sub-
sequently re-measured in the statement of financial position at fair value as part of ‘Financial assets held
for trading’.

All derivatives are carried as assets when the fair value is positive and as liabilities when the fair value is
negative. Changes in the fair value of derivatives are included in ‘Net trading result’.

Fair values are obtained from quoted market prices. If such values are not available, discounted cash flow
models and option pricing models are used. The fair values of derivative positions are computed using stan-
dard formulas and prevailing interest rates applicable for respective currencies available on the market at
reporting dates.

Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument that also includes a non-deri-
vative host contract with the effect that some of the cash flows of the combined instrument vary in a way
similar to a stand-alone derivative. An embedded derivative causes some or all of the cash flows that
otherwise would be required by the contract to be modified according to a specified interest rate, financial
instrument price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credit
index, or other variable, provided that, in the case of a non-financial variable, it is not specific to a party to
the contract. A derivative that is attached to a financial instrument, but is contractually transferable inde-
pendently of that instrument, or has a different counterparty from that instrument, is not an embedded
derivative, but a separate financial instrument.

The Bank assesses whether any embedded derivatives contained in a given contract are required to be sepa-
rated from the host contract and accounted for as derivatives.
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Derivatives may be embedded in another contractual arrangement (a host contract). The Bank accounts for

an embedded derivative separately from the host contract when:

— the host contract is not an asset in the scope of IFRS 9;

— the host contract is not itself carried at FVTPL,;

— the terms of the embedded derivative would meet the definition of a derivative if they were contained
in a separate contract; and

— the economic characteristics and risks of the embedded derivative are not closely related to the econo-
mic characteristics and risks of the host contract.

Separated embedded derivatives are measured at fair value, with all changes in fair value recognised in
profit or loss in net trading result unless they form part of a qualifying cash flow hedging relationship. Sepa-
rated embedded derivatives are presented in the statement of financial position together with other deri-
vatives.

3.5.2. Financial assets at fair value through profit or loss

Financial assets in this category are those that are not held for trading and are required to be measured at
fair value under IFRS 9, as they do not meet the requirements of the SPPI test.

Financial assets at fair value also comprises equity instruments not held for trading where the Bank did not
elect the option to classify investments at FVOCI. Financial assets at fair value through profit or loss are
recorded in the statement of financial position at fair value. Changes in fair value are recognised in ‘Net
trading result’. Interest income is recorded in ‘Other interest income’ and dividend income in ‘Net trading
result’ according to the terms of the contract, or when the right to payment has been established.

3.6. Financial assets at fair value through other comprehensive income
3.6.1. Debt instruments measured at fair value through other comprehensive income

The Bank applies the new category under IFRS 9 of debt instruments measured at FVOCI when both of the

following conditions are met:

— The instrument is held within a business model, the objective of which is achieved by both collecting
contractual cash flows and selling financial assets.

— The contractual terms of the financial asset meet the SPPI test.

Debt instruments at FVOCI are subsequently measured at fair value with gains and losses arising due to chan-
ges in fair value recognised in equity. Interest income and foreign exchange gains and losses are recognised
in profit or loss in the same manner as for financial assets at amortised cost. The Bank applies the impair-
ment requirements for the recognition and measurement of a loss allowance for financial assets that are
measured at fair value through other comprehensive income. However, the loss allowance is recognised in
other comprehensive income and does not reduce the carrying amount of the financial asset in the state-
ment of financial position.

Where the Bank holds more than one investment in the same security, they are deemed to be disposed of
on a first=in first-out basis. On derecognition, cumulative gains or losses previously recognised in equity are
reclassified from equity to profit or loss.

The fair value of debt instruments, for which an active market exists, and a market value can be estimated
reliably, is measured at quoted market prices. In circumstances where the quoted market prices are not rea-
dily available, the fair value is estimated using the present value of future cash flows.

In the case of debt instruments measured at fair value through other comprehensive income, impairment is
assessed based on the same criteria as financial assets carried at amortised cost. If, in a subsequent year, the
fair value of a debt instrument increases and the increase can be objectively related to an event occurring
after the impairment loss was recognised in ‘Impairment losses’ in the statement of profit or loss and other
comprehensive income, the impairment loss is reversed through the statement of profit or loss.
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3.6.2. Equity instruments measured at fair value through other comprehensive
income

Upon initial recognition, the Bank occasionally elects to classify irrevocably some of its equity investments
as equity instruments at FVOCI when they meet the definition of Equity under IAS 32 Financial Instruments:
Presentation and are not held for trading. Such classification is determined on an instrument-by-instrument
basis.

Gains and losses on these equity instruments are never recycled to profit or loss. Dividends are recognised
in profit or loss as ‘Net trading result’ when the right to the payment has been established, except when
the Bank benefits from such proceeds as a recovery of part of the cost of the instrument, in which case,
such gains are recorded in OCI. Equity instruments at FVOCI are not subject to any impairment assessment.

3.7. Financial assets and financial liabilities at amortised costs

Financial assets at amortised costs comprise balances due from other banks and due from customers inclu-
ding debt securities. Financial liabilities at amortised costs comprise balances due to banks, due to custo-
mers, subordinated debt and debt securities in issue.

3.7.1. Financial assets at amortised costs: Due from other banks and Due from
customers

The Bank only measures ‘Due from other banks’ and ‘Due from customers’ at amortised cost if both of the

following conditions are met:

— The financial asset is held within a business model with the objective to hold financial assets in order to
collect contractual cash flows

— The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

Due from other banks

Due from other banks include receivables from current accounts in other than central banks, term deposits,
loans provided and securities purchased from commercial banks. Balances are presented at amortised cost
including interest accruals less any impairment losses.

Due from customers

Due from customers balances comprise loans and advances and securities with fixed or determinable
payments and fixed maturities. These receivables are recorded at amortised cost less any impairment losses.
(note 12.2)

Impairment

The detailed description of policy is in the note 4.1.2.

The Bank writes off ‘Due from other banks’ and ‘Due from customers’ when it determines that the loans
and advances are uncollectible. Loans and advances are written off against the Impairment losses on Finan-
cial Assets in amortised cost with the remaining part being written-off against profit or loss reported under
‘Impairment losses’. Any recoveries of written off loans are credited to the statement of profit or loss on

receipt.

3.7.2. Financial liabilities at amortised costs: Due to banks, Due to customers,
Subordinated debt and Debt securities in issue

Deposits, debt securities issued and subordinated liabilities are the Bank’s sources of debt funding.

The Bank classifies capital instruments as financial liabilities or equity instruments in accordance with the
substance of the contractual terms of the instruments.
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Deposits, debt securities issued and subordinated liabilities are initially measured at fair value minus incre-
mental direct transaction costs, and subsequently measured at their amortised cost using the effective inte-
rest rate method.

Due to customers covers also lease liabilities (note 3.16).
3.8. Repurchase and reverse repurchase agreements

Securities sold under sale and repurchase agreements (‘repo transactions’) remain as assets in the statement
of financial position under the original caption and the liability from the received loan is included in ‘Finan-
cial assets at amortised cost: Due to banks’ or ‘Financial assets at amortised cost: Due to customers'.

Securities purchased under agreements to purchase and resell (‘reverse repo transactions’) are recorded
only in the off-balance sheet and the loan provided is reported in the statement of financial position in
‘Cash, cash balances at central banks’, ‘Financial assets at amortised cost: Due from other banks’ or ‘Finan-
cial assets at amortised cost: Due from customers’, as appropriate.

The price differential between the purchase and sale price of securities is treated as interest income or
expense and deferred over the life of the agreement.

3.9. Derivatives — Hedge accounting

When initially applying IFRS 9, the Bank has elected to continue to apply the requirements of IAS 39 inste-
ad of those of IFRS 9.

Derivatives held for risk management purposes include all derivative assets and liabilities that are not classi-
fied as trading assets or liabilities. Derivatives held for risk management purposes are measured at fair value
in the statement of financial position in ‘Derivatives — Hedge accounting’.

The Bank makes use of derivative instruments to manage exposures to interest rate risks, foreign currency
risk, inflation risk and credit risk including exposures arising from highly probable transactions. In order
to manage individual risks, the Bank applies hedge accounting for transactions which meet the specified
criteria.

At the inception of the hedge relationship, the Bank formally documents the relationship between the hed-
ged item and the hedging instrument, including the nature of the risk, the objective and strategy for under-
taking the hedge and the method that will be used to assess the effectiveness of the hedging relationship.

Also, at the inception of the hedge relationship, a formal assessment is undertaken to ensure the hedging
instrument is expected to be highly effective in offsetting the designated risk in the hedged item. Hedges
are formally assessed each month. A hedge is regarded as highly effective if the changes in fair value or
cash flows attributable to the hedged risk during the period for which the hedge is designated are expected
to offset in a range of 80% to 125%.

In situations where that hedged item is an expected transaction, the Bank assesses whether the transaction
is highly probable and presents an exposure to variations in cash flows that could ultimately affect the sta-
tement of profit or loss.

Cash flow hedges

For designated and qualifying cash flow hedges, the effective portion of the gain or loss on the hedging
instrument is initially recognised in other comprehensive income as ‘Cash flow hedges’. The ineffective
portion of the gain or loss on the hedging instrument is recognised immediately as gain or loss in the
statement of profit or loss in ‘Net trading result’.

When the hedged cash flow affects profit or loss, the gain or loss on the hedging instrument is reclassified
from other comprehensive income to profit or loss as a reclassification adjustment in ‘Net trading result’.
When a hedging instrument expires, or is sold, terminated, exercised, or when a hedge no longer meets the
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criteria for hedge accounting, any cumulative gain or loss that has been recognised in other comprehensive
income remains separately in equity and is reclassified from other comprehensive income to statement of
profit or loss as a reclassification adjustment when the hedged expected transaction is ultimately recognised.
When an expected transaction is no longer expected to occur, the cumulative gain or loss that was reported
in equity is immediately reclassified from other comprehensive income to statement of profit or loss as
a reclassification adjustment.

Fair value hedges

For designated and qualifying fair value hedges, the change in the fair value of a hedging derivative is
recognised in the statement of profit or loss in ‘Net trading result’. Meanwhile, the change in the fair value
of the hedged item attributable to the risk hedged is recorded as part of the carrying value of the hedged
item and is also recognised in the statement of profit or loss in ‘Net trading result’.

In case of macro hedge, the change in the fair value of the hedged items attributable to the risk hedged
is presented separately as ‘Fair value changes of the hedged items in portfolio hedge of interest rate risk’

If the hedging instrument expires or is sold, terminated or exercised, or where the hedge no longer meets
the criteria for hedge accounting, the hedge relationship is terminated. For hedged items recorded at amor-
tised cost, the difference between the carrying value of the hedged item on termination and the face value
is amortised over the remaining term of the original hedge using the effective interest rate ('EIR’). If the hed-
ged item is derecognised, the unamortised fair value adjustment is reclassified from other comprehensive
income to statement of profit or loss as a reclassification adjustment.

3.10. Investments in subsidiaries, joint ventures and associates

‘Investments in subsidiaries, joint ventures and associates’ are recorded at cost less impairment losses. The
impairment loss is measured using the ‘Dividend discount model’.

Dividend discount model/

The Management of the companies which are subject to the impairment test provide projection of divi-
dends which are reviewed by the Management are expected to be paid out by their companies in a period
of five years. The model calculates the present value of these cash flows discounting them at the interest
rate resulting from the Capital Asset Pricing Model ('CAPM’). Cash flows after the period of five years are
determined by the present value of the perpetuity with the particular estimated growth rate, determined at
the ISP Group level specifically for the Slovak market.

3.11. Transactions under common control

Transactions under common control refer to business combinations involving entities belonging to the same
group. More specifically, a combination of entities or businesses under common control is a business com-
bination in which all of the combining entities or businesses are ultimately controlled by the same party or
parties both before and after the business combination, and that control is not transitory.

The Bank follows the accounting treatment of such transactions in continuity of values (pooling of interests)
that consists of maintaining the book values of the acquiree in the financial statements of the acquirer.
Assets and liabilities of the acquired company are recognised at the carrying amounts compliant with IFRS.
Any differences between net equity of the acquired company and the investment in subsidiaries carried at
cost are recorded in retained earnings of the acquirer.

Comparative periods are not subject to restatement since the Bank was not consolidating the results of the
acquiree in its separate financial statements before the date of the combination.

3.12. Property and equipment

Land and buildings are recognised at fair value based on periodic, but at least annually, valuations by
external independent specialized companies, less subsequent depreciation for buildings.
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If the new fair value is higher than the carrying amount the value of the asset on the balance sheet is incre-
ased through other comprehensive income and accumulated in equity under the heading ‘Buildings and
land’. In case that an impairment loss was previously recorded in the income statement, the reversal of this
impairment is recorded in the income statement up to the amount previously recognised in the income sta-
tement. If the new fair value is lower than the carrying amount, the decrease is recognised in profit or loss.
The ISP Group chose to apply the elimination approach, which means that the accumulated depreciation is
eliminated against the gross carrying amount of the asset at revaluation date. The assets subject to the reva-
luation model are depreciated based on their revalued value.

All other property and equipment is recorded at historical cost less accumulated depreciation and impair-
ment losses. Acquisition cost includes the purchase price plus other costs related to acquisition such as
freight, duties or commissions. The costs of expansion, modernisation or improvements leading to increa-
sed productivity, capacity or efficiency are capitalised. Repairs and renovations are charged to the statement
of profit or loss when the expenditure is incurred.

Depreciation is calculated on a straight-line basis in order to write off the cost of each asset to its residual
value over its estimated useful economic life as follows:

Years
Buildings 10-29
Equipment 4-12
Other tangibles 4-12

Land, assets in progress and art collections are not depreciated. The depreciation of assets in progress be-
gins when the related assets are put into use.

The Bank tests its assets for impairment on annual basis. Where the carrying amount of an asset is greater
than its estimated recoverable amount, it is written down to this recoverable amount.

Depreciation methods, useful lives and residual values are reassessed at the reporting date.

Property and equipment contains also right-of-use assets. (note 3.16)

3.13. Intangible assets

Intangible assets are recorded at historical cost less accumulated amortisation and impairment losses. Amor-

tisation is calculated on a straight-line basis in order to write off the cost of each asset to its residual value
over its estimated useful economic life as follows:

Years
Software and Other intangible assets 7
Amortisation methods, useful lives and residual values are reassessed at the reporting date.
3.14. Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Bank’s share of the
identifiable assets, liabilities and contingent liabilities of the acquired subsidiary at the date of acquisition.

Goodwill is measured at cost less impairment, if any. Goodwill is tested for impairment annually or more
frequently if events or changes in circumstances indicate that the carrying amount may be impaired.
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3.15. Non-current assets held for sale

Non-current assets held for sale are assets where the carrying amount will be recovered principally through
a sale transaction rather than through continuing use. They are represented by assets that are available for
immediate sale in their present condition and their sale is considered to be highly probable.

Assets classified as held for sale are measured at the lower of their carrying amount and fair value less cost
to sell.

3.16. Leasing - right-of-use assets and lease liabilities

The Bank is a party to lease contracts for:
— Buildings and land (branch and office premises and lands under ATMs),
— Other tangible assets (motor vehicles).

Leases are recognized, measured and presented in line with IFRS 16. (note 2.1)
Leases in which the Bank is a lessee

The Bank applies a single accounting model, requiring lessees to recognise assets and liabilities for all leases.
However, the Bank applies exemptions regarding:

— Leases with a lease term of 12 months or less and containing no purchase options;

— Leases where the underlying asset has a low value (‘small-ticket’ leases).

Based on the accounting policy applied the Bank recognizes a right-of-use asset (note 3.12) and a lease
liability (note 3.7.2) at the commencement date of the contract for all leases conveying the right to control
the use of an identified assets for a period of time. The commencement date is the date on which a lessor
makes an underlying asset available for use by a lessee.

The right-of-use assets are initially measured at cost, which comprises:

— The amount of the initial measurement of the lease liability,

— Any lease payments made at or before the commencement date, less any lease incentives,

— Any initial direct costs incurred by the lessee,

— An estimate of costs to be incurred by the lessee in dismantling and removing the underlying assets or
restoring the site on which the assets are located.

After the commencement date the right-of-use assets are measured at cost less any accumulated depre-
ciation and any accumulated impairment losses and adjusted for any re-measurement of the lease liability.

The right of use is recognized as part of ‘Property and equipment’. Depreciation is calculated using the
straight-line method over the estimated useful lives, as follows:

Years
Buildings 2-6
Other tangibles 2-5

If the lease transfers ownership of the underlying asset to the Bank by the end of the lease term or if the
cost of the right-of-use asset reflects that the Bank will exercise a purchase option, the Bank depreciates
the right-of-use asset from the commencement date to the end of the useful life of the underlying asset.
Otherwise, the Bank depreciates the right-of-use asset from the commencement date to the earlier of the
end of the useful life of the right-of-use asset or the end of the lease term.

The Bank recognizes asset retirement obligations mainly in relation to leased premises which would need to
be restored to previous state when the lease ends. Asset retirement obligations are capitalized as part of the
cost of right-of-use assets and depreciated over the asset’s estimated useful life. The Bank estimates the fair
value of asset retirement obligations using average premises reinstatement cost and the discount rate which
equals the risk-free interest rate for the Bank and the currency of the lease contract.
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The lease liability is initially measured at the present value of the lease payments that are not paid at that

date. These include:

— Fixed payments, less any lease incentives receivable;

— \Variable lease payments that depend on an index or a rate, initially measured using the index or rate as
at the commencement date;

— Amounts expected to be payable by the lessee under residual value guarantees;

— The exercise price of a purchase option if the lessee is reasonably certain to exercise that option; and

— Payments of penalties for terminating the lease, if the lease term reflects the lessee exercising an option
to terminate the lease.

The lease payments exclude variable elements which are dependent on external factors. Variable lease
payments not included in the initial measurement of the lease liability are recognized directly in the profit
and loss in the line ‘Other administrative expenses’.

The lease payments are discounted using the Bank’s incremental borrowing rate or the rate implicit in the
lease contract. Interest expense is recognised in the statement of profit or loss in the line ‘Interest and simi-
lar expenses’.

The lease term determined by the Bank comprises:

— Non-cancellable period of lease contracts,

— Periods covered by an option to extend the lease if the lessee is reasonably certain to exercise that
option,

— Periods covered by an option to terminate the lease if the lessee is reasonably certain not to exercise that
option.

After the commencement date the Bank measures the lease liability by:

— Increasing the carrying amount to reflect interest on the lease liability,

— Reducing the carrying amount to reflect lease payments made, and

— Re-measuring the carrying amount to reflect any reassessment or lease modifications.

Leases in which the Bank is a lessor

In case of lease contracts based on which the Bank is acting as a lessor each of its leases is classified as
either operating or finance lease. Leases where a significant portion of the risks and rewards of ownership
are retained by the lessor are classified as operating leases.

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to
ownership to the lessee. Examples of situations where the risks and rewards of ownership are considered as
having been transferred to the lessee are as follows:

— The lease transfers ownership of the asset to the lessee by the end of the lease term,

— The lessee has the option to purchase the asset at a price that is expected to be sufficiently lower than
the fair value at the date the option becomes exercisable for it to be reasonably certain, at the inception
of the lease, that the option will be exercised,

— The lease term is for at least 3/4 of the economic life of the asset even if title is not transferred,

— At the inception of the lease the present value of the minimum lease payments amounts to at least 90%
of the fair value of the leased asset, or

— The leased assets are of such a specialized nature that only the lessee can use them without major mo-
difications.

3.17. Provisions

Provisions comprise litigations and claims, financial guarantees and loan commitments.

Provisions for litigations and claims are recognised when the Bank has a present obligation (legal or con-
structive) as a result of a past event, and it is probable that an outflow of resources embodying economic

benefits will be required to settle the obligation and a reliable estimate can be made of the amount of the
obligation.
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Financial guarantees are contracts that require the Bank to make specified payments to reimburse the holder
for a loss it incurs because a specified debtor fails to make a payment when it falls due, in accordance with
the terms of a debt instrument consisting of letters of credit, guarantees and acceptances.

Financial guarantee liabilities are initially recognised in off-balance sheet at their fair value, and the initial
fair value is amortised over the life of the financial guarantee. Income from financial guarantees is recogni-
sed in the statement of profit or loss in ‘Fee and commission income’ on a straight line basis.

Provision for financial guarantees are recognised based on stage of financial instrument (three-stage
approach) which affects expected loss calculation for the financial guarantee. Any increase or decrease in
the provision relating to financial guarantees is recorded in the statement of profit or loss in ‘Impairment
losses’. In case of conversion of the financial guarantee into Financial assets at amortised cost along with
creation of a liability towards the holder, the provision is converted into Impairment losses on Financial
Assets at amortised cost along with the movement, if any, within ‘Impairment losses’.

Loan commitments are firm commitments to provide credit under pre-specified terms and conditions.

For loan commitments the Bank also recognises Provisions based on stage of financial instrument. Any
increase or decrease in the provision relating to Loan commitments is reflected in the statement of profit or
loss in ‘Impairment losses'.

3.18. Provisions for employee benefits

The Bank'’s obligation in respect of retirement and jubilee employee benefits is the amount of future benefit
that employees have earned in return for their service in the current and prior periods. That benefit is dis-
counted to determine its present value. Employee benefit reserves are disclosed in the statement of finan-
cial position in ‘Other liabilities’. All gains or losses in relation to the employee benefits are recognised in
‘Salaries and employee benefits’.

3.19. Equity reserves

The reserves recorded in equity that are disclosed in the statement of financial position include:
‘Buildings and land’ reserve which consists of the revaluation surplus of buildings and land measured at
fair value using a revaluation model.

— 'Cash flow hedges’ reserve which comprises the portion of the gain or loss on a hedging instrument
in a cash flow hedge that is determined to be an effective hedge.

— ‘Financial assets at fair value through other comprehensive income’ reserve which comprises changes in
the fair value of financial assets at FVOCI.

— 'Translation of foreign operation’ reserve which is used to record exchange differences arising from the
translation of the net investment in foreign operations.

3.20. Net interest income

Interest income and expense is recognised in the statement of profit or loss on an accrual basis using the
effective interest rate method. Interest income and expense includes the amortisation of any discount or
premium on financial instruments. Interest income also includes up-front and commitment fees, which are
subject to the effective interest rate calculation and are amortised over the life of the loan.

3.21. Net fee and commission income

Fee and commission income and expense that are integral to the effective interest rate on a financial asset
or financial liability are included in the effective interest rate (see note 3.21).

Other fee and commission income arises on financial services provided by the Bank including account main-
tenance, cash management services, brokerage services, administrative services regarding loans, investment
advice and financial planning, investment banking services, project finance transactions, asset management
services, factoring services and other. Fee and commission income and expense is recognised when the cor-
responding service is provided. If a loan commitment is not expected to result in the draw-down of a loan,
then the related loan commitment fee is recognised on a straight-line basis over the commitment period.
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Other fee and commission expenses relate mainly to transaction and service fees, account maintenance and
brokerage fees which are expensed as the services are received.

3.22. Net trading result

‘Net trading result’ includes gains and losses arising from purchases, disposals and changes in the fair value
of Financial assets and financial liabilities including securities and derivative instruments. It also includes the
result of all foreign currency transactions.

3.23. Dividend income

‘Dividend income’ is recognised in the statement of profit or loss on the date that the dividend is declared.
3.24. Special levy of selected financial institutions

Commencing 1 January 2012, banks operating in the Slovak Republic are subject to a special levy of
selected financial institutions calculated from selected liabilities. Based on the amendment to the Act No.
384/2011 on the Special levy of selected financial institutions from 12 October 2016, the levy rate has been
set t0 0.2% p. a. for the years 2017 to 2020. The levy is recognized in the statement of profit or loss and
other comprehensive income on an accrual basis and is payable at the beginning of each quarter. (note 30)

3.25. Current and deferred income tax

Income tax is calculated in accordance with the regulations of the Slovak Republic and other jurisdictions,
in which the Bank operates.

Deferred income tax assets and liabilities are recognised, using the balance sheet method, for all temporary
differences arising between the carrying amounts of assets and liabilities and their tax bases. Expected tax
rates, applicable for the periods when assets and liabilities are realised, are used to determine deferred tax.

The Bank is also subject to various indirect operating taxes, which are included in ‘Other operating expenses’.
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4. Financial and operational risk management

The Bank has exposure to the following risks from its use of financial instruments:
—  Credit risk,

— Market risk,

— Liquidity risk,

— Operational risk.

This note presents information about the Bank’s exposure to each of the above risks, the Bank’s objectives,
policies and processes for measuring and managing risk.

The Management Board is the statutory body governing the executive management of the Bank, and has
absolute authority over all matters concerning risk. The Management Board has primary responsibility for
the creation and dissolution of risk related governance bodies. The primary governance bodies overseeing
risk issues are:

— Asset/Liability Committee ('ALCO’),

— Credit Risk Governance Committee ('CRGC’),

— Operational Risk Committee ("ORC’).

The Management Board delegates its risk authority to these governance bodies through statutes, which
identify members of the governance bodies, competencies and responsibilities of the members. The com-
petency of each governance body is established in relevant Charters.

The Bank’s risk management policies are established to identify and analyse the risks faced by the Bank, to
set appropriate risk limits and controls and to monitor risks and adherence to limits. Risk management poli-
cies and systems are reviewed regularly to reflect changes in market conditions, products and services offe-
red. The Bank, through its training and management standards and procedures, aims to develop a discipli-
ned and constructive control environment, in which all employees understand their roles and obligations.
The Bank’s Internal Audit Department is responsible for monitoring compliance with the Bank’s risk mana-
gement policies and procedures, and for reviewing the adequacy of the risk management framework in
relation to the risks faced by the Bank. Internal Audit undertakes both regular and ad-hoc reviews of risk
management controls and procedures.

4.1. Credit risk

Credit risk is the risk of a financial loss to the Bank if a customer or counterparty to a financial instrument
fails to meet its contractual obligations, and arises principally from the Bank’s loans and advances to custo-
mers and banks as well as investment securities. For risk management reporting purposes, the Bank con-
siders and consolidates all elements of credit risk exposure (such as individual obligor default risk, country
and sector risk). For risk management purposes, the credit risk arising on trading securities is managed inde-
pendently, but reported as a component of market risk exposure.

The Credit Risk Charter ('CRC’) establishes the guidelines for measurement, control and management of
credit risk by defining the legal framework, main responsibilities, policies and methodologies that support
the credit risk management process of VUB Bank.

More specifically, CRC defines both the general and specific (retail, corporate) credit risk requirements for
applied methodologies and procedures, and includes, as separate sections, the policies governing the key
aspects of the Bank’s credit risk management process:

— Authorized Approval Authority,

— Collateral Management Policy,

— Provisioning Policy,

— Credit Concentration Limits,

— Default Definition,

— Risk Management Client Segmentation Policy,

— Corporate Credit Policy, Retail Credit Policy,

— Retail and Corporate Remedial Management and Collections.
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4.1.1. Management of credit risk

The Risk Management Division is established within the Bank as a Control Unit and managed by the Chief
Risk Officer, who is a member of the Bank’s Management Board. The Risk Management Division is organi-
sationally structured to provide support to the Business Units, as well as to provide reporting of credit, mar-
ket and operational risks to the Supervisory Board and Management Board. The Risk Management Division
is responsible for overseeing the Bank'’s credit risk including:

— The development of credit risk strategies, policies, processes and procedures covering rules for credit
assessment, collateral requirements, risk grading and reporting;

— Setting limits for the concentration of exposure to counterparties, related parties, countries and total
assets and monitoring compliance with those limits;

— Establishment of the authorisation structure for the approval and renewal of credit facilities. Authorisa-
tion limits are set in the CRC;

— Credit risk assessment according to defined policy;

— Monitoring of quality portfolio performance and its compliance with set limits (regulatory, internal).
Regular reports are provided to the Management Board and the CRC on the credit quality of the Bank’s
portfolios;

— Development, maintenance and validation of scoring and rating models — both application and beha-
vioural;

— Development, maintenance and back-testing of impairment loss models.

4.1.2. Impairment losses
The Bank establishes an allowance for impairment losses, which represents its ECL in its loan portfolio.

If there is evidence of impairment for any individually significant client of the Bank, such as a breach of
contract, problems with repayments or collateral, the Bank transfers such a client to management of
the Recovery Department for pursuing collection activities. Such clients exceeding significant thresholds
(€ 500 thousand) are considered to be individually impaired. For collective impairment (other than individu-
ally significant client), the Bank uses historical evidence of impairment on a portfolio basis, mainly based on
the payment discipline of the clients.

Rules for identification of significant clients and methodology for calculation are set in the Credit Risk Char-
ter or stated in the Provisioning Policy procedure.

The individual assessment of exposures is based on the detailed review and analysis of the borrower’s situa-

tion, including the critical review of the following sources of information, without limitation to:

— The latest financial statements available (including consolidated ones, if any) accompanied by the report
on operations and audit report, if any, as well as previous years’ financial statements;

— Information on specific corporate events (e.g. extraordinary transactions),

— The current and forecast financial position and results, analysis of variances between forecasts and
actuals;

— For borrowers belonging to economic groups, information on their internal and external relationships
(to assess the risk of contamination or its deterioration);

— The list of bank relationships (credit lines/utilisation/transaction status);

— The customer’s short- and medium-term plans and strategies supplemented by financial projections (at
least three-year), the statement of expected cash flows, product analysis, sector and market studies,
etc.;

— Any documentation by third-party experts on the reasons for the borrower’s deterioration, and potential
actions to reorganise the company and exit from the crisis;

— Updated business profiles from the Chamber of Commerce, Corporate Registry or equivalent, cadastral
surveys concerning all debtors and guarantors;

— Nature and validity of the collaterals, appraisal for each asset, presence of mortgage/pledge registrations
other than the Bank’s;

— Latest and historical Credit Bureau reports.

The individual assessment, formulated analytically for each exposure, shall be based on the detailed and
comprehensive review of all elements that are available.
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Inputs, assumptions and techniques used for estimating impairment

Calculation of ECL on a collective basis is based on particular regulatory segment, exposure at default
('EAD’), probability of default (‘PD’), loss given default (‘LGD’), credit conversion factor ('CCF’). For each
segment were developed models for such risk parameters. These models are regularly reviewed.

The Bank identified the following portfolios: Retail — Consumer Loans, Retail — Overdrafts, Retail — Credit
cards, Corporate — Small and Medium Enterprises ('SME’), Mortgage Loans, SME Retail, Large corporate
above € 500 million turnover, Large corporate up to € 500 million turnover, Non-Banking Financial Institu-
tions, Banks, Municipalities, Sovereigns and Public Sector Entities, Slotting models (Special Purpose Vehicles
('SPV’) and Real Estate Development (‘RED’)), Group of flat owners, models for former VUB subsidiaries
(CFH Mortgage Loans, CFH Credit Cards, CFH Retail Other) and model for subsidiary VUB Leasing.

The methodology of risk parameters used by ECL calculation is compliant with the ISP Group methodology
provided by Parent Company and is based on the availability of regulatory or managerial risk parameters
for each portfolio.

For PD models of the portfolios where the Bank uses internal models, the advanced approach is used. The

modelling approach consists of the following steps:

— Creation of migration matrices using the internal ratings;

— Removal of macroeconomic effect from the migration matrices using the Merton formula;

— Creation of Through-the-cycle (‘TTC’) matrix computed as the average of the annual migration matrices
obtained after the removal of the macroeconomic effect;

— Creation of the future Point-in-Time (‘PIT’) matrices obtained by conditioning the TTC matrix using Mer-
ton formula and forward looking information;

— Obtaining the final Lifetime PD vectors by multiplying the predicted PIT and TTC matrices adjusted by
add-on for incorporation of various economic scenarios.

For LGD models of the portfolios where the Bank uses internal models, the modelling approach consists of

the following steps:

— Calculation of nominal LGD values;

— Incorporation of forward looking information using coefficients issued by the European Banking Autho-
rity ('EBA);

— Obtaining the final LGD values by discounting the recovery rates using effective interest rate and average
time to recovery.

For the portfolios, where it is unable to follow this approach (unavailability of internal model, low number
of observations, low number of defaults, unavailability of macroeconomic model for the portfolio) the Bank
follows a simplified approach, e.g. final values provided from the Parent Company, notching criteria, using
the country rating and LGD, etc.

The counterparties with low number of observations and with low numbers of observed defaults, where it
was unable to create reliable migration matrices or develop the macroeconomic satellite models for predic-
tion of default rate, were defined as the Low default portfolio.

Days past due ("'DPD’) methodology

The Bank follows Guidelines on the application of the definition of default EBA/GL/2016/07 Days past due
and default methodology and it is on obligor level. For the purpose of assessing the materiality of past-due
credit obligations, the bank takes into account any amount of principal, interest or fee that has not been
paid at the date it was due. In case of modifications of the schedule of credit obligations, the counting of
days past due is based on the modified schedule of payments.

Where the credit arrangement explicitly allows the obligor to change the schedule, suspend or postpone
the payments under certain conditions and the obligor acts within the rights granted in the contract, the
bank does not consider changed, suspended or postponed instalments as past due and bases the counting
of days past due on the new schedule once it is specified.
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When the obligor changes due to an event such as a merger or acquisition of the obligor or any other simi-
lar transaction, the counting of days past due starts from the moment a different person or entity becomes
obliged to pay the obligation. The counting of days past due is, instead, unaffected by a change in the obli-
gor’'s name.

The assessment of the materiality of past due credit obligations is performed daily. The information about
the days past due and default is up-to-date whenever it is being used for decision making, internal risk
management, internal or external reporting and the own funds requirements calculation processes.

The calculation of days past due starts at the moment when the obligor-level overdue exposure breaches
both absolute and relative thresholds. Materiality threshold is composed of both an absolute and a rela-
tive component according to the Commission Delegated Regulation (EU) 2018/171 of 19 October 2017 on
supplementing the Regulation (EU) No 575/2013 of the European Parliament and of the Council with
regard to regulatory technical standards for the materiality threshold for credit obligations past due.

The absolute threshold is exceeded when:
overdue exposure > absolute threshold

The absolute threshold refers to the sum of all past due amounts related to the credit obligations of the
borrower towards the Bank. The absolute threshold is set to € 100 for retail exposures and € 500 for non-
retail exposures.

The relative threshold is exceeded when:
overdue exposure/total obligor's on-balance sheet exposure > relative threshold

The relative threshold is defined as a percentage of a credit obligation past due in relation to the total on-
balance-sheet exposures to the obligor excluding equity exposures. The relative threshold is set at the level
of 1% for both retail and non-retail exposures.

Staging methodology

According to the IFRS 9, paragraph 5.5.9 , At each reporting date, an entity shall assess whether the credit
risk on a financial instrument has increased significantly since initial recognition. When making the asses-
sment, an entity shall use the change in the risk of a default occurring over the expected life of the finan-
cial instrument”.

IFRS 9 introduced the three-stage approach based on changes in credit quality since initial recognition:

— Stage 1 includes financial instruments that have not deteriorated significantly in credit quality since ini-
tial recognition or that have low credit risk at the reporting date.

— Stage 2 includes financial instruments that have deteriorated significantly in credit quality since initial
recognition (unless they have low credit risk at the reporting date) but that do not have objective
evidence of a credit loss event.

— Stage 3 includes financial assets that have objective evidence of impairment at the reporting date.

The Bank implemented internal rules using significant days past due, significant increase of PD, forbearance
measures, early warning system, proactive credit management (‘PCM’) process, non-performing categories
to assess correct stage for expected loss calculation. These indicators are described in more detail below.
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The Bank’s classification of exposures into the stages is based on the following criteria:

STAGE 1 STAGE 2 STAGE 3
Performing exposures with DPD less  Performing non-defaulted contracts ~ Non-performing Past Due
than 30 with more than 30 days past due
Forborne performing exposures Non-performing Unlikely to Pay

Performing exposures showing Early ~ Non-performing Doubtful
warning signals and PCM

Defaulted exposures classified as

Performing

Performing exposures with
significant increase in PD

In general following rules are applied:

— At origination financial instruments are classified in Stage 1, except instruments which are deteriorated
at the date of acquisition, which are classified in the relevant stage;

— If there is not enough information to determine if credit has deteriorated significantly since origination,
a financial instrument is classified into Stage 2;

— At the date of acquisition all defaulted loans are classified in Stage 3.

Stage 2 criterion: Performing exposures with more than 30 past due days

According to IFRS 9 Principle par. 5.5.11: "...there is a rebuttable presumption that the credit risk on a finan-
cial asset has increased significantly since initial recognition when contractual payments are more than
30 days past due.” To comply with this requirement the Bank adopts a days past due criterion according to
the Days past due methodology described above.

Stage 2 criterion: Forborne performing exposures

Forborne status for performing exposures is identified as another criterion of credit deterioration since it
represents concessions towards a client facing or about to face difficulties in meeting its financial com-
mitments. Forborne performing exposures represent Forborne performing (originally) and Forborne perfor-
ming stemming from Non-performing. The minimum probation period for these contracts is 24 months,
after this period the contract might migrate to Stage 1 if it meets exit criteria from Forborne classification
(for example there is not more than 30 DPD, contract is Performing or counterparty has repaid more than
significant amount of its debt since entering to Forborne).

Stage 2 criterion: Performing exposures showing early warning signals and proactive credit
management

Exposures with active Early Warning Signals (‘'EWS’) and clients reported on PCM are classified in Stage 2 since
they can be considered as exposures that have deteriorated significantly in credit quality since their recogni-
tion. Similarly to forborne status, identification and application of EWS follow the rules defined by the Bank.
For IFRS 9 purposes, exposures with orange, red and light blue EWS should be classified into Stage 2.
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Early warning system performs regular monitoring of corporate clients portfolio; their risk assessment ba-
sed on pre-defined criteria, grouped into 6 particular triggers families (Asset Quality Review Fatal indicators,
Additional Asset Quality Review indicators, Client Missing Payments, Handling Account, Balance Sheet, and
Client Management). Level of the riskiness for every particular detected case is expressed by the final EWS
Jtraffic lights” as follows:

Traffic light Meaning Related action
Dark blue Harder severity S|gna|s Classification to NPL
Fast Track activation

Light blue Very high intensity signals Impairment proposal

9 Fast Track activation Classification proposal
Red High intensity signals Proactive management
Orange Medium intensity signals Proactive management

. G Anomaly check

Dark green Low intensity signals (e.. rating update)
Light Green No negative signals -

Once the counterparty is detected automatically by EWS or manually by the Proactive credit management
("PCM’) team with risk severity HIGH and the respective deliberative body decides about inclusion of the
counterparty in the PCM perimeter, the counterparty is flagged as PCM. The flag PCM is deactivated when
the counterparty is excluded to full performing portfolio (Stage 1) or non-performing portfolio (Stage 3).

Stage 2 criterion: Defaulted exposures classified asperforming

The main goal is to align definition of default and NPL classification. Default definition is primary used for
model development where long history is required. The starting point is year 2010. However for Non-per-
forming classification the starting point is 1 November 2019. These causes main differences between the
definitions which in time will decrease. Also default algorithm is calculated on daily bases and Non-perfor-
ming classification on monthly basis. This time discrepancy also causes slight difference in the results as of
the end of month.

Stage 2 criterion: Performing exposures with significant increase in PD

A significant increase of PD between origination (or initial recognition) and reporting date is used as indi-
cator of credit quality deterioration according to the IFRS 9 principle par. 5.5.9: ‘At each reporting date, an
entity shall assess whether the credit risk on a financial instrument has increased significantly since initial
recognition. When making the assessment, an entity shall use the change in the risk of a default occurring
over the expected life of the financial instrument.” PD at origination is used solely for the purposes of sta-

ging.

This criterion is applied for all the portfolios. The thresholds for each portfolio can vary. In order to assess
whether credit risk has increased significantly since the origination, it is necessary to compare Lifetime PD
between origination and reporting date.

This criterion is set individually for each portfolio however the main features of the methodology are com-
mon.

According to the methodology, the comparison should be performed between:

—  PDuyrigination — the lifetime PD over the residual maturity related to the rating to which the instrument
belonged at the origination (if some other risk drivers e.g. year of life are used in addition to the rating,
the values as of the reporting date are taken) and

—  PDreporting — the lifetime PD over the residual maturity related to the rating to which the instrument
belongs at the reporting date.

The relative change of the lifetime PD is calculated as PD eporting/PDorigination= 1. If this relative change is greater
than the set PD threshold then the exposure should be classified to the stage 2.




Separate financial statements

The proper setting of PD threshold is the core of this criterion. The Group methodology states the PD
threshold could be different based on portfolio/model, residual maturity, rating class or other potential dri-
vers. Indeed, the cumulative PDs and their relative differences (between some two rating grades) are chan-
ging very swiftly with increasing residual maturity. That's why the one common threshold for all maturities
would not lead to proper staging. The differentiation of thresholds between rating classes is important, too
— generally, the worse rating leads to the lower threshold.

Stage 3 criterion

Stage 3 financial assets are considered credit impaired. It is when one or more events that have a detrimen-
tal impact on the estimated future cash flows have occurred.

Evidence that a financial asset is credit-impaired includes the following observable data:

— Significant financial difficulty of the borrower or issuer;

— A breach of contract such as a default or past due event;

— Therestructuring of a loan or advance by the Bank on terms that the Bank would not consider otherwise;
— Itis becoming probable that the borrower will enter bankruptcy or other financial reorganisation; or

— The disappearance of an active market for a security because of financial difficulties.

A loan that has been renegotiated due to a deterioration in the borrower’s condition is usually considered
to be credit-impaired unless there is evidence that the risk of not receiving the contractual cash flows has
reduced significantly and there are no other indicators of impairment.

Staging criteria for debt securities

Staging process for bonds is performed in parallel to the staging of loans. The criteria used to assess
whether the credit quality of the bond has deteriorated significantly since origination is Lifetime PDs com-

parison.

The following criteria are approved for each stage for debt securities:

STAGE 1 STAGE 2 STAGE 3
Bonds with no significant credit Bonds with significant increase in PD  Defaulted bonds
quality deterioration since origination

Investment grade bonds (Low Credit
Risk Exemption rule valid only for
FVOCI Bonds for First Time Adoption
of IFRS 9 ('FTA"))

In addition to the above-mentioned criteria, the following rules should be followed for Stage Assignment:

— at origination financial instruments are classified in Stage 1,

— if there is not enough information to determine if credit has deteriorated significantly since origination,
a financial instrument is classified into Stage 2;

— at the date of acquisition all defaulted bonds are classified in Stage 3.

Staging criteria for Low Default Portfolio and Intragroup exposures

Low Default Portfolio consists of exposures with the following parties:

— Sovereign (Central Banks, Governments, Municipalities, Public Sector Entities);
— Institutions (Banks, and Other Non-banking Financial Institutions);

— Large Corporate (Corporate with turnover more than € 500 million).

Intragroup exposures are exposures with the following parties:
— Parent Company;

— Bank’s own subsidiaries;

— Other ISP Group subsidiaries.
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Given their particular nature (exposures are within own bank group with low risk profile), intragroup tran-
sactions are always classified as Stage 1 with a 12-months ECL.

Since the models for Low Default Portfolio were developed by the Parent Company the staging rules for
Low Default Portfolio and Intragroup exposures are set by the Parent Company for loans and bonds and va-
lid at ISP Group level. Exposures are classified to Stage 2 based on the significant increase of the credit risk
criterion measured by Lifetime PD comparison. This criterion for Low Default Portfolio is defined based on
the specific rating and residual maturity of exposure. Thresholds are provided by the Parent Company. The
thresholds are applied in the same way as described above in Stage 2 criterion: Performing exposures with
significant increase in PD.

Expected loss calculation
Stage 1

The Expected Loss for exposures in Stage 1 is calculated as:
ELiom = PDyyy x LGD X EAD 5,

where:
- PD,,. =1 year prediction PD estimated at time O (time O is the reporting date);
- LGD,,, = percentage of loss in case of default, estimated at time 0;

- EAD,, = exposure at default, estimated at the beginning of the observation period.

In the calculation of Expected Credit Loss for positions expiring during the first year, in order to avoid the
counting of an entire PD on yearly basis and to consider the real expiration date, PD can be adjusted as fol-
lows:

PD,=1-12,+[1-PD,

year
where n is the number of months to maturity.

For the transactions without a maturity date, it is assumed that they are subjected to annual review and
their maturity is assumed to be equal to one year.

Stage 2

The formula of Lifetime Expected Loss, calculated considering the residual maturity with respect to the
reporting date, is summarized as follows:

For exposures with remaining maturity less than or equal to one year (see Stage 1):

ELiom = PDyyp x LGD1yp x EAD

For exposures with remaining maturity greater than 1 year :

M

EAD, x (PD,-PD, ,) x LGD
ELIn‘e ime = ! : tl !
! Z. (1+EIR)!

where:

- PD, is cumulative PD estimated between time 0 and time t (time O is the reporting date, time ¢ is the
number of years till maturity);

— LGD, is percentage of loss in case of default, estimated at time ¢;

— EAD, is exposure at default, estimated at the beginning of the year t;

— EIR is Effective Interest Rate;

— Mis residual maturity in years.
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To illustrate the application of formula 2 for ECL calculation for exposures in Stage 2 with residual maturity
of three years, the following example is provided:

EAD, x (PD,-PD,) x LGD,  EAD, x (PD,-PD,) x LGD,

ELyseme = EAD, x PD, x LGD, + +
et ! ‘ ! (1+EIR)’ (1+EIR)

where:

- EAD,, EAD,, EAD, are exposure at default at the beginning of each residual year;

— PD, is probability that exposure enters in default during the first year of residual maturity;

- PD,-PD, is marginal Lifetime PD that represents the probability that exposure enters in default during
its second year of residual maturity;

- PD,-PD, is marginal Lifetime PD that represents the probability that exposure enters in default during
its third year of residual maturity;

— LGD, LGD, LGD, is percentage of loss in case of default of each residual year;

— EIRis Effective Interest Rate.

In the calculation of Expected Credit Loss for position expiring during the first year in order to avoid the
counting of an entire PD on yearly basis and to consider the real expiration date, PD should be adjusted.

For the transactions without a maturity date, it is assumed that they are subjected to annual review and the-
ir maturity is assumed to be equal to one year.

Additionally, for cases when residual maturity is a fraction of years, the Bank can choose to use the matu-

rity as follows:

— When the portion of residual maturity that exceeds the year is greater than six months, the maturity will
be rounded to the year immediately after;

— When the portion of residual maturity that exceeds the year is equal or lower than six months, the
maturity will be rounded to the previous year.

Stage 3

The Bank decided to determine the provision for Non Performing exposures (transactions in Stage 3) inclu-
ding an Add-on, which estimation is based on forward looking elements, increasing the current level of co-
verage on NPLs.

The calculation of provision on Stage 3 exposures is based on the following formula:

ELStage3 = PCBS* (1 + Add_onPerformmg)

where:
— PCBS is the provision calculated based on scenarios determined by the Bank on NPLs;
- Add-on, . is calculated as the average of Add-ons estimated for performing Lifetime LGD obtained

with Best, Most-likely and Worst scenarios from satellite models or obtained with scenarios given by EBA
Stress Test coefficients.



Separate financial statements

Incorporation of forward-looking information

The Bank incorporates forward-looking information by using the Base scenario from the internal satellite
models or the Baseline stress test coefficient issued by EBA. Other scenarios are incorporated in the form of
,add-on”.

The Bank uses internally developed satellite models for the prediction of default rate for various segments.
These models are based on relevant macroeconomic variables such as for instance gross domestic produ-
ct (‘GDP’), unemployment rate (‘UR’), consumer prices index, EURIBOR. The development of these models
contains the model for the base scenario as well as the models for the other scenarios, which are used to
calculate the add-on. This approach is used for most of the PD models.

The Bank uses also the stress test coefficients issued by EBA. Since EBA issues the coefficients only for
Adverse and Baseline scenario, the Best coefficient is calculated additionally based on these two scenarios.
The scenarios are then used for the calculation of the add-on. Using the EBA coefficients is characteristic for
LGD models. Moreover, a similar approach is used for the calculation of add-on for the exposures in stage 3.

The satellite models for prediction of default rates are also used for other purpose such as stress testing. The
base scenario represents a most-likely outcome. The other scenarios represent more optimistic and more
pessimistic outcomes. Periodically, the Bank carries out recalibration of the satellite models.

The Bank identified risk drivers which are the main inputs for the models for each portfolio. The relevant dri-

vers were selected to obtain the final models for each portfolio. The economic scenarios used the following
ranges of the inputs for the quarters of years 2020 and 2021 by the satellite model development in 2018.

Unemployment rate Consumer prices index

GDP, EURIBOR 3M
(constant prices, % change) S e S (PR EEE T (end of period)
! Survey, %) % change)

Base Base Base Base
A Range A Range A Range : Range

scenario scenario scenario scenario
1Q 2020 3.9 (8.2)-9.0 6.5 58-11.7 2.3 (0.3)-4.8 0.08 (1.1)-0.75
2Q 2020 3.9 (5.1-8.9 6.5 57-11.8 2.3 (0.3)-5.1 0.08 (1.1)-1.00
3Q 2020 3.8 (4.3)-8.3 6.5 55-119 2.3 (0.3)-5.4 0.19 (1.1)-1.25
4Q 2020 3.6 (23)-7.0 6.5 55-11.9 2.3 (0.3)-4.6 0.34 (1.1)-1.50
1Q 2021 3.1 (1.2)-6.0 6.2 55-124 2.0 (0.3)-4.8 0.37 (1.1)-1.75
2Q 2021 2.7 (0.7)-5.6 6.2 54-125 2.0 (0.3)-5.1 0.54 (1.1)-2.00
3Q 2021 2.6 (04)-53 6.5 52-125 2.0 (0.3)-5.4 0.62 (1.1)-2.25
4Q 2021 2.6 0.0-5.1 6.3 52-12.5 2.0 (0.3)-4.6 074  (1.1)-2.50

Predicted relationships between the relevant drivers and default rates for various segments have been de-
veloped based on analysing historical data over the past seven to thirteen years. The range represents the
values of the variables under the different scenarios.
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The split of the stage 1 credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed
2019 Gross Impairment Net Gross Impairment Net
€000 amount losses amount amount losses amount
Stage 1
Financial assets at AC:
Due from other banks 180,136 (482) 179,654 - - -
Due from customers:
Public administration 116,207 (1,068) 115,139 - - -
Corporate 4,804,645 (17,427) 4,787,218 - - -
Retail 8,058,776 (12,739) 8,046,037 - - -
12,979,628 (31,234) 12,948,394 - - -
13,159,764 (31,716) 13,128,048 - - -
Financial ass_ef[s at FVOCI - 1562762 (224) 1,562,538 B B B
debt securities
Financial commitments 3,846,979 (4253) 3,842.726 B B B

and contingencies
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Portfolio assessed Individually assessed
2018 Gross Impairment Net Gross Impairment Net
€000 amount losses amount amount losses amount
Stage 1
Financial assets at AC:
Due from other banks 100,678 (656) 100,022 - - -
Due from customers:
Public administration 122,147 (1,238) 120,909 - - -
Corporate 4,852,563 (26,166) 4,826,397 - - -
Retail 7,369,968 (15,408) 7,354,560 - - -
12,344,678 (42,812) 12,301,866 - - -
12,445,356 (43,468) 12,401,888 - - -
Financial asstel‘ts at FVOCI - 741248 (134) 741114 B B B
debt securities
Financial commitments 3,814,268 (7.021) 3,807,247 B B B

and contingencies
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The split of the stage 2 credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed

2019 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 2

Financial assets at AC:

Due from other banks 843 6) 837 - — -
Due from customers:

Public administration 18,503 (1,182) 17,321 - - -

Corporate 412,992 (14,356) 398,636 - - -

Retail 584,731 (43,764) 540,967 - - -

1,016,226 (59,302) 956,924 - - -

1,017,069 (59,308) 957,761 - - -

Financial commitments 134,792 (1,710) 133,082 B B B

and contingencies
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Portfolio assessed Individually assessed

2018 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 2

Financial assets at AC:

Due from other banks 2,530 (98) 2,432 - - -
Due from customers:

Public administration 21,392 (1,361) 20,031 - - -

Corporate 298,271 (11,939) 286,332 - - -

Retail 613,750 (52,066) 561,684 - - -

933,413 (65,366) 868,047 - - -

935,943 (65,464) 870,479 - - -

Financial commitments 206,588 (3,664) 202,924 3 3 B

and contingencies
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The split of the stage 3 credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed

2019 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 3

Financial assets at AC:
Due from customers:

Public administration 50 (8) 42 - - -

Corporate 7,076 (2,672) 4,404 70,217 (44,930) 25,287

Retail 320,198 (178,225) 141,973 5,868 (4,751) 1,117

327,324 (180,905) 146,419 76,085 (49,681) 26,404

327,324 (180,905) 146,419 76,085 (49,681) 26,404

Financial commitments 4,363 (1,055) 3,308 18,284 (2,373) 15,911

and contingencies
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Portfolio assessed Individually assessed

2018 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 3

Financial assets at AC:
Due from customers:

Public administration 1 - 1 - - -

Corporate 14,091 (4,003) 10,088 64,545 (47,336) 17,209

Retail 336,571 (207,623) 128,948 5,032 (3,658) 1,374

350,663 (211,626) 139,037 69,577 (50,994) 18,583

350,663 (211,626) 139,037 69,577 (50,994) 18,583

Financial commitments 7,875 (1,305) 6,570 11,918 (2,418) 9,500

and contingencies
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The split of the total credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed

2019 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount
Financial assets at AC:

Due from other banks 180,979 (488) 180,491 - - -
Due from customers:

Public administration 134,760 (2,258) 132,502 - - -

Corporate 5,224,713 (34,455) 5,190,258 70,217 (44,930) 25,287

Retail 8,963,705 (234,728) 8,728,977 5,868 (4,751) 1,117

14,323,178 (271,441) 14,051,737 76,085 (49,681) 26,404

14,504,157 (271,929) 14,232,228 76,085 (49,681) 26,404

Financial ass.elts at FVOCI - 1562,762 (224) 1,562,538 B B B

debt securities
Financial commitments 3,986,134 (7,018) 3,979,116 18,284 (2,373) 15,911

and contingencies
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Portfolio assessed Individually assessed

2018 Gross Impairment Net Gross Impairment Net

€'000 amount losses amount amount losses amount
Financial assets at AC:

Due from other banks 103,208 (754) 102,454 - - -
Due from customers:

Public administration 143,540 (2,599) 140,941 - — -

Corporate 5,164,925 (42,108) 5,122,817 64,545 (47,336) 17,209

Retail 8,320,289 (275,097) 8,045,192 5,032 (3,658) 1,374

13,628,754 (319,804) 13,308,950 69,577 (50,994) 18,583

13,731,962 (320,558) 13,411,404 69,577 (50,994) 18,583

Financial ass_elts at FVOCI - 741248 (134) 741114 B B B

debt securities
Financial commitments 4,028,731 (11,990) 4,016,741 11,918 (2,418) 9,500

and contingencies




Separate financial statements

The reconciliation from the opening balance to the closing balance of the impairment losses to explain the
changes in the impairment losses and the reasons for those changes:

Changes Trans- Trans- Trans- Assets
. K Derecog- . 31 De-
tion I credit fer to fer to fer to nition written cember
risk (net) Stage 1 Stage 2 Stage 3 off/sold

2019 Origina-
€000 1 January Merger

Stage 1

Financial assets at
FVOCI

Financial assets
at AC:

Due from other
banks

Due from
customers

134 - 587 (381) - - - (116) - 224

656 - 1,655 35 - - - (1,864) - 482

42,812 545 26,706 (59,375) 54,686 (19,045) (2,314)  (12,781) - 31,234

43,468 545 28,361 (59,340) 54,686  (19,045) (2,314)  (14,645) - 31,716

Financial
commitments
and
contingencies

7,022 - 6,167 (10,779) 6,638 (1,768) (741) (2,286) - 4,253

Stage 2
Financial assets
at AC:

Due from other
banks

Due from
customers

98 - - (92) - - - - - 6

65,366 774 - 58,127  (48,662) 26,155 (29,624)  (12,834) - 59,302

65,464 774 - 58,035  (48,662) 26,155  (29,624)  (12,834) - 59,308

Financial
commitments
and
contingencies

3,664 - - 2,0M (5,110 2,368 (402) (821) - 1,710

Stage 3

Financial assets
at AC:

Due from 262,620 970 - 31014 (6024  (7,110) 31,938 - (82822) 230,586
customers
Financial
commitments
and
contingencies

3,723 - - 3,555 (1,528) (600) 1,143 (2,865) - 3,428

(Table continues on the next page)
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2019 Origina- (.:hange.s Trans- Trans- Trans- Derecog- A§sets 31 De-
€000 1 January Merger ton M credit fer to fer to fer to nition written cember
risk (net)  Stage 1 Stage2  Stage 3 off/sold
Total
Financial assets at
FVOC 134 - 587 (381) - - - (116) - 224
Financial assets
at AC:
Due from other
banks 754 - 1,655 (57) - - - (1,864) - 488
Due from 370,798 2,289 26706 29,766 - - - (25615 (82,822) 321,122
customers
371,552 2,289 28,361 29,709 - - - (27,479) (82,822) 321,610
Financial
;2?m|tments 14,409 - 6,167 (5,213) - - - (5,972) - 9,391

contingencies
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2018 Origina- Fhange_s Trans- Trans- Trans- Derecog- A.ssets 31 De-
€000 1 January Merger tion M credit fer to fer to fer to nition written cember
risk (net)  Stage 1 Stage 2 Stage 3 off/sold

Stage 1
Financial assets at
FVOCI 226 - 38 (79) - - - (51) - 134
Financial assets
at AC:
Due from other 205 - 1,569 232 - - - (1,350 - 656
banks
Due from 39,378 7592 35591 (62,327) 62,879  (20,850)  (4,891)  (14,560) - 42812
customers

39,583 7,592 37,160 (62,095) 62,879 (20,850) (4,891) (15,910) - 43,468
Financial
;ﬁ?m”mems 7,275 - 10587 (14,226) 8097  (1287) (1432  (1,993) - 7,022
contingencies
Stage 2
Financial assets
at AC:
Due from other
banks 350 - - (252) - - - - - 98
Due from 52,641 12,012 - 46512 (48628) 39914 (9114  (7,971) - 65366
customers

52,991 12,012 - 46,260 (48,628) 39,914 (29,114) (7,971) - 65,464
Financial
;?m”mems 8,296 - - 2,049 (7,154) 1,488 (711) (404) - 3,664
contingencies
Stage 3
Financial assets
at AC:
Due from 219318 57,537 - 48254 (14251)  (19,064) 34005 (2445  (60,734) 262,620
customers
Financial
gﬁznm'tmems 2,712 - - 1,107 (943) (201) 2,143 (1,095) - 3,723
contingencies

(Table continues on the next page)
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2018 Origina- Fhange_s Trans- Trans- Trans- Derecog- A.ssets 31 De-
€000 1 January Merger tion in credit fer to fer to fer to nition written cember
risk (net) Stage 1 Stage 2 Stage 3 off/sold
Total
Financial assets at
FVOCI 226 - 38 (79) - - - (51) - 134
Financial assets
at AC:
Due from other
banks 555 - 1,569 (20) - - - (1,350) - 754
Due from 311337 77,041 35591 32439 - - - (24976)  (60,734) 370,798
customers
311,892 77,141 37,160 32,419 - - - (26,326) (60,734) 371,552
Financia
COMMIMENES 15,283 - 10587 (10970) - - - B4 - 14408

contingencies

When there is transfer between stages, the original amount of the provision is transferred first and then the
change in credit risk is reflected in the new stage.

The changes due to modifications that does not result in derecognition of the financial assets were imma-
terial.
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The changes in the gross carrying amount of financial instruments during the year contributed to changes
in the impairment losses:

2019 1 Januar Meraer Origina- Transfer to Transferto Transfer to Derecog- v:\r?tstzt: 31
€000 y 9 tion Stage 1 Stage 2 Stage 3 nition off/sold December

Stage 1
Financial assets at

FVOCl

Financial assets at
AC:

Due from other
banks

Due from
customers

741,114 - 1,549,860 - -

(327,493)  (400,943) 1,562,538

100,678 - 9,897,008 - (135) - (9,817,415) - 180,136

12,344,678 386 5913,018 1,263,096 (2,263,879) (41,248)  (4,236,423) - 12,979,628

12,445,356 386 15810,026 1,263,096 (2,264,014) (41,248)  (14,053,838) - 13,159,764

Financial
commitmentsand 3,814,268 - 3,134,542 237,277 (260,288) (14,067)  (3,064,753) - 3,846,979
contingencies

Stage 2
Financial assets at

AC:

Due from other
banks

Due from
customers

2,530 - - - 135 - (1,822) - 843

933,413 2,179 - (1,249,051) 2,280,895  (144,289) (806,921) - 1,016,226

935,943 2,179 (1,249,051) 2,281,030 (144,289) (808,743) 1,017,069
Financial
commitments and 206,588 - - (233,454) 262,226 (6,582) (93,986) - 134,792

contingencies
Stage 3

Financial assets at
AC:

Due from 420,240 1,619 - (14045 (17,016) 185,537 (60,646) (112,280) 403,409
customers
Financial
commitments and 19,793 -
contingencies

(3,823) (1,938) 20,649 (12,034) - 22,647

(Table continues on the next page)
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2019 1 Januar Meraer Origina- Transfer to Transferto Transfer to Derecog- V\"A::tit: 31
€000 y 9 tion Stage 1 Stage 2 Stage 3 nition December
off/sold

Total

F”;f/”oc'callassetsat 741,114 ~ 1,549,860 - - - (327493)  (400,943) 1,562,538
Financial assets

at AC:

Due from other 103,208 ~ 9,897,008 - - - (9:819,237) - 180979
banks

Due from 13,698,331 4184  5913,018 - - ~ (5103990) (112,280) 14,399,263
customers

13,801,539 4,184 15,810,026 - - - (14923227)  (112,280) 14,580,242

Financia

;ﬁ?m”mems 4,040,649 - 313454 - - - (3170773) ~ 4,004,418

contingencies
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1 January Origina- Transfer to Transfer to Transfer to Derecog- A.ssets 31
(after IFRS Merger . o written
9) tion Stage 1 Stage 2 Stage 3 nition off/sold December

2018
€'000

Stage 1

Financial assets at
FvOoCl

Financial assets
at AC:

Due from other
banks

Due from
customers

947,387 - 275,406 - - - (237,286)  (244,393) 741,114

61,557 - 11,817,717 - - - (11,778,596) - 100,678

10,963,398 - 7,757,507 994,727 (1,439,757) (28,637)  (5,637,295) - 12,344,678

11,024,955 - 19,575,224 994,727 (1,439,757) (28,637)  (17,415,891) - 12,445,356

Financial
commitments
and
contingencies

3,102,039 - 4,699,351 342,016 (229,201) (11,705)  (4,190,302) - 3,814,268

Stage 2
Financial assets
at AC:

Due from other
banks

Due from
customers

4,217 - - - - - (1,687) - 2,530

906,875 - - (968,301) 1,504,704  (133,643) (352,732) - 933,413

911,092 - - (968,301) 1,504,704  (133,643) (354,419) - 935,943

Financial
commitments
and
contingencies

440,323 - - (329,461) 230,282 (11,054) (123,502) - 206,588

Stage 3

Financial assets
at AC:

Due from 505,785 - - (264260 (64947) 162,280 (37,027)  (82,857) 420,240
customers
Financial
commitments
and
contingencies

20,617 - - (12,555) (1,081) 22,759 (9,947) - 19,793

(Table continues on the next page)
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2018 1 January Origina- Transfer to Transfer to Transfer to Derecog- A.ssets 31
€000 kel Merger tion Stage 1 Stage 2 Stage 3 nition written December
9) off/sold

Total
F”;f/”oc'call assets at 947,387 - 275406 - - - (37.286)  (244,393) 741114
Financial assets
at AC:
Due from other 65.774 — 11,817,717 - - ~ (11,780,283) - 103,208
banks
BUEom 11,761,775 181,167 7,619,348 - - - (5781,102)  (82,857) 13,698,331
customers

11,827,549 181,167 19,437,065 - - ~ (17561385  (82,857) 13,801,539
Financia
;ﬁ?m”mems 3,642,125 ~ 4722275 - - - (4323751) ~ 4,040,649

contingencies
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4.1.3. Non-performing loan classification

The Bank considers a financial asset to be in Non-performing status in compliance with the Commission’s

Implementing Regulation (EU) No 680/2014 and its further amendments (Implementing Technical Stan-

dards, ‘ITS") when:

— The borrower is unlikely to pay its credit obligations to the Bank in full, without recourse by the Bank to
actions such as realising security (if any is held); or

— The borrower is more than 90 days past due on any material credit obligations to the Bank.

The Bank uses the definitions of non-performing loans derived from the Harmonisation project. The Harmo-
nisation project was driven by Intesa Sanpaolo in order to unify the definitions and categories of non-per-
forming loans across the foreign subsidiaries of the ISP Group. The definition of non-performing loans,
which comprise three classification categories (past due, unlikely to pay, doubtful), is based on delinquency
(days past due) and judgemental criteria for the categories doubtful and unlikely to pay. In case of the past
due category, DPD and materiality thresholds of borrower are taken into account.

The description of the classification categories of loans is as follows:

Classification category Description

Exposures to borrowers being in a state of insolvency (although not yet legally)

Doubtful or in a de facto equivalent status, regardless of any loss forecasts made by the
Bank.
Exposures to borrowers assessed as improbable to thoroughly meet their credit
Unlikely to pay obligations without recourse to actions such as the enforcement of guarantees/
collateral.

Exposures other than those classified as doubtful or unlikely to pay that, as at

Past due the reporting date, are past due (DPD methodology above) for over 90 days

Performing All exposures that are not classified as doubtful, unlikely to pay or past due.

For category Unlikely to pay are taken into account qualitative indicators such as:

— Borrowers facing difficulties in meeting payment obligations in a timely manner (thus exposed to their
creditors’ tolerance), despite the confident expectation of positive future operating cash flows;

— Borrowers under negotiations with the Bank for defining an out of Court restructuring/ settlement agre-
ement;

— Borrowers which signed out of Court restructuring/settlement agreements and that are regularly servi-
cing their financial obligations

— Borrowers whose credit quality indicators significantly worsened and where future cash flows are not
expected to fully service the debt toward the Bank;

— Serious difficulties in borrower’s business (additional equity required, liquidity seriously stretched)

For category Doubtful are taken into account qualitative indicators such as:

— If the borrower is under voluntary dissolution or under any legally binding liquidation, without possibility
to operate on ‘going concern basis’;

— If the Court already ordered the legal liquidation, even if the borrower’s operations are not suspended
under the legal procedures;

— If according to any public Registry or by Court order the borrower ceases to exist as legal entity;

— If the borrower has been registered (has to be registered) on the Fraud/Black List;

— Borrowers which expected cash flows will not be generated from the borrowers’ operations, but from
the enforcement of collateral/ guarantees (‘gone concern’ approach);

— Borrowers (typically, Individuals) against whom the Bank initiates receivership or enforcement proceedings.

Non-performing status is carried out at borrower level following the united rules of the Parent Company.
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Implementation of new definition of Non-performing loan classification took place in November 2019 accor-
ding to EBA/GL/2016/07 and ISP guidelines.

The main changes consist of:

— Calculation of new days past due (see methodology in section Days past due (DPD) methodology) with
regulatory absolute and relative thresholds;

— Incorporating of cure period,;

— Definition of default and Non-performing definition are in line.

As at 30 November 2019 the impact of new NPL definition represents a € 19.62 million increase at Non-per-
forming level and a € 13.66 million increase at provisions level.

Financial Financial
30 November 2019 Financial Financial commitments commitments Impact
€000 000 assets at AC assets at AC and and P
contingencies contingencies
New Original New Original New

methodology methodology methodology methodology methodology

Gross amount
Non-performing

(Stage 3):
Doubtful 281.75 280.17 5.58 5.06 2.10
Unlikely to pay 103.93 102.25 20.85 20.81 1.72
Past due 22.00 6.33 0.36 0.23 15.80
407.68 388.75 26.79 26.10 19.62
Performing:
Stage 1 14,806.52 14,819.10 3,657.68 3,657.35 (12.25)
Stage 2 1,048.95 1,055.30 182.83 183.85 (7.37)
15,855.47 15,874.40 3,840.51 3,841.20 (19.62)
16,263.15 16,263.15 3,867.30 3,867.30 -
Impairment losses
Non-performing (Stage
3):
Doubtful 178.91 177.78 0.81 0.73 1.21
Unlikely to pay 45.59 45.09 2.62 2.41 0.71
Past due 9.28 2.97 0.08 0.05 6.34
233.78 225.84 3.51 3.19 8.26
Performing:
Stage 1 31.72 31.86 422 4.24 (0.16)
Stage 2 62.89 57.91 2.89 2.31 5.56
94.61 89.77 7.1 6.55 5.40

328.39 315.61 10.62 9.74 13.66
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The following table describes the Bank’s credit portfolio in terms of classification categories:

2019 Impairment

€000 Category Gross amount losses Net amount
Financial assets at AC:
Due from other banks
Performing 180,979 (488) 180,491
Due from customers:
Public administration
Performing 134,710 (2,250) 132,460
Past due 50 (8) 42
134,760 (2,258) 132,502
Corporate
Performing 5,217,637 (31,783) 5,185,854
Past due 1,290 (22) 1,268
Unlikely to pay 37,492 (15,653) 21,839
Doubtful 38,511 (31,927) 6,584
5,294,930 (79,385) 5,215,545
Retail
Performing 8,643,507 (56,503) 8,587,004
Past due 30,841 (13,129) 17,712
Unlikely to pay 50,707 (23,883) 26,824
Doubtful 244,518 (145,964) 98,554
8,969,573 (239,479) 8,730,094
14,399,263 (321,122) 14,078,141
14,580,242 (321,610) 14,258,632
Financial assets at FVOCI — debt securities
Performing 1,562,762 (224) 1,562,538
Financial commitments and contingencies
Performing 3,981,771 (5,963) 3,975,808
Past due 326 (92) 234
Unlikely to pay 18,506 (2,182) 16,324
Doubtful 3,815 (1,154) 2,661
4,004,418 (9,391) 3,995,027
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2018
€000

Financial assets at AC:

Due from other banks

Due from customers:
Public administration

Corporate

Retail

Financial assets at FVOCI — debt securities

Financial commitments and contingencies

Category

Performing

Performing
Doubtful

Performing
Past due
Unlikely to pay
Doubtful

Performing
Past due
Unlikely to pay
Doubtful

Performing

Performing
Past due
Unlikely to pay
Doubtful

Impairment

Gross amount Net amount
losses
103,208 (754) 102,454
143,539 (2,599) 140,940
1 - 1
143,540 (2,599) 140,941
5,150,834 (38,105) 5,112,729
8,050 17) 8,033
30,748 (13,866) 16,882
39,838 (37,456) 2,382
5,229,470 (89,444) 5,140,026
7,983,718 (67,474) 7,916,244
13,183 (7,586) 5,597
46,146 (26,323) 19,823
282,274 (177,372) 104,902
8,325,321 (278,755) 8,046,566
13,698,331 (370,798) 13,327,533
13,801,539 (371,552) 13,429,987
741,248 (134) 741,114
4,020,857 (10,686) 4,010,171
179 (39) 140
13,127 (2,790) 10,337
6,486 (893) 5,593
4,040,649 (14,408) 4,026,241
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The following table shows the Bank’s credit portfolio in terms of delinquency of payments:

2019 Impairment

€000 Gross amount losses Net amount
Financial assets at AC:
Due from other banks
No delinquency 180,979 (488) 180,491
Due from customers:
Public administration
No delinquency 134,085 (2,249) 131,836
1 —30 days 625 (1) 624
91 - 180 days 50 (8) 42
134,760 (2,258) 132,502
Corporate
No delinquency 5,235,056 (43,360) 5,191,696
1 - 30 days 12,970 (106) 12,864
31 -60 days 13,260 (8,234) 5,026
61 —90 days 1,604 (1,530) 74
91 - 180 days 1,011 (87) 924
Over 181 days 31,029 (26,068) 4,961
5,294,930 (79,385) 5,215,545
Retail
No delinquency 8,594,518 (54,637) 8,539,881
1 —30 days 77,025 (12,779) 64,246
31 -60 days 14,489 (3,419) 11,070
61 —90 days 12,392 (3,519) 8,873
91 - 180 days 41,031 (19,562) 21,469
Over 181 days 230,118 (145,563) 84,555
8,969,573 (239,479) 8,730,094
14,399,263 (321,122) 14,078,141
14,580,242 (321,610) 14,258,632
Financial assets at FVOCI — debt securities
No delinquency 1,562,762 (224) 1,562,538
Financial commitments and contingencies
No delinquency 4,004,418 (9,391) 3,995,027
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2018
€000

Financial assets at AC:

Due from other banks

No delinquency
1 - 30 days

Due from customers:

Public administration

No delinquency
1-30 days
Over 181 days

Corporate
No delinquency
1-30 days
31 - 60 days
61— 90 days
91 - 180 days
Over 181 days

Retail
No delinquency
1 —30 days
31 -60 days
61 —90 days
91— 180 days
Over 181 days

Financial assets at FVOCI — debt securities

No delinquency

Financial commitments and contingencies

No delinquency

Impairment

Gross amount losses Net amount
102,114 (726) 101,388
1,094 (28) 1,066
103,208 (754) 102,454
143,372 (2,599) 140,773
167 - 167

1 - 1

143,540 (2,599) 140,941
5,164,979 (56,966) 5,108,013
25,658 (1,498) 24,160
4,728 (1,348) 3,380

455 (18) 437

3,565 (1,725) 1,840
30,085 (27,889) 2,196
5,229,470 (89,444) 5,140,026
7,797,389 (54,391) 7,742,998
187,046 (24,174) 162,872
43,565 (9,408) 34,157
24,701 (7,168) 17,533
34,409 (17,356) 17,053
238,211 (166,258) 71,953
8,325,321 (278,755) 8,046,566
13,698,331 (370,798) 13,327,533
13,801,539 (371,552) 13,429,987
741,248 (134) 741,114
4,040,649 (14,408) 4,026,241
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The table below shows the credit quality by class of assets for all financial assets exposed to credit risk. Past
due but not individually impaired financial assets are more than one day overdue.

Past due but

Neither past due nor impaired not individually impaired

Impaired (non-performing)

Impair- Impair- Impair-

2019 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from other banks 180,979 (488) 180,491 - - - - - -
Due from customers:
Public administration
Single Resolution 3876 B 3876 B B B B B B
Fund
Municipalities 130,209 (2,249) 127,960 625 (1) 624 50 (8) 42
134,085 (2,249) 131,836 625 (1) 624 50 (8) 42
Corporate
Large Corporates 2,213,903 (2,235) 2,211,668 3 - 3 7,069 (2,974) 4,095
Large Corporates —
debt securities 124,322 (118) 124,204
Specialized Lending 855,516 (25,068) 830,448 1,880 (20) 1,860 14,586  (13,348) 1,238
SME 1,240,919 (3,775) 1,237,144 2,330 (60) 2,270 50,984 (30,090) 20,894
Other Non-
banking Financial 663,943 (396) 663,547 - - - 1 M -
Institutions
Other Non-
banking Financial 25 063 28) 25035 B B B B B B
Institutions — debt ! '
securities
Public Sector Entities 1,337 (37) 1,300 - - - 7 (1) 6
Factoring 79,202 (9) 79,193 9,219 (37) 9,182 4,646 (1,188) 3,458
5,204,205 (31,666) 5,172,539 13,432 (117) 13,315 77,293 (47,602) 29,691

(Table continues on the next page)




Separate financial statements

Past due but

Neither past due nor impaired s e v e

Impaired (non-performing)

Impair- Impair- Impair-

2019 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 235,684 (3,619) 232,065 2,800 (244) 2,556 13,628 (9,018) 4,610
Consumer Loans 1,299,660  (25,933) 1,273,727 65,213 (11,996) 53,217 195,871 (120,803) 75,068
Mortgages 6,801,375 (8,796) 6,792,579 14,060 (897) 13,163 82,188 (29,147) 53,041
Credit Cards 119,008 (2,552) 116,456 4,256 (892) 3,364 26,809  (18,984) 7,825
Overdrafts 63,369 (1,012) 62,357 1,944 (315) 1,629 7,570 (5,024) 2,546
Flat Owners 36,138 (47) 35891 - - - - - -
Associations

8,555,234  (42,159) 8,513,075 88,273  (14,344) 73,929 326,066 (182,976) 143,090
13,893,524  (76,074) 13,817,450 102,330  (14,462) 87,868 403,409 (230,586) 172,823
14,074,503 (76,562) 13,997,941 102,330  (14,462) 87,868 403,409 (230,586) 172,823

Financial assgts at FVOCI - 1562,762 (224) 1562,538 B _ _ _ _ _
debt securities
Financial commitments

. . 3,981,771 (5,963) 3,975,808 - - - 22,647 (3,428) 19,219
and contingencies
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Past due but

not individually impaired LEalEciinompEERi o)

Neither past due nor impaired

Impair- Impair- Impair-

2018 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from other banks 102,114 (726) 101,388 1,094 (28) 1,066 - - -
Due from customers:
Public administration
Single Resolution 2,870 B 2870 B B B B B B
Fund
Municipalities 140,501 (2,598) 137,903 167 - 167 1 - 1
143,371 (2,598) 140,773 167 - 167 1 - 1
Corporate
Large Corporates 2,137,176 (3,294) 2,133,882 554 (1) 553 7,227 (2,189) 5,038
Large Corporates — B _ ~ B B B
debt securities 23,360 (619) 22,741
Specialized Lending 826,812 (30,414) 796,398 100 (2) 98 21,400 (16,214) 5,186
SME 1,255,147 (3,080) 1,252,067 10,787 (103) 10,684 39,471 (31,785) 7,686
Other Non-
banking Financial 769,192 (450) 768,742 - - - 2 (1) 1
Institutions
Public Sector Entities 2,895 (72) 2,823 3 - 3 7 (1) 6
Factoring 82,531 (12) 82,519 12,277 (58) 12,219 10,529 (1,149) 9,380
5,127,113 (37,941) 5,089,172 23,721 (164) 23,557 78,636 (51,339) 27,297

(Table continues on the next page)
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Past due but

Neither past due nor impaired s e v e

Impaired (non-performing)

Impair- Impair- Impair-

2018 Gross Net Gross Net Gross Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 231,639 (3,774) 227,865 6,946 (420) 6,526 11,316 (9,083) 2,233
Consumer Loans 1,270,922 (26,308) 1,244,614 106,758  (18,880) 87,878 211,687 (144,668) 67,019
Mortgages 6,017,227 (5,834) 6,011,393 84,448 (4,173) 80,275 71,054  (24,074) 46,980
Credit Cards 136,531 (4,195) 132,336 9,823 (1,887) 7,936 37,173 (26,623) 10,550
Overdrafts 72,543 (882) 71,661 13,595 (871) 12,724 10,373 (6,833) 3,540
Flat Owners 33,253 (248) 33,005 34 3) 31 - - -
Associations

7,762,115  (41,241) 7,720,874 221,604  (26,234) 195370 341,603 (211,281) 130,322
13,032,599  (81,780) 12,950,819 245492  (26,398) 219,094 420,240 (262,620) 157,620
13,134,713 (82,506) 13,052,207 246,586  (26,426) 220,160 420,240 (262,620) 157,620

Flnanoalassler at FVOCI - 741248 (134) 741114 B B B B B B
debt securities
Financial commitments

. . 4,020,857  (10,686) 4,010,171 - - - 19,792 (3,722) 16,070
and contingencies
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An analysis of past due but not individually impaired credit exposures in terms of delinquency is presented

in the table below:

2019
€'000
Financial assets at AC:
Due from customers:
Public administration
1 - 30 days

Corporate
1 —30 days
31 -60 days
61 —90 days

Retail
1 —30 days
31 -60 days
61 —90 days

2018
€000
Financial assets at AC:

Due from other banks
1 - 30 days

Due from customers:
Public administration
1 —30 days

Corporate
1 - 30 days
31 -60 days
61— 90 days

Retail
1 - 30 days
31 -60 days
61 —90 days
91 - 180 days
Over 181 days

Gross amount LERInTEnt Net amount
losses
625 (1) 624
12,889 (114) 12,775
535 (3) 532
8 - 8
13,432 (117) 13,315
68,036 (9,328) 58,708
11,006 (2,404) 8,602
9,231 (2,612) 6,619
88,273 (14,344) 73,929
102,330 (14,462) 87,868
102,330 (14,462) 87,868
Gross amount e Net amount
losses
1,094 (28) 1,066
167 - 167
21,720 (115) 21,605
1,618 (33) 1,585
383 (16) 367
23,721 (164) 23,557
167,809 (15,862) 151,947
33,081 (5,578) 27,503
15,010 (3,284) 11,726
5,523 (1,493) 4,030
181 17) 164
221,604 (26,234) 195,370
245,492 (26,398) 219,094
246,586 (26,426) 220,160
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The table below shows the three-stage approach based on changes in credit quality by class of assets for all
financial assets exposed to credit risk.

Stage 1 Stage 2 Stage 3
2019 GrosseLEE. G Net GrosshLnEz!G Net GrossieEz!G Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from other banks 180,136 (482) 179,654 843 6) 837 - - -
Due from customers:
Public administration
Single Resolution 3876 B 3876 B ~ B B B B
Fund
Municipalities 112,331 (1,068) 111,263 18,503 (1,182) 17,321 50 (8) 42
116,207 (1,068) 115,139 18,503 (1,182) 17,321 50 (8) 42
Corporate
Large Corporates 2,137,087 (1,959) 2,135,128 76,819 (276) 76,543 7,069 (2,974) 4,095
large Coporates = 15437 (11y) 124,204 - - - - - -

debt securities
Specialized Lending 770,728 (13,890) 756,838 86,668 (11,198) 75,470 14,586 (13,348) 1,238

SME 996,165 (958) 995,207 247,084 (2,877) 244,207 50,984 (30,090) 20,894
Other Non-
banking Financial 663,943 (396) 663,547 - - - 1 (1) -
Institutions
Other Non-

banking Financial

Institutions — debt 25,063 28) 25,035 N N N N N N
securities
Public Sector Entities 1,337 (37) 1,300 - - - 7 (1) 6
Factoring 86,000 41) 85,959 2,421 (5) 2,416 4,646 (1,188) 3,458

4,804,645  (17,427) 4,787,218 412,992  (14,356) 398,636 77,293 (47,602) 29,691

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2019 Gross  'mpair Net Gross Impair- Net Gross  'mpair Net
ment ment ment
€000 amount amount amount amount amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 175,975 (871) 175,104 62,509 (2,992) 59,517 13,628 (9,018) 4,610
Consumer Loans 1,131,473 (9,430) 1,122,043 233,400  (28,499) 204,901 195,871 (120,803) 75,068
Mortgages 6,562,236 (941) 6,561,295 253,199 (8,752) 244,447 82,188 (29,147) 53,041
Credit Cards 107,211 (928) 106,283 16,053 (2,516) 13,537 26,809 (18,984) 7,825
Overdrafts 45,743 (322) 45,421 19,570 (1,005) 18,565 7,570 (5,024) 2,546
Flat Owners 36,138  (47) 35891 - - - - - -
Associations
8,058,776 (12,739) 8,046,037 584,731  (43,764) 540,967 326,066 (182,976) 143,090
12,979,628 (31,234) 12,948,394 1,016,226  (59,302) 956,924 403,409 (230,586) 172,823
13,159,764 (31,716) 13,128,048 1,017,069 (59,308) 957,761 403,409 (230,586) 172,823
Financial ass.eﬁs at FVOCI - 1,562,762 (224) 1562538 B B B B B B
debt securities

Financial commitments 3,846,979  (4,253) 3,842,726 134792  (1,710) 133,082 22,647  (3428) 19,219

and contingencies
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Stage 1 Stage 2 Stage 3
2018 Gross  'mpair Net Gross  'Mmpair Net Gross  'mpair Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from other banks 100,678 (656) 100,022 2,530 (98) 2,432 - - -
Due from customers:
Public administration
Single Resolution 2,870 ~ 2870 B B B
Fund
Municipalities 119,277 (1,238) 118,039 21,392 (1,361) 20,031 1 - 1
122,147 (1,238) 120,909 21,392 (1,361) 20,031 1 - 1
Corporate
Large Corporates 2,071,129 (3,177) 2,067,952 66,601 (118) 66,483 7,227 (2,189) 5,038
Large Corporates — 53,360 619) 52,741 B B B B B B

debt securities
Specialized Lending 772,107 (20,429) 751,678 54,805 (9,987) 44,818 21,400 (16,214) 5,186

SME 1,106,515 (1,386) 1,105,129 159,419 (1,797) 157,622 39,471 (31,785) 7,686
Other Non-
banking Financial 769,192 (450) 768,742 - - - 2 (1) 1
Institutions
Public Sector Entities 2,897 (72) 2,825 1 - 1 7 (1 6
Factoring 77,363 (33) 77,330 17,445 (37) 17,408 10,529 (1,149) 9,380

4,852,563  (26,166) 4,826,397 298,271  (11,939) 286,332 78,636  (51,339) 27,297

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2018 Gross  'mpair Net Gross 'mpair Net Gross 'mpai Net
ment ment ment
€000 amount amount  amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 180,900 (1,057) 179,843 57,685 (3,137) 54,548 11,316 (9,083) 2,233
Consumer Loans 1,120,112 (11,161) 1,108,951 257,568 (34,027) 223,541 211,687 (144,668) 67,019
Mortgages 5,854,582 (980) 5,853,602 247,092 (9,026) 238,066 71,054  (24,074) 46,980
Credit Cards 124,927 (1,448) 123,479 21,427 (4,634) 16,793 37,173  (26,623) 10,550
Overdrafts 56,194 (514) 55,680 29,944 (1,239) 28,705 10,373 (6,833) 3,540
Flat Owners 33,253 (249 33,005 34 3) 31 - - -
Associations

7.369,968  (15408) 7,354,560 613,750  (52,066) 561,684 341,603 (211,281) 130,322
12,344,678 (42,812) 12,301,866 933,413  (65,366) 868,047 420,240 (262,620) 157,620
12,445,356 (43,468) 12,401,888 935,943  (65,464) 870,479 420,240 (262,620) 157,620

Financial assets at FVOCI -
debt securities 741,248 (134) 741,114 - - - - - -
Financial commitments 3,814268  (7,021) 3,807,247 206588  (3,664) 202,924 19793  (3,723) 16,070

and contingencies



Separate financial statements

The table below shows the three-stage approach based on changes in credit quality by days past due for all
financial assets exposed to credit risk.

Stage 1 Stage 2 Stage 3
2019 Gross  \mPpair Net Gross,  mPpair Net Gross,  mPpaie Net
€000 amount ment amount  amount ment amount  amount ment amount
losses losses losses
Financial assets at AC:
Due from other banks

No delinquency 180,136 (482) 179,654 843 (6) 837 - - -

Due from customers:

Public administration
No delinquency 115,582 (1,067) 114,515 18,503 (1,182) 17,321 - - -
1 -30 days 625 (1 624 - - - - - -
91 -180 days - - - - - - 50 (8) 42
116,207 (1,068) 115,139 18,503 (1,182) 17,321 50 (8) 42
Corporate

No delinquency 4,796,306  (17,394) 4,778,912 407,900  (14,270) 393,630 30,850  (11,696) 19,154
1 - 30 days 8,334 (33) 8,301 4,554 (82) 4,472 82 9 91
31-60 days 5 - 5 530 4) 526 12,725 (8,230) 4,495
61— 90 days - - - 8 - 8 1,596 (1,530) 66
91 -180 days - = - - - - 1,011 (87) 924
Over 181 days - - - - - - 31,029 (26,068) 4,961

4,804,645  (17,427) 4,787218 412,992  (14,356) 398,636 77,293 (47,602) 29,691

(Table continues on the next page)
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2019
€000

Financial assets at AC:
Due from customers:
Retail

No delinquency

1 -30 days
- 60 days
- 90 days
91 -180 days

Over 181 days

Financial assets at FVOCI
— debt securities

No delinquency
Financial commitments
and contingencies

No delinquency

Stage 1 Stage 2 Stage 3

Gross  'mpair Net Gross IMmpair Net Gross IMpair Net
ment ment ment

amount amount amount amount  amount amount
losses losses losses

8,042,724 (12,116) 8,030,608 512,510  (30,044) 482,466 39,284  (12,477) 26,807

16,052 (623) 15,429 51,984 (8,704) 43,280 8,989 (3,452) 5,537

- - - 11,006 (2,404) 8,602 3,483 (1,015) 2,468

- - - 9,231 (2,612) 6,619 3,184 (921) 2,263

- - - - - - 41,008 (19,548) 21,460

- - - - - - 230,118 (145,563) 84,555

8,058,776 (12,739) 8,046,037 584,731 (43,764) 540,967 326,066 (182,976) 143,090

12,979,628 (31,234) 12,948,394 1,016,226 (59,302) 956,924 403,409 (230,586) 172,823

13,159,764 (31,716) 13,128,048 1,017,069  (59,308) 957,761 403,409 (230,586) 172,823

1,562,762 (224) 1,562,538 - - - - - -

3,846,979 (4,253) 3,842,726 134,792 (1,710) 133,082 22,647 (3,428) 19,219



Separate financial statements

Stage 1 Stage 2 Stage 3
2018 Gross  'Mpair Net Gross  Mpair Net Gross  'Mpair Net
€000 amount ment amount  amount ment amount  amount ment amount
losses losses losses
Financial assets at AC:
Due from other banks

No delinquency 99,584 (628) 98,956 2,530 (98) 2,432 - - -
1 -30 days 1,094 (28) 1,066 - - - - - -
100,678 (656) 100,022 2,530 (98) 2,432 - - -

Due from customers:

Public administration
No delinquency 121,980 (1,238) 120,742 21,392 (1,361) 20,031 - - -
1 -30 days 167 - 167 - - - - - -
Over 181 days - - - - - - 1 - 1
122,147 (1,238) 120,909 21,392 (1,361) 20,031 1 - 1
Corporate

No delinquency 4,839,902  (26,100) 4,813,802 287,211  (11,841) 275,370 37,866 (19,025) 18,841
1-30 days 12,661 (66) 12,595 9,060 (48) 9,012 3,937 (1,384) 2,553
31-60 days - - - 1,618 (33) 1,585 3,110 (1,315) 1,795
61 -90 days - - - 382 (17) 365 73 (1) 72
91 -180 days - - - - - - 3,565 (1,725) 1,840
Over 181 days - - - - - - 30,085  (27,889) 2,196

4,852,563  (26,166) 4,826,397 298,271  (11,939) 286,332 78,636 (51,339) 27,297

(Table continues on the next page)
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2018
€000

Financial assets at AC:
Due from customers:
Retail

No delinquency
1 -30 days
31-60 days
61— 90 days
91 -180 days
Over 181 days

Financial assets at FVOCI -
debt securities

No delinquency
Financial commitments
and contingencies

No delinquency

Stage 1 Stage 2 Stage 3

Gross  'mpair Net Gross 'mpair Net Gross 'mpai Net
ment ment ment

amount amount  amount amount  amount amount
losses losses losses

7,308,402 (13,630) 7,294,772 453,713 (27,612) 426,101 35,274 (13,149) 22,125

59,064 (1,561) 57,503 108,743 (14,300) 94,443 19,239 (8,313) 10,926

1,795 (169) 1,626 31,286 (5,409) 25,877 10,484 (3,830) 6,654

548 (48) 500 14,463 (3,236) 11,227 9,690 (3,884) 5,806

6 - 6 5,517 (1,493) 4,024 28,886 (15,863) 13,023

153 - 153 28 (16) 12 238,030 (166,242) 71,788

7,369,968 (15,408) 7,354,560 613,750  (52,066) 561,684 341,603 (211,281) 130,322

12,344,678 (42,812) 12,301,866 933,413 (65,366) 868,047 420,240 (262,620) 157,620

12,445,356 (43,468) 12,401,888 935,943  (65,464) 870,479 420,240 (262,620) 157,620

741,248 (134) 741,114 - - - - - -

3,814,268 (7,021) 3,807,247 206,588 (3,664) 202,924 19,793 (3,723) 16,070
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4.1.4. Loans with renegotiated terms and forbearance policy

Loans with renegotiated terms are loans that have been restructured due to deterioration in the borrower’s

financial position, where the Bank has made concessions by agreeing to terms and conditions that are more

favourable for the borrower than the Bank had provided initially. The revised terms usually include exten-

ding maturity, changing timing of interest payments and amendments to the terms of loan covenants. The

Bank implements a forbearance policy in order to maximise collection opportunities and minimise the risk

of default. Under the Bank’s forbearance policy, an exposure is identified as forborne if both of these two

conditions are satisfied:

— The Bank has identified financial difficulties that the debtor is facing or is about to face;

— The exposure has been subject to renegotiation or refinancing, granted in relation to the borrower’s cur-
rent financial difficulties or financial difficulties that would have occurred in the absence of the renego-
tiation or refinancing measures.

Both retail and corporate customers are subject to the forbearance policy:

Performing forborne Non-performing forborne

2019 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount
Financial assets at AC:

Corporate 51,648 (4,168) 47,480 39,640 (28,772) 10,868

Retail 47,302 (2,249) 45,053 19,654 (10,904) 8,750

98,950 (6,417) 92,533 59,294 (39,676) 19,618

Financial commitments 1,038 @) 1,034 1,822 271) 1,551

and contingencies

Performing forborne Non-performing forborne

2018 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount
Financial assets at AC:

Corporate 56,953 (7,368) 49,585 24,520 (20,154) 4,366

Retail 53,399 (2,605) 50,794 21,175 (12,940) 8,235

110,352 (9,973) 100,379 45,695 (33,094) 12,601

Financial commitments 948 (1) 947 1,480 (876) 604

and contingencies

4.1.5. Write-off Policy

The Bank writes off a loan or security balance when it determines that the loans or securities are uncollec-
tible. In principle, the Bank considers the credit balances to be uncollectible based on the past due days
(1,080 days past due). Credit balances may be written off only if the collateral has already been realized.
Receivables subject to write-off are being collected by external collection agencies until they qualify for wri-
te-off.

The credit balance can be written off earlier than defined in the conditions described above if there is evi-
dence that the receivable cannot be collected. The write-off of such receivables is subject to the approval
of the Credit Risk Officer.

Financial assets that are written-off are subject of continuous enforcement process. The majority of such
assets are subject of sale to third parties for the best offered prices.
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4.1.6. Collateral Policy

The Bank’s collateral policy is an integral and indispensable part of the credit risk management and credit

risk mitigation for VUB Bank. Collateral is used primarily to provide the Bank with the means for repayment

of an exposure in the event of the default of the borrower. The principal objective of the policy is to clearly

set up rules for a common and standard set of collateral types used by the Bank in its lending activities. The

rules, as the minimum, describe and state:

— Conditions for legal enforceability;

— Conditions for the process of valuation and the maximum values accepted by the Bank at the origination
for specific types of collaterals; and

— Conditions for the process of revaluation.

However, collateral management has a wider meaning than the simple taking of collateral in order to secu-

re the repayment of the Bank’s exposures. This includes the following:

— The establishment and maintenance of a collateral policy defining the types of collateral taken by the
Bank, the legal documentation used by the Bank to secure its right to this collateral in the event of
default and the valuation of this collateral at origination. These aspects of collateral management are
addressed in the internal policy document;

— The relevant and proper implementation and registration of collateral to secure the Bank's right to colla-
teral in the event of default by the borrower;

— The regular monitoring and re-valuation of collateral held by the Bank during the life of the exposure;

— The analysis, monitoring and review of realization rates achieved by Recovery Department activities in
order to assess the effectiveness of the collateral policy as a risk mitigant.

The Banks's decisions on the enforcement of collateral is individual and depends on factors such as the
actual amount of the receivable, the current condition and value of the collateral, the length of the colla-
teral realization period or collection related costs. The relevant competent body of the Bank decides which
collateral instrument will be used.

The Bank mainly uses the following means of enforcement of collateral:
Voluntary auction,

Foreclosure procedure,

Realization of the collateral for the receivable in a bankruptcy procedure,
— Sale of receivables including collateral.

The Bank holds collateral and other credit enhancements against certain of its credit exposures. The collate-
ral against loans and advances to customers is held in the form of mortgage interests over property, other
registered securities over assets, and guarantees. Estimates of fair value are based on the value of collateral
assessed at the time of borrowing and the Bank updates the fair value on a regular basis.

The Bank mitigates the credit risk of derivatives, reverse sale and repurchase agreements by entering into
master netting agreements and holding collateral in the form of cash and marketable securities. Derivative
transactions are either transacted on an exchange or entered into under International Swaps and Derivati-
ves Association ('ISDA’) master netting agreements. Under ISDA master netting agreements in certain cir-
cumstances, e.g. when a credit event such as a default occurs, all outstanding transactions under the agre-
ement are terminated, the termination value is assessed and only a single net amount is due or payable in
settlement of all transactions.
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The value of collateral accepted by the Bank (fair value adjusted by internal haircuts limited to outstanding
amount of credit exposure) and other security enhancements held against financial assets is shown below:

2019 2018
€'000 Clients Banks Clients Banks
Property 7,940,874 - 7,090,201 -

of which covering mortgages: 7,002,416 - 6,299,708 -
LTV* lower than 60% 2,011,790 - 1,768,089 -
LTV higher than 60% and lower than 80% 3,244,878 - 2,582,685 -
LTV higher than 80% and lower than 100% 1,741,780 - 1,943,856 -
LTV higher than 100% 3,969 - 5,078 -
Debt securities 25,631 - 31,312 70,987
Other 536,221 85,186 483,834 -
8,502,726 85,186 7,605,347 70,987

The value of collateral and other security enhancements held against stage 3 financial assets:

2019 2018
€000 Clients Banks Clients Banks
Property 145,989 - 135,921 -

of which covering mortgages: 113,185 - 99,218 -
LTV* lower than 60% 49,450 - 39,519 -
LTV higher than 60% and lower than 80% 47,240 - 41,203 -
LTV higher than 80% and lower than 100% 14,421 - 16,537 -
LTV higher than 100% 2,075 - 1,958 -
Debt securities - - - -
Other 5,549 - 2,567 -
151,538 - 138,488 -

* [TV (loan to value) is the ratio of the current balance sheet balance of a loan to the currently allocated value
of collateral for a given contract.

4.1.7. Offsetting financial assets and financial liabilities

Offsetting financial assets and financial liabilities relates to financial assets and financial liabilities that are:

— Offset in the statement of financial position; or

— Subject to an enforceable master netting arrangement or similar agreement that covers similar financial
instruments, irrespective of whether they are offset in the statement of financial position.

In general, the similar agreements include derivative clearing agreements, global master repurchase agre-
ements, and global master securities lending agreements. Similar financial instruments include derivatives,
sales and repurchase agreements, reverse sale and repurchase agreements, and securities borrowing and
lending agreements. Financial instruments such as loans and deposits are not disclosed in the tables below
unless they are offset in the statement of financial position.

The ISDA and similar master netting arrangements do not meet the criteria for offsetting in the statement of
financial position. This is because they create for the parties to the agreement a right of set-off of recognized
amounts that is enforceable only following an event of default, insolvency or bankruptcy of the Bank or the
counterparties or following other predetermined events. In addition, the Bank and its counterparties do not
intend to settle on a net basis or to realize the assets and settle the liabilities simultaneously.

The Bank receives and gives collateral in the form of cash and marketable securities in respect of the fol-
lowing transactions:

— Derivatives,

— Sale and repurchase, and reverse sale and repurchase agreements.
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Such collateral is subject to standard industry terms including, when appropriate, an ISDA Credit Support
Annex and Global Master Repurchase Agreement (‘GMRA'). This means that securities received or given as
collateral can be pledged or sold during the term of the transaction but have to be returned on maturity of
the transaction. The terms also give each party the right to terminate the related transactions on the coun-
terparty’s failure to post collateral.

The following tables show the financial assets and financial liabilities that are subject to enforceable master
netting arrangements and similar agreements in the statement of financial position (,SOFP’):

Related amounts not offset in SOFP

Financial
2019 Gross Gross Net amount instrument Cash
€000 Note amount amount off- presented and collateral Net amount
set in SOFP in SOFP non-cash received
collateral
Types of financial assets
Reverse repo transactions 7 78,749 - 78,749 (78,749) - -
Dier:'svtfa';ee:{‘sa”“a' 8,9 92,086 92,086 (22,239) 69,847
Related amounts not offset in SOFP
Gross Financial
2019 Gross amount Net amount instrument Cash
€000 amount offset in presented and collateral Net amount
SOFP in SOFP non-cash pledged
collateral
Types of financial
liabilities
Dier:'svtf;';ee:{‘sanc'a' 8,9 80,972 - 80,972 - (65,060) 15,912
Note Related amounts not offset in SOFP
Gross Financial
2018 Gross amount Net amount instrument Cash
€000 amount offset in presented and collateral Net amount
SOFP in SOFP non-cash received
collateral
Types of financial assets
Reverse repo transactions 7 1,069,327 - 1,069,327 (1,069,327) - -
i G £ - e S e
Related amounts not offset in SOFP
Gross Financial
2018 Gross amount Net amount instrument Cash
€000 amount offset in presented and collateral Net amount
SOFP in SOFP non-cash pledged
collateral
Types of financial
liabilities
Derivative financial 89 51,774 _ 51,774 - (31,110) 20,664

instruments
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Below is the reconciliation of the net amount of financial instruments subject to enforceable master netting
arrangements and similar agreements to the total carrying amount presented in the statement of financial
position:

2019 2018

Total carrying Total carrying

In scope of  Not in scope In scope of  Not in scope

€'000 Note amount offsetting  of offsetting amour_1t offsetting  of offsetting
PN disclosure disclosure Pz disclosure disclosure
in SOFP SOFP
Financial assets
Cash and cash equivalents 7 996,438 78,749 917,689 1,769,121 1,069,327 699,794
Financial assets at FVTPL: 8
Financial assets held for 21,251 9,585 11,666 39,548 31,164 8,384
trading
Derivatives — Hedge 9 82,501 82,501 - 26,765 26,765 -
accounting
Financial liabilities
Financial liabilities at FVTPL: 8
Flnanglal liabilities held for 24750 21,139 3611 39,548 36,548 3,000
trading
Derivatives — Hedge 9 59,833 59,833 - 15,226 15,226 -

accounting
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4.1.8. Concentrations of credit risk

The Bank monitors concentrations of credit risk by geographic location. An analysis of concentrations of

credit risk at the reporting date is shown below.

2019
€000

Slovakia

Financial assets at AC:
Due from customers:
Public administration
Corporate
Retail

Financial assets at FVOCI — debt securities
Financial commitments and contingencies
Czech republic

Financial assets at AC:
Due from customers:
Corporate
Retail

Financial commitments and contingencies
Other European countries

Financial assets at AC:
Due from other banks
Due from customers:

Public administration
Corporate
Retail

Financial assets at FVOCI — debt securities

Financial commitments and contingencies

(Table continues on the next page)

Gross Impairment Net
losses/
amount L. amount
provisions
130,884 (2,258) 128,626
3,440,914 (72,372) 3,368,542
8,879,306 (237,065) 8,642,241
12,451,104 (311,695) 12,139,409
612,767 (52) 612,715
3,292,072 (8,856) 3,283,216
685,372 (2,346) 683,026
22,212 (1,771) 20,441
707,584 (4,117) 703,467
25,229 (18) 25,211
121,832 (131) 121,701
3,876 - 3,876
1,122,789 (4,646) 1,118,143
59,394 (571) 58,823
1,186,059 (5,217) 1,180,842
1,307,891 (5,348) 1,302,543
850,633 (154) 850,479
637,455 (480) 636,975
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Impairment

2019 Gross losses/ Net
€000 amount .. amount
provisions
North America
Financial assets at AC:
Due from customers:
Corporate 8,925 4) 8,921
Retail 1,375 (2) 1,373
10,300 (6) 10,294
Financial assets at FVOCI — debt securities 99,361 17) 99,344
Financial commitments and contingencies 329 - 329
Asia
Financial assets at AC:
Due from other banks 991 - 991
Due from customers:
Corporate 36,613 17) 36,596
Retail 5,182 (55) 5,127
41,795 (72) 41,723
42,786 (72) 42,714
Financial commitments and contingencies 44,722 (27) 44,695
Rest of the World
Financial assets at AC:
Due from other banks 58,156 (357) 57,799
Due from customers:
Corporate 317 - 317
Retail 2,104 (15) 2,089
2,421 (15) 2,406
60,577 (372) 60,205

Financial commitments and contingencies 4,611 (10) 4,601
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2018
€000

Slovakia

Financial assets at AC:
Due from customers:
Public administration
Corporate
Retail

Financial assets at FVOCI — debt securities
Financial commitments and contingencies
Czech republic

Financial assets at AC:
Due from customers:
Corporate
Retail

Financial commitments and contingencies
Other European countries

Financial assets at AC:
Due from other banks
Due from customers:

Public administration
Corporate
Retail

Financial assets at FVOCI — debt securities

Financial commitments and contingencies

(Table continues on the next page)

Impairment

Gross Net
losses/
amount .. amount
provisions
140,670 (2,258) 138,412
3,313,345 (76,621) 3,236,724
8,272,080 (277,823) 7,994,257
11,726,095 (356,702) 11,369,393
516,936 (30) 516,906
3,245,230 (12,830) 3,232,400
750,435 (6,671) 743,764
10,971 (166) 10,805
761,406 (6,837) 754,569
275,600 (854) 274,746
35,708 (404) 35,304
2,870 - 2,870
1,102,135 (5,999) 1,096,136
36,971 (576) 36,395
1,141,976 (6,575) 1,135,401
1,177,684 (6,979) 1,170,705
224,312 (104) 224,208
453,760 (625) 453,135
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Impairment

2018 Gross losses/ Net
€'000 amount .. amount
provisions
North America
Financial assets at AC:
Due from customers:
Corporate 27,398 (106) 27,292
Retail 677 (2) 675
28,075 (108) 27,967
Financial commitments and contingencies 1,695 - 1,695
Asia
Financial assets at AC:
Due from other banks 320 - 320
Due from customers:
Corporate 35,876 (47) 35,829
Retail 3,436 (154) 3,282
39,312 (201) 39,111
39,632 (201) 39,431
Financial commitments and contingencies 43,945 (46) 43,899
Rest of the World
Financial assets at AC:
Due from other banks 67,180 (350) 66,830
Due from customers:
Corporate 281 - 281
Retail 1,186 (34) 1,152
1,467 (34) 1,433
68,647 (384) 68,263
Financial commitments and contingencies 20,419 (53) 20,366
An analysis of concentrations of credit risk of debt securities at the reporting date is shown below.
2019 2018
. Gross Impairment Net Gross Impairment Net
€000
amount losses amount amount losses amount
Europe
Slovakia 612,767 (52) 612,715 516,936 (30) 516,906
[taly 489,947 (117) 489,830 204,137 (96) 204,041
Spain 199,284 (17) 199,267 - - -
France 56,607 (5) 56,602 - - -
Poland 51,710 (11) 51,699 20,175 (8) 20,167
Great Britain 47,685 (4) 47,681 - - -
Austria 5,400 - 5,400 - - -
1,463,400 (206) 1,463,194 741,248 (134) 741,114

North America
Canada 99,361 (17) 99,344 - - -
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An analysis of exposures based on the carrying amounts by industry sector is shown in the table below.

. . Financial
Financial .
commit-
2019 L ments
; Financial assets at AC: FVOCI -
€000 and
debt .
L. contin-
securities .
gencies
Public
Banks adminis- Corporate Retail*
tration
Agriculture, forestry and fishing - - 167,180 21,101 - 66,249
Mining and quarrying - - 46,671 450 - 37,413
Manufacturing - - 742,736 27,727 - 700,300
Electrlgl’;y, gas, steam and air B B 697.879 1398 B 407,179
conditioning supply
Water supply - - 97,923 2,617 - 13,742
Construction - - 195,838 27,702 - 421,308
Wholesale and retail trade - - 836,675 66,336 - 390,648
Transport and storage - 1,746 273,056 13,491 - 229,113
Acco_mr_nodahon and food service B B 22.613 12,249 B 3,672
activities
Information and communication - - 120,512 5,327 - 54,453
Financial and insurance activities** 180,491 - 799,869 230 388,411 348,391
Real estate activities - - 499,488 50,202 - 55,239
Profe_s_5|_onal, scientific and technical B B 157083 19,440 B 168,448
activities
Adm_|n_|§trat|ve and support service B B 198,289 4,857 B 27.456
activities
Public administration and defense, B 130,755 277 147 1174127 9,528

compulsory social security
Education - 1 332 1,056 - 216
Human health services and social

work activities - - 34,237 14,782 - 14,072
Arts, entertainment and recreation - - 23,043 2,124 - 2,353
Other services - - 301,894 3,887 - 68,900
Consumer Loans - - - 1,596,188 - 338,582
Mortgage Loans - - - 6,858,783 - 637,765

180,491 132,502 5,215,545 8,730,094 1,562,538 3,995,027
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. . Financial
Financial .
assetsat  commit-
2918 Financial assets at AC: FVOCI - ments
€000 and
debt .
oy contin-
securities .
gencies
Public ad-
Banks ministra- Corporate Retail*
tion
Agriculture, forestry and fishing - - 149,913 24,302 - 51,408
Mining and quarrying - - 46,676 99 - 43,796
Manufacturing - - 701,835 28,291 - 775,217
Electnc_ﬁy, gas, steam and air B B 670,720 1225 B 400,955
conditioning supply
Water supply - 62 92,792 2,996 - 23,506
Construction - - 180,539 25,965 - 445,655
Wholesale and retail trade - - 867,044 66,073 - 389,175
Transport and storage - 3,188 267,761 12,247 - 156,579
Accqmmodaﬂon and food service B B 29,469 11,991 B 6,539
activities
Information and communication - - 35,290 4,677 - 50,099
Financial and insurance activities** 102,454 - 1,033,748 102 59,305 355,709
Real estate activities - - 448,760 47,485 - 91,428
Profgsglpnal, scientific and technical B B 163,930 19,295 B 120,500
activities
Admllr?|§trat|ve and support service B B 189,960 4,007 B 44,650
activities
Public administration and defense, B 137,690 337 153 681,809 15.737

compulsory social security
Education - 1 74 1,302 — 234
Human health services and social

work activities - - 12,218 12,930 - 16,387
Arts, entertainment and recreation - - 16,864 2,624 - 5,107
Other services - - 232,096 3,895 - 35,911
Consumer Loans - - - 1,638,259 - 390,789
Mortgage Loans - - - 6,138,648 - 606,860

102,454 140,941 5,140,026 8,046,566 741,114 4,026,241

* ‘Retail” includes Small Business and Flat Owners Associations.

** ‘Financial and insurance activities’ involves financial services, leasing and insurance.
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4.1.9. Internal and external ratings

The overview of the internal rating scales applicable for corporate and retail exposures is shown below.

Large Retail Small
Large .
Corporates Business
ibaasss below € (‘SB’) and
above € - Risk Profile Description
i 500 million Flat Owners
500 million -
turnover turnover and Associations
SME (‘FOA")

Good quality of assets, strong market penetration,
LC_N-LC_14 11-14 3-14 Very Low steady activity, proven distinctive managerial skills, broad
debt coverage capacity.

Satisfactory quality and chargeability of assets, market
penetration and managerial quality on the average; well
set solvency, capital structure and debt composition;
above average debt coverage capacity.

LC_I5-LC_I6 I5-16 I5-16 Low

Acceptable quality and chargeability of available assets,

Lower — even if with a not negligible degree of risk; well-balanced

LC_MT-LC_M2 M1-M2 M1 - M2 . solvency, capital structure and debt composition with
Intermediate . o

slight liquidity surplus and weaker debt coverage capac-

ity.

Acceptable quality and chargeability of available assets
even if with a significant degree of risk; vulnerable mar-

LC_M3-LC_M4 M3 -M4 M3 - M4 Intermediate  gin at times, capital structure and debt composition that
show worsening signals; low level of liquidity and short
debt coverage margin.

Still acceptable asset quality even if with possible liquidity
Upper — stress; high level of gearing; managerial weakness, little

LCRT-LCR3  R1-R3 R1-R3 Intermediate market penetration and positioning; margins and com-
petitiveness under pressure.
In addition to riskiness features for R1 — R3 rating, there
LC_R4-LC_R5 R4-R5 R4 - R5 High are evident difficulties as well as problematic debt man-

agement.

A default is considered to have occurred with regard to
a particular obligor when either or both of the two fol-
lowing events have taken place:

— the obligor is past due more than 90 days (Days past
due methodology) on any material credit obligation to

D D D Default the Bank, the Parent Company undertaking or any of
its subsidiaries;

— the Bank considers that the obligor is unlikely to pay its
credit obligations to the banking group in full, without
recourse by the Bank to actions such as realizing secu-
rity (if held).

Specialized Lending comprises of rating segments SPV and RED. For Specialized Lending the Slotting appro-
ach is used by the Bank. Clients are assigned into five slotting categories based on a qualitative valuation
and information about the risk of default. Risk weights and expected loss used for the capital require-
ment calculation are also defined for each category. Categories are predefined by the Regulation (EU) No
575/2013 on prudential requirements for credit institutions and investment firms ('CRR’) and internally, the
categories used are as follows:

Specialized Lending - SPV and RED
— Strong

- Good

— Satisfactory

- Weak

— Default
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For mortgages and unsecured retail, the retail segment incorporates many individually insignificant exposu-
res with various characteristics, therefore the description of ratings correlates with the risk profiles.

Retail Unsecured
Mortgages Retail
L1a-L4 UO1a-U02
N1 uo3

N2 — W1 uo4 - uo7
W2 uo8 - U09
- uto-um
W3 u12

D D

Capital requirement calculation

Risk Profile

Very Low

Low

Lower —
Intermediate

Intermediate

Upper —
Intermediate

High

Default

Description

High level of client’s socio-demographic information
and financial discipline.

Above average level of client’s socio-demographic in-
formation and financial discipline.

Acceptable level of client’s socio-demographic infor-
mation and financial discipline.

Acceptable level of client’s socio-demographic infor-
mation and financial discipline, but there are some sig-
nals of worsening credit quality.

Acceptable level of client’s socio-demographic infor-
mation and financial discipline, but there is worsening
credit quality.

Acceptable level of client’s socio-demographic infor-
mation and financial discipline, but there is negative
credit behaviour.

A default is considered to have occurred with regard
to a particular mortgage/obligor when either or both
of the two following events have taken place:

— The obligor is past due more than 90 days (Days
past due methodology) on any material credit obli-
gation to the Bank (absolute threshold is set accord-
ing to NBS directive);

— The Bank considers that the obligor is unlikely to pay
its credit obligations to the banking group in full,
without recourse by the Bank to actions such as re-
alizing security (if held).

The Bank generally uses the standardised approach for the calculation of the capital requirements. Howe-
ver, for the calculation of the credit and counterparty risk capital requirements, the Bank, having received
authorisation from the Supervisory Authority NBS, uses the Advanced IRB approach for its portfolio of resi-
dential mortgages from July 2012 and for the Corporate segment, Small and Medium size enterprises (SME)
and for Retail Small Business from June 2014. The Foundation IRB approach is used for corporate exposures
where a LGD is not available, but they are assigned according to regulation. Simple IRB approach is used for
equity exposures and methodology for this capital requirement is in line with Article 155 of the CRR Regula-
tion. The Bank is also proceeding with the development of rating models for other segments, to which the
standard methods are currently applied, and also with the extension of the scope to subsidiaries in accor-
dance with the gradual rollout plan for the advanced approaches presented to the Supervisory Authority.
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The following table shows the quality of the Bank's stage 1 credit portfolio in terms of internal ratings used

for IRB purposes:

2019
€'000

Stage 1
Financial assets at AC:

Due from other banks

Due from customers:

Public administration

Corporate
Large Corporates, SME

Specialized Lending — SPV, RED

Other Non-banking Financial
Institutions, Public Sector Entities

Factoring

(Table continues on the next page)

Internal rating

Unrated

Unrated

LC_IT - LC_l6
LC_M1-LC_M4
LC_R1-LC_R5

11-16
M1 - M4
R1-R5

Unrated

Strong
Good
Satisfactory
Weak

LC_IT-LC_I6
LC_RT - LC_R5

11-16
M1 - M4

Unrated

Unrated

Gross Impairment Net
amount losses amount
180,136 (482) 179,654
116,207 (1,068) 115,139

1,252,046 (630) 1,251,416
421,166 (1,053) 420,113
13,820 (100) 13,720
689,500 (96) 689,404
649,003 (513) 648,490
181,637 (607) 181,030
50,401 (36) 50,365
262,763 (1,468) 261,295
297,234 (3,459) 293,775
193,450 (6,925) 186,525
17,281 (2,039) 15,242
205,567 (82) 205,485
12,832 (126) 12,706
136,300 (28) 136,272
309,243 (160) 309,083
26,401 (66) 26,335
86,001 (39) 85,962
4,804,645 (17,427) 4,787,218
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2019 Internal ratin Gross Impairment Net
€000 9 amount losses amount
Stage 1
Financial assets at AC:
Due from customers:
Retail
Small Business, Flat Owners
Associations
11-16 37,567 (33) 37,534
M1 - M4 142,111 (631) 141,480
R1-R5 32,285 (430) 31,855
Unrated 150 (24) 126
Mortgages
L1-L14 5,986,179 (357) 5,985,822
N1 279,305 (105) 279,200
N2 — W1 277,961 (331) 277,630
W2 15,895 (110) 15,785
W3 1,405 (38) 1,367
Unrated 1,492 - 1,492
Unsecured Retail
Uo1a-U02 338,726 (416) 338,310
U3 105,062 (244) 104,818
uo4 - Uo7 427,142 (2,272) 424,870
Uuo8 — Uo9 83,470 (1,530) 81,940
uto-um 22,633 (1,187) 21,446
ui2 5,636 (972) 4,664
Unrated 301,757 (4,059) 297,698
8,058,776 (12,739) 8,046,037
12,979,628 (31,234) 12,948,394
13,159,764 (31,716) 13,128,048
Financial assets at FVOCI — debt securities
Unrated 1,562,762 (224) 1,562,538

(Table continues on the next page)
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2019
€000

Stage 1

Financial commitments
and contingencies

Internal rating

LC_IT - LC_I6
LC_M1 -LC_M4
LC_R1 -LC_R5

1-16
M1 -M4
R1-R5

Strong
Good
Satisfactory
Weak

L1-14
N1

N2 — W1
W2

W3

U01a - U02
U3
uo4 - uo7
Uo8 - uo9
uto-um
u12

Unrated

Gross - Net
amount LD amount
1,232,825 (300) 1,232,525
92,185 (121) 92,064
11,333 (117) 11,216
707,466 (70) 707,396
544,022 (348) 543,674
84,847 (403) 84,444
13,147 (56) 13,091
96,623 (837) 95,786
42,444 (1,291) 41,153
25 (2) 23
491,139 (45) 491,094
51,572 (25) 51,547
79,904 (138) 79,766
11,560 (101) 11,459
486 (19) 467
236,228 (34) 236,194
14,192 ©) 14,183
50,103 (78) 50,025
2,158 (20) 2,138
515 (12) 503
258 (31 227
83,947 (196) 83,751
3,846,979 (4,253) 3,842,726
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2018 Internal ratin Gross Impairment Net
€'000 9 amount losses amount
Stage 1
Financial assets at AC:
Due from other banks
Unrated 100,678 (656) 100,022
Due from customers:
Public administration
Unrated 122,147 (1,238) 120,909
Corporate
Large Corporates, SME
LC_IN1 -LC_l6 1,130,688 (1,175) 1,129,513
LC_M1-LC_M4 411,388 (1,639) 409,749
LC_R1-LC_R5 10,029 (532) 9,497
[1-16 624,070 (63) 624,007
M1 - M4 885,504 (949) 884,555
R1-R5 169,321 (823) 168,498
Unrated 5 - 5
Specialized Lending — SPV, RED
Strong 246,107 (1,509) 244,598
Good 249,544 (3,388) 246,156
Satisfactory 256,514 (13,202) 243,312
Weak 16,701 (2,299) 14,402
Unrated 3,242 (31) 3,211
Other Non-banking Financial
Institutions, Public Sector Entities
LC_I1 -LC_I6 227,863 (111) 227,752
LC_M1-LC_M4 13,554 (86) 13,468
11-16 238,645 (57) 238,588
M1 - M4 289,130 (196) 288,934
Unrated 2,897 (72) 2,825
Factoring
Unrated 77,361 (34) 77,327
4,852,563 (26,166) 4,826,397

(Table continues on the next page)
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2018
€000

Stage 1

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Financial assets at FVOCI — debt securities

(Table continues on the next page)

Internal rating

1-16
M1 -M4
R1-R5

Unrated

L1-14
N1

N2 — W1
W2

W3

Unrated

U01a - U02
U3
uo4 - uo7
Uo8 — uo9
uto-um
u12

Unrated

Unrated

Gross Impairment Net
amount losses amount
36,162 (34) 36,128
146,832 (661) 146,171
31,158 (610) 30,548

1 - 1
5,326,277 (372) 5,325,905
258,370 (111) 258,259
250,524 (307) 250,217
14,113 (102) 14,011
2,810 (84) 2,726
2,491 (5) 2,486
317,600 (380) 317,220
100,649 (247) 100,402
411,399 (2,373) 409,026
75,986 (1,456) 74,530
23,327 (1,248) 22,079
6,185 (1,127) 5,058
366,084 (6,291) 359,793
7,369,968 (15,408) 7,354,560
12,344,678 (42,812) 12,301,866
12,445,356 (43,468) 12,401,888
741,248 (134) 741,114
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AU Internal ratin e Provisions L
€'000 9 amount amount
Stage 1

Financial commitments and
contingencies

LC_IT-LC_I6 1,054,046 (384) 1,053,662
LC_M1-LC_M4 96,444 (156) 96,288
LC_R1-LC_R5 21,308 (155) 21,153
11-16 607,555 (79) 607,476

M1 - M4 591,607 (548) 591,059
R1-R5 52,777 (236) 52,541
Strong 20,971 (102) 20,869

Good 88,195 (880) 87,315
Satisfactory 95,741 (3,415) 92,326
Weak 469 (43) 426
L1-14 495,541 (52) 495,489

N1 40,535 (24) 40,511

N2 — W1 60,397 (120) 60,277

W2 6,965 (71) 6,894

W3 200 (12) 188

U01a - U02 239,286 (39) 239,247
U3 22,012 (18) 21,994

Uo4 - Uo7 30,685 (79) 30,606
Uo8 - Uo9 1,571 (21) 1,550
u1to-ut 274 9) 265
u12 266 (44) 222

Unrated 287,423 (534) 286,889

3,814,268 (7,021) 3,807,247
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The following table shows the quality of the Bank's stage 2 credit portfolio in terms of internal ratings used
for IRB purposes:

2019 Internal ratin Gross Impairment Net
€000 9 amount losses amount
Stage 2
Financial assets at AC:
Due from other banks
Unrated 843 6) 837
Due from customers:
Public administration
Unrated 18,503 (1,182) 17,321
Corporate
Large Corporates, SME
LC_M1-LC_M4 67,803 (139) 67,664
11-16 293 - 293
M1 - M4 9,520 (40) 9,480
R1-R5 246,288 (2,973) 243,315
Specialized Lending — SPV, RED
Strong 4,612 (308) 4,304
Good 35,344 (4,285) 31,059
Satisfactory 32,066 (1,999) 30,067
Weak 14,646 (4,605) 10,041
Factoring
Unrated 2,420 (7) 2,413
412,992 (14,356) 398,636

(Table continues on the next page)
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2(319 Internal rating Gross Impairment Net
€000 amount losses amount
Stage 2
Financial assets at AC:
Due from customers:
Retail
Small Business, Flat Owners
Associations
1-16 351 - 351
M1 - M4 20,172 (453) 19,719
R1-R5 41,986 (2,539) 39,447
Mortgages
L1-14 17,753 (83) 17,670
N1 6,484 (48) 6,436
N2 — W1 111,162 (1,821) 109,341
W2 55,614 (1,633) 53,981
W3 62,185 (5,167) 57,018
Unsecured Retail
U01a - UO02 982 (5) 977
U3 484 (4) 480
Uo4 - uo7 61,021 (1,404) 59,617
uo8 - uo9 56,706 (2,914) 53,792
u1to-ut 57,406 (5,465) 51,941
u12 64,497 (15,870) 48,627
Unrated 27,928 (6,358) 21,570
584,731 (43,764) 540,967
1,016,226 (59,302) 956,924
1,017,069 (59,308) 957,761

(Table continues on the next page)
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2019
€000

Stage 2

Financial commitments
and contingencies

Internal rating

LC_M1 - LC_M4
LC_R1 -LC_R5

11-16
M1 - M4
R1-R5

Strong
Satisfactory

N2 — W1
W2
W3

U3
uo4 - uo7
Uo8 - uo9
uto-um

u12

Unrated

Gross . . Net
Provisions
amount amount
72,545 (103) 72,442
578 (18) 560
430 - 430
4,819 (20) 4,799
36,669 (455) 36,214
8 - 8
1,560 (102) 1,458
924 (36) 888
578 (40) 538
1,084 (73) 1,011
11 - 1M
5,167 (38) 5,129
1,826 (36) 1,790
1,151 (44) 1,107
1,118 (392) 726
6,324 (353) 5,971
134,792 (1,710) 133,082
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2018 Internal ratin Gross Impairment Net
€000 9 amount losses amount
Stage 2
Financial assets at AC:
Due from other banks
Unrated 2,530 (98) 2,432
Due from customers:
Public administration
Unrated 21,392 (1,361) 20,031
Corporate
Large Corporates, SME
LC_M1-LC_M4 23,523 (93) 23,430
11-16 1,283 ) 1,282
M1 - M4 45,615 (67) 45,548
R1-R5 155,598 (1,754) 153,844
Specialized Lending — SPV, RED
Satisfactory 3,286 (376) 2,910
Weak 51,519 (9,611) 41,908
Other Non-banking Financial
Institutions, Public Sector Entities
Unrated 1 - 1
Factoring
Unrated 17,446 (37) 17,409
298,271 (11,939) 286,332

(Table continues on the next page)
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2(318 Internal rating Gross Impairment Net
€000 amount losses amount
Stage 2
Financial assets at AC:
Due from customers:
Retail
Small Business, Flat Owners
Associations
11-16 10 - 10
M1 - M4 16,571 (397) 16,174
R1-R5 40,686 (2,618) 38,068
Unrated 451 (124) 327
Mortgages
L1T-14 17,699 (106) 17,593
N1 5,714 (47) 5,667
N2 — W1 104,171 (1,925) 102,246
W2 56,954 (1,829) 55,125
W3 58,647 (4,070) 54,577
D (default) 3,905 (1,050) 2,855
Unsecured Retail
U01a - UO02 887 (5) 882
us3 529 (5) 524
uo4 — Uo7 69,177 (1,587) 67,590
uo8 — U09 62,161 (3,263) 58,898
u10-um 59,203 (6,061) 53,142
u12 59,270 (13,076) 46,194
D (default) 4,297 (1,982) 2,315
Unrated 53,418 (13,921) 39,497
613,750 (52,066) 561,684
933,413 (65,366) 868,047
935,943 (65,464) 870,479

(Table continues on the next page)
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AU Internal ratin e Provisions i
€'000 9 amount amount
Stage 2

Financial commitments
and contingencies

LC_IT-LC_l6 5,000 (3) 4,997
LC_M1-LC_M4 100,182 (150) 100,032
LC_R1 - LC_R5 988 (44) 944
1-16 229 - 229

M1 - M4 7,822 (39) 7,783
R1-R5 31,381 (405) 30,976

Weak 954 (254) 700

L1-14 100 (3) 97

N2 - W1 2,017 (83) 1,934

W2 1,109 (75) 1,034

W3 220 (22) 198
U0tla-U02 75 - 75
us3 21 - 21

uo4 - uo7 8,628 (67) 8,561
Uos - uo9 2,495 (60) 2,435
uto-ut 1,182 (63) 1,119
u12 935 (284) 651

D (default) 3,624 (284) 3,340
Unrated 39,626 (1,828) 37,798

206,588 (3,664) 202,924
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The following table shows the quality of the Bank’s stage 3 credit portfolio in terms of internal ratings used

for IRB purposes:

2019
€'000

Stage 3

Financial assets at AC:
Due from customers:

Public administration

Corporate
Large Corporates, SME

Specialized Lending — SPV, RED

Other Non-banking Financial
Institutions, Public Sector Entities

Factoring

Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Financial commitments
and contingencies

Internal rating

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

D (default)

Gross Impairment Net
amount losses amount
50 (8) 42
58,053 (33,065) 24,988
14,586 (13,348) 1,238
8 (1) 7

4,646 (1,188) 3,458
77,293 (47,602) 29,691
13,628 (9,018) 4,610
82,188 (29,147) 53,041
230,250 (144,811) 85,439
326,066 (182,976) 143,090
403,409 (230,586) 172,823
403,409 (230,586) 172,823
22,647 (3,428) 19,219
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2018 Internal ratin Gross Impairment Net
€000 9 amount losses amount
Stage 3
Financial assets at AC:
Due from customers:
Public administration
Unrated 1 - 1
Corporate
Large Corporates, SME
M1 - M4 7,562 (2,078) 5,484
R1-R5 6,884 (4,504) 2,380
D (default) 32,252 (27,393) 4,859
Specialized Lending — SPV, RED
Weak 7,934 (3,339) 4,595
D (default) 13,465 (12,875) 590
Other Non-banking Financial
Institutions, Public Sector Entities
M1 - M4 2 (1 1
Unrated 7 (1) 6
Factoring
Unrated 10,530 (1,148) 9,382
78,636 (51,339) 27,297

(Table continues on the next page)
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2(318 Internal rating Gross Impairment Net
€000 amount losses amount
Stage 3
Financial assets at AC:
Due from customers:
Retail
Small Business, Flat Owners
Associations
M1 - M4 6 (5) 1
R1T-R5 1,198 (952) 246
D (default) 10,112 (8,126) 1,986
Mortgages
L1-L14 1,837 (377) 1,460
N1 1,056 (166) 890
N2 — W1 1,702 (328) 1,374
W2 1,802 (388) 1,414
W3 28,222 (6,613) 21,609
D (default) 36,434 (16,201) 20,233
Unrated 1 - 1
Unsecured Retail
U01a - UO02 19 (12) 7
us3 34 (22) 12
uo4 — Uo7 281 (178) 103
uo8 — U09 398 (254) 144
u10-um 764 (488) 276
u12 6,326 (4,007) 2,319
D (default) 154,007 (107,288) 46,719
Unrated 97,404 (65,876) 31,528
341,603 (211,281) 130,322
420,240 (262,620) 157,620
420,240 (262,620) 157,620

(Table continues on the next page)
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AU Internal ratin e Provisions i
€'000 9 amount amount
Stage 3

Financial commitments and
contingencies

M1 - M4 8,601 (390) 8,211
R1-R5 3,148 (1,996) 1,152
L1-14 168 - 168

W2 70 - 70
UOtla-U02 25 - 25
U3 11 - 11

uo4 - uo7 87 - 87
Uo8 - uo9 17 - 17
uto-um 21 - 21
u1z 172 - 172

D (default) 6,228 (883) 5,345
Unrated 1,245 (454) 791

19,793 (3,723) 16,070
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The following table shows the quality of the Bank’s total credit portfolio in terms of internal ratings used
for IRB purposes:

2019 Internal ratin Gross Impairment Net
€000 9 amount losses amount
Financial assets at AC:
Due from other banks
Unrated 180,979 (488) 180,491
Due from customers:
Public administration
D (default) 50 (8) 42
Unrated 134,710 (2,250) 132,460
134,760 (2,258) 132,502
Corporate
Large Corporates, SME
LC_I1 -LC_l6 1,252,046 (630) 1,251,416
LC_M1-LC_M4 488,969 (1,192) 487,777
LC_R1-LC_R5 13,820 (100) 13,720
11-16 689,793 (96) 689,697
M1 - M4 658,523 (553) 657,970
R1-R5 427,925 (3,580) 424,345
D (default) 58,053 (33,065) 24,988
Unrated 50,401 (36) 50,365
Specialized Lending — SPV, RED
Strong 267,375 (1,776) 265,599
Good 332,578 (7,744) 324,834
Satisfactory 225,516 (8,924) 216,592
Weak 31,927 (6,644) 25,283
D (default) 14,586 (13,348) 1,238
Other Non-banking Financial
Institutions, Public Sector Entities
LC_I1 -LC_l6 205,567 (82) 205,485
LC_R1-LC_R5 12,832 (126) 12,706
11-16 136,300 (28) 136,272
M1 - M4 309,243 (160) 309,083
D (default) 8 (1) 7
Unrated 26,401 (66) 26,335
Factoring
D (default) 4,646 (1,188) 3,458
Unrated 88,421 (46) 88,375
5,294,930 (79,385) 5,215,545

(Table continues on the next page)
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2(319 Internal rating Gross Impairment Net
€000 amount losses amount
Financial assets at AC:
Due from customers:
Retail
Small Business, Flat Owners
Associations
11T -16 37,918 (33) 37,885
M1 - M4 162,283 (1,084) 161,199
R1T-R5 74,271 (2,969) 71,302
D (default) 13,628 (9,018) 4,610
Unrated 150 (24) 126
Mortgages
L1T-14 6,003,932 (440) 6,003,492
N1 285,789 (153) 285,636
N2 — W1 389,123 (2,152) 386,971
W2 71,509 (1,743) 69,766
W3 63,590 (5,205) 58,385
D (default) 82,188 (29,147) 53,041
Unrated 1,492 - 1,492
Unsecured Retail
U01a - U02 339,708 (421) 339,287
U3 105,546 (248) 105,298
uo4 — Uo7 488,163 (3,676) 484,487
Uo8 — U9 140,176 (4,444) 135,732
u1o-um 80,039 (6,652) 73,387
Uiz 70,133 (16,842) 53,291
D (default) 230,250 (144,811) 85,439
Unrated 329,685 (10,417) 319,268
8,969,573 (239,479) 8,730,094
14,399,263 (321,122) 14,078,141
14,580,242 (321,610) 14,258,632
Financial assets at FVOCI — debt securities
Unrated 1,562,762 (224) 1,562,538

(Table continues on the next page)
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2019
€000

Financial commitments and
contingencies

Internal rating

LC_IT - LC_l6
LC_M1-LC_M4
LC_R1-LC_R5

11-16
M1 - M4
R1-R5

Strong
Good
Satisfactory
Weak

L1-L4
N1

N2 - W1
W2

W3

U01a-U02
U3
Uo4 - uo7
Uo8 - uo9
uto-um
u12

D (default)
Unrated

Gross - Net
amount LD amount
1,232,825 (300) 1,232,525
164,730 (224) 164,506
11,911 (135) 11,776
707,896 (70) 707,826
548,841 (368) 548,473
121,516 (858) 120,658
13,155 (56) 13,099
96,623 (837) 95,786
44,004 (1,393) 42,611
25 (2) 23
491,139 (45) 491,094
51,572 (25) 51,547
80,828 (174) 80,654
12,138 (141) 11,997
1,570 (92) 1,478
236,228 (34) 236,194
14,203 9) 14,194
55,270 (116) 55,154
3,984 (56) 3,928
1,666 (56) 1,610
1,376 (423) 953
22,647 (3,428) 19,219
90,271 (549) 89,722
4,004,418 (9,391) 3,995,027
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2018 Internal ratin Gross Impairment Net
€000 9 amount losses amount
Financial assets at AC:
Due from other banks
Unrated 103,208 (754) 102,454
Due from customers:
Public administration
Unrated 143,540 (2,599) 140,941
Corporate
Large Corporates, SME
LC_IT-LC_I6 1,130,688 (1,175) 1,129,513
LC_M1-LC_M4 434,911 (1,732) 433,179
LC_R1-LC_R5 10,029 (532) 9,497
11T-16 625,353 (64) 625,289
M1 - M4 938,681 (3,094) 935,587
R1-R5 331,803 (7,081) 324,722
D (default) 32,252 (27,393) 4,859
Unrated 5 - 5
Specialized Lending — SPV, RED
Strong 246,107 (1,509) 244 598
Good 249,544 (3,388) 246,156
Satisfactory 259,800 (13,578) 246,222
Weak 76,154 (15,249) 60,905
D (default) 13,465 (12,875) 590
Unrated 3,242 (31) 3,211
Other Non-banking Financial
Institutions, Public Sector Entities
LC_I1-LC_I6 227,863 111) 227,752
LC_M1-LC_M4 13,554 (86) 13,468
11-16 238,645 (57) 238,588
M1 - M4 289,132 (197) 288,935
Unrated 2,905 (73) 2,832
Factoring
Unrated 105,337 (1,219) 104,118
5,229,470 (89,444) 5,140,026

(Table continues on the next page)
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2018
€000

Financial assets at AC:
Due from customers:
Retail

Small Business, Flat Owners
Associations

Mortgages

Unsecured Retail

Financial assets at FVOCI — debt securities

(Table continues on the next page)

Internal rating

11-16
M1 - M4
R1-R5

D (default)
Unrated

L1-14
N1

N2 — W1
W2

W3

D (default)
Unrated

Uo1a-U02
U3
Uo4 - uo7
Uo8 - uo9
uto-um
u12

D (default)
Unrated

Unrated

Gross Impairment Net
amount losses amount
36,172 (34) 36,138
163,409 (1,063) 162,346
73,042 (4,180) 68,862
10,112 (8,126) 1,986
452 (124) 328
5,345,813 (855) 5,344,958
265,140 (324) 264,816
356,397 (2,560) 353,837
72,869 (2,319) 70,550
89,679 (10,767) 78,912
40,339 (17,251) 23,088
2,492 (5) 2,487
318,506 (397) 318,109
101,212 (274) 100,938
480,857 (4,138) 476,719
138,545 (4,973) 133,572
83,294 (7,797) 75,497
71,781 (18,210) 53,571
158,304 (109,270) 49,034
516,906 (86,088) 430,818
8,325,321 (278,755) 8,046,566
13,698,331 (370,798) 13,327,533
13,801,539 (371,552) 13,429,987
741,248 (134) 741,114
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AU Internal ratin e Provisions L
€'000 9 amount amount

Financial commitments
and contingencies

LC_IN -LC_l6 1,059,046 (387) 1,058,659
LC_M1-LC_M4 196,626 (306) 196,320
LC_R1-LC_R5 22,296 (199) 22,097
1-16 607,784 (79) 607,705

M1 - M4 608,030 (977) 607,053
R1—-R5 87,306 (2,637) 84,669
Strong 20,971 (102) 20,869

Good 88,195 (880) 87,315
Satisfactory 95,741 (3,415) 92,326
Weak 1,423 (297) 1,126
L1-14 495,809 (55) 495,754

N1 40,535 (24) 40,511

N2 - W1 62,414 (203) 62,211

W2 8,144 (146) 7,998

W3 420 (34) 386
UO1a-U02 239,386 (39) 239,347
U3 22,044 (18) 22,026

uo4 - uo7 39,400 (146) 39,254
Uo8 — u09 4,083 (81) 4,002
U10-U11 1,477 (72) 1,405
u12 1,373 (328) 1,045

D (default) 9,852 (1,167) 8,685
Unrated 328,294 (2,816) 325,478
4,040,649 (14,408) 4,026,241

In the tables above, only portfolios for which the Bank received the authorisation to use internal models for
capital requirements and retail unsecured portfolio (where the Bank aims to obtain the authorisation in the
future) are listed with internal ratings. The other portfolios are listed as unrated.
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For some portfolios, information from external credit reference agencies is also used. The credit quality for
financial assets at amortised cost: due from other banks is in the rating scale from Aa1 to Caal (31 Decem-
ber 2018: Aa3 to Ba1). The following table sets out the credit quality of FVOCI debt securities. The analysis
has been based on Moody's ratings.

2019 External Gross Impairment Net
€000 rating amount losses amount

Financial assets at FVOCI — debt securities

Aaa 268,633 (34) 268,599

Aal 34,409 (6) 34,403

Aa3 51,710 (11) 51,699

A2 508,674 41) 508,633

Baa1l 209,389 (15) 209,374

Baa3 489,947 (117) 489,830

1,562,762 (224) 1,562,538

2018 External Gross Impairment Net

€'000 rating amount losses amount
Financial assets at FVOCI — debt securities

Aa3 20,175 (8) 20,167

A2 477,786 (18) 477,768

Baa1 39,150 (12) 39,138

Baa3 204,137 (96) 204,041

741,248 (134) 741,114
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4.1.10. Sensitivity analysis of impairment losses

In the table below the Bank shows the sensitivity of ECL calculation to a decrease of PD parameter by 10%:

éoggo Base scenario Decrease PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 488 439 (49) (10.04%)
Due from customers:

Municipalities 2,258 2,033 (225) (9.96%)

Corporate
Large Corporates 5,209 4,986 (223) (4.28%)
Large Corporates — debt securities 18 106 (12) (10.17%)
Specialized Lending 38,436 35,927 (2,509) (6.53%)
SME 33,925 33,542 (383) (1.13%)
Other Non-banking Financial 397 357 (40) (10.08%)

Institutions
P situtons - deby securies 28 25 ®  0071%)
Public Sector Entities 38 34 4) (10.53%)
Factoring 1,234 1,230 4) (0.32%)
79,385 76,207 (3,178) (4.00%)
Retail

Small Business 12,881 12,495 (386) (3.00%)
Consumer Loans 158,732 154,939 (3,793) (2.39%)
Mortgages 38,840 37,871 (969) (2.49%)
Credit Cards 22,428 22,084 (344) (1.53%)
Overdrafts 6,351 6,218 (133) (2.09%)
Flat Owners Associations 247 222 (25) (10.12%)
239,479 233,829 (5,650) (2.36%)
321,122 312,069 (9,053) (2.82%)
321,610 312,508 (9,102) (2.83%)

Financial assets at FVOCI — debt securities 224 202 (22) (9.82%)
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2018

€000 Base scenario Decrease PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 754 688 (66) (8.75%)
Due from customers:

Municipalities 2,599 2,339 (260) (10.00%)

Corporate
Large Corporates 5,484 5,158 (326) (5.94%)
Large Corporates — debt securities 619 557 (62) (10.02%)
Specialized Lending 46,630 43,588 (3,042) (6.52%)
SME 34,968 34,649 (319) (0.91%)
Olt:siirul:lggr—]gankmg Financial 451 11 (30) (6.65%)
Public Sector Entities 73 66 (7) (9.59%)
Factoring 1,219 1,217 (2) (0.16%)
89,444 85,656 (3,788) (4.24%)

Retail

Small Business 13,277 12,858 (419) (3.16%)
Consumer Loans 189,856 185,475 (4,381) (2.31%)
Mortgages 34,081 33,186 (895) (2.63%)
Credit Cards 32,705 32,222 (483) (1.48%)
Overdrafts 8,586 8,411 (175) (2.04%)
Flat Owners Associations 250 224 (26) (10.40%)
278,755 272,376 (6,379) (2.29%)
370,798 360,371 (10,427) (2.81%)
371,552 361,059 (10,493) (2.82%)

Financial assets at FVOCI — debt securities 134 121 (13) (9.70%)
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In the table below the Bank shows the sensitivity of ECL calculation to an increase of PD parameter by 10%:

2019

€000 Base scenario Increase PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 488 537 49 10.04%
Due from customers:

Municipalities 2,258 2,483 225 9.96%

Corporate
Large Corporates 5,209 5,432 223 4.28%
Large Corporates — debt securities 118 130 12 10.17%
Specialized Lending 38,436 40,945 2,509 6.53%
SME 33,925 34,308 383 1.13%
Olt:;iruljlt(i)gr;ts)ank|ng Financial 397 437 40 10.08%
P stiutons - deby secures 28 31 3 10.71%
Public Sector Entities 38 42 4 10.53%
Factoring 1,234 1,238 4 0.32%
79,385 82,563 3,178 4.00%

Retail

Small Business 12,881 13,267 386 3.00%
Consumer Loans 158,732 162,525 3,793 2.39%
Mortgages 38,840 39,809 969 2.49%
Credit Cards 22,428 22,772 344 1.53%
Overdrafts 6,351 6,484 133 2.09%
Flat Owners Associations 247 272 25 10.12%
239,479 245,129 5,650 2.36%
321,122 330,175 9,053 2.82%
321,610 330,712 9,102 2.83%

Financial assets at FVOCI — debt securities 224 246 22 9.82%
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2018

€000 Base scenario Increase PD by 10%
Impairment Impairment Absolute Relative
losses losses change change
Financial assets at AC:
Due from other banks 754 821 67 8.89%
Due from customers:

Municipalities 2,599 2,859 260 10.00%

Corporate
Large Corporates 5,484 5,810 326 5.94%
Large Corporates — debt securities 619 681 62 10.02%
Specialized Lending 46,630 49,672 3,042 6.52%
SME 34,968 35,286 318 0.91%
Olt:siirul:lggr—]gankmg Financial 451 482 31 6.87%
Public Sector Entities 73 81 8 10.96%
Factoring 1,219 1,221 2 0.16%
89,444 93,233 3,789 4.24%

Retail

Small Business 13,277 13,696 419 3.16%
Consumer Loans 189,856 194,237 4,381 231%
Mortgages 34,081 34,976 895 2.63%
Credit Cards 32,705 33,187 482 1.47%
Overdrafts 8,586 8,760 174 2.03%
Flat Owners Associations 250 275 25 10.00%
278,755 285,131 6,376 2.29%
370,798 381,223 10,425 2.81%
371,552 382,044 10,492 2.82%

Financial assets at FVOCI — debt securities 134 147 13 9.70%
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4.1.11. Impact of the possible scenarios on the impairment losses and provisions

The behaviour of the model is described by six possible scenarios simulating a worsening of the macroe-
conomic situation. The scenarios resulted in the increase of expected loss in both stage 1 and stage 2. The
simulation was run as an example on the most significant segment Mortgages.

The scenarios and their impact are depicted in the tables below:

29;30 Stage 1
Impair-
Scenario Scenario description ment Provisions Total
losses
Base without stressing
ECL 940 327 1,267
Absolute change - - -
Relative change - - -
Gorsies 1o CBF gout ey
ECL 943 328 1,271
Absolute change 3 1 4
Relative change 0.30% 0.26% 0.29%
UR stress 10% UR increase by 15 bps
ECL 953 331 1,284
Absolute change 13 4 17
Relative change 1.38% 1.23% 1.34%
Alstess 10% ety 15 0ps
ECL 956 332 1,288
Absolute change 16 5 21
Relative change 1.69% 1.50% 1.64%
GDP stress 30% G?;ﬁgg‘g“h decrease by
ECL 948 330 1,278
Absolute change 8 3 11
Relative change 0.86% 0.77% 0.84%
UR stress 30% UR increase by 45 bps
ECL 980 339 1,319
Absolute change 39 12 51
Relative change 4.16% 3.69% 4.04%
GDP growth decrease by
ALL stress 30% 127 bps and UR increase by
45 bps
ECL 988 342 1,330
Absolute change 47 15 62

Relative change 5.04% 4.47% 4.90%
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2019
€000

Scenario

Base

GDP stress 10%

UR stress 10%

ALL stress 10%

GDP stress 30%

UR stress 30%

ALL stress 30%

Scenario description

without stressing

GDP growth decrease by 42 bps

UR increase by 15 bps

GDP growth decrease by 42 bps
and UR increase by 15 bps

GDP growth decrease by
127 bps

UR increase by 45 bps

GDP growth decrease by
127 bps and UR increase by
45 bps

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

Impair-
ment
losses

8,752

8,779
27
0.31%

8,802
50
0.57%

8,829
77
0.88%

8,832
79
0.91%

8,902
149
1.71%

8,980
228
2.60%

Provisions

299

0.15%

299

0.29%

299

0.44%

299

0.45%

301

0.85%

302

1.30%

Stage 2

Total

9,078
27
0.30%

9,101
51
0.56%

9,128
78
0.86%

9,131
80
0.89%

9,202
152
1.68%

9,282
232
2.56%
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2018

€000 Stage 1
Impair-
Scenario Scenario description ment Provisions Total
losses
Base without stressing
ECL 976 279 1,255
Absolute change - - -
Relative change - - -
GDP stress 10% GDP growth decrease by 30 bps
ECL 983 281 1,264
Absolute change 7 2 9
Relative change 0.69% 0.64% 0.68%
CPI stress 10% CPI decrease by 1 bps
ECL 977 279 1,256
Absolute change 1 - 1
Relative change 0.09% 0.08% 0.08%
GDP and CPI stress GDP growth decrease by 30 bps
10% and CPI decrease by 1 bps
ECL 984 281 1,265
Absolute change 8 2 10
Relative change 0.76% 0.71% 0.75%
GDP stress 30% GDP growth decrease by 91 bps
ECL 996 285 1,281
Absolute change 20 6 26
Relative change 2.05% 1.91% 2.02%
CPI stress 30% CPI decrease by 3 bps
ECL 979 280 1,259
Absolute change 3 1 4
Relative change 0.23% 0.22% 0.23%
GDP and CPI stress GDP growth decrease by 91 bps
30% and CPI decrease by 3 bps
ECL 999 285 1,284
Absolute change 23 6 29

Relative change 2.28% 2.11% 2.24%
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2018
€000

Scenario

Base

GDP stress 10%

CPI stress 10%

GDP and CPI stress
10%

GDP stress 30%

CPI stress 30%

GDP and CPI stress
30%

Scenario description

without stressing

GDP growth decrease by 30 bps

CPI decrease by 1 bps

GDP growth decrease by 30 bps
and CPI decrease by 1 bps

GDP growth decrease by 91 bps

CPI decrease by 3 bps

GDP growth decrease by 91 bps
and CPI decrease by 3 bps

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

ECL
Absolute change
Relative change

Impair-
ment
losses

9,027

9,056
29
0.32%

9,030

0.04%

9,059
32
0.36%

9,114
87
0.97%

9,036

0.11%

9,124
97
1.07%

Provisions

183

183

0.33%

183

0.04%

184

0.36%

185

0.98%

183

0.11%

185

1.08%

Stage 2

Total

9,239
29
0.32%

9,213

0.04%

9,243
33
0.36%

9,299
89
0.97%

9,219

0.11%

9,309
99
1.07%
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4.1.12. Credit risk of financial derivatives

Credit exposure or the replacement cost of derivative financial instruments represents the Bank’s credit
exposure from contracts with a positive fair value, that is, it indicates the estimated maximum potential los-
ses in the event that counterparties fail to perform their obligations. It is usually a small proportion of the
notional amounts of the contracts. The credit exposure of each contract is indicated by the credit equiva-
lent calculated pursuant to the generally applicable methodology using the current exposure method and
involves the market value of the contract (only if positive, otherwise a zero value is taken into account) and
a portion of the nominal value, which indicates the potential change in market value over the term of the
contract. The credit equivalent is established depending on the type of contract and its maturity. The Bank
assesses the credit risk of all financial instruments on a daily basis.

With regard to IFRS 13 which contains a clarification in reference to non-performance risk in determining

the fair value of over-the-counter derivatives, the Bank uses the Bilateral Credit Value Adjustment model

('bCVA). It takes fully into account the effects of changes in counterparty credit ratings as well as the chan-

ges in own credit rating. The bCVA has two addends, calculated by considering the possibility that both

counterparties go bankrupt, known as the Credit Value Adjustment (‘'CVA') and Debit Value Adjustment

('DVA):

— The CVA (negative) takes into account scenarios whereby the counterparty fails before the Bank that has
a positive exposure to the counterparty. In these scenarios the Bank suffers a loss equal to the cost of
replacing the derivative,

— The DVA (positive) takes into account scenarios whereby the Bank fails before the counterparty and has
a negative exposure to the counterparty. In these scenarios the Bank achieves a gain equal to the cost of
replacing the derivative.

The bCVA depends on the exposure, probability of default and the loss given default of the counterparties.
The Bank is selective in its choice of counterparties and sets limits for transactions with customers. The Bank
takes its own and its counterparties’ credit risk into consideration to the extent it believes the market par-
ticipants would do so.

The table below shows the maximum amount of credit risk of derivative financial instruments. To express
the maximum amount of credit risk, the fair value of derivative financial assets is increased by the value of
the potential credit exposure (‘add on’) calculated as the nominal value of the derivative financial instru-
ment multiplied by the respective coefficient depending on the type of the instrument. The credit risk of the
remaining financial assets not reported in the table below approximates their carrying amounts.

€000 2019 2018

Financial assets
Financial assets at fair value through profit or loss:
Financial assets held for trading:

Derivative financial instruments 40,070 87,565
Derivatives — Hedge accounting 137,860 65,113
177,930 152,678

4.2. Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices or foreign exchange
rate will affect the Bank's income or the value of its holdings of financial instruments. The objective of mar-
ket risk management is to manage and control market risk exposures within acceptable parameters, while
optimizing the return on risk.

4.2.1. Management of market risk
The Bank separates its exposures to market risk between trading (‘trading book’) and non-trading portfolios

(‘banking book’). Trading portfolios are held by the Trading sub-department and include positions arising
from market-making and proprietary position taking. All foreign exchange risk within the Bank is transfer-
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red each day to the Trading sub-department and forms part of the trading portfolio for risk management
purposes. The non-trading portfolios are managed by the sub-department Asset Liability Management
('ALM"), and include all positions which are not intended for trading.

Trading portfolios includes derivative financial instruments used for both trading and hedging and debt securi-
ties classified as financial assets held for trading. All other financial instruments are part of the banking book.

Overall authority for market risk is vested in ALCO. The Enterprise Risk Management Department is respon-
sible for the development of detailed risk management policies (subject to review and approval by ALCO)
and for their implementation and day-to-day risk monitoring and reporting.

In the normal course of business, the Bank enters into derivative financial instrument transactions to hedge
its liquidity, foreign exchange and interest rate risks. The Bank also enters into proprietary derivative finan-
cial transactions for the purpose of generating profits from short-term fluctuations in market prices. The
Bank operates a system of market risk and counterparty limits, which are designed to restrict exposure to
movements in market prices and counterparty concentrations. The Bank also monitors adherence to these
limits on a daily basis.

4.2.2. Exposure to market risk — trading portfolios

The principal tool used to measure and control market risk exposures within the Bank’s trading portfolio is
Value at Risk (‘"VaR’). A derivation of VaR is the stress VaR (‘sVaR’), which represents maximal VaR of a selec-
ted one year period generating the highest value of VaR during the last five years. The VaR of a trading por-
tfolio is the estimated loss that will arise on the portfolio over a specified period of time (holding period)
from an adverse market movement with a specified probability (confidence level). The VaR model used by
the Bank is based upon a 99% confidence level and assumes a one-day holding period.

The VaR and sVaR models used are based on historical simulations. Taking into account market data from
the previous year and in case of sVaR a one year scenario from five years of history and observed relation-
ships between different markets and prices, the models generate a wide range of plausible future scenarios
for market price movements evaluated in the model. The VaR model was approved by the NBS as a basis for
the calculation of the capital charge for market risk of the trading book.

The Bank uses VaR limits for total market risk in the trading book, foreign exchange risk and interest rate
risk. The overall structure of VaR and sVaR limits is subject to review and approval by ALCO and Intesa
Sanpaolo. VaR is measured on a daily basis. Daily reports of utilisation of VaR and sVaR limits are submitted
to the trading unit, the head of the Division Risk Management and the head of the Department Treasury
and ALM. Regular summaries are submitted to Intesa Sanpaolo and ALCO.

A summary of the VaR and sVaR position of the Bank’s trading portfolios:

2019 2018
€000 Balance Avg Max Min Balance Avg Max Min
Foreign currency risk 31 49 133 5 44 43 124 12
Interest rate risk 98 570 1,956 71 343 1,492 3,942 343
Total VaR 101 573 1,966 80 332 1,495 3,926 332
Total sVaR 184 1,534 3,073 184 791 1,479 3,445 334

Although VaR is a popular and widely used risk management tool, there are known limitations, among

which the following are the most important ones:

— VaR does not measure the worst case loss, since a 99% confidence interval means that in 1% of cases
the loss is expected to be greater than the VaR amount;

— VaR calculated using a one day holding period assumes hedge or disposal of a position within one day,
which might not be realistic in the case of a longer illiquid situation on the market;

— For calculating VaR of a portfolio, the return, the volatility but also the correlation between various
assets needs to be recognized which might represent a difficult task when taking into account the
growing number and diversity of positions in a given portfolio.
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These limitations are recognized, by supplementing VaR limits with other position limit structures. In addi-
tion, the Bank uses a wide range of stress tests, to model the financial impact of a variety of exceptional
market scenarios on the Bank’s position. Furthermore, integrating the sVaR measure into the VaR concept
adds to mitigation of the limitation of using historical series and possibly omitting scenarios of an extraor-
dinary nature.

4.2.3. Exposure to interest rate risk

Interest rate risk comprises of the risk that the value of a financial instrument will fluctuate due to changes
in market interest rates and of the risk that the maturities of interest earning assets differ from the maturi-
ties of the interest bearing liabilities used to fund those assets. The length of time for which the interest rate
is fixed on a financial instrument therefore indicates the extent to which it is exposed to interest rate risk.

All the assumptions, methodologies and responsibilities are described in internal documents ‘Guidelines on
the Governance of Interest Rate Risk in the Banking Book’ ('IRRBB’) and ‘Rules on the Measurement and
Control of IRRBB in VUB Group’ which are approved by the Management Board and are consistent with ISP
Group IRRBB Guidelines and Rules.

The main risk to which non-trading portfolios are exposed is the risk of loss from fluctuations in the future
cash flows or fair values of financial instruments due to a change in market interest rates. Interest rate risk is
managed mainly through the monitoring of interest rate gaps. Financial instruments are mapped to re-pri-
cing gaps either by maturity for fixed rate instruments, or by next re-pricing date for floating rate instru-
ments. Assets and liabilities that do not have a contractual maturity date are mapped according to internal
models based on behavioural assumptions.

The Risk Management division is responsible for monitoring and reporting of these gaps at least on
a monthly basis. The management of interest rate risk is measured by shift sensitivity of fair value analy-
sis (change in present value). In line with the ISP Group methodology, the shift sensitivity analysis is done
through baseline, internal stress and regulatory scenarios. Baseline scenarios are defined as a parallel and
instantaneous shift of +/- 100 basis points of the yield curve. Internal stress scenarios have been introduced
in 2017, measuring the shift sensitivity through parallel and instantaneous shift of +/-200 basis points, and
non-parallel steepening and flattening scenarios. Six regulatory scenarios, according to the Interest Rate
Risk in the Banking Book Guidelines published by Basel Committee on Banking Supervision, have been in-
troduced in 2017. All scenarios are applied on monthly basis as from September 2019.

The sensitivity of the interest margin is also measured with a set of scenarios similar to shift sensitivity ana-
lysis — baseline, internal stress and regulatory scenarios. The baseline scenario is represented by parallel and
instantaneous of +/-50 bps shocks in the yield curve, in a period of following 12 months. Furthermore, ad-
ditional internal stress and regulatory scenarios are applied: +/-100, +/-200 and six stress scenarios accor-
ding to the Interest Rate Risk in the Banking Book Guidelines published by the Basel Committee on Banking
Supervision.

Overall banking book interest rate risk positions are managed by the Treasury and ALM Department, which
uses different on balance and off balance sheet instruments to manage the overall positions arising from
the banking book activities.

Models applied for the interest rate risk (‘IRR’) calculation

Each financial and non-financial instrument is mapped to a gap based on its contractual or behavioural
re-pricing date:

Contractual category

This category includes instruments where the Bank knows exactly when the maturity or next re-pricing takes
place. This treatment is applied mainly to: bought and issued securities, received loans and term deposits.
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Behavioural category

These are items for which it is not exactly known when the maturity or next re-pricing will take place (e.g.
current accounts). There are also some items where the maturity or re-pricing period is known but it can
be assumed that they will behave differently (e.g. prepayments can occur for mortgages and consumer lo-
ans). In this case, it is necessary to make certain assumptions to reflect the most probable behaviour of the-
se items. The assumptions are based on a detailed analysis of the Bank’s historical time series data and sta-
tistical models.

At 31 December 2019, the interest margin sensitivity of the banking book on profit or loss in a one year
time frame, in the event of a 100 basis points rise in interest rates, was € 31,907 thousand (31 December
2018: € 20,882 thousand).

At 31 December 2019, the interest rate risk generated by the banking book, measured through shift sen-
sitivity analysis of plus 100 basis points, reached the value of € (13,605) thousand (31 December 2018: €
(15,745) thousand).

At 31 December 2019, the interest margin sensitivity of the banking book on profit or loss in a one year
time frame, in the event of a 100 basis points decline in interest rates, was € (43,699) thousand (31 Decem-
ber 2018: € (36,287) thousand).

At 31 December 2019, the interest rate risk generated by the banking book, measured through shift sen-
sitivity analysis of minus 100 basis points, reached the value of € 3,951 thousand (31 December 2018: €
(9,675) thousand).

At 31 December 2019, the sensitivity of the FVOCI reserve in equity related to the non-hedged part of the
portfolio to 100 basis points rise in interest rates was € (1,274) thousand (31 December 2018: € (2,301)
thousand).

At 31 December 2019, the sensitivity of the CF hedges reserve in equity to a 100 basis points rise in interest
rates was € nil thousand (31 December 2018: € 391 thousand).

The average interest rates for financial assets and financial liabilities were as follows:

2019 2018

Financial assets
Cash and cash equivalents 1.32% 0.82%
Financial assets at FVTPL 1.10% 0.80%
Financial assets at FVOCI 0.47% 1.85%
Financial assets at AC:

Due from other banks 2.42% 1.46%

Due from customers 2.43% 2.89%
Financial liabilities
Financial liabilities at AC:

Due to banks 0.36% 0.35%

Due to customers 0.18% 0.17%

Debt securities in issue 0.79% 1.17%
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The re-pricing structure of interest rate bearing financial assets and financial liabilities based on contractual
discounted cash-flows for the non-trading portfolios was as follows:

2019 Up to 1to 3 months Over Not

€'000 1 month 3 months to 1 year Tto5years 5 years specified e

Interest rate bearing financial

assets
Cash and cash equivalents 996,438 - - - - - 996,438
Flr':'fandcilsgajzzt/saiit/ eF;/)TPL (excluding 594 B B B B B 584
Financial assets at FVOCI 101,868 269,588 173,469 342,332 675,280 12,012 1,574,549
Financial assets at AC:

Due from other banks 8,992 82,253 2,668 - 64,461 22,117 180,491

Due from customers 1,972,740 1,555,331 1,795,699 7,596,015 967,796 190,560 14,078,141

3,080,622 1,907,172 1,971,836 7,938,347 1,707,537 224,689 16,830,203

Interest rate bearing financial
liabilities

Financial liabilities measured at AC:

Due to banks (51,022) (3,971)  (106,244) (112,429 (50,047) (2,056)  (325,769)
Due to customers (5915927) (1,411,613) (2,223,146) (2,110,514)  (265,860) ~ (11,927,060)
Subordinated debt - (200,143) - - - - (200,143)
Debt securities in issue* (21,165) (31,794) (216,630)  (1,556,317)  (1,294,789) - (3,120,695)
(5,988,114)  (1,647,521) (2,546,020) (3,779,260)  (1,610,696) (2,056) (15,573,667)

Net position of financial (2,907,492) 259,651  (574,184) 4,159,087 96,341 222,633 1,256,536

instruments

Cumulative net position of

. o (2,907,492)  (2,647,841)  (3,222,025) 937,062 1,033,903 1,256,536 -
financial instruments

Cash inflow from derivatives 2,399,133 2,369,212 1,971,202 1,764,051 1,677,643 - 10,181,241
Cash outflow from derivatives (2,076,929)  (1,127,853)  (1,704,183)  (4,332,493) (944,445) - (10,185,903)
Net position from derivatives 322,204 1,241,359 267,019  (2,568,442) 733,198 - (4,662)
Total net position (2,585,288) 1,501,010 (307,165) 1,590,645 830,039 222,633 1,251,874

Cumulative total net position (2,585,288)  (1,084,278)  (1,391,443) 199,202 1,029,241 1,251,874 -
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2018
€000

Interest rate bearing financial
assets
Cash and cash equivalents

Financial assets at FVTPL (excluding
Trading derivatives)

Financial assets at FVOCI
Financial assets at AC:
Due from other banks

Due from customers

Interest rate bearing financial
liabilities

Financial liabilities measured at AC:
Due to banks
Due to customers
Subordinated debt

Debt securities in issue*

Net position of financial
instruments

Cumulative net position of
financial instruments

Cash inflow from derivatives
Cash outflow from derivatives
Net position from derivatives
Total net position

Cumulative total net position

Up to 1to 3 months 1to 5 vears Over Not Total

1 month 3 months to 1year y 5 years specified
1,769,121 - - - - - 1,769,121
440 - - - - - 440
117 39,138 578,559 103,373 28,787 - 749,974
236 66,211 4,897 - - 31,110 102,454
2,063,708 1,721,829 1,365,742 7,009,806 979,072 187,376 13,327,533
3,833,622 1,827,178 1,949,198 7,113,179 1,007,859 218,486 15,949,522
(351,895) (5,994) (359,673) (272,804) - (1,713) (992,079)
(4,854,875)  (1,189,915)  (2,604,790)  (2,144,645) (261,541) - (11,055,766)
- (200,181) - - - - (200,181)
(8,802) (3,197) (266,640)  (1,003,053)  (1,050,561) - (2,332,253)
(5,215,572)  (1,399,287)  (3,231,103)  (3,420,502)  (1,312,102) (1,713) (14,580,279)
(1,381,950) 427,891 (1,281,905) 3,692,677 (304,243) 216,773 1,369,243
(1,381,950) (954,059)  (2,235,964) 1,456,713 1,152,470 1,369,243 -
3,089,568 2,766,558 1,804,562 1,751,119 1,815,018 - 11,226,825
(3,848,480)  (1,637,784) (722,597)  (4,126,768) (891,236) - (11,226,865)
(758,912) 1,128,774 1,081,965  (2,375,649) 923,782 . (40)
(2,140,862) 1,556,665 (199,940) 1,317,028 619,539 216,773 1,369,203
(2,140,862) (584,197) (784,137) 532,891 1,152,430 1,369,203 -

* Fair value adjusts to the hedged covered bonds are reported in time bucket corresponding to the maturity
of nominal of the covered bonds.
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4.2.4. Currency denominations of assets and liabilities

Foreign exchange rate risk comprises the risk that the value of financial assets and financial liabilities will
fluctuate due to changes in foreign exchange rates. It is the policy of the Bank to manage its exposure to
fluctuations in exchange rates through regular monitoring and reporting of open positions and the applica-
tion of a matrix of exposure and position limits.

20(1)30 EUR uUsD CZK Other Total
Financial assets
Cash and cash equivalents 849,191 1,436 140,244 5,567 996,438
Financial assets at FVTPL 21,575 1,259 1,200 4 24,038
Derivatives — Hedge accounting 79,985 - 2,516 - 82,501
Financial assets at FVOCI 1,563,409 11,140 - - 1,574,549
Financial assets at AC:
Due from other banks 162,992 13,721 - 3,778 180,491
Due from customers 13,392,694 223,105 374,008 88,334 14,078,141
aedmgmatetes s — — ST
16,083,686 250,661 517,968 97,683 16,949,998
Financial liabilities
Financial liabilities at FVTPL 21,850 760 2,131 9 24,750
Derivatives — Hedge accounting 50,996 5,794 - 3,043 59,833
Financial liabilities measured at AC:
Due to banks 308,539 11,470 5,760 - 325,769
Due to customers 11,356,158 187,822 308,349 74,731 11,927,060
Subordinated debt 200,143 - - - 200,143
Debt securities in issue 3,120,695 - - - 3,120,695
e dmgmteteed  4se — — - asw
15,062,961 205,846 316,240 77,783 15,662,830
Net position 1,020,725 44,815 201,728 19,900 1,287,168

Receivables and payables from derivative financial instruments recorded in off-balance sheet:

2019

€000 EUR usbD (@74.¢ Other Total
Receivables 399,537 36,896 60,017 70,510 566,960
Payables (142,749) (88,137) (240,619) (100,045) (571,550)

Net position from derivatives 256,788 (51,241) (180,602) (29,535) (4,590)
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2018

€000 EUR usD CZK Other Total
Financial assets
Cash and cash equivalents 658,390 1,287 1,104,881 4,563 1,769,121
Financial assets at FVTPL 37,155 1,673 1,142 18 39,988
Derivatives — Hedge accounting 23,960 55 2,676 74 26,765
Financial assets at FVOCI 749,974 - - - 749,974
Financial assets at AC:
Due from other banks 84,308 15,086 - 3,060 102,454
Due from customers 12,720,153 218,559 307,225 81,596 13,327,533
e cmonsT e g1 — — S
14,283,123 236,660 1,415,924 89,311 16,025,018
Financial liabilities
Financial liabilities at FVTPL 36,718 1,341 1,272 4 39,335
Derivatives — Hedge accounting 12,130 2,665 - 431 15,226
Financial liabilities measured at AC:
Due to banks 970,597 13,412 - 8,069 992,078
Due to customers 10,672,514 176,360 128,570 78,322 11,055,766
Subordinated debt 200,181 - - - 200,181
Debt securities in issue 2,283,820 48,433 - - 2,332,253
e dmgmovetend a0 : : -
14,177,459 242,211 129,842 86,826 14,636,338
Net position 105,664 (5,551) 1,286,082 2,485 1,388,680

Receivables and payables from derivative financial instruments recorded in off-balance sheet:

2018

€000 EUR usbD (@74 ¢ Other Total
Receivables 1,448,171 78,067 32,021 103,953 1,662,212
Payables (166,826) (94,706)  (1,290,481) (110,202)  (1,662,215)

Net position from derivatives 1,281,345 (16,639)  (1,258,460) (6,249) (3)
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4.3. Liquidity risk

Liquidity risk is defined as the risk that the Bank is not able to meet its payment obligations when they fall
due (funding liquidity risk). Normally, the Bank is able to cover cash outflows with cash inflows, highly liquid
assets and its ability to obtain credit.

The Guidelines for Liquidity Risk Management adopted by the Bank outline the set of principles, methods,
regulations and control processes required to prevent the occurrence of a liquidity crisis and call for the
Bank to develop prudent approaches to liquidity management, making it possible to maintain the overall
risk profile at low levels.

The basic principles underpinning the Liquidity Policy of the Bank are:
The existence of an operating structure that works within set of limits and of a control structure that is
mdependent from the operating structure;

— A prudential approach to the estimate of the cash inflow and outflow projections for all the balance
sheet and off-balance sheet items, especially those without a contractual maturity;

— An assessment of the impact of various scenarios, including stress testing scenarios, on the cash inflows
and outflows over time;

— The maintenance of an adequate level of unencumbered highly liquid assets, capable of enabling ordi-
nary operations, also on an intraday basis, and overcoming the initial stages of a shock involving the
Bank’s liquidity or system liquidity.

The Bank is regularly stress testing its liquidity position in order to simulate potential stress scenarios. The
level of unencumbered highly liquid assets are kept at levels that, should support the bank also in case of
these extraordinary events. The bank is also able to seek short term funding from the parent company or
interbank market in order to support its liquidity position. There are no specific lines of credit for liquidity
stress situations.

The departments of the Bank responsible for ensuring the correct application of the Guidelines are the Trea-
sury and ALM Department responsible for liquidity management and the Enterprise Risk Management Depart-
ment responsible for monitoring indicators and verifying the observation of limits. These Guidelines are bro-
ken down into three macro areas: ‘Short term Liquidity Policy’, ‘Structural Liquidity Policy’ and ‘Contingency
Liquidity Plan’, and constitute an integral part of the Internal Liquidity Adequacy Assessment Process.

The Short term Liquidity Policy includes a set of parameters, limits and observation thresholds that enable the
measurement, both under normal market conditions and under conditions of stress, of liquidity risk exposure
over the short term, setting the maximum amount of risk to be assumed and ensuring the utmost prudence
in its management. The main regulatory indicator used for monitoring and managing short term liquidity is
the Liguidity coverage ratio. It is required by the CRR Regulation, more precisely defined in Delegated Regu-
lation (EU) 2015/61. Main content of the Liquidity coverage ratio: Institutions shall hold liquid assets, the sum
of the values of which covers the liquidity outflows less the liquidity inflows under stressed conditions so as to
ensure that institutions maintain levels of liquidity buffers which are adequate to face any possible imbalance
between liquidity inflows and outflows under gravely stressed conditions over a period of thirty days. During
times of stress, institutions may use their liquid assets to cover their net liquidity outflows.

The Structural Liquidity Policy of the Bank incorporates a set of measures and limits designed to control and
manage the risks deriving from the mismatch of the medium to long-term maturities of the assets and lia-
bilities, essential for the strategic planning of liquidity management. This involves the adoption of internal
limits for the transformation of maturity dates aimed at preventing the medium to long-term operations
from giving rise to excessive imbalances to be financed in the short term.

Together with the Short term and Structural Liquidity Policy, the Guidelines provide for the management
methods of a potential liquidity crisis, defined as a situation of difficulty or inability of the Bank to meet its
cash commitments falling due, without implementing procedures and/or employing instruments that, due
to their intensity or manner of use, do not qualify as ordinary administration.

The Contingency Liquidity Plan sets the objectives of safeguarding the Bank’s capital and, at the same time,
guarantees the continuity of operations under conditions of extreme liquidity emergency. It also ensures the
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identification of the pre-warning signals and their ongoing monitoring, the definition of procedures to be
implemented in situations of liquidity stress, the immediate lines of action, and intervention measures for
the resolution of emergencies. The pre-warning indices, aimed at identifying signs of a potential liquidity
strain, both systemic and specific, are continuously recorded and reported to the departments responsible
for the management and monitoring of liquidity.

The liquidity position of the Bank is regularly presented by Enterprise Risk Management Department and
discussed during the ALCO meetings.

The table below shows an analysis of assets and liabilities (discounted cash flow basis) according to when

they are expected to be recovered or settled:

2019 Less than Over Total
€'000 12 months 12 months
Assets
Cash and cash equivalents 996,438 - 996,438
Financial assets at FVTPL 2,058 21,980 24,038
Derivatives — Hedge accounting 252 82,249 82,501
Financial assets at FVOCI 544,623 1,029,926 1,574,549
Financial assets at AC:
Due from other banks 53,795 126,696 180,491
Due from customers 2,491,027 11,587,114 14,078,141
Faoi; YS}LUQ changes of the hedged items in portfolio hedge B 13,840 13,840
Investments in subsidiaries, joint ventures and associates - 63,629 63,629
Property and equipment - 106,554 106,554
Intangible assets - 112,046 112,046
Goodwill - 18,871 18,871
Current income tax assets 25,309 - 25,309
Deferred income tax assets - 63,157 63,157
Other assets 20,988 - 20,988
Non-current assets classified as held for sale 645 - 645
4,135,135 13,226,062 17,361,197
Liabilities
Financial liabilities at FVTPL (3,611) (21,139) (24,750)
Derivatives — Hedge accounting (472) (59,361) (59,833)
Financial liabilities measured at AC:
Due to banks (109,477) (216,292) (325,769)
Due to customers (1,880,293) (10,046,767) (11,927,060)
Subordinated debt (143) (200,000) (200,143)
Debt securities in issue (270,232) (2,850,463) (3,120,695)
Fair value changes of the hedged items in portfolio hedge B (4,580) (4,580)
of IRR
Provisions - (10,671) (10,671)
Other liabilities (85,124) (5,633) (90,757)
(2,349,352) (13,414,906) (15,764,258)
Net position 1,785,783 (188,844) 1,596,939
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2018
€'000
Assets
Cash and cash equivalents
Financial assets at FVTPL
Derivatives — Hedge accounting
Financial assets at FVOCI
Financial assets at AC:

Due from other banks

Due from customers

Fair value changes of the hedged items in portfolio hedge
of IRR

Investments in subsidiaries, joint ventures and associates
Property and equipment

Intangible assets

Goodwill

Current income tax assets

Deferred income tax assets

Other assets

Non-current assets classified as held for sale

Liabilities
Financial liabilities at FVTPL
Derivatives — Hedge accounting
Financial liabilities measured at AC:
Due to banks
Due to customers
Subordinated debt
Debt securities in issue

Fair value changes of the hedged items in portfolio hedge
of IRR

Current income tax liabilities
Provisions
Other liabilities

Net position

Less than

Over

12 months 12 months jotal
1,769,121 - 1,769,121
6,028 33,960 39,988

686 26,079 26,765
528,662 221,312 749,974
34,397 68,057 102,454
2,266,862 11,060,671 13,327,533
- 9,183 9,183

- 42,186 42,186

- 76,294 76,294

- 92,201 92,201

- 18,871 18,871

1,181 - 1,181

- 66,298 66,298

20,300 - 20,300
26,922 - 26,922
4,654,159 11,715,112 16,369,271
(6,665) (32,670) (39,335)
(1,208) (14,018) (15,226)
(641,924) (350,155) (992,079)
(1,759,176) (9,296,590) (11,055,766)
(181) (200,000) (200,181)
(262,291) (2,069,962) (2,332,253)
- (1,499) (1,499)

(8,955) - (8,955)

- (21,918) (21,918)

(86,297) (7,074) (93,371)
(2,766,697) (11,993,886) (14,760,583)
1,887,462 (278,774) 1,608,688
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The remaining maturities of assets and liabilities based on contractual undiscounted cash-flows were as

follows:
2019 Up to 1to3 3 months 1to5 Over Not Total
€'000 1 month* months to 1year years 5 years specified

Financial assets
Cash and cash equivalents 996,438 - - - - - 996,438

Financial assets at FVTPL (excluding

Trading derivatives) 28 B B 8 2,110 o84 2,805
Financial assets at FVOCI 1,938 250,499 295,890 361,495 664,498 12,012 1,586,332
Financial assets at AC:

Due from other banks 44,462 1,475 8,789 55,818 80,894 - 191,438

Due from customers 994,382 328,399 1,410,807 5,213,559 8,170,100 232,183 16,349,430

2,037,248 580,373 1,715,486 5,630,955 8,917,602 244,779 19,126,443
Financial liabilities
Financial liabilities measured at AC:

Due to banks (45,743) (3,971) (61,146) (138,987) (76,468) - (326,315)

Due to customers (9,447,126) (838,508)  (1,479,042) (165,565) - - (11,930,241)

Subordinated debt - (1,440) (4,364) (23,416) (215,894) - (245,114)

Debt securities in issue** (3,602) (13,553) (249,575)  (1,657,456)  (1,335,905) - (3,260,091)

(9,496,471) (857,472)  (1,794,127)  (1,985,424)  (1,628,267) - (15,761,761)

Net position of financial (7,459,223)  (277,099) (78,641) 3645531 7,289,335 244779 3,364,682

instruments
Cash inflows from derivatives 250,632 100,688 95,759 99,980 159,783 - 706,842
Cash outflows from derivatives (252,501) (101,273) (96,212) (117,533) (112,768) - (680,287)
Net position from derivatives (1,869) (585) (453) (17,553) 47,015 - 26,555

Net position from financial
commitments and (4,004,418) - - - - - (4,004,418)
contingencies
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2018

€'000

Financial assets

Cash and cash equivalents

Financial assets at FVTPL (excluding
Trading derivatives)

Financial assets at FVOCI
Financial assets at AC:
Due from other banks

Due from customers

Financial liabilities

Financial liabilities measured at AC:
Due to banks
Due to customers
Subordinated debt

Debt securities in issue**

Net position of financial
instruments
Cash inflows from derivatives

Cash outflows from derivatives
Net position from derivatives
Net position from financial

commitments and
contingencies

Up to 1to3 3 months 1to5 Over Not Total

1 month* months to 1year years 5 years specified
1,769,121 - - - - - 1,769,121
- - - - - 440 440
127 46 530,417 192,796 20,150 8,860 752,396
34,219 1,052 3,726 50,763 23,854 - 113,614
1,042,309 399,378 1,078,398 5,358,843 8,161,128 146,288 16,186,344
2,845,776 400,476 1,612,541 5,602,402 8,205,132 155,588 18,821,915
(28,372) (309,893) (309,420) (303,677) (42,140) - (993,502)
(8,589,223) (596,841)  (1,637,741) (233,995) (386) - (11,058,186)
- (1,461) 452 (1,385) (207,488) - (209,882)
(3,595) (3,255) (286,295)  (1,031,670)  (1,215,320) - (2,540,135)
(8,621,190) (911,450)  (2,233,004) (1,570,727)  (1,465,334) - (14,801,705)
(5,775,414) (510,974) (620,463) 4,031,675 6,739,798 155,588 4,020,210
1,400,348 113,652 78,210 35,538 130,651 - 1,758,399
(1,405,695) (111,797) (76,382) (38,202) (111,243) - (1,743,319
(5,347) 1,855 1,828 (2,664) 19,408 - 15,080
(4,040,649) - - - - - (4,040,649)

* The high negative liquidity gap in the first bucket is caused by a huge volume of deposits on demand (without
contractual maturity) which are presented under ‘Due to customers’. For the purpose of internal liquidity management
monitoring the behavioural profile of on-demand deposits is taken into account based on a statistical model using inter-
nal historical data. According to when they are expected to be settled such deposits are then placed into later buckets.

** Fair value adjusts to the hedged covered bonds are reported in time bucket corresponding to the maturity of nominal

of the covered bonds.
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4.4. Operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and sys-
tems or from external events. Operational risk includes legal risk and compliance risk, model risk, informa-
tion and communication technology risk and financial reporting risk; strategic and reputational risk are not
included. Operational risk can arise from legal and regulatory requirements, non-compliance with generally
accepted standards of corporate behaviour and from all of the Bank’s operations.

4.4.1. Operational risk management strategies and processes

The Bank, in coordination with Intesa Sanpaolo, has defined the overall operational risk management fra-
mework by setting up a VUB Group policy and organisational process for measuring, managing and con-
trolling operational risk.

The control of operational risk was attributed to the Operational Risk Committee, which identifies risk
management policies. The Supervisory and Management Boards of the Bank ensures the functionality, effi-
ciency and effectiveness of the risk management and controls system.

The Operational Risk Committee (composed of the heads of the areas of the governance centre (Chief Exe-
cutive Officer, Deputy Chief Executive Officer) and of the business areas more involved in operational risk
management (voting members: Head of Risk Management Division, Chief Financial Officer, Chief Opera-
ting Officer, Head of Compliance Department, Head of Anti-Money Laundering Department; permanent
invitees without voting rights: Head of Corporate & SME Division, Head of Retail Division, Head of Enter-
prise Risk Management Department, Head of Legal Department, Head of Human Resources & Organization
Department, Head of Internal Audit Department, Head of Information Security sub-department, Head of
Business Continuity Management sub-department), has the task of periodically reviewing the VUB Group’s
overall operational risk profile, authorising any corrective actions, coordinating and monitoring the effecti-
veness of the main mitigation activities and approving the operational risk transfer strategies.

4.4.2. Organisational structure of the associated risk management function

For some time, the Bank has had a centralised function within the Risk Management Division for the mana-
gement of the Bank’s operational risks. This function is responsible, in coordination with the Parent Company,
for the definition, implementation and monitoring of the methodological and organisational framework, as
well as for the measurement of the risk profile, the verification of mitigation effectiveness and reporting to
senior Management. In compliance with current requirements, the individual organisational units participate
in the process and each of them is responsible for the identification, assessment, management and mitiga-
tion of its operational risks. Specific offices and departments have been identified within these organisational
units to be responsible for Operational Risk Management. These functions are responsible for the collection
and structured census of information relating to operational events, scenario analyses and evaluation of the
level of risk associated with the business environment, including information and communication technology
risk. The Risk Management Division carries out second level monitoring of these activities.

4.4.3. Scope of application and characteristics of the risk measurement and reporting system

In February 2010 upon a VUB Group request, the Bank as part of the VUB Group received, from the rele-
vant Supervisory authorities an approval for usage and thus adopted the Advanced Measurement Approach
('AMA), for Operational Risk management and measurement. In June 2013, the Bank as part of the VUB
Group received an approval for usage and thus adopted the AMA for the subsidiary VUB Leasing, a. s.. Part
of this decision has been an approval of the insurance effect inclusion, as well as approval of a new alloca-
tion mechanism, which led to fulfilment of a regulatory condition for the approval of diversification usage.

For the use of the AMA, the Bank has set up, in addition to the corporate governance mechanisms required
by the Supervisory regulations, a system for the management of operational risk certified by the process
of annual self-assessment carried out by the Bank and the subsidiary VUB Leasing, a. s. that fall within the
scope of AMA. This process is verified by the Internal Audit Department and submitted to the relevant
Bank’s Committee for the annual certification of compliance with the requirements established by the regu-
lation.
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Under the AMA approach, the capital requirement is calculated by an internal model, which combines all
elements stipulated in Supervisory regulation, allowing to measure the exposure in a more risk-sensitive
way. Monitoring of operational risks is performed by an integrated reporting system, which provides mana-
gement with the information necessary for the management and/or mitigation of the operational risk.

4.4.4. Policies for hedging and mitigating risk

The Bank, in coordination with its Parent Company, has set up a traditional operational risk transfer policy
(insurance) aimed at mitigating the impact of any unexpected losses. The AMA calculation does include the
benefit from this transfer of operational risk through insurance policies, which contributes to reducing the
risk capital calculated through the internal models.

4.5. Interest rate benchmark reform

The Interbank offered rate ('IBOR’) replacement represents one of the major undertakings for the financial
services industry in the coming years. For the Bank the impact is not expected to be material and can be
split into three main categories:

— Replacement of Euro OverNight Index Average ('EONIA’);

— Change of Euro Interbank Offered Rate (‘EURIBOR’) calculation;

— Replacement of London Interbank Offered Rate (‘LIBOR’).

Replacement of EONIA

Replacement of EONIA has only limited impact on the Bank as this change affects only a few number of
customer (up to fifteen) and the contracts are in the process of amendment to replace EONIA with the new
Euro Short-Term Rate ("€STR’).

VUB has few interbank derivatives which are linked to EONIA. Majority will mature before end of 2021. For
the remaining swaps the Bank will look how the market will adjust to this change and how the existing con-
tracts will be amended — as we expect some general approach from the market. Potentially, these swaps
might be closed.

No impact on hedge accounting is expected.

Change of EURIBOR calculation

Change of the calculation of EURIBOR by the panel banks doesn’t represent any issue for the Bank.

In case Euribor will be fixed instead of T+2 just T+1, the contracts with the customers will be amended and
the Bank will adjust its internal IT systems to be compliant with the mentioned change.

Replacement of LIBOR
The Bank has only few loans which are linked to Libor, since most of the Bank’s loans are in EUR and thus
if floaters then they are linked to Euribor. For loans in USD or GBP, the Bank will wait till a new tenor ben-

chmark in these currencies is created and then the existing contracts with the customers will be amended.

Similar to the loans also in the area of derivatives there are only few interbank hedging derivatives linked
to Libor.

Also here we will wait for the general market approach and based on this the contracts will be amended.
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5. Estimated fair value of financial assets and financial liabilities

See accounting policy in note 3.4.7.

The Bank uses the following fair value hierarchy that categorises into three levels the inputs to valuation
techniques used to measure fair value:

Level 1:  inputs represented by quoted prices (unadjusted) in active markets for identical assets or liabilities
accessible by the Bank as at the measurement date;

Level 2:  inputs other than quoted prices included in Level 1 that are directly or indirectly observable for
the assets or liabilities to be measured; and

Level 3:  inputs unobservable for the asset or liability.

The highest priority is attributed to effective market quotes (level 1) for the valuation of assets and liabi-
lities or for similar assets and liabilities measured using valuation technigues based on market-observable
parameters other than financial instruments quotes (level 2) and the lowest priority to unobservable inputs
(level 3). Following this hierarchy, where available, fair value estimates made by the Bank are based on
quoted market prices. However, no readily available market prices exist for a significant portion of the
Bank’s financial instruments. In circumstances where the quoted market prices are not readily available, fair
value is estimated using discounted cash flow models or other pricing models as appropriate.

Under level 2, the principal valuation technique used by the Bank for debt instruments involves the method
of discounting future cash flows. The calculation takes into account the time value of money (risk-free rate
of interest) and the credit risk expressed in the form of credit spreads applied to the bonds’ yield and repre-
senting the risk premium the investor claims against a risk free investment. In the case of derivative finan-
cial instruments the Bank uses standard fair value calculation models based on the principal net present
value using the yield curve to discount all future cash flows from derivatives for all relevant currencies. The
principal input parameters used by the models comprise interest rate curves, volatility curves, spot and
forward prices and the correlation between underlying assets. Changes in underlying assumptions, inclu-
ding discount rates and estimated future cash flows, significantly affect the estimates. The Bank also consi-
ders its own and counterparty’s credit risk.

The valuation technique defined for a financial instrument is adopted over time and is modified only
following significant changes in market conditions or the subjective conditions related to the issuer of the
financial instrument. The Bank monitors the occurrence of these changes and accordingly reassesses the
classification into the fair value hierarchy. For determining the timing of the transfers between the levels,
the Bank uses the end of the reporting period as the day when the transfer is deemed to have occurred.

In estimating the fair value of the Bank’s financial instruments, the following methods and assumptions
were used:

(a) Cash and cash equivalents

The carrying values of cash and cash equivalents are deemed to approximate their fair value.

(b) Due from other banks

The fair value of due from other banks balances with maturities more than one year and material amounts
is estimated using discounted cash flow analyses, based upon the risk free interest rate curve. For maturi-

ties up to one year and not significant balances, the carrying amounts of amounts due from other banks
approximates their fair value. Impairment losses are taken into consideration when calculating fair values.
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(c) Due from customers

The fair value of loans and advances to customers is estimated using discounted cash flow analyses, based
upon the risk free interest rate curve and risk reflecting credit-worthiness of the counterparty. Impairment
losses are taken into consideration when calculating fair values.

(d) Due to banks and Due to customers

The carrying amounts of due to banks approximates their fair value. The fair value of due to customers is
estimated by discounting their future expected cash flows using the risk free interest rate curve.

(e) Subordinated debt

The fair value of subordinated debt is discounted using the risk free interest rate curve and own credit risk.
(f) Debt securities in issue

The fair value of debt securities issued by the Bank is based on quoted market prices. Where no market

prices are available, the fair value was calculated by discounting future cash flows using the risk free interest
rate curve adjusted by credit spreads reflecting the credit quality of VUB as the issuer.
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2019
€000

Financial assets
Cash and cash equivalents
Financial assets at FVTPL
Derivatives — Hedge accounting
Financial assets at FVOCI
Financial assets at AC:

Due from other banks

Due from customers

Financial liabilities
Financial liabilities at FVTPL
Derivatives — Hedge accounting
Financial liabilities at AC:
Due to banks
Due to customers
Subordinated debt

Debt securities in issue

Note

Carrying amount Fair value
At Total .
amortised . At carrying Level 1 Level 2 Level 3 UL
fair value value

cost amount
996,438 - 996,438 - 996,438 - 996,438
- 24,038 24,038 584 23,454 - 24,038
- 82,501 82,501 - 82,501 - 82,501
- 1,574,549 1,574,549 950,619 623,930 - 1,574,549
180,491 - 180,491 - 180,491 - 180,491
14,078,141 - 14,078,141 - 75,252 14,536,140 14,611,392
15,255,070 1,681,088 16,936,158 951,203 1,982,066 14,536,140 17,469,409
- 24,750 24,750 - 24,750 - 24,750
- 59,833 59,833 - 59,833 - 59,833
325,769 - 325,769 - 325,769 - 325,769
11,927,060 - 11,927,060 - 11,934,000 - 11,934,000
200,143 - 200,143 - 192,743 - 192,743
3,120,695 - 3,120,695 - 3,164,185 - 3,164,185
15,573,667 84,583 15,658,250 - 15,701,280 - 15,701,280
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Carrying amount Fair value
?ggo Note amortiseA; fair vales carr-r;i::: Level 1 Level 2 Level 3 TOtilaE:
cost amount
Financial assets
Cash and cash equivalents 7 1,769,121 - 1,769,121 - 1,769,121 - 1,769,121
Financial assets at FVTPL 8 - 39,988 39,988 440 39,548 - 39,988
Derivatives — Hedge accounting 9 - 26,765 26,765 - 26,765 - 26,765
Financial assets at FVOCI 10 . 749,974 749,974 225,760 524,214 - 749,974
Financial assets at AC: 11
Due from other banks 102,454 - 102,454 - 102,454 - 102,454
Due from customers 13,327,533 - 13,327,533 . - 13,791,635 13,791,635

15,199,108 816,727 16,015,835 226,200 2,462,102 13,791,635 16,479,937

Financial liabilities

Financial liabilities at FVTPL 8 - 39,335 39,335 - 39,335 - 39,335
Derivatives — Hedge accounting 9 - 15,226 15,226 - 15,226 - 15,226

Financial liabilities at AC: 1
Due to banks 992,079 - 992,079 - 992,079 - 992,079
Due to customers 11,055,766 - 11,055,766 - 11,061,829 - 11,061,829
Subordinated debt 200,181 - 200,181 - 180,158 - 180,158
Debt securities in issue 2,332,253 - 2,332,253 - 2,314,698 - 2,314,698
14,580,279 54,561 14,634,840 - 14,603,325 - 14,603,325

There were no other transfers of financial instruments among the levels during 2019 and 2018.
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6. Segment reporting

The Bank reports financial and descriptive information about its operating segments in the financial state-
ments. An operating segment is a component of the Bank that engages in business activities from which
it may earn revenues and incur expenses (including revenues and expenses relating to transactions with
other components of the Bank), whose operating results are regularly reviewed by the Bank’s management
to make decisions about resources to be allocated to the segment and to assess its performance, and for
which separate financial information is available.

The Bank operates in three operating segments — Retail Banking, Corporate Banking and Central Treasury.
Each segment is exposed to different risks and differs in the nature of its services, business processes and
types of customers for its products and services.

For all segments the Bank reports a measure of segment assets and liabilities and income and expense
items, a reconciliation of total reportable segment revenues, total profit or loss, total assets, liabilities and
other amounts disclosed for reportable segments to corresponding amounts in the financial statements.

Most of the transactions of the Bank are related to the Slovak market. Due to the market size, the Bank
operates as a single geographical segment unit.

Operating segments pay and receive interest to and from the Central Treasury on an arm’s length basis in
order to reflect the costs of funding.

Retail Banking includes loans, deposits and other transactions and balances with households, sole traders
and small business segment.

Corporate Banking comprises SME, the Corporate Customer Desk (‘CCD’), Municipalities and Public Sector
Entities. SME includes loans, deposits and other transactions and balances with SME (company revenue in
the range of € 1 million to € 50 million; if revenue information is not available, bank account turnover is
used). The CCD includes loans, deposits and other transactions and balances with large corporate custo-
mers (company revenue over € 50 million).

Central Treasury undertakes the Bank’s funding, issues of debt securities as well as trading book.
The Bank reported within Other a Central Governance Centre that manages the Bank’s premises, equity

investments and own equity funds as well as Risk Management that operates the workout loan portfolio.
Unclassified items are also reported within this column.



Separate financial statements

2019 Retail Corporate Central

€'000 Banking Banking Treasury LT fetal
External revenue:

Interest and similar income 243,678 105,913 11,951 9,892 371,434

Interest and similar expense (12,512) (5,674) (19,609) (8,808) (46,603)
Inter-segment revenue (23,936) (25,170) 49,400 (294) -
Net interest income 207,230 75,069 41,742 790 324,831
Net fee and commission income (note 26) 101,360 26,978 1,074 (3,373) 126,039
Dividend income - - - 2,000 2,000
Net trading result 4,679 5,581 (17,311) (458) (7,509)
Other operating income - - 7 3,213 3,220
Other operating expense (11,563) - - (5,055) (16,618)

Special levy of selected

financial institutions* - - - (29,695) (29,695)

Salaries and employee benefits* - - - (121,329) (121,329)
Other administrative expenses* - - - (75,058) (75,058)
Amortisation (4,739) (242) (7) (7,395) (12,383)
Depreciation (2,854) (45) (3) (8,829) (11,731)
Profit before provisions, impairment 294113 107,341 25502 (245.189) 181,767
and tax
Provisions™* - - - 5,068 5,068
Impairment losses (34,355) (1,402) 211 130 (35,416)
Net (loss)/ gain arising from the
derecognition of financial assets at (5,420) 922 - (16) (4,514)
amortised cost
Profit before tax 254,338 106,861 25,713 (240,007) 146,905
Segment assets 8,668,025 5,521,616 2,571,592 599,964 17,361,197
Segment liabilities 7,325,048 4,431,980 3,957,858 49,372 15,764,258

* The Bank does not allocate these items to the individual segments.
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2018
€000

External revenue:
Interest and similar income
Interest and similar expense
Inter-segment revenue
Net interest income
Net fee and commission income
Dividend income
Net trading result
Other operating income
Other operating expense

Special levy of selected financial
institutions*

Salaries and employee benefits*
Other administrative expenses*
Amortisation
Depreciation

Profit before provisions, impairment
and tax

Provisions*
Impairment losses

Net gain/(loss) arising from the
derecognition of financial assets at AC

Profit before tax

Segment assets

Segment liabilities

Retail

Corporate

Central

Banking Banking Treasury LT fetal
278,144 91,498 18,555 10,445 398,642
(10,129) (5,884) (23,527) (8,092) (47,632)
(22,429) (16,329) 33,447 5,311 -
245,586 69,285 28,475 7,664 351,010
100,149 27,631 2,155 (3,502) 126,433
- - - 2,000 2,000

4,063 5,608 29,799 309 39,779

- - 66 1,576 1,642
(7,733) (6) - (5,494) (13,233)
- - - (26,286) (26,286)

- - - (124,491) (124,491)

_ - . (83,434) (83,434)
(5,474) (206) (7) (6,585) (12,272)
(4,710) (38) (4) (3,022) (7,774)
331,881 102,274 60,484 (241,265) 253,374
_ - - (166) (166)
(58,848) 7,950 55 (5,498) (56,341)
4,996 (1,457) - (98) 3,441
278,029 108,767 60,539 (247,027) 200,308
8,009,364 5,392,811 2,461,426 505,670 16,369,271
6,426,304 4,457,663 3,559,978 316,638 14,760,583

* The Bank does not allocate these items to the individual segments.
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7. Cash and cash equivalents

‘Cash and cash equivalents’ comprise the following balances:

€°000 2019 2018
Cash in hand 161,621 155,051

Balances at central banks:

Compulsory minimum reserves 690,985 493,053
Current accounts 4 44
Term deposits 47,227 27,211
Loans and advances 78,749 1,069,327

816,965 1,589,635

Due from other banks:
Current accounts 17,852 24,435

996,438 1,769,121

At 31 December 2019 the balance of ‘Loans and advances’ comprised of one reverse repo trade conclu-
ded with CNB in the nominal amount of CZK 2,000 million (€ 78,709 thousand) (31 December 2018:
four reverse repo trades, CZK 27,500 million (€ 1,068,999 thousand)). The repo trade was secured by
1,986 treasury bill of CNB (31 December 2018: 27,329 treasury bills of CNB).

The compulsory minimum reserve is maintained as an interest bearing deposit under the regulations of
the NBS and Ceské narodni banka ('CNB’). The amount of the compulsory minimum reserve depends on
the level of customer deposits accepted by the Bank and the amount of issued bonds, both with a maturity
of up to two years. The rate for the calculation of the compulsory minimum reserve is 1% for the reserves
held at the NBS and 2% for the reserves held at CNB. The required balance is calculated as the total of indi-
vidual items multiplied by the valid rate.

The daily balance of the compulsory minimum reserve can vary significantly based on the amount of inco-
ming and outgoing payments. The Bank’s ability to withdraw the compulsory minimum reserve is restricted
by local legislation. The compliance with the reserve requirement is determined on the basis of the institu-
tions’ average daily reserve holdings over the maintenance period.
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8. Financial assets and financial liabilities at fair value
through profit or loss

€°000 2019 2018

Financial assets held for trading:

Trading derivatives 21,251 39,548
Government debt securities of European Union countries 2,203 -
23,454 39,548

Non-trading financial assets at fair value through profit or loss:
Equities 584 440

Financial liabilities held for trading:
Trading derivatives 24,750 39,335

Equities in ‘Non-trading financial assets at fair value through profit or loss’ are represented by shares of
Intesa Sanpaolo S. p. A. and they form the part of the incentive plan introduced by the Parent Company in
line with the Capital Directive ,CRD Ill" (i.e. Directive 2010/76/EU amending the Capital Requirements Direc-
tives). The Bank did not elect the option to present these at FVOCI.

€'000 2019 2018 2019 2018
Assets Assets Liabilities Liabilities

Trading derivatives — Fair values
Interest rate instruments:
Forwards and swaps 17,919 33,346 19,318 32,585

Foreign currency instruments:

Forwards and swaps 2,614 5,428 4,781 5,943
Options 93 163 95 215
2,707 5,591 4,876 6,158

Equity and commodity instruments:

Equity options 229 446 229 443
Commodity forwards and swaps 396 165 327 149
625 611 556 592

21,251 39,548 24,750 39,335
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€'000 2019 2018 2019 2018
Assets Assets Liabilities Liabilities

Trading derivatives — Notional values

Interest rate instruments:

Forwards and swaps 1,764,501 3,927,603 1,764,501 3,927,603
Options 184,435 66,105 184,435 66,105
Futures 12,072 - 12,072 -

1,961,008 3,993,708 1,961,008 3,993,708

Foreign currency instruments:

Forwards and swaps 473,297 1,519,362 475,958 1,520,462
Options 17,872 24,171 17,872 24,256
491,169 1,543,533 493,830 1,544,718

Equity and commaodity instruments:

Equity options 2,100 5,487 2,100 5,487
Commodity forwards and swaps 26,284 5,675 26,284 5,675
28,384 11,162 28,384 11,162

2,480,561 5,548,403 2,483,222 5,549,588

9. Derivatives — Hedge accounting

2019

€000 Assets Liabilities
Fair value hedges of interest rate, foreign currency and inflation risk 82,501 59,833
2018 . Lareas

€000 Assets L|ab|||t|es
Cash flow hedges of interest rate risk - 10
Fair value hedges of interest rate risk 26,765 15,216

26,765 15,226
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9.1. Cash flow hedges of interest rate risk

The Bank used one interest rate swap to hedge the interest rate risk arising from the issuance of one
variable rate covered bond denominated in EUR. The cash flows on the floating leg of these interest rate
swap substantially matched the cash flows profile of the variable rate covered bond. The fix deal interest
rate was (0.21%). The hedge ended in June 2019.

Change in Hedge  Amount
. Change . .
fair value e ineffec- reclassi-
in fair . .
2019 used for value tiveness fied from
; Assets Liabilities Assets Liabilities  calculat- recog- hedge
€000 . recog- . :
ing hedge . : nised in reserve to
. nised in ] )
ineffec- profit profit
. odi
tiveness or loss or loss
Fair Fair Notional Notional
values values values values
Micro hedges
Interest rate
instruments:
Swaps - - - - 6 6 - -
Chf'mge in Change _ Hedge Amoun_t
fair value e ineffec- reclassi-
in fair . .
2018 used for value tiveness fied from
; Assets Liabilities Assets Liabilities  calculat- recog- hedge
€000 . recog- . ;
ing hedge . : nised in reserve to
. nised in ] .
ineffec- profit profit
. odl
tiveness or loss or loss
Fair Fair Notional Notional
values values values values
Micro hedges
Interest rate
instruments:
Swaps - 10 80,000 80,000 (94) (94) - (689)
Balances
Change in fair remaining in
2018 Line item in Carrying L us_;ed Cash flow BIOEE D1
; for calculating hedge reserve
€'000 SOFP amount hedge reserve .
hedge after termina-
ineffectiveness tion of hedging
relationship
Financial
Covered bonds liabilities at AC: 80,000 (24) (6) -

Debt securities
in issue
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9.2. Fair value hedges of interest rate, foreign currency and inflation risk

The Bank used thirty interest rate swaps to hedge the interest rate risk of a pool of mortgage loans. The
changes in fair value of these interest rate swaps substantially offset the changes in fair value of the mort-
gage loans in relation to changes of interest rates.

The Bank used twenty four interest rate swaps to hedge the interest rate risk of a pool of current accounts.
The changes in fair value of these interest rate swaps substantially offset the changes in fair value of the
current accounts in relation to changes of interest rates.

The Bank used twenty one interest rate swaps to hedge the interest rate risk of twelve fixed rate state
bonds from the FVOCI portfolio. The changes in fair value of these swaps substantially offset the changes
in fair value of FVOCI portfolio bonds in relation to changes of interest rates.

The Bank used three interest rate swap to hedge the inflation and interest rate risk of two inflation bond
from the FVOCI portfolio. The changes in fair value of interest rate swap substantially offset the changes in
fair value of inflation bond in relation to both changes of interest rates and inflation reference index.

The Bank used eight interest rate swaps to hedge the interest rate risk of eight fixed rate bank bonds from
the FVOCI portfolio. The changes in fair value of these swaps substantially offset the changes in fair value
of FVOCI portfolio bonds in relation to changes of interest rates.

The Bank used twelve interest rate swaps and one cross currency swap to hedge the interest rate risk of
thirteen corporate loans. The changes in fair value of these swaps substantially offset the changes in fair
value of the loans in relation to changes of interest rates.

The Bank used two cross currency swaps to hedge the interest rate and foreign currency risk of two corpo-
rate loans denominated in GBP and USD. The changes in fair value of these swaps substantially offset the
changes in fair value of the loans in relation to changes of both interest rates and foreign exchange rates.

The Bank used three interest rate swaps to hedge the interest rate risk of three loans received from Euro-
pean Investment Bank (‘EIB’). The changes in fair value of these interest rate swaps substantially offset the
changes in fair value of these loans in relation to changes of interest rates.

The Bank used thirty seven interest rate swaps to hedge the interest rate risk arising from the issuance of
nineteen fixed rate covered bonds. The changes in fair value of these interest rate swaps substantially offset
the changes in fair value of the covered bonds in relation to changes of interest rates.

In 2019, the Bank recognised a net gain of € 41,789 thousand (2018: net gain of € 714 thousand) in rela-
tion to the fair value hedging instruments above. The net loss on hedged items attributable to the hedged
risks amounted to € 41,920 thousand (2018: net loss of € 542 thousand). Both items are disclosed within
‘Net trading result’ on the line ‘Net result from hedging transactions’.
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2019
€000

Micro hedges

Interest rate
instruments:

Swaps

Hedge of debt
securities at FVOC]

Hedge of corporate
loans

Hedge of loans
received from EIB

Hedge of covered
bonds

Foreign currency
instruments:

Swaps

Hedge of corporate
loans

Macro hedges

Interest rate
instruments:

Swaps

Hedge of corporate
loans

Hedge of mortgage
loans

Hedge of TLTROs

Hedge of current
accounts

Assets

Fair values

2,981

2,524

444

67,486

3,526

5,540

Liabilities

Fair values

24,234

2,906

802

5,300

8,837

16,894

860

Assets

Notional
values

960,900

401,123

50,000

2,568,200

92,460

2,740,000

612,500

Liabilities
Change in
fair value
Notional used for
values calculating
hedge inef-
fectiveness
960,900 (5,836)
401,123 4,159
50,000 (817)
2,568,200 53,077
94,474 (6,319)
- (189)
2,740,000 (5,467)
612,500 3,181

Ineffectiv-
ness
recognised
in profit
or loss

18

(105)
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2018

€000 Assets Liabilities Assets Liabilities
Ch_ange in Ineffectiv-
fair value ness
. . Notional Notional used for .
Fair values  Fair values . recognised
values values calculating . .
. in profit
hedge inef-
- or loss
fectiveness
Micro hedges
Interest rate
instruments:
Swaps
Hedge of debt
securities at FVOC| 247 1,503 156,371 156,371 1,486 -
Hﬁj‘i%es of corporate 2,897 2,101 471,464 471,464 (1,559) -
Hedge of covered
20,720 533 1,944,036 1,944,036 12,044 4
bonds
Foreign currency
instruments:
Swaps
Hedge of corporate
74 2,839 135,430 134,285 (1,235) 9
loans
Macro hedges
Interest rate
instruments:
Swaps
Hledge of corporate - 181 63,000 63,000 (140) 7
oans
Hagni of mortgage 944 8,059 1,892,000 1,892,000 (11,478) 84
Hedge of TLTROs 7 - 250,000 250,000 (1) 17
Hedge of current 1,876 - 565,500 565,500 1,597 51

accounts
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The amounts relating to items designated as hedged items were as follows:

2019
€'000

Micro hedges

Debt securities
at FVOCl|

Corporate loans

Loans received
from EIB

Covered bonds

Macro hedges

Corporate loans

Mortgage loans

TLTROs

Current accounts

Line item in SOFP

Financial assets
at FVOClI

Financial assets
at AC:
Due from
customers

Financial assets
at AC:
Due to banks

Financial liabilities
at AC:
Debt securities
in issue

Financial assets
at AC:
Due from
customers

Financial assets
at AC:
Due from
customers

Financial liabilities
at AC:
Due to banks

Financial liabilities
at AC:
Due to customers

Carrying
amount

987,302

495,597

50,000

1,334,575

2,740,000

612,500

Accumulated
amount of
fair value
adjustments
included

in carrying
amount

184

712

57,211

12,688

4,580

Change in fair
value used

for calculating
hedge
ineffectiveness

5,836

2,178

(712)

53,077

194

5,318

3,063

Accumulated
amount of
fair value
adjustment
after
termination
of hedging
relationship

1,131

18,369

1,152
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Accumulated Accumulated

amount of Change in fair am_ount o
. fair value
2018 Carrvin fair value value used adiustment
, Line item in SOFP ying adjustments for calculating )
€000 amount . after
included hedge L
. X . . termination
in carrying ineffectiveness .
of hedging
amount . .
relationship
Micro hedges
Debt securities Financial assets
at FvOClI at FvOCI 124,832 (836) (1,486) a
Financial assets
at AC:
Corporate loans 604,713 (1,036) 2,803 -
Due from
customers
Financial liabilities
at AC:
Covered bonds . 1,370,550 24,521 12,040 5,798
Debt securities
in issue
Macro hedges
Financial assets
Corporate loans atAC: 63,146 146 147 -
Due from
customers
Financial assets
at AC:
Mortgage loans 1,899,246 7,246 11,562 1,790
Due from
customers

Financial liabilities
TLTROs at AC: 247,842 (18) 18) -
Due to banks

Financial liabilities
Current accounts at AC: 626,017 1,517 1,546 -
Due to customers
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Maturity of notional values of hedging instruments designated as fair value hedges of interest rate risk and
their average interest rates:

2019
e sy Mopr
Interest rate instruments:
Swaps
Hedge of debt securities at FVOCI - 324,400 636,500
- 0.06% 0.12%
Hedge of corporate loans 150,000 251,123 -
(0.30%) 0.19% -
Hedge of mortgage loans 640,000 2,100,000 -
(0.25%) (0.03%) -
Hedge of loans received from other banks - - 50,000
- - 0.32%
Hedge of current account 500,000 - 112,500
(0.62%) - 0.64%
Hedge of covered bonds 150,000 509,000 1,109,200
(0.15%) 0.72% 1.11%
Foreign currency instruments:
Swaps
Hedge of corporate loans - 4,628 89,846
- 0.00% 2.63%
2018
€000 ress ;’;Z': 1-5years M°’5e;::r’;
Interest rate instruments:
Swaps
Hedge of debt securities at FVOCI 86,671 50,000 20,000
1.15% 0.26% 0.32%
Hedge of corporate loans 13,606 366,812 154,046
0.83% 0.07% 0.52%
Hedge of mortgage loans 159,000 1,733,000 -
(0.26%) (0.07%) -
Hedge of TLTROs 250,000 - -
(0.35%) - -
Hedge of current account 512,000 - 112,500
(0.35%) - 0.64%
Hedge of covered bonds 670,736 321,000 952,300
0.17% 0.66% 1.14%
Foreign currency instruments:
Swaps
Hedge of corporate loans 41,847 5,382 87,057

0.00% 0.00% 2.63%
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10. Financial assets at fair value through other comprehensive
income

€'000 2019 2018
Government debt securities of European Union countries 1,174,127 681,809
of which Italian government debt securities 489,830 204,041
Bank debt securities 357,806 59,305
Other debt securities 30,605 -
Equity instruments:
VISA Inc. Seria C 11,139 7,676
Intesa Sanpaolo S.p.A. 797 1,112
SW.ILET. 75 72
12,011 8,860
1,574,549 749,974

At 31 December 2019, bonds in the total nominal amount of € 725,500 thousand were pledged by the
Bank to secure collateralized transactions (31 December 2018: € 599,935). These bonds were pledged in
favor of the ECB within the pool of assets which can be immediately used as collateral for received funds
needed for liquidity management purposes.

11. Financial assets and financial liabilities at amortised cost

11.1. Due from other banks

€000 Note 2019 2018

Loans and advances:

with contractual maturity over 90 days 136,788 72,098
Cash collateral 44,191 31,110
Impairment losses 21 (488) (754)

180,491 102,454
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11.2. Due from customers

2019
€°000

Public Administration
Single Resolution Fund
Municipalities

Corporate

Large Corporates

Large Corporates — debt securities
Specialized Lending

SME

Other Non-banking Financial Institutions
Other Financial Institutions — Debt securities
Public Sector Entities

Factoring

Retail

Small Business
Consumer Loans
Mortgages

Credit Cards

Overdrafts

Flat Owners Associations

Impairment

Gross amount losses carrying
(note 21) amount

3,876 - 3,876
130,884 (2,258) 128,626
134,760 (2,258) 132,502
2,220,975 (5,209) 2,215,766
124,322 (118) 124,204
871,982 (38,436) 833,546
1,294,233 (33,925) 1,260,308
663,944 (397) 663,547
25,063 (28) 25,035
1,344 (38) 1,306
93,067 (1,234) 91,833
5,294,930 (79,385) 5,215,545
252,112 (12,881) 239,231
1,560,744 (158,732) 1,402,012
6,897,623 (38,840) 6,858,783
150,073 (22,428) 127,645
72,883 (6,351) 66,532
36,138 (247) 35,891
8,969,573 (239,479) 8,730,094
14,399,263 (321,122) 14,078,141
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Impairment

éoz)go Gross amount losses c,-:.a.:gli::ﬂ
(note 21)
Public Administration
Single Resolution Fund 2,870 - 2,870
Municipalities 140,670 (2,599) 138,071
143,540 (2,599) 140,941
Corporate
Large Corporates 2,144,957 (5,484) 2,139,473
Large Corporates — debt securities 53,360 (619) 52,741
Specialized Lending 848,312 (46,630) 801,682
SME 1,305,405 (34,968) 1,270,437
Other Non-banking Financial Institutions 769,194 (451) 768,743
Public Sector Entities 2,905 (73) 2,832
Factoring 105,337 (1,219) 104,118
5,229,470 (89,444) 5,140,026
Retail
Small Business 249,901 (13,277) 236,624
Consumer Loans 1,589,367 (189,856) 1,399,511
Mortgages 6,172,729 (34,081) 6,138,648
Credit Cards 183,527 (32,705) 150,822
Overdrafts 96,511 (8,586) 87,925
Flat Owners Associations 33,286 (250) 33,036
8,325,321 (278,755) 8,046,566
13,698,331 (370,798) 13,327,533

At 31 December 2019, the 20 largest corporate customers represented a total balance of € 1,710,697 thou-
sand (31 December 2018: € 1,762,523 thousand) or 12.15% (31 December 2018: 13.23%) of the total
loan portfolio.
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11.3. Due to banks

€'000 2019 2018

Due to central banks:

Current accounts 920 658
Loans received from central banks 148,219 247,860

149,139 248,518

Due to other banks:

Current accounts 22,811 20,337
Term deposits 5,019 620,785
Loans received from other banks 127,273 101,829
Revaluation of fair value hedged loans received (712) -
Cash collateral received 22,239 610

176,630 743,561

325,769 992,079

At 31 December 2019, ‘Loans received from central banks’ contains two loans (31 December 2018: three
loans) from National Bank of Slovakia in the nominal amount of € 100,000 thousand and € 50,000 thou-
sand (31 December 2018: € 100,000 thousand, € 100,000 thousand and € 50,000 thousand). The interest
rate for all loans is (0.4%) (31 December 2018: (0.4%)) and the maturity is in 2020 and 2021 (31 December
2018: 2020 and 2021). The principal and interests are due at maturity of the loans.

The breakdown of ‘Loans received from other banks’ according to the counterparty is presented below:

€000 2019 2018
European Investment Bank 114,181 81,350
European Bank for Reconstruction and Development 9,655 13,437
Council of Europe Development Bank 3,437 7,042

127,273 101,829

European Investment Bank

Loans from the European Investment Bank were provided to fund development of SME, large sized compa-
nies and infrastructure projects. At 31 December 2019, the balance comprised of seven loans in the nomi-
nal amount of € 47,368 thousand, € 5,817 thousand, € 4,375 thousand, € 1,541 thousand, € 1,495 thou-
sand with variable interest rates and € 50,000 thousand and € 3,571 thousand with fixed interest rate.
The interest rates were between 0.00% and 1.73% (31 December 2018: six loans in the nominal amount
of € 50,000 thousand, € 8,750 thousand, € 8,286 thousand, € 7,479 thousand, € 1,827 thousand with
variable interest rates and € 5,000 thousand with fixed interest rate between 0.00% and 1.73%) and
with maturity between 2020 and 2028 (31 December 2018: 2020 and 2028). The principal of the loans is
payable on an annual or semi-annual basis and the interest is payable semi-annually or quarterly, depending
on the periodicity agreed in the individual loan contracts.

European Bank for Reconstruction and Development (‘EBRD’)

Loans received from the EBRD represented funds granted to support energy savings in large corporations. At
31 December 2019, there were five loan arrangements concluded in the nominal amount of € 2,500 thou-
sand, € 2,143 thousand, € 2,143 thousand, € 2,143 thousand and € 714 thousand (31 December 2018:
five loan arrangements in the nominal amount of € 3,571 thousand, € 3,571 thousand, € 3,571 thousand,
€ 2,143 thousand and € 558 thousand). The maturity of the loans is between 2020 and 2024 (31 Decem-
ber 2018: 2020 and 2023). At 31 December 2019 the variable interest rates are in the range between
0.20% and 0.35% (31 December 2018: 0.35% and 1.64%). The frequency of the repayment of both the
interest and the principal is semi-annual.
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Council of Europe Development Bank

At 31 December 2019, loans from the Council of Europe Development Bank comprised of three loans in
the nominal amount of € 2,000 thousand, € 1,000 thousand and € 437 thousand (31 December 2018:
four loans in the nominal amount of of € 2,667 thousand, € 2,000 thousand, € 1,500 thousand and
€ 874 thousand). The purpose of these loans is to fund SME projects and development of municipalities in
the Slovak republic. The interest rates of these loans are linked to 3M Euribor and are between 0.00% and
0.39% at 31 December 2019 (31 December 2018: 0.15% and 0.30%)The maturity of the individual loans
is between 2020 and 2022 (31 December 2018: 2019 and 2022). The interest is payable quarterly and the
principal is payable on an annual basis.

11.4. Due to customers

€000 2019 2018
Current accounts 8,016,452 7,397,264
Term deposits 2,633,491 2,475,038
Government and municipal deposits 904,185 850,893
Savings accounts 245,816 246,494
Lease liabilities 22,058 -
Other deposits 105,058 86,077

11,927,060 11,055,766

The disclosure of changes arising from cash flows and non-cash changes in liabilities arising from financing
activities:

Cash flow Non-cash changes
2019 1 Repay- Reva-  Exchange 31
€'000 January* AR ments PEERELS luation differrence Szt December
Lease liabilities 16,443 11,965 (6,350) - - - - 22,058

* First time adoption of IFRS 16.

The following table sets out a maturity analysis of lease liabilities, showing the undiscounted lease payments
to be payable after the reporting date.

€'000 2019
Up to one month 646
one to three months 1,277
three months to one year 4,817
one to five years 15,531
Over five years 96

22,367

11.5. Subordinated debt

€'000 2019 2018

Subordinated debt 200,143 200,181

At 31 December 2019, the balance of subordinated debt comprised of one ten-year loan drawn on
22 December 2016, in the nominal amount of € 200,000 thousand (31 December 2018: € 200,000 thou-
sand) from Intesa Sanpaolo Holding International S. A. Maturity is in 2026. The variable interest rate was
2.89% as at 31 December 2019 (31 December 2018: 2.96%). In accordance with the loan agreement, the
loan as an unsecured obligation, can be used for the settlement of the debts of the Bank and shall not be
repaid prior to repayment of all claims of the Bank’s non-subordinated creditors.
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The disclosure of changes arising from cash flows and non-cash changes in liabilities arising from financing

activities:

Non-cash changes
éoggo 1January Cash flow Accruals Revaluation cﬁ)f(fc:rae:?;: Other Decemb.:lr
subordinated 55 189 - 38 - - ~ 200,143

debt

Non-cash changes

2018 1January Cash flow Accruals Revaluation Echanos Other 31

€'000 difference December
subordinated 200,164 - 17 - - ~ 200,181
debt
11.6. Debt securities in issue
€000 2019 2018
Covered bonds 1,710,540 838,698
Covered bonds subject to cash flow hedges - 80,378
Covered bonds subject to fair value hedges 1,334,575 1,388,658
3,045,115 2,307,734
Revaluation of fair value hedged covered bonds 57,211 18,722
Unamortized part of revaluation related to terminated fair value hedges 18,369 5,797
3,120,695 2,332,253

The repayment of covered bonds is funded by the mortgage loans denominated in euro provided to custo-
mers of the Bank (note 11.2.).

The disclosure of changes arising from cash flows and non-cash changes in liabilities arising from financing

activities:
Cash flow Non-cash changes
29:)80 1 January fr:::ci:::: Repayments Accruals Revaluation d;’;::‘;’:z: Other Decemb?;l
ngirdesd 2,332,253 1,000,000 (258,035)  (4,582) 51,059 - ~ 3,120,695
Cash flow Non-cash changes
éoggo 1 January fer:ci(:::: Repayments Accruals Revaluation diE‘)f(;:']rangc: Other Decemb?’e‘Ir
Covered 2,252,380 300,000 (235,545) 2,618 10,259 2,541 ~ 2,332,253

bonds
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Name

Mortgage bonds VUB,
a.s. XX.

Mortgage bonds VUB,
a.s. XXX.

Mortgage bonds VUB,
a.s. 31.

Mortgage bonds VUB,
a.s. 36.

Mortgage bonds VUB,
a.s. 43.

Mortgage bonds VUB,
a.s. 58.

Mortgage bonds VUB,
a.s. 67.

Mortgage bonds VUB,
a.s. 72.

Mortgage bonds VUB,
a.s. 73.

Mortgage bonds VUB,
a.s. 74.

Mortgage bonds VUB,
a.s. 75.

Mortgage bonds VUB,
a.s. 78.

Mortgage bonds VUB,
a.s. 79.

Mortgage bonds VUB,
a.s. 80.

Mortgage bonds VUB,
a.s. 81.

Mortgage bonds VUB,
a.s. 82.

Mortgage bonds VUB,
a.s. 83.

Mortgage bonds VUB,
a.s. 84.

Mortgage bonds VUB,
a.s. 85.

Mortgage bonds VUB,
a.s. 86.

Mortgage bonds VUB,
a.s. 87.

Mortgage bonds VUB,
a.s. 88.

Mortgage bonds VUB,
a.s. 89.

Mortgage bonds VUB,
a.s. 90.

Mortgage bonds VUB,
a.s. 91.

Mortgage bonds VUB,
a.s. 92.

Mortgage bonds VUB,
a.s. 93.

Mortgage bonds VUB,
a.s. 94.

Mortgage bonds VUB,
a.s. 95.

Interest
rate (%)

4.300
5.000
4.900
4.750

5.100

5.350
4.700
4.200

3.350

2.160
2.000
1.850
2.550

1.650

2.250
0.300
1.250
0.500
1.200
1.600

0.600

0.500
1.050

0.375

Currency

EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
usb*
EUR
EUR

EUR

(Table continues on the next page)

Number in
circulation
as at 31
December
2019

50

1,000

600

560

500

300

250

500

700

905

10,000

31

38

1,701

500

1,000

1,000

965

1,000

1,000

1,000

2,500

2,500

2,500

Nominal
value in
original
currency
per piece
331,939
33,194
33,194
33,194
33,194
1,000,000
50,000
100,000
100,000
100,000
100,000
10,000
1,000
1,000,000
1,000,000
1,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000

100,000

Issue date

9.3.2006

5.9.2007

29.11.2007

31.3.2008

26.9.2008

10.12.2010

29.11.2011

21.6.2012

11.7.2012

16.1.2013

54.2013

3.3.2014

24.3.2014

27.3.2014

27.3.2014

16.6.2014

28.7.2014

29.9.2014

14.11.2014

27.4.2015

9.6.2015

11.9.2015

29.9.2015

29.10.2015

21.3.2016

27.6.2016

18.1.2017

27.4.2017

26.9.2017

Maturity
date

9.3.2021
5.9.2032
29.11.2037
31.3.2020
26.9.2025
10.12.2019
29.11.2030
21.6.2027
11.7.2022
15.12.2023
5.4.2019
3.3.2020
24.9.2020
27.3.2021
27.3.2024
16.12.2020
28.7.2019
30.9.2019
14.11.2029
27.4.2020
9.6.2025
11.9.2020
29.9.2025
29.10.2030
21.3.2023
27.6.2019
18.1.2024
27.4.2027

26.9.2022

2019
€000

17,176

33,494

19,752

19,239

16,262

15,071

25,496

50,881

72,061

9,213

10,154

31,539

39,294

1,716

49,676

100,083

98,655

96,673

99,584

98,368

100,160

249,142

248,662

249,178

2018
€000

17,176

33,476

19,738

19,189

16,165

80,073

15,071

25,479

50,838

72,014

30,447

9,220

10,154

31,622

39,425

1,716

50,151

50,040

49,628

99,610

98,281

96,704

99,456

98,192

100,066

48,433

248,641

248,253

248,789
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Number in Nominal
Name lnifsieets Currenc qrcauslaatt";: \;?':ulenlanl Issue date Maturity 2019 2018
rate (%) y 9 date €000 €000

December currency

2019 per piece
aCoSve1red bonds VUB, 0.500 EUR 2,500 100,000 2662018  26.6.2023 249,836 249,605
aCoSvezred bonds VUB, 1,500 EUR 500 100,000  5.10.2018  15.12.2027 49,945 50,082
§°:e3r6d bonds VUB, 0.250 EUR 5,000 100,000 2632019  263.2024 497215 -
gosvefd bonds VUB, 0.500 EUR 5,000 100,000  26.62019  26.6.2029 496,590 -

3,045,115 2,307,734

* The Bank issued the mortgage bonds in USD due to lower funding costs in USD, funding needs in USD and interests
from investor side regarding securities denominated in USD.
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12. Fair value changes of the hedged items in portfolio hedge

of interest rate risk

€000

Financial assets at AC:
Due from customers:
Corporate
Retail
Mortgages

Financial liabilities at AC:
Due to banks
Due to customers

2019 2018
- 147
13,840 9,036
13,840 9,183
- (18)
4,580 1,517
4,580 1,499

13. Investments in subsidiaries, joint ventures and associates

2019
€000

VUB Leasing, a. s.
VUB Generalid.s. s., a.s.

Slovak Banking Credit Bureau, s. 1. 0.

2018
€000

VUB Leasing, a. s.
Consumer Finance Holding CR, a. s.
VUB Generalid. s. s., a. s.

Slovak Banking Credit Bureau, s. 1. 0.

Share

100.00%
50.00%
33.33%

Share

100.00%
100.00%
50.00%
33.33%

Impairment Carrvin
Cost losses amgungt
(note 21)
74,410 (27,381) 47,029
16,597 - 16,597
3 - 3
91,010 (27,381) 63,629
Impairment -
Cost losses c::g::‘gt
(note 21)
44,410 (27,381) 17,029
8,557 - 8,557
16,597 - 16,597
3 - 3
69,567 (27,381) 42,186

VUB Leasing, a. s., VUB Generali d. s. s., a. s. and Slovak Banking Credit Bureau, s. r. 0. are incorporated in

the Slovak Republic.

Consumer Finance Holding CR, a. s. was incorporated in the Czech Republic.

Investments in subsidiaries, joint ventures and associates are tested for impairment annually or more
frequently, if events or changes in circumstances indicate that the carrying value may be impaired. No
impairment losses were recognized during 2019.

The Bank uses CAPM for impairment testing, using cash flow projections based on the most recent finan-
cial budgets approved by senior management covering a budgeted five-year period. The discount rates
applied to cash flow projections beyond the five year period are adjusted by the projected growth rate. Both
discount rates and growth rates are determined on ISP Group level specifically for the Slovak market.
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The following rates are used by the Bank:

€000 2019 2018
Discount rate — cash flows 6.06% 6.39%
Discount rate — terminal value 7.20% 7.81%
Projected growth rate 4.42% 4.48%

The calculation considers the following key assumptions:

— interest margins — the development of margins and volumes by product line,

— discount rates — based on CAPM,

— market share during the budget period,

— projected growth rates used to extrapolate cash flows beyond the budget period,
— current local GDP,

— local inflation rates.

The impairment calculation is most sensitive to market interest rates, expected cash-flows and growth rates.

14. Property and equipment and Non-current assets classified
as held for sale

2019 .

€000 Owned Right-of-use Total
Buildings and land 72,421 19,876 92,297
Equipment 4,767 - 4,767
Other tangibles 1,046 2,187 3,233
Assets in progress 6,902 - 6,902

85,136 22,063 107,199
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2019 Buildings Other Assets

€'000 and land EatipEt tangibles in progress fetal

Cost or fair value

At 31 December 2018 103,383 56,781 28,363 5,281 193,808
Impact of adopting IFRS 16 14,256 - 2,187 - 16,443
At 1 January 117,639 56,781 30,550 5,281 210,251
Additions from merger 18 65 - - 83
Additions 11,314 2 651 6,134 18,101
Revaluation 2 - - - 2
Disposals (24,921) (3,165) (3,209) - (31,295)
Transfers 2,269 1,945 299 (4,513) -
Exchange differences 8 - 1 - 9
At 31 December 106,329 55,628 28,292 6,902 197,151

Accumulated depreciation

At 1 January (4,353) (51,800) (27,349) - (83,502)
Additions from merger (6) (40) - - (46)
Revaluation 11 - - - 11
Depreciation for the period (8,644) (2,179) (908) - (11,731)
Disposals 1,290 3,159 3,198 - 7,647
Exchange differences ) (1) - - 3)
At 31 December (11,704) (50,861) (25,059) - (87,624)

Impairment losses (note 21)

At 1 January (7,090) - — - (7,090)
Release 4,762 - - - 4,762
At 31 December (2,328) - - - (2,328)

Carrying amount

At 31 December 2018 91,940 4,981 1,014 5,281 103,216
Impact of adopting IFRS 16 14,256 - 2,187 - 16,443
At 1 January 106,196 4,981 3,201 5,281 119,659

At 31 December 92,297 4,767 3,233 6,902 107,199
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2018 Buildings Other Assets

€'000 and land EatipEt tangibles in progress fetal

Cost or fair value

At 1 January 102,617 60,026 28,931 3,432 195,006
Additions from merger 983 1,673 618 42 3,316
Additions 7 4 4 5,046 5,061
Disposals (489) (7,801) (1,286) - (9,576)
Transfers 264 2,879 96 (3,239) -
Revaluation 2 - - - 2
Exchange differences (1) - - - (1)
At 31 December 103,383 56,781 28,363 5,281 193,808

Accumulated depreciation

At 1 January - (55,703) (27,791) - (83,494)
Additions from merger - (1,251) (475) - (1,726)
Depreciation for the year (4,762) (2,626) (386) - (7,774)
Disposals 409 7,780 1,303 - 9,492
At 31 December (4,353) (51,800) (27,349) - (83,502)

Impairment losses (note 21)

At 1 January - - - - -
Creation (7,090) - - - (7,090)
At 31 December (7,090) - - - (7,090)

Carrying amount

At 1 January 102,617 4,323 1,140 3,432 111,512
At 31 December 91,940 4,981 1,014 5,281 103,216
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Of which right-of-use assets:

2019
€°000

Cost

At 1 January
Additions

Disposals

Exchange differences

At 31 December
Accumulated depreciation

At 1 January

Depreciation for the period
Disposals

Exchange differences

At 31 December
Carrying amount

At 1 January
At 31 December

Buildings Other
and land tangibles Lzl
14,256 2,187 16,443
11,314 651 11,965
(129) (10) (139)
7 - 7
25,448 2,828 28,276
(5,602) (647) (6,249)
31 6 37
(1) - (1
(5,572) (641) (6,213)
14,256 2,187 16,443
19,876 2,187 22,063
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In order to optimize costs, the Bank decided to sell part of its own buildings, which it did not use or used
only part of its premises primarily as its branches. During November and December 2019, these buildings
were sold, and approximately 35% of the premises were subsequently rented back by the Bank to continue
to use them. The Bank thus entered into sale and leaseback transactions. The buildings sold were exclu-
ded from property and equipment and the premises that the Bank began to lease back were falling back to
property and equipment as rights of use. At the same time, lease liabilities of the same amount as the rights
of use were recognized. The gains from these transactions were € 0 thousand, as the selling price corres-
ponded to their fair value, in which these buildings were also recognized in the accounting under the reva-
luation model. The contracts were concluded under current market conditions. The lease term was agreed
in the contracts for an average of four years.

In 2019 the Bank reviewed the carrying amount of its property and equipment. An impairment test was
carried out to determine the recoverable amount of these assets which was based on the fair value less
costs to sell. As a result of the impairment test the Bank recognized an impairment loss in total amount of
€ 2,328 thousand (31 December 2018: € 7,090 thousand).

For ‘Buildings and land’ the Bank uses the revaluation model for subsequent measurement. Management
determined that these constitute one class of asset, based on the nature, characteristics and risks. The
Bank uses the income method, using market rents and yields as key inputs. Fair values are based on valua-
tions performed by an accredited independent valuer. The revaluation model aligned the book value to the
current market value. Level 3 revaluation was recognised due to significant unobservable estimated valua-
tion inputs.

If ‘Buildings and land” were measured using the cost model, the carrying amounts would be, as follows:

€000 2019 2018
Cost 105,661 174,242
Accumulated depreciation (52,622) (98,506)
Impairment losses (2,328) (10,438)

50,711 65,298

The Bank held in its portfolio of non-current assets classified as held for sale buildings and land in the
amount of:

€000 2019 2018
Cost 1,585 35,141
Accumulated depreciation (28) (1,129)
Impairment losses (912) (7,090)

645 26,922

At 31 December 2019, the gross book value of fully depreciated tangible assets that are still used by the
Bank amounted to € 81,631 thousand (31 December 2018: € 83,855 thousand).

There are no restrictions on title and no ‘Property and equipment’ is pledged as security for liabilities.

At 31 December 2019, the amount of irrevocable contractual commitments for the acquisition of tangible
assets was € nil thousand (31 December 2018: € nil thousand).

The Bank’s insurance covers all standard risks to tangible and intangible assets (theft, robbery, natural
hazards, vandalism and other damages).
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15. Intangible assets

2019
€000

Cost

At 1 January
Additions from merger
Additions

Disposals

Transfers

Exchange differences

At 31 December
Accumulated amortisation

At 1 January

Additions from merger
Amortization for the period
Disposals

Exchange differences

At 31 December
Carrying amount

At 1 January
At 31 December

2018
€000

Cost

At 1 January
Additions from merger
Additions

Transfers

Exchange differences

At 31 December
Accumulated amortisation

At 1 January

Additions from merge
Amortization for the year
Exchange differences

At 31 December
Carrying amount

At 1 January
At 31 December

Other

Software intangible . Assets Total

in progress

assets

250,475 10,833 36,357 297,665
158 - - 158
63 95 31,961 32,119
(18) - - (18)
24,580 - (24,580) -
7 3 - 10
275,265 10,931 43,738 329,934
(195,538) (9,926) - (205,464)
(54) - (54)
(11,978) (405) - (12,383)
18 - - 18
(4) (1) - (5)
(207,556) (10,332) - (217,888)
54,937 907 36,357 92,201
67,709 599 43,738 112,046

S Assets
Software intangible . Total

in progress

assets

225,628 10,500 23,633 259,761
12,657 - 246 12,903
- - 25,005 25,005
12,193 334 (12,527) —
3) (1) - 4
250,475 10,833 36,357 297,665
(175,341) (9,538) - (184,879)
(8,317) - - (8,317)
(11,883) (389) - (12,272)
3 1 - 4
(195,538) (9,926) - (205,464)
50,287 962 23,633 74,882
54,937 907 36,357 92,201
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Assets in progress include mainly the costs for the technical upgrade of software and for the development
of new software applications that have not yet been put in use.

At 31 December 2019, the gross book value of fully amortised intangible assets that are still used by the
Bank amounted to € 147,373 thousand (31 December 2018: € 141,180 thousand).

At 31 December 2019, the amount of irrevocable contractual commitments for the acquisition of intangible
assets was € 1,442 thousand (31 December 2018: € nil thousand).

16. Goodwill

€'000 2019 2018

Consumer Finance Holding, a. s. 18,871 18,871

Goodwill related to Consumer Finance Holding, a. s. was merged in 2018 into VUB. It was originally recogni-
zed in 2005 on the acquisition of this company operating in the field of consumer loans.

Goodwill is tested for impairment annually or more frequently, if events or changes in circumstances indi-
cate that the carrying value may be impaired. No impairment losses on goodwill were recognized during
2019. The calculation is based on the same procedures as for the impairment testing of ‘Investments in
subsidiaries, joint ventures and associates’ (note 13).

17. Current and deferred income tax assets and liabilities

€'000 2019 2018
Current income tax assets 25,309 1,181
Deferred income tax assets 63,157 66,298
Current income tax assets liabilities - 8,955

Deferred income taxes are calculated on all temporary differences using a tax rate of 21% (31 December
2018: 21%) as follows:

Impact of

Profit/ adopting
€'000 2019 (loss) Equity IFRS 16 Merger 2018

(note 35) profit/

(loss)
Derivative financial instruments B B 2) B 3 ’

designated as cash flow hedges

Financial assets at FVOCI (1,769) - (317) - - (1,452)
Financial assets at AC: - - - - - -
Due from other banks 95 (64) - - - 159
Due from customers 56,166 (19,294) - - - 75,460
Property and equipment (7,374) (1,682) 2,098 (3,442) - (4,348)
Other assets 7 - - - - 7
Financial liabilities at AC: - - - - - -
Due to customers 4,643 1,201 - 3,442 - -
Provisions 1,856 1,240 - - - 616
Other liabilities 8,715 (805) - - - 9,520
Other 818 12,633 278 - 1,573 (13,666)

63,157 (6,771) 2,057 1,573 66,298
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18. Other assets

€'000 Note 2019 2018
Operating receivables and advances 14,216 15,840
Prepayments and accrued income 8,641 5,057
Other tax receivables 732 999
Inventories 513 550
Settlement of operations with financial instruments 25 9
Impairment losses 21 (3,139) (2,155)

20,988 20,300

19. Provisions

€000 Note 2019 2018
Financial guarantees and commitments 21 9,391 14,409
Litigation 22,24 946 6,575
Restructuring provision 22 334 924
Other provisions 22 - 10

10,671 21,918

20. Other liabilities

€'000 2019 2018
Various creditors 45,687 47,153
Settlement with employees 30,726 32,091
Severance and Jubilee benefits 5,633 5,411
Accruals and deferred income 2,673 2,749
VAT payable and other tax payables 2,245 2,223
Settlement with shareholders 1,753 1,723
Investment certificates 641 434
Share remuneration scheme 584 440
Settlement of operations with financial instruments 5 1
Other 810 1,146

90,757 93,371

At 31 December 2019 and 31 December 2018 there were no overdue balances within ‘Other liabilities’.
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Severance and Jubilee benefits are discounted to determine their present value. The discount rate is deter-
mined by reference to current rates of return on Slovak government bonds with a fifteen years duration
that represents the period which is closest to the average benefit duration. The calculation is performed
using the Projected Unit Credit Method. For the calculation th Bank used an average turnover rate which is
based on historical data on employees’ turnover at the Bank for the last three years. The average age-speci-
fic turnover rate is calculated as the ratio of number of terminations and the average number of employees.
All employees of the Bank are covered by the retirement and jubilee employee benefits program.

The calculation for the respective program takes into account the following parameters:

2019 2018
Jubilee Retirement Jubilee Retirement
benefits benefits benefits benefits
Discount rate (0.28%) 0.55% (0.28%) 1.23%
Growth of wages* - 3.00% - 4.00%
Future growth of wages* - 4.50% - 4.00%
Turnover rate (based on age) 59% -413% 59%-413% 6.1%-416% 6.1% -41.6%
Retirement age Based on valid legislation Based on valid legislation
Based on mortality tables issued Based on mortality tables issued
Mortality by the Statistical Office of the by the Statistical Office of the
Slovak Republic Slovak Republic

* Growth of wages and Future growth of wages is not part of calculation for Jubilee benefits.

The movements in social fund liability presented within ‘Settlement with employees’ were as follows:

2019 Creation
€000 1 January (note 31) Use 31 December
Social fund 2,795 1,150 (1,946) 1,999
2018 Creation
€000 1 January (note 31) Use 31 December

Social fund 594 3,887 (1,686) 2,795
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21. Movements in impairment losses

Net

Assets
2019 creation . Exchange " 31
€'000 o UELICEL Merger /(release) written difference L December
off/sold
(note 34)

Financial assets at FVOCI 134 - 90 - - - 224
Financial assets at AC: 1

Due from other banks 754 - (369) - 103 - 488

Due from customers 370,798 2,289 39,973 (82,822) (127) (8,989) 321,122
Investments in

subsidiaries, joint 13 27,381 B B B B B 27,381

ventures and

associates
Property and equipment

and Non-current assets

dlassified as held for 14 7,090 - - (4762) - - 2,328

sale
Other assets 18 2,155 - 984 - - - 3,139

408,312 2,289 40,678 (87,584) (24) (8,989) 354,682

Financial guarantees and 19,34 14,400 B (5,262) B a4 B 9.391

commitments

422,721 2,289 35,416 (87,584) 220 (8,989) 364,073
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Net Assets
2918 Note 1 January Merger creation written E_xchange Other* 31
€'000 difference December
(note 34) off/sold
Financial assets at FVOCI 226 - (92) - - - 134
Financial assets at AC: 1
Due from other banks 555 - 130 - 69 - 754
Due from customers 311,336 77,141 54,642 (60,734) (1,091) (10,496) 370,798
Investments in
subsidiries, joint 13 37914 (10533 - - - - 27,381
ventures and
associates
Property and equipment
and Non-current assets
classified as held for 14 B 7,030 N N N 7,030
sale
Other assets 18 2,024 235 (104) - - - 2,155
352,055 66,843 61,666 (60,734) (1,022) (10,496) 408,312
Financial guarantees and ;5 3, 18,283 - (5,325) - 1,451 - 14,409
commitments
370,338 66,843 56,341 (60,734) 429 (10,496) 422,721

* 'Other’ represents:
— the interest portion (unwinding of interest).
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22. Movements in provisions

2019

€000 Note
Litigation 19, 24, 33
Restructuring provision 19, 33
Other provisions 19, 33
2018

€000 Note
Litigation 19, 24, 33
Restructuring provision 19, 33
Other provisions 19, 33

Net 31

1 January Merger release* Use Other December
6,575 - (5,058) (571) - 946
924 - - (590) - 334

10 - - (10) — -

7,509 — (5,058) (1,171) - 1,280
Net 31

1 January Merger creation Use Other December
6,331 38 217 (14) 3 6,575
924 - 1,210 (1,210) - 924

47 - 11 (47) (1) 10

7,302 38 1,438 (1,271) 2 7,509

* On the basis of success in litigation and mainly as a result of an independent assessment, based on which manage-
ment revised the expected probability of success, the provision was released for € 5,058 thousand.
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23. Equity

€000 2019 2018

Share capital — authorised, issued and fully paid:

89 ordinary shares of € 3,319,391.89 each, not traded 295,426 295,426
4,078,108 ordinary shares of € 33.2 each, publicly traded 135,393 135,393
430,819 430,819

Share premium 13,719 13,719
Reserves 108,728 115,074
Retained earnings (excluding net profit for the period) 929,586 892,790
1,482,852 1,452,402

In accordance with the law and statutes of the Bank, the Bank is obliged to contribute at least 10% of its
annual net profit to the ‘Legal reserve fund’ until it reaches 20% of the share capital. Usage of the ‘Legal
reserve fund’ is restricted by the law and the fund can be used for the coverage of the losses of the Bank.

2019 2018
Net profit for the period attributable to shareholders in € '000 114,087 156,286
Divided by the weighted average number of ordinary shares, calculated as
follows:
89 shares of € 3,319,391.89 each in € 295,425,878 295,425,878
4,078,108 shares of € 33.2 each in € 135,393,186 135,393,186
430,819,064 430,819,064
Divided by the value of one ordinary share of € 33.2
The weighted average number of ordinary shares of € 33.2 each 12,976,478 12,976,478
Basic and diluted earnings per € 33.2 share in € 8.79 12.04

The rights and responsibilities of shareholders are set out in the legal regulations and the Articles of Asso-
ciation of the Bank. The right of a shareholder to participate in the management of the Bank, the right to
a share of the profits and the right to a share of the liquidation balance, in the event of the winding up
of the Bank with liquidation, are attached to a registered share. Each shareholder is entitled to attend the
General Meeting, to vote, to request information and seek explanations and submit proposals. The number
of votes allocated to each shareholder is determined by the ratio of the nominal value of its share to the
amount of registered capital. A shareholder may exercise the shareholder rights attached to book-entered
shares at the General Meeting if the shareholder is entitled to exercise these rights as of the decisive date
specified in the invitation to the General Meeting. The exercise of a shareholder’s voting rights may only
be restricted or suspended by the law. The shares are freely transferable by registration of transfer in line
with relevant regulation. The General Meeting of the Bank as the main decision making body of the Bank is
entitled to decide on share issues or on the acquisition of the Bank’s own shares.

The structure of shareholders is as follows:

€'000 2019 2018
Intesa Sanpaolo Holding International S. A. 97.03% 97.03%
Domestic shareholders 2.16% 2.08%
Foreign shareholders 0.81% 0.89%

100.00% 100.00%
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The primary objectives of the Bank’s capital management are to ensure that the Bank complies with exter-
nally imposed capital requirements and that the Bank maintains strong credit ratings and healthy capital
ratios in order to support its business and to maximise shareholders’ value.

The Bank manages its capital structure and makes adjustments to it in the light of changes in economic condi-
tions and the risk characteristics of its activities. In order to maintain or adjust the capital structure, the Bank
may adjust the amount of dividend payment to shareholders, return capital to shareholders or issue capital
securities. No changes have been made in the objectives, policies and processes from the previous years.

The Bank’s regulatory capital position was determined based on the rules for capital adequacy calculation
set by the CRR Regulation:

€'000 2019 2018
Tier 1 capital

Share capital 430,819 430,819
Share premium 13,719 13,719
Retained earnings* 921,122 884,326
Other reserves 95,957 95,957
Accumulated other comprehensive income 21,235 27,587
(-) Value adjustments due to the requirements for prudent valuation (57) -

Fair value gains and losses arising from the Bank’s own credit risk
related to derivative liabilities

- 6)

Other transitional adjustments to CET1 Capital 35,146 39,281
CET1 capital elements or deductions — other (3,876) (2,872)
Less goodwill and intangible assets (130,916) (111,072)
Less IRB shortfall of credit risk adjustments to expected losses (8,958) -
1,374,191 1,377,739

Tier 2 capital
IRB excess of provisions over expected losses eligible - 21,091
Subordinated debt 200,000 200,000
Other transitional adjustments to T2 Capital (8,739) (9,767)
191,261 211,324
Total regulatory capital 1,565,452 1,589,063

* Excluding net profit for the period/year, profit in approval and other capital funds.

€000 2019 2018
Retained earnings 1,043,673 1,049,076
Net profit for the period/year (114,087) (156,286)
Other capital funds (8,464) (8,464)
921,122 884,326

€000 2019 2018 2019 2018
Required Required

Tier 1 capital 1,374,191 1,377,739 708,897 722,920
Tier 2 capital 191,261 211,324 191,261 211,323
Total regulatory capital 1,565,452 1,589,063 708,897 722,920
Total Risk Weighted Assets 8,861,215 9,036,500 8,861,215 9,036,500
CET 1 capital ratio 15.51% 15.25% 13.00% 12.50%

Total capital ratio 17.67% 17.58% 15.50% 15.00%
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Regulatory capital consists of Tier 1 capital, which comprises share capital, share premium, retained earnings
without profit for the current year, accumulated other comprehensive income, foreign currency translation
and reserves. The deducted amounts in Tier 1 capital are goodwill, intangible assets and irrevocable
payment commitments (contribution to Single Resolution Fund) and IRB shortfall. Certain adjustments are
made to IFRS-based results and reserves, as prescribed by the CRR Regulation. The other component of
regulatory capital is Tier 2 capital, which includes subordinated long term debt and IRB excess of provisions
over expected losses.

Own Funds, risk-weighted assets and the capital ratios as at 31 December 2019 and 31 December
2018 were calculated according to the harmonised rules and regulations for banks and investment compa-
nies contained in Directive 2013/36/EU (‘'CRD IV’) and in the CRR Regulation of 26 June 2013, which trans-
pose the banking supervision standards defined by the Basel Committee (the Basel 3 Framework) to Euro-
pean Union laws.

Following the Supervisory Review and Evaluation Process (‘SREP’), the ECB annually makes a final decision

on the capital requirement that the Bank must comply with on sub-consolidated and individual level.

Starting from 1 January 2019, the overall capital requirement the Bank has to meet in terms of Common

Equity Tier 1 ratio is 10.5%. This is the result of:

— the SREP requirement comprising a minimum Pillar 1 capital requirement of 4.5% and an additional
Pillar 2 capital requirement of 1.5%, entirely of Common Equity Tier 1 ratio;

— additional requirements, made up entirely of Common Equity Tier 1 ratio, relating to a Capital
Conservation Buffer of 2.5%, and an Other Systemically Important Institutions Buffer (‘O-SIl Buffer’) of
1% and Systemic Risk Buffer ('SRB’) of 1%.

For the sake of completeness, please note that CRD IV establishes the obligation for the designated national
authorities to activate an operational framework for the definition of the ratio of the countercyclical capital
buffer (‘'CCyB’) starting from 1 January 2016. The ratio is subject to review on a quarterly basis. The Euro-
pean regulation was implemented in Slovakia by National Bank of Slovakia in relevant regulation, which
contains suitable regulations concerning CCyB. Based on the analysis of the reference indicators, the Natio-
nal Bank of Slovakia decided to set the countercyclical ratio (relating to the exposures towards Slovak coun-
terparties) for period starting 1 August 2017 at 0.5%, since 1 August 2018 at 1.25% and since 1 August
2019 at 1.5% (bringing the total CET1 capital requirement to 12.75% since 1 January 2019 and 13.0%
since 1 August 2019 including Pillar 2 Capital Guidance buffer of 1%).

The Overall Capital Requirement was as of 1 January 2019 set at 15.25% and from 1 August 2019 at
15.5%.

Since November 2014, the Bank has been under the supervision of the European Central Bank.

Internally, within its Risk Appetite framework, the Bank has set internal limits for both OCR and CET1,
managing the regulatory capital requirements additionally with an internal management buffer.
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Impact of the introduction of IFRS 9 on own funds

In December 2017, the European Parliament and the European Council issued Regulation (EU) No
2017/2395 amending the CRR Regulation as regard transitional arrangements for mitigating the impact
of the introduction of IFRS 9 on own funds, integrating the CRR Regulation with Article 473 “Introduction
of IFRS 9”. The new Atrticle allows Banks to re-introduce in their Common Equity Tier 1 ('CET 1') a decre-
asing quota of the impact of IFRS 9 in a five-year transitional period (2018 — 2022). That amount shall be
determined using the static approach which will be adopted by the Bank. It refers only to the impact of FTA
resulting from the comparison of IAS 39 impairments as at 31 December 2017 and IFRS 9 impairments as at
1 January 2018 — including both performing loans classified in Stages 1 and 2 and adjustments to non-per-
forming loans (Stage 3) — to which is applied a decreasing factor (95% for 2018, 85% in 2019, 70% in
2020, 50% in 2021 and 25% in 2022) to set the amount to be included in CET 1. The static transitional
approach is not applicable to the changes in valuation reserves deriving from re-classification of financial
instruments during FTA (impact resulting from classification and measurement).

€'000 2018 2019 2020 2021 2022
Decreasing factor 95% 85% 70% 50% 25%
Impact to CET 1 39,281 35,146 28,944 20,674 10,337

Furthermore, under paragraph 7 of Article 473 of the CRR Regulation, ISP Group companies adopting the

transitional approach shall update calculation of the following components relevant to the determination of

supervisory capital requirements, so as to avoid inappropriate benefits:

— Deferred tax assets deducted from CET 1 relating to Standard and Internal ratings-based ('IRB’) exposures;

— Determination of Exposure At Default using the scaling factor to assess the Risk Weighted Assets of
Standard exposures;

— Tier 2 elements relating to IRB weighted exposures.

The impact on own funds of the first-time adoption of IFRS 9 and the adoption of the “static” approach
during the transitional period (2018 — 2022), as permitted by Regulation (EU) 2017/2395, resulted in the
effects on regulatory capital and prudential ratios (with and without applying the transitional provisions for
IFRS 9) following:

— the reduction of CET 1, due to the FTA impact linked to the first-time adoption of IFRS 9,

— the increase in CET 1 due to the re-inclusion of the gradually decreasing transitional component as
a result of the adoption of the adjustment introduced by the aforementioned Regulation, aimed at miti-
gating the impact of FTA;

— the increase in the excess reserve, based on the provisions of the aforementioned Regulation, may be
added to the Tier 2 capital, up to the amount of 0.6% of IRB RWA, solely for the part in excess of the
amount re-included in CET 1 as a result of the adoption of said transitional adjustment;

— the reduction of the risk-weighted assets (RWA) on standard exposures which, as a result of the increase
in the

— provisions linked to the first-time adoption of IFRS 9, reduced the risk exposure (EAD);

— the increase in risk-weighted assets (RWA) on standard exposures due to the application, under said
provisions, of the scaling factor set out in Regulation (EU) 2017/2395.
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24. Financial commitments and contingencies

24.1. Issued guarantees and commitments and undrawn credit facilities

€'000 2019 2018
Issued guarantees 762,567 772,588
Commitments and undrawn credit facilities 3,241,851 3,238,061
of which revocable 567,948 387,128
4,004,418 4,040,649

Issued guarantees represent irrevocable assurances that the Bank will make payments in the event that
a borrower cannot meet its obligations to third parties. These assurances carry the same credit risk as loans
and therefore the Bank recognizes provisions for these instruments. (note 19)

The primary purpose of commitments to extend credit is to ensure that funds are available to the custo-
mer as required. Commitments and undrawn credit facilities represent undrawn portions of commitments,
credit facilities and approved overdraft loans.

24.2. Legal proceedings

In the normal course of business, the Bank is subject to a variety of legal actions. The Bank conducted
a review of legal proceedings outstanding against it as of 31 December 2019. Pursuant to this review,
management has recorded total provisions of € 946 thousand (31 December 2018: € 6,575 thousand) in
respect of such legal proceedings (note 19). The Bank will continue to defend its position in respect of each
of these legal proceedings. In addition to the legal proceedings covered by provisions, there are contingent
liabilities arising from legal proceedings in the total amount of € 30,902 thousand, as at 31 December 2019
(31 December 2018: € 32,039 thousand). This amount represents existing legal proceedings against the
Bank that will most probably not result in any payments due by the Bank.

€000 2019 2018
Legal proceedings on credit collection 602 593
Legal proceedings related to credit contracts 344 392
Legal proceedings for damages - 5,589

Legal proceedings to rates, interests calculation and other economic
conditions applied

946 6,575
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25. Net interest income

€000 2019 2018

Interest and similar income

Financial assets at FVTPL 199 114
Financial assets at FVOCI 7,430 17,838

Financial assets at AC:
Due from other banks 19,428 12,159
Due from customers 355,184 376,286
Derivatives — Hedge accounting (13,250) (9,912)
Interest income on liabilities 2,443 2,157
371,434 398,642

Interest and similar expense

Financial liabilities at AC:

Due to banks (1,316) (699)
Due to customers and Subordinated debt (22,137) (19,197)
of which lease liabilities (157) -
Debt securities in issue (32,556) (33,697)
Derivatives — Hedge accounting 10,546 7,177
Interest expense on assets (1,140) (1,216)
(46,603) (47,632)

324,831 351,010

€000 2019 2018

Interest and similar income

Total interest income calculated using the effective interest method 371,235 398,528
Other interest income — interest income on financial assets at FVTPL 199 114

371,434 398,642
€'000 2019 2018

Net interest income

Financial assets at FVOCI 7,430 17,838
Financial assets at AC 373,472 387,229

380,902 405,067
Financial liabilities at AC (53,566) (51,436)

Interest income on impaired loans and advances to customers for 2019 amounted to € 8,551 thousand
(2018: € 11,923 thousand).
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26. Net fee and commission income

Nature and timing of satisfaction of performance obligations, including significant payment terms:

Current accounts

Cards

Payments and cash management

Loans

Indirect deposits

Insurance

Trade finance, Structured finance

Factoring

Fees for ongoing account management are charged to the customer’s
account on a monthly basis. The Bank sets the rates separately for retail and
corporate banking customers in each jurisdiction on an annual basis.

Credit card and debit card fees relate to both fees for issuance of credit card
for the period of card’s validity as well as fees for specific transactions.

Transaction-based fees for interchange and foreign currency transactions are
charged to the customer’s account when the transaction takes place.

Services for loans comprise mainly fees for overdrafts, which are recognised
on a straight-line basis over the overdraft duration.

They also include other servicing fees which are charged on a monthly basis
and are based on fixed rates reviewed annually by the Bank.

These fees mainly relate to providing Bank'’s retail network for the mediation
of investments into funds. These fees are paid to the Bank by VUB Asset Man-
agement, sprav. spol., a. s. Since the Bank does not have any ongoing per-
formance obligation regarding these fees, they are recognised in full when
charged.

The Bank provides insurance mediation along with selling its products. Except
for life insurance mediation, only aliquot part of commission is sent by the
insurance company on monthly basis, therefore the Bank only recognises ali-
quot part of commission as income with the passage of time. In case client
cancels insurance contract with insurance company, the insurance company
stops paying the aliquot part of the commission and the Bank therefore stops
to recognise these fees. The Bank is not liable to return aliquot part of com-
missions recognised in fees to insurance company.

Regarding life insurance mediation the Bank is exposed to clawbacks if client
cancels the insurance contract within certain periods. The Bank calculated
effect of IFRS 15 impact and evaluated this impact as non-material and con-
tinues to recognise income on these fees as the related mediation service is
provided.

Fees for loan commitments which are not expected to result in the draw-
down of a loan are recognised on a straight-line basis over the commitment
period.

Administration of a loan syndication, execution of client transactions with
exchanges and securities underwriting, charges for premature termination of
loans and other are charged when transaction takes place.

Services related to factoring include:

— Facility commitment, where fee is recognised on a straight-line basis over
the commitment period;

— Invoice processing fee, where fixed amount for each processed invoice is
charged;

— Factoring fee, where fee represent a percentage on a total receivable
amount factored.



Separate financial statements

Revenue recognition under IFRS 15:

Current accounts

Cards

Payments and cash management

Loans

Indirect deposits

Insurance

Trade finance, Structured finance

Factoring

Revenue from account service and servicing fees is recognised over time as
the services are provided.

Revenue from card issuance is recognised over time as the services are pro-
vided.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Overdraft fee is recognised on a straight-line basis over the overdraft duration.
Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Revenue from insurance mediation services is recognised over time for the
duration of contract, except for life insurance mediation where service fee
is recognised when service is provided and clawbacks are recognised when
they occur.

Loan commitment fee is recognised on a straight-line basis over the commit-
ment period.

Revenue related to transactions is recognised at the point in time when the
transaction takes place.

Facility fee is recognised on a straight-line basis over the commitment period.

Revenues related to invoice processing and factoring fee are recognised at
the point in time when the transaction takes place.
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2019 Retail Corporate Central

€'000 Banking Banking Treasury el fetal
Fee and commission income
Current accounts 38,894 3,340 - 8 42,242
Cards 40,400 347 - 1 40,748
Payments and cash management 9,887 6,649 347 5 16,888
Loans 8,241 7,247 - 671 16,159
Indirect deposits 16,025 - - - 16,025
Insurance 11,782 1 - 25 11,808
Trade finance 18 6,650 1,174 - 7,842
Factoring - 1,466 - — 1,466
Structured finance - 1,127 - - 1,127
Other 400 418 205 624 1,647
125,647 27,245 1,726 1,334 155,952
Fee and commission expense
Cards (23,753) - — - (23,753)
Payments and cash management (31) (8) (562) (443) (1,044)
Current accounts - - - (589) (589)
Insurance (402 - - - (402)
Factoring - (247) - - (247)
Indirect deposits (7) (10) - - 17)
Other (94) (2) (90) (3,675) (3,861)
(24,287) (267) (652) (4,707) (29,913)
Net fee and commission income 101,360 26,978 1,074 (3,373) 126,039
2018 Retail Corporate Central
€000 Banking Banking Treasury DL Wz
Fee and commission income
Current accounts 39,029 3,108 - 7 42,144
Cards 38,901 349 - - 39,250
Payments and cash management 11,037 6,485 372 5 17,899
Loans 7,606 7,463 - 863 15,932
Indirect deposits 15,006 - - - 15,006
Insurance 11,673 5 - - 11,678
Trade finance 19 6,971 2,738 - 9,728
Structured finance - 1,677 - - 1,677
Factoring - 1,503 - - 1,503
Other 545 403 20 293 1,261
123,816 27,964 3,130 1,168 156,078
Fee and commission expense
Cards (23,125) - - - (23,125)
Payments and cash management (31 (8) (874) (449) (1,362)
Current accounts - - - (517) (517)
Insurance (376) - - - (376)
Factoring - (295) - - (295)
Indirect deposits (9) (30) - - (39)
Other (126) - (101) (3,704) (3,931)
(23,667) (333) (975) (4,670) (29,645)
Net fee and commission income 100,149 27,631 2,155 (3,502) 126,433




Separate financial statements

27. Net trading result

€000 2019 2018
Customer foreign exchange margins 6,805 7,431
Financial assets measured at FVOCI 2,005 32,193
Financial assets held for trading — debt securities 1,044 429
Interest rate derivatives 1,426 1,278
Non-trading financial assets measured at FVTPL 211 (151)
Dividends from equity shares measured at FVOCI 154 168
Other derivatives 141 (67)
Dividends from equity shares held in FVTPL 37 55
Net result from hedging transactions (132) 172
Equity derivatives (2) (7)
Cross currency swaps (6,131) 266
Foreign currency derivatives and transactions (13,067) (1,988)

(7,509) 39,779

28. Other operating income

€'000 2019 2018
Financial revenues 1,763 109
Income from operating leasing 523 -
Services 4 34
Rent - 698
Other 930 801

3,220 1,642

29. Other operating expenses

€000 2019 2018
Resolution fund* (5,701) (6,336)
Contribution to the Deposit Protection Fund** (547) (541)
Other damages (261) (383)
Net loss from sale of fixed assets (46) (60)
Other (10,063) (5,913)

(16,618) (13,233)

* Starting from 1 January 2015 the new Bank Recovery and Resolution Directive No 2014/59/EU ('BRRD’) is effective
for all EU member states. The Directive was implemented to Slovak legislation by Act No 371/2014 on Resolution. The
Directive sets an obligation for banks of the member states participating to the Banking Union to pay an annual contri-
bution depending on the size and the risk profile of a bank to the National Resolution Fund in 2015 and to the Single
Resolution Fund from 2016 up to the 2023.

** The annual contribution for 2019 was determined by the Deposit Protection Fund under the valid methodology.
As at 31 December 2019, the Bank expensed the full amount of such contribution. The quarterly contribution to the
Deposit Protection Fund for 2019 was set at 0.0075% p. g. of the amount of protected deposits.
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30. Special levy of selected financial institutions

€000 2019 2018

Special levy of selected financial institutions (29,695) (26,286)

The special levy of selected financial institutions was set to 0.2% p. a. of selected liabilities for the year
2018 and 2019.

31. Salaries and employee benefits

€'000 2019 2018
Remuneration (86,548) (86,221)
Social security costs (33,999) (33,699)
Social fund (1,150) (3,887)
Severance and Jubilee benefits (222) (684)
Termination benefit 590 -

(121,329) (124,491)

At 31 December 2019, the total number of employees of the Bank was 3,657 (31 December 2018: 3,692).
The average number of employees of the Bank during the period ended 31 December 2019 was 3,677
(31 December 2018: 3,741).

The Bank does not have any pension arrangements separate from the pension system established by law,
which requires mandatory contributions of a certain percentage of gross salaries to the State owned social
insurance and privately owned pension funds. These contributions are recognised in the period when sala-
ries are earned by employees. No further liabilities are arising to the Bank from the payment of pensions to
employees in the future.
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32. Other administrative expenses

€000 2019 2018
Third parties’ services (16,213) (6,624)
Information technologies systems maintenance (14,727) (22,201)
Advertising and sponsorship (7,078) (7,113)
Maintenance and repairs (5,536) (7,337)
Postage costs (4,163) (3,808)
Energy costs (3,816) (2,702)
Rental of buildings and related expenses** (3,516) (8,646)
Telephone and telecommunication costs (2,959) (5,964)
Forms and office supplies (2,842) (3,440)
Indirect personnel costs and compensation (2,685) (2,761)
Cleaning of premises (1,872) (1,610)
Cost of legal services (1,583) (1,374)
Electronic data processing system leasing** (1,577) (1,300)
Transport (1,560) (1,663)
Security (1,484) (1,552)
Archives and documents (1,028) (966)
Consultations and other fees* (990) (797)
Insurance (972) (1,110)
Other rentals** (786) (1,525)
Information and research (237) (1,545)
Other expenses (2,814) (2,305)
Value added tax and other taxes (256) (244)
Reinvoicing 3,636 3,153

(75,058) (83,434)

* ‘Consultations and other fees’ includes the fee for the statutory audit of € 170 thousand (2018: € 170 thousand).
Other audit-related assurance services and non-audit services performed by the statutory auditor related to audit and
review of the group reporting and to audit of the Bank’s prudential returns, preparation of the long form report as
required by the Act on Banks, audit procedures on capital adequacy, agreed-upon procedures on the Bank’s compliance
with the covenants of the loan agreement between the Bank and the European Bank for Reconstruction and Devel-
opment, agreed upon procedure on compliance with articles 71h — 71k of the Act No. 566/2001 Coll on securities,
assurance work related to the Bank’s obligations towards the NBS regarding information on loans and advances used as
collateral within the monetary operations of the Eurosystem, assurance work and agreed upon procedures in respect of
issuance of covered bonds and agreed-upon procedures on the merger of a Bank'’s subsidiary with the Bank amounted
to € 409 thousand (2018: € 337 thousand).

** These items includes among other things:

€000 2019
Expenses relating to short-term leases 304
Expenses relating to leases of low-value assets, excluding short-term leases of low-value assets 1,643

1,947




Separate financial statements

33. Provisions

€000 Note 2019 2018
Net release/(creation) and use of provisions for litigations 19, 22, 24 5,058 (202)
Net release and use of provisions for other provisions 19, 22 10 36

5,068 (166)

34. Impairment losses and Net (loss)/gain arising
from the derecognition of financial assets at amortised cost

€000 Note 2019 2018
Net creation of impairment losses (40,678) (61,666)
Net relegse of provisions for financial guarantees and 19 5262 5325
commitments
(35,416) (56,341)
Net (loss)/gain arising from the derecognition of financial assets (4,514) 3,441
at AC
35. Income tax expense
€000 Note 2019 2018
Current income tax 17 (26,047) (49,454)
Deferred income tax 17 (6,771) 5,432
(32,818) (44,022)

The movement in deferred taxes in the statement of profit or loss and other comprehensive income is as

follows:
€000 2019 2018
Due from other banks (64) 42
Due from customers (19,294) 11,713
Property and equipment (1,682) 5,507
Due to customers 1,201 -
Provisions 1,240 (146)
Other liabilities (805) 739
Other 12,633 (12,423)

(6,771) 5,432
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The effective tax rate differs from the statutory tax rate in 2019 and in 2018. The reconciliation of the
Bank'’s profit before tax with the actual corporate income tax is as follows:

2019 2018
Tax at Tax at
€000 Note Tax base applicable tax Tax base applicable tax
rate (21%) rate (21%)
Profit before tax 146,905 (30,850) 200,308 (42,065)
Tax effect of expenses that are
not deductible in determining
taxable profit:
Creation of provisions and 68,303 (14,344) 72.618 (15.250)
other reserves
Creation of impairment losses 243,285 (51,090) 256,573 (53,880)
Write-off and sale of assets 19,459 (4,086) 14,602 (3,066)
Other 26,628 (5,592) 30,574 (6,421)
357,675 (75,112) 374,367 (78,617)
Tax effect of revenues that are
deductible in determining
taxable profit:
Release of provisions and other (79,367) 16,667 (70,825) 14.873
reserves
Release of impairment losses (283,571) 59,550 (256,111) 53,783
Dividends (2,191) 460 (2,223) 467
Other (16,257) 3,414 (6,509) 1,367
(381,386) 80,091 (335,668) 70,490
Adjgstments for current tax of 833 (175) (3,524) 240
prior periods
Withholding tax paid abroad
— settlement of advance 5 (1) 10 (2)
payments
Current income tax 124,032 (26,047) 235,493 (49,454)
Deferred income tax at 21 % 17 (6,771) 5,432
Income tax expense (32,818) (44,022)

Effective tax rate 22.34% 21.98%
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36. Other comprehensive income

€000

Items that shall not be reclassified to statement of profit
or loss in the future

Change in value of financial assets at FVOCI (equity instruments):
Revaluation gains arising during the year
Reclassification adjustment for profit on sale of FVOCI equities within equity

Reversal of deferred income tax on disposed property and equipment

Net revaluation gain from property and equipment

Items that may be reclassified to statement of profit or loss
in the future

Change in value of cash flow hedges:
Revaluation gains/(losses) arising during the year

Change in value of financial assets at FVOCI (debt instruments):
Losses arising during the year

Reclassification adjustment for profit on sale of FVOCI bonds included
in the profit or loss

Exchange difference on translation foreign operation

Total other comprehensive income
Income tax relating to components of other comprehensive income (note 37)

Other comprehensive income for the year after tax

2019 2018
3,123 680
360 -
3,483 680
2,101 -
13 3
5,597 683
8 (689)

(408) (13,462)
(1,919) (36,435)
(2,327) (49,897)
344 (224)
(1,975) (50,810)
3,622 (50,127)
(323) 10,479
3,299 (39,648)
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37. Income tax effects relating to other comprehensive income

2019 2018
. Before tax Tax Net of tax Before tax Tax Net of tax
€000 (expense) (expense)
amount - amount amount - amount
/benefit /benefit
Items that shall not be
reclassified to statement of
profit or loss in the future
Change in value of financial
assets at FVOCI (equity 3,483 (807) 2,676 680 (143) 537
instruments)
Reversal of deferred income
tax on disposed property and 2,101 - 2,101 - - -
equipment
Net revaluation gain from 13 3) 10 3 1) 5
property and equipment
5,597 (810) 4,787 683 (144) 539
Items that may be
reclassified to statement of
profit or loss in the future
Change in value of cash flow
hedges 8 (2) 6 (689) 145 (544)
Change in value of financial
assets at FVOCI (debt (2,327) 489 (1,838) (49,897) 10,478 (39,419)
instruments)
Exchange_ d|fferences on 344 B 344 (224) B (224)
translation foreign operations
(1,975) 487 (1,488) (50,810) 10,623 (40,187)

3,622 (323) 3,299 (50,127) 10,479 (39,648)
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38. Related parties

Related parties are those counterparties that represent:

(a) Enterprises that directly, or indirectly, through one or more intermediaries, control, or are controlled by,
have a significant influence or are under the common control of the reporting enterprise;

(b) Associates — enterprises in which the Parent Company has significant influence and which are neither
a subsidiary nor a joint venture;

(c) Individuals owning, directly or indirectly, an interest in the voting power of the Bank that gives them
significant influence over the Bank, and anyone expected to influence, or be influenced by, that person
in their dealings with the Bank;

(d) Key management personnel, that is, those persons having authority and responsibility for planning,
directing and controlling the activities of the Bank, including directors and officers of the Bank and close
members of the families of such individuals; and

(e) Enterprises in which a substantial interest in the voting power is owned, directly or indirectly, by any
person described in (c) or (d) or over which such a person is able to exercise significant influence. This
includes enterprises owned by directors or major shareholders of the Bank and enterprises that have
a member of key management in common with the Bank.

In considering each possible related party relationship, attention is directed to the substance of the relation-
ship, and not merely the legal form. The stated transactions have been made under arms-length commer-
cial and banking conditions.

In 2019, the remuneration and other benefits provided to members of the Management Board were
€ 2,441 thousand (2018: € 3,111 thousand), of which the severance benefits € 112 thousand (2018:
€ 30 thousand), and to members of the Supervisory Board € 99 thousand (2018: € 94 thousand).
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As at 31 December 2019, the outstanding balances with related parties comprised:

Key man-
€000 agement _ _Stfb- Joint Associates Intesa ISP Gro_up Total
personnel sidiaries  ventures Sanpaolo companies
(‘"KMP’)
Assets
Financial assets
at FVTPL:
Financial gssets held B a B B 590 8,332 8,922
for trading
Non-trading financial
assets at FVTPL - - - a o84 - o84
Denvatlvels — Hedge B 3 B N 3 82,501 82,501
accounting
Financial assets
at FvVOC| - B N B 797 - 797
Financial assets at AC:
Due from other banks - - - - 5,411 40,675 46,086
Due from customers 285 297,780 5 - - - 298,070
Property and equipment - 1,532 - - - - 1,532
Other assets - 882 - - 6 1,221 2,109
285 300,194 5 - 7,388 132,729 440,601
Liabilities
Financial liabilities
at FVTPL:
Financial !lab|llt|es held B 3 B B 510 17,293 17,803
for trading
Denvatlvels — Hedge 3 B B B 3 37.065 37,065
accounting
Financial liabilities _
at AC:
Due to banks - - - - 18,896 28,075 46,971
Due to customers 1,600 2,458 - 257 - 1,067 5,382
Subordinated debt - - - - - 200,143 200,143
Provisions - 21 - - 14 2 37
Other liabilities 584 390 - - 2,615 - 3,589

2,184 2,869 - 257 22,035 283,645 310,990
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As at 31 December 2018, the outstanding balances with related parties comprised:

Key man-
€000 agement _ .Slfb- Joint Associates Intesa ISP Gro_up Total
personnel sidiaries  ventures Sanpaolo companies
(‘KMP’)
Assets
Financial assets at
FVTPL:
Financial gssets held B B B B 124 28,540 28,664
for trading
Non-trading financial
assets at FVTPL - - - - 440 - 440
Der|vat|ve_s — Hedge 3 B _ 3 B 26,638 26,638
accounting
Financial assets at
FVOCI - - - - 1,112 - 1,112
Financial assets at AC:
Due from other banks - - - - 8,641 31,908 40,549
Due from customers 291 288,397 4 - - - 288,692
Other assets - 15 7 - 6 2,517 2,545
291 288,412 11 - 10,323 89,603 388,640
Liabilities
Financial liabilities at
FVTPL:
Financial l||ab|||t|es held 3 B B 3 3,998 30,645 34,643
for trading
Der|vat|ve's — Hedge 3 B 3 3 B 11.010 11.010
accounting
Financial liabilities at
AC:
Due to banks - - - - 567,398 65,734 633,132
Due to customers 1,821 1,329 - 228 - 4,535 7,913
Subordinated debt - - - - - 200,181 200,181
Debt securities in issue - - - - - 80,073 80,073
Provisions - 28 - - - - 28
Other liabilities 440 441 - - - 4,387 5,268

2,261 1,798 - 228 571,396 396,565 972,248
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As at 31 December 2019, the outstanding off-balance sheet balances with related parties comprised:

Key man-
€000 agement _ .Slfb- Joint Associates Intesa ISP Gro_up Total
personnel sidiaries  ventures Sanpaolo companies
(‘'KMP’)
Commitments and
undrawn credit 323 103,362 - - 2,596 - 106,281
facilities
Issued guarantees - - - - 14,317 1,877 16,194
Received guarantees - - - - 18,000 - 18,000

Derivative transactions
(notional amount — - — _
receivable)

150,387 8,552,538 8,702,925

Derivative transactions
(notional amount — - — _
payable)

149,116 8,552,540 8,701,656

As at 31 December 2018, the outstanding off-balance sheet balances with related parties comprised:

Key man-
€000 agement ' .Slfb- Joint Associates Intesa ISP Gro_up Total
personnel sidiaries  ventures Sanpaolo companies
(‘'KMP’)
Commitments and
undrawn credit - 102,099 - - 3,848 - 105,947
facilities
Issued guarantees - - - - 15,024 1,819 16,843
Received guarantees - - - - 32,542 14,783 47,325
Derivative transactions
(notional amount — - - - - 1,118,191 8,781,977 9,900,168

receivable)

Derivative transactions
(notional amount — - - - - 1,123,156 8,778,591 9,901,747
payable)
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For the year ended 31 December 2019, the outstanding balances with related parties comprised:

€000

Income and
expense items

Interest and
similar income

Interest and
similar expense

Fee and
commission
income

Fee and
commission
expense

Dividend income
Net trading result

Other operating
income

Other operating
expenses

Other
administrative
expenses

Depreciation
Impairment losses

kmp . Sub- Joint )\ ssociates Intesa ISP Group Total
sidiaries ventures Sanpaolo companies
3 1,869 - - 47 4 1,923
) (89) - - (241) (6,478) (6,810)
1 13 - 1 197 13,989 14,201
- - - - (446) (11) (457)
- - 2,000 - - - 2,000
- - - - (12,224) 31,536 19,312
- 50 20 - 270 56 396
- - - - (511) - (511)
- 1,955 13 - (11,151) (272) (9,455)
- (641) - - - - (641)
- 59 - (8) (1) - 50
2 3,216 2,033 (7) (24,060) 38,824 20,008
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For the year ended 31 December 2018, the outstanding balances with related parties comprised:

€000 KMP . .Slfb_ ol Associates miEes - [ Gro_u P Total
sidiaries  ventures Sanpaolo companies

Income and
expense items

Interest and 3 1,829 - - 173 47 2,052
similar income

Interest and 3) M _ _ (48) (8,909) (8,961)
similar expense ' '

Fee and
commission 1 43 - - 90 13,364 13,498
income

Fee and
commission - (1 - - (449) (23) (473)
expense

Dividend income - - 2,000 - - - 2,000

Net trading result - - - - 1,605 275 1,880

O.ther operating B 159 3 3 3 )88 447
income

Other operating B 3 B 3 (220) 3 (220)
expenses

Other
administrative - 930 39 - 367 (9,955) (8,619)
expenses

Impairment losses - (163) - - - - (163)

1 2,796 2,039 - 1,518 (4,913) 1,441




Separate financial statements

39. Profit distribution

On 5 April 2019, the Bank’s shareholders approved the following profit distribution for 2018:

€'000
Dividends to shareholders (€ 9.64 per € 33.2 share) 125,049
Retained earnings 31,237
156,286
The Management Board will propose the following 2019 profit distribution:
€'000
Dividends to shareholders (€ 7.03 per € 33.2 share) 91,255
Retained earnings 22,832
114,087

40. Events after the end of the reporting period

As at 1 January 2020 the amendment of the Act No. 384/2011 on the Special levy of selected financial insti-
tutions from 28 November 2019 became effective and the rate of levy will be raised to 0.4% p. a. of selec-
ted liabilities.

From 31 December 2019, up to the date when these financial statements were authorised for issue, there
were no further events identified that would require adjustments to or disclosure in these financial state-

ments.

These financial statements were authorised for issue by the Management Board on 21 February 2020.

TR A

Alexander Resch Antonio Bergalio

Chairman of the Management Board Member of the Management Board
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Debt securities issued by the Bank

MATURITY DENOMI- NOMINAL COUPON PUT

ISSUE NAME ISIN  ISSUE DATE PIECES COUPON

DATE NATION VALUE PAYMENTS  OPTION
\"I"lfj’;g*_’gf)g‘(’.“ds SK4120004946 9.3.2006 9.3.2021 EUR  331,939.19 50 430% annually no
\“/"J;t%afe)g‘(’)'(‘d‘ SK4120005547 5.9.2007 5.9.2032 EUR  33,193.92 1,000 5.00% annually no
\"I"L,‘,’I;ffgf’;°“ds SK4120005679  29.11.2007  29.11.2037 EUR  33,193.92 600 4.90% annually no
\“I"lfj’;%?%b:“ds SK4120005893  31.3.2008  31.3.2020 EIR  33,193.92 560 4.75% annually no
\"I"L‘,’I;tgafe 4"3°“d5 SK4120006271 2692008  26.9.2025 EUR  33,193.92 500 5.10% annually no
\"I"Séfgigfg"ds SK4120008228  29.11.2011  29.11.2030 EUR  50,000.00 300 5.35% annually no
{‘,"&;ffgff;“ds SK4120008608  21.62012  21.6.2027 EUR  100,000.00 250 4.70% annually no
\“I"lfj’éfga‘"_’g'e7b3°“ds k4120008624 11.7.2012 11.7.2022 EUR  100,000.00 500 4.20% annually no
\"/"3;?2:37'?“"5 SK4120008939  16.1.2013  15.12.2023 EUR  100,000.00 700 3.35% annually no
\"I"L,‘,’I;fga_‘:’f7l’8°“ds $K4120009820 3.3.2014 3.3.2020 EUR  10,000.00 905 2.16% annually no
\"/"3;2195'?“* SK4120009846 2432014 24.9.2020 EUR 1,000.00 10,000 2.00% annually no
\'\I"nggfslg’"ds SK4120009879  27.3.2014  27.3.2021 EUR  1,000,000.00 31 1.85% annually no
m;?f;onds SK4120009887 2732014 27.3.2024 EUR  1,000,000.00 38 2.55% annually no
\"I"L,‘,’;gfgfsbz°“ds SK4120010042 16.6.2014  16.12.2020 EUR 1,000.00 1,701 1.65% annually no
\“I"lfj’;%?gfsb;“ds SK4120010364  14.11.2014  14.11.2029 EUR  100,000.00 500 2.25% annually no
\"I"L,‘,’I;ffgfsl?“ds SK4120010646  27.42015  27.4.2020 EUR  100,000.00 1,000 0.30% annually no
\"I"Séfg‘j‘gfs?“ds SK4120010794 9.6.2015 9.6.2025 EUR  100,000.00 1,000 1.25% annually no
\"/"329:2?8'?“"5 SK4120011040  11.92015  11.9.2020 EUR  100,000.00 965 0.50% annually no
\"I"lfj’;fg‘"_‘zfsbg°“ds SK4120011065  29.9.2015  29.9.2025 EUR  100,000.00 1,000 1.20% annually no
\"/"lfj’;ff_'gfg?“ds SK4120011149  29.102015  29.10.2030 EUR  100,000.00 1,000 1.60% annually no
Mortgage bonds ¢\ 1150011520 2132016 21.3.2023 EUR  100,000.00 1,000 0.60% annually no

VUB, ass., 91
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ISSUE NAME ISIN  ISSUE DATE MATUIDR“'\TT: Dﬁﬂ%"g,’; Now\%é_ PIECES  COUPON PA&‘;"‘:E';\IOT': opTrng
:‘I"ng‘-*;‘g,egl’3°“ds SK4120012469  18.1.2017 18.1.2024 EUR  100,000.00 2,500 0.50% annually no
\","C‘I’QQ:E%T""S SK4120012824 2742017 27.4.2027 EUR  100,000.00 2,500 1.05% annually no
:‘I"a’gga‘j‘gleg?“ds SK4120013251 2692017  26.9.2022 EUR  100,000.00 2,500 0.375% annually no
\C,‘l’]";':_‘:_f’f"ds SK4120014168 2662018  26.6.2023 EUR  100,000.00 2,500 0.50% annually no
\c/‘l’]‘;’:_‘:_f’;’"ds SK4120014531 5102018  15.12.2027 EUR  100,000.00 500 1.50% annually no
sg‘é‘fr:.‘:_f’g"ds k4120015108 263.2019  26.3.2024 EUR  100,000.00 5,000 0.25% annually no
Coveredbonds ¢ /500015475 2662019 2662029 EUR  100,000.00 5,000 0.50% annually no

VUB, as., 4

All debt securities issued by VUB, a.s., are bearer bonds in book entry form. No person took any guarantee
for the repayment of the nominal value and/or coupon payment.

As of 31 December 2019 VUB, a.s., did not issue and did not decide to issue bonds with pre-emption rights
or convertible rights associated therewith.

The bonds are transferable to another holder without any restrictions. The rights associated with the bonds
are based on the terms and conditions of the bonds pursuant to Act No. 530/1990 Coll. on Bonds as amen-
ded, Act No 483/2001 Coll. on Banks as amended, Act No 566/2001 Coll. on Securities as amended and in
accordance with applicable legislation.
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Investment certificates issued by the Bank

ISSUE  MATURITY DENOMI-  NOMINAL PIECES COUPON COUPON PUT OP-

RS Il DATE DATE NATION VALUE PAYMENTS TION

Investment
ceytificates SK5110000687 23.6.2017 23.6.2020 EUR 1.00 48,000 0.00% - no
VUB, a.s., 2020

Investment
certificates
VUB, as.,
2020 02

SK5110000745  18.12.2017  18.12.2020 EUR 1.00 38,400 0.00% - no

Investment
certificates SK5110000828 28.6.2018 28.6.2021 EUR 1.00 231,300 0.00% - no
VUB, a.s., 2021

Investment
certificates
VUB, as.,
2020 03

SK4000015574 27.6.2019 27.6.2020 EUR 1.00 47,500 0.00% - no

Investment
certificates SK4000015582 27.6.2019 27.6.2022 EUR 1.00 198,900 0.00% - no
VUB, a.s., 2022

During the accounting year 2019, the company issued the Investment certificates VUB, a.s., 2020 03 and
Investment certificates VUB, a.s., 2022. The reason for issuing investment certificates was to fulfil the obli-
gations arising from the Act on Banks no. 483/2001 Coll. as amended in conjunction with Regulation EU
No 575/2013 on prudential requirements for credit institutions and investment firms (CRR) and the inter-
nal procedure of VUB, a.s. — Remuneration Policy. Based on these documents, part of the variable compo-
nent of total compensation, severance payments, retirement allowances and other compensation payable
to selected personnel acc. to § 23a par. 1 of the Act on Banks is provided in the form of securities or other
financial instruments.

Investment certificates issued by VUB, a.s., are registered securities in book-entry form. No person has taken
any guarantee for the repayment of the nominal value and/or coupon payment.

No pre-emption or convertible rights are associated with investment certificates.
Investment certificates are not transferable to another holder. The rights associated with the investment cer-

tificates are based on the applicable legislation of the Slovak Republic, in particular on Act No 566/2001 Coll.
on Securities as amended and in the relevant issue conditions and prospectus of the investment certificates.




List of VUB Retail Branches

Name Postcode Address

Regional Retail Business Network Bratislava

Bratislava - Postova 81101 Postova 1
Bratislava - OC Aupark 851 01 Einsteinova 18
Bratislava - Parickova 82108 Parickova 2
Bratislava - RuZinov 827 61 Kastielska 2
Bratislava - OC Vivo 83104 Vajnorska 100
Bratislava - Dubravka 841 01 Sch. Trnavského 6/A
Bratislava - OC Eurovea 81109 Pribinova 8
Bratislava - Dolné Hony 82106 Kazanska 41
Bratislava - OC Central 82108 Metodova 6
Bratislava - OC Avion 82104 lvanska cesta 16
Bratislava - Dunajska 81108 Dunajska 24
Bratislava - Sintavska 851 05 Sintavska 24
Bratislava - Devinska N. Ves 841 07 Eisnerova 48
Bratislava - Spitélska 81101 Spitélska 10
Bratislava - Vlastenecké nam. 851 01 Vlastenecké namestie 6
Bratislava - Furdekova 851 04 Furdekova 16
Bratislava - DIhé Diely 841 05 L. Fullu 5
Bratislava - OC BORY MALL 84103 Lamac 6780
Bratislava - Dulovo nam. 82108 Dulovo nam. 1
Bratislava - Raca 83106 Detvianska 22
Bratislava - Herlianska 82103 Komarnicka 11
Bratislava - Lamac 84103 Heyrovského 1
Bratislava - Magnifica 81109 Pribinova 8
Mortgage Centres

Bratislava - Postova 81101 Postova 1
Bratislava - OC Aupark 851 01 Einsteinova 18
Bratislava - Parickova 82108 Parickova 2

Regional Retail Business Network West

Trnava - Dolné basty 917 68 Dolné basty 2
Piestany 921 01 Namestie slobody 11
Nové Zamky 940 33 Hlavné namestie 5
Koméarno 945 23 Trzni¢né namestie 1
Dunajska Streda 929 35 Alzbetinske ndm. 328
Galanta 924 41 Mierové namestie 2
Topolc¢any - Moyzesova 955 19 Moyzesova 585/2
Malacky 901 01 Zahoracka 15
Hlohovec 920 01 Podzédmska 37
Trnava - Hlavna 917 68 Hlavna 31

Senica 905 33 Nam. oslobodenia 8
Sala 927 00 Hlavna 5

Banovce nad Bebravou 957 01 Namestie L. Stura 5/5
Partizanske 958 01 L. Svobodu 4

Nové Mesto nad Vahom 915 01 Hviezdoslavova 19
Pezinok 902 01 Stefanikova 14

Senec 903 01 Namestie 1. maja 25




List of VUB Retail Branches

Stupava

Trnava - OC Arkadia
Holi¢

Myjava

Skalica

Samorin

Sered'

Vrbové

Topol¢any - Pribinova
Stara Tura
Hurbanovo

Ivanka pri Dunaji
Smolenice

Sastin - Straze

Velky Meder
Gabcikovo
Sladkovi¢ovo

Trnava - Magnifica
Mortgage Centres
Trnava - Dolné basty

Regional Retail Business Network Centre
Prievidza

Banska Bystrica

Nitra - Stefanikova 44
Levice

Zvolen

Nitra - OC Mlyny

Ziar nad Hronom
Lucenec

Velky Krtis

Rimavska Sobota
Zlaté Moravce

Banska Bystrica - SC Europa
Handlova

Prievidza - Bojnicka cesta
Vrable

Nitra - OC Centro
Sturovo

Surany

Zeliezovce

Turc¢ianske Teplice
Brezno

Banska Stiavnica
Nova Bana

Zarnovica

Krupina

Detva

Zvolen - SC Eurdpa
Filakovo

Hnusta

Revuca

900 31
917 01
908 51
907 01
909 01
931 01
926 00
922 03
955 01
916 01
947 01
900 28
919 04
908 41
932 01
930 05
925 21
917 68

917 68

971 01
97555
949 31
934 01
960 94
949 01
965 01
984 35
990 20
979 13
953 00
974 01
972 51
971 01
952 01
949 01
943 01
942 01
937 01
039 01
977 01
969 01
968 01
966 81
963 01
962 11
960 01
986 01
981 01
050 01

Mlynska 1

Veterna 40/A
Bratislavska 1518/7
N&m. M.R.Stefanika 525/21
Potocna 20

Hlavna 64
Cukrovarska 3013/1
Nam. Slobody 285/9
Pribinova 2

SNP 275/67
Komarrianska 98
Stefanikova 25/A

SNP 81

Namestie slobody 648
Komaérnanska 135/22
Mlynarsky rad 185/1
Fucikova 131

Dolné basty 2

Dolné basty 2

Namestie slobody 10
Namestie slobody 1
Stefanikova 44
Starova 21

Namestie SNP 2093/13
Stefanikova 61
Namestie Matice slov. 21
T. G. Masaryka 24
Novohradska 7
Francisciho 1

Zupna 10

Na troskach 26

SNP 1

Bojnicka cesta 15
Levickd 1288/16
Akademicka 1/A
Hlavna 59

SNP 25

Komenského 8

Hajska 3

Bozeny Némcovej 1/A
Radni¢né namestie 15
Namestie slobody 11
Namestie SNP 26
Svatotrojicné namestie 8
M. R. Stefanika 65
Namestie SNP 9690/63
Biskupicka 1
Francisciho 372
Namestie slobody 3




List of VUB Retail Branches

Tornala 982 01 Mierovéa 37
Nitrianske Pravno 972 13 Namestie SNP 389
Poltar 987 01 Sklarska 289

Nitra - Magnifica 949 31 Stefanikova 44
Banska Bystrica - Magnifica 975 55 Namestie slobody 1
Mortgage Centres

Nitra 949 31 Stefanikova 44
Banska Bystrica 97555 Namestie slobody 1

Regional Retail Business Network North

Povazska Bystrica 017 01 Nam. A. Hlinku 23/28
Zilina 01001 Na bréane 1

Martin 036 01 M. R. Stefanika 2
Trencin 911 01 Mierové namestie 37
Poprad 058 17 Mnohelova 2832/9
Cadca 022 24 Frana Krala 1504
Dubnica nad Vahom 018 41 Nam. Matice slov. 1712/7
Puchov 020 01 Namestie slobody 1657
Dolny Kubin 026 01 Radlinského 1712/34
Liptovsky Mikulas 03131 Sturova 19

Zilina - OC Duben 01008 Vysokogkolakov 52
Zilina - OC Aupark 01001 Velka okruzna 59A
RuZzomberok 034 01 Podhora 48

Trencin - OC Laugaricio 911 01 Beld 7271

Trencin - Legionarska 911 01 Legionarska 7158/5
llava 019 01 Mierové namestie 77
Nova Dubnica 018 51 Mierove namestie 29/34
Bytca 014 01 Sidénie Sakalovej 138/1
Zilina - Nam. A. Hlinku 01043 Nam. A. Hlinku 1
Kysucké Nové Mesto 024 01 Namestie Slobody 184
Turzovka 023 54 R. Jasika 20

Namestovo 029 01 Hviezdoslavovo nam. 200/5
Tvrdo3in 027 44 Trojicné nam. 191
Trstena 028 01 Nam. M. R. Stefanika 15
Martin - OC Tulip 036 01 Pltniky 2

KeZmarok 060 01 Hviezdoslavova 5
Spisska Bela 059 01 SNP 2522

Poprad - OC Forum 058 01 Nam. sv. Egidia 3290/124
Nizna 027 43 Novéa Doba 481

Trencin - Magnifica 911 01 Legionarska 7158/5
Zilina - Magnifica 01043 Na brane 1

Mortgage Centres

Trencin 911 01 Legionarska 7158/5
Zilina 01043 Na bréane 1

Poprad 058 17 Mnohelova 2832/9

Regional Retail Business Network East

Presov 080 01 Masarykova 13
Michalovce 071 80 Namestie slobody 3
Roznava 048 73 Saféarikova 21

Spisska Nova Ves 052 14 Letnd 33




List of VUB Retail Branches

Stara Lubovnia
Vranov nad Toplou
Bardejov

Humenné

Kosice - Sturova
Kosice - Hlavna 1
KoSice - Letna
Trebisov

Kosice - OC Aupark
Levoca

Krompachy

Gelnica

Sabinov

Lipany

PreSov - Hlavna
PreSov - OC MAX
Svidnik

Stropkov

Snina

Medzilaborce
Kosice - Bukovecka
Kosice - OC Optima
Kosice - OC Galéria
Moldava nad Bodvou
Michalovce - mesto
Kralovsky Chlmec
Velké Kapusany
Hanusovce nad Toplou
Giraltovce

Kosice - Sidlisko KVP
Sobrance

Presov - Magnifica
Kosice - Magnifica
Mortgage Centres
PreSov

Kosice

064 01
093 01
085 01
066 01
040 01
042 31
040 01
07517
040 01
054 01
053 42
056 01
083 01
082 71
080 01
080 01
089 27
091 01
069 01
068 10
040 12
040 11
040 11
045 01
071 01
077 01
079 01
094 31
087 01
040 23
073 01
081 86
042 31

081 86
042 31

Nam. SV. Mikulasa 27
Namestie slobody 6
Kellerova 1

Namestie slobody 26/10
Starova 27/A

Hlavna 1

Letnd 40

M.R. Stefanika 3197/32
Namestie osloboditelov 1
Nam. Majstra Pavla 38
Lorencova 20

Banicke nam. 52
Namestie slobody 90
Nam. sv. Martina 8
Hlavna 61

Vihorlatska 2A
Centralna 584/5
Mlynska 692/1
Strojarska 2524
Mierova 289/1
Bukovecka 18
Moldavska cesta 32
Toryska 5
Hviezdoslavova 13
Nam. Osloboditelov 2
Hlavna 710
Sidl.P.O.Hviezdoslava 79
Komenského 52
Dukelska 58

Trieda KVP 1
Stefanikova 9
Masarykova 13

Starova 27/A

Masarykova 13
Starova 27/A




List of VUB Corporate branches

Corporate Business Centre Bratislava

BRATISLAVA

Corporate Business Centre Trnava

TRNAVA
SENICA

Corporate Business Centre Nitra

NITRA
TOPOLCANY
LEVICE

Corporate Business Centre Nové Zamky

NOVE ZAMKY
KOMARNO
GALANTA

DUNAJSKA STREDA

Corporate Business Centre Trencin

TRENCIN

POVAZSKA BYSTRICA

PRIEVIDZA

Corporate Business Centre Zilina

ZILINA
MARTIN
CADCA
DOLNY KUBIN

Corporate Business Centre Banska Bystrica
ZIAR NAD HRONOM

ZVOLEN

BANSKA BYSTRICA

LUCENEC

RIMAVSKA SOBOTA

Corporate Business Centre Poprad

POPRAD

LIPTOVSKY MIKULAS
SPISSKA NOVA VES

Corporate Business Centre PreSov

PRESOV
BARDEJOV

VRANOV NAD TOPLOU

HUMENNE

Corporate Business Centre Kosice

KOSICE
MICHALOVCE

Mlynské nivy 1

Dolné basty 2
Nam. oslobodenia 8

Stefanikova 44
Moyzesova 585/2
Strova 21

Hlavné namestie 5
Trzni¢né nam. 1
Mierové namestie 2
AlZbetinske nam. 328

Legionarska 7158/5
Nam. A. Hlinku 23/28
Namestie slobody 10

Na brane 1
M.R.Stefanika 2
Frana Krala 1504
Radlinského 1712/34

Nam. Matice slovenskej 21
Namestie SNP 2093/13
Namestie slobody 1

T.G. Masaryka 24
Francisciho 1

Mnohelova 2832/9
Sturova 19
Letna 33

Masarykova 13
Kellerova 1

Namestie slobody 6
Namestie slobody 26/10

Starova 27/A
Namestie slobody 3

02 /5055 2765

033 /485 4447
034 /485 6037

037 /485 4844
038 /485 6237
036/485 6134

03574854738
035/485 4766
0317485 4054
031/485 4025

03274854230
042 /485 6537
046 /485 7137

041 /485 6346
043 /485 6661
041 /485 6400
043 /485 6696

045 /485 6883
045 /485 6842
048 /485 5506
047/ 485 7224
047 /485 7248

052 /485 7866
044 /485 7035
053/485 7623

0517485 7564
054 /485 8330
057 /485 8560
057 /485 8523

0557485 8046
056 /485 8430
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Organization Chart of VUB as at 31 December 2019
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Lucia Olenova

(1992, Bratislava)

The Immense dept

2019, acrylic, oil on canvas, cut and stitched canvas, 170 x 200 cm

The competition of Malba — Cena Nadacie VUB za maliarske dielo pre mladych umelcov /Painting. Prize of
the VUB Foundation for Painting for Young Artists is one of the best known projects of the VUB Foundation
and also one of the initiatives with the longest history and tradition. Even after fourteen years of its existence
it still adheres to the mission it was created for. The aim of the competition is to present the biggest talents
of young professional artists of Slovakia, to enhance and refine the medium of painting and help young
artists to enter the artistic scene. Thanks to the international jury, which evaluates the artworks Slovak
painting, curators abroad become increasingly aware of the young Slovak painting opening the door to the
world to the artists.









