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Address by the Chairman of the VUB Supervisory
Board

Dear Shareholders, Clients and Business Partners, Employees

VUB had in 2020 a good year, considering the unexpected and unprecedented situation caused by the
global pandemic of the new coronavirus that thwarted all previous plans. Economies, including the Slovak,
collapsed amidst quarantines and lockdowns needed to safeguard public health. Volumes and intensity of
financial activities inevitably suffered as a result.

VUB Group has nonetheless confirmed that its compass is set
right, both in the good times and bad. From the very begin-
ning of the corona crisis, VUB thus stood by its clients and
communities, helping them to overcome the public health
crisis and subsequent economic shocks caused by the virus.
VUB’s help ranged from direct donations of healthcare ma-
terial and devices to critically strained hospitals to the post-
ponement of debt service payments to households and com-
panies most hit by the loss of income. VUB was the first bank
on the market to engage in such activities and thus con-
firmed its strong corporate and social responsibility. | am very
proud of VUB in this respect and, on behalf of the Supervi-
sory Board, | would like to thank the management and em-
ployees for their humanity.

Commenting on the commercial and financial results of the
Group in such relentless times may seem inappropriate. Yet,
VUB stood tall in this respect too, having maintained and
even slightly increased its shares of the deposit and loan mar-
kets in Slovakia. The Group also delivered a positive financial
result, albeit inevitably smaller than a year ago. On behalf
of the Supervisory Board, | would like to thank the manage-
ment and employees for these achievements as well.

Going forward, the operating environment will remain extremely challenging. The pandemic, now in its sec-
ond and third wave, is still raging on, and will continue constrain economic activities for months and even
quarters yet to come. A broader vaccination of population may bring some kind of normalcy and start of
the recovery in the second half of the year. Yet, in many sectors, especially those requiring close social con-
tacts, a complete recovery may never arrive. At the same time, the adverse impact of the crisis on the bank-
ing sector will now intensify as some clients with postponed debt payments may not be able to resume ser-
vicing their debt. In addition to the rising risks costs, banks will have to continue grapple with persistently
low interest rates. Thankfully, at least, Slovak banks will no longer have to grapple with the bank levy, which
is now finally suspended.

Clearly, the year 2021 will be challenging and in some areas even more challenging than 2020. Knowing

VUB’s resilience and solidity | nonetheless remain confident that together with further support of Intesa
Sanpaolo, the Group will continue deliver the best possible performance for all stakeholders.

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 2020 has been unexpectedly tough, overwhelmed by the unprecedented public health crisis caused
by the global pandemic of the new coronavirus. Many sectors of the economy were shut for a substantial
part of the year, resulting in a severe contraction of GDP, comparable only to the great financial crisis of
2007 - 2008. Correspondingly severe increases in unemployment and bankruptcies have only been averted
by the massive fiscal and monetary support. This helped to alleviate the negative impact on the banking
sector, allowing it to continue supply loans and preserve reasonable quality of assets. On the other hand,
however, it also has led to further decline of interest rates and thus intensified pressure on margins and
profitability of the banking industry.

Against this backdrop, | am pleased with the performance of
VUB in 2020. Our outmost priority early in the crisis was to
stand by our customers and help them through this difficult
period by alleviating their financial stress as much as possi-
ble. | believe that we succeeded in this mission and main-
tained our mutually trusted relationship, judging for example
by the continued increase of volumes of loans and primary
deposits and increasing shares of the core markets. Our mu-
tually trusted relationship also has been confirmed by sur-
veys, in which clients especially appreciated our availability,
security and assistance, particularly in the area of electronic
services, which dramatically increased in the times of coro-
na-induced social distancing. Alongside improved commer-
cial results, | am pleased with the operational efficiency and
the quality of our loan portfolio. These developments ena-
bled us to deliver the best possible financial performance.

Reviewing in detail our results on the commercial front,
| would like to concentrate first on the mortgage market.
Mortgages namely account for more than half of VUB’s loan
portfolio and hook to them also a significant share of retail
deposits and transactional business. In 2020, we have con-
tinued to systematically grow both the client base of this key
product and even more so the volume. The later increased
over a year ago by 12.7%, exceeding even previous year's 11% growth. Importantly we have been success-
ful to outgrow the market and increase our share of mortgage-type loans to 24.1% at the end of Decem-
ber 2020 from 23.7% in December 2019.

Continued growth of mortgages may seem at odds with the plunging economy, rising unemployment
and uncertainty about many jobs in the post-covid world. And indeed, some factors underpinning the
strong growth of mortgages in 2020 are prone to payback. These will include the loan moratorium, which
allowed tens of thousands of indebted households to postpone debt payments and thus bridge the uncer-
tain corona times. Deferred debt service though will resume from early 2021 and thus curtail spending
power of households in general. Some households may even find themselves unable to sustain their debts
outside the moratorium. Banks, according to the central bank view, though should be capable of managing
this issue. Other factors that supported demand for mortgages and residential housing in 2020 though will
probably prevail also in the year(s) ahead. For example, demand for bigger housing due to the necessity for
more space to effectively work from home. Or low interest rates, which indeed will most likely remain low
for even longer to enable governments to finance the huge fiscal costs brought about by the pandemic. In
any case, we will continue to systematically care for this segment, and hopefully grow our portfolio with
comparable success to this past year.

Opportunities for retail loan growth outside mortgages, however, have been very limited. In fact, due to
tightened regulation, consumer loan market has been stagnating or even decreasing even before the latest
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crisis. And the corona pandemic has hit consumer loans especially hard. Not only has it crippled demand
for consumer goods and services generally, it also impacted disproportionately lower-paid mass client seg-
ments, which use this product relatively more than a general population. As a result, the overall consumer
loan market shrank over a year ago by significant 8.1%. Yet, even in this shrinking market, we continued
to stand by our clients and tried to sustain credit extended to them. Our share of consumer loans thus
stood at 22.6% in December 2020, little changed from 22.7% in December a year ago. Outweighed by
the increased share of the mortgages, our share of the overall retail loan market improved by December
2020 to 22.6% from 22.3% in December 2019, resp.

In the corporate loan market, we have seen our share to ease, to 18.3% in December 2020 from 19.3%
in December 2019, resp. This decline is mainly driven by decision to step back from some transactions with
no adequate risk — return profile, primarily in the nonresident and financial sectors. We have concentrated
instead on growing volumes of loans to domestic non-financial companies, especially to small and medi-
um-sized enterprises, whom we extended loans worth 8.7% more than a year ago. As a result, the overall
VUB lending to resident nonfinancial companies maintained its 5.1% y/y growth from a year ago, which
enabled us to increase our share of this core corporate market by four tenths over previous year, to new
high of 16.8% by December 2020.

Our relationships with corporate clients extend beyond banking products and involve also leasing and
factoring services. Both have been severely impacted by the pandemic-related shutdowns of key sectors
and decline of investment activities, especially in the area of international business and transport services.
Demand on the leasing market thus fell markedly, resulting in new production and the balance sheet of our
leasing subsidiary, VUB Leasing, to decline over a year ago. Similarly to leasing, also factoring business in
2020 suffered a dramatic decline, especially during its first half. Being a market leader, VUB Factoring suf-
fered the highest decrease of purchased receivables over a year ago in absolute terms and the second high-
est in relative terms, by 16.9%, in the first nine months of the year. It nonetheless maintained its leadership
through September accounting for 32% of the market comprising of the banks and factoring companies
within the Association of Factoring Companies.

Turning to the deposit market, | am pleased to say that we have followed up on the positive trend of previ-
ous year and grew volumes of primary deposits at a significant pace of 12.8%. In fact, we have outgrown
the market yet again and our share of total bank deposits increased from 18.9% in December 2019 to
19.2% by December 2020. We focused primarily on growing household deposits and | am pleased to say
that we succeeded, increasing their volume by 11.0%, faster than a year ago and also faster than the mar-
ket. As result, our share of total household bank deposits in Slovakia increased to 16.1% by December
2020, from 15.7% in December 2019. 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 household loan market, now nearly
23%. This is important to fund our growth aspirations in the mortgage market and comply with regulato-
ry-prescribed funding profile in the future. In this respect, | would like to thank also our ALM unit that in
2020 successfully placed another €500 million benchmark issue of covered bonds on international markets.

We also grew the volume of corporate deposits, by 41.6%. We have been particularly successful in collect-
ing funds of liquidity-rich companies, especially the big ones, who deposited with us 66.5% more money
than a year ago. Yet, also SMEs have increased their deposit balances with VUB significantly, by 19.4%
over a year ago. This exceptionally strong growth has translated into a dramatic increase in our share of
total nonfinancial deposit market, by nearly 6 percentage points, to 25.9% in December 2020. Such strong
growth, clearly, has been exceptional and probably temporary, with payback likely once the economic and
investment activity recovers, consuming necessary liquidity.

The review of our standing in deposits clearly would not be complete without evaluating alternative prod-
ucts in which households store their savings and financial wealth. For our group of particular interest are
markets of mutual funds and pension markets, in which we are active. Let me start with mutual funds asset
management, in which we operate with the strong support from Eurizon Capital (‘Eurizon’), the leading
European asset management company of Intesa Sanpaolo. In fact, on March 28, 2020 VUB Asset Manage-
ment was rebranded to Eurizon Asset Management Slovakia. This step could be considered as a comple-
tion of a long-time coordination process and opportunity to leverage on Eurizon best expertise even more.
Besides, we continued to enlarge product portfolio by launching a new Eurizon SK fund, MIX 15, a flexi-
ble mutual fund with investment advisory provided by Eurizon. We also brought in five new Eurizon Capi-
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tal LUX funds, ranging from bond solutions to more dynamic equity funds focused on China, US or invest-
ments within state-of-the-art innovation companies throughout the world. All those decisions focus not
only on financial returns to our clients but they reflect also our strong belief in principles of accountability
and an active approach to environmental, social and governance issues. Eurizon Asset Management Slova-
kia managed to keep assets under management above € 1.6 bn and also managed to keep its client base
of around 140 ths clients. Significant success was achieved in sales of Eurizon Capital LUX funds, which
recorded positive net inflow exceeding € 140 million in 2020 and became the best performing foreign
Asset management company in Slovakia in terms of net sales. Aggregate AUM market share of SK and LUX
funds reached level about 19%.

In the pension market, in which we are active together with our joint venture partner Generali Slovensko,
we have been successful in continued grow of the client base and funds. VUB Generali namely has accumu-
lated total volume of funds under management of € 1.86 billion in 2020, which represents 12.4% growth
compared to prior period. Its market share increased by 0.24 percentage point, to 18.04%. Importantly,
the number of clients in our pension saving schemes increased by more than 15 thousand, one of the most
from among all players on the market.

Despite the strong overall commercial performance, our financial results have been weaker than a year ago.
They nonetheless need to be assessed taking into consideration the adverse impact of the pandemic. In
particular, our revenue side has declined, however relatively mildly, considering the steep plunge of interest
rates and margins. Indeed, our net interest income fell by 13.3% over a year ago even as we grew consol-
idated loans volume by solid 6.0% over a year ago. We compensated partially for the lost interest income
by other revenue drivers, that is, fee and trading income, both of which have increased sizably over year
ago. We tried to defend the Group’s profitability also by measures in cost management, thanks to our fit
for future program via review of resource allocation. Savings also have been achieved by lower headcount
and lower bonuses. Importantly, thanks to all these measures, we have managed to keep operational effi-
ciency under control. Adjusted for the bank levy, the cost-to-income ratio reached 52.8%. Our operating
margin (profit before provisions, impairment and tax) in absolute terms amounted to € 175.2 million, which
was 7.2% below previous year. The net financial result had been negatively affected by the increase in pro-
visions due to the pandemic and crisis impacts arising in 2020. Adjusted for impairments, provisions, and
taxes, the Group thus booked net profit of € 82.7 million, down 31.1% compared to prior period.

Looking ahead, the operating environment for banking industry in Slovakia will remain very challeng-
ing. Macroeconomic situation will remain severed by the pandemic, which unfortunately has even gained
strength as the opening of 2021. The healthcare system faces unprecedented stress under the inflow of
critically ill patients, which necessitated a hard lockdown being imposed in the whole country. Situation is
similarly grave in most of Europe. The expected post-pandemic recovery in Slovakia as well in the Eurozone
as a whole will thus be slower to come and probably also less powerful than expected only a few weeks
ago. Unemployment will increase and bankruptcies become much more frequent than in 2020, when insol-
vent debtors were shielded by government support. Bank asset quality will inevitably worsen and adequacy
of level of provisions set aside last year will soon be tested as loan moratoria gradually expire. At the same
time, interest rates will remain low and margins continue to narrow.

Clearly, we have to brace for tough times. | would nonetheless like to end the speech on a positive note
and extend my big thank you to all our employees for their commitment, hard work, and 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 2021.

\

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

The world economy experienced its first deep recession in decades in 2020 as a result of a new coronavirus
pandemic. Even during the Financial Crisis of 2009, global GDP did not decline significantly - the Interna-
tional Monetary Fund data speak of only minus 0.08%. Over the past year, the decline in the global econ-
omy is estimated at 3.5%. Economic performance in the pandemic has declined as countries have intro-
duced restrictive measures to slow the spread of the virus and consumers have reduced their purchases of
goods and services.

The pandemic has hit Europe even harder than other regions of the world. First Italy, later Spain, Belgium,
France and the United Kingdom and other countries were almost paralyzed by the new disease, which has
translated in the fall of demand from these countries for goods and services from abroad, including Slova-
kia. After the first wave of the virus spread in the spring, the second wave came in the autumn, and this
time it did not spare Central and Eastern Europe in any way. However, measures against the coronavirus
were generally not as destructive to the economy as they were in the spring. Although many service sectors
where people meet, such as accommodation, gastronomy and culture, were again severely or completely
paralyzed, the industrial production continued at almost full capacity thanks to the growing demand from
Asia and the USA.

In the first three quarters, the euro area economy contracted by an average of 7.4% on year-on-year basis,
and a slightly lower decline can be expected for the whole of 2020. After a very bad first quarter, Slovakia
did slightly better than the monetary union average, the annual decline in GDP may reach just under 6%.
This also thanks to the fact that in the second half of the year the country registered large foreign trade
surpluses as the economy was restarted by a revitalized industry, including important car production, and
exports of these products abroad. At the same time, Slovak households did not reduce their consumption
as significantly as in other countries. However, the economic downturn, high uncertainty about the future
and the change of governments after February elections caused a large drop in production of construction.
On the contrary, retail trade, backed by relatively strong consumption, records only a very slight decline in
sales in the outgoing year.

However, both the euro area as well as Slovakia have experienced the deepest recession since their incep-
tion in the 1990s. However, the marked recovery in the summer (third) quarter gives hope for the future:
when the serious health problems of the population disappear, the economy might perhaps be able to
return to pre-crisis performance rather quickly.

The labor market was less affected by the record recession than initially expected thanks to the unprece-
dented subsidization of the tens of thousands of jobs by the Kurzarbeit scheme known from Germany, Aus-
tria and Denmark. Thus, despite the large economic downturn, the unemployment rate measured by the
survey of statisticians rose compared to the same period of the previous year only by 1.3 percentage points
10 7.2% in the third quarter. Compared to the crisis in 2009, the increase in unemployment in 2020 was
thus half as severe. Together with the second wave of coronavirus spread and the delayed impact of GDP
on the labor market, however, the unemployment rate is likely to rise still in 2021. Wage growth has also
slowed significantly, reaching perhaps plus three percent over the past year. Nevertheless, this still outper-
forms the growth in consumer prices (+2.0% in 2020).

Financial sector

The corona crisis of 2020 also hit the financial sector hard, but so far only in its market value (decline in
stock prices due to longer expectations of low interest rates and margins) and profitability. Rather surpris-
ingly, there has been no major reassessment of ratings across the sector or a halt to the growth of loans or
deposits in the past year.
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Banks in Slovakia have created a large volume of loan-loss provisions in the first half of the year already,
which will help them cope with the expected increase in non-performing loans. This growth has not yet
taken place in 2020: mainly due to agreed installment deferrals, but also thanks to government support
measures subsidizing jobs and commercial rents. In the segment of loans to companies, the scheme of state
guarantees for new loans helped, even though it was fully operable only after a rather long delay.

Despite a record economic downturn, deposits and loans continued to grow, albeit at a slower pace than in
the past. The year-on-year growth rate of loans decreased to 5.1% at the end of 2020. As in the past, loans
to households continued to grow faster than loans to companies - despite the tightening of credit stand-
ards by the central bank as well as commercial banks themselves.

Historically low interest rates backed up mortgage lending, which also continued to grow rapidly, partly due
to the continued rapid increase in real estate prices. However, consumer credit has shrunk dramatically, by
8.1% over a year ago. Due to a smaller volume of new investments, corporate loans slowed down more
significantly - especially in the segment over 5 years. On the contrary, short-term loans of up to one year
offset this decrease.

Despite the decline in total incomes in the economy in terms of gross domestic product (GDP), house-
holds paradoxically did not have less money in their hands and accounts. Most of the economic downturn
was absorbed by the corporate and the public sectors. In the first three quarters of 2020, gross disposable
income of households even increased by 1.6% in current prices compared to the same period of the pre-
vious year. Slovak households also increased their savings rate, although not as significantly as expected at
the beginning of the crisis or as it happened in other countries. Overall, the volume of household depos-
its in banks even grew slightly faster than in the previous year (by 8.2% vs. 7% in 2019, resp). Corporate
deposits grew even more sharply as, faced with subdued economic and investment activity, companies tem-
porarily set aside excess liquidity in banks. Overall, primary deposits exceeded loan growth, which stabi-
lized the liquidity situation in the banking sector and, after years of growth, the loan-to-deposit ratio thus
declined slightly.

The already mentioned profitability of banks suffered the most in the crisis year of 2020. Total after-tax
profit fell amounted €465 million, which is almost 28% (€177 million) less than in 2019. Neither higher
income from fees nor cuts in costs were able to compensate banks for this negative development. In addi-
tion to the significant creation of loan-loss provisions, a large, doubled bank levy (0.4% of liabilities net of
equity) also contributed to the decline in profits in the first half of the year. The new government together
with the parliament, however, first suspended it with effect from July and then abolished it completely from
January 2021, which helped to stabilize the industry.

Outlook for 2021

For 2021, together with the vaccination of the populations around the world, which should allow the eas-
ing of restrictive measures, we expect a gradual recovery of the economy, although probably only with the
arrival of the warm months. At the end of the year, Slovak GDP in real prices could theoretically approach
its pre-crisis maximum, and for a year as a whole post growth by around 4.2%. Our colleagues with Intesa
Sanpaolo see it similarly and expect growth of 4.5% for the entire Eurozone after a decline of 7.1% this
year.

However, several service sectors, including culture, tourism, education and sport, are likely to wait until
2022 for a real return to normal. We do not expect a significant recovery in the labor market this year
either. Only the phasing out of the government support measures will show how many of the existing jobs
will survive in the new, post-crisis normal. In addition, the ongoing recession in early 2021 will also expand
the ranks of the unemployed.

The risks to the macroeconomic outlook for this 2021 remain skewed to the downside. For example, if
a sufficiently large part of the population is not vaccinated, or a new strain of the virus is resistant to new
vaccines, the waves of SARS-CoV-2 spread may continue throughout 2021 - with similar negative effects
on the economy as before. The longer the crisis lasts, furthermore, the worse its long-term consequences
in the form of bankruptcies, long-term unemployment, loss of investment and the quality of human capi-
tal. If, for example, Slovak households responded to the negative development and uncertainty this year by



VUB Management Board Report on the business activities of the Company

increasing their savings rate, domestic demand could suffer. On the other hand, foreign demand could con-
tinue to be supported by the relatively good economic situation in East Asia and the United States.

Both short-term and long-term interest rates are expected to remain close to their historical lows during
2021, together with the accommodative policy of the European Central Bank. With the gradual recovery
of the economy, long-term government bond yields may be the first to begin to rise. However, the Ger-
man 10-year bond yields will most probably remain negative even at the end of the year, whereas the Slo-
vak ones may slowly increase to somewhere around zero. The situation will be somewhat better in the
USA, where 10-year yields have already exceeded +1.0% at the beginning of the year. However, even in
the United States, we do not expect a change in the current monetary policy stance — be it interest rates or
quantitative easing.
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Employment: number of employees in thousands

2,600

2,550

2,500

2,450

2,400

2,350

2,300

2,250
0 o o — ~ m < n © ~ ) o o
o ] - — — — - — — — - - N
o o o o o o o o o o o o o

Source: Macrobond, VUB

Development of bank volumes (€ bn)

70.0

e DEPOSItS e | 0ans

65.0

60.0

55.0

50.0

450 , :
2016 2017 2018 2019 2020

Source: National Bank of Slovakia, VUB




VUB Management Board Report on the business activities of the Company

VUB's 2020 Commercial Performance

As described on previous pages, in 2020 we have experienced significant GDP fall compared to previous
year connected with strong impact of global pandemic such as lockdowns and closed companies and ven-
dors and major deterioration in economic sentiment.

Thanks to our agile response to the banking and macroeconomic environment, we have achieved a very
satisfactory performance in the commercial area. Moreover, VUB bank has the strongest and most sophisti-
cated COVID response of all banks in Slovakia. This includes any possible help to clients by postponements
and guaranties, digital channels development, active participation in government’s help programs, help to
hospitals via VUB Nadacia and protection of health of both clients and employees.

In retail lending, we managed to offset the impact of the pandemic, fierce competition and rigid regula-
tions (not able to react to recession trend) and our market share increased by 36 bps thanks to favourable
development in mortgage loans. In corporate lending, our market position went down slightly due to pub-
lic sector from 19.3% in December 2019 to 18.3% in December 2020. On the deposit front, we retained
great y/y increase on current accounts (18.9% in December 2020). The banking environment of historically
lowest interest rates and the uncertainty of clients influenced the decreased demand for term deposits in
both VUB and whole market.

Deposits

The volume of clients’ deposits (Due to customers including lease liabilities) in VUB Group at the end of
2020 amounted to more than € 13.0 billion, 8.8% up against the previous year predominantly due to retail
deposits. On retail market, current accounts rose again in this year, while term deposits kept its deteriorat-
ing trend. Customers’ assets under management posted increase versus previous year (by 5.5% over the
year incl. Eurizon), yet below the market growth (6.3%). Market share in mutual funds thus weakened by
14 bps in 2020. The market share of total deposits received from retail clients incl. mutual funds amounted
to 16.4%, which means y/y increase (from 16.1% in December 2019). In corporate segment, VUB recorded
good year resulting into increase over the year, increasing the market share by 0.5%.

Electronic Banking

The 2020 was the greatest challenge and at the same time the greatest opportunity for the area of elec-
tronic banking and digital channels, as it was essential for the banks to adapt to hard reality of social dis-
tancing and lockdowns. VUB did a great job in responding to the new needs connected to the pandemic.

In 2020, two important milestones were breached in terms of online banking. First was reaching half a mil-
lion active clients in mobile and internet banking clients (logging more than once a month) and second was
that 900 thousand clients already have an access to our online banking (Nonstop banking services).

We have introduced variety of improvements in Mobile banking app such as direct call option to call cen-
tre (already authorized) or PDF invoice and QR code share directly in the app. In terms of mobile banking
itself, we have expanded the possibility to contact personal advisor for upper mass. With respect to Goog-
lePay and ApplePay, all our retail cards (credit and debit) are now compatible. Also the possibilities of vir-
tual branch has extended substantially bringing improvements such as easy contacting of branch employ-
ees directly via mobile/internet banking and introducing several improvements making the user experience
much easier for client (send missing documents via mobile and internet banking, apply for refinance loan).
We have also improved and personalized push notifications and focused greatly on 3D secure improve-
ments.

Bank Cards
During the year, we continued with support of Apple Pay and Google Pay adding more cards into those

platforms. After summer, we became first on the Slovak market with in-app provisioning for all of our retail
cards via our Mobile banking app.
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Global pandemic had and still has impact upon payment cards too. We can see it directly in year-to-year
comparison with 2019. Number of cash withdrawals dropped by 22.6% and volumes dropped by 12.3%.
Average withdrawal amount was severely increased by € 25 (previous year it was + € 7). In card payments,
we managed to grow slightly despite pandemic with 2% increase in number of transactions and 7%
increase in volumes.

As part of anti-Covid-19 activities we changed default delivery method for all cards (new, reissued and
renewals) from “to branch” to client address. By this, we ensured that our customer would be still able to
get their cards even if particular bank branch is closed. We also increased stock of no-name cards on our
branches as precaution if for some reason production or delivery of new cards would not be possible. Also
limit for contactless payments without PIN was increased from € 20 to € 50 (nationwide).

In the last quarter of the year, our effort was focused on changes in 3D Secure authentication as a legal
requirement of EU PSD2 regulation. Cooperating with our Electronic banking, we launched authentication
of card internet payments via biometry in our mobile banking app and so making card payments on inter-
net easier and more secure than before.

In 2020, we also continued our support of charity Dobry Anjel (Good Angel) with our co-branded card
Maestro Good Angel. At the end of year, we had almost 64,000 of those cards issued. Total amount of sup-
port of charity Dobry Anjel in 2020 generated by POS transaction done by Maestro Good Angel cards was
€ 350,000.

ATMs and EFT POS

VUB ranks 2nd (21.2%) in the Slovak market share also in 2020 with its 598 ATMs. The focus during
the last year was on renewal of ATMs, renewed were more than 180 ATMs. At the end of 2020, we had
together 90 ATM with cash-in module, that means increase by 10 ATM during year. Due to very hard situa-
tion related to pandemic, the cash volume withdrawn from ATMs decreased y/y by 10% (nr. of transaction
decrease by 20%), the volume of cash inserted through ATM increased by up to 35%.

During year 2020, we have installed more than 2,100 new POS terminals including virtual terminals used in
e-commerce and un-attended terminals used at different kinds of vending machines or at self-service fuel
stations. Due to Covid-19 regulations — the limit for contactless payments without PIN (up to € 50) was set
up for all POS terminals.

EU PSD2 regulation (Strong Customer Authentication) has also impact on our acquirer business. All our
e-commerce merchants were successfully migrated to the newest 3D Secure VISA and Mastercard platform.
We have started development of several improvements (for example push payments functionality) that will
lead to improved position of VUB on the market as an acquirer.

Contact center

In 2020, a merge of CFH and VUB call centre was concluded, which resulted in several advantages when
serving customers. The unified Call Centre serviced approximately 504 thousand calls and 158 thousand
processed e-mails. Our clients communicated with VUB Bank also through Facebook (550 posts), chats
(10 thousand chats) and specialized web pages (VUB Otvorene — 445 posts). We also continued in creation
of a virtual branch, where now 7 virtual private bankers provide care for almost 7 thousand clients. These
clients have at their disposal their personal assistant taking care of their financial needs via phone. To their
satisfaction contribute new options of more requests available conveniently from home. The aim is to con-
tinue in increasing the number of virtual private bankers.

In 2020, we have also, in regards to pandemic, introduced and implemented an option to work from home
not only for the call centre operators, but also for the branch employees. Thanks to above mentioned, we
have significantly increased the possibilities of servicing our clients without the need of branch visit.
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Loans
Individuals — Mortgage and Consumer Loans

In 2020, the substantial demand for mortgage loans continued, in spite of the difficult pandemic environ-
ment. In VUB we recorded considerable increase in line with the market growth rate. Total mortgages of
VUB (including ,American mortgages’) grew by 13.8% over the year. With a market share 24.1% the Bank
increased already strong position on the mortgage loan market. Consumer loans decreased, predominantly
due to significant deterioration of private consumption as a result of economic uncertainty related to pan-
demic. On group level, consumer loans decreased by 11.2% year over year.

Corporate Financing

In 2020, VUB bank was outperformed by the rest of the market in corporate loans segment. While corpo-
rate loans grew by 2.8% on the market, VUB decreased by 2.3% on the bank level and 1.7 % on Group
level. This was however predominantly caused by our loans to public sector, as loans to the core resident
nonfinancial corporations increased by 5.1% on individual level and VUB’s market share in these loans to
went up by 0.4% over the year reaching 16.8%. Real estate finance increased by 6%, project finance loans
decreased by 16%, while trade finance loans grew by 4%. VUB Leasing, VUB’s subsidiary, recorded slight
decrease 2.7% of its assets predominantly due to the unproductivity of automotive industry.
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Review of VUB's Economic and Financial Position

As described on previous pages, in 2020 we have experienced a serious crises triggered by the global pan-
demic with more than 6% fall of GDP. This, together with the impacts of the pandemic such as lockdown,
health protection measures and closed education facilities made this year a very difficult not only for banks,
but for all companies and mainly people around the country.

On the revenue side, VUB recorded significant deterioration, mainly due to significant drop out of inter-
est revenues, which was partially compensated by the year-over-year increase of trading income. On the
expenditure side, on the other hand we have recorded decrease thanks to structural savings in the admin-
istrative costs.

VUB Group achieved profit before provisions, impairment and tax of € 175.2 million and kept its profit
before tax on satisfactory level € 109.1 million. Cost-income ratio of VUB Group (excl. bank levy) amounted
10 52.83%, which was up by 148 basis points.

With regard to business development, VUB Group delivered very good development with respect to loan
portfolio, which grew by 6.0%, resulting into stable market share at 21.1%. Total assets of the whole
VUB Group increased by 9.0% % as well. Nevertheless, this increase did not negatively affect our port-
folio 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-
2020 amounted to a mere 2.63% of the total gross loan volume, compared to market's 2.7%.

At the same time, VUB Group was able to increase its primary deposits with by 8.8%, keeping sound liquid-
ity position which is represented by the prudent loan to deposit ratio (including debt securities in issue) of
92.8%.

To bolster stability of business growth onwards, capital of the group increased to one of the highest capi-
tal adequacy on the Slovak market with the ratio amounting to 18.79% high above the minimum require-
ments set by the central bank. This gives us a solid base for continued business growth.

The operating costs related to research and development activities, incurred by the Bank in 2020, are
approximately in the amount of €1.65 mil.

The impact of the COVID-19 pandemic

The year 2020 was significantly affected by the worst global pandemic in a century, which resulted also in
a material impact on the fair value of financial instruments.

During 2020, there were significant shifts in the fair value of trading derivatives on both the assets and lia-
bilities sides. In the derivative transactions with clients, the Bank has back-to-back closed positions, there-
fore the effects on the Bank’s performance are offset. For the part of foreign currency instruments, the
Bank has open positions, the impact of which is mainly due to the weakening of local currencies, especially
the Czech crown. During 2020, there were the significant changes in the fair value of hedging derivatives,
which were substantially offset the changes in fair value of hedged items.

The first quarter of 2020 was characterized by higher instability, distrust and worries on global markets
and economics affected by unexpected COVID-19 crisis. Situation resulted in decrease of FVOCI and FVPTL
equity portfolios revaluation and decrease of FVOCI, FVTPL and HFT bond portfolios revaluation (influ-
enced by rising of credit spreads on government, bank and corporate bonds reflecting current unpredicta-
ble events).

After the peak of COVID-19 crisis during March and April 2020 second quarter of the year was character-
ized by gradually but prudent improving of market sentiment. A series of post COVID-19 recovery plans
have helped to improve the situation on markets (Pandemic Emergency Purchase Programme, US corona-
virus bail-out package, quantitative easing, etc.). Despite improving sentiment on global markets, concerns
still remained about a possible second wave of COVID-19 disease.
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The third and the fourth quarter of 2020 was characterized by stabilized situation and low volatility. Yields
were locked in narrow stable range and hunting for yields and spread compression persisted. FVOCI, FVTPL
and HFT bond portfolios revaluation has increased and portfolios recorded another positive profit or loss
(spreads on European government, bank and corporate bonds have decreased). The positive atmosphere
was affected by rapid development of multiple COVID-19 vaccines.

To summarize year-long situation FVOCI and FVTPL equity portfolio revaluation has decreased (ISP equity
price failed to reach its price level from the period before pandemic crisis during a year and market price
equity has changed from € 2.3485 € to € 1.9198). FVOCI, FVTPL and HFT bond portfolios revaluation has
increased and portfolios recorded during a year positive profit or loss.

The significant decline in estimates of the fair value of financial assets and financial liabilities measured at
amortized cost in the first quarter of 2020 was caused by an increase in the credit spreads in Slovakia as
a result of the effects of the crisis related to the COVID-19 pandemic. By the end of the year, the credit
spreads gradually decresed.
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Information on the Expected Economic and Financial Situation for 2021

Banking industry, together with the whole macroeconomic environment, has never been more challenging.
The impact of global pandemic on both personal and professional lives was beyond imagination. We are
aware of our responsibility and we support our employees as well our clients.

We continued to provide finance and support equally to both retail and corporate (including the public
administration) clients. Either by redistributing funds relatively quickly through the ”Anticorona” program,
or via supporting thousands of clients by allowing them to postpone their payments, which proved to be
one of the most effective support measures. At the same time, we have introduced hygiene standards, such
as the obligation to wear a mask or other face protection for both clients and employees, and social dis-
tancing. We equipped the branches with disinfectants and protective glass. We also organized flu vacci-
nation in our branch network and headquarters. These are only few of the many quick response measures
adopted almost immediately. VUB is confident to say that this experience will allow it to efficiently react to
any obstacles that this crisis can bring in the 2021 or following years.

Our mission is to support the region consistently, therefore we supported local NGOs (such as “Who will
help Slovakia”) and also hospitals, when they needed it most, either by providing equipment or resources
for necessary appliances, followed by free accounts for medical personnel most exposed to the health risk.
Despite the difficult times, we still believe in supporting the culture and art via our VUB Foundation. The
role of a reliable member of the community is equally important to us, and we will continue in this path by
helping where it's necessary.

Macroeconomic point of view

As mentioned in the previous pages, from the macroeconomic point of view, after strong deterioration of
the real economy in 2020, we expect recovery in 2021. While in 2020 GDP fell by more than 6% followed
by deterioration in labour market (after a long period of generous development), in 2021 we expect the
GDP growth by 4% and unemployment rate declining again. However, interest—rate wise, we still cannot
expect any significant improvements in 2021.

The mid-term business plan of VUB is still based on 3 main pillars: (i) customer experience, (i) employees
engagement and (ii) growth of profitability and efficiency. At the same time, our aim is to keep our strong
market position in both retail and corporate segment. On top of that, our HUB initiative connecting VUB
Bank with Hungarian CIB Bank is expected to bring even more synergy in terms of regional cooperation.

New challenges

As the whole year 2020 and probably a significant part of 2021 will bring us new challenges related to
the world pandemic, the most important priority nowadays is the health protection of both our customers
and employees. This goes hand in hand with speeding up the process of minimising the administration and
necessity of branch visits.

In line with this trend, we will lay strong emphasis on digitalisation and remote working. Focusing on the
first, we are constantly developing tools of modern banking with the aim to make everyday finance task as
easy and comfortable as possible, and most importantly, from the safety and comfort of people’s homes. In
this regard, we aim to increase efficiency in the already existing digital tools and introduce further improve-
ments such as: (i) new tools allowing non-clients to apply for account or some kind of loans via Mobil bank-
ing, using face biometrics as a security basis; (i) further development of online branch; (iii) full integration
of Payme service, and (iv) other improvements based on user feedback of both Mobile and Internet bank-
ing. In order to improve the synergy within the Intesa SanPaolo group, we will also launch Digical solution
to simplify banking not only for our corporate clients.

In 2020, due to pandemic, we were forced to keep all our employees whose presence at work was not an
absolute necessity at home. We used this experience to create our new concept of smart work which aligns
two intentions: to enhance flexibility of our employees, and at the same time, to provide our customers
with service when and where they need it.
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Another crucial field of our interest is our environment. In 2020, VUB launched project “Green bank”,
which will continue in 2021 with even stronger focus on green initiatives, sustainability and circular econ-
omy. This includes both our behaviour as a company and its employees, supporting the green projects of
our clients, and even award those with extraordinary benefits for the environment. More initiatives are
introduced in our “Manifesto” (https://www.vub.sk/zelenabanka/manifest/).

Conclusion

Even in 2021, we continue with the set support in almost all areas: mitigating the effects of the corona cri-
sis on clients and companies, promoting meaningful solutions, and helping exactly where it is most needed.
We are ready to respond quickly and flexibly to the situations that have arisen, and thus make a significant
contribution to overall stabilization.
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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 nom-
inal 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 requlations and the Articles of Associ-
ation 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
quarter. Below is the status as of 31 December 2020.

Shares Stake

Structure by Owner Type (ths. €) * (%)
Intesa Sanpaolo Holding International S.A. — majority owner 418,034 97.03
Other legal entities 5,895 1.38
Individuals 6,890 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 9,356 2.17
Other foreign shareholders 3,429 0.80
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 27,409 shareholders as at 31 December 2020. Foreign VUB shareholders come from the fol-
lowing countries with the following stake in the bank’s registered capital (in %): Luxembourg (97.64%),
Czech Republic (0.19%), Germany, Austria, United Kingdom, U.S.A., Romania, 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 San-
paolo Holding International S.A. Luxemburg, with its Registered Office in Luxembourg L-1724, 35 Boule-
vard du Prince Henri that holds a 97.03% stake in the registered capital.

Further, the company during the accounting year 2020 held in its assets the shares of the parent com-
pany (Art. 22, sec. 3 of the Act no. 431/2002 Coll. on Accounting as amended), Intesa Sanpaolo S.p.A.
(ISP), registered office Piazza San Carlo 156, Turin, Italy, ISIN ITO000072618, book-entered registered ordi-
nary shares, with a nominal value of € 0.52 each, in a total number of 539,975 shares. This represents
0.065% 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
Il (i.e. Directive 2010/76/EU amending the Capital Requirements Directives). In 2020, the Bank transferred
47,871 shares in accordance with ISP Group Remuneration Policies.
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Subsidiaries of VUB, a.s.

VUB Leasing, a.s.

Registered office:

Shareholders:

VUB's stake in registered capital:
Core business:

Tel:

Fax:

General Manager:

Mlynské nivy 1, 820 05 Bratislava
VUB, a.s.

100%

Financial and operating leasing
+421 2 4855 3647

+421 2 5542 3176

Ing. Branislav Kovacik
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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 24 April 2020. The shareholders at this meet-
ing approved the 2019 Annual Report of VUB, a.s., the 2019 Statutory Separate Financial Statements
and the 2019 Consolidated Financial Statements, both statements were prepared in accordance with IFRS
as amended by the EU, as submitted by the Management Board of the Bank. The General Meeting also
decided on distributing the profit earned in 2019 in the amount of € 114,087,731.24 to the retained earn-
ings in the amount of € 114,087,731.24.

The General Meeting approved the amendments to the Articles of Association of VUB, a.s. as proposed and
approved by the external auditor KPMG Slovensko spol. s r.o. for the bank for 2020 and Ernst & Young Slo-
vakia spol. s r.o. for 2021.

The General Meeting approved the VUB, a.s. Remuneration and Incentive Policy, the VUB significant busi-
ness transaction and remuneration of VUB, a.s. Supervisory Board Members for 2019 as proposed.

The Extraordinary General Meeting of VUB a.s., which took place on 18 December 2020 approved that the
shares of VUB, a.s. admitted to trading at the Main Listed Market operated by the stock exchange Burza
cennych papierov v Bratislave, a.s., cease to be listed and traded at the stock exchange.

The General Meeting approved that the mandatory public offer pursuant to the relevant provisions of the
Securities Act shall be conducted by the majority shareholder VUB, a.s. instead of VUB, a.s.

The General Meeting also approved that VUB, a.s. ceases to be a public joint-stock company after making
a mandatory public and termination of trading with the Share issue at the Main Listed Market operated by
the stock exchange Burza cennych papierov v Bratislave, a.s.

VUB Supervisory Board and Management Board in general

1. Supervisory Board members are elected by the General Meeting. The VUB, a.s. 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 2020, the VUB, a.s. Management Board held 24 meetings
and 15 via per rollam. The VUB, a.s. Supervisory Board held 8 meetings and 7 via per rollam during the
2020 financial year. Documents with detailed information are distributed sufficiently in advance —in the
case of the Management Board no less than 3 working 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, a.s. 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.
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Supervisory Board

Members of the Supervisory Board in 2020

Ignacio Jaquotot Chairman of the Supervisory Board

Elena Kohutikova Vice Chairwoman of the Supervisory Board

Marco Fabris Member of the Supervisory Board

Paolo Sarcinelli Member of the Supervisory Board (until 24 April 2020)

Luca Leoncini Bartoli Member of the Supervisory Board (since 8 December 2020)*
Christian Schaack Member of the Supervisory Board

Peter Gutten Member of the Supervisory Board, employee representative
Rébert Szabo Member of the Supervisory Board, employee representative

* As of 1 October 2020, the submission of paper proposals for entry in the Commercial Register was excluded and an
exclusively electronic form of the submission of proposals for entry in the Commercial Register was introduced via a ded-
icated service at www.slovensko.sk. Due to this fact, a member of the VUB, a.s. Supervisory Board Mr. Luca Leoncini
Bartoli is not yet registered in the Commercial Register of OS BA | for technical reasons.

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 Gen-
eral 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
Management 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
function with the members of the Management Board;

) 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;

m) approves the Bank Remuneration Policies for the period stipulated in Section 201d of the Commercial
Code subject to paragraph (o) below;

n) approves changes to the Bank Remuneration Policies to the extent that the Bank Remuneration Policies;
— apply to the rules on remuneration of members of the bodies of VUB, a.s. pursuant to Section 187(1)

(i) in connection with Section 201a(2) of the Commercial Code;
— regulate powers of the Management Board and the Supervisory Board in relation to the rules on re-
muneration of VUB, a.s.;
0) approves the remuneration for the Members of the Supervisory Board;
p) approves major business transactions pursuant to Article 220ga of the Commercial Code.

Sealz
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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
management for the upcoming period, and expected development in VUB assets, liabilities and reve-
nues;

C) 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
2020. The Audit Committee held eight meetings (from which four per rollam) during the 2020 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; compliance with regulatory requirements; the audit of the separate financial statements and the
audit of the consolidated 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.

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 defines
the remuneration and compensation scheme for this position. In 2020, the Chairwoman of the Audit Com-
mittee (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 2020:

Elena Kohutikova Chairwoman of the Audit Committee
Christian Schaack Member of the Audit Committee
Marco Fabris Member of the Audit Committee

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 independently
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 deci-
sions 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.
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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 2020

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

(until 30 June 2020)

Paolo Vivona Member of the Management Board and Chief Financial Officer
(since 24 October 2020)*

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

Marie Kovarova Member of the Management Board and Chief Operating Officer

(since 3 April 2020)

* As of 1 October 2020, the submission of paper proposals for entry in the Commercial Register was excluded and
an exclusively electronic form of the submission of proposals for entry in the Commercial Register was introduced via
a dedicated service at www.slovensko.sk. Due to this fact, a member of the VUB, a.s. Management Board Mr. Paolo
Vivona is not yet registered in the Commercial Register of OS BA | for technical reasons.

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
studied economics at Universita Cattolica del Sacro Cuore in
Milan 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.
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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 DCEOQ 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 sub-
sidiaries 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 Turin 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. Fur-
thermore, he managed a special coordination office in Pravex Bank
in Ukraine, where he was also a permanent invitee to the discus-
sions of the Management Board and a member of several internal
committees. He graduated from the G.A. Giobert Institute in Asti,
Iltaly — High School Diploma in Accounting Studies.

Paolo Vivona - Member of the Management Board and Chief Financial Officer

Paolo Vivona became a member of the Management Board of
VUB Bank and the Chief Financial Officer on 24 October 2020.
He is responsible for the areas of procurement, accounting, con-
trolling and financial planning of the bank. Before taking up the
position of CFO at VUB, a.s. he worked in the Planning and Con-
trolling Department of Intesa Sanpaolo’s International Subsidiary
Banks Division (ISBD), where he coordinated activities in the devel-
oping CE HUB concept between VUB Bank and the Hungarian CIB
Group. He has worked for Intesa Sanpaolo for more than 30 years,
of which he has spent about 20 years in various positions within
the foreign branches of the Intesa Sanpaolo Group, in China, Ja-
pan, Albania, Egypt and Hungary. He started his career as an Area
Retail Manager at Sanpaolo IMI Bank, Milan and Turin. He gradu-
ally took over several management positions in retail banking, fi-
nance, risk and credit management. As a member of the Board
of Directors and CFO, he also worked at the Hungarian CIB Bank
Z.r.t. Paolo Vivona studied political science with a specialization in
finance at the Universita Cattolica del Sacro Cuore in Milan.

Andrej Vicenik—- Member of the Management Board and Head of the Corporate and SME Division

R

Andrej Vicenik became a member of the Management Board and
Head of the Corporate and SME Division and Chairman of the Su-
pervisory 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 until 2010 and later the
Head of SME Department until November 2017. He worked in
Executive positions in Ceska poistoviia, Zirich poistoviia 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.
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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 re-
sponsible for the internal auditing of the entire VUB Group. Hav-
ing graduated from the University of Economics in Bratislava,
Faculty of National Economy, he started his career with Deloitte,
Bratislava. Peter Magala gained further banking experience at Cit-
ibank, Bratislava and in Tatrabanka/Raiffeisen International mostly
participating in an international IT project in Slovenia. He holds an
internationally recognized professional qualification in risk man-
agement — 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 cli-
ent relationship, bank products for individuals and small business,
payment cards and private banking. He came to VUB from Ceské
sporitelfia, where he was the director of business development
and later managed the branch network in the Czech Republic.
Martin Techman started his career in the field of banking and fi-
nancial services at the company Multiservis, which was acquired
by GE Capital. From 2004 to 2005 he was the head of develop-
ment and administration of products at VUB. Martin Techman is
a Nottingham Trent University graduate, with an MBA degree in
Business Administration (Executive MBA).

Marie Kovarova — Member of the Management Board and Chief Operating Officer

On 3 April 2020 Marie Kovarova became Member of the Man-
agement Board of VUB, a.s., responsible for the area of Operation
and IT. Marie Kovarova graduated from the Charles University in
Prague, Faculty of Mathematics and Physics. The study has been
completed by the doctorate. Marie Kovéarova worked for six years
for the McKinsey, mainly in Germany. Since 2004 she has worked
in the management of Ceska pojistovna and Generali insurance
company, managing the Operations, IT, Procurement and HR. She
was sent to Romania for 4 years, where she managed the merger
of three insurance companies as CEOQ. Marie Kovafova gained
the experience in finance by working for Home Credit Group, for
which she worked in China as COO.
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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 reserved
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 docu-
mentation 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
Agreement 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
Policies and other relevant legislation.

Committees of the Management Board
The Credit Committee

The Credit Committee is the highest permanent decision-making committee of the Bank regarding per-
forming 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
compliance with the applicable laws and Group regulations.

The Credit Risk Governance Committee

The Credit Risk Governance Committee 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 pre-
rogatives of the Bank and in compliance with the applicable laws, ISP Group regulations and Parent Com-
pany 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. In the field of
Product Governance the Committee analyzes and assesses the issues related to the launch and monitoring
of the products that imply credit risk.

The Assets and Liabilities Committee

The Asset and Liabilities Committee is a permanent decision-making and consultative committee focused
on financial risks governance, on the active value management issues, on the strategic and operative man-
agement 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.
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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
management 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 busi-
ness 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
cooperation 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 SanPaolo SpA (mother company), the
Bank’s internal regulations, applicable laws, and rules and regulations established by the competent author-
ities. Technical Committee for Financial Products was abolished from the beginning of September 2020 and
his competences went partially to the The Assets and Liabilities Committee and The Credit Risk Governance
Committee.

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 meas-
ures in order to prevent and mitigate credit losses connected with risky and deteriorated assets, while act-
ing 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 activ-
ity 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.
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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.

D. Disclosure of Information and Transparency

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

2. 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.

3. Members of the Management Board and Supervisory Board do not have any personal interest in
the business 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 Management 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 per-
formed with other clients.

4. 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 observes
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, en-
abling them to take competent investment decisions. The Corporate Governance Code for Slovakia 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”.

5. The Company actively supports a constructive dialogue with institutional investors and promptly informs
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.

6. 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
Financial Instruments Directive), and undertakes activities directed at investor protection and strength-
ening 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 di-
rective 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 obliga-
tion 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.

7. The Bank continuously informs clients on concluded deals related to quoted shares and bonds on its
webpage www.vub.sk.

8. 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 necessary
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 Information
Legislation availing of the exemption introduced by the local regulation, as being a subsidiary undertaking
which information is 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 (including lease liabilities)
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 2020)

Moody’s
Long-term deposits
Short-term deposits

Baseline credit assessment

Negative outlook

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

2020 2019

14,724,137 14,078,141
13,000,818 11,927,060
1,693,246 1,596,939
18,741,414 17,361,197
166,371 181,767
110,121 146,905
(25,082) (32,818)
85,039 114,087

2020 2019
598 601
11,287 10,596

1,004,785 1,035,378
108,072 253,647

7,847,341 6,897,623

1,391,046 1,560,744

3,655 3,742

197 203
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

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

2020

15,239,856
13,005,382
1,706,939
19,228,219
175,221
109,141
(26,447)
82,694

2020

0.43%
52.83%

16.66%
18.79%

2019

14,377,014
11,951,017
1,612,997
17,640,496
188,809
154,170
(34,099)
120,071

2019

0.68%
51.35%

15.26%
17.38%

2018

13,617,247
11,130,637
1,613,953
16,659,935
260,234
204,153
(43,835)
160,318

2018

0.96%
42.52%

14.89%
17.18%



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 2020
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Independent Auditors’ Report

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

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of VSeobecna Uverova banka, a. s.
("the Bank”) and its subsidiaries (“the Group”), which comprise the consolidated statement of
financial position as at 31 December 2020, 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 financial position of the Group as at 31 December 2020, 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”) and
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. 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 2020: € 15,239,856
thousand; impairment loss recognised in 2020: € 62,305 thousand; total impairment loss as at
31 December 2020: € 331,219 thousand.

Refer to Note 3 (Significant accounting policies) and Notes 11.2, 21 and 33 (Due from customers,
Movements in impairment losses and Impairment losses and Net loss arising from the
derecognition of financial assets measured at amortised cost).

Key audit matter Our response

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

expected credit losses (“ECLs”) within

financial assets at amortized cost at the o Updating our understanding of the Group’s ECL

reporting date. We focused on this area as impairment methodology and assessing its
the determination of impairment allowances compliance with the relevant requirements of
requires complex and subjective judgment IFRS 9. As part of the above, we identified the
from the Management Board over the relevant methods, assumptions and sources of
amount of any such impairment. data, and assessed whether such methods,
assumptions, data and their application are
Impairment allowances for all performing appropriate in the context of IFRS 9
exposures (Stage 1 and Stage 2 in the IFRS requirements. We also challenged the
9 hierarchy) and non-performing exposures Management Board on whether the level of
(Stage 3) below EUR 500 thousand methodology sophistication is appropriate
individually (together “collective impairment based on our assessment of the entity-level and
allowance”) are determined by modelling portfolio-level factors, including inspecting and
techniques. Historical experience, assessing the internal validation reports;

identification of exposures with a significant
deterioration in credit quality, forward- o Optaining an understanding of the Group’s

looking information and ~management retrospective review of its ECL estimates and its
judgment are incorporated into the model response to the results of the review, and
assumptions. performing our own independent back-test;

For non-performing exposures equal to or
exceeding EUR 500 thousand (EUR 100
thousand for the subsidiary), the impairment
assessment is based on the Group’s
knowledge and understanding of each
individual borrower’s circumstances and
often on estimation of the realizable amount
of the related collateral. Related impairment
allowances are determined on an individual
basis by means of a discounted cash flows
valuation.

e Making relevant inquiries of the Group’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 Group’s IT control environment for
data security and access, assisted by our own
IT specialists;

e Testing the design, implementation and
operating effectiveness of selected controls
over the approval, recording and monitoring of
loans and advances, including, but not limited

For the above reasons, coupled with the
significantly higher estimation uncertainty
stemming from the impact of the COVID-19
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global pandemic on multiple sectors of the
economy, impairment of loans and
advances to customers was considered by
us to be a significant risk in our audit, which
required our increased attention.
Accordingly, we considered the area to be a
key audit matter.

to, the controls relating to the identification of
loss events / default, appropriateness of the
classification of exposures into performing and
non-performing, calculation of days past due,
collateral valuations and the overall ECL
estimate;

Assessing whether the definition of default and
the staging criteria of the Standard 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 whether in its loan staging and ECL
measurement the  Group  appropriately
considered the effects of the market disruption
resulting from the COVID-19 pandemic;

For collective impairment allowance:

Obtaining the relevant forward-looking
information and macroeconomic forecasts
used in the Group’s ECL assessment.
Assessing the information by means of
comparison to the economic projections
published by the National bank of Slovakia and
corroborating inquiries of the Management
Board;

Challenging the collective LGD, EAD and PD
parameters used by the Group, by reference to
historical defaults and realized losses on those
defaults, and also considering any required
adjustments to reflect expected changes in
circumstances;

For impairment allowances calculated
individually, for a risk-based sample of loans:

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 3 as at 31 December 2020;

For the exposures with triggers for classification
in Stage 3 and with exposure of EUR 500




thousand or more (EUR 100 thousand or more
for the subsidiary), 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 by
reference to the original effective interest rate
inspection, assessment of collateral values and
reasonableness of the cash flow realization
periods, and also performing respective
independent estimates, where relevant.

e For loan and advances exposures in totality:

— Critically assessing the overall reasonableness
of the impairment allowances, including the
loans provision coverage, by benchmarking
them against publicly available industry data;

— Examining whether the Group’s loan
impairment and credit risk-related disclosures
in the financial statements appropriately include
and describe the relevant quantitative and
qualitative information required by the
applicable financial reporting framework.

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 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 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 ISAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
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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:

Identify 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 concern.

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
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, actions taken to eliminate threats or safeguards applied.
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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 other information in the consolidated Annual Report

The Management Board is responsible for the other information. The other information
comprises the information included in the consolidated Annual Report prepared in accordance
with the Act No. 431/2002 Coll. on Accounting as amended (“the Act on Accounting”) but does
not include the consolidated financial statements and our auditors’ report thereon. Our opinion
on the consolidated financial statements does not cover the other information in the
consolidated Annual Report.

In connection with our audit of the consolidated financial statements, our responsibility is to
read the other information in the consolidated Annual Report that we have obtained prior to
the date of the auditors’ report on the audit of the consolidated financial statements, and, in
doing so, consider whether the other information is materially inconsistent with the audited
consolidated financial statements or our knowledge obtained in the audit of the consolidated
financial statements, or otherwise appears to be materially misstated. If, based on the work we
have performed, we conclude that there is a material misstatement of this other information,
we are required to report that fact.

With respect to the consolidated Annual Report, we are required by the Act on Accounting to
express an opinion on whether the other information given in the consolidated Annual Report
is consistent with the consolidated financial statements prepared for the same financial year,
and whether it contains information 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, in all material respects:

o the other information given in the consolidated Annual Report for the year ended 31
December 2020 is consistent with the consolidated financial statements prepared for the
same financial year; and

e the consolidated Annual Report contains information required by the Act on Accounting.

In addition to this, in light of the knowledge of the Group and its environment obtained in the
course of the audit of the consolidated financial statements, we are required by the Act on
Accounting to report if we have identified material misstatements in the other information in the
consolidated Annual 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 a statutory auditor by the Management Board of the Bank on 24
July 2020 on the basis of approval by the General Meeting of the Bank on
24 April 2020. The period of our total uninterrupted engagement, including previous renewals
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(extensions of the period for which we were originally appointed) and reappointments as
statutory auditors, is nine 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.

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.

3 March 2021
Bratislava, Slovak Republic

A

Auditing company: " Responsible auditor:
KPMG Slovensko spol. s r.o. Slsko sgo\ﬁ Ing. Mgr. Peter Spetko, PhD., FCCA
License SKAU No. 96 License UDVA No. 994

%, KpMG




Consolidated statement of financial position

as at 31 December 2020

(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
Lease liabilities
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

22

2020 2019
1,571,642 996,446
85,423 23,454

711 584
85,192 82,501
1,618,067 1,574,549
634,093 773,472
205,420 180,491
15,239,856 14,377,014
- 190,060

20,016 13,840
11,058 11,635
124,862 120,150
129,527 112,583
29,305 29,305
26,518 28,342
54,802 66,118
25,819 22,839

1 645
19,228,219 17,640,496
87,377 24,750
65,407 59,833
629,800 551,967
12,986,820 11,930,949
18,562 20,068
200,151 200,143
3,422,729 3,120,695
6,990 4,580
3,411 -
18,036 13,625
81,997 100,889
17,521,280 16,027,499
430,819 430,819
13,719 13,719
89,350 88,986
1,145,632 1,057,794
27,419 21,679
1,706,939 1,612,997
19,228,219 17,640,496

The accompanying notes on pages 48 to 236 form an integral part of these financial statements.



Consolidated statement of profit or loss
and other comprehensive income for the year
ended 31 December 2020 (In thousands of euro)

Note 2020 2019
Interest income calculated using the effective interest method 326,535 381,148
Other interest income 6,183 6,775
Interest and similar expense (37,899) (47,751)
Net interest income 24 294,819 340,172
Fee and commission income 163,149 157,796
Fee and commission expense (28,514) (30,116)
Net fee and commission income 25 134,635 127,680
Net trading result 26 18,644 (7,513)
Other operating income 27 7,593 8,591
Other operating expenses 28 (18,461) (19,835)
Special levy of selected financial institutions 29 (31,038) (29,695)
Salaries and employee benefits 30 (126,630) (125,349)
Other administrative expenses 31 (73,837) (78,302)
Amortisation 15 (14,591) (12,654)
Depreciation 14 (15,913) (14,286)
Profit before provisions, impairment and tax 175,221 188,809
Provisions 19, 32 218 4,927
Impairment losses 21, 33 (62,305) (39,051)
Net loss arising from the derecognition of financial assets 33 (7.436) (4,883)
at amortised cost
105,698 149,802
Share of the profit or loss of investments in joint ventures 3443 4368
and associates accounted for using the equity method : :
Profit before tax 109,141 154,170
Income tax expense 34 (26,447) (34,099)
NET PROFIT FOR THE YEAR 82,694 120,071
Other comprehensive income for the year, after tax: 35, 36
Items that shall not be reclassified to profit or loss in the future:
Net revaluation gain from property and equipment 3,597 10
Reversal of deferred income tax on disposed property and equipment 99 2,101
Change in value of financial assets at fair value through other
- o (159) 2,676
comprehensive income (equity instruments)
3,537 4,787
Items that may be reclassified to profit or loss in the future:
Change in valge Qf financial assets at fair value through other 7,454 (1,329)
comprehensive income (debt instruments)
Change in value of cash flow hedges - 6
Exchange difference on translation of foreign operations (309) 343
7,145 (980)
Other comprehensive income for the year, net of tax 10,682 3,807
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 93,376 123,878

The accompanying notes on pages 48 to 236 form an integral part of these financial statements.




Consolidated statement of changes in equity
for the year ended 31 December 2020

(In thousands of euro)

Revalua-
Share Share feaal Retained onitiancsl Cash flow Translat.lon
capitall " premium reserve earnings surplus of  assets at hedges of foreign Total
fund buildings Fvodl operation
and land

At 1 January 2020 430,819 13,719 88,986 1,057,794 14,073 7,276 - 330 1,612,997
Total comprehensive

income for the - - - 82,694 3,696 7,295 - (309) 93,376

year, net of tax
Reclassification of

Visa Inc. Series C - - - 4,724 - (4,724) - - -

Preferred Stock
Gain on disposal

of property and - - - 472 (472) - - - -

equipment
Losses on the sale

of shares at FVOCI N N N @54) N 254 N N N
Transfers - - 364 (364) - - - - -
Exchange difference - - - 370 - - - - 370
Transactions

with owners,

recorded directly

in equity
Reversal of

dividends

distributed but - - - 196 - - - - 196

not collected
At 31 December 430,819 13,719 89,350 1,145,632 17,297 10,101 - 21 1,706,939

2020

(Table continues on the next page)

The accompanying notes on pages 48 to 236 form an integral part of these financial statements.




Consolidated statement of changes in equity
for the year ended 31 December 2020

(In thousands of euro)

(continued)

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 FVOCI

Transfers

Transactions
with owners,
recorded directly
in equity

Dividends to
shareholders

Reversal of
dividends
distributed but
not collected

At 31 December
2019

The accompanying notes on pages 48 to 236 form an integral part of these financial statements.

Share Share o Retained  Buildings AL Cash flow Translat.lon
capital  premium reserve earnings  and land assets at hedges CREIEE] U]
fund Fvodi 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




Consolidated statement of cash flows
for the year ended 31 December 2020

(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 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
(Increase)/decrease 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
Increase/(decrease) in financial liabilities at fair value through profit or loss
Increase in derivatives — hedge accounting (liabilities)
Financial liabilities measured at amortised cost:
Decrease 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)

Increase/(decrease) in provisions

(Decrease)/increase in other liabilities

Net cash from/(used in) 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 investing activities

(Table continues on the next page)

Note 2020 2019
109,141 154,170

24 (332,718) (387,923)
24 37,899 47,751
(11,401) (26,474)

28 2,878 (838)
35,599 51,065

15 14,591 12,654
14 15,913 14,286
32,33 91,242 72,961
577 (2,877)

35, 36 61 343
288,147 394,894

(34,742) (51,832)

(9,896) (65,270)

(62,122) 15,976

(2,691) (55,736)

(25,675) (76,267)

(937,024) (838,332)

(6,176) (4,657)

(2,005) (132)

62,627 (14,585)

5,574 44,607

(120,779) (616,601)

1,056,413 799,966

2,410 3,081

1,105 (5,843)

(18,696) 1,715

160,252 (533,898)

(1,511,287) (1,516,232)

758,638 400,943

757,370 311,355

(43,684) (43,467)

3,287 21,816

(35,676) (825,585)

The accompanying notes on pages 48 to 236 form an integral part of these financial statements.



Consolidated statement of cash flows
for the year ended 31 December 2020

(In thousands of euro)

(continued)

Note 2020 2019
Cash flows from financing activities:
Proceeds from issue of debt securities 500,000 1,000,000
Repayments of debt securities in issue (235,840) (258,035)
Proceeds from loans received from other banks 302,500 269,868
Repayments of loans received from other banks (105,304) (293,873)
Repayments of lease liabilities (10,736) (6,116)
Dividends paid - (125,049)
Net cash from financing activities 450,620 586,795
Net change in cash and cash equivalents 575,196 (772,688)
Cash and cash equivalents at the beginning of the year 7 996,446 1,769,134
Cash and cash equivalents at 31 December 7 1,571,642 996,446

The accompanying notes on pages 48 to 236 form an integral part of these financial statements.




Consolidated 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 2020, the VUB Group had a network of 197 points of sale (including Retail Branches, Cor-
porate Branches and Mortgage centres) located throughout Slovakia (31 December 2019: 203). The VUB
Group also has one branch in the Czech Republic (31 December 2019: 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, Italy.

At 31 December 2020, the members of the Management Board are Alexander Resch (Chairman), Marie
Kovarova (from 3 April 2020), Peter Magala, Martin Techman, Roberto Vercelli, Andrej Vicenik and Paolo
Vivona (from 24 October 2020). Another member of the Management Board was Antonio Bergalio (until
30 June 2020).

At 31 December 2020, the members of the Supervisory Board are Ignacio Jaquotot (Chairman), Elena
Kohutikova (Vice Chairman), Marco Fabris, Peter Gutten, Luca Leoncini Bartoli (from 8 December 2020),
Christian Schaack and Rébert Szabo. Another member of the Supervisory Board was Paolo Sarcinelli (until
24 April 2020).

1.2. 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

2020 2019
Subsidiaries
VUB Leasing, a. s. ('VUB Leasing’) 100% 100% Finance and operating leasing
Joint ventures
VUB Generalid. s. s., a. s. ("VUB Generali’) 50% 50% Pension fund administration
Associates
Slovak Banking Credit Bureau, s. . 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, ltaly.

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.



Consolidated financial statements

The consolidated financial statements of the VUB Group for the year ended 31 December 2019 were au-
thorised for issue by the Management Board on 21 February 2020.

The separate financial statements of the Bank for the year ended 31 December 2020 were issued on
3 March 2021 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
revaluation 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 liabili-
ties 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 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 sub-
sidiaries 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
together 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.

(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
above is performed by the management of the VUB Group, applying certain level of judgement.
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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 recog-
nised 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 principal
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)

— Valuation of lease liabilities (note 11.5) and right-of-use assets (note 14)

The application of International 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
determining 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 exercise
that option and periods covered by an option to terminate the lease if the VUB Group 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 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 cov-
ered 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 generally estimates the length
of the contract to be five years. The Bank monitors these assumptions, reviews the industry practice and
the evolution of the accounting interpretations in relation to the estimation of the lease terms among peer
financial entities and is prepared to make adjustments, if necessary.

The present value of the lease payment is determined using the discount rate representing the rate of inter-
est 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 VUB Group’s rating, observed in the period when the lease
contract commences or is modified.
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1.6.2. Assumptions and estimation uncertainties

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 and
impairment losses related to financial assets at fair value through other comprehensive income, 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, liabilities from
employee benefits, provisions for legal claims and deferred tax assets.

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

— 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
techniques 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 cor-
relation 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.

— 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

A number of the new standards are also effective from 1 January 2020 but they do not have a material ef-
fect on the financial statements.

The Visa Inc. Series C Preferred Stock were reclassified as at 1 January 2020 from fair value through other
comprehensive income to fair value through profit or loss portfolio (note 8, note 10). The classification was
revalued in the light of the significant change in the conversion ratio established by the issuer.

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. Standards and interpretations relevant to the VUB Group’s operations issued
that are effective for current year

Interest Rate Benchmark Reform (‘IBOR Reform’) — Phase 2
(Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16)

The amendments address issues that might affect financial reporting as a result of the reform of an interest
rate benchmark, including the effects of changes to contractual cash flows or hedging relationships arising
from the replacement of an interest rate benchmark with an alternative benchmark rate. The amendments
provide practical relief from certain requirements in IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 relating to
changes in the basis for determining contractual cash flows of financial assets, financial liabilities and lease
liabilities.

The amendments will require the Bank to account for a change in the basis for determining the contrac-
tual cash flows of a financial asset or financial liability that is required by interest rate benchmark reform by
updating the effective interest rate of the financial asset or financial liability.

In accordance with exceptions provided in the Phase 2 amendments, the VUB Group has elected not to
restate the prior period to reflect the application of these amendments, including not providing additional
disclosures for 2019. There is no impact on opening equity balances as a result of retrospective application.

The Phase 2 amendments provide practical relief from certain requirements in the standards. These reliefs
relate to modifications of financial instruments, lease contracts or hedging relationships when a benchmark
interest rate in a contract is replaced with a new alternative benchmark rate. When the basis for deter-
mining the contractual cash flows of a financial instrument is changed as a direct consequence of interest
rate benchmark reform and is made on an economically equivalent basis, the Phase 2 amendments pro-
vide a practical expedient to update the effective interest rate of a financial instrument before applying the
existing requirements in the standards. The amendments also provide an exception to use a revised discount
rate that reflects the change in interest rate when remeasuring a lease liability because of a lease modifi-
cation that is required by interest rate benchmark reform. Finally, the Phase 2 amendments provide a series
of reliefs from certain hedge accounting requirements when a change required by interest rate benchmark
reform occurs to a hedged item and/or hedging instrument and consequently the hedge relationship can
be continued without any interruption. The details of the accounting policies are disclosed in note 3.9. See
also note 4.2.5 for related disclosures about risks and hedge accounting.

2.2. 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 issu-
ance of the VUB Group's financial statements are listed below. This listing of standards and amendments to
standards issued are those that the VUB Group reasonably expects to have an impact on disclosures, finan-
cial position or performance when applied at a future date. The VUB Group intends to adopt these stand-
ards when they become effective.
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Amendments to IFRS 16 Leases COVID-19-Related Rent Concessions

(Effective for annual periods beginning on or after 1 June 2020. Earlier application is permitted, including in
financial statements not authorised for issue at 28 May 2020.)

The amendments introduce an optional practical expedient that simplifies how a lessee accounts for rent
concessions that are a direct consequence of COVID-19. A lessee that applies the practical expedient is not
required to assess whether eligible rent concessions are lease modifications, and accounts for them in ac-
cordance with other applicable guidance. The resulting accounting will depend on the details of the rent
concession. For example, if the concession is in the form of a one-off reduction in rent, it will be accounted
for as a variable lease payment and be recognised in profit or loss.

The practical expedient will only apply if:

— the revised consideration is substantially the same or less than the original consideration;
— the reduction in lease payments relates to payments due on or before 30 June 2021; and
— no other substantive changes have been made to the terms of the lease.

This practical expedient is not available for lessors.

The VUB Group expects that the amendments, when initially applied, will not have a material impact on
the financial statements of the VUB Group because the VUB Group is in no need to renegotiate rent agree-
ments.

Amendments to IAS 1 Presentation of Financial Statements Classification of Liabilities
as Current or Non-current

(Effective for annual periods beginning on or after 1 January 2023. Early application is permitted.)

The amendments clarify that the classification of liabilities as current or non-current shall be based solely
on the VUB Group’s right to defer settlement at the end of the reporting period. The VUB Group’s right to
defer settlement for at least 12 months from the reporting date need not be unconditional but must have
substance. The classification is not affected by management’s intentions or expectations about whether and
when the VUB Group will exercise its right. The amendments also clarify the situations that are considered
settlement of a liability.

The VUB Group expects that the amendments, when initially applied, will not have a material impact on the
financial statements of the VUB Group.

Amendments to IAS 37 Provisions, Contingent Liabilities and Contingent Assets Onerous
Contracts - Cost of Fulfilling a Contract

(Effective for annual periods beginning on or after 1 January 2022. Early application is permitted.)

In determining costs of fulfilling a contract, the amendments require the Bank to include all costs that relate
directly to a contract. Paragraph 68A clarifies that the cost of fulfilling a contract comprises both: the incre-
mental costs of fulfilling that contract and an allocation of other costs that relate directly to fulfilling con-
tracts.

The Bank shall apply those amendments to contracts for which it has not yet fulfilled all its obligations at
the beginning of the annual reporting period in which it first applies the amendments (the date of initial
application). The VUB Group shall not restate comparative information. Instead, the entity shall recognise
the cumulative effect of initially applying the amendments as an adjustment to the opening balance of
retained earnings or other component of equity, as appropriate, at the date of initial application.

The VUB Group expects that the amendments, when initially applied, will not have a material impact on the
financial statements of the VUB Group.
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Annual Improvements to IFRS Standards 2018-2020
(Effective for annual periods beginning on or after 1 January 2022. Early application is permitted.)
Amendment to IFRS 9 Financial Instruments

The improvements clarify that, when assessing whether an exchange of debt instruments between an exist-
ing borrower and lender are on terms that are substantially different, the fees to include together with the
discounted present value of the cash flows under the new terms include only fees paid or received between
the borrower and the lender, including fees paid or received by either the borrower or lender on the oth-
er's behalf.

The VUB Group expects that the amendments, when initially applied, will not have a material impact on the
financial statements of the VUB Group.
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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 differ-
ence between the amortised cost in the functional currency at the beginning of the year, adjusted for effec-
tive 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, for-
eign 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 for-
eign 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 for-
eign 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).
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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.

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 irrevocably
elect to present subsequent changes in fair value in OCI (note 3.6.2). This election is made on an invest-
ment-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:
— Held to collect,

— Held 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
particular, 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
business model) and its strategy for how those risks are managed;
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— 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.

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 rec-
ognition. ‘Interest’ is defined as consideration for the time value of money and for the credit risk associated
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 mak-
ing 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 in-
come (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 conditions
have been renegotiated to the extent that, substantially, it becomes a new loan, with the difference recog-
nised as a derecognition gain or loss, to the extent that an impairment loss has not already been recorded.
When assessing whether or not to derecognise a loan to a customer, amongst others, the VUB Group con-
siders the factors such as change in currency of the loan, introduction of an equity feature, change in coun-
terparty, whether the modification is such that the instrument would no longer meet the SPPI criterion.
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Where an existing financial liability is replaced by another from the same lender on substantially differ-
ent 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 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 finan-
cial asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in which sub-
stantially 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 carry-
ing amount allocated to the portion of the asset derecognised) and the sum of (i) the consideration received
(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 OCl 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 inter-
est 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 recog-
nise 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 can-
celled, 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 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 reim-

bursement 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 VUB Group 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 before 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.
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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 effective
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 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
transaction 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 re-
flects 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 maxim-
ise the use of relevant observable inputs and minimise the use of unobservable inputs. The chosen valua-
tion 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 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 differ-
ence 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 VUB Group 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 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 desig-
nated 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 liabili-
ties" 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 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.

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 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 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 trad-
ing 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 subse-
guently 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 neg-
ative. 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
standard 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-deriva-
tive host contract with the effect that some of the cash flows of the combined instrument vary in a way sim-
ilar 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 independently of
that instrument, or has a different counterparty from that instrument, is not an embedded derivative, 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.
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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 International Financial Reporting Standard 9 Financial
Instruments ('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 eco-
nomic 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. Separated
embedded derivatives are presented in the statement of financial position together with other derivatives.

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 re-
corded in the statement of financial position at fair value. Changes in fair value are recognised in ‘Net trad-
ing 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 recog-
nised 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 rec-
ognised 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
readily 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 VUB Group occasionally elects to classify irrevocably some of its equity invest-
ments as equity instruments at FVOCI when they meet the definition of Equity under IAS 32 Financial Instru-
ments: Presentation and are not held for trading. Such classification is determined on an instrument-by-in-
strument 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 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 assess-
ment.

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 includ-
ing debt securities. Financial liabilities at amortised costs comprise balances due to banks, due to customers,
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 pay-
ments 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 pay-
ments 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 ‘Net loss arising from the derecognition of financial assets at amortised cost’. Any recoveries of writ-

ten off loans are credited to the same line in 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.



Consolidated financial statements

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
‘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
transaction is highly probable and presents an exposure to variations in cash flows that could ultimately af-
fect 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’.




Consolidated financial statements

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 comprehen-
sive 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 recog-
nised. 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 rec-
ognised 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
hedged item is derecognised, the unamortised fair value adjustment is recognised immediately in profit or
loss when the item is derecognised.

Specific policies for hedges affected by IBOR reform
The Phase 1 amendments

If a hedging relationship is directly affected by IBOR reform, then the VUB Group applies certain exceptions

(referred to as ‘the Phase 1 amendments’) to the general hedge accounting policy. The VUB Group consid-

ers that a hedging relationship is directly affected by IBOR reform if it is subject to the following uncertainty

arising from the reform:

— aninterest rate benchmark subject to the reform is designated as the hedged risk, regardless of whether
the rate is contractually specified; and/or

— the timing or amounts of interest rate benchmark-based cash flows of the hedged item or of the hedg-
ing instrument are uncertain.

The Phase 1 amendments to the VUB Group’s policies are as follows.

— For the purpose of evaluating whether the hedging relationship is expected to be highly effective (i.e.
prospective effectiveness assessment), the VUB Group assumes that the benchmark interest rate is not
altered as a result of IBOR reform.

— If the VUB Group concludes that the actual result of a hedging relationship is outside the range of 80 —
125% (i.e. retrospective assessment), then the VUB Group determines whether the hedging relationship
continues to qualify for hedge accounting or whether it needs to be discontinued. This includes, for ex-
ample, determining that the hedge is expected to be highly effective prospectively and that the effec-
tiveness of the hedging relationship can be reliably measured.

— For a hedge of a non-contractually specified benchmark portion of interest rate risk, the VUB Group ap-
plies the requirement that the designated portion needs to be a separately identifiable component only
at the inception of the hedging relationship.

— For a cash flow hedge of a forecast transaction, the Bank assumes that the benchmark interest rate will
not be not altered as a result of IBOR reform for the purpose of asserting that the forecast transaction is
highly probable and presents an exposure to variations in cash flows that could ultimately affect profit
or loss.

— In determining whether a previously designated forecast transaction is no longer expected to occur, the
VUB Group assumes that the hedged interest rate benchmark cash flows will not be altered as a result
of IBOR reform.



Consolidated financial statements

When the uncertainty arising from IBOR reform is no longer present with respect to the timing and the
amount of the interest rate benchmark-based cash flows of the hedged item or hedging instrument, or —
except for last item — when the hedging relationship is discontinued, the VUB Group will cease to apply the
respective Phase 1 amendments.

The Phase 2 amendments (policy applied from 1 January 2020)

The VUB Group has early adopted the Phase 2 amendments and retrospectively applied the amendments
from 1 January 2020 (see Note 2.1).

When the basis for determining the contractual cash flows of the hedged item or hedging instrument

changes as a result of IBOR reform and therefore there is no longer uncertainty arising about the cash flows

of the hedged item or the hedging instrument, the VUB Group amends the hedge documentation of that

hedging relationship to reflect the change(s) required by IBOR reform. For this purpose, the hedge designa-

tion is amended only to make one or more of the following changes:

— designating an alternative benchmark rate as the hedged risk;

— updating the description of the hedged item, including the description of the designated portion of the
cash flows or fair value being hedged;

— updating the description of the hedging instrument; or

— updating the description of how the entity will assess hedge effectiveness.

The VUB Group amends the description of the hedging instrument only if the following conditions are met:

— it makes a change required by IBOR reform by changing the basis for determining the contractual cash
flows of the hedging instrument or using another approach that is economically equivalent to changing
the basis for determining the contractual cash flows of the original hedging instrument; and

— the original hedging instrument is not derecognised.

The VUB Group amends the formal hedge documentation by the end of the reporting period during which
a change required by IBOR reform is made to the hedged risk, hedged item or hedging instrument. These
amendments in the formal hedge documentation do not constitute the discontinuation of the hedging re-
lationship or the designation of a new hedging relationship.

If changes are made in addition to those changes required by IBOR reform described above, then the VUB
Group first considers whether those additional changes result in the discontinuation of the hedge account-
ing relationship. If the additional changes do not result in the discontinuation of the hedge accounting re-
lationship, then the VUB Group amends the formal hedge documentation for changes required by IBOR re-
form as mentioned above.

Policies specific to non-contractually specified risk portions

When the VUB Group designates an alternative benchmark rate as a hedged risk and the alternative bench-
mark rate is a non-contractually specified risk portion that is not separately identifiable at the date it is des-
ignated, the VUB Group deems that the rate meets the separately identifiable criterion if it reasonably ex-
pects that the alternative benchmark rate will be separately identifiable within a 24-month period. The
24-month period applies on a rate-by-rate basis and starts from the date when the Bank first designates the
alternative benchmark rate as a hedged risk.

If the Bank subsequently expects that a non-contractually specified alternative benchmark rate risk com-
ponent will not be separately identifiable within the 24-month period, then it discontinues hedge account-
ing prospectively from the date of that reassessment for all hedging relationships in which the alternative
benchmark rate is designated as a non-contractually specified risk portion.

Policies specific to cash flow hedges

When the interest rate benchmark on which the hedged future cash flows had been based is changed as
required by IBOR reform, for the purpose of determining whether the hedged future cash flows are ex-
pected to occur, the VUB Group deems that the hedging reserve recognised in OCI for that hedging rela-
tionship is based on the alternative benchmark rate on which the hedged future cash flows will be based.
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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 Free Cash Flow to Equity model.

Free Cash Flow to Equity model

The Management of the companies which are subject to the impairment test provide projection of free cash
flow to equity which 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 cost of equity resulting from the
Capital Asset Pricing Model ('CAPM’). Cash flows after the period of five years are determined by the pres-
ent 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 ac-
quirer. 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 car-
ried 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
statement. 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 deprecia-
tion is eliminated against the gross carrying amount of the asset at revaluation date. The assets subject to
the revaluation 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 increased
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. Am-

ortisation 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 7-10
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 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.

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).
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Leases are recognized, measured and presented in line with IFRS 16.
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 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 depreci-
ation 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
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 VUB Group and the currency of the lease con-
tract.

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 pay-
ments not included in the initial measurement of the lease liability are recognized directly in the profit and
loss in the line ‘Other administrative expenses'.
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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 ex-
penses’.

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 own-
ership to the lessee. Examples of situations where the risks and rewards of ownership are considered as hav-
ing 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 mod-
ifications.

3.18. 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 con-
structive) as a result of a past event, and it is probable that an outflow of resources embodying economic bene-
fits 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 ac-
cordance 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 recog-
nised 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 ap-
proach) 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 when the VUB Group is called to fulfil the guarantee and the guarantee is paid to the holder
of the guarantee it ceases to exist. Instead a receivable against the counterparty for which the VUB Group
issued the guarantee is created and the former provision for financial guarantees is converted into impair-
ment losses allowance on such receivable along with the movement, if any, within ‘Impairment losses’.
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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
profit or loss in ‘Impairment losses’.

3.19. 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’.

3.20. Equity reserves

The reserves recorded in equity that are disclosed in the statement of financial position include:

— 'Revaluation surplus of 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.

3.21. 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.

Other interest income includes interest received on financial assets at fair value through profit or loss and
finance leases.

3.22. 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.

3.23. 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.
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3.24. Dividend income
‘Dividend income’ is recognised in the statement of profit or loss on the date that the dividend is declared.
3.25. 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 10 0.2% p. a. for the years 2017 to 2020. Based on the another amendment from 28 November 2019,
the levy rate has been set to 0.4% p. a. for the year 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 quar-
ter. (note 29)

As at 21 July 2020, the amendment to Act no. 67/2020 Coll. on certain emergency financial measures in re-
lation to the spread of dangerous contagious human disease COVID-19 became effective. This amendment
also covered measures in the area of special levy of selected financial institutions. According to these meas-
ures no more special levy payments were required from July 2020 until the end of 2020. (note 29)

Subsequently this special levy was cancelled in full effectively from 1 January 2021. (note 38)
3.26. 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 in ‘Other operating
expenses’.
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4. Financial and operational risk management

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 oversee-
ing 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 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
management 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
management framework in relation to the risks faced by the VUB Group. 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 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 ad-
vances 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 secu-
rities 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 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 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 behav-
ioural;

— 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 portfolio.

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 histori-
cal evidence of impairment and forward-looking information on a portfolio basis, mainly based on the pay-
ment 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 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 by develop-
ment function, Department Internal Validation and Controls and Department Internal Audit.

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 Finan-
cial Institutions, Banks, Municipalities, Sovereigns and Public Sector Entities, Slotting models (for 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.

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 calculated based on Path-generator is-
sued by the European Banking Authority ('EBA");

— Obtaining the final LGD values by discounting the recovery rates using effective interest rate and aver-
age 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. The parameters for these portfolios are ob-
tained from parent company.

EAD is calculated separately for amortizing and non-amortizing products. EAD for amortizing products is
based on the repayment plans, while EAD for non-amortizing products is calculated using Credit Conver-
sion Factor (CCF). Currently, the VUB Group uses CCF models only for Retail - Credit Cards and Retail -
Overdrafts. For all other segments regulatory CCF values are used.

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 materiality of
past-due credit obligations, the bank takes into account any amount of principal, interest or fee that has
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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.

When 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.

Where the obligor changes due to an event such as a merger or acquisition of the obligor or any other sim-
ilar 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 relative
component according to the Commission Delegated Regulation (EU) 2018/171 of 19 October 2017 on sup-
plementing 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 Bank. The absolute threshold is set to € 100 for retail exposures and € 500 for non-re-
tail 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 assess-
ment, an entity shall use the change in the risk of a default occurring over the expected life of the financial
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 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 ~ 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

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 credit-im-
paired 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.

As at 31 December 2020 and 31 December 2019 the Bank did not classify any financial assets as Purchased
or Originated Credit Impaired ("POCI’).

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 commit-
ments. Forborne performing exposures represent Forborne performing (originally) and Forborne performing
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 exam-
ple 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 man-
agement

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, light blue and dark blue EWS should be
classified into Stage 2.

Early warning system performs regular monitoring of corporate clients portfolio; their risk assessment based
on pre-defined criteria, grouped into 6 particular triggers families (Asset Quality Review Fatal indicators, Ad-
ditional 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:
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Traffic light Meaning Related action
Dark blue Harder severity signals Classification to NPL
Fast Track activation
Light blue Very high intensity signals Impairment proposal
Fast Track activation 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: 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 stag-

ing.

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 belongs
at the reporting date.

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

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 driv-
ers. Indeed, the cumulative PDs and their relative differences (between some two rating grades) are chang-
ing 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.
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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.

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.

Given their particular nature (exposures are within own bank group with low risk profile), intragroup trans-
actions 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
valid 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
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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 credit loss calculation
Stage 1

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

ELiypm = PDyyp x LGDyyp, x EAD,,,
where:
— PD,, =1 year prediction PD estimated at time O (time O is the reporting date);

12m
- 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-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 re-
porting date, is summarized as follows:

For exposures with remaining maturity less than or equal to one year (see Stage 1):
ELip = PDygy X LGDy, X EAD,,,

For exposures with remaining maturity greater than one year:

ELjetime =

- EAD, x (PD-PD.,) x LGD,
- (1+ER)-

1

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 t;

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

— EIRis Effective Interest Rate;

— Mis residual maturity in years.

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,

ELMfetlme = EAD1 X PD1 X LGDW + +
(1+EIR)! (1+EIRY2

where:

— EADT1, EAD2, EAD3 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;
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— LGD, LGD, LGD, is percentage of loss in case of default of each residual year;
— EIR is 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
their 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 given by EBA coefficients for corresponding segment.

Incorporation of forward-looking information

The VUB Group incorporates forward-looking information by using the Base scenario from the internal sat-
ellite models or the Baseline stress test coefficients, which are obtained from EBA Path-generator. Other
scenarios are incorporated in the form of ,add-on”. Add-on is calculated as a combination of final PD or
LGD values calculated for all three scenarios for 3 upcoming years.

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 (‘"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 VUB Group uses also the stress test coefficients, which are the result of EBA Path-generator for stress
testing. As the result we get the coefficients only for Adverse and Baseline scenario and therefore the Best
coefficient is calculated additionally based on these two scenarios. The scenarios are then used for the cal-
culation of the add-on. Using the EBA coefficients is characteristic for LGD models. Moreover, a similar ap-
proach 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 rel-
evant 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 2021, 2022 and 2023 by the satellite model applica-
tion in 2020 and for the quarters of year 2020 by the satellite model development in 2018. The inputs were
updated by Research department in the December 2020 considering NBS scenarios.



Consolidated financial statements

GDP, Unemployment rate Consumer prices index
(constant prices, (Labour Force Sample (quarterly average,
% change) Survey, %) % change)

EURIBOR 3M
(end of period)

Base Best Worst Base Best Worst Base Best Worst Base Best Worst
scenario  scenario scenario scenario  scenario  scenario  scenario  scenario  scenario  scenario  scenario  scenario

1Q 2020 3.9 9.0 (8.2) 6.5 5.8 1.7 2.3 4.8 (0.3) 0.08 0.75 (1.1
2Q 2020 3.9 8.9 (5.1 6.5 5.7 11.8 2.3 5.1 (0.3) 0.08 1.00 (1.1
3Q 2020 3.8 8.3 4.3) 6.5 55 11.9 2.3 5.4 (0.3) 0.19 1.25 (1.1
4Q 2020 3.6 7.0 (2.3) 6.5 55 11.9 2.3 4.6 (0.3) 0.34 1.50 (1.1
1Q 2021 4.6 1.6 (2.0) 7.5 7.8 8.3 0.3 0.4 02 (054 (054 (1.03)
2Q 2021 16.0 12.8 9.2 7.7 8.0 8.5 0.5 0.6 03 (054 (054 (1.03)
3Q 2021 5.7 2.7 (0.9) 7.6 7.9 8.4 0.6 0.7 0.4 (0.53) (0.53) (1.03)
4Q 2021 9.1 6.1 2.5 7.5 7.8 8.3 0.9 1.0 0.7 (0.53) (0.53) (1.03)
1Q 2022 6.3 6.0 4.8 7.3 7.6 8.4 1.8 1.7 1.3 (0.53) (0.53) (1.02)
2Q 2022 55 5.1 4.0 7.2 7.5 8.6 1.9 1.8 1.4  (0.52) (0.52) (1.02)
3Q 2022 4.7 4.3 3.2 7.0 7.3 8.5 1.9 1.8 1.4  (0.52) (0.52) (1.02)
4Q 2022 4.4 4.0 2.9 6.7 7.0 8.4 1.9 1.8 14  (0.52) (0.52) (1.02)
1Q 2023 3.7 3.8 4.4 6.4 6.8 8.2 2.0 1.9 1.6  (0.31) (049 (0.94)
2Q 2023 35 3.6 4.2 6.2 6.6 8.0 2.1 2.0 1.7 (0.31) (0.45) (0.94)
3Q 2023 3.4 35 4.1 6.0 6.4 7.7 2.1 2.0 1.7  (0.31) (0.44) (0.94)
4Q 2023 3.8 3.9 4.5 5.8 6.2 7.5 2.1 2.0 1.7  (0.31)  (0.37) (0.94)

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

2020 Gross Impairment Net Gross Impairment Net
€000 amount losses amount amount losses amount
Stage 1
Financial assets at AC:
Due from other banks 206,126 (706) 205,420 - - -
Due from customers:
Public administration 126,926 (1,075) 125,851 — — -
Corporate 4,676,062 (26,135) 4,649,927 - - -
Retail 9,140,921 (13,313) 9,127,608 - - -
13,943,909 (40,523) 13,903,386 - - -
14,150,035 (41,229) 14,108,806 - - -
Financial asset_s_at FVOCI 1611015 (306) 1610,709 B B B
— debt securities
Financial commitments 4,420,551 (7.001) 4,413,550 B B B

and contingencies
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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 1562762 (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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The split of the stage 2 credit portfolio to individually and portfolio assessed is shown below:

Portfolio assessed Individually assessed

2020 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 2

Financial assets at AC:
Due from customers:

Public administration 26,717 (1,605) 25,112 - - -

Corporate 613,410 (12,832) 600,578 - - -

Retail 576,783 (38,331) 538,452 - - -

1,216,910 (52,768) 1,164,142 - - -

Financial commitments 94,242 (2,163) 92,079 3 B B

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

Portfolio assessed Individually assessed

2020 Gross Impairment Net Gross Impairment Net

€000 amount losses amount amount losses amount

Stage 3

Financial assets at AC:
Due from customers:

Corporate 14,059 (5,477) 8,582 62,110 (46,512) 15,598

Retail 319,930 (175,954) 143,976 14,157 (9,985) 4,172

333,989 (181,431) 152,558 76,267 (56,497) 19,770

Financial commitments 8,615 (1,678) 6,937 9,224 (3,091) 6,133

and contingencies
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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

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

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:

N (_Zhange.s Transfer Transfer Transfer  Derecog- et 31
Origination in credit

2020 written-
risk (net)

1
€000 January to Stage 1 to Stage2 to Stage 3 nition December

off/sold
Stage 1
Financial assets

at FvOCl

Financial assets
at AC:

Due from other
banks

Due from
customers

224 587 249 (72) - - - (95) 306

482 1655 268 (1,572) 2,1 (416) - (167) 706

35414 33333 32,282 (54,600) 57,207 (23,390) (242) (6,148) 40,523

35,896 34988 32,550 (56,172) 59,318 (23,806) (242) (6,315) 41,229

Financial
commitments
and
contingencies

4,232 6169 11,089 (6,821) 3171 (3,678) (10) (982) 7,001

Stage 2
Financial assets
at AC:

Due from other
banks

Due from
customers

6 - 1,706 (2,111) 416 - (17) - -

61,820 - 54,610 (54,515) 26,821 (31,965) (4,003) - 52,768

61,826 - 56,316 (56,626) 27,237 (31,965) (4,020) - 52,768

Financial
commitments
and
contingencies

1,710 - 1,685 (3,033) 3,778 (909) (1,068) - 2,163

Stage 3

Financial assets
at AC:

Due from 251,514 - 31,291 (2,692) (3,431) 32,207 (1,124)  (69,837) 237,928
customers
Financial
commitments
and
contingencies

3,428 - 1,676 (138) (100) 919 (1,016) - 4,769

(Table continues on the next page)
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2020 1 L (_Zhange.s Transfer Transfer Transferto  Derecog- A.SSEtS 31
€000 January guonater Gl to Stage 1 to Stage 2 Stage 3 nition written- December
risk (net) off/sold
Total
Financial assets
at FVOC! 224 249 (72) - - - (95) _ 306
Financial assets
at AC:
Due from other 488 268 134 - - - (184) - 706
banks
Due from 348,748 32,282 31,301 - - - (11275  (69,837) 331,219
customers
349,236 32,550 31,435 - - - (11,459) (69,837) 331,925
Financial
gzgnmltments 9,370 11,089 (3,460) _ - - (3,066) - 13,933

contingencies
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2019
€000

Stage 1

Financial assets
at FvoCl

Financial assets
at AC:

Due from other
banks

Due from
customers

Financial
commitments
and
contingencies

Stage 2

Financial assets
at AC:

Due from other
banks

Due from
customers

Financial
commitments
and
contingencies

Stage 3

Financial assets
at AC:

Due from
customers

Financial
commitments
and
contingencies

L Fhange.s Transfer Transfer Transfer  Derecog- A.ssets 31
January Origination T el to Stage 1 toStage2 to Stage3 nition written- December
risk (net) off/sold
134 587 (381) - - - (116) - 224
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
6,993 6,169 (10,772) 6,638 (1,768) (742) (2,286) - 4,232
98 - (92) - - - - . 6
69,584 - 64,139 51,247 34,328 (35,151) (19,833) - 61,820
69,682 - 64,047 51,247 34,328 (35,151) (19,833) - 61,826
3,664 - 2,01 (5,110) 2,368 (402) (821) - 1,710
287,026 - 33,821 (7,363) (7,594) 37,777 (1,757) (90,396) 251,514
3,723 . 3,554 (1,528) (600) 1,144 (2,865) - 3,428

(Table continues on the next page)
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2019 1 e ?:2:‘3(;: Transfer Transfer Transfer  Derecog- wﬁ:::: 31
€000 January () to Stage 1 toStage2 to Stage 3 nition off/sold December
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 754 1,655 (57) _ _ _ (1,864) - 488
banks
Due from 404,912 33,333 29,449 - - - (28550)  (90,396) 348,748
customers
405,666 34,988 29,392 - - - (30,414) (90,396) 349,236
Financial
gzg‘m'tmems 14,380 6169  (5207) - - - 5972) - 9,370

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:

2020 1 Origination Transfer Transfer Transfer  Derecog- w::::: 31

€'000 January 9 to Stage 1 toStage2 to Stage3 nition December
off/sold

Stage 1

Financial assets
at FVOCI

Financial assets
at AC:

Due from
other banks

1,562,538 1,307,160 - -

(524,489) (734,500) 1,610,709

180,136 891,306 135,331 (135,337) - (865,310) - 206,126

Due from

13,244,298 5,692,488 1,501,167 (2,386,966) (19,451) (4,087,627) - 13,943,909
customers

13,424,434 6,583,794 1,636,498 (2,522,303) (19,451) (4,952,937) - 14,150,035

Financial
commitments
and
contingencies

3,743,616 3,727,701 225,574 (266,379) (2,770) (3,007,191) - 4,420,551

Stage 2
Financial assets
at AC:

Due from
other banks

843 (135,331) 135,337 - (849) - -
Due from

1,036,034
customers

(1,487,999) 2,403,568 (148,248) (586,445) - 1,216,910

1,036,877 (1,623,330) 2,538,905 (148,248) (587,294) - 1,216,910

Financial
commitments
and
contingencies

134,792 - (217,700) 266,704 (7,866) (81,688) - 94,242

Stage 3

Financial assets
at AC:

Due from

445,430
customers

(13,168) (16,602) 167,699 (74,329) (98,774) 410,256

Financial
commitments
and
contingencies

22,647 - (7,874) (325) 10,636 (7,245) - 17,839

(Table continues on the next page)
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2020 1 Origination Transfer Transfer Transfer  Derecog- w::::: 31

€'000 January 9 to Stage 1 toStage2 to Stage3 nition December
off/sold

Total

Financial assets
at FVOCl|

Financial assets
at AC:

Due from
other banks

1,562,538 1,307,160 - - (524,489) (734,500) 1,610,709

180,979 891,306 - - (866,159) - 206,126

Due from 14,725,762 5,692,488 - - - (4,748,401)  (98,774) 15,571,075
customers
14,906,741 6,583,794 - - - (5614,560)  (98,774) 15,777,201
Financial
;zg‘m'tmems 3,901,055 3,727,701 - - - (3,096,124) - 4,532,632

contingencies
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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 Origination Transfer Transfer Transfer Derecog- w::::: 31
€'000 January 9 to Stage 1 to Stage2 to Stage3 nition off/sold December

Stage 1
Financial assets

at FVOCI

Financial assets
at AC:

Due from
other banks

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

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

Due from

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

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

Due from

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

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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Assets

2019 1 Origination Transfer Transfer Transfer Derecog- written- 31

€'000 January 9 to Stage 1 to Stage 2 to Stage 3 nition December
off/sold

Total

Financial assets
at FvOClI

Financial assets
at AC:

Due from
other banks

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

103,208 9,897,008 - - - (9,819,237) - 180,979

Due from
customers

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

Financial
commitments
and
contingencies

3,938,579 3,133,250 - - - (3,170,774) - 3,901,055
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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 delin-
guency (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

Doubtful Exposures to borrowers being in a state of insolvency (although not yet legally) or
in a de facto equivalent status, regardless of any loss forecasts made by the Bank.

Unlikely to pay Exposures to borrowers assessed as improbable to thoroughly meet their credit
obligations without recourse to actions such as the enforcement of guarantees/
collateral.

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 Bank for defining an out of Court restructuring/ settlement
agreement;

— Borrowers which signed out of Court restructuring/settlement agreements and that are regularly servic-
ing 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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The following table describes the VUB Group’s credit portfolio in terms of classification categories:

2020
€°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

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
206,126 (706) 205,420
153,643 (2,680) 150,963

5,289,472 (38,967) 5,250,505
4,167 (489) 3,678
32,409 (18,724) 13,685
39,593 (32,776) 6,817
5,365,641 (90,956) 5,274,685
9,717,704 (51,644) 9,666,060
46,073 (17,872) 28,201
34,097 (15,350) 18,747
253,917 (152,717) 101,200
10,051,791 (237,583) 9,814,208
15,571,075 (331,219) 15,239,856
15,777,201 (331,925) 15,445,276
1,611,015 (306) 1,610,709
4,514,793 (9,164) 4,505,629

4,120 (311) 3,809

9,924 (3,155) 6,769

3,795 (1,303) 2,492

4,532,632 (13,933) 4,518,699
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2019 Cateqor Gross Impairment Net
€000 gory amount losses amount

Financial assets at AC:
Due from other banks

Performing 180,979 (488) 180,491
Due from customers:
Public administration
Performing 135,550 (2,254) 133,296
Past due 50 (8) 42
135,600 (2,262) 133,338
Corporate
Performing 5,350,184 (35,170) 5,315,014
Past due 9,830 (2,047) 7,783
Unlikely to pay 51,231 (19,997) 31,234
Doubtful 48,938 (41,004) 7,934
5,460,183 (98,218) 5,361,965
Retail
Performing 8,794,598 (59,810) 8,734,788
Past due 33,423 (14,406) 19,017
Unlikely to pay 51,879 (24,426) 27,453
Doubtful 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
Financial assets at FVOCI — debt
securities
Performing 1,562,762 (224) 1,562,538
Financial commitments
and contingencies
Performing 3,878,409 (5,942) 3,872,467
Past due 326 (92) 234
Unlikely to pay 18,506 (2,182) 16,324
Doubtful 3,814 (1,154) 2,660
)

3,901,055 (9,370 3,891,685
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The following table shows the VUB Group’s credit portfolio in terms of delinquency of payments:

2020 Gross Impairment Net
€000 amount losses amount

Financial assets at AC:
Due from other banks
No delinquency 206,126 (706) 205,420

Due from customers:

Public administration

No delinquency 153,153 (2,677) 150,476
1 - 30 days 490 (3) 487
153,643 (2,680) 150,963

Corporate
No delinquency 5,218,120 (50,765) 5,167,355
1 - 30 days 96,181 (1,059) 95,122
— 60 days 181 (2) 179
- 90 days 5,419 (1,429) 3,990
91 - 180 days 4,986 (4,415) 571
Over 181 days 40,754 (33,286) 7,468
5,365,641 (90,956) 5,274,685

Retail

No delinquency 9,704,186 (60,928) 9,643,258
1 - 30 days 62,237 (8,700) 53,537
- 60 days 1,046 (412) 634
—90 days 18,476 (4,837) 13,639
91 - 180 days 27,052 (13,547) 13,505
Over 181 days 238,794 (149,159) 89,635
10,051,791 (237,583) 9,814,208
15,571,075 (331,219) 15,239,856
15,777,201 (331,925) 15,445,276

Financial assets at FVOCI — debt securities
No delinquency 1,611,015 (306) 1,610,709

Financial commitments and contingencies
No delinquency 4,532,632 (13,933) 4,518,699
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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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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-

2020 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 206,126 (706) 205,420 - - - - - -
banks
Due from customers:
Public administra-
tion
Single Resolution 5090 B 5090 - B B B B B
Fund
State
administration 32,685 G) 32,682 N B N N N N
Municipalities 114,761 (2,670) 112,091 490 (3) 487 - - -
l\/Iumqpa\ltles— 617 @) 613 B B B B B B
Leasing
153,153 (2,677) 150,476 490 3) 487 - - -
Corporate
Large Corporates 2,119,577 (1,922) 2,117,655 2 - 2 4,321 (3,354) 967
Large Corporates
- debt 150,427 (265) 150,162 - - - - - -
securities
Specialized Lend-
ing 888,114 (28,963) 859,151 20 - 20 4,808 (4,788) 20
SME 1,383,183 (5,236) 1,377,947 86,259 (916) 85,343 55,273 (37,994) 17,279
Other Non-
banking 366,323 (158) 366,165 9 - 9 5 @) 1
Financial
Institutions
Other Non-
banking
Financial 50,056 (48) 50,008 - - - - - -
Institutions —
debt securities
Public Sector
Entities 1,469 (48) 1,421 - - - 5 (1) 4
Leasing 157,391 (1,227) 156,164 6,350 (149) 6,201 8,162 (4,652) 3,510
Factoring 73,778 (9) 73,769 6,514 (26) 6,488 3,595 (1,196) 2,399

5,190,318 (37,876) 5,152,442 99,154 (1,091) 98,063 76,169 (51,989) 24,180

(Table continues on the next page)
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Past due but

Neither past due nor impaired e bR e et

Impaired (non-performing)

Impair- Impair- Impair-

2020 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 384,503 (6,878) 377,625 11,591 (774) 10,817 22,113 (13,694) 8,419
small Business - 52,177 (458) 51,719 4,311 (64) 4247 N7 (7,117) 4,594
Leasing
Consumer Loans 1,278,061 (26,680) 1,251,381 37,436 (5,368) 32,068 180,385  (110,680) 69,705
Mortgages 7,749,900 (7,951) 7,741,949 7,794 (362) 7,432 89,647 (33,335) 56,312
Credit Cards 79,870 (1,367) 78,503 1,435 (235) 1,200 22,787  (15,956) 6,831
Overdrafts 67,996 (1,106) 66,890 1,173 (164) 1,009 7,412 (5,151) 2,261
Leasing 4,252 (18) 4,234 29 - 29 32 (6) 26
Flat Owners 37,176 (219) 36,957 - - - - - -
Associations

9,653,935 (44,677) 9,609,258 63,769 (6,967) 56,802 334,087 (185939) 148,148
14,997,406 (85,230) 14,912,176 163,413 (8,061) 155,352 410,256 (237,928) 172,328
15,203,532 (85,936) 15,117,596 163,413 (8,061) 155352 410,256 (237,928) 172,328

Financial assets at
FVOCI - debt 1,611,015 (306) 1,610,709 - - - - - -
securities

Financial commitments

. . 4,514,793 (9,164) 4,505,629 - - - 17,839 (4,769) 13,070
and contingencies
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Past due but

Neither past due nor impaired i e e s

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 180,979 (488) 180,491 - - - - - -
banks
Due from customers:
Public
administration
Single Resolution 3876 B 3876 B B B B ~ B
Fund
Municipalities 130,361 (2,250) 128,111 625 (1) 624 50 8) 42
MumqpahUes - 688 3) 635 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:ijliE;d 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 R T

Impaired (non-performing)

Impair- Impair-

2019 Gross Impairment Net Gross Net Gross Net
ment ment
€000 amount losses amount  amount amount  amount amount
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 36,138 (247) 35,891 - - - - - -
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 asset; .at FvVOCI 1,562,762 (224) 1,562,538 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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An analysis of past due but not individually impaired credit exposures in terms of delinquency is presented
in the table below:

2020 Gross Impairment Net
€'000 amount losses amount

Financial assets at AC:
Due from customers:
Public administration

1 -30days 490 (3) 487

Corporate
1 -30days 95,095 (845) 94,250
31 - 60 days 181 @) 179
61 - 90 days 3,878 (244) 3,634
99,154 (1,091) 98,063

Retail

1 —30 days 51,544 (4,857) 46,687
31 -60 days 558 (102) 456
61— 90 days 11,667 (2,008) 9,659
63,769 (6,967) 56,802
163,413 (8,061) 155,352
163,413 (8,061) 155,352
2019 Gross Impairment Net
€000 amount losses amount

Financial assets at AC:
Due from customers:
Public administration

1-30 days 625 (1) 624
Corporate
1-30 days 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

98,551 (15,510 83,041
159,986 (16,581 143,405
159,986 (16,581 143,405

)
)
61— 90 days 11,947 (3,013) 8,934
)
)
)
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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
2020 GrosshLIEE G Net Gross B!, Net GrossLnEE Net
ment ment ment
€000 amount amount amount amount amount amount
losses losses losses
Financial assets at AC:
Due from other banks 206,126 (706) 205,420 - - - - - -
Due from customers:
Public administration
Single Resolution 5090 B 5090 B ~ B B B B
Fund
State
administration 32,685 G) 32,682 N N N N N N
Municipalities 88,534 (1,068) 87,466 26,717 (1,605) 25,112 - - -
Munlc!palltles - 617 n 613 B B B B B B
Leasing
126,926 (1,075 125,851 26,717 (1,605 25112 - - -
Corporate
Large Corporates 1,816,889 (1,298) 1,815,591 302,690 (624) 302,066 4,321 (3,354) 967
Large Corporates =y 1y g4 (100) 141847 8480 (165 8315 - - -
debt securities
Specialized Lending 827,636 (21,059) 806,577 60,498 (7,904) 52,594 4,808 (4,788) 20
SME 1,234,252 (2,342) 1,231,910 235,190 (3,810) 231,380 55,273 (37,994) 17,279
Other Non-
banking Financial 366,332 (158) 366,174 - - - 5 4) 1
Institutions
Other Non-
ban.klng Financial 50,056 48) 50,008 B B _ B _ B
Institutions —
debt securities
Public Sector
Entities 1,469 (48) 1,421 - - - 5 (1 4
Leasing 159,783 (1,051) 158,732 3,958 (325) 3,633 8,162 (4,652) 3,510
Factoring 77,698 (32) 77,666 2,594 (3) 2,591 3,595 (1,196) 2,399

4,676,062 (26,136) 4,649,926 613,410  (12,831) 600,579 76,169 (51,989) 24,180

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2020 Gross L IS Net GrossaEE! Net Gross L mEAl, Net
ment ment ment
€000 amount amount amount amount  amount amount
losses losses losses
Financial assets at AC:
Due from customers:
Retail
Small Business 320,823 (2,920) 317,903 75,271 (4,732) 70,539 22,113 (13,694) 8,419
Small Business - 54,966 (436) 54,530 1,522 (86) 143 11,711 (,117) 459
Leasing
Consumer Loans 1,100,502 (7,892) 1,092,610 214,995  (24,156) 190,839 180,385 (110,680) 69,705
Mortgages 7,504,985 (1,033) 7,503,952 252,709 (7,280) 245,429 89,647 (33,335) 56,312
Credit Cards 69,727 (416) 69,311 11,578 (1,186) 10,392 22,787  (15,956) 6,831
Overdrafts 48,461 (379) 48,082 20,708 (891) 19,817 7,412 (5,151) 2,261
Leasing 4,281 (18) 4,263 - - - 32 (6) 26
Flat Owners 37,176 (219) 36,957 - - - - - -
Associations

9,140,921 (13,313) 9,127,608 576,783  (38,331) 538,452 334,087 (185939) 148,148
13,943,909 (40,524) 13,903,385 1,216,910  (52,767) 1,164,143 410,256 (237,928) 172,328
14,150,035 (41,230) 14,108,805 1,216,910  (52,767) 1,164,143 410,256 (237,928) 172,328

Financial assets at
FVOCI - debt 1,611,015 (306) 1,610,709 - - - _ _ _
securities

Financial commitments

. . 4,420,551 (7,001) 4,413,550 94,242 (2,163) 92,079 17,839 (4,769) 13,070
and contingencies
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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 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 B
Fund
Municipalities 112,483 (1,069) 111,414 18,503 (1,182) 17,321 50 8) 42
Mun|qpa||t|es - 688 3) 635 B B B B B B
Leasing
117,047 (1,072) 115,975 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 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-
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 ! 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  (15,378) 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  (45,260) 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 asset;lat FvOCI 1562762 (224) 1,562,538 _ _ _ _ _ _
— 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




Consolidated 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
2020 Gross L1 Net Gross el Net Gross Ll Net
ment ment ment
€000 amount amount amount amount amount amount
losses losses losses
Financial assets at AC:
Due from other banks
No delinquency 206,126 (706) 205,420 - - - - - -
Due from customers:
Public administration
No delinquency 126,601 (1,075) 125,526 26,552 (1,602) 24,950 - - -
1 -30 days 325 - 325 165 (3) 162 - - -

126,926 (1,075) 125,851 26,717 (1,605) 25,112 - - -

Corporate

No delinquency 4,663,469  (26,066) 4,637,403 526,849  (11,810) 515,039 27,802 (12,889) 14,913
1-30days 12,562 (69) 12,493 82,533 (776) 81,757 1,086 (214) 872
31 - 60 days 31 (1) 30 150 (1) 149 - - -
61-90 days - - - 3,878 (244) 3,634 1,541 (1,185) 356
91 -180 days - - - - - - 4,986 (4,415) 571
Over 181 days - = . - = - 40,754 (33,286) 7,468

4,676,062  (26,136) 4,649,926 613,410  (12,831) 600,579 76,169 (51,989) 24,180

(Table continues on the next page)
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Stage 1 Stage 2 Stage 3
2020 Gross  mpair Net Gross Mmpair Net Gross  'Mpair Net
€000 amount ment amount amount ment amount amount ment amount
losses losses losses
Financial assets at AC:
Due from customers:
Retalil
No delinquency 9,120,501  (12,832) 9,107,669 533,434 (31,844) 501,590 50,251 (16,252) 33,999
1-30days 20,420 (481) 19,939 31,124 (4,377) 26,747 10,693 (3,842) 6,851
31-60 days - . . 558 (102) 456 488 (310) 178
61-90 days - - - 11,667 (2,008) 9,659 6,809 (2,829) 3,980
91 -180 days - - - - - - 27,052 (13,547) 13,505
Over 181 days - . . - - - 238,794 (149,159) 89,635

9,140,921  (13,313) 9,127,608 576,783  (38,331) 538,452 334,087 (185939) 148,148
13,943,909  (40,524) 13,903,385 1,216,910 (52,767) 1,164,143 410,256 (237,928) 172,328
14,150,035  (41,230) 14,108,805 1,216,910 (52,767) 1,164,143 410,256 (237,928) 172,328

Financial assets at FVOCI|
— debt securities

No delinquency 1,611,015 (306) 1,610,709 - - - - - -

Financial commitments
and contingencies

No delinquency 4,420,551 (7,001) 4,413,550 94,242 (2,163) 92,079 17,839 (4,769) 13,070
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Stage 1 Stage 2 Stage 3
2019 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 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 - - -
1-30days 625 (1) 624 - - - - - -
Over 181 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 (13,188) 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 (248) 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  (15,378) 408,428 109,999  (63,048) 46,951

(Table continues on the next page)
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Stage 1 Stage