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Selected financial data

The selected financial data are supplementary information to these financial statements of
mBank S.A. for 2014.

Year ended Year ended Year ended Year ended
31.12.2014 31.12.2013 31.12.2014 31.12.2013

I. Interest income 3 634 827 3631968 867 645 862 495
II. Fee and commission income 1176 602 1084 180 280 859 257 464
III. Net trading income 354 751 326 358 84 680 77 501
IV. Operating profit 1478 569 1 340 645 352939 318 367
V. Profit before income tax 1478 569 1 340 645 352939 318 367
VI. Net profit 1174 096 1070 306 280 261 254 169
VII. Net cash flows from operating activities (36 218) (1899 191) (8 645) (451 007)
VIII. Net cash flows from investing activities (93 504) 126 161 (22 320) 29 960
IX. Net cash flows from financing activities 1057 740 (2379 208) 252 486 (564 998)
X. Net increase / decrease in cash and cash equivalents 928 018 (4 152 238) 221 521 (986 046)
XI. Basic earnings per share (in PLN/EUR) 27.83 25.39 6.64 6.03
XII. Diluted earnings per share (in PLN/EUR) 27.81 25.38 6.64 6.03
XIII. Declared or paid dividend per share (in PLN/EUR) 17.00 10.00 4.06 2.37
Y Y

IETETETY) IR TETE IETETETY IRETETETT

I. Total assets 113 603 463 100 232 132 26 653 089 24 168 628
II.  Amounts due to the Central Bank - - - -
III. Amounts due to other banks 13 384 224 18 863 854 3140 141 4 548 576
IV. Amounts due to customers 79 312 266 64 008 374 18 607 856 15434 118
V. Equity 10 269 586 9573 220 2 409 400 2 308 357
VI. Share capital 168 840 168 696 39 612 40 677
VII. Number of shares 42 210 057 42174 013 42 210 057 42174 013
VIII. Book value per share ( in PLN/EUR) 243.30 226.99 57.08 54.73
IX. Capital adequacy ratio 16.95 20.59 16.95 20.59

The following exchange rates were used in translating selected financial data into euro:

m  for items of the statement of financial position — exchange rate announced by the National Bank
of Poland as at 31 December 2014: EUR 1 = 4.2623 and 31 December 2013: EUR 1 = PLN
4.1472.

m  for items of the income statement - exchange rate calculated as the arithmetic mean of exchange

rates announced by the National Bank of Poland as at the end of each month of 2014 and 2013:

EUR 1 = PLN 4.1893 and EUR 1 = PLN 4.2110 respectively.
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Income statement

Year ended 31 December

Interest income 5 3 634 827 3631968
Interest expense 5 (1 378 359) (1610 638)
Net interest income 2 256 468 2 021 330
Fee and commission income 6 1176 602 1084 180
Fee and commission expense 6 (431 378) (418 565)
Net fee and commission income 745 224 665 615
Dividend income 7 43 872 61 861
Net trading income, including: 8 354 751 326 358
Foreign exchange result 226 565 274 978
Other net trading income and result on hedge accounting 128 186 51 380
S:én:slssziéizzes from investment securities, investments in subsidiaries 22 16 530 78 754
Other operating income 9 73 525 80 483
Net impairment losses on loans and advances 12 (442 514) (414 816)
Overhead costs 10 (1 303 347) (1 235 572)
Amortisation 25, 26 (162 623) (161 513)
Other operating expenses 11 (103 317) (81 855)
Operating profit 1478 569 1 340 645
Profit before income tax 1478 569 1 340 645
Income tax expense 13 (304 473) (270 339)
Net profit 1174 096 1 070 306
Net profit 1174 096 1 070 306
Weighted average number of ordinary shares 14 42 189 705 42 155 456
Basic earnings per share (in PLN) 14 27.83 25.39
Weighted average number of ordinary shares for diluted earnings| 14 42 221 295 42 167 491
Diluted earnings per share (in PLN) 14 27.81 25.38

Notes presented on pages 10-128 constitute an integral part of these Financial Statements.
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Statement of comprehensive income

_M ET

Net profit 1174 096 1 070 306
Other comprehensive income net of tax, including: 15 226 494 (164 359)
Items that may be reclassified subsequently to the the income statement

Exchange differences on translation of foreign operations (net) (462) 1266
Change in valuation of available for sale financial assets (net) 224 713 (164 881)
Cash flows hedges (net) 4 056 -
Items that will not be reclassified to the income statement

Actuarial gains and losses relating to post-employment benefits (net) (1813) (744)
Total comprehensive income net of tax, total 1 400 590 905 947

Notes presented on pages 10-128 constitute an integral part of these Financial Statements.
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Satement of financial position

Cash and balances with the Central Bank 16 3 046 817 1643 073
Loans and advances to banks 17 5 648 047 4 488 865
Trading securities 18 1 251 064 903 912
Derivative financial instruments 19 4 874 882 2 349 542
Loans and advances to customers 21 69 529 868 63 756 680
Hedge accounting adjustments related to fair value of hedged items 20 461 970
Investment securities 22 27 246 034 25081 290
Investments in subsidiaries 23 806 567 757 259
Non-current assets held for sale 24 31 063 -
Intangible assets 25 425 078 408 784
Tangible assets 26 468 822 442 726
Current income tax assets 60 211 6 593
Deferred income tax assets 34 15 144 133 258
Other assets 27 199 405 259 180
Total assets 113 603 463 100 232 132

LIABILITIES AND EQUITY

Liabilities

Amounts due to the Central Bank

Amounts due to other banks 28 13 384 224 18 863 854
Derivative financial instruments 19 4 755 856 2 472 350
Amounts due to customers 29 79 312 266 64 008 374
Hedge accounting adjustments related to fair value of hedged items 20 77 619 (4 349)
Debt securities in issue 30 386 423 451 916
Other liabilities 32 1112 805 962 870
Deferred income tax liabilities 34 82 80
Provisions 33 176 878 141 060
Subordinated liabilities 31 4127 724 3762 757
Total liabilities 103 333 877 90 658 912
Share capital: 3523903 3512 338
- Registered share capital 38 168 840 168 696
- Share premium 39 3 355 063 3 343 642
Retained earnings: 40 6 196 983 5738 676
- Profit from the previous years 5022 887 4 668 370
- Profit for the current year 1174 096 1 070 306
Other components of equity 41 548 700 322 206
Total equity 10 269 586 9573 220
Total liabilities and equity 113 603 463 100 232 132
Total capital ratio/capital adequacy ratio *) 48 16.95 20.59
Common Equity Tier 1 capital ratio/Core Tier 1 ratio *) 14.06 14.99
Book value 10 269 586 9 573 220
Number of shares 42 210 057 42 174 013
Book value per share (in PLN) 243.30 226.99

*) As at 31 December 2014, total capital ratio and common equity Tier 1 capital ratio are presented,
calculated in accordance with the Regulation of the European Parliament and of the Council (EU) No
575/2013 of 26 June 2013 on prudential requirements for credit institutions and investment firms and
amending Regulation (EU) No 648/2012 (rules based on “Basel III”). As at 31 December 2013 capital
adequacy ratio and Core Tier 1 ratio are presented, calculated in accordance with the requirements of
Article 128 of the Banking Law of 29 August 1997 as later amended (rules based on “Basel II").

Notes presented on pages 10-128 constitute an integral part of these Financial Statements.
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Statement of changes in equity

Changes from 1 January to 31 December 2014

Other components of equity

Exchange Valuation of Actuarial gains
Registered i Gl Other reserve Ge.nera! Profit from the | Profit for the dlfferem.:es on available for andjiusseslielatng | CtalSg Rty
" Share premium supplementary " banking risk o translation of " " Cash flows hedges to post-
share capital " capital previous years | current year " sale financial
capital reserve foreign employment
5 assets n

operations benefits
Equity as at 1 January 2014 168 696 3 343 642 3 765 454 29 061 965 143 979 018 - (6512) 329 237 - (519) 9573 220
Total comprehensive income 15 - = = - - = 1174 096 (462) 224 713 4 056 (1813) 1400 590
Dividends paid 42 - - - - - (716 984) - - - - - (716 984)
Transfer to General Risk Fund 40 - - - - 50 000 (50 000) - - - - - -
Transfer to supplementary capital - - 212 034 - - (212 034) - - - - - -
Issue of shares 38, 39 144 - - - - - - - - - - 144
Stock option program for employees 44 - 11421 - 1195 - - - - - - - 12 616
- value of services provided by the employees - - - 12 616 - - - - - - - 12 616
- settlement of exercised options - 11421 - (11 421) - - - - - - - -
Equity as at 31 December 2014 168 840 3355063 3977 488 30 256 1015 143 - 1174 096 (6 974) 553 950 4 056 (2332)| 10269586

Changes from 1 January to 31 December 2013

General

Share capital Retained earnings

Other

Exchange
differences on

Other components of equity

Valuation of

Actuarial gains
and losses relating

Total equity

Registere_:d Share premium supplementary OLher r.eserve banking risk Profi_t (HEMDHID | | LD e dixs translation of SEIEHE f?r Cash flows hedges to post-
share capital " capital previous years | current year " sale financial
capital reserve foreign employment
5 assets -

operations benefits
Equity as at 1 January 2013 168 556 3333077 3 027 390 23 867 925 143 1108 196 - (7 778) 494 118 - 225 9072794
Total comprehensive income 15 - - - - - - 1 070 306 1266 (164 881) - (744) 905 947
Dividends paid 42 - - - - - (421 420) - - - - - (421 420)
Transfer to General Risk Fund 40 - - - - 40 000 (40 000) - - - - - -
Transfer to supplementary capital - - 738 064 - - (738 064) - - - - - -
Issue of shares 38, 39 140 - - - - - - - - - - 140
Stock option program for employees 44 - 10 565 - 5194 - - - - - - - 15 759
- value of services provided by the employees - - - 15 759 - - - - - - - 15 759
- settlement of exercised options - 10 565 - (10 565) - - - - - - - -
Equity as at 31 December 2013 168 696 3 343 642 3 765 454 29 061 965 143 (91 288) 1070 306 (6512) 329 237 - (519) 9573 220

Notes presented on pages 10-128 constitute an integral part of these Financial Statements.
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Statement of cash flows

Year ended 31 December

A. Cash flows from operating activities (36 218) (1899 191)
Profit before income tax 1478 569 1 340 645
Adjustments: (1514 787) (3 239 836)
Income taxes paid (328 395) (428 124)
Amortisation 25, 26 162 623 161 513
Foreign exchange (gains) losses on financing activities 788 908 47 136
(Gains) losses on investing activities (10 148) (13 253)
Impairment of investments in subsidiaries 23 38 843 452
Dividends received 7 (43 872) (61 861)
Interest income (income statement) 5 (3 634 827) (3 631 968)
Interest expenses (income statement) 5 1 378 359 1610 638
Interest received 3 838 385 3946 174
Interest paid (1 285 037) (1409 216)
Changes in loans and advances to banks (1967 103) (58 472)
Changes in trading securities (17 014) 204 874
Changes in assets and liabilities on derivative financial instruments (192 906) (540 513)
Changes in loans and advances to customers (5 737 336) (1 887 652)
Changes in investment securities (2 086 314) (5 796 243)
Changes in other assets 47 623 (81 900)
Changes in amounts due to other banks (2 834 973) 1725 481
Changes in amounts due to customers 10 153 909 3132013
Changes in debt securities in issue 16 724 -
Changes in provisions 35 818 12 245
Changes in other liabilities 161 946 (171 160)
Net cash generated from/(used in) operating activities (36 218) (1899 191)
B.Cash flows from investing activities (93 504) 126 161
Investing activity inflows 44 002 371 479
Disposal of shares in subsidiaries - 3
Disposal of intangible assets and tangible fixed assets 130 752
Dividends received 7 43 872 61 861
Other investing inflows - 308 863
Investing activity outflows 137 506 245 318
Acquisition of shares in subsidiaries - 102 795
Purchase of intangible assets and tangible fixed assets 137 506 142 523
Net cash generated from/(used in) investing activities (93 504) 126 161
C. Cash flows from financing activities 1057 740 (2 379 208)
Financing activity inflows 6 153 889 1967 402
Proceeds from loans and advances from other banks - 82 356
Proceeds from other loans and advances 1 050 075 636 430
Increase of subordinated liabilities 31 750 000 500 000
Issue of ordinary shares 144 140
Security deposit due to issue of Eurobonds 4 353 670 748 476
Financing activity outflows 5 096 149 4 346 610
Repayments of loans and advances from other banks 3413 766 3419 251
Repayments of other loans and advances 10 064 239 751
Redemption of debt securities 66 462 206 900
Acquisition of shares in subsidiaries - increase of involvement 118 767 12 000
Decrease of subordinated liabilities 480 122 -
Payments of financial lease liabilities 7 663 8 247
Dividends and other payments to shareholders 716 984 421 420
figi,?[ifisetspald from loans and advances received from other banks and subordinated 282 321 39 041
Net cash generated from/(used in) financing activities 1 057 740 (2 379 208)
Net increase / decrease in cash and cash equivalents (A+B+C) 928 018 (4 152 238)
Effects of exchange rate changes on cash and cash equivalents 26 696 (34 521)
Cash and cash equivalents at the beginning of the reporting period 3 807 891 7 994 650
Cash and cash equivalents at the end of the reporting period 43 4 762 605 3 807 891

Notes presented on pages 10-128 constitute an integral part of these Financial Statements.
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Explanatory notes to the financial statements

1. Information regarding mBank S.A.

mBank S.A. ("Bank”) was established under the name of Bank Rozwoju Eksportu SA by Resolution of the
Council of Ministers N° 99 of 20 June 1986. The Bank was registered pursuant to the legally valid
decision of the District Court for the Capital City of Warsaw, 16™ Economic Registration Division on 23
December 1986 in the Business Register under the number RHB 14036. The 9" Extraordinary Meeting of
Shareholders held on 4 March 1999 adopted the resolution changing the Bank’s name to BRE Bank S.A.
The new name of the Bank was entered in the Business Register on 23 March 1999. On 11 July 2001,
the District Court in Warsaw issued the decision on the entry of the Bank in the National Court Register
(KRS) under number KRS 0000025237.

On 22 November 2013, the District Court for the Capital City of Warsaw, 12™" Commercial Division of the
National Court Register, registered the amendments to the Bank’s By-lows arising from Resolutions N°
26 and Resolutions N° 27 of the 26" Annual General Meeting of mBank S.A, which was held on 11 April
2013. With the registration of changes in By-lows, the name of the Bank has changed from the current
BRE Bank Spédtka Akcyjna on mBank Spotka Akcyjna (abbreviated mBank S.A.).

According to the Polish Classification of Business Activities, the business of the Bank was classified as
‘Other monetary intermediation” under number 6419Z. According to the Stock Exchange Quotation, the
Bank is classified as ‘Banks’ sector as part of the ‘Finance’ macro-sector.

According to the By-laws of the Bank, the scope of its business consists of providing banking services
and consulting and advisory services in financial matters, as well as of conducting business activities
within the scope described in its By-laws. The Bank operates within the scope of corporate, institutional
and retail banking (including private banking) throughout the whole country and operates trade and
investment activities as well as brokerage activities.

The Bank provides services to Polish and international corporations and individuals, both in the local
currency (Polish Zloty, PLN) and in foreign currencies.

The Bank may open and maintain accounts in Polish and foreign banks, and can possess foreign
exchange assets and trade in them.

The Bank conducts retail banking business in Czech Republic and Slovakia through its foreign mBank
branches in these countries.

As at 31 December 2014, the headcount of mBank S.A. amounted to 4 895 FTEs (Full Time Equivalents)
- 6 015 persons (31 December 2013: 4 696 FTEs — 5 681 persons).

The Management Board of mBank S.A. approved these financial statements for issue on 2 March 2015.

2. Description of relevant accounting policies

The most important accounting policies applied to the drafting of these financial statements are
presented below. These principles were applied consistently over all of the presented periods.

2.1. Accounting basis

The financial statements of mBank S.A. have been prepared for the 12-month period ended
31 December 2014.

These financial statements of mBank S.A. have been prepared in compliance with the International
Financial Reporting Standards (IFRS) as adopted for use in the European Union, according to the
historical cost method, as modified by the revaluation of available for sale financial assets, financial
assets and financial liabilities measured at fair value through the income statement as well as all
derivative contracts as well as liabilities related to cash-settled share-based payment transactions
measured at fair value. Non-current assets held for sale or group of these assets classified as held for
sale are stated at the lower of the carrying value and fair value less costs to sell.

The preparation of the financial statements in compliance with IFRS requires the application of specific
accounting estimates. It also requires the Management Board to use its own judgment when applying
the accounting policies adopted by the Bank. The issues in relation to which a greater degree of
judgment is required, more complex issues, or such issues where estimates or judgments are material to
the financial statements are disclosed in the Note 4.

Financial statements are prepared in compliance with materiality principle. Material omissions or
misstatements of positions of financial statements are material if they could, individually or collectively,
influence the economic decisions that users make on the basis of Bank’s financial statements. Materiality
depends on the size and nature of the omission or misstatement of the position of financial statements
or a combination of both. The Bank presents separately each material class of similar positions. The
Bank presents separately positions of dissimilar nature or function unless they are immaterial.

10
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These financial statements were prepared under the assumption that the Bank continues as a going
concern in the foreseeable future, i.e. in the period of at least 12 months following the reporting date. As
of the date of approving these statements, the Bank Management Board has not identified any
events that could indicate that the continuation of the operations by the Bank is endangered.

The Bank also prepares consolidated financial statements in accordance with IFRS. mBank S.A. Group
Consolidated Financial Statements for the year 2014 were published on 2 March 2015.

2.2, Interest income and expenses

All interest income on financial instruments carried at amortised cost using the effective interest rate
method is recognised in the income statement as well as interest income from financial assets held for
trading and available for sale.

The effective interest rate method is a method of calculation of the amortised initial value of financial
assets or financial liabilities and allocation of interest income or interest expense to the proper periods.
The effective interest rate is the interest rate at which the discounted future payments or future cash
inflows in the expected life of the financial instrument, are equal to the net present carrying value of the
respective financial asset or liability. When calculating the effective interest rate, the Bank estimates the
cash flows taking into account all the contractual terms of the financial instrument, but without taking
into account possible future losses on account of non-recovered loans and advances. This calculation
takes into account all the fees paid or received between the parties to the contract, which constitute an
integral component of the effective interest rate, as well as transaction expenses and any other
premiums or discounts.

Following the recognition of an impairment loss on a financial asset or a group of similar financial assets,
the interest income is calculated on the net value of financial assets and recognised using the interest
rate at which the future cash flows were discounted for the purpose of valuation of impairment.

Interest income includes interest and commissions received or due on account of loans, inter-bank
deposits or investment securities recognised in the calculation of the effective interest rate.

Interest income, including interest on loans, is recognised in the income statement and on the other side
in the statement of financial position as part of receivables from banks or from other customers.

The calculation of the effective interest rate takes into account the cash flows resulting from only those
embedded derivatives, which are strictly linked to the underlying contract.

Income and expenses related to the interest component of the result on interest rate derivatives and
resulting from current calculation of swap points on currency derivatives classified into banking book are
presented in the interest results in the position Interest income/expense on derivatives classified into
banking book. The banking book includes transactions, which are not concluded for trading purposes i.e.
not aimed at generating a profit in a short-term period (up to 6 months) and those that do not constitute
hedging a risk arising from the operations assigned into trading book.

Interest income and interest expenses related to the interest measurement component of derivatives
concluded as hedging instruments under fair value hedge are presented in the interest result in the
position interest income/expense on derivatives concluded under the fair value hedge accounting.

Interest income related to the interest measurement component of derivatives concluded as hedging
instruments under cash flow hedge are presented in the interest result in the position interest income on
derivatives under the cash flow hedge accounting.

2.3. Fee and commission income

Income on account of fees and commissions is recognised on the accrual basis, at the time of
performance of the respective services. Fees charged for the granting of loans which are likely to be
drawn down are deferred (together with the related direct costs) and recognised as adjustments of the
effective interest rate charge on the loan. Fees on account of syndicated loans are recognised as income
at the time of closing of the process of organisation of the respective syndicate, if the Bank has not
retained any part of the credit risk on its own account or has retained a part of the risk of a similar level
as other participants. Commissions and fees on account of negotiation or participation in the negotiation
of a transaction on behalf of a third party, such as the acquisition of shares or other securities, or the
acquisition or disposal of an enterprise, are recognised at the time of realisation of the respective
transaction. The same principle is applied in the case of management of client assets, financial planning
and custody services, which are continuously provided over an extended period of time.

Fee and commissions collected by the Bank on account of issuance, renewal and change in the limit of
credit and payment cards, guarantees granted as well as opening, extension and increase of letters of
credit are accounted for a straight-line basis.
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Fee and commissions collected by the Bank on account of cash management operations, keeping of
customer accounts, money transfers, and brokerage business activities are recognised directly in the
income statement.

The Bank's fee and commission income comprises also income from offering insurance products of third
parties. In case of selling insurance products that are not bundled with loans, the revenues are
recognized as upfront income or in majority of cases settled on a monthly basis.

2.4, Revenue and expenses from sale of insurance products bundled with loans

The Bank treats sold insurance products as bundled with loans, in particular when insurance product is
offered to the customer only with the loan, i.e. it is not possible to purchase from the Group the
insurance product which is identical in a legal form, content and economic conditions without purchasing
the loan.

Revenue and expenses from sale of insurance products bundled with loans are split into interest income
and fee and commission income based on the relative fair value analysis of each of these products.

The remuneration included in interest income is recognised over time as part of effective interest rate
calculation for the bundled loan. The remuneration included in fee and commission income is recognised
partly as upfront income and partly including deferring over time based on the analysis of the stage of
completion of the service.

Expenses directly linked to the sale of insurance products are recognised using the same pattern as in
case of income observing the matching concept. A part of expenses is treated as an element adjusting
the calculation of effective interest rate for interest income and the remaining part of expenses is
recognised in fee and commission expenses as upfront cost or as cost accrued over time.

The Bank estimates also the part of remuneration which in the future will be returned due to early
termination of insurance contract and appropriately decreases interest income or fee and commission
income to be recognised.

2.5. Financial assets

The Bank classifies its financial assets to the following categories: financial assets valued at fair value
through the income statement; loans and receivables; financial assets held to maturity; financial assets
available for sale. The classification of financial assets is determined by the Management at the time of
their initial recognition.

Shares in subsidiaries, associates and joint ventures are valued at historical costs less impairment.

Standardised purchases and sales of financial assets at fair value through the income statement, held to
maturity and available for sale are recognised on the settlement date - the date on which the Bank
delivers or receives the asset. Changes in fair value in the period between trade and settlement date
with respect to assets carried at fair value is recognised in profit or loss or in other components of
equity. Loans are recognised when cash is advanced to the borrowers. Derivative financial instruments
are recognised beginning from the date of transaction.

A financial asset is de-recognized if Bank loses control over any contractual rights attached to that asset,
which usually takes place if the financial instrument is disposed of or if all cash flows attached to the
instrument are transferred to an independent third party.

Financial assets valued at fair value through the income statement

This category comprises two subcategories: financial assets held for trading and financial assets
designated at fair value through the income statement upon initial recognition. A financial asset is
classified in this category if it was acquired principally for the purpose of short-term resale or if it was
classified in this category by the companies of the Bank. Derivative instruments are also classified as
“held for trading”, unless they were designated for hedging according to IAS 39 .

Disposals of debt and equity securities held for trading are accounted according to the weighted average
method.

The Bank classifies financial assets/financial liabilities as measured at fair value through the income
statement if they meet either of the following conditions:

m  assets/liabilities are classified as held for trading i.e. they are acquired or incurred principally for the
purpose of selling or repurchasing them in the near term, they are a part of a portfolio of identified
financial instruments that are managed together and for which there is evidence of a recent actual
pattern of short-term profit making or they are derivatives (except for derivatives that are
designated as and being effective hedging instruments and financial guarantee contracts),

m upon initial recognition, assets/liabilities are designated by the entity at fair value through the
income statement according to IAS 39.
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If a contract contains one or more embedded derivatives, the Bank designates the entire hybrid
(combined) contract as a financial asset or financial liability at fair value through the income statement
unless:

m the embedded derivative(s) does not significantly modify the cash flows that otherwise would be
required by the contract; or

m it is clear with little or no analysis when a similar hybrid instrument is first considered that
separation of the embedded derivative(s) is prohibited, such as a prepayment option embedded in a
loan that permits the holder to prepay the loan for approximately its amortised cost.

The Bank also designates the financial assets/financial liabilities at fair value through the income
statement when doing so results in more relevant information, because either:

m it eliminates or significantly reduces a measurement or recognition inconsistency (sometimes
referred to as 'an accounting mismatch') that would otherwise arise from measuring assets or
liabilities or recognising the gains and losses on them on different bases; or

m  a group of financial assets, financial liabilities or both is managed and its performance is evaluated
on a fair value basis, in accordance with a documented risk management or investment strategy,
and information about the group is provided internally on that basis to the entity's key management
personnel.

Financial assets and financial liabilities classified to this category are valued at fair value upon initial
recognition.

Interest income/expense on financial assets/financial liabilities designated at fair value (Note 2.2),
except for derivatives the recognition of which is discussed in Note 2.11, is recognised in net interest
income. The valuation and result on disposal of financial assets/financial liabilities designated at fair
value is recognised in trading income.

Loans and receivables

Loans and receivables consist of financial assets not classified as derivative instruments, with payments
either determined or possible to determine, not listed on an active market. They arise when the Bank
supplies monetary assets, goods or services directly to the debtor without any intention of trading the
receivable.

Held to maturity investments

Investments held to maturity comprise listed on active markets financial assets, not classified as
derivative instruments, where the payments are determined or possible to determine and with specified
maturity dates, and which the Bank intends and is capable of holding until their maturity.

In the case of sale by the Bank before maturity of a part of assets held to maturity which cannot be
deemed insignificant the held to maturity portfolio is tainted, and there with all the assets of this
category are reclassified to the available for sale category.

In reporting periods presented in these financial statements, there were no assets held to maturity at
the Bank.

Available for sale investments

Available for sale investments consist of investments which the Bank intends to hold for an
undetermined period of time. They may be sold, e.g., in order to improve liquidity, in reaction to
changes of interest rates, foreign exchange rates, or prices of equity instruments.

Interest income and expense from available for sale investments are presented in net interest income.
Gains and losses from sale of available for sale investments are presented in gains and losses from
investment securities.

Available for sale financial assets and financial assets measured at fair value through the income
statement are valued at the end of the reporting period according to their fair value. Loans and
receivables, as well as investments held to maturity are measured at adjusted cost of acquisition
(amortised cost), applying the effective interest rate method. Gains and losses resulting from changes in
the fair value of ‘financial assets measured at fair value through the income statement’ are recognised in
the income statement in the period in which they arise.

Gains and losses arising from changes in the fair value of available for sale financial assets are
recognised in other comprehensive income until the derecognition of the respective financial asset in the
statement of financial position or until its impairment: at such time the aggregate net gain or loss
previously recognised in other comprehensive income is now recognised in the income statement.
However, interest calculated using the effective interest rate is recognised in the income statement.
Dividends on available for sale equity instruments are recognised in the income statement when the
entity’s right to receive payment is established.
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The fair value of quoted investments in active markets is based on current market prices. If the market
for a given financial asset is not an active one, the Bank determines the fair value by applying valuation
techniques. These comprise recently conducted transactions concluded according to normal market
principles, reference to other instruments, discounted cash flow analysis, as well as valuation models for
options and other valuation methods generally applied by market participants (see Note 19).

If the application of valuation techniques does not ensure obtaining a reliable fair value of investments in
equity instruments not quoted on an active market, they are stated at cost.

2.6. Offsetting financial instruments

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

2.7. Impairment of financial assets

Assets carried at amortised cost

At the end of the reporting period, the Bank estimates whether there is objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or a group of financial assets is
impaired and impairment losses are incurred only if there is objective evidence of impairment as a result
of one or more events that occurred after the initial recognition of the asset (a ‘loss event’) and that loss
event (or events) has an impact on the future cash flows of the financial asset or group of financial
assets that can be reliably estimated. Loss events were divided into definite (*hard’) loss events of which
occurrence requires that there is a need to classify the client into the default category, and indefinite
(‘soft”) loss events of which occurrence may imply that there is a need to classify the client into the
default category.

The Bank first assesses whether objective indications exist individually for financial assets that are
individually significant, and individually or collectively for financial assets that are not individually
significant. If the Bank determines that for the given financial asset assessed individually there are no
objective indications of its impairment (regardless of whether that particular item is material or not), the
given asset is included in a group of financial assets featuring similar credit risk characteristics, which is
subsequently collectively assessed in terms of its possible impairment. Financial assets that are
individually assessed for impairment and for which an impairment loss is or continues to be recognised
are not included in a collective assessment of impairment.

If there is impairment indicator for impairment of loans and receivables or investments held to maturity
and recognised at amortised cost, the impairment amount is calculated as the difference between the
carrying value in the statement of financial position of the respective asset and the present value of
estimated future cash flows (excluding future credit losses that have not been incurred) discounted at
the financial asset’s original effective interest rate. The carrying value of the asset is reduced through
the use of an allowance account, and the resulting impairment loss is charged to the income statement.
If a loan or held to maturity investment has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate determined under the contract.

The calculation of the present value of estimated future cash flows of a collateralised financial asset
reflects the cash flows that may result from foreclosure less costs for obtaining and selling the collateral,
whether or not foreclosure is probable.

For the purpose of collective evaluation of impairment, the credit exposures are grouped in order to
ensure the uniformity of credit risk attached to the given portfolio. Many different parameters may be
applied to the grouping into homogeneous portfolios, e.g., the type of counterparty, the type of
exposure, estimated probability of default, the type of collateral provided, overdue status outstanding,
maturities, and their combinations. Such features influence the estimation of the future cash flows
attached to specific groups of assets as they indicate the capabilities of repayment on the part of debtors
of their total liabilities in conformity with the terms and conditions of the contracts concerning the
assessed assets.

Future cash flows concerning groups of financial assets assessed collectively in terms of their possible
impairment are estimated on the basis of contractual cash flows and historical loss experience for assets
with credit risk characteristics similar to those in the group.

Historical loss experience is adjusted on the basis of current observable data to reflect the effects of
current conditions that did not affect the period on which the historical loss experience is based and to
remove the effects of conditions in the historical period that do not exist currently.

For the purpose of calculation of the amount to be provisioned against balance sheet exposures analysed
collectively, the probability of default (PD) method has been applied. By calibration of PD values, taking
into account characteristics of specific products and emerging periods for losses on those products, such
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PD values allow already arisen losses to be identified and cover only the period in which the losses
arising at the date of establishment of impairment should crystallise.

When a loan is uncollectible, it is written off against the related provision for impairment. Before any
loan is written off, it is necessary to conduct all the procedures required by the Bank and sets the
amount of the loss. Subsequent recoveries of amounts previously written off reduce the amount of the
provision for loan impairment in the income statement.

If in a subsequent period, after the transitional period, the impairment loss amount is decreasing and the
decrease can be related objectively to an event occurring after the impairment was recognised (e.g.,
improvement of the debtor’s credit rating), then the previously recognised impairment loss is reversed
by adjusting the allowance account. The amount of the reversal is recorded in the income statement.

Assets measured at fair value available for sale

At the end of the reporting period the Bank estimates whether there is an objective evidence that a
financial asset or a group of financial assets is impaired. In the case of equity instruments classified as
assets available for sale, a significant or prolonged decline in the fair value of the security below its cost
resulting from higher credit risk is considered when determining whether the assets are impaired. If such
kind of evidence concerning available for sale financial assets exists, the cumulative loss — determined as
the difference between the cost of acquisition and the current fair value - is removed from other
comprehensive income and recognised in the income statement. The above indicated difference should
be reduced by the impairment concerning the given asset which was previously recognised in the income
statement. Impairment losses concerning equity instruments recorded in the income statement are not
reversed through the income statement, but through other comprehensive income. If the fair value of a
debt instrument classified as available for sale increases in a subsequent period, and such increase can
be objectively related to an event occurring after the recording of the impairment loss in the income
statement, then the respective impairment loss is reversed in the income statement.

Renegotiated agreements

The Bank considers renegotiations on contractual terms of loans and advances as impairment indicator
unless the renegotiation was not due to the situation of the debtor but had been carried out on normal
business terms. In such a case the Bank makes an assessment whether the impairment should be
recognised on either individual or group basis.

2.8. Financial guarantee contracts

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

When a financial guarantee contract is recognised initially, it is measured at the fair value. After initial
recognition, an issuer of such a contract measures it at the higher of:

m  the amount determined in accordance with IAS 37 ‘Provisions, Contingent Liabilities and Contingent
Assets’, and

m  the amount initially recognised less, when appropriate, cumulative amortization recognised in
accordance with IAS 18 ‘Revenue’.

2.9. Cash and cash equivalents

Cash and cash equivalents comprise items with maturities of up to three months from the date of their
acquisition, including: cash in hand and cash held at the Central Bank with unlimited availability for
disposal, Treasury bills and other eligible bills, loans and advances to banks, amounts due from other
banks and government securities acquired for the purpose of short-term resale.

2.10. Sell-buy-back, buy-sell-back, reverse repo and repo contracts

Repo and reverse-repo transactions are defined as selling and purchasing securities for which a
commitment has been made to repurchase or resell them at a contractual date and for a specified
contractual price and are recognised when the money is transferred.

Securities sold with a repurchase clause (repos/sell buy back) are reclassified in the financial statements
as pledged assets if the entity receiving them has the contractual or customary right to sell or pledge
them as collateral security. The liability towards the counterparty is recognised as amounts due to other
banks, deposits from other banks, other deposits or amounts due to customers, depending on its nature.
Securities purchased together with a resale clause (reverse repos/buy sell back) are recognised as loans
and advances to other banks or other customers, depending on their nature.

When concluding a repo or reverse repo transaction, the Bank sells or buys securities with a repurchase
or resale clause specifying a contractual date and price. Such transactions are presented in the
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statement of financial position as financial assets held for trading or as investment financial assets, and
also as liabilities in the case of ‘sell-buy-back’ transactions and as receivables in the case of ‘buy-sell-
back’ transactions.

Securities borrowed by the Bank are not recognised in the financial statements, unless they are sold to
third parties. In such case, the purchase transactions are recorded in the financial statements, gains are
included in trading income, and the obligation to return them is recorded at fair value as amounts due to
customers. Securities borrowed under ‘buy-sell-back’ transactions and then lent under ‘sell-buy-back’
transactions are not recognised as financial assets.

As a result of ‘sell-buy-back’ transactions concluded on securities held by the Bank, financial assets are
transferred in such way that they do not qualify for derecognition, because the Bank retains substantially
all risks and rewards of ownership of the financial assets.

2.11. Derivative financial instruments and hedge accounting

Derivative financial instruments are recognised at fair value from the date of transaction. Fair value is
determined based on prices of instruments listed on active markets, including recent market
transactions, and on the basis of valuation techniques, including models based on discounted cash flows
and options pricing models, depending on which method is appropriate in the particular case. All
derivative instruments with a positive fair value are recognised in the statement of financial position as
assets, those with a negative value as liabilities.

The best fair value indicator for a derivative instrument at the time of its initial recognition is the price of
the transaction (i.e., the fair value of the paid or received consideration). If the fair value of the
particular instrument may be determined by comparison with other current market transactions
concerning the same instrument (not modified) or relying on valuation techniques based exclusively on
market data that are available for observation, then the Bank recognises the respective gains or losses
from the first day in accordance with the principles described under Note 2.12.

Embedded derivative instruments are treated as separate derivative instruments if the risks attached to
them and their characteristics are not strictly linked to the risks and characteristics of the underlying
contract and the underlying contract is not measured at fair value through the income statement.
Embedded derivative instruments of this kind are measured at fair value and the changes in fair value
are recognised in the income statement.

In accordance with IAS 39 AG 30: (i), there is no need to separate the prepayment option from the host
debt instrument for the needs of financial statements, if the option’s exercise price is approximately
equal on each exercise date to the amortised cost of the host debt instrument. If the value of
prepayment option was not to be closely related to the underlying debt instrument, the option should be
separated and fair valued in the financial statements of the Bank; (ii), exercise price of a prepayment
option reimburses the lender for an amount up to the approximate present value of lost interest for the
remaining term of the host contract. Lost interest is the product of the principal amount prepaid
multiplied by the interest rate differential. The interest rate differential is the excess of the effective
interest rate of the host contract over the effective interest rate the entity would receive at the
prepayment date if it reinvested the principal amount prepaid in a similar contract for the remaining
term of the host contract.

The assessment of whether the call or put option is closely related to the host debt contract is made
before separating the equity element of a convertible debt instrument in accordance with IAS 32.

The method of recognising the resulting fair value gain or loss depends on whether the given derivative
instrument is designated as a hedging instrument, and if it is, it also depends on the nature of the
hedged item. The Bank designates some derivative instruments either as (1) fair value hedges against a
recognised asset or liability or against a binding contractual obligation (fair value hedge), or as (2)
hedges against highly probable future cash flows attributable to a recognised asset or liability, or a
forecasted transaction (cash flow hedge). Derivative instruments designated as hedges against positions
maintained by the Bank are recorded by means of hedge accounting, subject to the fulfilment of the
criteria specified in IAS 39:

m At the inception of the hedge there is formal designation and documentation of the hedging
relationship and the entity’s risk management objective and strategy for undertaking the hedge.
That documentation shall include identification of the hedging instrument, the hedged item or
transaction, the nature of the risk being hedged and how the entity will assess the hedging
instruments effectiveness in offsetting the exposure to changes in the hedged item’s fair value or
cash flows attributable to the hedged risk.

m  The hedge is expected to be highly effective in offsetting changes in fair value or cash flows
attributable to the hedged risk, consistently with the originally documented risk management
strategy for that particular hedging relationship.
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m  For cash flow hedges, a forecast transaction that is the subject of the hedge must be highly probable
and must present an exposure to variations in cash flows that could ultimately affect profit or loss.

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

m The hedge is assessed on an ongoing basis and determined actually to have been highly effective
throughout the financial reporting periods for which the hedge was designated.

The Bank documents the objectives of risk management and the strategy of concluding hedging
transactions, as well as at the time of concluding the respective transactions, the relationship between
the hedging instrument and the hedged item. The Bank also documents its own assessment of the
effectiveness of fair value hedging and cash flow hedging transactions, measured both prospectively and
retrospectively from the time of their designation and throughout the period of duration of the hedging
relationship between the hedging instrument and the hedged item.

Due to the split of derivatives classified into banking book and into trading book, the Bank applies a
different approach to the presentation of interest income/expense for each of these groups of derivatives
that is described in Note 3.2 ‘Interest income and expenses’. The remaining result from fair value
measurement of derivatives is recognised in Net trading income.

Fair value hedges

Changes in the fair value of derivative instruments designated and qualifying as fair value hedges are
recognised in the income statement together with any changes in the fair value of the hedged asset or
liability that are attributable to the hedged risk.

In case a hedge has ceased to fulfil the criteria of hedge accounting, the adjustment to the carrying
value of the hedged item for which the effective interest method is used is amortised to the income
statement over the period to maturity. The adjustment to the carrying amount of the hedged equity
security remains in other comprehensive income until the disposal of the equity security.

Cash flow hedges

The effective part of the fair value changes of derivative instruments designated and qualifying as cash
flow hedges is recognised in other comprehensive income. The gain or loss concerning the ineffective
part is recognised in the income statement of the current period.

The amounts recognised in other comprehensive income are transferred to the income statement and
recognised as income or cost of the same period in which the hedged item will affect the income
statement (e.g., at the time when the forecast sale that is hedged takes place).

In case the hedging instrument has expired or has been sold, or the hedge has ceased to fulfil the
criteria of hedge accounting, any aggregate gains or losses recognised at such time in other
comprehensive income remain in other comprehensive income until the time of recognition in the income
statement of the forecast transaction. When a forecast transaction is no longer expected to occur, the
aggregate gains or losses recorded in other comprehensive income are immediately transferred to the
income statement.

Derivative instruments not fulfilling the criteria of hedge accounting

Changes of the fair value of derivative instruments that do not meet the criteria of hedge accounting are
recognised in the income statement of the current period.

The Bank holds the following derivative instruments in its portfolio:

Market risk instruments:

Futures contracts for bonds, index futures

Options for securities and for stock-market indices
Options for futures contracts

Forward transactions for securities

Commodity swaps

Interest rate risk instruments:

m  Forward Rate Agreement (FRA)
m  Interest Rate Swap (IRS), Overnight Index Swap (OIS)
m  Interest Rate Options

Foreign exchange risk instruments:

m  Currency forwards, fx swap, fx forward
m  Cross Currency Interest Rate Swap (CIRS)
®  Currency options.
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2.12. Gains and losses on initial recognition

The best evidence of fair value of a financial instrument at initial recognition is the transaction price (i.e.,
the fair value of the payment given or received), unless the fair value of that instrument is evidenced by
comparison with other observable current market transactions in the same instrument (without
modification) or based on a valuation technique whose variables include only data from observable
markets.

The transaction for which the fair value determined using a valuation model (where inputs are both
observable and non-observable data) and the transaction price differ, the initial recognition is at the
transaction price. The Bank assumes that the transaction price is the best indicator of fair value,
although the value obtained from the valuation model may differ. The difference between the transaction
price and the model value, commonly referred to as ‘day one profit and loss’, is amortised over the
period of time.

The timing of recognition of deferred day one profit and loss is determined individually. It is either
amortised over the life of the transaction, deferred until the instrument’s fair value can be determined
using market observable date, or realised through settlement. The financial instrument is subsequently
measured at fair value, adjusted for the deferred day one profit and loss. Subsequent changes in fair
value are recognised immediately in the income statement without reversal of deferred day one profits
and losses.

2.13. Borrowings and deposits taken

Borrowings (including deposits) are initially recognised at fair value reduced by the incurred transaction
costs. After the initial recognition, borrowings are recorded at adjusted cost of acquisition (amortised
cost using the effective interest method). Any differences between the amount received (reduced by
transaction costs) and the redemption value are recognised in the income statement over the period of
duration of the respective agreements according to the effective interest rate method.

2.14. Intangible assets

The Bank measures intangible assets initially at cost. After initaial recognition, intangible assets are
recognised at their cost of acquisition adjusted by the costs of improvement (rearrangement,
development, reconstruction or modernisation) less any and accumulated amortization and any
accumulated impairment losses. Accumulated amortization is accrued by the straight line method taking
into account the expected period of economic useful life of the respective intangible assets.

Computer software

Purchased computer software licences are capitalised in the amount of costs incurred for the purchase
and adaptation for use of specific computer software. These costs are amortised on the basis of the
expected useful life of the software (2-11 years). Expenses attached to the maintenance of computer
software are expensed when incurred. Expenses directly linked to the development of identifiable and
unique proprietary computer programmes controlled by the Bank, which are likely to generate economic
benefits in excess of such costs expected to be gained over a period exceeding one year, are recognised
as intangible assets. Direct costs comprise personnel expenses directly related to the software.

Capitalised costs attached to the development of software are amortised over the period of their
estimated useful life.

Computer software directly connected with the functioning of specific information technology hardware is
recognised as ‘Tangible fixed assets’.

Development costs

The Bank identifies development costs as intangible asset as the asset will generate probable future
economic benefits and fulfil the following requirements described in IAS 38, i.e., the Bank has the
intention and technical feasibility to complete and to use the intangible asset, the availability of adequate
technical, financial and other resources to complete and to use the intangible asset and the ability to
measure reliably the expenditure attributable to the intangible asset during its development.

‘Development costs’ useful lives are finite and the amortization period does not exceed 3 years.
Amortization rates are adjusted to the period of economic utilisation. The Bank shows separately
additions from internal development and separately those acquired through business combinations.

Development expenditure comprises all expenditure that is directly attributable to research and
development activities.

Intangible assets are tested in terms of possible impairment always after the occurrence of events or
change of circumstances indicating that their carrying value in the statement of financial position might
not be possible to be recovered.
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2.15. Tangible fixed assets

Tangible fixed assets are carried at historical cost reduced by accumulated depreciation and accumulated
impairment losses. Historical cost takes into account the expenses directly attached to the acquisition of
the respective assets.

Subsequent costs are included in the asset’s carrying amount or are recognised as a separate asset, as
appropriate, only where it is probable that future economic benefits associated with the item will flow to
the Bank and the cost of the item can be measured reliably. Any other expenses incurred on repairs and
maintenance are expensed to the income statement in the reporting period in which they were incurred.

Land is not depreciated. Depreciation of other fixed assets is accounted for according to the straight line
method in order to spread their initial value reduced by the residual value over the period of their useful
life which is estimated as follows for the particular categories of fixed assets:

Buildings and structures 25-40 years,
Equipment 2-10 years,
Vehicles 5 years,
Information technology hardware 2-5 years,
Investments in third party fixed assets 10-40 years, no longer when the period of the lease contract,
Office equipment, furniture 5-10 years.

Land and buildings consist mainly of branch outlets and offices. Residual values and estimated useful life
periods and depreciation method are verified at the end of the reporting period and adjusted accordingly
as the need arises prospectively.

Bank assesses at the end of each reporting period whether there is any indication that tangible asset
may be impaired. If any such indication exists, the Bank estimates the recoverable amount of the asset.
Depreciable assets are tested for impairment whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable.

The value of a fixed asset carried in the statement of financial position is reduced to the level of its
recoverable value if the carrying value in the statement of financial position exceeds the estimated
recoverable amount. The recoverable value is the higher of two amounts: the fair value of the fixed
asset reduced by its selling costs and the value in use.

If it is not possible to estimate the recoverable amount of the individual asset, the Bank shall determine
the recoverable amount of the cash-generating unit to which the asset belongs (cash-generating unit of
the asset).

Gains and losses on account of the disposal of fixed assets are determined by comparing the proceeds
from their sale against their carrying value in the statement of financial position and they are recognised
in the income statement.

The carrying amount of tangible fixed assets is derecognised on disposal or when no future economic
benefits are expected from its use or disposal. The gain or loss arising from the derecognition of tangible
fixed assets are included in profit or loss when the item is derecognised. Gains are not classified as
revenue.

2.16. Non-current assets held for sale and discontinued operations

The Bank classifies a non-current asset (or disposal group) as held for sale if its carrying amount will be
recovered principally through a sale transaction rather than through continuing use. For this to be the
case, the asset (or disposal group) must be available for immediate sale in its present condition subject
only to terms that are usual and customary for sale of such assets (or disposal groups) and its sale must
be highly probable, i.e., the appropriate level of management must be committed to a plan to sell the
asset (or disposal group), and an active programme to locate a buyer and complete the plan must have
been initiated. Further, the asset must be actively marketed for sale at a price that is reasonable in
relation to its current fair value. In addition, the sale should be expected to qualify for recognition as a
completed sale within one year from the date of classification.

Non-current assets held for sale are priced at the lower of: carrying value and fair value less costs to
sell. Assets classified in this category are not depreciated.

When criteria for classification to non-current assets held for sale are not met, the Bank ceases to
classify the assets as held for sale and reclassifies them into appropriate category of assets. The Bank
measures a non-current asset that ceases to be classified as held for sale (or ceases to be included in a
disposal group classified as held for sale) at the lower of:
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m its carrying amount at a date before the asset (or disposal group) was classified as held for sale,
adjusted for any depreciation, amortization or revaluations that would have been recognised had the
asset (or disposal group) not been classified as held for sale, and

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

Discontinued operations are a component of the Bank that either has been disposed of or is classified as
held for sale and represents a separate major line of business or geographical area of operation or is a
subsidiary acquired exclusively with a view to resale.

The classification to this category takes places at the moment of sale or when the operation meets
criteria of the operation classified as held for sale, if this moment took place previously. Disposal group
which is to be taken out of usage may also be classified as discontinued operation.

2.17. Deferred income tax

The Bank creates a deferred income tax on the temporary difference arising between the carrying
amount of an asset or liability in the statement of financial position and its tax base. A taxable net
difference is recognised in liabilities as ‘Provisions for deferred income tax’. A deductible net difference is
recognised under ‘Deferred income tax assets’. Any change in the balance of the deferred tax assets and
liabilities in relation to the previous accounting period is recorded under the item ‘Income Tax’. The
balance sheet method is applied for the calculation of the deferred corporate income tax.

Liabilities or assets for deferred corporate income tax are recognised in their full amount according to the
balance sheet method in connection with the existence of temporary differences between the tax value
of assets and liabilities and their carrying value. Such liabilities or assets are determined by application
of the tax rates in force by virtue of law or of actual obligations at the end of the reporting period.
According to expectations such tax rates applied will be in force at the time of realisation of the assets or
settlement of the liabilities for deferred corporate income tax.

The main temporary differences arise on account of impairment write-offs recognised in relation to the
loss of value of credits and granted guarantees of repayment of loans, amortization of fixed assets and
intangible assets, finance leases treated as operating leases for tax purposes, revaluation of certain
financial assets and liabilities, including contracts concerning derivative instruments and forward
transactions, provisions for retirement benefits and other benefits following the period of employment,
and also deductible tax losses.

The Bank reviews the carrying amount of a deferred tax assets at the end of each reporting period. The
Bank reduces the carrying amount of a deferred tax asset to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the benefit of part or all of that deferred tax asset to be
utilised. Any such reduction is reversed to the extent that it becomes probable that sufficient taxable
profit will be available.

Deferred income tax assets are recognised to the extent it is probable that there will be sufficient taxable
profits to allow them to recover. If the forecast amount of income determined for tax purposes does not
allow the realisation of the asset for deferred income tax in full or in part, such an asset is recognised to
the respective amount, accordingly. The above described principle also applies to tax losses recorded as
part of the deferred tax asset.

The Bank presents the deferred income tax assets and liabilities netted against each other for each
country separately where the Bank conducts its business and are obliged to settle corporate income tax.
Such assets and provisions may be netted against each other if the Bank possesses the legal rights
allowing it to simultaneously account for them when calculating the amount of the tax liability.

The Bank discloses separately the amount of negative temporary differences (mainly on account of
unused tax losses or unutilised tax allowances) in connection with which the deferred income tax asset
was not recognised in the statement of financial position, and also the amount of temporary differences
attached to investments in subsidiaries and associates for which no deferred income tax provision has
been formed.

Deferred income tax for the Bank is provided on assets or liabilities due to temporary differences arising
from investments in subsidiaries and associates, except where, on the basis of any probable evidence,
the timing of the reversal of the temporary difference is controlled by the Bank and it is possible that the
difference will not reverse in the foreseeable future.

Deferred income tax on account of revaluation of available for sale investments and of revaluation of
cash flow hedging transactions is accounted for in the same way as any revaluation, directly in other
comprehensive income, and it is subsequently transferred to the income statement when the respective
investment or hedged item affects the income statement.
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2.18. Assets repossessed for debt

Repossessed collateral represents financial and non-financial assets acquired by the Bank in settlement
of overdue loans. The assets are initially recognised at fair value when acquired and included in premises
and equipment, financial assets or other assets depending on their nature and the Bank's intention in
respect of recovery of these assets. In case the fair value of repossessed collateral exceeds the
receivable from the debtor, the difference constitutes a liability toward the debtor.

Repossessed assets are subsequently measured and accounted for in accordance with the accounting
policies relevant for these categories of assets.

2.19. Prepayments, accruals and deferred income

Prepayments are recorded if the respective expenses concern the months succeeding the month in which
they were incurred. Prepayments are presented in the statement of financial position under ‘Other
assets’.

Accruals include costs of supplies delivered to the Bank but not yet resulting in its payable liabilities.
Deferred income includes received amounts of future benefits. Accruals and deferred income are
presented in the statement of financial position under the item ‘Other liabilities’.

2.20. Leasing

mBank S.A. as a Lessee

The leases entered into by the Bank are primarily operating leases. The total payments made under
operating leases are charged to the income statement on a straight-line basis over the period of the
lease.

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to
ownership. Title may or may not eventually be transferred.

A lease is classified as an operating lease if it does not transfer substantially all the risks and rewards
incidental to ownership.

The Bank determines whether an arrangement is, or contains, a lease based on the substance of the
arrangement and assessment of whether fulfiiment of the arrangement is dependent on the use of a
specific asset and the arrangement conveys a right to use the asset.

2.21. Provisions

The value of provisions for contingent liabilities such as unutilised guarantees and (import) letters of
credit, as well as for unutilised irreversible unconditionally granted credit limits, is measured in
compliance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets.

According to IAS 37, provisions are recognised when the Bank has a present legal or constructive
obligation as a result of past events, it is more likely that an outflow of resources will be required to
settle the obligation and the amount has been reliably estimated.

2.22. Post-employment employee benefits and other employee benefits

Post-employment employee benefits

The Bank forms provisions against future liabilities on account of post-employment benefits determined
on the basis of an estimation of liabilities of that type, using an actuarial model. The Bank uses a
principle of recognition of actuarial gains or losses from the measurement of post-employment benefits
related to changes in actuarial assumptions in other comprehensive income that will not be reclassified
to the income statement. The Bank recognizes service cost and net interest on the net defined benefit
liability in the “Overhead cost” and in other interest expenses, respectively. The Bank runs programmes
of remuneration based on and settled in own shares as well as based on shares of the ultimate parent of
the Bank and settled in cash.

Equity-settled share-based payment transactions

Equity-settled share-based payment transactions are accounted for in compliance with IFRS 2 Share-
based Payment.

In case of the part of the programme settled in shares, the fair value of the service rendered by
employees in return for options and shares granted increases the costs of the respective period
corresponding to own equity. The total amount which needs to be expensed over the period when the
outstanding rights of the employees for their options and shares to become exercisable are vested is
determined on the basis of the fair value of the granted options and shares. There are no market vesting
conditions that shall be taken into account when estimating the fair value of share options and shares at
the measurement date. Non-market vesting conditions are not taken into account when estimating the
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fair value of share options and shares but they are taken into account through adjustment on the
number of equity instruments. At the end of each reporting period, the Bank revises its estimates of the
number of options and shares that are expected to become exercised. In accordance with IFRS 2 it is not
necessary to recognise the change in fair value of the share-based payment over the term of the
programmes.

Cash-settled share-based payment transactions

In case of the part of the programme based on cash-settled share-based payments based on shares of
the ultimate parent of the Bank, the fair value of the service rendered by employees in return for right to
options/share appreciation rights increases the costs of the respective period, corresponding to liabilities.
Until the liability related to the cash-settled share-based payments transactions is settled, the Bank
measures the fair value of the liability at the end of each reporting period and at the date of settlement,
with any changes in fair value recognised in profit or loss for the period.

2.23. Equity

Equity consists of capital and own funds created in compliance with the respective provisions of the law,
i.e., the appropriate legislative acts, the By-laws or the Company Articles of Association.
Registered share capital

Share capital is presented at its nhominal value, in accordance with the By-laws and with the entry in the
business register.

m  Own shares

In the case of acquisition of shares or equity interests in the Bank by the Bank the amount paid reduces
the value of equity as own shares until the time when they are cancelled. In the case of sale or
reallocation of such shares, the payment received in return is recognised in equity.

Share premium

Share premium is formed from the share premium obtained from the issue of shares reduced by the
attached direct costs incurred with that issue.

m  Share issue costs

Costs directly connected with the issue of new shares or reduce the proceeds from the issue recognised
in equity.

Retained earnings

Retained earnings include:

other supplementary capital,

other reserve capital,

general banking risk reserve,
undistributed profit for the previous year,
net profit (loss) for the current year.

Other supplementary capital, other reserve capital and general banking risk reserve are formed from
allocations of profit and they are assigned to purposes specified in the By-laws or other regulations of
the law.

Moreover, other reserve capital comprises valuation of employee options.

Dividends for a given year, which have been approved by the General Meeting but not distributed at the
end of the reporting period, are shown under the liabilities on account of dividends payable under the
item ‘Other liabilities’.

Other components of equity

Other components of equity result from:

valuation of available for sale financial instruments,

exchange differences on translation of foreign operations.

actuarial gains and losses relating to post-employment employee benefits,

valuation of derivative financial instruments held for cash flow hedging in relation to the effective
portion of the hedge.

2.24. Valuation of items denominated in foreign currencies

Functional currency and presentation currency

The items contained in financial reports of particular entities of the Bank, including foreign branches of
the Bank, are valued in the currency of the basic economic environment in which the given entity
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conducts its business activities (‘functional currency’). The financial statements are presented in the
Polish zloty, which is the functional currency of the Bank.

Transactions and balances

Transactions denominated in foreign currencies are converted to the functional currency at the exchange
rate in force at the transaction date. Foreign exchange gains and losses on such transactions as well as
balance sheet revaluation of monetary assets and liabilities denominated in foreign currency are
recognised in the income statement.

Foreign exchange differences arising on account of such monetary items as financial assets measured at
fair value through the income statement are recognised under gains or losses arising in connection with
changes of fair value. Foreign exchange differences on account of such non-monetary assets as equity
instruments classified as available for sale financial assets are recognised under other comprehensive
income.

At the end of each reporting period non-monetary items that are measured in terms of historical cost in
a foreign currency are translated using the exchange rate at the date of the transaction, and non-
monetary items that are measured at fair value in a foreign currency are translated using the exchange
rates at the date when the fair value was measured.

When a gain or loss on a non-monetary item is recognised in other comprehensive income, any
exchange component of that gain or loss is recognised in other comprehensive income. Coversely, when
a gain or loss on a non-monetary item is recognised in profit or loss, any exchange component of that
gain or loss is recognised in profit or loss.

Changes in fair value of monetary items available for sale cover foreign exchange differences arising
from valuation at amortised cost, which are recognised in the income statement.

Items of the statement of financial position of foreign branches are converted from functional currency to
the presentation currency with the application of the average exchange rate as at the end of the
reporting period. Income statement items of these entities are converted to presentation currency with
the application of the arithmetical mean of average exchange rates quoted by the National Bank of
Poland on the last day of each month of the reporting period. Foreign exchange differences so arisen are
recognised in other comprehensive income.

2.25. Trust and fiduciary activities

mBank S.A. operates trust and fiduciary activities including domestic and foreign securities and services
provided to investment and pension funds.

2.26. New standards, interpretations and amendments to published standards

These financial statements comply with all the International Accounting Standards and the International
Financial Reporting Standards endorsed by the European Union, and the interpretations related to them,
except for those standards and interpretations listed below which await endorsement of the European
Union or which have been endorsed by the European Union but entered or will enter into force after the
balance sheet date.

In relation to other standards and interpretations that have been approved by the European Union, but
entered or will enter into force after the balance sheet date, the Bank did not use the possibility of early
application.

Published Standards and Interpretations which have been issued and binding for the Bank for annual
periods starting on 1 January 2014:

Standards and interpretations approved by the European Union:

m  Amendments to IAS 32, Financial Instruments: Presentation - Offsetting Financial Assets and
Financial Liabilities, published by the International Accounting Standards Board on 16 December
2011, binding for annual periods beginning on or after 1 January 2014. The amendments were
endorsed by the European Union on 13 December 2012.

The amendments aim to eliminate inconsistencies identified in applying some of the offsetting
financial assets and liabilities criteria.

The amendments clarify the criteria that must be met by an entity planning to offset financial assets
and financial liabilities in the balance sheet, by:

= clarifying the meaning of 'currently has a legally enforceable right to set off', and

= explaining when some gross settlement systems may be considered equivalent to net settlement
of financial assets and liabilities.
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The Bank is of the opinion that the application of the amended standard had no significant impact on
the financial statements in the period of its initial application.

Amendments to IAS 39, Novation of Derivatives and Continuation of Hedge Accounting, published by
the International Accounting Standards Board on 27 June 2013, binding for annual periods starting
on or after 1 January 2014.

The amended IAS 39 provided relief from discontinuing the hedge accounting for a derivative that
has been designated as a hedging instrument in an existing hedging relationship if the derivative is
novated to a central counterparty following the introduction of a new law or regulation and it meets
certain criteria.

The Bank is of the opinion that the application of the amended standard had no significant impact on
the financial statements in the period of its initial application.

Amendments to IFRS 10, IFRS 12 and IAS 27, Investment Entities, published by the International
Accounting Standards Board on 31 October 2012, binding for annual periods starting on or after
1 January 2014. The amendments were endorsed by the European Union on 20 November 2013.

The amendments define an investment entity and introduce an exception to consolidating particular
subsidiaries for investment entities. These amendments require an investment entity to measure
those subsidiaries at fair value through profit or loss in accordance with IFRS 9 Financial
Instruments in its consolidated and separate financial statements. The amendments also introduce
new disclosure requirements for investment entities in IFRS 12 and IAS 27.

The Bank does not meet the definition of an investment entity, therefore the use of the standard
had no significant impact on the financial statements.

Amendments to IFRS 10, IFRS 11 and IFRS 12 Consolidated Financial Statements, Joint
Arrangements and Disclosure of Interests in Other Entities: Transition Guidance, published by the
International Accounting Standards Board on 31 October 2012, binding for annual periods starting
on or after 1 January 2014.

The amendments clarify the date of initial application of IFRS 10 as the beginning of the annual
reporting period in which IFRS 10 is applied for the first time. They precise also there is no
requirement to adjust comparative periods, if the consolidation conclusion reached at the date of
initial application is the same when applying IAS 27/SIC 12. Moreover, the amendments clarify
additional relief from adjustment of comparative information for periods prior to the immediately
preceding period in transition to IFRS 10, IFRS 11 and IFRS 12.

The Bank is of the opinion that the application of the amended standards had no significant impact
on the financial statements in the period of their initial application.

Published Standards and Interpretations which have been issued and binding for the Group for annual

periods starting on 1 January 2015

Standards and interpretations approved by the European Union:

IFRIC 21, Levies, published by International Financial Reporting Standard Interpretations Committee
on 20 May 2013, binding for annual periods starting on 1 January 2014. In the European Union
interpretation is applicable for annual periods beginning on or after 17 June 2014.

The published interpretation is aimed at defining the moment of recognition of a liability to pay a
levy if that liability is within the scope of IAS 37 or whose timing and amount is certain not
addressing whether the recognition of a liability to pay a levy gives rise to an asset or an expense.

The Bank believes that the application of IFRIC 21 may have an impact on the level of costs
recognised in each quarter of the financial year, but it will have no impact on the total level of
recognised fees of the financial year.

Annual Improvements to IFRSs 2011 - 2013 Cycle, published by the International Accounting
Standards Board on 12 December 2013, approved by European Union on 18 December 2014 and
binding for annual periods starting on or after 1 July 2014, in EU effective latest for financial years
beginning on or after 1 January 2015.

The improvements to the following standards were implemented during the cycle: IFRS 1 in terms of
clarification of using the IFRSs that are effective by the first-time adopter, IFRS 3 in terms of the
elimination from its scope the accounting for the formation of joint arrangement defined in IFRS 11
in the financial statements of the joint arrangement itself, IFRS 13 in terms of the clarification of the
exception for measuring the fair value of a group of financial assets and financial liabilities based on
price that would have been achieved for sale of net long position or transfer net short position in
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case of exposure to a specific risk, IAS 40 in terms of the clarification the reference between IFRS 3
and IAS 40 related to classification of property as investment property or owner-occupied property.

The Bank is of the opinion that the application of the amended standards will have no significant
impact on the financial statements in the period of their initial application.

Published Standards and Interpretations which have been issued but are not yet binding or have not

been adopted early

Standards and interpretations approved by the European Union:

IAS 19 (Amended), Defined Benefit Plans: Employee Contributions, published by the International
Accounting Standards Board on 21 November 2013, approved by European Union on 17 December
2014 and binding for annual periods starting on or after 1 July 2014, in EU effective at the latest for
financial years beginning on or after 1 February 2015.

The amendment relates only to contributions for defined benefit plans from employees or third
parties. The amendment of the Standard is aimed at clarification and simplification the accounting
requirements for contributions independent of the number of years of service, i.e. contributions that
are a fixed percentage of the employee’s salary, a fixed amount throughout the service period or
dependent on the employee’s age. In accordance with the amendment of the Standard such
contributions should be recognized as a reduction in the service cost in the period in which the
related service is rendered, instead of attributing the contributions to the periods of service.

The Bank is of the opinion that the application of the amended standard will have no significant
impact on the financial statements in the period of its initial application.

Annual Improvements to IFRSs 2010 - 2012 Cycle, published by the International Accounting
Standards Board on 12 December 2013, approved by European Union on 17 December 2014, in
majority binding for annual periods starting on or after 1 July 2014 and some effective prospectively
for transactions occurring on or after 1 July 2014, in EU effective at latest for financial years
beginning on or after 1 February 2015.

The improvements to the following standards were implemented during the cycle: IFRS 2 in terms of
changing definitions: ‘vesting condition’, *‘market condition” and adding definitions: ‘service condition’
and ‘performance condition’, IFRS 3 in terms of clarification of classification a contingent
consideration by an acquirer