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This is a translation of the Hungarian Report
Independent Auditor's Report
To the Shareholder of CIB Bank Zrt.
Report on the audit of the consolidated annual financial statements
Opinion

We have audited the accompanying 2022 consolidated annual financial statements
of CIB Bank Zrt. ("the Company’) and its subsidiaries (altogether “the Group"), which
comprise the consolidated statement of financial position as at 31 December 2022 -
showing a balance sheet total of HUF 3,093,574 million and a total comprehensive
income for the year of HUF 33,459 million -, the related consolidated statement of
comprehensive income, consolidated statement of changes in equity, consolidated
statement of cash flows for the year then ended and notes to the consolidated annual
financial statements, including a summary of significant accounting policies.

In our opinion the consolidated annual financial statements give a true and fair view
of the consolidated financial position of the Group as at 31 December 2022 and of
its consolidated financial performance and its consolidated cash flows for the
financial year then ended in accordance with International Financial Reporting
Standards as adopted by the EU (“EU IFRSs") and have been prepared, in all material
respects, in accordance with the supplementary requirements of Act C of 2000 on
Accounting (*Hungarian Accounting Law") relevant for consolidated annual financial
statements prepared in accordance with EU IFRSs.

Basis for opinion

We conducted our audit in accordance with Hungarian National Auditing Standards
and with applicable laws and regulations in Hungary, including also 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
("Regulation (EU) No. 537/2014"). Our responsibilities under those standards are
further described in the “Auditor’s responsibilities for the audit of the consolidated
annual financial statements” section of our report.

We are independent of the Group in accordance with the applicable ethical
requirements according to relevant laws in effect in Hungary and the policy of the
Chamber of Hungarian Auditors on the ethical rules and disciplinary proceedings
and, concerning matters not regulated by any of these, with the International Ethics
Standards Board of Accountants’ (IESBA) International Code of Ethics for
Professional Accountants (including International Independence Standards) (IESBA
Code), 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.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated annual financial statements of the
current period. These matters were addressed in the context of our audit of the
consolidated annual financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters. For each matter
below, our description of how our audit addressed the matter is provided in that
context.

We have fulfilled the responsibilities described in the “Auditor’s responsibilities for
the audit of the consolidated annual financial statements section” of our report,
including in relation to these matters. Accordingly, our audit included the
performance of procedures designed to respond to our assessment of the risks of
material misstatement of the consolidated annual financial statements. The results
of our audit procedures, including the procedures performed to address the matters
below, provide the basis for our audit opinion on the accompanying consolidated
annual financial statements.

Determination of expected credit losses
related to loans to customers

Our audit procedures included among
others the following procedures.

Material misstatements  due to
fraudulent financial reporting often

result from understatement of expected
credit losses.

Credit impairment is a highly subjective
area due to the level of judgement
applied by management in determining
expected credit losses ("ECL"). The
identification of impairment and the
determination of the recoverable
amount is a judgemental process
involving various assumptions and
factors, including the financial condition
of the counterparty, expected future
cash flows, and expected net selling
prices of collaterals. The portfolios
which give rise to the (greatest
uncertainty are typically those where
impairments are derived from estimates
of future cash flows and realizable value
of collateral, calculated using collective
impairment models, are unsecured or
are subject to potential collateral
shortfalls. These models require the
significant  periodic  judgment  of
management regarding correct

A member firm of Ernst & Young Global Limited

We assessed the design and tested the
operating effectiveness of internal
controls over the approval, recording
and monitoring of loans measured at
amortized cost and controls over ECL
calculations including the quality of
underlying data and applications.

We assessed the controls over the

general IT environment of the
applications relevant from audit
perspective related to the

determination of ECL.

For ECL calculated on an individual
basis, we tested the assumptions used
by the management underlying the
impairment identification and
quantification focusing on loan cases
with the most significant potential
impact on the consolidated annual
financial statements. We assessed the
Group's assumptions on the expected
future cash flows, including the
realisabte value of collaterals and
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segmentation, the identification of estimates of recovery on default based
significant changes in credit risk, the on our own understanding and
inclusion of forward-looking elements as  gvailable market information. We
well as the application of management  considered the regulatory measures
overlay to reflect on circumstances n the assumptions applied by the
beyond the modelling capabilities. Group for ECL estimation purposes.

Given the economic uncertainties from  For ECL calculated on collective basis
the Russian - Ukrainian conflict, risks of o evaluated the model governance,
the global economy and payment methodologies, inputs and
moratoria in place, the estimation of assumptions used (probability of

fc_)rw_?_rd-I?c_)kidng inf(t)rmation EAUIRES default, loss given default, significant
sighiticant ju gfem.e.rm. changes in credit risk and forward-
Due to the significance of loans to looking elements).

(customeri j3tfy faTm;)rfized t COS: We involved internal credit risk
representing o Of Total ASSels as o specialists to assist us in performing

=il DEeSmber 2022 [Eind NG TElgicd our audit procedures to assess the

estimation uncertainty, this is .

considered a key audit matter. appropnatenes; of I;CL ca!IcuIated (?n a
coliective basis, including staging.
Further we recalculated collective ECL
for the whole portfolio.
We also assessed whether the
disclosures in the consolidated annual
financial statements appropriately
reflect the Group's exposure to credit
risk and are compliant with the EU
IFRSs.
Loans to customers measured at
amortized cost are presented under
Note 24.
The Group's disclosures about its risk
management policies are included in
Note 48 which specifically explains the
key assumptions used when
determining credit risk and their
evaluation are detailed in Note 48.

General IT controls over the financial
reporting process

We focused our audit on those IT
A significant part of the Group's financial systems and controls that are
reporting process is heavily reliant on IT significant for the Group's financial
systems with embedded automated reporting. As audit procedures over
processes and controls over the capture, thelT systems and application controls
storage and extraction of information. A require specific expertise, we involved
fundamental component of these IT audit specialists to assist us in
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processes and controls is ensuring
appropriate user access and change
management protocols exist and are

performing our audit procedures. Our
audit procedures included among
others the following procedures.

being adhered to.

These protocols are important because
they ensure that access and changes to
IT systems and related data are made

and authorized in an appropriate
manner.
As our audit of the consolidated

financial statements sought to place a
high level of reliance on IT systems and
application controls related to financial
reporting, a high proportion of the
overall audit effort has been carried out
regarding to understand and test IT
infrastructure and applications including

relevant application controls.
Furthermore, the complexity of IT
systems and nature of application

controls requires special technology
expertise and specialized skills to be
involved in the audit, we therefore
consider this as a key audit matter.

We understood and assessed the
overall IT control environment and the
controls in place which included
controls over access to systems and
data, as well as system changes. We
adjusted our audit approach based on
the financial significance of the system
and whether there were automated
procedures supported by that system.
As part of our audit procedures we
tested the operating effectiveness of
controls over appropriate access rights
to assess whether only appropriate
users had the ability to create, modify
or delete user accounts for the
relevant in-scope applications. We also
tested the operating effectiveness of
controls around system development
and program changes to establish that
changes to the system were

appropriately authorized, developed
and implemented. Additionally, we
assessed and tested the design and
operating  effectiveness of the
application controls embedded in the
processes relevant to our audit.

The Group's disclosures about its IT
Systems are included in Note XI of the
business report.

Other information

Other information consists of the 2022 consolidated business report of the Group.
Management is responsible for the preparation of the consolidated business report
in accordance with the Hungarian Accounting Law and other relevant legal
requirements, if any. Our opinion on the consolidated annual financial statements
does not cover the consolidated business report.

In connection with our audit of the consolidated annual financial statements, our
responsibility is to read the other information and, in doing so, consider whether 1)
the other information is materiaily inconsistent with the consolidated annual
financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated and 2) the consolidated business report has been prepared
in accordance with the Hungarian Accounting Law and other relevant legal
requirements, if any.
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We are required to confirm also whether the consolidated business report includes
the non-financial statement as required by Subsection (5) of Section 134 of the
Hungarian Accounting Law.

In our opinion, the consolidated business report of the Group for 2022 is consistent,
in all material respects, with the 2022 consolidated annual financial statements of
the Group and the relevant requirements of the Hungarian Accounting Law.

Since no other legal regulations prescribe for the Group further requirements with
regard to its consolidated business report, we do not express opinion in this regard.

We also confirm that the consolidated business report includes the non-financial
statement as required by Subsection (5) of Section 134 of the Hungarian Accounting
Law.

Further to the above, based on the knowledge we have obtained about the Group
and its environment in the course of the audit we are required to report whether we
have identified any material misstatement in the other information, and if so, the
nature of the misstatement in question. We have nothing to report in this regard.

Responsibilities of management and those charged with governance for the
consolidated annual financial statements

Management is responsible for the preparation and fair presentation of the
consolidated annual financial statements in accordance with the EU IFRSs and for
the preparation in accordance with the supplementary requirements of the
Hungarian Accounting Law relevant for consolidated annual financial statements
prepared in accordance with EU IFRSs, and for such internal control as management
determines is necessary to enable the preparation of consolidated annual financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated annual financial statements, management 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 management 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.
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Auditor's responsibilities for the audit of the consolidated annual financial
statements

Our objectives are to obtain reasonable assurance about whether the consolidated
annual financial statements as a whole are free from material misstatement, whether
due to fraud or error, and to issue an auditor’s 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 Hungarian National Auditing Standards and with
applicable laws and regulations in Hungary, including also Regulation (EU) No.
537/2014 will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions
of users taken on the basis of these consolidated annual financial statements.

As part of an audit in accordance with Hungarian National Auditing Standards and
with applicable laws and regulations in Hungary, including also Regulation (EU) No.
537/2014, we exercise professional judgment and maintain professional scepticism
throughout the audit. We also:

» Identify and assess the risks of material misstatement of the consolidated
annual 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
management.

» Conclude on the appropriateness of management'’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 auditor’s report to the related disclosures in the consolidated annual
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 auditor's 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
annua! financial statements, including the disclosures, and whether the
consolidated annual financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.
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» 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 annual 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 to
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.

From the matters communicated with those charged with governance we determine
those matters that were of most significance in the audit of the consolidated annual
financial statements of the current period and are therefore the key audit matters.

Report on other legal and regulatory requirements

Reporting requirements on content of auditor’s report in compliance with Regulation
(EU) No. 537/2014:

Appointment and Approval of Auditor

We were appointed as the statutory auditor of the Company by the Shareholder of
the Company on 2 April 2021. Total uninterrupted engagement period, including
previous renewals (extension of the period for which we were originally appointed)
and reappointments for the statutory auditor, has lasted for two years.

Consistency with Additional Report to Audit Committee

Our audit opinion on the consolidated annual financial statements expressed herein
is consistent with the additional report to the audit committee of the Company, which
we issued in accordance with Article 11 of the Regulation (EU) No. 537/2014 on the
same date as the date of this report.

Non-audit Services

We declare that no prohibited non-audit services referred to in Article 5(1) of
Regulation (EU) No. 537/2014 were provided by us to the Company and its
controlled undertakings and we remained independent from the Group in conducting
the audit.
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in addition to statutory audit services and services disclosed in the consolidated
business report and in the consolidated annual financial statements, no other
services were provided by us to the Company and its controlied undertakings.

The engagement partner on the audit resulting in this independent auditor’s report
is Nagyvaradiné Szépfalvi Zsuzsanna.

Budapest, 24 February 2023

(The original Hungarian version has been signed.)

Nagyvéradiné Szépfalvi Zsuzsanna Dr. Hruby Attila
engagement partner Registered auditor
Ernst & Young Kft. Chamber membership No.: 007118

1132 Budapest, V4ci ut 20.
Registration No. 001165
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CIB BANK CIB Bank Ltd.

and its subsidiaries
Consolidated statements of profit or loss and other comprehensive income
for the year ended 31 December 2022

(million HUF)
Note 2022 2021
Interest income 179,586 56,775
of which interest income calculated using effective interest rate method 164,286 54,952
of which interest income on transactions subject to interest rate cap 4,054
regulations above the interest rate specified in the regulation

Interest expense (73,707) (10,571)
Net interest income 7 105,879 46,204
Fee and commission income 46,843 40,974
Fee and commission expense (17,441) (12,638)
Net fee and commission income 8 29,402 28,336
Income from trading activities 9 8,341 8,999
Fair value adjustments in hedge accounting 10 851 (580)
Profits (losses) from derecognition of financial instruments 11 25 599
Net change in value of financial assets mandatorily measured at fair 12 (7,646) (4,675)
value through profit or loss .

Other operating income 13 1,557 2,218
Other operating expense 13 (2,815) (1,821)
Net operating income 135,594 79,280
Impairment profits (losses) and provisions for losses 14 (12,598) (5,352)
Profits (losses) on changes in contracts without derecognition 14 (9,789) (2,352)
Operating expenses without bank tax 15 (58,307) (49,302)
Profit/(loss) before bank tax and extra-profit tax 54,900 22,274
Bank tax 16 (4,571) (3,807)
Extra-profit tax 16 (9,621)

Profit/(loss) before income taxes 40,708 18,467
Income tax expense 17 (4,608) (2,625)
Net profit/(loss) for the year 36,100 15,842
Items that may be reclassified to profit or loss (2,377) (615)
Items that may not be reclassified to profit or loss (264) 248
Other comprehensive income for the year (net of tax) 19 (2,641) (367)
Total comprehensive income for the year 33,459 15,475

Budapest, 24 February 2023

(
\%ke')‘k |
Krisztian Németh

CEO and Chairman of the Board CFO and Deputy CEO
CIB Bank Ltd.

The notes on pages 10 to 89 are an integral part of these consolidated financial statements.
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CIB BANK

Consolidated statements of financial position
as at 31 December 2022

CIB Bank Ltd.
and its subsidiaries

(million HUF)
Note 31/12/2022 31/112/2021

Cash and current accounts with central banks 20 156,582 50,589
Financial assets measured at fair value through profit or loss 21 247,812 142,663
a) securities held for trading 15,288 10,290
b) trading derivatives 135,659 50,370
¢) financial assets mandatorily measured at fair value 96,865 82,003
!:inancial assets measured at fair value through other comprehensive 22 295,683 276,073
income
Financial assets measured at amortised cost 2,305,558 2,233,448
a) loans to banks : 23 788,659 904,897
b) loans fo customers 24 1,319,812 1,151,106
c) debt securities 25 197,087 177,445
Fair value changes of the hedged financial assets in portfolio hedge (+/-) 26 (12,340) (5,611)
Hedging derivatives 26 33,133 - 16,368
Property, land and equipment 28 20,237 19,793
Intangible assets 29 12,146 11,606
Repossessed properties 27 2,617 4,381
Tax assets 17 1,734 1,408
a) current 171 296
b) deferred ' 1,563 1,112
Non-current assets held for sale 3,670 3,732
Other assets 30 26,842 28,214
Total assets 3,093,574 2,782,664

Budapest, 24 February 2023

whueok L

» ) ‘/ e 4

r. Pal Simak Krisztian Németh
CEO and Chairman of the Board CFO and Deputy CEO
CIB Bank Ltd.

The notes on pages 10 to 89 are an integral part of these consolidated financial statements.
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CIB MNK CIB Bank Ltd. |

and its subsidiaries
Consolidated statements of financial position
as at 31 December 2022

(million HUF)

Note 31/12/2022 31/12/2021

Restated

Financial liabilities measured at amortised cost 2,636,832 2,422,573
a) deposits from banks 31 498,297 403,603

b) deposits from customers 32 2,138,535 2,018,970
Fair value changes of the hedged financial liabilities in portfolio hedge 26 (2,248)

(+-) -4,967
Trading derivatives 21 108,544 42,222
Hedging derivatives 26 37,486 17,098
Tax liabilities 17 2,655 1,309
a) current 2,655 638
b) deferred = 671
Other liabilities 33 27,539 24,691
Provisions ' 34 10,281 12,126
Total liabilities 2,818,369 2,517,771
Share capital 36 50,000 50,000
Reserves 37, 168,420 167,242
5.22 '

Retained earnings 56,784 47,651
Total shareholder’s equity 275,204 264,893
Total liabilities and shareholder’s equity 3,093,574 2,782,664

Budapest, 24 February 2023

bk W

Dl’" Pal SI ak Krisztian Németh
CEO and Chairman of the Board CFO and Deputy CEO
CIB Bank Ltd.

The notes on pages 10 to 89 are an integral part of these consolidated financial statements.
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[ | CIB BANK CIB Bank Ltd.

and its subsidiaries
Consolidated statements of cash flows
as at 31 December 2022

(million HUF)

Note 2022 2021
Operating activities
Net profit/(loss) before income taxes 40,708 18,467
Interest income 7 (179,586) (56,775)
Interest expense 7 73,707 10,572
Dividend income 13 (3) (19)
Depreciation and amortisation 15 6,400 6,106
Increase / (decrease) in impairment loss on financial instruments 14 23,969 4,675
Allocation / (reversal) of provisions 34 (588) 3,367
Increase / (decrease) in impairment loss on repossessed assets 27 (6969 (330)
Net unrealized (gain) / loss on financial instruments (2,469) 3,498
Fair value adjustment on PPE 28 - (11)
Effect of exchange revaluation 21,740 5,334
Decrease / (increase) in loans to banks 23 (24,583) 12,370
Decrease / (increase) in FVPL financial assets 21 (1,514) (7,848)
Decrease / (increase) in loans to customers 24 (184,598) (74,193)
Decrease / (increase) in other assets and non-current assets held for sale 30 4,057 (6,441)
Decrease / (increase) in repossessed assets 27 (14) (281)
Proceeds from sale of repossessed assets 27 2,474 1,896
Increase / (decrease) in deposits from banks 31 91,411 59,462
Increase / (decrease) in deposits from customers 32 70,755 280,619
Increase / (decrease) in other liabilities 33 807 726
Interest received 7 157,635 55,461
Interest paid 7 (63,482) (8,242)
Dividend received 13 3 19
Income tax paid 17 (3,3564) (2,460)
Cash flows used in operating activities 32,779 305,972
Investing activities
Increase in financial investments 22,25 (62,742) (214,351)
Decrease in financial investments (maturity, sale) 22,25 16,312 128,175
Acquisitions to intangible and tangible assets 28, 29 (7,068) (5,425)
Proceeds from sale of intangible and tangible assets 28,29 299 330
Cash flows used in investing activities (53,199) (91,271)
Financing activities
Increase / (decrease) in subordinated debts 35 - (11,031)
Increase / (decrease) in lease liabilities 33 (1,652) (1,553)
Dividend paid 18 (23,500) -
Cash flows used in investing activities (25,152) (12,584)
Net Increase / (decrease) in cash and cash equivalents (45,572) 202,117
Net foreign exchange difference 7,085 5,226
Cash and cash equivalents at the beginning of year 824,622 679,279
Cash and cash equivalents at the end of year 786,135 824,622

The notes on pages 10 to 89 are an integral part of these consolidated financial statements.
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\__J CIB MNK CiB Bank Ltd.

and its subsidiaries
Consolidated statements of cash flows
as at 31 December 2022

Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalent comprises the following balances with less than
three months maturity from the date of acquisition.

(million HUF)

Note 31/12/2022 31/12/2021
Cash and current accounts with central bank 20 156,582 50,589
Loans to banks 23 629,553 774,033
Cash and cash equivalents at the year end ) 786,135 824,622

Budapest, 24 February 2023

/’%Dr%‘él/éim Lkl Krisztian Németh

— CEO and Chairman of the Board CFO and Deputy CEO
CIB Bank Ltd.

The notes on pages 10 to 89 are an integral part of these consolidated financial statements.
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CIB BANK CIB Bank Ltd.

and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

Notes to the consolidated financial statements
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CIB BANK

CIB Bank Ltd.
and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

Part A Accounting policies

(1)

()

3

Corporate information

The sole owner and ultimate parent company of CIB Bank Ltd. (“the Bank") is Intesa Sanpaolo S.p.A. /IT Torino,
Piazza San Carlo 156/, a bank registered in Italy that holds 100% of the shares of the Bank as at 31 December
2022.

The Bank is a fully licensed Hungarian bank conducting local and international banking business both within and
outside Hungary.

The registered address of the Bank is 2-8 Petrezselyem street, 1024 Budapest.

Persons authorized to sign the consolidated financial statement are Dr. Pal Siméak Chief Executive Officer,
Chairman of the Board and Krisztian Németh Chief Financial Officer and Deputy Chief Executive Officer.

Person responsible for directing and managing the tasks related to accounting is Hajnalka Szarvas (Budadrs), the
chartered accountant registration number: 005105.

The Bank and its subsidiaries ("the Group”) engaged Ernst & Young Ltd. (1132 Budapest, Vaci 0t 20.; Chamber of
Hungarian Auditors reg. no.: 001165) to perform the statutory audit of the business year 2022. The individual
responsible for the auditing is Dr. Attila Hruby, member of the Chamber of Auditors (MKVK registration number:
007118). The Group paid HUF 131 million plus VAT for audit, the fee includes the statutory audit fees of CIB Bank
and its subsidiaries and group reporting to the auditor of the parent and HUF 2 million plus VAT for other assurance
services to the auditor company in 2022.

The average number of active employees of the Group was 2,210 in 2022 and 2,177 in 2021, respectively.

As at 31 December 2022 the Bank had the following subsidiaries:

CIB Group’s Country of . ;
Company share % incorporation Principal business
CIB Leasing Co. Ltd. 100% Hungary Financial leasing services
CIB Rent Leasing and Trading o . .
Company Ltd. 100% Hungary Leasing services
CIB Insurance Broker Ltd. 100% Hungary Insurance agency services
Recovery Ltd. 100% Hungary Real estate management

Statement of compliance
The consolidated financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards (“IFRS") as adopted by European Union.

The consolidated financial statements for the year ended 31 December 2022 were authorized for issue in
accordance with a resolution of the Management Board on 24 February 2023.

These consolidated financial statements are prepared for statutory filing purposes.

The Group is consolidated by its ultimate parent company. The ultimate parent company’s consolidated financial
statements are available at www.intesasanpaolo.com web site.

The original consolidated financial statements have been prepared in Hungarian and this is the translation of the
Hungarian version. The original consolidated financial statements are available at www.cib.hu web site.

Basis of measurement and consolidation

The consolidated financial statements of the Group have been prepared on a historical cost basis except for
financial instruments which are measured at fair value, thus financial instruments measured at fair value through
other comprehensive income, derivative financial instruments, other financial assets and liabilities held for trading.
The carrying values of recognised assets and liabilities that are hedged items in fair value hedges are adjusted to
record changes in fair value of hedged items atiributable to the risks that are being hedged.

These financial statements are presented in Hungarian Forint (HUF) and all amounts are rounded to the nearest
million except when otherwise stated.

1 Bank of INTESA [ SNNPAOLO



CIB BANK

CIB Bank Ltd.
and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

()

(4)

Basis of measurement and consolidation (continued)

Basis of consolidation

The consolidated financial statements comprise the financial statements of CIB Bank Ltd. and its subsidiaries as
at 31 December each year. The financial statements of subsidiaries are prepared for the same reporting year as
the parent company, using accounting policies consistent with those of the parent.

All inter-company balances and transactions, including unrealized profits atising from intra-group transactions,
have been eliminated in full.

Subsidiaries are investees controlled by the Bank. According to IFRS 10 the Bank controls an investee if it is
exposed to or has the right to, variable return from its involvement with the investee and has the ability to affect
those returns through its power over the investee. Subsidiaries are consolidated from the date on which control
commences until the date when control ceases. The list of consolidated subsidiaries is included in Note (1).

Major changes in economic policy and other important events under the reporting period

Russian-Ukrainian war

Russia's invasion of Ukraine began on 24 February 2022, The invasion was condemned worldwide and sanctions
were imposed on Russia and its political elite. The invasion caused a monetary and economic crisis in both Russia
and Ukraine, resulting in a significant devaluation of both the Russian rouble and the Ukrainian hryvnia and a
significant drop in GDP in both countries. Air and sea transport in Ukraine was suspended for extended periods,
causing a number of other negative economic events worldwide. From a global perspective, the invasion and
related sanctions have led to a decline in international trade and a sharp rise in the prices of some commodities.

The EU and its Member States strongly condemn the war against Ukraine and Belarus' entry into the war. The
European Council and the Council of the European Union meet regularly to discuss various aspects of the situation
in Ukraine. The EU has significantly expanded sanctions against Russia by adding a significant number of
individuals and entities to the sanctions list and has adopted unprecedented restrictive measures against Russia.

The Group will continue to monitor and analyse developments in the war. The war and its consequences have no
significant impact on the Group's operations.

Moratoria

On 11 March 2020, the Government of Hungary declared an emergency situation related to coronavirus pandemic.
In connection with this emergency, the following steps took place which also affected the operations of the Group:

e The Act CVII of 2020 on transitional measures for the stabilization of certain social groups and enterprises in
financial difficulties (Moratoria Act I} and Government Decree 637/2020. (XI1.22.) on special emergency rules
for credit moratoria provided a moratoria on principal and interest payments, and prohibited the termination of
loans from 1 January 2021 to 30 June 2021 for credit and loan agreements outstanding and disbursed on 18
March 2020.

¢ In 2021 the payment moratoria was prolonged until 31 October 2021 and then until 30 June 2022. The second
prolongation was conditional and had to be applied for: debtors within certain social groups and corporate
customers with financial difficulties could apply to payment moratoria. Payment moratoria could not be applied
on loans collateralized with security or on vehicle lease agreements.

e On September 15, 2021, based on Government Decree 537/2021 (IX. 15.), interest rate of overdrafts and
credit cards under the moratoria was maximalised at 11.99%. The Decree is effective retrospective therefore
interest rate of all credit card and overdraft debts under moratoria should not be higher this rate since 18
March 2020. The scheme is expired with the closure of moratoria.

¢ On June 17, 2022, the Government announced a new extension of the moratoria on payments on Decree
216/2022 (V1.17). The extension of the moratoria applies only to contracts that were in moratoria before 18
June 2022. The fourth phase of the moratoria was due between 01 August 2022 and 31 December 2022, At
the same time, it was announced that the third phase of the moratoria will end on 31 July 2022. The regulation
has no material impact on the Group's results.

e In addition to the above, the Government, in Decree 292/2022. (VIIL. 8.) has granted a payment moratoria on
loan contracts and financial contracts of agricultural farmers between 1 September 2022 and 31 December
2023. The payment moratoria applies to loans already disbursed under contracts existing on 31. August 2022.
The payment moratoria is open to debtors who have declared their intention to join by 15 September 2022.
The regulation has no significant impact on the Group's results.

e  On 22 September 2022, the central bank of Hungary issued its Management Circular No. 368801-2/2022 on
the management of exposures to customers in payment moratoria, impairment levels and the accounting of
portfolio-level management adjustments. The application of the corrections contained in the management
circular has no material impact on the Group's results.
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CIB BANK

CIB Bank Ltd.
and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

(4)

Major changes in economic policy and other important events under the reporting period (continued)

Interest rate cap

¢  On 24 December 2021, based on Government Decree 782/2021 (XII. 24.), the reference interest rate on
residential mortgage loans should not be higher on the level effective on 27 October 2021 at the next interest
period date. The maximalization was effective between 1 January and 30 June 2022.

¢ On 14 October 2022, based on Government Decree 390/2022 (X.14.) extended the effective date of regulation
782/2021 until 30 June 2023 and from 01 November 2022, the Regulation had to also apply to non-subsidised
mortgage loan contracts with up to five years rollover period.

e According to the interest rate cap regulations, the reference rate applied to the loans concerned between
1 January 2022 and 30 June 2023 cannot be higher than the reference rate in force on 27 October 2021.

e On 26 October 2022, based on Government Decree 415/2022, the maximized interest rate regulation was
extended to small and medium-sized enterprises. The Government fixes the reference rate at an earlier level
(28 June 2022), so that the reference rate cannot be higher than the reference rate applicable to the contract
on 28 June 2022. The regulation does have significant impact on the Group’s interest levels, see Note (24).

Extraordinary payment to the National Deposit Insurance Fund

On 4 March 2022, the National Deposit Insurance Fund (OBA) borrowed HUF 147 billion from the National Bank
of Hungary to compensate Sbherbank's depositors. The OBA will settle this loan by imposing a one-off extraordinary
payment obligation on its members and by issuing a 5-year bond with a total nominal value of HUF 75 billion. In
this context, on 6 April 2022, the OBA's Board of Directors imposed an extraordinary payment obligation on its
member institutions pursuant to Article 234(8) of the Hungarian Law on the Statute of the Bank. If the OBA
generates income from the event of loss necessitating the call on the loan or the issue of the bond, it must be used
first of all to reduce the outstanding loan or bond debt and then to reduce or repay the extraordinary payment
obligation of the credit institutions. The extraordinary payment obligation is recorded as a receivable by the Bank
pursuant to Article 234 (9) of Act CCXXXVII of 2013. The total amount of the receivable was HUF 3,168 million, of
which HUF 1,897 million was repaid by the end of December 2022. At the end of 2022, OBA 2027/A bonds are
included in the financial statements with a nominal value of HUF 4,995 million. The bonds were redeemed at the
beginning of 2023.

Extra-profit tax

On 4 June 2022, the Government decided to impose an extra profit tax on credit and financial institutions for the
years 2022 and 2023, according to Decree No 197/2022. The tax is based on the net turnover of the year preceding
the year of payment. The tax rate is 10% in 2022 and 8% in 2023. For further details, see note 5.13.

IBOR reform

IBOR rates have been basis of determination of time value of money in numerous transactions worldwide. Due to
the Reform IBOR rates will be replaced with alternative reference rates which will be based on executed
transactions instead of declarations of market participants.

Starting from the beginnings of 2022 some significant LIBOR rates ceased to be published, i.e., CHF LIBOR, GBP
LIBOR, EUR LIBOR. Contracts based on variable interest rates have to be amended accordingly. The six most
widely used GBP and JPY reference rates will be published on the basis of a changed. methodology ("synthetic
LIBOR"). The USD LIBOR benchmark rate will be fixed until mid 2023, but its new use is prohibited by regulators,
with limited exceptions.

Amendments to IFRS being response to the changes in financial markets have been introduced in two phases:

¢ Phase 1 amendments provide temporary exceptions for specific hedge accounting requirements impacted by
uncertainties arising from the reform before an existing interest rate benchmark (IBOR) is replaced with an
alternative benchmark interest rate. These amendments apply to annual reporting periods beginning on or
after 1 January 2021.

¢ Phase 2 amendments relate to issues that could affect financial reporting when an IBOR is replaced with an
alternative benchmark interest rate. The amendments are relevant for many entities and in particular those
with financial assets, financial liabilities or lease liabilities that are subject to the interest rate benchmark reform
and those that apply the hedge accounting requirements in IFRS 9 or |AS 39 to hedging relationships that are
affected by the reform. The Phase 2 amendments apply to annual reporting periods beginning on or after 1
January 2021.

In order to comply with the new regulations, the Group has decided to choose the substitute interest rates. In case

of contracts denominated in EUR, EURIBOR has been offered to customers. There are only very few contracts

that are denominated in USD. Currently there are no products where any LIBOR rates are announced. In case of

the basis of penalty interests the Group has decided to convert to risk free rates.

The amounts effected in IBOR reform is presented in note (48.d).
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CIB BANK CIB Bank Ltd.

and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

(5

Significant accounting policies

The significant accounting policies adopted in the preparation of these financial statements are set out below:

5.1 Foreign currency transactions

The presentation currency of the Group is the Hungarian Forint (HUF). Transactions in foreign currencies are
translated into the respective functional currency of the Group at the spot exchange rates at the date of
transactions. Spot rate is the official rate of exchange quoted by the Hungarian Central Bank. At 31 December
2022 the euro was EUR 1 = HUF 400.25 (2021: EUR 1 = HUF 369.00).

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate as at the date of initial transaction. Non-monetary items measured at fair value in a foreign currency
are translated into the functional currency at the spot exchange rate at the date on which the fair value is
determined. :

5.2 Financial instruments

The Group has applied IFRS 9 requirements since 1 January 2018, except for the hedge accounting items, which
is still evaluated according to IAS 39 until the dynamic risk management standard of IASB will be available.

5.2.1 Date of recognition

All "regular way” purchases and sales of financial assets and liabilities are recognised on the settiement date, i.e.
the date that the financial asset is delivered except for derivatives. Regular way purchases or sales are purchases
or sales that require delivery of assets within the time frame generally established by regulation or convention in
the marketplace.

Derivatives are recognised on a trade date basis. Trade date is the date that the Group commits itself to purchase
or sell an asset.

The 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 Group determines that the fair value on initial recognition differs from the transaction price and the fair value
measurement is not evidenced by a valuation technique that uses only data from observable markets, then the
carrying amount of the financial instrument on initial recognition is adjusted to defer the difference between the fair
value measurement and the transaction price.

Subsequently, the difference is recognised in profit and 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. If the fair value measurement is evidenced by a quoted price in an active market or is based in another
valuation technique that uses only data from observable markets, then the Group immediately recognises gain or
loss.

In 2013 the National Bank of Hungary launched its program called Funding for Growth Scheme (FGS). Under the
program the National Bank granted refinancing funds for Hungarian credit institution with 0% interest rate mainly
in order to finance small- and medium businesses (SMB) by providing loans with discount rate and exchange
foreign currency loans to HUF loans. The program had three phases.

The maximum interest rate of loans granted was 2.5% which, in case of the first two phases, was lower than the
interest rate of similar loans available in the market. The difference between the fair value and gross book value of
loans (granted and given as well) was recognised as impairment on loan losses. The discount factor used for
determining the fair value of loans was swap yield curve that belongs to the currency of the loan, increased by the
risk premium of the partner group.

5.2.2. Initial measurement

The classification of financial instruments at initial recognition depends on their contractual terms and the business
model for managing the instruments, as described in Notes (5). All financial instruments are measured initially at
their fair value plus transaction costs, except for financial assets and financial liabilities recorded at fair value
through profit or loss. Transaction cost and other adjustment at initial recognition is amortized using the effective
interest rate method.

5.2.3 Measurement categories of financial assets and liabilities

The Group classifies its financial assets based on the business model for managing the assets and its contractual
terms. Financial assets are measured at either:

e amortised cost

e fair value through other comprehensive income (FVOCI)

e fair value through profit or loss (FVPL)
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CIB BANK

ClIB Bank Ltd.
and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

(5

Significant accounting policies (continued)

5.2.4 Business model assessment

The Group determines its business model reflecting its intention to generate cash flows, that is, whether the
Group's objective is solely to collect contractual cash flows from the instruments or is to collect both the contractual
cash flows arising from sale. If none of these is suitable, then the financial instrument is measured at FVPL.

Business model assessment is based on reasonably expected scenarios, considering the following factors:

e frequency, volume and timing of the sales in prior periods, the reason for such sales and the expectation about
the future sales activity considered as an overall assessment on how the cash flows were collected;

e  main purpose of holding securities;

¢  evaluation of the instrument's performance and it's reporting to the management;

e risk assessment of the financial instrument and strategy for managing those risks.

5.2.5 The SPPI test

In case, when the business model is to hold financial instruments to collect contractual cash flows or to collect
contractual cash flows and sell, the Group assesses whether the financial instruments’ cash flows represent solely
payment of principle and interest (the SPPI test), so that the interest includes only consideration for the time value
of money, credit risk and a profit margin that is consistent with a basic lending arrangement.

Where the contractual terms represent exposure o risk or volatility that are unrelated to a basic lending
arrangement, so they do not give rise to solely payment of principle and interest, the financial instrument is
measured at FVPL.

Assessing whether the contractual terms of the instrument are SPPI, the Group considers the following factors:

e leverage features

e« prepayment and extension terms

« conditions that limit the Group’s claim to cash flows from.specified assets (e.g. non-recourse loans)

e convertible options

e condition regarding contractually linked instruments

A relevant question when assessing the SPPI Test features for a financial instrument is whether the time value of
money is modified. In cases, when the time value of money is modified, benchmark cash flow test is performed in

order to determine how different the contractual cash flows of such instrument could be in respect of the cash flows
that would arise had the "time value of money" element not been modified.

Assessing benchmark cash flow test the following factors are considered:

e currency

¢ refixing period of the interest rate.

¢ frequency of interest payment.

e tenar of the interest rate (underlying rate).
¢ maturity

5.2.6 Fair value

The objective of a fair value measurement is to estimate the price at which an orderly transaction to sell the asset
or to transfer the liability would take place between market participants at the measurement date under current
market conditions.

IFRS 13 Fair Value Measurement seeks to increase consistency and comparability in fair value measurements

and related disclosures through a 'fair value hierarchy'. The hierarchy categorizes the inputs used in valuation
techniques into three levels:

« Level 1: inputs are the (unadjusted) quoted prices in active markets for identical assets or liabilities.

e Level 2: inputs are inputs other than quoted prices included within Level 1 that are directly or indirectly
observable for the asset or liability to be measured.

e Level 3: inputs are unobservable inputs for the asset or liability.

The hierarchy gives the highest priority to (unadjusted) quoted prices in active markets for identical assets or
liabilities and the lowest priority to unobservable inputs.

The fair value for financial instruments traded in active markets at the reporting date is based on their quoted
market price or dealer price quotations, without any deduction for transaction costs. For equities traded in organized
financial markets, fair value is determined by reference to Stock Exchange quoted market closing prices at the
close of business on the reporting date.
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(5)

Significant accounting policies (continued)

The fair value of interest-bearing items not traded on an active market is-estimated based on discounted cash-
flows using interest rates for items with similar remaining maturity. Risk characteristics of the customers country
risk factors are also taken into consideration therefore allowances of these receivables are taken into account
during evaluation. The carrying value of demand deposits is considered to be the fair value.

For equities where there is no quoted market price, a reasonable estimate of the fair value is determined by
reference to the current market value of another instrument which is substantially the same or is based on the
expected discounted cash flows. There are certain assumptions made by the management during the evaluation
such as credit risk, discount rates and forecast cash flows.

Classification is based on a hierarchy that reflects the significance of unobservable inputs used in the
measurement. In case of changes occurred in the inputs or the weights when evaluating the fair values of assets,
the assets could be reclassified in the fair value hierarchy.

An analysis of fair values of financial instruments and further details as to how they are measured are provided in
Note (45).

5.2.7 Loans to banks

Loans to banks include financial assets with fixed or determinable payments that are not quoted in an active market.
Measurement of loans to banks is driven by business model and the result of the SPPI test.

For Expected Credit Loss (ECL) calculation please refer to Note 5.2.16.

5.2.8 Loans to customers

Loans to customers are financial assets with fixed or determinable payments and fixed maturities that are not
quoted in an active market.

Third party expenses, such as legal fees, incurred in securing a loan are treated as part of the cost of the
transaction. All loans and advances are recognised when cash is advanced to borrowers.

Measurement of loans to customers is driven by business model and the result of the SPPI test.
For ECL calculation please refer to Note 5.2.16.

Where possible the Group seeks to restructure loans rather than to take possession of collateral. Restructuring
may involve extending the payment period arrangements and the agreement of new loan conditions, particularly
interest level. The Management continuously monitors renegotiated or restructured loans to ensure that all criteria
are met and that future payments are likely to occur. These loans continue to be subject to an individual or collective
impairment assessment.

The Group provides commercial factoring services in order to finance its partners' business activity. There are two
main types of factoring deals: deal with recourse and non-recourse. The Group classifies the financed receivables
depending on whether all the risks and rewards has been transferred, or not. Accordingly:

e in case of non-recourse factoring deals the Group acquires all risks and rewards of the receivable and
therefore the total amount of the receivable is recognised in its books irrespectively of paying the total amount,
or not.

e incase of recourse factoring deals the Group does not acquire all risks and rewards of the receivable therefore
only the paid amount is recognised in its books as loan advance to customers.

Receivables from factoring transactions are initially recognised at fair value which is the invoiced amount less
purchase discount. After initial recognition receivables from factoring are measured at amortised cost using the
effective interest rate method less allowance for impairment. In case of non-recourse factoring deals the Group
applies net presentation: if the total amount of the acquired receivable is not paid, any related liability is deducted
from the carrying amount of the receivable. The Group does not apply the simplified provisioning method when
determining the allowance of impairment. Receivables from factoring transactioris are not represented separately
but disclosed within loans and advances to customers.

Loans that are individually assessed for impairment (i.e. non-performing exposure exceeding HUF 75 million or
EUR 250,000 at the customer level) and for which an impairment loss is, or continues to be, recognized are not
included in a collective assessment of impairment.

If the amount of the impairment subsequently decreases due to an event occurring after the write-down, the release
of the allowance is credited to the allowance.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the Group's
internal systems that consider credit risk characteristics such as asset type, industry, geographical location,
collateral type, past-due status and other relevant factors and have been estimated based upon historical patterns
of losses in each component.
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The Group classifies credit impaired exposures as default exposure when the exposure is more than 90 day past
due or it is unlikely that the Group can collect the contractual cash flows and the past due amount is higher than
the 1% of the total on-balance sheet exposure, and higher than EUR 100 for retail loans and EUR 500 for non-
retail loans, in line with CRR 178 paragraph. Loan exposures shall continue to be disclosed as non-performing
loans up to at least 3 months from when they no longer meet conditions to be classified as such. Default loans are
qualitied non-performing loans, in line with 39/2016 National Bank Decree (X.11.).

Credit impaired assets are part of those financial assets whose estimated cash-flows have been negatively
impacted (impaired) by one or more events that have occurred. The impairment of financial assets may not
necessarily be associated with specific event but may instead result from combination of factors.

Some of the most common circumstances where objective evidence of impairment can be identified are listed
below:

¢ significant financial difficulty of the borrower

e  breach of contract, such as default or missed due date

e economic or contractual reasons relating to the borrower's financial difficulty

¢  probability of bankruptcy or another financial reorganisation of the debtor

e the disappearance of an active market

o the purchase or origination of a financial asset at a deep discount that reflects the incurred credit losses.
Positions classified as non-performing loans must continue to be recognised as credit impaired loans until at least
3 months (90 days) have elapsed since they no longer meet the conditions to be classified as such. It may can be
concluded, that all credit-impaired instruments must be assigned to Stage 3.

The general mostly applied rule of calculating impairments and allowances are based on discounted expected
future cash flow method, with best available data for the Group. The present value of the available estimated future
cash flows is discounted at the financial asset's original effective interest rate. If a loan has a variable interest rate,
the discount rate for measuring any impairment loss is the current effective interest rate. The calculation of the
present value of the available estimated future cash flows of a collateralized 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.

5.2.9 Derivatives financial instruments and hedge accounting

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into and are
subsequently re-measured at their fair value. Fair values are obtained from quoted market prices, and valuation
techniques such as discounted cash flow models. All derivatives are carried as assets when fair value is positive
and as liabilities when fair value is negative.

Interest income or expense on non-hedging derivative instruments are presented.under ‘Profits (losses) on trading’
in the statement of comprehensive income together with the changes in the fair value.

The Group applies hedge accounting to its fixed rate assets and liabilities hedged by interest rate swaps in order
to mitigate its interest rate risk in the banking book. Hedged instruments are identified both on individual and
portfolio level. Fair value change of financial assets hedged in portfolio is presented as a separate line in the
statement of financial position.

The method of recognising fair value gain or loss depends on whether the derivative is designated as a hedging
instrument or not. The Group, in accordance with the Intesa Sanpaolo Group's policies, designates certain
derivatives as hedges of the fair value of recognised assets or liabilities or firm commitments (fair value hedge).
Hedge accounting is used for derivatives designated in this way provided the following criteria are met.

The Group documents, at the inception of the transaction, the relationship between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking various hedge transactions.
The Group also documents its assessment, both at hedge inception and on an ongoing basis, of whether the
derivatives that are used in hedging transactions are highly effective in offsetting changes in fair values of hedged
items (efficiency tests). The effectiveness of the hedge must be tested both at its inception (designation of hedging
relationship) and regularly during the entire lifetime of the hedge. In the case of a fair value hedge, changes in the
fair value of derivatives that are designated as hedging items in fair value hedges are recorded in the profit or loss,
together with any changes in the fair value of the hedged asset or liability that are attributable to the hedged risk.

Interest income and interest expense recognised on hedging derivative instruments are presented as interest
income and interest expense in the statement of comprehensive income together with the interest income and
interest expense recognised on hedged items. Change in fair value of hedging derivatives are presented under
‘Fair value adjustments in hedge accounting’ in the statement of comprehensive income together with the change
in fair value of the hedged instrument attributable to the hedged risk.
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If the hedge no longer meets the criteria for hedge accounting, the adjustment to the carrying amount of a hedged
item for which the effective interest method is used is amortised to profit or loss over the period to maturity.

If the hedged item is derecognised, the unamortized fair value adjustment is recognised immediately in profit or
loss.

IAS 39 Financial Instruments: Recognition and Measurement requires hedge effectiveness to be assessed both
prospectively and retrospectively. Retrospective test reveals the degree of hedge effectiveness achieved during
the period from designation to the performance of the test; in other words, it measures how much the actual results
have deviated from those of a perfect hedge.

Prospective test demonstrates the expected effectiveness of the hedge in future periods. To qualify for hedge
accounting at the inception of a hedge and, at a minimum, at each reporting date, the delta in the fair value or-cash
flows of the hedged item attributable to the hedged risk must be highly effective in offsetting the changes in the fair
value or cash flows of the hedging instrument on a prospective and retrospective basis, within a range of 80% to
125%.

Notes (21) and (26) provide further details regarding derivative financial instruments and hedge accounting.

5.2.10 Debt securities at fair value through other comprehensive income (FVOCI)

The Group classifies debt instruments measures at FVOCI when both of the following conditions are met:

¢ the objective of the business model is to collect contractual cash flow and sell the debt instrument

¢ the contractual terms of the instrument meet the SPPI test

These instruments are subsequently measured at fair value with gains and losses arising due to changes in fair
value recognised in OCI. Interest income and foreign exchange gains and losses are recognised in profit or loss.
For ECL calculation of debt instruments at FVOCI please refer to Note 5.2.16.3.

On derecognition, cumulative gains or losses previously recognised in OCI are reclassified from equity to profit or
loss.

5.2.11 Equity instruments at fair value through other comprehensive income (FVOCI)

The Group occasionally classifies equity instruments at FVOCI, such classification is irrevocable and is made on
an instrument-by-instrument basis. Equity instruments can be classified as equity instruments at FYOCI when they
meet the definition of equity under IAS 32 and are not held for trading.

Changes is fair value of these instruments are recognised in OCI and are never recycled to profit or loss, even if
the asset is sold. Accumulated gain or loss is transferred to retained earning upon derecognition.

Equity instruments at FVOCI are not subject to an impairment assessment and no impairment is recognised on
them.

5.2.12 Deposits from bank and customers

All money market and customer deposits are initially recognised at fair value. After initial recognition, all interest-
bearing deposits, other than liabilities held for trading, are subsequently measured at amortized cost with the
interest expense booked to profit or loss with effective interest method.

The amortized cost of a financial asset or liability is the amount at which the financial asset or liability is measured
at initial recognition, minus principal repayments, plus or minus the cumulative amortisation using the effective
interest method of any difference between the initial amount recognised and the maturity amount, minus any
reduction for impairment.

For liabilities carried at amortized cost, any gain or loss is recognised in profit or loss when the liability is
derecognised.

5.2.13 Financial assets at fair value through profit or loss (FVPL)

Financial assets included in this category are debt securities, equities and short positions that have been acquired
principally for the purpose of selling or repurchasing in the near term or held as part of a portfolio that is managed
together for short-term profit or position taking. These instruments are initially recognised at fair value, with no
transaction costs taken into consideration.

FVPL assets are subsequently recognised at fair value; changes in the fair value are presented in profit and loss.
These instruments are not assessed in the ECL calculation.

§.2.14 Financial assets measured mandatorily at fair value through profit or loss (MFVPL)

The Group classifies loans as financial assets measured mandatorily at fair value through profit or loss, where the
contractual characteristics does not meet the criteria of SPPI test.
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The Group has exposures generated by the Housing Subsidy Scheme for Families (CSOK). Interest of these
mortgage loans are subsidized until a certain term of the loan, where the subsidy amount depends on family
conditions. Regarding this product (CSOK), the interest subsidy is calculated on the basis of 130% of the
Government Debt Management Agency reference vield, while the transaction interest rate is fixed at 3%. Due to
the different conditions in the transaction, the product is placed in the SPPI failed category and is measured at fair
value through profit or loss.

The Group has exposures generated by the program of Hungarian Development Bank for small and medium
businesses. There is a mismatch regarding the interest characteristics of these special loans, as the interest
reference rate is not line with the disbursed currency, therefore the criteria of the SPPI test is not met and these
loans are also measure at fair value through profit or loss.

In 2019, the Group issued a so-called ,babavard” family support loan under the ,Family Protection Plan”, which
has an interest that could not be higher than the 130% plus 200 bp of the weighted arithmetic average of the 5-
year government bond’s average yields established at auctions during the 3-month period before the disclosure.’
The Group evaluate the loans at fair value, at level 3 of the fair value hierarchy, because the loan’s cash-flow have
not just capital and interest components. The Group uses the discounted cash-flows for evaluating the fair value
of the loans. The discount rate is the average interest of disbursed loans updated monthly.

Investments in equity and debt securities that are not held for trading are also measured MFVPL (unless they are
designed at FVOCI).

5.2.15 Derecognition of financial instruments

5.2.15.1 Derecognition due to substantial modification of terms and conditions

When contractual clauses are modified during the life of an instrument, it must be verified whether the original
asset must continue to be recognised in the balance sheet or whether, on contrary, the original instrument has to
be eliminated from the balance sheet (derecognition) and a new financial instrument has to be recognised. The
Group derecognises a financial asset, when the terms and conditions are renegotiated to the extent that,
substantially, it becomes a new loan. An assessment of the “substantial nature” of the modification shall be made,
both in regard to qualitative and to quantitative elements. The qualitative and quantitative analyses designed to
determine the “substantial nature” of the contractual modifications made to a financial asset will have to consider:

» the purposes for which modifications were made for example renegotiation of contract for commercial reasons
and concessions made in response to economic problems faced by the counterparty.

+ the presence of specific objective elements (“triggers”) that affect the characteristics and/or the contractual
cash flows of the financial instrument

Assessing the derecognition of a financial asset, the Group considers the following changes as significant change
in cash flow:

e change in currency

s change in counterparty

e conversion of debt exposure into equity.

e if the modification results in an instrument that would no longer meet SPPI test

e other cases of a substantial change in the nature of the contract (i.e. the introduction of contractual clauses
which expose the debtor to new and other risk components, such as returns tied to equity or commodity
components, leverage effects or similar clauses.

The difference is recognised as a derecognition gain or loss, to the extent that an impairment loss has not already
been recorded.

Where the modification does not indicate significant change in cash flows, the modification does not result in
derecognition. In this case the EIR is not modified and the relating gain or loss is recognised in the statement of

- profit or loss as profits (losses) on changes in contracts relating moratoria.

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

5.2.15.2 Derecognition other than for substantial modification
The Group qualifies a financial asset for derecognition where:
o the rights to receive cash flows form the asset expire

o the Group transfers its contractual rights to receive cash flows from the asset or if the Group retains the rights
to the cash flows, but has assumed to pay the received cash flows in full without delay to a third party
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e the Group has transferred substantially all the risks and rewards of the asset, or if the Group retains the risk
and rewards of the asset, but has transferred control of the asset

Financial liability is derecognised when the obligation is cancelled or expires.

5.2.16 Impairment of financial assets

From 1 January 2018, the Group applies the expected credit loss model for all financial assets measured at

amortized cost or FVOCI, together with loan commitments and financial guarantee contracts. Equity instruments

are not subject to impairment under IFRS 9.

The Group's ECL calculations are outputs of complex models, elements of the ECL models that are considered

accounting judgements and estimated include:

¢ the Group's criteria for assessing if there has been a significant increase in credit risk and so allowances for
financial assets should be measured on a lifetime expected credit loss (LTECL)

¢ the segmentation of financial assets when their ECL is assessed on a collective basis

¢ development of ECL models, including the various formulas and the choice of inputs.

¢  selection of forward-looking macroeconomic information included in the calculation of ECL.

Loans to customers are classified to the non-performing loan category if the receivable is individually impaired.
Evidence of impairment may include that the borrower is experiencing significant financial difficulties (is under
liquidation), the probability that they will become insolvent (probability of default is 100%) or there is a material
delinquency in interest or principal payments (more than 90 days material past due amount) and where observable
data indicates that there is a change in economic conditions that correlate with default (managed by work-out
department). For more information on non-performing loans see Note (48) on Risk Management.

Non-performing loans are considered as credit-impaired assets.

Exposure is fully written-off, when it can be supported by documents that all recovery options (including legal
procedures against the debtor and the guarantor for the guarantor) are exhausted and no further recovery is

expected. Exposures can also be written-off partially, when considering the supporting documents, usually at a
late stage of legal proceedings, that part of the exposure to the debtor is unlikely to be recoverable.

5.2.16.1 Overview of Expected Credit Loss principles

Expected credit loss allowance is based on the credit losses expected to arise over the life of the asset (LTECL),
unless there has been no significant increase in credit risk since origination, in which case, the allowance is based
on the 12 months' expected credit loss (12mECL).

The credit risk of a financial asset has not increased significantly if the asset has low credit risk at the reporting.
date.

The Group has significant amount of low credit risk financial assets. These are mainly intercompany items
(receivables from related parties) related to account of loans to banks and loans to customers.

For some exposures (clearly identified and performing government debt securities measured at fair value through
other comprehensive income), the IFRS 9 low credit risk exemption is adopted, according to which exposures that,
at the date of transition to the new Standard, are rated as investment grade, or above (and similar) is recognised
as bearing low credit risk and treated as Stage 1. Investment grade can be allocated only to exposures with pd
lower than 2% or to exposures that has “Investment grade” published by external financial rating company.
Simplified method of impairment requirements is applied on financial assets subject to IFRS 15 (trade receivables)
based on IFRS 9.

The Group classifies its financial assets into Stage 1, Stage 2, Stage 3 and POCI as described below:

e Stage 1: When loans are first recognised, the Group recognises an allowance based on the 12mECLs.
*  Stage 2: When a loan has a significant increase in credit risk determined by a comparison of the Probability
of Default art first recognition and that at reporting date.
The following criteria is used to classify exposures to Stage 2:
s Performing exposures with more than 30 days past due over the materiality threshold
= Forborne exposures
= Performing exposures with early warning signals
=  Performing exposures with significant increase in PD or other risk indicators similar to PD which can be
used to assess the increase in credit risk
¢  Stage 3: Credit impaired assets are classified to Stage 3 during staging.

¢ POCI: Purchased or originated credit impaired (POCI) assets are financial assets that are credit impaired
assets on initial recognition. POCI assets are recorded at fair value at original recognition.
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5.2.16.2. The calculation of ECLs
The mechanism of ECL calculation considers the following key elements:

e Exposure at default (EAD). The exposure consists of on-balance sheet assets and off-balance sheet liabilities,
where off-balance sheet exposure represents the amount of contingent off-balance sheet liabilities of the
Group adjusted by a credit conversion factor (CCF) to convert off-balance sheet exposure into an on-balance
sheet equivalent and is added to the actual on-balance sheet exposure. The credit conversion factor is defined
at the level of loan facilities and is calculated using the simplified statistical methods adopted for Internal
Capital Adequacy Assessment (ICAAP) purposes. In case of financial instruments classified as stage 2, EAD
is determined on a yearly basis.

e Probability of default (PD). PD component determines probability of default, i.e. the probability of transition
from the performing portfolio to the non-performing portfolio on debtor level. The PD component is the result
of a combination of objective and subjective information about the debtor's creditworthiness. The PD
component for the retail (private individuals and entrepreneurs), small business, corporate (SME and large
corporate) and project segments is calculated with statistically developed models. For each mentioned
segment the Group is using a separate, segment-specific model for the calculation of PDs and internal ratings.
The models were developed with the point-in-time method.

e Loss given at default (LGD). LGD calculated by portfolio segments is the measure of losses incurred on
facilities that have defaulted. Assuming that the process of collection of the existing and future non-performing
facilities of the Group will be equally or similarly efficient as the historical collection, LGD also represents the
assessment of future losses on each facility that will default. For the purpose of the assessment of impairment
/ provision, the Group uses the results of a simplified statistical method that was approved for Internal Capital
Adequacy Assessment (ICAAP) purposes with downturn adjustments. The Advanced Internal Rating Based
approach (AIRB) compliant LGD models are finalized.

o Including forward-looking information in the calculation of Expected Credit Losses (ECL), also connected to
changes in the macro-economic scenario. Macro-economic inputs comprise both EU and domestic data, e.g.
GDP, unemployment data.

When estimating the ECLs, the Group considers three scenarios: a best case, a worst case, a most likely. Each of

* these is associated with different risk parameters. When relevant, the assessment of multiple scenarios also

incorporates how defaulted loans are expected to be recovered, including the probability that the loans will cure
and the value of collateral or the amount that might be received for selling the asset.

Each impaired asset is assessed on its merits, and the workout strategy and estimate of cash flows considered
recoverable are independently approved by Credit Risk function.
A collective component of the total allowance is established for:

e  groups of homogeneous loans that are not considered individually significant, and
e groups of assets that are individually significant but that were not found to be individually impaired (loss
incurred but not reported).

In assessing the need for collective loss allowance, management considers factors such as credit quality, portfolio
size, concentration and economic factors.

Parameters used in the collective assessment are calculated with statistical methodologies and models which are
to the largest extent possible aligned or identical to those used in the processes of approval of facilities or
calculation of capital adequacy.

For the portfolio segments with insufficient homogeneous set of data for statistical assessment of loss, the Group
uses risk parameters provided by ISP group calculated on the whole ISP group portfolio for:

e  central governments and central banks

e public sector entities treated as institutions

¢  municipalities

e institutions

The parameters used in the impairment / provision calculation is subject to regular internal reviews in order to
ensure that those always reflect a best estimate for expected credit risk losses.

Management can apply judgment to ensure that the estimate of loss arrived at on the basis of historical information
is appropriately adjusted to reflect the economic conditions and product mix at the reporting date.
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5.2.16.3 Debt instruments measured at fair value through OCI

The ECLs for debt instruments measured at fair value through OCI do not reduce the carrying amount of these
financial assets, it remains at fair value. The amount equal to the allowance is recognised in OCl as an accumulated
impairment amount, with a corresponding charge to profit or loss. The accumulated loss in recognised in OCl is
recycled to the profit and loss upon derecognition.

Financial assets included in this category are largely those had previously been classified as financial investments
available-for- sale under IAS 39.

5.2.16.4 Purchased originated credit impaired financial assets (POCI)

The Group considers the change in currency of the contract and the change in customer as significant change in
the contractual cash flows. If this change is due to financial difficulties, the exposure is classified as purchased
originated credit impaired financial asset. Credit impaired financial assets can also be purchased, occasionally.

The Group only recognises the cumulative changes in LTECL since initial recognition in loss allowance.
Interest income is recognised using a credit-adjusted effective interest rate.

5.2.17 Offsetting financial assets and liabilities

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when,
and only when the Group currently has a legally enforceable right to set off the amounts and it intends to settle
them on a net basis or to realize the asset and settle the liability simultaneously.

5.3 Cash and cash equivalents

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

Cash is carried at amortized cost in the statement of financial position.

5.4 Securities lending and borrowing

Securities lending and borrowing transactions are usually collateralized by securities or cash. The transfer of the
securities to counterparties is only reflected on the statement of financial position if the risks and rewards of
ownership are also transferred. Cash advanced or received as collateral is recorded as an asset or liability.

Securities borrowed are not recognised on the statement of financial position, unless they are sold to third parties,
in which case the obligation to return the securities is recorded as a trading liability and measured at fair value with
any gains or losses included in net trading income.

5.5 Repurchase and reverse repurchase agreements

Assets sold with a simultaneous commitment to repurchase at a specified future date (repos) continue to be
recognised in the statement of financial position and are measured in accordance with accounting policies for non-
trading investments. The liability for amounts received under these agreements is included in deposits from banks.
The difference between sale and repurchase price is treated as interest expense in the respective period.

Assets purchased with a corresponding commitment to resell at a specified future date (reverse repos) are not
recognised in the statement of financial position. Amounts paid under these agreements are included in deposits
from banks. The difference between purchase and resale price is treated as interest income in the respective

" period.

5.6 Finance lease receivables (Group as lessor)

Leases where the Group transfers substantially all the risks and rewards incidental to ownership of an asset are
classified as finance leases. The net investment in finance leases provided by the Group is included in loans and
advances to customers. A receivable is recognised over the leasing period for an amount equalizing the present
value of the lease payment using the implicit rate of interest at the inception of the lease and including any residual
value that has been guaranteed whether by the lessee, a party related to the lessee, or an independent third party.
All income resulting from the receivable is included in interest income in the statement of comprehensive income,
except for the residual value accounted as other operating income (expense) when closing the contract.

The determination of whether an arrangement is, or contains a lease is based on the substance of the arrangement
and requires an assessment of whether the fulfilment of the arrangement is dependent on the use of a specific
asset or assets and the arrangement conveys a right to use the asset.
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A reassessment is made after inception of the lease only if one of the following applies:

e there is a change in contractual terms, other than a renewal or extension of the arrangement.

o arenewal option is exercised, or extension granted, unless the term of the renewal or extension was initially
included in the lease term.

e there is a change in the determination of whether fulfilment is dependent on a specified asset; or
e there is substantial change fo the asset.

5.7 Intangible assets, property, plant and equipment

All items of property, plant and equipment are initially recorded at cost. Cost incurred after initial recognition are
capitalized, except for tangible assets measured at fair value.

At subsequent measurement the assets — except for owner-occupied properties - are measured at cost, net of
accumulated depreciation and impairment losses. Depreciation is provided on a straight-line basis over the
estimated useful lives of all property, plant and equipment, except operational buildings.

The following depreciation rates and residual values are applied:

Depreciation rate Residual value

Premises — head quarters 3%  30% of gross value
Premises — branches 5%  30% of gross value
Leasehold improvements 5%  individually assessed
Electronic equipment’s and office furniture 14.5%  individually assessed
Computer equipment 33%  individually assessed
Software 20%  individually assessed
Motor vehicles 20%  20% of gross value

Owner-occupied premises are subsequently carried at the revalued amount. The market trends which can affect
the values of the properties, are inspected on an annual basis, and in every 3 years an independent valuation is
performed. If the inspections show that there is a major difference between the carrying amount and the market
value, the properties are revalued.

When an owner-occupied property is revalued, any accumulated depreciation at the date of revaluation is
eliminated against the gross carrying amount of the asset. The net amount is then restated to the revalued amount
of the asset.

Increases in carrying amounts arising from revaluation are recognised in the asset revaluation reserve and
revaluation reserve on the other comprehensive income in equity, unless they offset previous decreases in the
carrying amounts of the same asset, in which case, they are recognised in profit or loss.

Decreases in carrying amounts that offset previous increases of the same asset are recognised against the asset
revaluation reserve. All other decreases in carrying amounts are recognised as loss in profit or loss.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected from its use or disposal. Any gain or loss arising from de-recognition of the asset is included in profit or
loss as operating income in the year the asset is derecognised. The assets residual values, useful lives and
methods of depreciation are reviewed, and adjusted if appropriate, at each reporting date.

5.8 Goodwill

Goodwill acquired in a business combination is initially measured at cost being the excess of the cost of the
business combination over the Group's interest in the net fair value of the acquirer’s identifiable assets, liabilities
and contingent liabilities. Following initial recognition, goodwill is measured at cost less any accumulated
impairment losses.

The Group determines whether goodwill is impaired at least on an annual basis. This requires an estimation of the
‘value in use’ of the cash-generating units to which the goodwill is allocated.

When subsidiaries are sold, the difference between the selling price and the net assets plus cumulative translation
differences and goodwill is recognised in profit or loss.

5.9 Repossessed properties

Repossessed properties are usually repossessed under lease contracts or real estate developments/projects or
construction contracts.
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The Group keeps all repossessed real estates with the intent to dispose of the asset in the reasonable short period
of time. Repossessed assets shall be measured at the lower of cost or fair value less cost to sell (FVLCTS) and
shall not be amortised but only subject to the impairment test.

Repossessed properties are derecognised when either they have been disposed or when the repossessed
property is permanently withdrawn from use and no future economic benefit is expected from its disposal.

Reclassification from/to repossessed properties are only possible when there is a change in use. If a repossessed
property is reclassified as a property for own use, the reclassification is carried out at the fair value of the property
at the time of reclassification.

5.10 Other assets

Other assets' initial recognition is assessed on an individual basis, based on the type of the asset. The balance of
other assets includes those balances which have not been disclosed separately in'the statement of financial
position. After initial recognition they are measured at the lower of cost and net realizable value.

Receivables are initially measured at fair value and subsequently measured at amortised cost. For the impairment
of the receivables the Group uses the simplified impairment model. For the impairment of the receivables the Group
uses the simplified impairment model. Impairment is accounted when the customer does not fulfill the payment in
time: in case the delay is within 90 days, 1% of the receivable, after 90 days the 100% of the receivable is
recognised as impairment.

5.11 Non-current assets held for sale

Non-current assets and disposal groups classified as held for sale are measured at the lower of carrying amount
and fair value less costs to sell.

Non-current assets are classified as held for sale if their carrying amounts will be recovered through a sale
transaction rather than through continuing use. This condition is regarded and met only when the sale is highly
probable, and the asset is available for immediate sale in its present condition.

Management must be committed to the sale, which should be expected to qualify for recognition as a completed
sale within one year from the date of classification.

Property, equipment and intangible assets once classified as held for sale are not depreciated or amortised.

5.12 Revenue recognition

The Group has adopted IFRS 15 Revenue from Contracts with Customers from 1 January 2018, which replaces
IAS 18 Revenue and IAS 11 Construction Contracts and the related interpretations.

A contract with a customer recognised as financial instrument which may be partially in the scope of IFRS 9 and
partially in the scope of IFRS 15. If this is the case, then the Group first applies IFRS 9 to separate and measure
the part of the contract that is in scope of the IFRS 9 and then applies IFRS 15 to the residual.

The adoption of IFRS 15 did not impact the timing or amount of fee and commission income from contracts with
costumers and the related assets and liabilities recognised by the Group. Accordingly, the impact on the
comparative information is limited to new disclosure requirements.

A five-step model is applied to determine when to recognise revenue, and at what amount. The revenue is
recognised when the Group transfers goods or services to a customer, measured at the amount at which the Group
expects to be entitled.

The Group earns fee and commission income from a diverse range of services it provides to its customers.

The following fee types are not integral part of the effective interest rate of the financial pursuant to IFRS 9 and,
consequently have to be recognised in compliance with IFRS 15:

* the fees charged for loan service

» the commitment fees to originate a loan when the loan disbursement commitment is not designated at fair
value through profit or loss and it is unlikely that specific loan agreement will be made

¢ theloan syndication fees received by the bank making a loan and does not keep any part of the loan for itself.

Fees earned for providing services - such as servicing fee, account turnover fee, card fee, investment services fee,
documentary fee and cash management fee - are recognised over time. Fees arising from negotiating or
participating in the negotiation of a transaction for a third party are recognised on compietion of the underlying
transactions. Fees or components of fees that are linked to a certain performance are recognised after fulfilling the
corresponding criteria. Loan syndication fees are recognised in profit or loss when the syndication has been
completed and the Group retains no part of the loans for itself or retains part at the same effective interest rate as
for the other participants.

Dividend income is recognised when the Group's right to receive the payment is established.
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5.13 Taxation

Current tax assets and liabilities for the current and prior years are measured at the amount expected to be
recovered fram or paid to the tax authorities. The tax rates and tax laws used to compute the amount are those
that are enacted or substantively enacted by the reporting date.

Local business tax and Innovation contribution are both revenue driven taxes, thus considered income tax.

Deferred tax
Deferred tax is recognised for temporary difference in relation with corporate tax expense.

Deferred tax is provided on temporary differences at the reporting date between the tax bases of assets and
liabilities and their carrying amounts for the financial reporting purposes. Deferred tax liabilities are recognised for
all taxable temporary differences, except:

e  Where the deferred tax liability arises from the initial recognition of goodwill or of an asset or liability in a
transaction that is not a business combination and at the time of the transaction, affects neither the accounting
profit nor taxable profit or loss

Deferred tax assets are recognised for all deductible temporary differences, carry forward of unused tax credits
and unused tax losses, to the extent that is probable that taxable profit will be available against which the deductible
temporary differences and the carry forward for unused tax credits and unused tax losses can be utilized, except:

e  Where the deferred tax asset relating to the deductible temporary difference arises from initial recognition of
an asset or liability in a transaction that is not a business combination and at the time of transaction affects
neither the accounting profit nor taxable profit or loss.

The carrying amount of deferred tax assets are reviewed at each reporting date and are reduced to the extent that
it is no longer probable that the related tax benefit will be realized.

Unrecognised deferred tax assets are reassessed at each reporting date and are recognised to the extent that it
has become probable that future taxable profit will allow the deferred tax asset to be recovered.

Deferred tax items are measured using tax rates that are probable in the period in which the temporary differences
reverse, based on tax laws that have been enacted or substantively enacted at the reporting date.

Current tax and deferred tax items are recognised in profit or loss as income tax expense.

Deferred tax asset and deferred tax liabilities are offset if legally enforceable rights exist to set off current tax assets
against current tax liabilities and the deferred taxes relates to the same taxable entity and the same tax authority.
Financial transaction duty

Financial transaction duty is presented as operating expense in profit or loss.

Bank tax

For 2022 the basis and rates are defined with reference to statutory reported financial data of the reporting entity
for the period ended 31 December 2020. For 2021 the basis and rates are defined with reference to statutory
reported financial data of the reporting entity for the period ended 31 December 2019.

The tax rates for credit institutions were 0.15% of adjusted total asset value for the first HUF 50 billion and 0.2%
had been applied for the amount exceeding HUF 50 billion.

Bank tax is presented as operating expense in the profit or loss as it does not meet the definition of income tax
under IFRS and presented on a separate line on the face of the comprehensive income.
Pandemic related special tax

In order to implement the Economic Protection Plan and to replenish the Epidemiological Fund, a special tax
relating to pandemic situation was introduced in 2020 based on Government Decree 108/2020. (1V.14.).

The base of the special tax is defined in Act LIX of 2006 on a special tax and annuity to improve the balance of
public finances. 4 / A. § (4), point 1, for the tax year 2020 exceeding HUF 50 billion

The rate of the spécial tax is 0.19 percent.

The tax amount reduces the bank tax to be paid in the future, so it will only appear jn the statement of financial
position, not in the statement of comprehensive income.

Extra-profit tax

The tax liability is based on the net turnover calculated on the basis of the annual accounts of the previous tax year
in accordance with the Income Tax Act (Act C of 1990 on Local Taxes), the net turnover for 2022 is based on the
net turnover for 2021 and for 2023 on the net turnover for 2022. The tax rate is 10 % for 2022 and 8 % for 2023.
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As the extra-profit tax does not meet the definition of an income tax under IFRS, it is presented as a separate line
in the statement of comprehensive income as an operating expense due to its significant size.

5.14 Fiduciary assets

Assets held in trust or in a fiduciary capacity are not treated as assets of the Group and accordingly are not included
in the statement of financial position.

5.15 Financial guarantees

In the ordinary course of business, the Group provides financial guarantees consisting of letters of credit, letters of
guarantees and acceptances. Financial guarantees are initially recognised in the statement of financial position at
fair value, and the fair value is recognised in other liabilities.

Subsequent to initial recognition, the Group's liabilities under such guarantees are each measured at the higher of

the loss allowance in accordance with IFRS 9 and the amount initially recognised (before 1 January 2018 at the
best estimate of expenditure required to settle any financial obligation arising as a result of the guarantee). Any
change in the liability relating to financial guarantees is recorded in profit or loss.

5.16 Provisions

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

When the Group expects some or all of a provision to be reimbursed, the reimbursement is recognised as a
separate asset but only when the reimbursement is virtually certain. The expense relating to any provision is
presented in profit or loss net of any reimbursement.

For details, please refer to Note (34).

5.17 Leases (Group as lessee)

The Group applies IFRS 16 Leases to all contracts that contain a lease element or are wholly leases. The
requirements of the standard apply to all lease contracts. A contract contains a lease if the lessee has the right to
control the use of and identified asset for a period in exchange for consideration. According to the standard, the
lessee recognises a right-of-use asset and a lease liability. An identified asset may be a single asset or a capacity
portion of an asset. A capacity or other portion of an asset that is not physically distinct is not an identified asset
according to IFRS 16.

The contract needs to contain that the lessee has the right to obtain substantially all the economic benefits from
use of the asset, and the right to decide on the use of the identified asset. The customer may obtain the economic
benefits of use of the asset directly or indirectly in different ways.

If a contract is a lease, or it has a lease part, the Group as a lessee recognises a right-of-use asset, a lease liability,
a depreciation, and an interest expense from the commencement date. The “right of use” represents a lessee’s
right to use the underlying asset. After the commencement date, the lessee shall re-evaluate the lease liability to
take into account the changes in the lease terms, or in the conditions.

The Group uses the following exemptions permitted under IFRS 16 for all the asset groups:

e  Forthe low-value assets the Group does not recognise right-of-use asset. The lease payments are associated
with these leases as an expense. The threshold for'the low-value assets are EUR 5.000.

* The leases which have a lease term of 12 months or less are classified as short-term leases, and still
recognised as expenses.

e |tis applicable to use the IFRS 16 standard for intangible assets, however the Group choses not to use IFRS
16 standard for intangible asset leases (e.g. software).

A lease contract can contain non-lease components as well. The purpose of IFRS 16 is to modify the accounting
of leases not the accounting of services, so the standard requires the lessor and the lessee to separate the lease
and non-lease components in a contract. The standard does not define the separation of these components for
the lessee when measuring the lease if the non-leasing component is ‘not significant comparing to the lease
component. This exemption can be used for asset classes/groups = according to this, the Group uses this
exemption for the vehicle leases. Neither deductible nor non-deductible VAT is taken into account when measuring
the lease liability. The Group adopted portfolio approach for contracts including large number of individually small
value, homogenous assets.
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When determining the lease liability, the Group takes into account every fix-payments, variable lease payments
that depend on an index or a rate, and every option (purchase, renewal, extension, early termination, guaranteed
residual value, etc.) that the Group is reasonably certain to exercise. For leases where the lease payment changes
are not tied to market rate changes (e.g. payments tied to quantitative indicators), the Group still recognises the
lease as an expense.

The lease liability measured at the present value of the lease payments discounted using the Intesa Group
interbank borrowing rate as a discount rate. The applied interest rate is revised annually.

The discount is used for the lease period stated in the lease contracts. When a contract has an indefinite maturity,
the Group uses assumptions considering the option to extend the lease if the lessee is reasonably certain to
exercise that option. With reference to property leases, the Group has decided to consider for all new contracts
only the first period of renewal as reasonably certain, unless there are particular contract clauses, facts, or
circumstance that lead to the consideration of additional renewals.

The Group remeasures a lease liability when its cash flows change. The Group determines the revised lease
payments for the remaining lease term based on the revised contractual payments. The remeasurement difference
is recognised in the underlying asset use rights. If the core contents of the lease contract change, the current right-
of-use asset, and the lease liability is derecognised, and new right-of-use asset and lease liability will be
recognised.

In May 2020, IASB issued a publication called Covid-19-Related Rent Concessions, which summarizes the
changes that may be affected the IFRS 16 Leases standard that were triggered by the epidemic. Among other
things, the publication summarizes what constitutes an amendment to a leasing contract and what may constitute
a temporary benefit (in the context of an epidemic situation) and thus does not provide for an amendment to the
contract. During the financial year 2021, the Group received rent concessions for certain bank branches, however,
as they are all related to the situation due to COVID-19, therefore it is not necessary to apply contract accounting
to them and the Group recognized the effect of these benefits in the statement of comprehensive income. During
2022, the Group did not receive such a rent concession.

5.18 Net operating income

Net operating income represents profit from business operations and is defined as profit before tax connected to
non-financial operations.

5.19 Employee benefits
Employee benefit is a consideration paid to employees for their services, which may be short-term employee
benefits, post-employment benefits, other long-term employee benefits and severance payments.

Short term employee benefits are recognised as a current expense in the period when employees render their
services. These include wages, social security contributions, bonuses, paid holidays and other fringe benefits and
the tax charges thereon.

Payments to defined contribution pension and other welfare plans are recognised as an expense in the period in
which they are earned by the employees.

There are no long-term employee benefits at the Group.

5.20 Government grants

Government grant is recognised only when there is reasonable assurance that the entity will comply any conditions
attached to the grant and the grant will be received.

5.21 Standards issued but not yet effective

Standards issued but not yet effective up to the date of issuance of the Group’s financial statements are listed
below. The list contains standards and interpretations issued and expected to be relevant to the Group and to be
adopted when they become effective.

The following amended standards and interpretations are not expected to have a significant impact on the Group's
financial statements:

e Property, Plant and Equipment — Proceeds before Intended Use (Amendments to IAS 16)

e  Onerous Contracts — Cost of Fulfilling a Contract (Amendments to IAS 37)

e IFRS 1 First-time Adoption of International Financial Reporting Standards — Subsidiary as a first-time adopter
e Reference to Conceptual Framework (Amendments to IFRS 3)

e IFRS 9 Financial Instruments — Fees in the '10 per cent’ test for derecognition of financial liabilities Contracts
¢ IFRS 16 Leases — Lease Incentives
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Significant accounting policies (continued)

The following amended standards and interpretations are not expected to have a significant impact on the Group's
financial statements:

Effective for reporting periods beginning on or after 1 January 2023:

¢ |AS 1 Classification of Liabilities as Current or Non-current (Amendments)

¢ |AS 1 Presentation of Financial Statements and IFRS Practice Statement 2: Disclosure of Accounting policies
¢ |IAS 8 Accounting policies, Changes in Accounting Estimates and Errors:

¢ |AS 12 Income Taxes: Deferred Tax related to Assets and Liabilities arising from a Single Transaction
Effective for reporting periods beginning on or after 1 January 2024:

¢ IFRS 16 Leases: Lease Liability in a Sale and Leaseback (amendments)

5.22 Comparative figures
Restatement of equity items

In compiling the consolidated accounts, since 2018 the Bank erroneously applied a capital consolidation item which
should no longer have been included in the individual accounts of one of the subsidiaries due to a capital settlement
effected by offsetting the negative retained earnings with capital reserves. The error has been corrected and the
comparative data have also been corrected in the consolidated statements of financial position and the
consolidated statement of changes in equity.

The impact of the restatement of comparative information is summarized in the following table:

{million HUF)
Consolidated 31/12/2022 31/12/2021 Restate-  31/12/2021 31/12/2020 Restate-  31/12/2020
statements of restated ment previously restated ment previously
financial positlon between presented between presented
reserves reserves
Share capital 50,000 50,000 - 50,000 50,000 - 50,000
Reserves 168,420 167,242 80,700 86,542 167,491 80,700 86,791
Retained earnings 56,784 47,651 (80,700) 128,351 31,894 (80,700) 112,594
Total shareholder's 275,204 264,893 - 264,893 249,385 - 249,385

equity

The restatement concerned the following supplementary note: (37) Reserves

Significant accounting estimates and judgements

In preparing these annual financial statements the Management has made judgements, estimates and
assumptions that affect the application of the 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 recognised
prospectively.

The most significant cases for which judgments and estimates are required to be made by the management
include:

¢ the use of measurement models for determining the fair value of financial instruments not listed on active
markets,

¢ recognition of deferred tax assets: availability of future taxable profit against which carry forward tax losses
can be used,

¢ the measurement of impairment on non-financial assets,

o the measurement of impairment losses on financial assets,

e the measurement of provisions,

e the measurement of impairment on repossessed assets.

Sometimes it is impracticable to disclose the extent of the possible effects of an assumption or another source of
estimation uncertainty at the end of the reporting period. In such cases, it is reasonably possible, on the basis of
existing knowledge, that outcomes within the next financial year that are different from the assumption could require
a material adjustment to the carrying amount of the asset or liability affected. In all such cases, the Group would
disclose the nature and carrying amount of the specific asset or liability (or class of assets or liabilities) affected by
the assumption.
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6.1 Fair value of financial instruments

Where the fair values of financial assets and liabilities recorded in the statement of financial position cannot be
derived from active markets, they are determined using a variety of valuation techniques that include the use of
mathematical models. The input to these models is taken from observable markets where possible, but where this
is not feasible, a degree of judgment is required in establishing fair values. For details, please refer to Note (45).

6.2 Recognition of deferred tax assets: availability of future taxable profit against which carry forward
tax losses can be used

Deferred tax assets are recognised for all unused tax losses to the extent that it is probable that taxable profit will

be available against which the losses can be utilized. Management estimation is required to determine the amount

of deferred tax assets that can be recognised, based upon the likely timing and level of future taxable profits

together with future tax planning strategies.

The Group had unused tax loss carry forwards as of 31 December 2022 and 2021. Due to the current market and

economic conditions the management considered whether the Group will have tax planning opportunities available

that could support the recognition of these losses as deferred tax assets.

6.3 Impairment on non-financial assets

Impairment exists when the carrying value of an asset or a cash generating unit exceeds its recoverable amount,
which is the higher of its fair value less costs to sell and its value in use. The fair value less costs to sell calculation
is based on available data from binding sales transactions in an arm's length transaction of similar assets or
observable market prices less incremental costs for disposing the asset. The value in use calculation is based on
discounted cash flow model.

Impairment losses are recognised in profit or loss. An impairment loss for non-financial assets is reversed only to
the extent that the asset’s carrying amount does not exceed the carrying amount that would have been determined,
net of depreciation or amortisation, if no impairment loss had been recognised.

6.4 Impairment on financial assets

The measurement of impairment losses under IFRS 9 across all categories of financial assets requires judgement,
in particular, the estimation of the amount and timing of future cash flows and collateral values when determining
impairment losses and the assessment of a significant increase in credit risk. These estimates are driven by a
number of factors, changes in which can result in different levels of allowances.

Elements of the ECL models that are considered accounting judgements and estimates include:

e  The Group’s internal credit grading model, which assigns PDs to the individual grades.

¢ The Group’s criteria for assessing if there has been a significant increase in credit risk and so allowances for
financial assets should be measured on a LTECL basis and the qualitative assessment.

e The segmentation of financial assets when their ECL is assessed on a collective basis.
« Development of ECL models, including the various formulas and the choice of inputs.

e Determination of associations between macroeconomic scenarios and, economic inputs, such as
unemployment levels and collateral values, and the effect on PDs and LGDs.

e Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive the
economic inputs into the ECL models.

Collective impairment is calculated with 3 main segments:

1. The first segmentation applied by the Bank when allocating a PD transaction, segregating the customer groups
based on the customer rating and CRR compliant customer.

2. When calculating LGD, groups shall be formed on the basis of current transaction and collateral data.
3. When calculating CCF, it shall be classified according to the trade and its callability.

6.5 Provisions for risk and charges

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past
event and it is probable that an outflow of economic benefits will be required to settle the obligation. In assessing
and determining the amount of obligation the Group considers whether a reliable estimate can be made of the
amount of outflow of economic benefits.

Provisions are recognised and measured based on IAS 37 Provisions, Contingent Liabilities and Contingent
Assets.
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The Group is involved in ongoing legal disputes; provision is made based on the best estimate of the expenditure
required to settle the obligation. The Group is committed to close branches; provision is made based on the
landlord’s agreement for the obligation to be settled.

Provision on personal type expenses and other obligations are measured based on the best available estimation.
For details, please refer to Note (34).

6.6 Impairment on repossessed properties
Repossessed assets shall be measured at the lower of cost and fair value less cost to sell (FVLCTS).

Subsequent to initial recognition repossessed properties are annually tested for impairment and stated at the lower
of cost and FVLCTS. The Group regards the market value determined by external valuations as the FVLCTS for
its repossessed real estates.

The basis of the impairment calculation is the market value determined by an external valuation dated less than
90 days from the relevant year end date. External valuation should be prepared for all commercial assets, and for
residential assets above or equal net book value of HUF 50 million. For residential assets below net book value of
HUF 50 million external valuations should be prepared in every 3 years and during the intervening period statistical
revaluation could be applied.

6.7 Accounting estimates related to moratoria
The moratoria on the COVID-19 pandemic required the following accounting estimates:

e Expected credit loss calculations: During the payment moratoria the debtors are exempted from paying the
interest and principal instalment, so in case of debtors under moratoria, no payment delay can be established.
Late payment is a determining factor for probability of default, so the solvency of debtors is determined by
other means. For details, please refer to Note (48) point (a) Credit risk.

e Due to the moratoria, the cash-flow of each transaction will change, and for customers who have indicated
the opt in, the Group has adjusted the cash-flow that the next instalment will be due after 31 December 2022.
The debtor however may opt out anytime from the moratoria, however debtors who are opted out, cannot opt
in again. Consequently, the determination of the cash flows of each transaction involves an estimate due to
the moratoria.

¢ Due to the agricultural moratoria, the cash flow of loan, credit and financial leasing contracts will change, and
for those customers who have notified the Bank that they will enter the moratoria, the Bank has adjusted the
cash flow so that the next instalment payment will be made after 31 December 2023. The client may decide
to exit the moratoria at any time.

6.8 Accounting estimates related to interest rate cap

e To estimate the expected accounting impact of the interest rate freeze regulation, the difference between the
actual/expected BUBOR rate at the time of repricing and the interest rate as of 27 October 2021 as defined in
the regulation was calculated based on the volume of loans repriced in the period December 2021 - June
2022. Due to the timeliness of the closing processes, this difference was not booked per contract, but was
included in the financial statements as other provisions in the amount of HUF 718 million as of 31 December
31.

¢ On14 October 2022, based on Government Decree 390/2022 (X.14.) extended the effective date of regulation
782/2021 until 30 June 2023 and from 01 November 2022, the Regulation had to also apply to non-subsidised
mortgage loan contracts with up to five years rollover perlod.

e According to the interest rate cap regulations, the reference rate applied to the loans concerned between
1 January 2022 and 30 June 2023 cannot be higher than the reference rate in force on 27 October 2021.

e On 26 October 2022, based on Government Decree 415/2022, the interest rate cap regulation was extended
to small and medium-sized enterprises. The Government fixes the reference rate at an earlier level (28 June
2022), so that the reference rate cannot be higher than the reference rate applicable to the contract on 28
June 2022.

o  From 2022, the Group calculated the difference between the actual/expected BUBOR rate and the interest
rate as a reduction of the exposure per contract according to the regulations. The provision of HUF 718 million
recognised in 2021 for the interest rate cap has been reversed.
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Interest income and interest expense

Interest income

Loans to banks measured at amortised cost
Loans to customers measured at amortised cost

of which interest income on fransactions subject to interest rate cap
regulations above the interest rate specified in the regulation

Debt securities measured at amortised cost

Financial assets measured at fair value through other comprehensive income
Negative interest on financial liabilities

Interest income calculated using effective interest rate method
Securities held for trading

Financial assets mandatorily measured at fair value

Hedging derivatives

Other interest income

Total

Part B Information on the consolidated statement of comprehensive income

2022

71,579
63,460
4,054

9,954
18,383
911
164,286
1,038
4,680
9,581
15,299

179,586

(million HUF)
2021

11,830
34,773

2,784
4,725
840
54,952
112
3,043
(1,332)
1,823

56,775

The interest on hedging derivative instruments is included in other interest income, causing a negative balance in

the profit or loss and other comprehensive income in 2021.

Interest income on financial assets classified as stage 3 is HUF 2,338 million in 2021, and HUF 1,327 million in

2021.

Interest expenses

Deposits from banks

Deposits from customers

Lease liabilities

Negative interest on financial assets
Hedging derivatives

Total

2022

16,762
45,463
9

389
11,084

73,707

(million HUF)
2021

4,136
5,442
34
829
130

10,751

The Group's interest income increased significantly in 2022, the main drivers were customer loans and bank
placements. In both cases the driver for the growth was the significantly higher HUF interest rate environment, as

3M BUBOR average level jumped from 1,5% (in 2021) to 10% in 2022.

Parallel with income, interest expense increased as well, but at a lower extent. Higher reference rates caused
increased interest expectations in the corporate segments, where the share and amount of time deposits increased
as well. The interest rates on bank deposit grew in line with higher HUF money market interest rate environment.
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Fee and commission income and expense

(million HUF)
Fee and commission income 2022 2021
Account turnover fee income 156,902 13,906
Investment services fee income 6,982 6,995
Card fee income 10,381 8,979
Servicing fee income from loans 2,953 2,620
Cash management fee income 1,444 1,081
Documentary fee income 3,656 2,578
Agent fee income 1,091 1,023
Other fee income 4,434 3,792
Total 46,843 40,974
(million HUF)
Fee and commission expense 2022 2021
Card fee expense 9,803 7,639
Account turnover fee expense 1,476 695
Investment services fee expense 405 430
Documentary fee expense 2,759 1,809
Servicing fee expenses for loans 1,027 544
Agent fee expense 750 378
Other fee expense 1,221 1,143
Total 17,441 12,638

Commission income increased significantly compared to the previous year. Cash management and card related
income grew in parallel with the transactional turnover, driven by double digit inflation and economic growth.
Investment services fees stagnated due to the lower demand for government securities in the Households sector.
Commission expenses grew, due to the increased transactional activity as well.

Income from trading activities

(million HUF)

2022 2021

Net profits/(losses) from trading derivatives and trading with foreign currencies 7,198 9,213
Net profits/(losses) from securities held for trading 1,143 (214)
Total 8,341 ' 8,999

The net profits/(losses) from trading derivatives and trading with foreign currencies includes, among other items,
fx revaluation loss of assets and liabilities not measured at fair value through profit or loss of HUF 24,451 million
in 2022 (HUF 4,705 million loss in 2021).

Trading result slightly decreased compared to last year, mainly due to the lower unrealized revaluation gain on the
IRS portfolio. Gain on trading securities grew in relation to government bond buy-backs from retail customers.

The revaluation gain on IRS portfolio was offset by the revaluation loss on SPPI failed loans shown on a separate
line 'Net change in value of financial assets mandatorily measured at fair value through profit or loss’ in the P&L.
See notes (12).
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(10) Fair value adjustments in hedge accounting

Income from

a) fair value hedge derivatives
b) hedged debt securities

¢) hedged loans

d) hedged financial liabilities
Losses for

a) fair value hedge derivatives
b) hedged debt securities

c¢) hedged loans

d) hedged financial liabilities

Total

Profits from sale of debt securities at FVOCI
Losses from sale of debt securities at FVOCI

Total

(11) Profits (losses) from derecognition of financial instruments

(million HUF)
2022 2021
47,639 38,534
27,589 22,759
1,042 100
19,008 15,675
(46,788) (39,114)
(21,650) (15,502)
(14,344) (13,284)
(10,418) (9,722)
(376) (606)
851 (580)
(million HUF)
2022 2021
1,128 611
(1,103) (12)
25 599

All sales were not in contradiction with the prescription of the concerned business model.

Loans to customers
Debt securities
Equity instruments

Total

(12) Net change in value of financial asséts mandatorily measured at fair value through profit or loss

(million HUF)
2022 2021
(7,609) (4,734)
(47) 11
10 48
(7,646) (4,675)

The significant revaluation loss on loans to customers is offset by the revaluation gain on derivatives (IRS) used to

hedge their interest rate risk, see note (9).
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(13) Other operating income and expense

(million HUF)
Other operating income 2022 2021
Gain from selling of tangible and intangible assets 17 24
Gain on IFRS16 RoU assets 425 -
Dividend and similar income 3 19
Change of inventory 10 10
Gain on non-current asset held for sale 14 277
Fair value adjustment on premises - 11
Derecognition of lapsed liabilities due to Accounting Act (") 12 1,048
ISP Intragroup service income 59 57
Other tax-related income 27 45
Other income 990 727
Total 1,557 2,218

" In 2021, the Group reviewed its liabilities to customers under the Accounting Act and removed them from its books due
to legal lapse.

The line 'Gain on IFRS16 RoU assets' includes the positive result from the closure of leasing contracts.

In 2022, the Group recognised HUF 701 million in other income due to the recovery of operating losses incurred
in prior years. The income from such recoveries was not considered significant in 2021.

(million HUF)
Other operating expense 2022 2021
Loss from selling of tangible and intangible assets - 13
Cancellation of obsolete assets 1 22
Loss on IFRS16 RoU assets 348 17
Change of inventory 3 2
Loss on non-current asset held for sale 12 278
Telecommunication expenses related to business activities 626 558
Obligatory fees 675 640
Subsidies/grants paid, fines ‘ 17 23
Other tax-related expenses 39 -
Other expenses 1,094 268
Total : 2,815 1,821

In 2022, the total amount of other expenses includes compensation paid under various titles amounting to HUF
903 million. The amount of compensation paid for 2021 was not considered significant.
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(14) Impairment losses, provisions and net loan losses including profits (losses) on changes in contracts
without derecognition

(million HUF)

2022 2021
Individual impairment (expense) / reversal for loan losses (1,904) 2,301
Collective impairment (expense) / reversal for loan losses (11,974) (5,560)
Impairment (expense) / reversal for losses on debt securities (117) (18)
Net (losses) / gains on sale of loans 132 192
Gains (losses) on changes in contracts without derecognition (9,789) (2,352)
Net (losses) / gains on financial assets measured at amortised cost (23,652) (5,437)
Net (losses) / gains on financial assets measured at fair value through (26) (27)
other comprehensive income
Provision (expense) / reversal for financial guarantees 91 145
Provision (expense) / reversal for other commitments and contingencies (442) 946
Net (losses) / gains on repossessed properties 696 338
Other impairment (expense) / reversal for other receivables 8 71
Other provision (expense) / reversal 938 (3,740)
Other impairment losses and provisions (expense) / reversal 1,291 (2,240)
Total (22,387) {7,704)

Gains (losses) on changes in contract without derecognition include losses arising from the contract modifications
partly due to the moratoria, and partly due to the interest rate cap regulations.

Provision and impairments were HUF 14,683 million higher in 2022 than in the previous year, due to the
modification losses in connection with the mortgage and SME loan interest rate cap regulations (HUF -9.789
million, an increase of HUF 7,437 million compared to previous year). Individual loan impairments (HUF -1,904
million) were at a moderate level, after the releases in 2021 in connection with some large recoveries. Collective
impairments increased by HUF 6,414 million compared to 2021, because of additional impairments on customers
most affected by inflation and economic slow-down.

Net (losses) / gains on repossessed properties includes impairment and result on sales. The gain on sale was HUF
572 million in 2022 and HUF 352 million in 2021.

Impairment, and impairment reversal relating to POCI assets are detailed in Note (24).
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(15) Operating expenses excluding bank tax and extra-profit tax

(million HUF)

2022 2021

Personnel expenses 25,504 22,909
of which salaries 20,814 18,036
of other benefits 1,640 1,683
of social contributions 3,050 3,290
Depreciation and amortisation 6,400 6,106
Office and information technology maintenance 9,731 8,094
Financial transaction duty 5,596 " 3,532
Other taxes and obligatory fees 5,384 3,886
Material expenses 1,617 1,356
Rent and leasing 138 110
Communications 1,117 950
Advertising 711 748
Legal fees 672 545
Expert fees : 223 245
Other expenses g 1,214 821
Total 58,307 49,302

Increase in salaries compared to previous year, mainly thanks to the salary increase and higher variable salary
accrual.

Rental and leasing charges include the balance of charges for low-value leases and short-term leases, as well as
variable lease payments.

The Group does not contribute to pension or other welfare funds for employees.
Detailed information about lease payments can be found in Note (38).

(16) Bank tax and extra-profit tax

(million HUF)
2022 2021
CIB Bank Ltd. 13,800 3,688
CIB Leasing Co. Ltd. 392 119
Total 14,192 3,807

See note 5.13 for details.

(17) Income taxes

Current tax
Current tax includes corporate income tax, local business tax and innovation contribution.

In 2022, corporate income tax is 9% of the tax base (also 9% in 2021), local business tax is 2% of the tax base
(also 2% in 2021), and the innovation contribution is 0.3% of the tax base (also 0.3% in 2021). The tax base of
corporate income tax differs from the common tax base for business tax and the innovation levy.

Deferred tax

For deferred tax calculation purposes, the Bank applied the tax rates that are expected to apply in the year when
the asset is realized, or the liability is settled. For details, please refer to Note 5.13 and Note 6.2.
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(17) Income taxes (continued)

(million HUF)
Amounts recognised in profit or loss 2022 2021
Current income tax charge 5,497 3,296
of which corporate income tax 1,539 1,013
of which withholding tax paid abroad 151 -
of which local business tax 3,310 1,984
of which innovation contribution 497 299
Deferred income tax (889) (671)
of which origination and reversal of temporary differences (889) (671)
Total 4,608 2,625
Reconciliation of income tax expense to profit . 2022 202l
before tax million % million %
HUF HUF
Profit before tax 40,708 18,467
Consolidation amending amount 2,588 694
Theoretical income tax expense at the statutory rate 3,897 9.00 1,724 9.00
Tax base amending items according to the local (2,379) (5.50) (1,1086) (5.77)
regulations
of which use of deferred losses (2,464) (5.69) (1,567) (8.18)
- usage of previously not recognised tax losses (470) (1.09) (455) (2.38)
- change in previously unrecognised tax losses (1,994) (4.61) (1,112) (5.80)
of which non-deductible provision @) 0.00 (7) (0.04)
of which non-deductible expenditure 86 0.20 468 2.44
Income not subject to tax and tax allowance (717) (1.66) (276) (1.44)
Other income taxes — local business tax, innovation 3,807 8.79 2,283 11.92
contribution
Total 4,608 10.64 2,625 13.70
(million HUF)
2022 2021

iabiliti .
Deferred tax assets and liabilities comprise Assets  Liabilities Assets Liabilities

Carry forward losses 1,994 - 1,112 -
Properties - 431 - 438
Total deferred tax to profit or loss 1,994 431 1,112 438
Financial assets measured at other comprehensive - - - 233
income

Total deferred tax through OCI - - B 233
Effect of netting gross deferred tax position (431) (431) - -
Total 1,563 - 1,112 671

) From 2022, the Group shall present the net position of deferred tax assets and liabilities in the statement of financial
position.
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(17) Income taxes (continued)

The balance of carry forward unused tax losses was HUF 283,244 million and HUF 302,692 million as at 31
December 2022 and 2021, respectively. Of the remaining amount, the Group has recognised a deferred tax asset
of HUF 1,994 million for corporate income tax for 2023 (HUF 1,112 million for 2022).

(million HUF)
Carry forward tax losses by maturity breakdown 2022 2021
Can be utilised until 31/12/2022 - 3,655
Can be utilised until 31/12/2023 242 242
Can be utilised until 31/12/2024 1,340 1,340
Can be utilised until 31/12/2025 884 884
Can be utilised until 31/12/2026 - 11
Can be utilised until 31/12/2027 1,965 -
Can be utilised until 31/12/2030 278,813 296,560
Total : 283,244 302,692

(18) Dividend paid

Based on the result for 2021, a dividend of HUF 23,500 million was paid in 2022.

After taking into account the net profit of 2022 and the accumulated retained earnings of previous years, the
expected dividend will be HUF 25,000 million.

(19) Other comprehensive income

(million HUF)
2022 2021
Net gain/(loss) from changes in fair value on debt securities (11,370) (11,132)
of which credit risk changes 30 29
Hedge accounting adjustment on debt securities measured at fair value 8,809 11,055
through OCI
Reclassification adjustment to profit or loss (25) (599)
Deferred tax 209 61
Items that may be reclassified to profit or loss (2,377) (615)
Net gain/(loss) from changes in fair value on equity instruments 64 166
Reclassification adjustment to equity (352) -
Deferred tax 24 (15)
Fair value adjustment on premises . 97
Items that may not be reclassified to profit or loss (264) 248
Total (net of tax) (2,641) (367)

The line ‘Net gain/(loss) from changes in fair value on equity instruments' includes a fx revaluation loss of HUF
134 million (HUF 134 million gain in 2021).

Further information about hedge accounting is presented in Note (26).

Reclassification adjustment to equity includes the realised loss on the derecognition of Visa A shares, see note
(22).

Fair value adjustment on premises is the valuation difference of the owner-occupied properties.
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(20) Cash and current accounts with central bank

Cash and current accounts with the central bank comprise notes and coins of various currencies and nostro
accounts with the central bank kept in Hungarian Forint.

(million HUF)
31/12/2022  31/12/2021
Cash 19,743 13,714
Current HUF account with the National Bank of Hungary 136,839 36,875
Total 156,582 50,589
Mandatory reserve with National Bank of Hungary is disclosed in Note (23).
(21) Financial assets measured at fair value through profit or loss
Securities held for trading
(million HUF)
31/12/2022  31/12/2021
Hungarian Government securities — HUF 15,151 9,994
Hungarian Government securities — NON-HUF 90 21
Shares listed on stock exchange — HUF 38 266
Shares listed on stock exchange — NON-HUF 9 9
15,288 10,290

Total

Income on investments and other non-fix yield assets are recognised in income from trading activities.

Financial derivatives designated as held for trading: breakdown by product

(million HUF)
Positive fair value Negative fair value
31/12/2022 Fair Notional Fair Notional
value value value value
Interest rates 121,767 523,179 93,959 468,578
Currencies 11,768 251,377 12,461 398,725
2,124 34,712 2,124 34,712

Equities and stock indexes
135,659 809,268 108,544 902,015

Total
(million HUF)
Positive fair value Negative fair value

31/12/2021 Fair Notional Fair Notional

value value value value
Interest rates 40,711 586,499 33,319 512,405
Currencies . 6,828 410,106 6,072 412,474
Equities and stock indexes 2,831 42,272 2,831 42,272
Total 50,370 1,038,877 42,222 967,151
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(21) Financial assets measured at fair value through profit or loss (continued)

Financial assets mandatorily measured at fair value

(million HUF)
31/12/2022  31/12/2021
Loans to customers 95,660 80,245
Debt securities 982 1,699
Equity instruments 223 59
. Total 96,865 82,003

Equity instruments include Intesa Sanpaolo S.p.A. shares which are part of the remuneration system.
Debt securities include Visa series C preferred shares, which are not equity instruments.

Financial assets mandatorily measured at fair value comprises loans to customers, which do not meet the criteria
of SPPI test. Presentation of loans to customers mandatorily measured at fair value is included in Note (24).

(22) Financial assets measured at fair value through other comprehensive income

{miltion HUF)

31M12/2022  31/12/2021
Hungarian government securities — HUF 264,216 245,172
Hungarian government securities — NON-HUF 14,774 13,968
Foreign government securities — NON-HUF 1,822 1,624
Bank and corporate bonds — HUF 14,750 13,290
Total debt instruments 295,562 274,054
Shares listed on stock exchange — NON-HUF - 1,904
Shares not listed - HUF 121 115
Total equity instruments 121 2,019
Total 295,683 276,073

The ECL allowance for debt instruments measured at FVOCI amounted to HUF 198 million at 31 December 2022

and HUF 159 million at 31 December 2021, respectively.
All of the FVOCI financial assets are classified as Stage 1.
The FVOCI assets’ credit risks are detailed in Note (48).

The Group pledged debt instruments measured at FVOCI amounted to HUF 211,973 million as collateral for its

liabilities at 31 December 2022 (HUF 232,977 million at 31 December 2021).

In 2022, the Group sold its Visa A shares in Visa Inc. as this investment no longer coincides with the Group’s
investment strategy. The fair value on the date of sale is HUF 2,653 million and the accumulated loss recognised
in OCI of HUF 328 million was transferred to retained earnings. In 2022, the dividend received income related to

Visa A shares was HUF 11 million.

(23) Loans to banks

(million HUF)

31/12/2022  31/12/2021
Nostro accounts 29,950 16,093
Due from banks 758,709 888,804
Due from National Bank of Hungary 580,588 726,611
Due from other Hungarian banks 67,028 33,090
Due from banks in Intesa Sanpaolo Group 108,088 128,267
Due from other banks 3,005 836
Total 788,659 904,897
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(23)

(24)

Loans to banks (continued)

The Bank is required to maintain with a National Bank of Hungary a minimum average balance as a restricted
deposit for the month equivalent to 6% of the Bank’s total resident customer deposits, foreign customer HUF and
currency (less than one year) deposits (1% in 2021). The compulsory reserve amounted to HUF 110,298 million
at 31 December 2022 and HUF 17,389 million at 31 December 2021.

The Group had no active repurchase agreement at 31 December 2022 or at the end of 2021.
The majority of the exposures of loans to banks are classified as Stage 1 in the ECL module for impairment

calculation.

Loans to customers measured at amortised cost and at fair value through profit or loss

Analysis by sector

The gross loan portfolio may be analysed by sector as follows:

31/12/2022 31/12/2021
Sector . million % million %
HUF HUF
Private customers 565,648 38.58 530,459 41.79
Heavy industry 169,855 11.58 155,575 12.26
Other, mostly service industries 152,197 10.38 140,245 11.05
Light industry 61,889 4.22 66,178 5.22
Real estate investments 60,824 415 49,235 3.88
Financial activities 100,118 6.83 83,694 6.59
Trading 87,656 5.98 83,488 6.58
Transportation and communication 156,583 10.68 66,880 5.27
Food processing 49,593 3.38 40,659 3.20
Agriculture 56,764 3.87 48,460 3.82
Chemicals and pharmaceuticals 5,178 0.35 4,362 0.34
Total 1,466,305 100.00 1,269,235 100.00
Analysis by segment and staging
(million HUF)

Gross carrying Stage 1 Stage 2 Stage 3 POCI  Measured Total
amount assets at FVPL

3112/2022

Central government 148,991 - - - - 148,991
Corporate 580,800 105,037 24,347 3,260 30 713,474
Retail 426,901 52,855 22,838 5,617 95,629 603,840
Total 1,156,692 157,892 47,185 8,877 95,659 1,466,305

(million HUF)

ECL allowance Stage 1 Stage 2 Stage 3 a:s(:(t:sl M(:latusl:tc';ﬁ Total
31/12/2022

Central government (900) - - - - (900)
Corporate (3,796) (9,828) (10,280) (55) - (23,959)
Retail (4,223) (9,224) (11,237) (1,290) B (25,974)
Total (8,919) (19,052) (21,517) (1,345) - (50,833)
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(24) Loans to customers measured at amortised cost and at fair value through profit or loss (continued)

(million HUF)
Gross carrying Stage 1 Stage 2 Stage 3 POCI Measured Total
amount i assets at FVPL
31/12/2021
Central government 42,280 - - - - 42,280
Corporate 554,539 77,552 24,487 4,860 43 661,481
Retail 393,431 71,138 13,725 6,978 80,202 565,474
Total 990,250 148,690 38,212 11,838 80,245 1,269,235
(million HUF)
ECL allowance Stage 1 Stage2 _ Stage3 & :s?e(t:sl Mza:s;:lr;g Total
31/12/2021
Central government (424) - - - - (424)
Corporate (3,101) (4,698) (9,477) (217) - (17,463)
Retail (3,508) (7,447) (7,367) (1,675) - (19,997)
Total (7,033) (12,145) (16,814) (1,892) - (37,884)
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'_1J CIB BANK CIB Bank Ltd.

and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

(24) Loans to customers measured at amortised cost and at fair value through profit or loss (continued)

Analysis of leasing sector
As a lessor, the Group operates in the domestic leasing market and provide finance lease products to customers.
The term of the leasing contracts is usually between 3 months and 10 years.

The following tables indicate the key amounts of this activity for the receivables not past due.

(million HUF)
Future minimum lease payments 3112/2022  31/12/2021
Within one year 30,088 26,968
One to five years 66,706 62,013
More than five years 7,940 8,973
Total 104,734 97,954
(million HUF)
The present value of minimum lease payment receivables comprises 31/12/2022  31/12/2021
Within one year i 29,049 24,926
One to five years 63,594 57,271
More than five years 7,293 7,692
Total 99,936 89,889
Unearned finance lease income 4,797 8,065
Accumulated allowance for uncollectible minimum lease payments receivable 14,464 (3,809)
(25) Securities at amortized cost
(million HUF)
31/12/2022 31/12/2021
Carrying Provision Carrying Provision
amount amount
Hungarian government bonds — HUF 69,596 (45) 69,417 (37)
Bank and corporate bonds — HUF 81,646 (129) 64,139 (110)
Bank and corporate bonds — other currency 45,845 (140) 43,889 (45)
Total ’ 197,087 (314) 177,445 (192)

Almost all of the financial assets measured at amortized cost are classified as Stage 1.

The Group pledged bonds at amortized cost amounted to HUF 78,590 million as collateral for its liabilities at 31
December 2022 (HUF 69,586 million at 31 December 2021).
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CIB BANK CIB Bank Ltd.

and its subsidiaries
Notes to the consolidated financial statements
for the year ended 31 December 2022

(26) Hedging derivatives

Financial derivatives designated as fair value hedge: breakdown by hedged instrument

(million HUF)
Positive fair value Negative fair value
31112/2022 Fair Notional Fair Notional
value value value value
Interest rate derivatives - hedge of debt securities 26,058 153,893 - -
Interest rate derivatives - hedge of loans 1,985 26,049 82 9,016
Interest rate derivatives - hedge of deposits - - 31,875 159,593
Micro fair value hedges total 28,043 179,942 31,957 168,609
Interest rate derivatives - hedge of loans 5,090 26,645 47 1,000
Interest rate derivatives - hedge of deposits - - 3,613 115,000
Forward rate agreements - hedge of financial - - 1,869 140,000
deposits
Portfolio fair value hedges total 5,090 26,645 5,529 256,000
Total 33,133 206,587 37,486 424,609
{million HUF)
Positive falr value Negative fair value
3111212021 Fair Notional Fair Notional
value value value value
Interest rate derivatives - hedge of debt securites 10,433 142,284 472 16,826
Interest rate derivatives - hedge of loans 211 21,950 89 2,528
Interest rate derivatives - hedge of deposits 22 5,535 14,076 144,751
Micro fair value hedges total 10,666 169,769 14,637 164,105
Interest rate derivatives - hedge of loans 5,702 52,645 176 4,700
Forward rate agreements - hedge of financial - - 2,285 265,000
deposits
Portfolio fair value hedges total 5,702 52,645 2,461 269,700
Total 16,368 222,414 17,098 433,805

Carrying amounts and accumulated change of fair value of hedged instruments, lack of efficiency
recognised in statement of profit or loss

(million HUF)

Carrying amount Accumulated fair value Lack of
. adjustments due to fair efficiency
value changes attribut-  recognised

31/12/2022 able to the hedged risk in state-

ment of

Assets Liabilities Assets Liabilities profit or

loss

Debt securities 122,420 - (23,942) - 262

Loans 44,117 B (1,493) - (13)

Deposits - 131,076 - (28,038) 320

Hedged items in micro fair value 166,537 131,076 (25,435) (28,038) 569

hedges total

Loans 16,305 - (12,340) . 338

Deposits - 250,395 . (4,967) (56)

Hedged items in portfolio fair 15,305 250,395 (12,340) (4,967) 282
value hedges total

Total 181,842 381,471 (37,775) (33,005) 851
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CIB BANK CIB Bank Ltd.

and its subsidiaries

Notes to the consolidated financial statements
for the year ended 31 December 2022

(26) Hedging derivatives (continued)
(million HUF)

Carrying amount Accumulated fair value Lack of
adjustments due to fair efficiency
value changes attribut- recognised

31/12/2021 able to the hedged risk in state-

ment of

Assets Liabilities Assets Liabilities profit or

loss

Debt securities 154,509 - (10,646) - (381)

Loans 34,879 - 805 - 4

Deposits - 160,305 - (12,004) (202)

Hedged items in micro fair value 189,388 160,305 (9,841) (12,004) (579)

hedges total

Loans 62,944 - (5,611) - 71

Deposits - 262,752 - (2,248) (72)

Hedged items in portfolio fair 62,944 262,752 {5,611) (2,248) (1)
value hedges total

Total 252,332 399,049 (15,452) (14,252) (580)

Accumulated amount of fair value hedge adjustment is included in the carrying amount in case of loans, debt
securities and financial liabilities at amortized cost. In the case of financial assets measured at FVOCI, the fair
value adjustment is recognised in comprehensive income.

Adjustments of hedged loan and deposit portfolios for changes in their fair values attributable to the hedged risk —
excluding accrued interests — are presented separately in the statement of financial position. Regardless of their
sign the loan portfolio related items are always on the asset side in line "Fair value changes of the hedged financial
assets in portfolio hedge (+/-)" while the deposit portfolio related items are always on the liability side in line “Fair
value changes of the hedged financial liabilities in portfolio hedge (+/-)".

(27) Repossessed properties

) (million HUF)
Net book value 3112/2022  31/12/2021
Opening balance 4,831 5,666
Additions 14 624
Sale (2,474) (1,896)
Net (losses) / gain from impairment charges 696 13
Closing balance 2,617 4,381

(million HUF)
Gross value Impairment
31/12/2022 31/12/2021 31/12/2022  31/12/2021
Building 846 1,020 1,020 2,492
Land 1,834 6,324 6,324 6,582
Total 2,680 7,344 7,344 9,074

The repossessed properties in return for the claim are located in several locations in Hungary. The closing balance
included HUF 1,664 million worth of real estate in Budapest as of 31 December 2022 and HUF 3,394 million as of
. 31 December 2021.
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CIB BANK

Notes to the consolidated financial statements
for the year ended 31 December 2022

CIB Bank Ltd.
and its subsidiaries

(28) Property, plant and equipment and non-current assets held for sale

Property, plant and equipment

(million HUF)
Land, Lease- Elec- IT Motor Other Total
premis- hold tronic equip- vehicles
es improve- equip- ment
ments ment,
office
furniture
Cost
Balance at 01/01/2021 26.328 4.220 8.968 8.442 514 118 48,590
IFRS 16 — ROU assets (4,214) - 18 (7 132 - (4,071)
additions (+)/
disposals (-)
Additions 838 398 760 223 - - 2,219
Disposals (1,112) (512) (720) (87) (-42) (-1) (2,475)
Reclassification to IFRS 5 (3,653) - - - - - (3,653)
Revaluation 31 - - - - - 31
Balance at 31/12/2021 18,218 4,106 9,026 8,571 604 117 40,642
IFRS 16 — ROU assets (80) - - 185 180 10 295
additions (+)/
disposals (-)
Additions 2,453 104 897 326 - 82 3,862
Disposals (14) (253) (2,175) (294) (33) - (2,769)
Revaluation - - - - - - -
Balance at 31/12/2022 20,577 3,957 7,748 8,788 751 209 42,030
Accumulated depreciation and impairment losses
Balance at 01/01/2021 1,621 3.772 7.917 7.594 202 - 21,106
Depreciation of IFRS 16 814 - 13 97 95 - 1,019
— ROU assets disposals
Depreciation for the year 358 91 243 220 1 - 913
Impairment expense / (11) 6 - - - - (5)
(reversal)
Disposals (978) (372) (675) (86) (34) - (2,145)
Reclassification to IFRS 5 (39) - - - - - (39)
Revaluation - - - - - - -
Balance at 31/12/2021 1,765 3,497 7,498 7,825 264 B 20,849
Depreciation of IFRS 16 751 - - 125 136 14 1,026
— ROU assets disposals
Depreciation for the year 1,639 109 313 221 1 31 2,314
Impairment expense / 1 8 10 - - - 19
(reversal)
Disposals (1) (247) (1,873) (268) (26) - (2,415)
Balance at 31/12/2022 4,155 3,367 5,948 7,903 375 45 21,793
Net book value
Balance at 31/12/2021 16,453 609 1,528 746 340 117 19,793
Balance at 31/12/2022 16,422 590 1,800 885 376 164 20,237

Leasehold improvements include improvements on leased branches.
For information on right-of-use-assets, see Note (38).
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