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INDEPENDENT AUDITOR'S REPORT

To the Shareholders of MKB Bank Nyrt.
Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of MKB Bank Nwit. and its subsidiaries (the
,Group”) for the year 2019 which comprise the consolidated statement of financial position as at December
31, 2019 — which shows total assets of mn HUF 1,759,796 —, and the related consolidated statement of
recognized income, consolidated statement of comprehensive income — which shows a net profit for the
year of mn HUF 44,148 —, consolidated statement of changes in equity and consolidated statement of cash
flows for the year then ended and notes to the consolidated financial statements including a summary of
significant accounting policies.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the
consolidated financial position of the Group as at December 31, 2019 and of its consolidated financial
performance and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards as adopted by the European Union (the ,,EU IFRS”}, and the consolidated
financial statements were prepared in all material respects in accordance with the provisions of the effective
Hungarian Act C of 2000 on Accounting (the ,,Accounting Act”) relevant to the entities preparing
consolidated financial statements in accordance with EU IFRS.

Basis for Opinion

We conducted our audit in accordance with the Hungarian National Standards on Auditing and the effective
Hungarian laws and other regulations on audits. Our responsibilities under these standards are further
described in the "The Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements”
section of our report.

We are independent of the Group in compliance with the relevant effective Hungarian regulations and the
“Rules of conduct (ethical rules) of the auditor profession and the disciplinary process” of the Chamber of
Hungarian Auditors and, in respect of matters not regulated therein, the “Code of Ethics for Professional
Accountants” (the IESBA Code) issued by the International Ethics Standards Board for Accountants, and
we have fulfilled our other ethical responsibilities in accordance with the same ethical requirements.

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



Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statemenits as a whole, and in forming our opinion thereon,

and we do not provide a separate opinion on these matters.

Key audit matter

Related audit procedures

Impairment of the loan receivables

{See Sections 11. of the Notes to the Financial
Statements for the details)

The net value of loans to customers in an amount
of HUF 930,313 million comprise 53% of the
total assets (gross book value of HUF 975,359
million of loans measured at amortized cost),
and the relevant impairment balance at the end
of the current year was HUF 46,368 million.

The determination of impairment of loans
requires application of professional judgement
and use of subjective assumptions by
management in case of determination of
individual specific impairment of loans. The
most significant assumptions applied in the
provisioning calculation are the following;

- actual model parameters
- valuation of collaterals;
- estimated time to realize the collaterals;

- estimate that future cash-flows expected to be
realized.

Based on the significance of the above described
circumstances the calculation of impairment of
loans was identified as a key audit matter.

The relevant audit procedures performed by us included
the following:

- evaluating internal controls relating to monitoring of
loans and calculating and recording of impairment;

- evaluating specific loan impairments by selecting
random a sample based on risk profiles, and for the
individually impaired loans the review of valuation of
collateral and estimation of expected future cash-flows;

- evaluating the appropriateness of collective
provisioning models, and review of the assumptions,
management estimates and parameters applied,
including comparison with historical data, and
recalculation of the impairment charge with the
involvement of our experts;

- review of subsequent events (sold receivables), and
analysis of the possible effect on the year audited; and

- evaluating the impairment triggers related to the non-
impaired portfolio.

Other Information: The Consolidated Business Report and the Corporate Governance Report

Other information includes the information included in the Corporate Governance Report and the
consolidated business report of the Group for 2019. Management is responsible for the preparation of the
consolidated business report in accordance with the relevant provisions of the Accounting Act and other
regulations. Our opinion on the consolidated financial statements provided in the section of our independent
auditor's report entitled ,, Opinion” does not apply to the consclidated business report.



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

Furthermore, in accordance with the Accounting Act, our responsibilities regarding the consolidated
business report also include reviewing the consolidated business report to assess whether the consolidated
business report was prepared in accordance with the relevant provisions of the Accounting Act and other
regulations, if any, including the assessment whether the consolidated business report complies with the
requirements of Section 95/B. (2) e) and f) of the Accounting Act. Furthermore, in accordance with the
Accounting Act we shall make a statement whether the information referred to in Section 95/B. (2) a)-d),
g) and h) has been provided in the consolidated business report.

In our opinion, the consolidated business report of the Group for 2019 corresponds to the consolidated
financial staternents of the Group for 2019 and the relevant provisions of the Accounting Act in all material
respects. The information referred to in Section 95/B. (2) a)-d), g) and h) of the Accounting Act has been
provided,

As the Group is not subject to additional requirements under any other regulation in connection with the
consolidated business report, we have not formulated an opinion on this matter.

In addition to the above, based on the information obtained about the Group and its environment, we must
report on whether we became aware of any material misstatements in the consolidated business report and,
if s0, on the nature of such material misstatements. We have nothing to report in this regard.

Respousibilities of Management and Those Charged with Governance for the Consolidated Financial
Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements
in accordance with the Accounting Act, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, 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.
The Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Qur objectives during the audit are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to issue, on
the basis of the above, 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 the Hungarian National
Standards on Auditing and the effective Hungarian laws and other regulations on andits will always detect
a material misstatement when it exists. Misstatements can arise from fraud or error, and they are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements.



As part of an audit in accordance with the Hungarian National Standards on Auditing and the effective
Hungarian laws and other regulations on audits, we exercise professional judgment and maintain
professional scepticism throughout the audit.

We also:

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

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

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

s 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 the auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify the 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.

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

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

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

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

4



Report on Other Legal and Regulatory Requirements

In compliance with Article 10 (2) of Regulation (EU) No. 537/2014 of the European Parliament and the
Council, we provide the following information in our independent auditor’s report, which is required in
addition to the requirements of International Standards on Auditing:

Appointment of the Auditor and the Period of Engagement
We were appointed as the auditors of the MKB Bank Nyrt. by the General Meeting of Shareholders on
April 26, 2019 and our uninterrupted engagement has lasted for 8 years.

Consistence with the Additional Report to the Audit Commilttee
We confirm that our audit opinion on the consolidated financial statements expressed herein is consistent
with the additional report to the Audit Committee of the MKB Bank Nyrt., which we issued on March 25,

2020 in accordance with Article 11 of Regulation (EU) No. 537/2014 of the European Parliament and the
Council.

Provision of Non-audit Services

We declare that no prohibited non-audit services referred to in Article 5 (1) of Regulation (EU) No.
537/2014 of the European Parliament and the Council were provided by us to the Group. In addition, there
are no other non-audit services which were provided by us to the MKB Bank Nyrt. and its controlled
undertakings and which have not been disclosed in the consolidated business report.

The engagement partner on the audit resulting in this independent auditor’s report is the signatory of the
report.

Budapest, March 25, 2020

..................

Gébor Molnar
on behalf of Deloitte Auditing and Consulting Ltd.
and as a statutory registered auditor

Deloitte Auditing and Consulting Ltd.

1068 Budapest, Dézsa Gydrgy t 84/C.
Registration number: 000083

Registration number of statutory registered auditor: 007239
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MKB Bank Nyrt.
Consolidated Statement of Financial Position as at 31 December 2019

Note 31 December 2019 31 December 2018

Assets
Cash and cash equivalents 7 55 388 19 240
Loans and advances to banks 8 62 392 63610
Derivative financial assets 9 18 193 17914
Securities 10 600 894 773029
Loans and advances to customers 11 930 313 895 203
Non-current assets held for sale and discontinued operations 39 4075 4238
Other assets 12 15176 21699
Current income tax assets 539 2
Deferred tax assets 24 8008 5814
Investments in jointly controlled entities and associates 13 5911 4 687
Intangibles, property and equipment 14 58 907 52 143
Total assets 1 857 579
Liabilities
Amounts due to other banks 15 195 810 214 340
Deposits and current accounts 16 1226 529 1 372 046
Derivate financial liabilities 17 44 263 31 608
Other liabilities and provisions . 19 55 222 48 425
Current income tax liabilities 3 16
Deferred tax liabilities 24 126 2
Issued debt securities 20 - 4974
Subordinated debt 21 39 381 28 002
Total liabilities 1561 334 1699 413
Equit
Share capital 22 100 000 100 000
Treasury shares (35) (1987)
Reserves 23 98 462 58 166
Total equity attributable to shareholders of the Bank 198 427 156 179
Non-controlling interests 23 35 1 987
Total equity 198 462 158 166

Total liabilities and equity 1759 796

Budapest, 25 March 2020

P o

> “dr- T Balog C;saba Gébor Fenyvesi
haiyar%and hief Executive Officer ( ]?ﬁy Chief Executive Officer

e
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MKB Bank Nyrt.
Consolidated Statement of Profit or Loss and Other Comprehensive Income for the
year ended 31 December 2019

Note 2019 2018
Statement of profit or loss
Interest and similar to interest income 25 59217 57 806
Interest expense 26 18420 16 486
Net interest income 41 320
Net income from commissions and fees 27 27316 25908
Other operating income / (expense), net 28 10 108 7222
Impairment / (Reversal) and provision for losses 29 (5 350) (800)
Operating expense 30 43240 52 864
Share of jointly controlled and associated companies' profit 3037 231

Profit before taxation

Income tax (income) / expense 31 (780) (435)

PROFIT FOR THE YEAR

Other comprehensive income
Items that may be reclassified subsequently to profit or loss

10 (3281) (13 255)
Revaluation on financial assets measured at FVTOCI

Other comprehensive income for the year net of tax (3 281)

TOTAL COMPREHENSIVE INCOME FOR THE YEAR 40 867 11 877

Profit / (Loss) attributable to:
Shareholders of the bank 44148 25132
Non-controlling interests - -

Total comprehensive income attributable to:
Shareholders of the bank 40 867 11 877
Non-controlling interests - >

Net income available to ordinary shareholders 44148 25132
Average number of ordinary shares outstanding (thousands) 99906 94 621
Earnings per Ordinary Share (in HUF) 33
Basic 442 266
Diluted 442 258
/i
,—’/ .
Budapest, 25 March 2020 T
| ‘
= e 1",7"’1 -
=T / s e
<dr Adéam Balog Csaba Gébor Fenyvesi
Chairman and Chief Executive Officer ( Deputy Chief Executive Officer
4
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MKB Bank Nyrt.
Consolidated Financial Statements as at 31 December 2019

Data in HUF million except stated otherwise

MKB Bank Nyrt.

Consolidated Statement of Changes in Equity for the year ended 31 December 2019

Shaee

l've s ury

shares

Al January 2018 100 000 {5 550}
Profit for the year

Other comprehensive income for the year
First / (finaD consolidation of subsidiaries
Change in non-controlling interests

Equity settled share-based payments *
Disposal of treasury shares 3563

100 000 (1 987)

AL 31 December 2018

Share

pre mium

Share - based

pavie nis

aaels
ed at

9789

25132 -
- (13 255)

(558) .
140 =
- (3563)

39 709 (3 166)

Fotal

equity

25132
(13 255)
(558)

140

Dividend

Profit for the year

Other comprehensive income for the year
Equity settled share-based payments

Disposal of treasury shares 1952

AL 31 December 2019 100 000

21729

(4 665)
44 148 -
- (3 281)

194 -

(194)
: 1094

(1 952)

81 180

(6 747)

(4 665)
44148
(3 281)
4094

198 162

Budapest, 25 March 2020

Igi an and Chief Executive Officer

6/146

P -

| Csaba Gébor Fenyvesi
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MKB Bank Nyrt.
Consolidated Statement of Cash-Flows for the year ended 31 December 2019

Cash flows from operating activities

Profit before taxation 43 368 24 697

Adjustments for:
Depreciation, amortisation and impairment 14 4075 8368
Impairment on other assets 12 1180 230
Reversal of provisions 19, 34 (2 500) (1087)
Reversal of impatrment loss on loans and advances 11 (23 739) (9 640)
Impatrment / (reversal of impairment) on securities 10 19 (118)
Impairment / (reversal of impairment) on associates 13 330 (2 044)
Change in deferred tax 31 (2 070) (2 505)
Net interest income 25, 26 (40512) (44 365)
Dividends on securities (167) (708)
Revaluation of issued securities 20 (447) 716
Revaluation and other result on securities measured at FVTOCI Change in Equity (3 281) (5 820)
Foreign Exchange movement on cash and cash equivalents 122 89

Cash flows from operating activities (23631) (32 187)
Change in loans and advances to banks 8 1213 14 400
Change in loans and advances to customers 11, 35, 36, 38, 39 (11366) (27 199)
Change in non-current assets held for sale and discontinued operations 39 163 17 410
Change in derivative assets 9 (279) 1843
Change in other assets 12 5343 5379
Change in amounts due to banks (short term) 15 (32 017) 24 458
Change in current and deposit accounts . 16 (145 517) (167 094)
Change in other liabilities 19 9 306 (324)
Change in derivative liabilities 17 12 635 (11 758)
Interest received 25 60 497 49 250
Interest paid 26 (19 985) (4 885)
Income tax 31 230 158

(119757) (98 362)

Net cash used in operating activities (143 388) (130 549)

Cash flow from investing activities

(Disposal of) / investment in Group companies 13 (1 554) -
Purchase of PPEs and intangible assets 14 (10 839) (13 835)
Change in securities 10 172 283 182 215
Net cash generated by investing activities 159 890 168 380

Cash flow from financing activities

Change in issued securities 20 (433) (6 365)
Change in subordinated liabilities 21 11379 5695
Change in amounts due to banks (Borrowings) 15 13 487 (49 430)
Dividends paid Change in Equity (4 665) -
Net cash generated / (used in) by financing activites 19 768 (50 100)

Net increase [ (decrease) of cash and cash equivalents 36 270

Cash reserves at 1 January 19 240 31599
Foreign Exchange movement on cash and cash equivalents (122) (89)
Cash reserves at the end of period 55388 19 240
Budapest, 25 March 2020 1/
+

= o= S
Csaba Gabor Fenyvesi
Deputy Chief Executive Officer

hairya ﬁ Chief Executive Officer
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Notes to the Financial Statements

(from page 8 to page 110)

General information

MKB Bank Nyrt. former MKB Bank Zrt. (hereinafterMKB Group” or “the Group”) is a
commercial bank registered in Hungary, and opegaiimder the effective laws of Hungary,
particularly under Act CCXXXVII of 2013 on credihstitutions and financial enterprises.
From 30 May 2019 MKB pursues its activity as a pulimited company, the shares of
MKB were added to the product list of the Budaggtsick Exchange, by which the shares of
MKB were admitted to the Budapest Stock Exchangklréss: 1056 Budapest, VAci u. 38.

The consolidated financial statements of the Gratg prepared for the year ended 31
December 2019.

The Hungarian government acquired 100% direct osiriprin MKB on 29 September
2014. On 18 December 2014, the Financial StalBlagrd of the National Bank of Hungary
(hereinafter: “NBH") ordered the reorganizationM¥KB Bank based on the Act XXXVII of
2014 on the further development of the system sfitirtions strengthening the security of
the individual players of the financial intermegiasystem. The ownership rights were
exercised by the NBH during the reorganization psscand the NBH and MKB started
restructuring measures aimed at improving profiitgbiThe reorganization of MKB Group
has been carried out in compliance with EU dirediin each case. The reorganisation plan
submitted by the NBH was approved by the Europeamr@ission on 16 December 2015.
The Bank must fulfil all the commitments includedthe plan by 31 December, 2019, and
the process of the completion is controlled redyldyy the designated independent
Monitoring Trustee. On 23 July 2015 — continuing tieorganization procedure — the four
reorganizational commissioners were recalled, dmdugh the appointment of the new
Chief Executive Officer and election as Chairmarthef Board, the Board of Directors is
capable of exercising its full powers.

At the end of 2015, through the asset-separatiorajar part of the commercial real estate
loan portfolio generating significant losses in theevious years was sold by MKB to
MSZVK Magyar Szanalasi Vagyonke#elZrt. with the approval of the European
Commission at actual economic value above the markee. In exchange for this allowed
state subsidization, MSZVK Magyar Szanalasi Vagyae Zrt. acquired 100% direct

ownership in MKB, while the ownership rights andlightions were continued to be
exercised by the NBH.

The open, transparent and non-discriminatory galesedure of MKB Bank under the close
monitoring of the European Commission was succtgsfiosed on 29 June 2016, after the
conditions were met, including obtaining permisdionthe winning consortium members to
gain interest and paying the purchase price. The aeners of MKB Bank became

members of a consortium established by Blue Robiuedtments S.C.A., METIS Private
Capital Funds and Panndnia Pension Fund (45-45a0fership).

On 30 June 2016, the NBH terminated the resolytroness of MKB, after the fulfilment of
all objectives of the resolution.

! BRRD
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On 19 July 2016 one of the owners of MKB Bank, BRa@bin Investments S.C.A. sold 15%
stake to the newly established Employee Share GipeProgramme (hereinafter: “ESOP
Organisation”) of the Bank. Then the new ownerghg Bank were as follows: METIS
Private Capital Fund 45%, Blue Robin Investment.&. 30%, ESOP Organisation 15%,
Pannodnia Pension Fund 10%.

In 2017 there were changes in the indirect ownprstiucture of MKB Bank. At the end of
April 2017 BanKonzult Pénzigyi és Gazdasagi Tardsét. (BanKonzult Kft.) obtained
20.19%, while Promid Invest Zrt. acquired 9.81%irect ownership in MKB through the
change of ownership in Blue Robin Investments S.CFurther, on 1 June 2017 the
management of METIS Private Equity Fund was transfe to Konzum Befektetési
Alapkezeb Zrt. from Minerva Bkealap-kezél Zrt, acquiring also 45% indirect ownership
in the Bank.

On 1 June 2017 RKOFIN Befektetési és Vagyonkekdt. (RKOFIN Kft.) acquired 4%
direct ownership in MKB from Blue Robin Investme®iC.A. The Court of Registration
registered the transaction on 10 August 2017.

On 28 and 29 December 2017, Blue Robin Investm8rEsA. and Pantherinae Pénziigyi
Zrt. bought 10 million shares at 1 000 HUF faceueatach from Pannodnia Pension Fund.
Due to the transaction Pantherinae Pénziigyi Zguieed 3.1% ownership in the Bank, the
interest of Blue Robin Investments S.C.A. increasemn 26% to 32.9%, while the
participation of Panndnia Pension Fund in MKB wasninated. The purchase was entered
in the Register of Shareholders on 4 January 2018.

On 23 August 2018, EIRENE Private Equity Fund aeguithe 9.999999% of MKB shares,
while the interest of METIS Private Equity Fundsidmsed to 35.000001%, which was
registered in the Shareholder Register by the Boalrectors.

By way of share sale and purchase, RKOFIN Kft. pased part of the share package issued
by MKB and held by the ESOP Organisation, altoge®)@20,597 series “A” dematerialised
ordinary shares with a face value of HUF 1000 eddte Board of Directors of MKB
decided on the registration of this change in tegi&er of Shareholders on 1 October 2018.
Following the transfer of shares, the previous 4%kes of RKOFIN Kift. in the Bank
increased to 13.620597%, while the former 15% osliprstake of the ESOP Organisation
decreased to 5.379403%.

On 11 January 2019 Blue Robin Investment S.C.Aarediolder of MKB, officially
informed MKB of the change in its beneficial owner.

BanKonzult Kft., the previous 100% owner of BanKohZ=inance Befektetési Zartkien
Mukodé Részvénytarsasadg (BanKonzult Finance Zrt.”), sitdd 100% participation in
BanKonzult Finance Zrt. to Laszl6 Szijj. The pap#tion embodies 32.9% indirect share in
MKB - directly held by Blue Robin Investment S.CHaving regard to the sale, the indirect
participation of BanKonzult Kft. in MKB ceased.

PROMID FINANCE Zrt., under the indirect influencé @r Adam Balog, chairman - chief
executive officer of MKB Bank, purchased 2,564,&kYies “A” dematerialised ordinary
shares of HUF 1,000 face value each from the shackage of the ESOP Organisation
representing 2.564411%-share of the share capitdkd. After the transaction the ESOP
Organisation has a total of 2.814992% share irBtimek. As of 27 February 2019 the Board
of Directors of MKB registered PROMID FINANCE Ziit the Register of Shareholders as
a shareholder with 2.564411% ownership in the Bank.
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On 30 May 2019 the shares of MKB Bank were addethé¢oproduct list of the Budapest
Stock Exchange, and thereby the shares of MKB veelmitted to the Budapest Stock
Exchange. On 30 May 2019 the type of operatiohefBank changed and as of that date it
functions as a public limited company. The compaayne changed to MKB Bank Nyrt.,
effective from 30 May 2019. The change of form p&mation and the related name change
were registered by the court of registration onh&ly 2019. The first trading day of the
ordinary shares of MKB Bank admitted to BudapesicktExchange was 17 June 2019 in
the Standard category of the equity section of PadaStock Exchange.

The new name of Konzum Befektetési Alapkéz&tt. managing METIS Private Equity
Fund shareholder has been OPUS GLOBAL Befektetémpkzed Zartkotien Mikodé
Részvénytarsasag since 28 June 20X®int Mészaros (address: 8086 Felcsit, kca
311/5.) has a majority influence in the company.

The sole member of RKOFIN Befektetési és Vagyonkekdt. is Metis 2 Private Equity
Fund. Metis 2 Private Equity Fund is managed by<OBlobal Befektetési Alapkezekrt.,
in which Lérinc Mészaros (address: 8086 Felcsdtuiea 311/5.) has a majority influence.

The managing fully liable member of Blue Robin Istraents S.C.A. is Blue Robin

Management S.a.r.l. Blue Robin Management S.had.only one member, UNCIA Finance
Zrt., the sole shareholder of which is UNCIA Alpbi., in which company UNCIA Private

Equity Fund if the sole member. UNCIA Private Egufund is managed by QUARTZ

Alapkezeb Zrt.

11

Name of the shareholders of MKB Bank Plc. Numbgrofshares Total face value of Ownership share
(pieces) shares (HUF) (%)

METIS Magéantkealap 35 000 001 35 000 001 000 35,000001%

Blue Robin Investments S.C.A. 32 900 000 32 900 0 32,900000%

RKOFIN Befektetési és Vagyonkeae{ft. 13 620 597 13 620 597 000 13,620597%

EIRENE Magantkealap 9 999 999 9 999 999 000 9,999999%

The free float ratio was: 8.48%

These financial statements are prepared for geperabses as defined in IAS 1; they are
prepared for the purposes of users who may notestghe Group to prepare customised
reports to suit their specific information needsy/specific information needs beyond these
financial statements may be satisfied with thelstoachange flash report which is prepared
for special purposes for the same period basedhenkey figures of these financial
statements.
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2 Compliance with International Financial Reporting Standards

The consolidated financial statements of the Grioaye been prepared in accordance with
International Financial Reporting Standards (hexéen: “IFRSs”) as adopted by the EU.

IFRSs comprise accounting standards issued by ntenhtional Accounting Standards
Board (hereinafter: “IASB”) and its predecessor Yyo@hd interpretations issued by the
International Financial Reporting Interpretationsn@nittee (hereinafter: “IFRIC”) and its
predecessor body.

These financial statements are presented in Huagdforint (“HUF”), rounded to the
nearest million, except if indicated otherwise. Thmancial statements are authorised for
issue by the Board of Directors on 25 March 2020.

Since 1 January 2018, MKB has been applying theSH#-Rdopted by the EU in its
bookkeeping as well as the preparation of its sgpdinancial statements.

The 2019 figures in these consolidated financetieshents have been compiled on the basis
of the standards effective from January 1, 2019.

3 Basis of measurement

The consolidated financial statements have bequaped on initial recognition at fair value
as inceptivecarrying amount.

The Group classifies subsequent measurementdiatolfowing categories:
» derivative financial instruments are measurediawéue
« financial instruments at fair value through prafitloss are measured at fair value
(hereinafter: “FVTPL")
« financial assets measured at fair value througherottomprehensive income
(hereinafter: “FVTOCI")
« other financial instruments are measured at aneartest (hereinafter: “AC”).

The consolidated financial statements have beempaped based on going concern
assumption.

The preparation of financial statements requiresagament to make judgements, estimates
and assumptions that affect the application of aiting policies and the reported amounts
of assets, liabilities, income and expense.

Estimates and underlying assumptions are reviewedro on-going basis. Revisions to
accounting estimates are recognised in the pemiehich the estimate is revised and in any
future periods affected.

In particular, information about significant areab estimation uncertainty and critical

judgements in applying accounting policies thatehélive most significant effect on the
amount recognised in the financial statements esertbed in Note 35.
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4 Summary of significant accounting policies

Accounting policies are the specific principlessé®s conventions, rules and practices
adopted by the Group in preparing and presentiadittancial statements. The accounting
policies set out below have been applied consigteot all periods presented in these
financial statements, and have been applied cengigtby Group entities.

To ensure data consistency the Group made redtadigih in supplementary notes in some
relevant cases.

a,Financial statement presentation

These Consolidated financial statements includetieeunts of the Group that is MKB and
its subsidiaries, jointly controlled entities angbaciates. The income, expense, assets and
liabilities of the subsidiaries are included in tlespective line items in the consolidated
financial statements, after eliminating inter-compaalances and transactions.

The presentation and functional currency of theuprnwas determined as Hungarian Forints
(“HUPF™).

b,Consolidation
Subsidiaries

Subsidiaries are entities controlled by the Grdtmntrol exists when the Group is exposed,
or has rights, to variable returns from its invahent with the subsidiary and has the ability
to affect those returns through its power overdihasidiary. In assessing control, substantive
potential voting rights are also taken into accouNewly acquired subsidiaries are
consolidated from the date that the Group gaingrabrThe acquisition accounting method
is used to account for the acquisition of subsidgaby MKB. The cost of an acquisition is
measured at the fair value of the consideratiorrgiat the date of exchange, the acquisition
— related costs are recognized in profit or lo$e &cquired identifiable assets, liabilities and
contingent liabilities are measured at their failues at the date of acquisition. Any excess
of the cost of acquisition over the fair value log tGroup’s share of the identifiable assets,
liabilities and contingent liabilities acquired i®corded as goodwill. If the cost of
acquisition is less than the fair value of the @'swshare of the identifiable assets, liabilities
and contingent liabilities of the business acquited difference is recognised immediately
in the Statement of Profit or Loss and Other Cornensive Income

Funds management

The Group manages and administers assets helgestment funds on behalf of investors.
The financial statements of these entities areimduded in these consolidated financial
statements except when the Group controls theyentit

Transactions eliminated on consolidation

Intra-group balances, and any unrealised income expbnse arising from intra-group
transactions, are eliminated in preparing the doeted financial statements.
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c,Investments in Associates and Joint Ventures
Jointly controlled entities

Where the Group is a party to a contractual arnanege whereby, the parties that have joint
control of the arrangement have rights to the rese® of the arrangement, the Group
classifies its interest in the venture as a jogriture. Jointly controlled entities are included
in the consolidated financial statements using tgquiethod of accounting, from the date
that joint control effectively commences until thate that joint control effectively ceases.
Under this method, such investments are initialigtex] at cost, including attributable

goodwill, and are adjusted thereafter for the pastdisition change in the Group’s share of
net assets.

Associates

MKB classifies investments in entities over whitthas significant influence, and that are
neither subsidiaries nor joint ventures, as astmid-or the purpose of determining this
classification, control is considered to be the gowo govern the financial and operating
policies of an entity so as to obtain benefits fritsractivities. Associates are accounted for
under the equity method of accounting. Investmames initially stated at cost, including
attributable goodwill, and are adjusted theredierthe post-acquisition change in MKB’s
share of net assets. For consolidation purpose M&d3 financial statements of an associate
within a three months limit if the reporting periofithe entity is different as at the end of
reporting period.

If the Group’s share of losses of an associatelsquaexceeds its interest in the associate,
the Group discontinues recognising its share dh&rlosses. The interest in an associate is
the carrying amount of the investment in the asgediletermined using the equity method
together with any long-term interests that, in sabse, form part of the Group’s net
investment in the associate.

After the Group’s interest is reduced to zero, todal losses are provided for, and a
liability is recognised, only to the extent thae thntity has incurred legal or constructive
obligations or made payments on behalf of the aaswoclf the associate subsequently
reports profits, the Group resumes recognisingtitge of those profits only after its share of
the profits equals the share of losses not recednis

Please find further details on Jointly controlleditees and Associates in Note 5.

d,Intangible assets

Intangible assets are identifiable non-monetargtaswithout physical substance held for
supply of services, or for administration purposes.

Other intangible assets

Intangible assets that have a finite useful life measured initially at costs and subsequently
carried at costs less any accumulated amortisatiohany accumulated impairment losses.
Intangible assets are amortised over their estonaseful lives not exceeding 15 years from

the date when the asset is available for use, eqgptiie straight-line method.

Intangible assets that have an indefinite usefiel] tir are not yet ready for use, are tested for
impairment annually. An intangible asset is subgectan impairment review if there are
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events or changes in circumstances which indidaé the carrying amount may not be
recoverable.

Expenditure on internally developed intangible aigseftware) is recognised as an asset
when the Group is able to demonstrate its interaiaeh ability to complete the development

and use the software in a manner that will genehatigre economic benefits, and can

reliably measure the costs to complete the devetopnThe capitalised costs of internally

developed software include all costs directly btitable to developing the software, and are
amortised over its useful life.

Subsequent expenditure related on software assetpitalised only when it increases the
future economic benefits embodied in the specifisea to which it relates. All other
expenditure is expensed as incurred.

e,Property, plant and equipment

ltems of property and equipment including leasehoftbrovements and investment
properties are measured initially at cost, inclgdiransaction cost, and then subsequently
cost less accumulated depreciation and impairnosses.

Cost includes expenditures that are directly atteble to the acquisition of the asset. When
parts of an item of property or equipment haveeddht useful lives, they are accounted for
as separate items (major components) of propedyegaipment.

When parts of an item of property or equipment hdiféerent useful lives, they are
accounted for as separate items (major componehpspperty and equipment.

The estimated useful lives of property, plant agdigment are as follows:
e components of freehold buildings are depreciatet maximum 100 years,
e equipment, fixtures and fittings (including equiptheon operating leases where
Group is the lessor) are depreciated over 5-10sybat maximum over 20 years.

Depreciation of property, plant and equipment aauded in “Operating expense” line in
Statement of Profit or Loss and Other Compreherisi#eme.

Property, plant and equipment is subject to an impnt review if there are events or
changes in circumstances which indicate that theyiog amount may not be recoverable.

Net gains and losses on disposal or retirementagdgrty and equipment are recognised in
“Other operating income / (expense), net”, in tearyof disposal or retirement.

f,Investment property
Investment properties are held by the Group to eamtals and for capital appreciation.

The Group uses the cost model for investment ptgpaccording to which the property is
accounted in the Group's books at the purchasésedshen depreciated.

The estimated useful lives of investment propediesas follows:

e components of buildings are depreciated over 25yEa0s
e connecting equipment are depreciated over 20 years
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Depreciation of investment property is included@iher operating income / (expense), net”
line in Statement of Profit or Loss and Other Coshensive Income.

The fair value of the investment properties shallsoipervised yearly by an independent
appraiser. Should the fair value be much lower tii@ncarrying amount, impairment loss
shall be recognized through profit or losses.

g, Cash and cash equivalents

Cash and cash equivalents include notes and caitsiad, unrestricted balances held with
central bank and highly liquid financial assetshwitriginal maturities of less than three

months, which are subject to insignificant riskcbfinges in their fair value, and are used by
the Group in the management of its short-term camanits.

Cash and cash equivalents are carried at amod@sstdn the statement of financial position.
h, Initial recognition and measurement of Financial Irstruments

Outbound loans and claims, and debt securitieses@gnized by the Group on settlement
date. All other debt securities are recognizedmthe Group commits itself either acquiring
the asset, or selling it (trade date accounting).

All financial instruments measured at fair valueiratial recognition. The fair value of a
financial instrument at initial recognition is naailty the transaction price (the fair value of
the consideration given or received).

At initial measurement, all financial instrumentst were measured at amortized cost, are
recognized at a modified fair value by the GroupeTmodified fair value includes all
transaction costs which are directly attributaloléhte issuance and acquisition of financial
instruments.

Financial instruments measured at fair value thinqugfit or loss are recognized at their fair
value by the Group. All related transaction costauired at their inception, issuance, and /
or purchase is accounted as expense through Brdfibss when they incurred. If accounts
payables do not contain significant financing comgrd, they are recognized at transaction
price by the Group.

The Group's financial assets are measured at amdrgost if it is consistent with the
business model and meet the criteria of the SBRI te

Amortized cost is the amount of a financial assdirmancial liability at initial recognition,
reduced by principal repayments, increased or dserk by the difference between the
original amount and amount at maturity cumulativeodization calculated using an
effective interest rate method and in case of rarassets adjusted by any loss allowance.

The effective interest rate is the rate that eyadikcounts the estimated future cash
payments or receipts through the expected lifeheffinancial asset or financial liability to
the

e gross carrying value of the financial asset, or

< amortized cost of the financial liability.

However, in those cases when it is not possiblesliably estimate the cash flows or the
remaining life of a financial instrument (or groapfinancial instruments), the Group uses
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the contractual cash flows over the full contraktean of the financial instrument (or group
of financial instruments).

In case of purchased or originated credit-impafigencial assets (POCI) credit-adjusted
effective interest rate should be used. The cidjiisted effective interest rate (CAEIR) is
the rate that exactly discounts the estimated dmgdefuture cash payments or receipts
through the expected life of the financial asséhtbamortised cost of a financial asset.

The effective interest rate method is the methastiuse measure the amortised cost of the
Group's financial assets or financial liabilitiexlghe method used to allocate and recognises
interest income and interest expense in a giveiogher

Interest income and interest expense should bendieied using the effective interest rate
method and then recognized in the Profit or Lostestent.

Simplified approach for trade receivables, contracassets and lease receivables

In case of future cash flows of financial instrurtsecannot be estimated reliably due to the
specific features of the product, furthermore tbetactual cash flows are not available, the
effective interest rate of the instrument cannoti&rmined.

When interests, commissions and other items adkded to such transactions these are
accounted through profit or loss for using a sifigdi method (ie the effective interest rate is
the same as the nominal interest rate).

i, Classification and subsequent measurement of Finaral Instruments

IFRS 9 standard contains three main categorietagsity and measure the financial assets:
amortised cost (AC), fair value through other cosmansive income (FVTOCI) and fair
value through Profit and Loss (FVTPL).

The Group's business model is determined at a tbatlreflects how groups of financial
assets are managed together to achieve a parttugaress objective. The business model
does not depend on management's intentions fandwidual instrument. Accordingly, this
condition is not an instrument-by-instrument apploao classification and should be
determined on a higher level of aggregation. TheuBruse multiple business models to
manage its financial instruments.

The following business model categories have besmldped in accordance with IFRS 9
standard:

¢ Held to Collect (HTC): an instrument is held foethollection of contractual cash
flows with which the Group aims to realize longatemterest income. There is no
requirement to hold to maturity, a sale is perrditieie to increased credit risk. Sales
could be also consistent with the business mod#iefcredit concentration risks
change or if close to maturity.

e Both Held to Collect and For Sale (HTCS): an instemt that is held for the
collection of contractual cash flows and for théesaf financial assets at the same
time. The purpose of the inception or purchase tlect contractual cash flows, as
well as to realize profit from the increase in the value and minimize loss from
the decrease in the fair value in medium or lomghteCompared to the HTC sales
occur more frequently and are higher in value.

» Other trading business model (TRADING): mainly treidfinancial instruments that
are purchased for short-term gain.
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The listing in the business model reflects the etqi®ns of the Group, not just the intent,
but also the ability. The classification is not é&son scenarios that are not reasonably
expected (‘worst case' or 'stress case' scenHribe Group sells a particular portfolio or
financial asset in a ‘stress case’ scenario, isdoa affect the evaluation of the business
model.

Classification not only depends on the businesseibdt also on the cash flow related
characteristics associated with the financial uimsgnt. The Group has to examine the cash
flows associated with the financial instrumentgaeling those debt instruments that will be
measured at amortised cost or fair value througbratomprehensive income - whether they
comply with the requirements of the principal antkerest definitions according to IFRS 9
(SPPI / Cash-Flow Test).

By Cash-Flow Test the Group examines whether th#ractual cash flows are solely
payments of principal and interest on the princgrabunt outstanding.

Contractual cash flows that are solely paymentgrofcipal and interest on the principal
amount outstanding are consistent with a basicimgndrrangement. In a basic lending
arrangement, consideration for the time value ofeyaand credit risk are typically the most
significant elements of interest. However, in sacharrangement, interest can also include
consideration for other basic lending risks (forample, liquidity risk) and costs (for
example, administrative costs) associated with ihgldhe financial asset for a particular
period of time. In addition, interest can includprafit margin that is consistent with a basic
lending arrangement. However, contractual termg thaoduce exposure to risks or
volatility in the contractual cash flows that isreflated to a basic lending arrangement, such
as exposure to changes in equity prices or comme@dites, do not give rise to contractual
cash flows that are solely payments of principadl amerest on the principal amount
outstanding. An originated or a purchased finarasslet can be a basic lending arrangement
irrespective of whether it is a loan in its legadrh.

The Group shall measure a financial asset at aseortcost if both of the following
conditions are met:
« the financial asset is held within a business medweise objective is to hold financial
assets in order to collect contractual cash fl@ams,
 the financial asset’s contractual cash flows arelyggayments of principal and
interest.

The Group shall measure a debt instrument at faluev through other comprehensive
income if both of the following conditions are met:
« the financial asset is held within a business medelse objective is achieved by both
collecting contractual cash flows and selling ficahassets, and
« the financial asset’s contractual cash flows arelsgayments of principal and
interest.

The Group is able to make an irrevocably electmmmieasure the investments in equity
instruments, which are not held for trading atir‘fealue through other comprehensive
income” category at initial recognition, in othease these financial assets should be
measured at fair value through profit or loss.

All other financial assets are classified by the@upr as the fair value through profit or loss
category.
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j, Classification and subsequent measurement of finarat liabilities

The Group classify its financial liabilities intbd following categories:
» mandatory FVTPL measurement (FVTPL category)albilities are held for trading,
 FVTPL option — based on the decision of entityrdtial recognition (if qualifying
criteria are met),
» amortised cost — other financial liabilities.

Financial liabilities not held for trading initigllmeasured at fair value less transaction cost
by the Group. These liabilities subsequently messat amortised cost calculated by using
the effective interest method.

k, Fair Value Option (FVO)

At initial recognition, the Group may irrevocablgcognize a financial asset or liability at
fair value through profit or loss if it eliminates significantly decreases any valuation or
recognition inconsistencies that would otherwisgeharisen because of the valuation of
assets and liabilities or the profits or lossesegated on them are shown on different bases.

The financial liabilities are measured at fair \@lthrough Profit or Loss at initial
recognition by the Group, the change in fair vadtighe subsequent measurement should be
recognised as the following:
« changes related to own credit risk is measuredugfiramther comprehensive income
(OCl),
« all other changes in fair value is measured thrdRigtiit or Loss.

I, Determination and recognition of the Expected Creil Loss

During classification of the Group’s financial ingihents the primary collateral is
determined as the ability and intention of thertdli|® pay. Except for those transactions that
are covered by collateral which is independenheffinancial and legal position of the client
accordingly the return can be unequivocally ensured

The Group assigns exposures at each reportingdoetio this case monthly — during which
the exposures are allocated to the segments attteteo-called ‘stages’ (stagel, stage2,
stage3 and / or POCI) in accordance with the golasiof IFRS 9 standard.

The Group assesses at each reporting date whetherddit risk of the financial asset has
increased significantly since the initial recogoniti

The Group recognises lifetime expected credit fossall financial instruments when the
credit risk has increased significantly comparethtocredit risk at acquisition or origination
— regardless whether assessed on an individualobbective basis - considering all
reasonable and supportable information, includiag ¥vhich is foreseeable.

When making the assessment, the Group evaluatehheges in the risk of a default

occurring over the expected life of the financiastrument, considering reasonable and
supportable information, that is available withamdue cost or effort which indicate the

changes in credit risk since initial recognition.

The Group determines the significant increase édlitrrisk based on the examination of the
following four conditions:

« changes in the clients’ rating after the issuance,

» PD change in the master scale compared to thalinélue,
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e default in payment,
» the amount of the client's exposure classifiedtages2 exceeds a certain proportion
of its gross exposure.

The existence of any of these conditions is asddsg¢he Group as a significant increase in
the credit risk. If there is no evidence of impadmh have to be assigned to Stage 2, the
transaction could be displaced from stage 2 tcestag

Financial assets whose default risk has increasesdich an extent after initial recognition
that there is objective evidence of impairment h@viee assigned to Stage 3 and a loan loss
allowance has to be recognised by calculating ftifietime Expected Credit Loss (ECL).
Group defines materiality threshold, exposure theg below that threshold should be
considered as a small amount (below the limit). hpairment of those assets which are
above the threshold should be estimated indivigtuall

In order to determine the impairment and allowaocelasses of clients, the expected credit
loss (ECL) should be calculated according to thevent principles of IFRS 9 impairment
model for classes of clients calculated on monitialgis, automatically.

Factors taken into account when determining explextedit loss:
* remaining lifetime in years,
e exposure at default (EaD),
« loss given default (LGD),
« probability of default (PD),
« credit conversion-factor (CCF),
» loss rate of the non-default and default transactio
« discount rate calculated on the remaining lifetime.

The amount of impairment and allowance equals tousrinof expected credit loss.
In Stage 1 the impairment is equal to the 12-Maxjbected credit loss.
In Stage 2 and Stage 3 the impairment is equaletdifetime expected credit loss.

The applied risk parameters are determined on tasisbof statistical models for
homogeneous groups and transaction groups. Thelsnagevalidated at least once a year,
and if necessary it will be revised. Transactidmat are recognised at fair value, the fair
value calculation the credit risk component of digcount factor is calculated based on the
principles related to determination of ECL as namgd above.

The Group calculates the expected credit loss Herremaining lifetime, except for the
following financial instruments for which the losscalculated for 12 months:
» debt securities with low credit risk at the repagtdate,
« financial instruments except for lease receivalded account receivables, which
credit risk do not significantly increased compat@chitial recognition.

For account and lease receivables the Group alealygsilates the lifetime expected credit
loss.

Expected credit losses are probability-weightedmeges of credit losses during the life
expectancy of a financial asset. These are assbgdbd Group as follows:
* financial assets not impaired at the reporting :ddtscounted loss on cash flow
(difference between the contractual cash flowsthadxpected cash flows),
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« financial assets impaired at the reporting datéemince between the gross carrying
amount and the estimated present value of theamdiistg amount,

< undrawn loan commitments: present value of theedifice between the contractual
cash flows that are due to the entity if the holofethe loan commitment draws down
the loan and the cash flows that the entity expectsceive if the loan is drawn down,

« financial guarantee contracts: expected paymentshéo holder, reduced by the
amounts that are expected to be recovered.

If the credit risk of the financial instrument hagreased significantly since its initial
recognition until the reporting date, the Groupogruses the loss on the asset at an amount
of the lifetime expected credit losses.

If the credit risk of the financial instrument hast significantly increased since the initial
recognition until the reporting date, the Groupogrizes loss on the asset at the same
amount of the 12-month expected credit loss.

The impairment / expected credit loss calculatedlfd months is the part of the lifetime
expected loss results from potential default evedittsin 12 months of the reporting date.

The Group recognises loss for the expected cresktdn the following financial instruments
not measured at fair value through Profit or Loss:

» debt instruments,

» lease receivables,

* accounts receivables,

« financial guarantees, and

* loan commitments.

The expected credit loss should be recogniseddstioup as the following:

» deducted amount from the gross carrying value (impnt) — in case of financial
assets measured at amortised cost,

 provision — in case of financial guarantees and loammitments, if the financial
instrument includes both a loan and an undrawn oopts and the Group is unable
to distinguish the expected credit loss calculdt@dthe loan and for the undrawn
components, the Group will therefore determine itnpairment loss on the two
components together. To the extent that the cordbéxpected credit losses exceed
the gross carrying amount of the financial as$et,expected credit losses should be
recognised as a provision,

* in case of financial assets measured at fair viddtgzigh other comprehensive income
(OCl), the impairment loss is not recognized in finencial statement as part of the
assets’ fair value. The recognised impairment nieslifthe cumulative other
comprehensive income.

When recognising the change in the credit risk,@neup reviews the Stage classification
based on the clients' risk characteristics (inaalect the same, hypothetical, credit risk
parameters of a transaction measured at amortisstl are applied) and assigns the
corresponding risk parameters to the transactioimgldhe valuation. Accordingly, the risk
parameters are part of fair valuation and the chadngcredit risk occurs by isolating and
separately recording the effects of these paraseter

For purchased or originated credit-impaired finahaissets at the reporting date the Group
recognises the accumulated changes in the lifeérpected credit loss since the initial
recognition. In the Group's practice, typically ildidenominated receivables appear as
purchased or originated credit-impaired financsseds.
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The Group assesses provision for contingent lissli(i.e. contracted but undrawn loan
commitments, issued financial guarantees, letteradits) as follows:
« in the case of clients / debtors subject to indigidvaluation, the Group determines
the amount of provision individually,
* in other case the Group calculates provision basdtie EAD corrected by CCF.

For transactions accounted as commitments showdsg bn the reporting date, the
calculated provision is the negative differenceneetn the fair value and the gross carrying
amount based on the valuation method.

Impairment and provision are based on the amoulatssfcalculated as above.
m, Determination of fair value

All financial instruments are recognised initialt fair value. In the normal course of

business, the fair value of a financial instrumaminitial recognition is the transaction price

(that is, the fair value of the consideration givanreceived). In certain circumstances,

however, the initial fair value will be based omet observable current market transactions
in the same instrument, or on a valuation technighiese variables include only data from

observable markets, such as interest rate yielkesuoption volatilities and currency rates.

When such evidence exists, the Group recognisesdang gain or loss on inception of the

financial instrument.

When unavailable market data have a significantachpn the valuation of financial
instruments, the entire initial difference in faalue indicated by the valuation model from
the transaction price is not recognised immediatelfthe statement of comprehensive
income but is recognised over the life of the teatisn on an appropriate basis, or when the
inputs become observable, or the transaction nmatmraes closed out, or when the Group
enters into an offsetting transaction.

Subsequent to initial recognition, the fair valésfinancial instruments measured at fair
value that are quoted in active markets are baseHia prices for assets held and offer
prices for liabilities issued. When independentcgsi are not available, fair values are
determined by using valuation techniques whichrréféeobservable market data. These
include comparison with similar instruments whererket observable prices exist,
discounted cash flow analysis, option pricing medahd other valuation techniques
commonly used by market participants. For finanera@truments, fair values may be
determined in whole or in part using valuation t@ghes based on assumptions that are not
supported by prices from current market transastmmobservable market data.

The inputs used by the valuation techniques foerdahing fair values are classified by the
fair value level hierarchy as follows:

* level 1: quoted market price in an active marketfoidentical instrument
* level 2: valuation techniques based on observaiplets
» level 3: valuation techniques using significant loservable inputs

Transfer from level 1 to level 2 of fair value tdezhy may occur when prices on active
market are no longer available. This is the caservthe active market cease to be exists, or
there are no publicly available quotations, howeneservable inputs are still available for
valuation purposes on the instrument under question

Factors such as bid-offer spread, credit profile enodel uncertainty are taken into account,
as appropriate, when fair values are calculatedigusialuation techniques. Valuation

21/146



MKB Bank Nyrt. Data in HUF million except stated otherwise
Consolidated Financial Statements as at 31 DeceRid&r

Yes

techniques incorporate assumptions that other rhapketicipants would use in their

valuations, including assumptions about interese rgield curves, exchange rates,
volatilities, and prepayment and default rates. ¥fseportfolio of financial instruments has
quoted prices in an active market, the fair valighe instruments are calculated as the
product of the number of units and quoted priceramblock discounts are made.

If the fair value of a financial asset measuredaatvalue through profit or loss becomes
negative, it is recorded as a financial liabilitytiliits fair value becomes positive, at which
time it is recorded as a financial asset.

The fair values of financial liabilities are measdirusing quoted market prices, where

available, or using valuation techniques. These ¥alues include market participants’
assessments of the appropriate credit spread tp pine Group’s liabilities.

n, Derecognition of Financial Assets

The following decision tree illustrates the prirle of derecognition of financial
instruments by the Group:

The Group determines whether these principles egpdi
a part of financial assets (or a part of a grougimilar
financial assets) in its entirety.

( N
Has the right to the cash flows from the finaneisdet Yes The asset should be
expired? P derecognized
\ J
No
\ 4
( N\

Has the Group transferred the contractual rightsdeive

cash flows of the financial ass
(N J

¢No

~
Has the Group assumed an obligation to pay the cas
flows from the financial asset meets the conditiofhthe No | continue to recognize the
next paragraph? P asset
\_ J
l Yes
4 N\ Ye‘:
o Has the Group transferred substantially all rigkd a | The asset should be
P rewards "| derecognized
(N J
l No
- N Yes

Continue to recognize the
asset

A 4

Has the Group retained substantially all risks and?

(N J
No
A4 No
f - : The asset should be
[ Has the Groujretained control of the financial ass }—V derecognized
Yes

The Group shall continue to recognize the finanasalet
to the extent of its continuing involvement

The Group derecognises a financial asset whenfératie contractual rights to receive the
cash flows of a financial asset (the 'original #sser retains the contractual rights to receive
the cash flows of a financial asset, but assumesngractual obligation to pay those cash
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flows to one or more recipients (the eventual riecifs’), the Group treats the transaction as
a transfer of a financial asset if, and only if adlthe following three conditions are met:

« The Group has no obligation to pay amounts to thenteal recipients unless it
collects equivalent amounts from the original asShort-term advances by the entity
with the right of full recovery of the amount Iguiis accrued interest at market rates
do not violate this condition.

« The Group is prohibited by the terms of the transtatract from selling or pledging
the original asset other than as security to tlemtesal recipients for the obligation to
pay them cash flows.

* The Group has an obligation to remit any cash flatvsollects on behalf of the
eventual recipients without material delay. In #ddi the Group is not entitled to
reinvest such cash flows, except for investmentagh or cash equivalents during the
short settlement period from the collection datehi® date of required remittance to
the eventual recipients, and interest earned o swestments is passed to the
eventual recipients.

When the Group transfers a financial asset, itl @valluate the extent to which it retains the
risks and rewards of ownership of the financiaktaiss

The Group examines the following before derecogniti

« if the Group transfers substantially all the risksd rewards of ownership of the
financial asset, the Group shall derecognize thmanitial asset and recognize
separately as assets or liabilities any rights @bldyations created or retained in the
transfer,

« if the Group retains substantially all the risksd aewards of ownership of the
financial asset, the Group shall continue to recmthe financial asset,

« if the Group neither transfers nor retains subgthytall the risks and rewards of
ownership of the financial asset, the Group sheatenine whether it has retained
control of the financial asset. In this case:

o if the Group has not retained control, it shalledegnize the financial asset and
recognize separately as assets or liabilities myints and obligations created or
retained in the transfer,

o if the Group has retained control, it shall conéine recognize the financial
asset to the extent of its continuing involvemernthie financial asset.

The extent of the Group's continuing involvementhe transferred asset is the extent to
which the Group is exposed to changes in the \afitiee transferred asset.

The transfer of risks and rewards is evaluated dipparing the Group’s exposure, before
and after the transfer, with the variability in tmounts and timing of the net cash flows of
the transferred asset. The computation and congmadse made using the current market
interest rate as discount rate. All reasonably iptessvariability in net cash flows is
considered, with greater weight being given to ¢hastcomes that are more likely to occur.

The Group has retained substantially all the riskd rewards of ownership of a financial
asset if its exposure to the variability in thegenat value of the future net cash flows from
the financial asset does not change significargtlst eesult of the transfer.

An entity has transferred substantially all thégiand rewards of ownership of a financial
asset if its exposure to such variability is nogen significant in relation to the total
variability in the present value of the future meish flows associated with the financial
asset.
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Asset transfers holding all or substantially altloé risks and rewards could be for example
repo transactions (for repo transactions, the Gamsiders whether the risks and rewards
incurred in the transaction are substantially tiemed or not).

Derecognition due to significant changes in contracal cash flows of financial
liabilities

The terms are substantially different if under ti@ev terms the present value discounted at
the original effective interest rate of the cagiwl — including fees received and paid —is at
least 10% different from the discounted presentievalf the remaining cash flows of the
original financial asset. If the exchange of deistiuments or the modification of the terms
is treated as derecognition, the Group will recegrany costs or fees incurred as a gain or
loss related to the termination of the asset.dfélkchange or modification is not accounted
for as derecognition, the costs or fees incurrddmodify the carrying amount of the asset
and will be amortised over the remaining maturityhe modified loan.

The Group considers it a significant change if¢batractual currency is modified, or if the
contractual interest rate is changed from vari&bfe, or inversely.

Write-off of financial assets under legal proceedig

Loans which are under legal proceeding (bankrupigyidation and final proceedings) and
in case of enforcement collateral transactions:
» the Group’s contractual right to receive cash fldvesn the financial asset does not
expire,
« the Group did not transfer the right of collectoash flows from the financial asset,
« the Group did not assume any obligation to paydaeh flows from the financial
asset,
therefore the Group does not derecognize such itemtisely from its books, but may
partially derecognize them.

When the Group can reasonably not expect to recpaer of the financial asset while
maintaining the legal claim it is considered asaial recognition. In such cases, the Group
directly reduces the gross carrying amount of ih&nicial asset.

After the legal waiver of the claim, the Group magite down the total gross carrying
amount of the financial asset if it is not ableb® recovered and void according to the
relevant internal rules (in this case there isagal claim).

0, Derecognition of financial liabilities

The Group removes a financial liability (or a pafta financial liability) from its statement
of financial position when, and only when, it igiaguished — when the obligation specified
in the contract is fulfilled or cancelled or exgire

Exchange between an existing borrower and lendetebt instruments with substantially
different terms shall be accounted for as an eutsignent of the original financial liability
and the recognition of a new financial liability.

Similarly, a substantial modification of the tergfsan existing financial liability or a part of
it (whether or not attributable to the financiaffidulty of the debtor) shall be accounted for
as an extinguishment of the original financial ilis§ypand the recognition of a new financial
liability.
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The terms are substantially different if under ti@ev terms the present value discounted at
the original effective interest rate of the cagiw — including fees received and paid — is at
least 10% different from the discounted presente/alf the remaining cash flows of the
original financial liability. If the exchange of beinstruments or the modification of the
terms is treated as derecognition, the Group witbgnize any costs or fees incurred as a
gain or loss related to the termination of theiligh If the exchange or modification is not
accounted for as derecognition, the costs or feasiied will modify the current amount of
the liability and will be amortised over the remag maturity of the modified loan or
financial liability.

p, Financial guarantees

The Group does not recognise the financial guagan&s contingent items in the Financial
Statement items because this could cause recagsitich income or expense which may not
being realisable.

In case when the realisation of income or expessaibstantially sure, the asset does not
considered as contingent item and it should begmsed in the Financial Statement items
assessed permanently in order to the Group posthiieges up the Financial Statement in
time.

Insofar the occurrence of economic benefits inflawoutflow being substantially sure, the
relating income or expense should be accountelgiainperiod wherein the probability of the
occurrence changed.

The Group considers the occurrence of economicfibemaflow or outflow as substantially
sure when the Client written inform the Bank of ihgention to draw on guarantee.

The Group subsequently recognise the contractsnandial guarantee at the higher of the
amount of the accounted loss and the amount igitietognised less cumulative income.

g, Loans and advances to banks and customers

Loans and advances to banks and customers inabades land advances originated by the
Group which are classified as Fair Value ThrougbfiPor Loss or Amortised cost. Loans
and advances are recognised when cash is advamdssirowers. They are derecognised
when either borrower repay their obligations, oe flbans are sold or written off, or
substantially all the risks and rewards of ownegrshie transferred.

If they are measured at amortised cost they at&llyirecorded at fair value plus any
directly attributable transaction costs and aressgbently measured at amortised cost,
otherwise they are measured at fair value. Wheamdoand advances are hedged by
derivatives designated and qualifying as fair vaheelges, the carrying value of the loans
and advances so hedged includes a fair value awustor the hedged risk only.

r, Non-current assets held for sal@nd discontinued operations
Financial instruments that meet the IFRS 5 standdtetria’s are recognized as held for sale
by the Group. The Group classifies a non-curresgtess held for sale, if its carrying amount
will be recovered principally through a sale trarisan, rather than through continuing use.
A disposal group is a group of assets that arendted to be disposed by sale or in another

way, collectively, as a single group, in a singlansaction and the liabilities directly
attributable to those assets that are transfeurdgdgithe transaction.
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To meet the criteria for classification as held fdesa

» the asset (or disposal group) must be availableinfonediate sale in its present
condition subject only to terms that are usual emstomary for sales of such assets
(or disposal groups) and its sale must be highitypable,

« for the sale to be highly probable, the appropriateel of management must be
committed to a plan to sell the asset (or dispgealip), and an active programme to
locate a buyer and complete the plan must have ibéexted,

« the plan or decision to sell must be approved ooatance with the relevant rules of
the Group in order for the sale to be consideredhigbly probable and it is also
necessary to include it in the report,

 the asset (or disposal group) must be actively etack for sale at a price that is
reasonable in relation to its current fair value tbe Group advertise it at the
appropriate forum,

« the sale should be expected to qualify for recogmias a completed sale within one
year from the date of classification,

* actions required to complete the plan should irtditiaat it is unlikely that significant
changes to the plan will be made or that the pléirbe withdrawn.

Assets held for sale or disposal groups shouldebegnized separately in the statement of
financial position.

A disposal group classified as held for sale maglifufor the definition of the discontinued
operations.

Discontinued operations are a part of the Group hlaa been disposed of or classified as
held for sale and embody a distinct, major indusirgeographical area of activity and are
part of a coordinated plan for disposing a sepdrasiness or geographical area of activity.

The result of the discontinued operation and thiesgar losses at sale should be recognized
in a separate line in the Statement of Profit csd.and Other Comprehensive Income by the
Group.

The Group measures a non-current asset (or disposah) classified as held for sale at the
lower of its carrying amount or fair value lesstdmssell.

If the fair value less cost to sell is less tham ¢harrying amount of the non-current assets or
assets or liabilities part of the disposal grouphatdate of classification as held for sale an
impairment loss shall be recognized.

Fair value less cost to sell must be re-determiategach reporting date and, if higher than
the carrying amount, the impairment loss shouldeversed up to the amount of impairment
loss recognized previously.

Please find further details on non-current finanassets and liabilities held for sale in Note
39.

s,Financial assets and liabilities held for trading

Treasury bills, debt securities, equity shareschassified as held for trading if they have
been acquired principally for the purpose of sgllar repurchasing in the near term. These
financial assets or financial liabilities are recsgd on trade date, when the Group enters
into contractual arrangements with counterpartegurchase or sell securities, and are
normally derecognised when either sold (assetexiinguished (liabilities). Measurement is
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initially at fair value, with transaction are recoged in Statement of Profit or Loss and

Other Comprehensive Income. Subsequently, theivtdues are remeasured, and all gains
and losses from changes therein should be recabimgbe Statement of Profit or Loss and

Other Comprehensive Income in “Other operating nmed (expense), net” as they arise.

Interest earned on trading debt securities is tefdaas interest revenue among the interest
income when it becomes due. The dividends earnedraming equity instruments are
disclosed separately among the interest income wdwgived. Interest payable on financial
liabilities acquired for trading purposes is repdras interest expense.

Long-term deposit

The interest payable on certain fixed rate longatdeposits from investment funds has been
matched with the interest on ‘receive fixed / payiable’ interest rate swaps and cross-
currency swaps as part of a documented interestisdt and FX risk management strategy.
An accounting mismatch would arise if the depositse accounted for at amortised cost,
because the related derivatives are measuredravdiie with changes in the fair value
recognised in the Statement of Profit or Loss atfteOComprehensive Income.

Structured Bonds

MKB issues structured bonds for its retail anditngbnal clients since 2008. The Group
eliminated its interest and foreign currency riskiag from the above mentioned options by
entering into offsetting option transactions. Tamahate valuation inconsistencies, these
structured bonds are designated at fair value aditpor loss in their entirety and as a
consequence the embedded derivatives are not ssghara

The fair value designation, once made, is irrevicaBesignated financial assets and
financial liabilities are recognised when the Graupers into the contractual provisions of
the arrangements with counterparties, which is @diyeon trade date, and are normally
derecognised when sold (assets) or extinguishabllities). Measurement is initially at fair
value, with transaction costs taken directly to Btatement of Profit or Loss and Other
Comprehensive Income. Subsequently, the fair vadwmesemeasured, and gains and losses
from changes therein are recognised in “Interedtsamilar to interest income”.

t, Securities

Investments in securities are classified as asseet for liquidity purposes if there was a
decision made previously about possible disposehse of the changes in market conditions
or the securities have not been classified intodtier categories. By these assets the
objective is to achieve both collecting contractoash flows and selling financial assets.
Financial investments are recognised on trade @dten the Group enters into contractual
arrangements with counterparties to purchase siesyrand are derecognised when either
the securities are sold or the borrowers repay tidigations.

The liquid securities are initially measured at falue modified by direct and incremental
transaction costs. They are subsequently remeastiridr value, and changes therein are
recognised in the Other comprehensive income. iRglddb these assets impairment loss
should be accounted in the Other comprehensivariac&hen these securities are sold,
cumulative gains or losses previously recognisethé Other comprehensive income are
recognised in the Statement of Profit or Loss ahé&Doperating income / (expense), net”.
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u, Derivatives

Derivatives are recognised initially, and are sgbsatly remeasured, at fair value. Fair
values of exchange-traded derivatives are obtdioed quoted market prices. Fair values of
over-the-counter derivatives are obtained usingiatédn techniques, including discounted
cash flow models and option pricing models.

Derivatives may be embedded in other finandidlost contract is financial asset, then
embedded derivative is not separadecording to the IFRS 9 standard.

Derivatives are classified as assets when theivédile is positive or as liabilities when their
fair value is negative. Derivative assets and liids arising from different transactions are
only offset if the transactions are with the saroanterparty, a legal right of offset exists,
and the parties intend to settle the cash flowa pat basis.

Vv, Leases

In accordance with the requirements of IFRS 16,Gheup, as lessee, introduces a single
model to recognise right-of-use asset and leagslityaon balance sheet. In this case,
presents separately the interest expense for éise lebility and the depreciation charge for
the right-of-use asset. In some cases (e.g whea tha change in the lease term or in future
lease payments arising from a change in an indeate) the Group as lessee remeasures the
lease liability.

At the commencement date, the Group assesses wiie¢hkessee is reasonably certain to
exercise an option to extend or not to exerciseion to terminate the lease. The Group
considers all relevant facts and circumstances ¢heséite an economic incentive for the
lessee to exercise, or not to exercise, the option.

The Group recognises the right-of-use asset antetse liability as at the commencement
date of the lease. The right-of-use asset is llyitmeasured at cost, which includes the
initial amount of the lease liability, adjusted fe@ase payments incurred on or before the
commencement date, increased initial direct castiscasts for dismantling, removing and

restoring the underlying asset and for site reitovaand less any leasing incentives.

The Group, as lessor, classifies its leasing cot#tras finance or operating leases based on
decision tree according to the requirements ofstaadard. Initially, the Group recognises
the lease liability at the present value of theséegpayments outstanding at the
commencement date, discounted at the implicit ésterate of the lease. On subsequent
measurement, the Group recognises depreciation hen right-of-use asset from the
commencement date to the end of the useful lith@lnderlying asset.

After the commencement date of the lease term,Gheup depreciates the asset on a
straight-line basis, from the commencement datbdcearlier of the useful life or the end of
the lease term.

After the commencement date, the Group measurdedbe liability at amortized cost using
the effective interest rate method. The Group tisesevised interest rate at the date of the
revaluation as the revised discount rate. In cehtthe Group reassesses the lease liability
by discounting the revised lease payments if fulesse payments are changed due to
changes in an index or rate.
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Presentation in the financial statements

During the lease term, the Group recognises leagm@nts for short-term leases and low
value leases as an expense in Statement of Prafitss and Other Comprehensive Income.

The right-of-use assets are included in ‘Intangiplproperty and equipment’ and lease
liabilities in ‘Other liabilities and provisions’nithe Consolidated Statement of Financial
Position.

After the commencement date the Group recogniseselated costs in Statement of Profit
or Loss and Other Comprehensive Income, if thesenat recognised as part of the cost of
the right-of-use asset. Interest on lease liagditis included in ‘Interest expense’. The
depreciation of a right-of-use asset is recognesetperating expense'.

The Group classify the right-of-use assets ariiogn operating leases that are leased or
subleased in the Consolidated Statement of FinkRosition by reference to the nature of
the underlying asset.

w, Deposits, debt securities issued and subordinateidbilities

Deposits, debt securities issued and subordin@biities are the Group’s sources of debt
funding.

When the Group sells a financial asset and simedtasly enters into a “repo” or “stock
lending” agreement to repurchase the asset (om#asiasset) at a fixed price on a future
date, the arrangement is accounted for as a depaslitthe underlying asset continues to be
recognised in the Group’s financial statements.

Deposits, debt securities issued and subordinaddities are initially measured at fair
value plus transaction costs, and subsequently uredst their amortised cost using the
effective interest method, except for the itemsalvhat initial recognition are designated by
the Group to fair value through profit or loss cgtey.

The Group carries some deposits, debt securitidssahordinated liabilities at fair value,
with fair value changes recognised in profit orslos

X, Provisions

A provision is recognised if, as a result of a pagtnt, the Group has a present legal or
constructive obligation that can be estimated bgliaand it is probable that an outflow of
economic benefits will be required to settle thégattion.

Contingent liabilities, which include certain guatees, are possible obligations that arise
from past events whose existence will be confirnoedly by the occurrence, or non-
occurrence, of one or more uncertain future evaotswholly within the control of the
Group, and present obligation that arises from pashts but is not recognised, because it is
not probable that an outflow of resources embodgognomic benefits will be require to
settle the obligation, or the amount of the oblgatcannot be measured with sufficient
reliability. Contingent liabilities are not recoged in the financial statements but are
disclosed in the additional notes.
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y, Income tax
Income tax comprises current tax and deferred tax.

By accounting treatment for current and future meotax, the Group recognises the tax
consequences of the future recovery / settlemetiteo€arrying amount of assets, liabilities,
transactions and other events of the current pehat are recognised in the statement of
financial position.

The Group applies the corporate income tax as iedamx

Current tax is the tax expected to be payable entdkable profit for the year, calculated
using tax rates enacted or substantively enactatédend of the reporting period, and any
adjustment to tax payable in respect of previoasse

Deferred tax is measured at tax rates that areceegheto be applied to the temporary
differences when they reverse, based on laws that heen enacted or substantively enacted
by the end of the reporting period.

Deferred tax is provided using the financial pasitimethod, providing for temporary
differences between the carrying amounts of asseds liabilities for financial reporting
purposes and the amounts used for taxation purposes
Deferred tax is not recognised for the followinmpmrary differences:
« the initial recognition of goodwiill
« the initial recognition of assets or liabilities @ transaction that is not a business
combination and that affects neither accountingtaxable profit, and
« differences relating to investments in subsidiariethe extent that they probably will
not reverse in the foreseeable future.

Deferred tax asset is recognised only to the exteatt it is probable that future taxable

profits will be available against which the assah de utilised. Deferred tax assets are
reviewed at the end of each reporting period andettuced to the extent that it is no longer
probable that the related tax benefit will be esdi.

Deferred tax assets and liabilities are offset with@y arise in the same entity and relate to
income taxes levied by the same taxation authaaitg, when a legal right to offset exists in
the entity.

Deferred tax relating to fair value re-measurenw#ritnancial assets measured at fair value
through other comprehensive income, which are @thay credited directly to equity, is
also credited or charged directly to equity .

z, Interest and similar to interest income and expense
Interest income and expense relating to use thectéfé interest method is recognised in

‘Interest and similar to interest income’ and ‘gt expense’ in the Statement of Profit or
Loss and Other Comprehensive Income.
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aa, Net income from commissions and fees

Fee and commission income is accounted for aswsllo
* income earned on the execution of a significanti@cecognised as revenue when
the act is completed (for example the arrangemanthle acquisition of shares or
other securities) and
e income earned from the provision of services isogaised as revenue as the
services are provided (for example asset managesnengervice fees).

bb, Other operating income / (expense), net

Other operating income / (expense), net compriséissgess losses related to trading and
investment assets and liabilities, and includeseallised and unrealised fair value changes
and foreign exchange differences.

cc, Dividends

Dividend income is recognised when the right teehee income is established. Usually this
is the ex-dividend date for equity securities.

dd, Segment reporting

MKB formed its reporting segments in line with IFRS “Operating Segments”. An
operating segment is a component of the Group éhghges in business activities from
which it may earn revenues and incur expense, amusevoperating results are regularly
reviewed by the Group's chief operating decisiokens make decisions about resources to
be allocated to the segment and assess its perfoendurthermore for which discrete
financial information is available. The Group deteres operating segments on nature of the
business (business segment) or geographically (gebgal segment).

Segment revenue, segment expense, segment asssegament liabilities are determined as
those that are directly attributable or can becalled to a segment on a reasonable basis,
including factors such as the nature of items, ¢baducted activities and the relative
autonomy of the unit. The Group allocates segnmrégnue and segment expense through an
inter-segment pricing process. These allocatioescanducted on arm’s length terms and
conditions. Please find further details on segmepbrting in Note 38.

The Group does not have any foreign segments.

ee,Foreign currencies

Items included in the financial statements of eafcthe Group’s entities are measured using
the currency of the primary economic environmentwhich the entity operates (‘the
functional currency’).

Transactions in foreign currencies are translatethé respective functional currencies of
Group entities at exchange rates at the dates eoftrimsactions. Monetary assets and
liabilities denominated in foreign currencies ake tlend of the reporting period are
retranslated to the functional currency at the argle rate at that date. The foreign currency
gain or loss on monetary items is the differenceveen amortised cost in the functional
currency at the beginning of the period, adjustedeffective interest and payments during
the period, and the amortised cost in foreign cuyeranslated at the exchange rate at the
end of the period.
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Non-monetary assets and liabilities denominatefibigign currencies that are measured at
fair value are retranslated to the functional cugyeat the exchange rate at the date that the
fair value was determined. Foreign currency diffiees arising on retranslation are
recognised in profit or loss.

The assets and liabilities of foreign operationsluding goodwill and fair value adjustments
arising on acquisition and equity put options, taa@slated to HUF at exchange rates at the
end of the reporting period. The income and expen$éoreign operations are translated to
HUF at exchange rates at the dates of the transactForeign currency differences are
recognised directly in equity, in the Currency slation reserve. When a foreign operation
is disposed of, in part or in full, the relevantamt in the foreign currency translation
reserve is transferred to profit or loss.

ff, Share capital

Shares are classified as share capital when thare contractual obligation to deliver cash
or other financial assets to the holders. Increalerusts directly attributable to the issue of
equity instruments are presented in equity as adtieth from the proceeds, net of tax.

gg, Treasury shares

The cost of the Group’s repurchased equity instnimétreasury shares') is deducted from
equity. Gain or loss is not recognised on the pasehsale, issue, or cancellation of treasury
shares. Treasury shares may be acquired and hettelgntity or by other members of the
consolidated Group. Consideration paid or receisedcognised directly in equity.

hh, Earnings per share

The Group presents basic and diluted earningsh@e {EPS) data for its ordinary shares.
Basic EPS is calculated by dividing the profit @sd attributable to ordinary shareholders of
the Bank by the weighted average number of ordisheres outstanding during the period.
Diluted EPS is determined by adjusting the profit loss attributable to ordinary
shareholders and the weighted average number ofaoydshares outstanding for the effects
of all dilutive potential ordinary shares. For fet information about basic and diluted EPS,
please see Note 34.

ii, The effect of adopting new and revised Internatioal Financial Reporting
Standards effective from 1 January 2019

The following amendments to the existing standanid new interpretation issued by the
IASB and adopted by the EU are effective for theremt reporting period:

* IFRS 16 “Leases”— adopted by the EU on 31 October 2017 (effediiweannual
periods beginning on or after 1 January 2019),
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4.1  Effect of implementation of IFRS 16

At 1 January 2019

Operating lease commitment at 31 December 201&eleskd in the financial

statements 4 540
Short term leases and leases of low-value assets (600)
Effect on discounting (138)
Finance lease liabiities recognized under IAS 4a831 December 2018 8 802

Lease liabilities recognized at 1 January 2019

By implementing of IFRS 16, the Group applied mimdif retrospective method;
therefore there is no difference between assetdialpitities. At initial recognition the
Group used 3.3% as averdgeremental borrowing rate.

« Amendments to IFRS 9 “Financial Instruments” - Prepayment Features with
Negative Compensation — adopted by the EU on 22ciM&018 (effective for
annual periods beginning on or after 1 January 019

« Amendments to IAS 19 “Employee Benefits™ Plan Amendment, Curtailment or
Settlement — adopted by the EU on 13 March 201fceve for annual periods
beginning on or after 1 January 2019),

« Amendments to IAS 28 “Investments in Associates andbint Ventures” - Long-
term Interests in Associates and Joint Venturedopted by the EU on 8 February
2019 (effective for annual periods beginning omfter 1 January 2019),

« Amendments to various standards due to “Improvemerd to IFRSs (cycle 2015 -
2017)" resulting from the annual improvement project BRSE (IFRS 3, IFRS 11,
IAS 12 and IAS 23) primarily with a view to remogiinconsistencies and clarifying
wording — adopted by the EU on 14 March 2019 (¢ffecfor annual periods
beginning on or after 1 January 2019),

« IFRIC 23 “Uncertainty over Income Tax Treatments” — adopted by the EU on
23 October 2018 (effective for annual periods begig on or after 1 January
2019).

The adoption of these amendments to the existiagdards — except of IFRS 16 - has not
led to any material changes in the Group’s findratetements.

j, New and revised Standards and Interpretations issd by IASB and
adopted by the EU but not yet effective

At the date of authorisation of these financialtesteents, there are new standards,
amendments to the existing standards nor intetzesawhich are issued by IASB and
adopted by the EU and which are not yet effective:

* Amendments to References to the Conceptual Framewoin IFRS Standards —
adopted by EU on 6 December 2019 (effective foruahperiods beginning on or
after 1 January 2020),

* Amendments to IAS 1 “Presentation of Financial Stagments” and IAS 8
“Accounting Policies, Changes in Accounting Estimas and Errors” -
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Definition of Material- adopted by EU on 10 December 2019 (effective fouah
periods beginning on or after 1 January 2020),

e Amendments to IFRS 9 “Financial Instruments”, IAS 3 “Financial
Instruments: Recognition and Measurement”, IFRS 7 Financial Instruments:
Disclosures” — Interest rate Benchmark Reform -adopted by EU on 15 January
2020 (effective for annual periods beginning omfver 1 January 2020).

The Group does not adopt these new standards agdaments to existing standards before
their effective date. The Group anticipates that #doption of these new standards,
amendments to the existing standards and new metatns will have no material impact
on the financial statements of the Group in théopleof initial application.

kk, Standards and Interpretations issued by IASB but nbyet adopted by the
EU

At present, IFRS as adopted by the EU do not sagmfly differ from regulations adopted
by the International Accounting Standards BoardS@) except for the following new
standards, amendments to the existing standardsvendinterpretation, which were not
endorsed for use in EU as at 25 March 2020:

IFRS 14 “Regulatory Deferral Accounts” (effective for annual periods
beginning on or after 1 January 2016) the European Commission has decided
not to launch the endorsement process of thisimtetandard and to wait for the
final standard,

IFRS 17 “Insurance Contracts” (effective for annud periods beginning on or
after 1 January 2021),

 Amendments to IAS 1 “Presentation of Financial Steements” - Classification of
Liabilities as Current or Non-Current (effective finnual periods beginning on or
after 1 January 2022),

Amendments to IFRS 3 “Business Combinations™ Definition of a Business

(effective for business combinations for which #mmuisition date is on or after
the beginning of the first annual reporting pertmyinning on or after 1 January
2020 and to asset acquisitions that occur on er #fe beginning of that period),

Amendments to IFRS 10 “Consolidated Financial Staments” and |AS 28
“Investments in Associates and Joint Ventures* Sale or Contribution of Assets
between an Investor and its Associate or Joint Menand further amendments
(effective date deferred indefinitely until the @asch project on the equity method
has been concluded).

The Group anticipates that the adoption of these standards, amendments to the existing
standards and new interpretations will have no natenpact on the financial statements of
the Group in the period of initial application.
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5 Group of consolidation

The Bank has performed an analysis in order to e@@mvhether as an investor it controls
its investees, and to what extent the control exibhis control determines the disclosure of
the investees as a subsidiary, joint arrangemeirit (pperation or joint venture) or as an
associate in the consolidated financial statemafntse Group.

The conclusions were prepared in accordance wihlnkernational Financial Reporting
Standards and the Accounting policies (4. Finarstetement presentation, 4. Consolidation,
4. Investments in jointly controlled entities ars$aciated companies).

The Bank, as the first step of the analysis comsittee relevant activities of the investees;
subsequently analyses to what extent the Groupxpesed to variable returns from its
involvement with the investees, as well as whettheough its voting rights, delegated
officers or other contractual rights the Group lideato affect those returns, namely it has
power over the investees.

The Group consolidates those subsidiaries, whidratp as finance company, investment
fund, subsidiary company and their total assetsrame than HUF 3,000 million.

Subsidiaries (businesses to be included in thechrkolidation approach) were excluded as
well, in case three of the following conditions gimtly met:
* the net revenues are less than HUF 500 million,
» the share capital is less than HUF 500 million,
» the total equity is less than HUF 1,000 milliondan
« the amount of total assets is less than HUF 3,00dm because those investees are
not considered material.

In case one of the subsidiaries of the exemptedidialies is to be consolidated based on
the above thresholds, then the previously exengibdidiary must be consolidated as well.

Jointly controlled entities and associated compagising equity method of accounting) can
be exempted from the consolidation, if three offtilowing conditions are jointly met:
« the Group’s share in net revenues are less than3@0million,
» the Group’s share in share capital is less than BQFmillion,
* the Group’s share in total equity is less than HLIFOO million, and
« the Group’s amount of total assets is less than BIOPO million, because those
investees are not considered material.

Furthermore the Bank can exempt the subsidiamtljoicontrolled entity and associated
company from the group of consolidation, if:

» the headquarter is situated in a country, wherel@bal system does not allow the
submission of the necessary data and information,

« the consolidation would lead to misleading res{gteticularly, in case the duration of
the control or the participation is foreseen tdess than one year),

* MKB’s ability to control the investee is restrictegjally or contractually,

» without these entities, the consolidated finanstatements of the Group provide a
true and fair view about the financial position gredformance of the Bank and other
subsidiaries. In case there are more subsidiana®lying with this requisite, they
must be examined together, whether the exemptidimesk entities distort the true and
fair value of the parent company and other subs@éignamely the sum of the total
assets and contingent liabilities individually asallectively are less than 1% of total
assets and contingent liabilities of the parent mamy,
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* in case the entities do not reach the minimum efdé&fined conditions individually,
but they exceed those collectively, they cannotctesidered negligible, the Bank
does not exempt them from the group of consolidatio

Entities included in Group of consolidation anditlaetivities are as follows:

51
2019
Company Pergentage af Pergent_age i . iy Pf Brief description of activities
equity owned voting rights  incorporation
Euro - Immat Uzemeltetési Kift. 100,00% 100,00% Hungaryintangible assets, license maintenance
Exter-AdéssagkezgKft. 100,00% 100,00% Hungary  Collecting receivables
Extercom Vagyonkez&Kft. 100,00% 100,00% Hungary Property investments
MKB-Euroleasing Autélizing Szolgaltatd Zrt. 100,00% 00100% Hungary  Car and consumer finance activitégrdinance activities
MKB Bank MRP Szervezet 100,00% 0,00% Hungary Specigiqae entity for the Employee Share Program
MKB Nyugdipénztart és Egészségpénztart Kiszolydto 100,00% 100,00% Hungary Other financial services
MKB Uzemeltetési Kift. 100,00% 100,00% Hungary Property operation and maintes
Retail Prod Zrt. 100,00% 100,00% Hungary Car and consumer financeitiestiv
MKB-Pannénia AlapkezéIZrt. 49,00% 49,00% Hungary Investment fund manage metivity
MKB Digital Szolgaltaté Zrt. 100,00% 100,00% Hungary  d@rvices
2018
Company Pergentage i Pergentfa\ge i . i .Of Brief description of activities
equity owned voting rights  incorporation
Euro - Immat Uzemeltetési Kift. 100,00% 100,00% Hungaryintangible assets, license maintenance
Exter-AdéssagkezgKft. 100,00% 100,00% Hungary  Collecting receivables
Extercom Vagyonkez&Kft. 100,00% 100,00% Hungary Property investments
MKB-Euroleasing Autéhitel Zrt. 100,00% 100,00% Hungary Car and consumer finance activities
MKB-Euroleasing Autélizing Szolgaltatd Zrt. 100,00% 00100% Hungary Car finance activity
MKB Euroleasing Zrt. 100,00% 100,00% Hungary Holding of Euroleasing grotiger finance activites
MKB Bank MRP Szervezet 66,32% 0,00% Hungary Specigigae entity for the Employee Share Program
MKB Bank Teliesitményjavadalmazasi MRP szervezete 0,0006 100,00% Hungary Special purpose entity for tmpl&yee Share Program
MKB Nyugdijpénztart és Egészségpénztart Kiszolgdlo 100,00% 100,00% Hungary  Other financial services
MKB Uzemeltetési Kit. 100,00% 100,00% Hungary Property operation and maintsn
Retail Prod Zrt. 100,00% 100,00% Hungary Car and consumer financeitiestiv
MKB-Pannénia AlapkezélZrt. 49,00% 49,00% Hungary Investment fund manage metivity

The conclusions related to the entities examinedrdken down by activities

a)Vehicle financing:
Euroleasing Group
MKB-Euroleasing Zrt.

Following the reorganization of the ownership stuwoe of MKB-Euroleasing Group
(hereinafter: “Euroleasing Group”), the Bank ob&ainl00% direct ownership and voting
rights in the company in September 2015. Therestilidhree companies in the market that
are dominant in a broad spectrum of the marketheavé significant market share, including
the Euroleasing Group.

On December 31, 2018, the structure of the Eurmlgasroup changed. MKB Euroleasing
Zrt. And MKB-Euroleasing Autohitel Zrt. merged witiKB-Euroleasing Autdlizing Zrt.
Following the change in the structure, MKB Bank aibéd 100% direct ownership and
voting rights in MKB-Euroleasing Autélizing Zrt.,hile Retail Prod Zrt., Euroleasing Kft.
and |.C.E. Kft.directly owned by MKB-Euroleasing Autdlizing Zrindlirectly 100% owned
by MKB Bank). MKB Bank consolidates the company.

Euroleasing Group’s profit after taxation for 20atounted to HUF 1,954 million. The
agricultural machinery financing in 2019 was 11.b#her than in 2018.
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Retail Prod Zrt.

In 2015, Retail Prod Zrt. became part of the Grofiponsolidation as a subsidiary of MKB-
Euroleasing Zrt. which has 100% ownership and gotights in Retail Prod Zrt. The main
activity of the company is car and consumer finagcBSince 2015, the MKB Bank Nyrt. has
nominated new members to the Board of Directors tanthe Supervisory Board. From
2017, MKB Bank Nyrt. delegates all members of thpe&visory Board and the Chairman
of the Board of Directors, therefore through thbsdies and by common regulations and
risk management the Bank is able to directly inflethe important decisions related to the
relevant activities. As a result of the acquisitmnRetail Prod Zrt., HUF 604 million gain
was recognized and disclosed in Other operatingmec/ (expense), net in the financial
statements for 2015. In order to cover the risks @otential contingent liabilities identified
in the portfolio of the acquiree the Group recogdiprovision for liabilities. In the reporting
period the provision amounted to HUF 412 milliors leen reserved.

Following the reorganization of the ownership stoe of Euroleasing Group at 1 January
2019, MKB-Euroleasing Autdlizing Zrt. obtained 10@fitect ownership and voting rights

in the company at 1 January 2019, consequentlyilRetad Zrt. is disclosed as subsidiary in
the financial statements of MKB-Euroleasing Zrt..

b)Workout activity related to lending

Exter-AdéssagkezélKft.
Extercom Kift.

MKB owns 100% of the above two entities, resultthgt the Bank is influenced by the
companies’ returns. Due to the 100% of ownershe Blank is entitled to delegate chief
officers, and so could controls the relevant atiéisi Financing is provided fully by MKB.
Consequently the above entities are disclosed lasidiaries in the financial statements of
the Group.

c)Managing
Handling of Property, plant and equipment and Intargible assets, providing services

MKB Uzemeltetési Kft.
Euro - Immat Uzemeltetési Kift.

Management of investment funds

MKB-Pannodnia AlapkezélZrt. (minority interest)
MKB Kockazati Tokealap-kezé Zrt.
Solus Capital Kockazatikealap-kezdl Zrt.

On 19 October 2017, MKB Bank Nyrt. acquired 49% onity interest in
Pannonia CIG Alapkezé&lZrt. by raising capital. Due to the transactioarghcapital rose to
HUF 306 120 000. MKB is not able to affect the ghte returns and control the relevant
activities; therefore it was consolidated with eégunethod as joint venture. The company
was renamed MKB-Panndnia Alapkezekrt. and its headquarters and location also
changed. MKB Befektetési Alapke#elzrt. transferred the managed assets to MKB-
Pannonia AlapkezélZrt. on 1 December 2017. On 28 September 2018 NB&BK sold
MKB Befektetési Alapkezél Zrt.
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Support of health and pension funds
MKB Nyugdijpénztart és Egészségpenztart Kiszolgdtd(Kiszolgald Kit.)

MKB owns 100% of the shares of MKB Nyugdijpénztést Egészségpénztart Kiszolgalod
Kft. and has 100% of the voting rights. AccordingKB is entitled to appoint chief
executives. The activities related to SZEP cara@stansferred to the Bank at the end of
2018. Kiszolgald Kft is disclosed as subsidiaryha financial statements of the Group.

Information Technology services
MKB Digital Szolgaltaté Zrt.

An another step to improve the efficiency of operatvas that the Bank established MKB
Digital Szolgéltatd Zrt. on 9 May 2019, which whotlwned by the Bank. MKB Digital Zrt.
began its operation on 1 June 2019 with a stafisfeared from MKB Bank with successive
employer rights. The purpose of outsourcing isuidilfall IT operation development and
strategic tasks of the Group comprehensively afidieritly and to develop a marketable
service provider’'s model.

d)Employee Share Ownership Program

On 14 July 2016 MKB Bank established the Employlear& Ownership Program (ESOP) in
order to purchase and manage the Bank’'s sharesdigsu empleyees. On 14 November
2017 MKB Bank established and registered another PMBrganization (“MRP
organization”) to manage the rights to buy shareskmonds are granted on the remuneration
policy on allowance of top management. The orgéieisaas an independent legal entity
ended its operation on 30 June 2019, therefordasg&s granted by Employee Share
Ownership Program (ESOP). The Bank is exposed ¢ovHriable returns of the MRP
organization because employee shares that sene leasis for unearned performance
bonuses are returned to the Bank and therefortMBi@ is recognized as a special purpose
entity in the Group's financial statements.

e)Non-consolidated entities

The percentage of equity owned by the Group obtilew listed companies is not material
and therefore exempted from the group of consatidat

Subsidiaries:
* MKB Ingatlan Kft.
» Exter-Real Kift.
* Exter-Immo Zrt.
» MKB Consulting Kft.
» Euroleasing Kift.
* I.C.E. Kft.
* MKB Inkubator Kft.
» MKB Kockéazati Tokealapkezé Kift.
» Danube Capital R&A Zrt.

Associates:
» Pannonhalmi Apatsagi Pincészet Kft.
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Other affiliated entities:
» Core-Solutions Kft.
» Garantiga Hitelgarancia Zrt.
 SWIFT
 Budapesti Ertékizsde Zrt.
* Arete Zrt.
+ CIG Pannénia Eletbiztosito Nyrt.
» Elevator Lending Kift.
» Elevator Technologies Kft.
» Family Finances Kft.
* Fintechblocks Kift.
» Blueopes Zrt.
» Tékeportal Zrt.
» Solus Capital KockazatiSkealap-kezdl Zrt.
» Coinrule Ltd.
o Cégjeld Kift.

f) Other entities sold during the reporting periods

On 29 May 2019, MKB Bank sold its 2.27% interestKiisvallalkozas-fejles# Pénzulgyi
Zrt. On 13 December 2019, MKB Bank's interest in BIKonsulting Kft decreased by 26%
from 75%, since it has been sold to MKB-Panndniapkkzeb Zrt. After this transaction
MKB Bank’s direct ownership in MKB Consulting Kilecreased to 49%.

g)Other entities purchased during the reporting perials

On 13 December MKB Bank purchased 25% interest amube Capital R&A Zrt. from
MKB Consulting Kft, who was the sole proprietdhis transaction was registered by the
Court of Registration on 17 December 2019.

In the first half of 2019, MKB Bank obtained 3%eéngst in Elevator Technologies Kft., 3%
in Coinrule Ltd. and 5% in CégjélKft..

On 03 December 2019, MKB Inkubétor Kft. acquiredter 66.57% interest in Arete Zrt.,

by which increased previously interest of 25.018éréfore MKB Bank’s indirect ownership
in Arete Zrt. increased to 66.57%.

6 Risk management

a, Introduction and overview

All the Group’s activities involve a certain degrekrisk assumption. The measurement,
evaluation, acceptance and management of theseaiskintegral parts of the Group’s daily
operative activity.

Risk management is an integral part of the Groopkrations and a crucial component of its

business and overall financial performance. Theu@srisk management framework has
been designed to support the continuous monitasfrie changes of the risk environment
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and is supported by the strong commitment to agorudsk management culture both on the
strategy and business line levels.

The main principles and priorities of the Group'skrmanagement function include the
ultimate oversight by the Board of Directors (thpmval of the Supervisory Board is also
required for some specifically defined risk deaisiy the importance of independent review
of all risk-taking activities separately from busss lines, and the proper evaluation,
diversification, limitation, monitoring and reporg of all risks. Decisions in respect of
major risk principles are approved at group leaeld are implemented individually by the
own decision making boards of the Group members.

The effective communication on risk and risk appetthe on-going initiatives to better
identify, measure, monitor and manage risks, th@ravement of efficiency, user-
friendliness and awareness of key risk processdspaactices, and the employment of
highly-skilled staff are the bases of running afeefve risk management function in the
Group.

The Group has exposure to the following risks tgihyc from its use of financial
instruments:

o credit risk:
The risk of lending comprises the potential riskleé business partner failing to
fulfil its payment obligations or failing to do sm time as well as the risk of the
value of the receivable diminishing because théniegs partner’s credit rating
decreases. Risks originated from loans or other tyae commitments extended
to associated enterprises are also included irGtloeip’s credit risk managing
mechanism.

e country risk:
The country risk generally refers to a potentiadsldriggered by economic,
political or other event which takes place in tlagtigular country and cannot be
controlled by the Group, as creditor or investas.aresult of such event(s), the
obligor cannot fulfil its obligation in time or atll, or the Group is unable to
enforce its rights against the obligor. The compisef the country risk are
transfer risk, sovereign risk and collective delbisk.

e participations risk:
The participations risk is defined as the risktedao the following events:

0 potential losses from providing equity / equity timsnents or
subordinated loan capital. This involves poteritiakes realised during
the sale of participation or loss occurring assulteof a participation’s
bankruptcy, the (partial) write-off of the partiaijions (also including
write-off settled on business or company value aodyvill value), i.e.
loss suffered on the book value of the investment

0 potential losses from a possible commitment / ligbiextended in
addition to equity investment (i.e. profit / logmrisfer agreements),
letters of comfort, capital contribution commitmgnadditional funding
obligations)

0 potential losses originating from other risks assed with the
participation such as reputation risk, operatioisd, exchange rate risk.

< market risk (including foreign exchange and interate risks):

Market price risk comprises potential losses frdmarges in market prices in
both the trading and banking books.
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liquidity risk:

The Group defines liquidity as the ability to semie payment obligations
entirely as they fall due and to fund new busirasall times without having to
accept unplanned liquidation losses on the asdet @i increased refinancing
rates on the funding side.

operational risk:

Operational risk means the risk of loss resultingmf inadequate or failed
internal processes, people and systems or fromrextevents. Operational risk
includes legal risk, conduct risk, reputationakyrisodelling risk respectively
information and communication technology (ICT) risBperational risk does
not include business and strategic risks.

conduct risk:

The conduct risk is classified among the operatidsks and reflects any risk in

the supply of financial services originated fromimadequate supply of services
or deliberately exhibited impermissible conductisTihcludes risks arising from

fraud and unfair, unethical or aggressive tradiragfices harmful to consumers.

legal risk:

Legal risk is the risk of losses due to the noneoksnce of the scope set by
legal provisions and jurisdiction caused by ignemnlack of diligence in
applying law, a delay in reacting to changes inalefgamework conditions,
unexpected or ex post facto changes in legal fraorlewespectively courts
diverse legal judgements from the Group’s side.

reputational risk:

Reputational risk is defined as risks have indieftéct on liquidity, capital or
profitability based on unfavourable consumer, paghip, shareholder, investor
or official sentiment, which is cancelled from tBeoup’s expected assessment
level.

model risk:

Model is the risk of loss resulting from decisidmssed on using insufficiently
accurate models. Mistakes in models are not nedlgssa not primarily occur
from negligence instead limitations of knowledget anough data, or changes
that cannot be read from past data: simply the tfaat the models are never
perfect.

information and communication technology (ICiBk:

ICT risk means the current or prospective risk obsks due to the
inappropriateness or failure of the hardware anftwspe of technical
infrastructures, which can compromise the availgbiintegrity, accessibility
and security of such infrastructures and of dafa risk also includes risks
occur from outsourcing of ICT relevant systems.

real estate risk:

Real estate risk covers potential losses that caddlt from fluctuations in the
market value of real estate owned by Group. Rettegisks arising from
collateral provided for real estate loans are cedv@mder credit risk.
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e strategic risk:
Strategic risk is defined as the negative impaatapital and income of business
policy decisions, deficient or unsatisfactory impkntation of decisions, or
slow adjustment to changes in the economic enviestm

* business risk:
Business risk is defined as unexpected changeleire¢conomic environment
that cause negative changes in business volume aygims and are not
attributable to other types of risk. It quantifigee difference between planned
and actual costs and income.

Below information is presented about the Group’sosxire to each of the above risks, the
Group’s objectives, policies and processes for oma@y and managing risk, and the
Group’s management of capital.

b, Risk management governance

The Group's Risk Strategy was set up in consistevitte the Business Strategy and the
regulations of the NBH. The tasks incorporatedha Risk Strategy aiming at ensure a
balanced risk/return relationship, development oflisciplined and constructive control

environment, defining the Group’s risk assumptioiflimgness, risk appetite and the on-

going ability of the Group to manage its risks &amel maintenance of its funds to cover risk
exposures in long term. This will also ensure theital preservation and guarantee the
solvency of the Group at any time.
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Committees

Supervisory Board

Key responsibilities

Control on the highest level of the harmonized and prudeeradjpn of the Bank and the credit
institutions, financial enterprises and investmeamhpanies under its controlling influence;
Management of the company and steering of the coytgpanternal audit organizatic

Analysis of the regular and ad-hoc reports prepayettie Board of Director

Audit Committee

The Audit Committee assists the Supervisory Board in augdihe financial reporting system, in the
selection of the auditor and in facilitating thep8rvisory Board's co-operation with the auc

Risk and NPL Committee

In the frame of continuous monitoring of MKB Bank's stratesyyd risk taking appetite, previously
comments the risk taking strategy, the remuneration palny the quarterly risk reports. Approves the
NPL Strategy of the subject year, incl. the related impletaion plan and monitors the changes
experienced in the proportion of excessively narigoeing loans and the NPL Strate(

Board of Directors

As the company's operative managing body, it carries outagement related tasks and ensures; the
keeping of the company's business books in coragliavith the regulation

Tasks related to the shares and divic

Tasks related to the company's organization anpesobactivities

Tasks related to the strategic plannig (compilation of theirfess policy and financial plan and approval
of the risk taking strateg)

Approves the policies related to risk assumpt

Evaluation of the regular and ad-hoc risk rep

Managing Committee

This is the highest level decision preparation and decisiaking body working under the control of the
Board of Directors

The Managing Committee makes decisions regarding issugsnefral and strategic nature submittecl for
its perusal and issues related to the Group's operation,cdmpany's organization, the control,
management and development of HR policies, business ismleted to risk taking, furthermore,
negotiates issues related to compliance and nr ing and the respective supervision t.

Credit Committee

The Bank's permanent body with the highest delegated deaisaking authority under the Board of
Directors

" It is authorized to make case-by-case decisions on crecliterding to the Risk Decision Competence

Regulation, except for customers handled by therBetaring and Debt Management Directorate.

Restructuring and Debt
Manage ment Committee

Organizatiol with the highes leve! decisior makin¢ authority regardine the customer handle« by the
Restructurina and Debt Manaaement Comm

Decision making competence for credit decisions on dedtngieg under the Committee's control,
according to the provisions specified in the RislcBion Competence Regulatio

Authority regarding decision making in terms of debt-ts@tsand debt-to-equity conversions, as it is
determined in the Risk Decision Competence Regual

ALCO

Responsible for the asset and liability management and #rmagement of the Group's liquidity, funding,

capital adequacy and market rit

Responsible for the development, in principle, of poligiegarding the liquidity risks, interest rate risks,

exchange risks (foreign exchange and securities), cagitajuacy risk and the submission of such
policies to the Board of Directors at MKBand Grdexel, including

= measurement guidelines and limit system for thevelpeentioned risk

= competence and decision-making mechal

= guideline for managir limit excess

Investment, Operation and
Project Priorization
Committee

The Committee is responsible for controling the bank'sraleost structure and revenues; supervises
adherence to the limits specified in the annual investmeadtaast plans; continuously monitors recent
changes in the OPEX and CAPEX limits and analyzes the effeate by such changes on the business
plan

Decision making body having competence regarding devedopmequirements and programs connected
with issues like IT development efforts and projects andewothitiatives, investments and cost
requirements or the allocation of related resources. &sponsible for ensuring coordination of the Bank
Group's strategic goals and for determining the order afripriin the entire portfolio of projects and
developments.

Develops and adopts the Bank's product development presessociated with the pricing principles, in
accordance with the Bank's business model and risk managestnategy; controls the profitability of
the current assortment of products and sen

Ethical Committee

The Committee is responsible for supporting achievememtoafipliance with the basic principles aind

expected patterns of behavior stipulated in the Bank'sc&ithCode, discusses cases of ethical
imperfections and infringements of extreme significanddctvcan impose potential danger to the Bank's
operation and goodw

Intrernal Protection Lines
Committee

The Committee is responsible for the integration of comoativn among the various protection lines
and for making them regular and systemic features, and éonthrovement or, in case, establishment of
the communication channe

By exerting preventive and proactive activities, it ensurie respect of the MKB Group, timely and
successful identification and management (or enforceofenaatnagement) of any risk which can lead to
any legal non-compliance or to investigations conducteetgrnal authorities or to the adoption by the
supervisory authorities of resolutions condemning thekBaoperations. In case, the Committee ensures
immediate taking of the necessary correction meses

c, Credit risk

Credit risk is the risk of financial loss if a caster or a counterparty fails to meet an
obligation under a contract. It arises principdilyn the Group’s lending, trade finance and
leasing business, but also from certain off-balgmeaucts such as guarantees, and from
assets held in the form of debt securities.

For risk management reporting purposes, the Grouagiders and consolidates all elements
of credit risk exposure (such as individual obligefault risk, country and sector risk).
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Credit risk management

The members of the Group have standards, policgpeocedures dedicated to the effective
monitoring and managing risk from lending (incluglidebt securities) activities. The Bank
sets a requirement for the Group members to elebarad publish their own regulations that
comply with the Group-level rules approved by iheTrisk management of the members of
the Group control and manage credit risks at higindards, in a centralised manner. Its
responsibilities include:

¢ Formulating the Group member’s credit policy in soltation with business units by
establishing credit approval policies, standardsjtd and guidelines that define,
quantify, and monitor credit risk.

» Establishing the authorisation structure for theorapal and renewal of credit
facilities. In order to establish an adequate ¢trédcision-making system in which
decisions are made on time, the limit amounts atabéished differently according
to the customer segment, the customer quality dmed business line, for the
delegated credit decision authorities and the oardi individual decision-makers
of the Business and Risk Units.

« Monitoring the performance and management of retaidl wholesale portfolios
across the Group.

» Supervising the management of exposures to debtises by establishing controls
in respect of securities held for trading purposes.

» Establishing and maintaining the Group members'ceatration risk management
policies ensuring that the concentration of expeslares not exceed the limits stated
in the internal and regulatory limit systems andaamntration risks are effectively
managed without any need for additional capitaliregnents if possible.

* Developing and maintaining the Group members’ askessment systems in order
to categorise the exposures according to the dejrbe risk of financial loss faced
and to manage the existing risks adequately. Thpose of the credit (deal)
classification system is to define when impairmaaty be required against specific
credit exposures. The risk categorisation systensists of several grades which
reflect sufficiently the varying degrees of risk défault and the availability of
collateral or other credit risk mitigation optiowith regard to a specific exposure.

* Providing position statements, guidance and prafeab support to the business
units of the Group members in credit risk manageémen

Each group member must implement and apply thetgpeticy, harmonised at group level,
with credit approval authorities delegated by tlharised decision maker bodies. Each
Group member must prepare regular and ad hoc sepwmrthe local management and, in
certain cases, to the Group leader covering themegses and events of lending. Each
group member is responsible for the quality andiltesof its credit portfolio and for
monitoring and controlling all credit risks in ip@rtfolios. This includes managing its own
risk concentrations by market sector, geographypaaduct. The control systems applied by
the Group enable the Group members to control aoditor exposures by customer and
retail product segment.

In order to comply with the prudential requiremen®oup developed and operates its
borrower group forming concept. As part of thate thorrower group-levemonitoring
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concept is to be highlighted. According to the psses, the complete risk assumption
process must be executed at the level of borroweups: in the case of the individual

groups the limit proposal and monitoring processeach individual group members takes
place at the same time based on the collectiveysisaind consideration of risks.

With regards to the management of concentratioksri&sroup implemented the global
concept of concentration risk limits. As part of toncept, the Group set up bank and sector
level KPI's (key performance indicator) set and duet limits, in order to restrain the
assumption of further risks arising from the chaasstics / risks rooted in different sectors
and the assumption of risks of products represgritigh or special riskAiming to avoid
high risk concentration within the portfolio, th@ncentration risk limit value has been
established for the total bank portfolio, with thtgoulation that the limits of the individual
customers / customer groups may exceed this taadied only in extraordinary and justified
cases, based exclusively on the strategic guideaperoved by the relevant Committee.

The tables required by CRR, but not presentedigmNlote are available in the Disclosure
according to Regulation (EU) No. 575/2013 prepdngthe Group, available on our website
www.mkb.hu.

The table below shows the Group’s maximum exposoreredit risk at the end of the
reporting period:

6.1

Cash and casl Loans and Loans and Derivative OFF B/S

exposures

31 December 2019 advances to advances to  Securities financial

equivalents
a banks customers assets

Individually impaired

Non-default - - 9991 - - -

Default - - 18 039 - - 361
Total individually impaired gross amount - - 28 030 - - 361
Total individually impaired allowance for impairnten - - (16 062) - - (216)
Total individually impaired carrying amount - - 11 968 - - 145

Collectively impaired

Non-default 3269 60 648 900 022 286 468 - 289 526

Default - - 23933 - - 335
Total collectively impaired gross amount 3269 60 648 923 955 286 468 - 289 861
Total collectively impaired allowance for impairnten - (20) (30 306) (82) - (1 245)
Total collectively impaired carrying amount 3269 60 628 893 649 286 386 - 288 616
Past due but not impaired

Non-default - - 416

Default - - 28
Total past due but not impaired carrying amount - - 444
Neither past due nor impaired

Non-default 52119 1764 22 894 - - 66 143

Default - - 35 - - 60
Total neither past due nor impaired carrying amount 52119 1764 22929 - - 66 203
Total assets measured at fair value - - 1323 314 508 18 193
Other contingent liablities
Gross amount of other contingent liablities - - - - - 1228
Provision for other contingent liablities - - - - - (1 058)
Total gross amount 55 388 62 412 976 681 600 976 18 193 357 653
Total allowance for impairment - (20) (46 368) (82) - (2 519)
Total carrying amount 55 388 62 392 930 313 600 894 18 193 355 134

45/146



MKB Bank Nyrt. Data in HUF million except stated otherwise
Consolidated Financial Statements as at 31 DeceRid&r

Cash and cast Loans and Loans and Derivative OFFB/S

exposures

31 December 2018 advances to advances to  Securities financial

equivalents
q banks customers assets

Individually impaired

Non-default - - 209 - - 184
Default - - 32958 - - 467
Total individually impaired gross amount - - 33167 - - 651
Total individually impaired allowance for impairnten - - (27 368) - - (446)
Total individually impaired carrying amount - - 5799 - - 205

Collectively impaired

Non-default - 62 790 842 799 61 541 - 310 314
Default - - 47 677 - - 376
Total collectively impaired gross amount - 62 790 890 476 61 541 - 310 690
Total collectively impaired allowance for impairnten - (15) (42 744) (63) - (1251)
Total collectively impaired carrying amount - 62 775 847 732 61478 - 309 439

Past due but not impaired

Non-default - - 3
Default - - 50
Total past due but not impaired carrying amount - - 53

Neither past due nor impaired

Non-default 19 240 835 33610 349 799 - 92 452

Default - - 111 - - 112
Total neither past due nor impaired carrying amount 19 240 835 33721 349 799 - 92 564
Total assets measured at fair value - - 7 898 361 752 17 914

Other contingent liablities

Gross amount of other contingent liablities - - - - - 24074
Provision for other contingent liablities - - - - - (3331
Total gross amount 19 240 63 625 965 315 773092 17914 427 979
Total allowance for impairment - (15) (70 112) (63) - (5 028)
Total carrying amount 19 240 63 610 895 203 773 029 17 914 422 95

In order to provide a more accurate picture of@Gneup’s maximum exposure, the structure
of the note has been changed.

Offsetting of financial assets and liabilities

This disclosure represents the financial instrusénat are set off or that are subject to an
enforceable master netting agreement or similageagent, irrespective whether they are set
off or not.

As of 31 December 2019 the Group had no enforcaabker netting agreement or similar
agreement which should be set off in accordande Mif 32.42.

The below table presents all the amounts that cpoléntially have been subject to an
enforceable master netting agreement or similaeeagent that are recognized financial
instruments. As these agreements and the amodatsd¢o them as financial collateral do
not meet some or all offsetting criteria in IAS &2, the Group does not apply offsetting to
either of them. This is because the agreementstittdasrights for an offset that is
enforceable only in case of default, insolvency ankruptcy of the Group or its
counterparties. In addition the Group or the coyradies do not intend to settle on a net
basis or realize the assets and settle the liakiltimultaneously.

Similar agreements include derivative clearing agrents, global master repurchase
agreements. Similar financial instruments includerivditives, sale and repurchase
agreements and reverse sale and repurchase agteeRirancial instruments such as loans
and deposits are not disclosed in the tables baldess they are offset in the statement of
financial position.
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The Group receives and gives collateral in the fofmtash and marketable securities in
respect of following transactions:

» derivatives,

« sale and repurchase agreements, reverse salepamdha@se agreements.
Such collateral is subject to standard industryngerincluding an ISDA Credit Support
Annex.

The table below presents the potential effect efrtbt implemented offsetting as well.

6.2

31 December 2019

IAS 32.42 Similar netting arrangement

Gross carrying Gross Recognised ne: Carrying amounts Received Net amount of financial asse

o 5 Carrying amounts 4 .
amount amounts carrying amouni of accompanied collaterals y 9 after offsetting/
receivabl. collaterals

Offsetting financial assets before offsetting of offsetting set off liabilities similar agreement /collateral
debit credit debit credit
Derivatives
Derivate financial assets 31781 - 31781 - 568 568 31213
Receivables concerning repos
Loans and advances to customers 29 413 - 29 413 - - - 29 413
Financial assets under netting agree ments 61194 0 694 0 568 568 60 62]
IAS 32.42 Similar netting arrangement
31 December 2018 . . . . .
Gross carrying Gross Recognised ne: Carrying amounts Received . Net amount of financial asse
" 5 Carrying amounts 4 .
amount : amounts carrying amoun!  of a;cc}mpanled collaterals recervabll colatorakii, after offsetting/
Sseiing (e asses before offsetting of offsetting set off liabilities similar agreement /collateral
debit credit debit credit
Derivatives
Derivate financial assets 21873 - 21873 - 570 570 21303
Receivables concerning repos
Loans and advances to customers 23 767 - 23 767 - - - 23 767
Financial assets under netting agreements 45 640 0 880 0 570 570 450

The gross amounts of financial assets and liadsliiresented in the table above measured in
the financial statements on the following bases:

* Financial assets measured at FVTPL — fair value,

« Derivative financial instruments — fair value,

* Loans and advances to customers — amortized dedged collateral — fair value,

» Deposits and current accounts — amortized cosigpk® collateral — fair value.
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The table below reconciles the Net amount aftesetfing to the related individual line items
of the Statement of Financial position.

6.3

Net amount after

31 December 2019 . - Carrying amount in the  Financial assets not in
offsetting / similar . .
agreement / statement‘(_)fﬁnanmal scopg of offsetting
Line item of State ment of Financial Position wlkEeEs position disclosure
Derivative financial assets 31781 18 193 (13 588)
Loans and advances to customers 29413 930 313 900 900

Net amount after

S RLEE e At offsetting / similar

Carrying amount in the  Financial assets not in

statement of financial scope of offsetting
ine i i i iti CAREIELY osition disclosure
Line item of Statement of Financial Position aollkiaEs p!
Derivative financial liabilities - 44 263 44 263
Deposits and current accounts - 1226 529 1226 529

Net amount after

31 December 2018 . - Carrying amount in the  Financial assets not in
offsetting / similar . .
agreement / stateme nt‘c_)fﬁnanual scope of offsetting
Line item of Statement of Financial Position collaterals position disclosure
Derivative financial assets 21873 17 914 (3959)
Loans and advances to customers 23767 895 203 871 436

Net amount after

S RLEE e At offsetting / similar

Carrying amount in the  Financial assets not in

statement of financial scope of offsetting
ine i i i iti CAREIELEY osition disclosure
Line item of Statement of Financial Position allkiaEs P!
Derivative financial liabilities - 31 608 31 608
Deposits and current accounts - 1372 046 1372 046

Credit risk classification system

The Group’s credit risk classification systems anacesses differentiate exposures in order
to highlight those with greater risk factors anghar potential severity of loss.

For individually significant wholesale financial s&ts, the classifications are reviewed
regularly and amendments, where necessary, arenngpited at least monthly in terms of
provisions and exposure classification.

Exposures below specific amounts are assessedalieative basis, in relation to which the
credit risk parameters are reviewed at least yeariyiore frequently if required, in line with
the changes of the main economic conditions.

The Group for each balance sheet closing datelé$teday of the month) evaluates the
changes in the credit risk that have occurred stheeinitial recognition of the financial
assets and allocate the appropriate stage categorie

During the valuation the Group assesses the charttpe risk of default over the life of the
financial instrument using all reasonable and suppte information, which is available
without undue cost or effort and without exhaustsemarch of information. The Group
represents lifetime credit losses in the case wtredit risk increased significantly.
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The financial assets are initially in the stageafiegory, and they can be returned from stage
2 or from stage 3 if the necessary conditions aréopmed.

The credit risk of the deals are determined byetkitent of change between the initial and the
actual PD level, the duration of the delay, therdlirating and the client handling method. In
case of significant credit risk increase the dealeclassified to stage 2 and lifetime credit
losses are recognised on these financial assets.

If the credit risk of a financial asset increasesthie point that it is considered credit-
impaired (defaulted), the financial asset is trarrefd to stage 3.

In the stage 1, the time horizon is one year, i stage 2 the lifetime PiT PD’s are
estimated. The stage 3 contains the defaulted masty where the PD equals to 1. In the
stage 2, the one year PD is transformed to thenlieePD, based on the Markov chain, and
Vintage analysis estimation of transition probdied and taken into account the
macroeconomic forecast especially the year-on-@&aP forecasts, in the first three years of
the estimation horizon. From the fourth year, ti€Tthrough-the-cycle) PD has been used.

Collective valuation

According to the credit risk characteristics, sanilhomogeneous) financial assets are
subject to collective valuation. The basis for fbemation of homogeneous groups is the
client segmentation and the credit risk producetyp

The collectively allocated impairment and provisimhnmethodology is applied to all retail
clients, to the wholesale customers in stage 1staige 2 and to the wholesale customer in
stage 3 below the client exposure limit.

Determining the collective loss allowance the expagcredit loss (ECL) method is applied
according to the IFRS9.

The expected credit loss is determined on the ludiglse probability of default (PD), actual
losses realized on non-performing transactionsatiteal losses realized on non-performing
deals (LGD) and the credit conversion factor (C@fpability of becoming a balance sheet
item.

The risk parameters are determined based on gatistodels. The models are validated at
least once a year and reviewed if necessary.

The expected credit loss for financial assets agestl is determined on the basis of a 12-
month expected credit loss. Lifetime expected ¢tredises are recognised on the financial
assets in stage 2 and stage 3.

The purchased or originated credit-impaired (POi@iancial assets at the reporting date
represent the cumulative changes in lifetime cradit from the initial recognitionln the
Group's practice, the loans originally disbursedoireign currency have been converted to
forint, and therefore presents as POCI assetsc@lypimortgage loans were involved.

In the case of financial assets recorded at fdineyahe Group calculates the credit risk

component of the discount factor on the basis ef ghinciples used in determining the
expected credit loss.
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Individual-based valuation

Financial assets in the stage 3 are assesseddudilyi over the exposure limit level. In
determining the level of allowances on individualgnificant financial assets in stage 3, the
Group applies the scenario-based discounted cashnfiethod. The amount and timing of
expected receipts and recoveries, the value dditeodll and the probability of realization are
considered in estimating the allowance in eacha@enThe scenario weights are used in the
calculation of the loss allowance.

The credit conversion factor is taken into accanmoss allowance calculation for contingent
liabilities.

In case of financial assets are measured indiVigual fair value the expected loss
calculation uses the cash-flow scenarios.

Write-off policy

The Group, in compliance with the stipulations efidl regulations, writes off a loan /
security balance (and any related allowances fopairment losses) when there is
documented evidence that no further recovery caredygected. This determination is
reached on the basis of a final statement in chdiguadation or upon establishment that
after ceasing the debtor and/or collateral provideexist, and/or after using all proceeds
from collaterals there is still unrecovered expes@maining.

Collateral structure

The Group applies the basic principle, wherebyierds loans primarily in relation to and
based on the customer’s repayment capacity, insieaelying too much on the available
collateral. Depending on the customer’s paying cépand rating, as well as the product
type, unsecured loans may be extended only intlgtiegulated and controlled cases.
Nevertheless, collateral could mitigate the cradk.

The main collateral types are as follows:

« primarily mortgages on residential properties ia tétail sector;

* pledge on business assets, such as real estatgsastl debtors, in the commercial
and industrial sector;

« mortgages on the financed properties in the comalaral estate sector; and

e securities, guarantees,

e money, securities deposited as collateral.

The Group establishes the coverage ratio requoednflividual exposures and makes its
decisions on the basis of the so-called collatezhle of the collateral items instead of their
market value. This value is adjusted by consergagistimation, which assists the prudent
management of occurring risks, taking into congitien the relevant order of accountability
and resolution making during the action. In caseadfaterals of non-performing clients the

Group applies so-called liquidation value, whicheisablished by the revaluation of the
collateral, involving additional costs arising dwgithe forced sale in relatively short period.

Taking into account the EU and Hungarian regulatryironment and legal practices, and

relying on its own experiences and known Hungaegperiences in the enforcement of the
collateral items, the Group restricted, as mucpassible (within the limits of the economies
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of scale) the rules of acceptability of the varieadateral items and the calculation of the
collateral and liquidation values assigned to th€he regular monitoring and revaluation of
the collateral items securing the individual expesus an important pillar in the Group’s
monitoring system.

The market values of collaterals held to the amaiirthe assets’ carrying amounts at the
end of the reporting period were as follows:

6.4

Loans and Guarantees and Letter of Undrawn

advances contingencies credit credit

Cash deposit 22 694 10 296 59 843

Debt securities issued by

Central governments 55 - - -
Companies 59 747 411 - 829
Mortgage
Building (incl. plot) 262 346 13271 6 452 17 561
cher (ship, patent, chattel, goods sta 59 211 30 109 7995 16 702
lien on assets over total assets, etc.)
Guarantees from
Central governments 117 241 28 766 12 758 30 489
Other banks 15 019 689 - -
Companies 31247 13 254 - 25 322
Others 191 194 2913 - 3856
Total collateral 758 754 99 709 26 564 95602

Loans and Guarantees and Letter of Undrawn

advances contingencies credit credit

Cash deposit 14 223 12734 99 3596

Debt securities issued by

Companies 61 330 432 - 89
Mortgage
Building (incl. plot) 270 049 9 087 2783 18 788
cher (ship, patent, chattel, goods sto 11978 10 677 2 1928
lien on assets over total assets, etc.)
Guarantees from
Central governments 98 250 47 873 11 581 14 349
Other banks 27 636 787 - -
Companies 7 607 889 - 9 140
Others 164 353 - - -
Total collateral 655 426 82 479 14 495 47 890
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Valuation methods

The aim of collateral valuation is to conduct adbie and stable evaluation of value, taking
into consideration the fluctuation of market pricése basis of the collateral valuation is
provided by the collateral value (reflecting thelugathat can be realized on its own,
independently from the course of business).

Cash deposits:
In case of bails, if the type of the currency ofntoitments and collaterals is the same, the

amount of bail can be taken into account in 100%.

Securities:
The value of securities equals with the latest sgibée market value. Revaluation is done in
every sixth month.

Mortgage:
In case of real estates the calculation of theatethl value is done on the basis of individual

evaluation of the real estate on the occasion oépton, taking into account minimum
correction factors determined by the Group.

The Group applies 3 main revaluation methods:
- evaluation by experts involved in the list;
- evaluation by the Group’s own experts involvingekgint information provided by
the ’list’ experts;
- statistical method mostly in case of residential estates.

Guarantees:

In course of definition of collateral value, theopability of non-performance of the
guarantee (depending on the quality of the guarpnite Group’s outstanding relevant to
guarantee and the empirical value on possibilitycalling in guarantees are taken into
considerations.

The Group didn't obtain any assets by taking paseasof collateral held as security, or
exercising other credit enhancement options.

The management and processes of such assets dbi@ieeregulated in the Group’s
Wholesale and Retail Debt to Asset / Debt to EqRilicy.

Concentrations

The Group monitors and analyses the concentratfocremit risk in term ofeconomic
activities and risk classification. An analysis on the grassposures of credit risk

concentration in terms of sector and risk clasziftn at the end of the reporting periods is
shown below:
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OFF B/S
exposures

Derivative financial
assets

Securities

6.5
Loans and advances Lioelis &l
advances to
to banks

customers
Category | - without country ri 20930 9 610
Category Il - with low to medium country risk 4 205 1970
Category Il - with medium to high country risk 16 127
Total exposure 25 151 11 707

240 4007 1066
7271 1753 448
- 48 6
7511 5 808 1520

OFF B/S
exposures

Derivative financial
assets

Securities

Loans and
Loans and advances
advances to
to banks

customers
Category | - without country risk 22774 10 209
Category Il - with low to medium country risk 8981 1211
Category Il - with medium to high country risk 96 186
Total exposure 31851 11 606

» Category | comprises the EMU countries

- 1469 4 006
882 1581 2163
- 34 6
882 3084 6175

» Category Il comprises countries with Moody’s ratigA - Baa3
» Category lll comprises countries with Moody’s rgtiBal or worse

The Group classified the total exposure accordmght internationally used and
recognized NACE Statistical Classifications of Ewanc Activities issued by the

European Commission.

The following tables show the gross amount and imment of total exposure by NACE
codes and exposure types at the end of the regqgréinods:

6.6

31 December 2019 Loans and

Cash and cast
equivalents advances to banks

Gross amount

Loans and
advances to
customers

Administrative and support service activities - -
Mining and quarrying - -
Construction - -
Manufacturing - -
Human health services and social work activities - -
Information and communication - -
Real estate activities - -
Public administration and defence, compulsory $seiaurity - -
Agriculture, forestry and fishing - -
Arts, entertainment and recreation - -
Wholesale and retail trade - -
Education - -
Professional, scientific and technical activities - -
Accommodation and food service activities - -
Transport and storage - -
Electricity, gas, steam, air conditioning and wastepply - -

Financial and insurance activities 55 385 62 335
Other services 3 7
Total exposure 55 388 62 412
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” Derivative OFF B/S
SRENITES financial assets exposures
481 101
1458 - 97
56 355 - 2775 64 016
145 859 8340 407 61 363
4664 - - 487
35418 11 13 3786
25949 - 73 4599
74419 559 895 3928 38871
15 075 - 7 4544
1633 - 5 11798
62 782 391 33847
360 - 1 374
63 361 1317 16 41 877
37 810 - - 2078
51244 - 64 7881
54 264 26 146 12 602
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283294 - 2813 33957
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Impairment
31 December 2019 Cash and cast Loans and leEms Ene ” Derivative OFF B/S
equivalents advances to banks THETESS SRS financial assets exposures
customers
Administrative and support service activities - - 36 - - -
Mining and quarrying - - 398 - - -
Construction - - 5781 - - 481
Manufacturing - - 11 740 51 - 289
Human health services and social work activities - - 1119 - - 1
Information and communication - - 1622 - - 72
Real estate activities - - 437 - - 10
Public administration and defence, compulsory $seiaurity - - 289 27 - 9
Agriculture, forestry and fishing - - 283 - - 15
Arts, entertainment and recreation - - 59 - - 3
Wholesale and retail trade - - 2137 - - 118
Education - - 22 - - 4
Professional, scientific and technical activities - - 3522 - - 73
Accommodation and food service activities - - 881 - - 4
Transport and storage - - 771 - - 16
Electricity, gas, steam, air conditioning and wastepply - - 3604 - - 5
Financial and insurance activities - 20 939 4 - 468
Other services - - 12728 - - 951
Impairment - 20 46 368 82 - 2514

Gross amount

31 December 2018 Cash and cast Loans and Leas e " Derivative OFF B/S
equivalents advances to banks ELHEIEES TRAUiTES financial assets exposures
customers
Administrative and support service activities - - 7126 - - 51
Mining and quarrying - - 407 - - 113
Construction - - 63 569 - 2380 63 585
Manufacturing - - 134 011 8403 418 62 860
Human health services and social work activities - - 3759 - - 729
Information and communication - - 34 803 18 8 6478
Real estate activities - - 35297 - 55 5 656
Public administration and defence, compulsory $seiaurity - - 55 779 742 687 4140 74 976
Agriculture, forestry and fishing - - 14 283 - 19 3780
Arts, entertainment and recreation - - 8383 - - 6 753
Wholesale and retail trade - - 68 698 - 139 31061
Education - - 396 - - 292
Professional, scientific and technical activities - - 69 469 882 13 49 699
Accommodation and food service activities - - 35230 - - 5313
Transport and storage - - 58 218 - 162 16 995
Electricity, gas, steam, air conditioning and wastepply - - 10 811 22 39 14 898
Financial and insurance activities 18 466 63 536 90 123 21080 7419 25 962
Other services 774 89 274 953 - 3122 58 778
Total exposure 19 240 63 625 965 315 773 092 17 914 427 979
Impairment
31 December 2018 Cash and cast Loans and Loans e " Derivative OFF B/S
equivalents advances to banks FLHEIEES [ SRAUiTES financial assets exposures
customers
Administrative and support service activities - - 55 - - -
Mining and quarrying - - 16 - - 16
Construction - - 3886 - - 267
Manufacturing - - 10 752 23 - 170
Human health services and social work activities - - 1119 - - 2
Information and communication - - 807 - - 236
Real estate activities - - 1291 - - 9
Public administration and defence, compulsory $seiaurity - - 139 38 - 35
Agriculture, forestry and fishing - - 290 - - 6
Arts, entertainment and recreation - - 93 - - 12
Wholesale and retail trade - - 2724 - - 80
Education - - 24 - - 8
Professional, scientific and technical activities - - 15 966 - - 132
Accommodation and food service activities - - 579 - - 6
Transport and storage - - 791 - - 14
Electricity, gas, steam, air conditioning and wasepply - - 1551 - - 7
Financial and insurance activities - 15 4282 2 - 31
Other services - - 25747 - - 3997

Impairment

Other services include private retail loans.
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d, Liquidity risk

Liquidity risk is the risk that the Group's casbwis may not be adequate to fund operations
and meet commitments on a timely and cost-effectvasis. This risk arises from
mismatches in the timing of cash flows.

Management of liquidity risk

The Group’s approach to managing liquidity is tsume, as far as possible, that it will
always have sufficient liquidity to meet its liabés when due, under both normal and
stressed conditions, without incurring unacceptéddses or risking damage to the Group’s
reputation.

The Group requires its operating entities to mainta strong liquidity position and to
manage the liquidity profile of their assets, lisigis and commitments with the objective of
ensuring that cash flows are appropriately balaaceball obligations can be met when due.

The management of liquidity and funding is primaiglarried out locally in the operating

entities of the Group in accordance with practiaed limits set by the Board of Directors.
These limits vary by entity to take account of tegpth and liquidity of the market in which

the entity operates. It is the Group’s generalgyothat each banking entity should be self-
sufficient with regards to funding its own operato

The daily liquidity position is monitored and regulliquidity stress testing is conducted
under a variety of scenarios covering both nornmal more severe market conditions. All
liquidity policies and procedures are subject tprapal by the Board of Directors following
the prior review and approval by the Asset-LiapiManagement Committee (hereinafter:
“ALCO”).

Contractual maturity of liabilities

6.7

Carrying Gross nominal 3 months to 11 yearto 5 5 years and

amount inflow/(outflow) month m . WCE VCES over

Non-derivative liabilities

Amounts due to other banks (195 810) (202 333) (7671) (6831 (19 709) (82 960) (85 162)

Deposits and current accounts (1 226 529) (1227 316) (1135904) (31268) (42383) (17 761) -
Subordinated debt (39 381) (45 702) (763) - (1264) (33151) (10 524)
(1461 720) (1475 351) (1144 338) (38 099) (63 356) (133872) (95 686)

Derivative financial liabilities

Trading: outflow - (368 554) (105 162) (119 318) (83017) (39289) (21 768)
Trading: inflow - 320 966 99565 103 699 46 651 46 960 24 091
(44 263) (47 588) (5597) (15619) (36 366) 7671 2323
Loan commitments - (234 535) (18359) (9 860) (87 609) (54 560) (64 147)
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Gross nominal

Carrying

upto 1
month

3 months to 11 yearto 5 5 years and

amount inflow/(outflow)

Non-derivative liabilities

year VCES over

Amounts due to other banks (214 340) (219 354) (38614) (6682 (34999) (83 758) (55 301)
Deposits and current accounts (1 372 046) (1373279) (1144 526) (101 949) (76 350) (50 454) -
Issued debt securities (4 974) (4 973) (142) (1442 (3 695) 306 -
Subordinated debt (28 002) (35387) (674) (1230) (4922 (28 561)
(1619 362) (1632 993) (1183 956)(110 073) (116 274) (138828) (83 862)
Derivative financial liabilities
Trading: outflow - (409 520) (117 583) (119 218) (97 729) (51521) (23 469)
Trading: inflow - 353 110 113921 109 260 48 863 55 641 25425
(31 608) (56 410) (3662) (9958) (48 866) 4120 1956
Loan commitments - (241 109) (17 808) (7 999) (70914) (66 977) (77 411)

The above table shows the undiscounted contractstt flows of the Group’s financial
liabilities and loan commitments based on theirliestr possible date of maturity. The
disclosure for derivatives shows the gross inflowd autflow amount for derivatives (e.g.,
forward exchange contracts and currency swaps).

The Group’s expected cash flows on these instrusnearty significantly from this analysis.
For example, demand deposits from customers arectegh to maintain a stable or
increasing balance; and loan commitments are nbotexbected to be drawn down

immediately.

Due to the significant difference between the etgub@nd the contractual cash-flows, the
Group’s risk management department use both arsatgsmanage liquidity risk.

The expected, undiscounted cash-flows of the Geofipancial liabilities were as follows:

Expected maturity of liabilities

6.8

Gross nominal
inflow/(outflow)

Carrying

amount

LYo 3 months to 11 yearto 5 5 years and

year years over

upto 1l
month

Non-derivative liabilities

Amounts due to other banks (195 810) (202 333)
Deposits and current accounts (1 226 529) (1227 317)
Subordinated debt (39 381) (45 702)
(1461 720) (1 475 352)

Derivative financial liabilities
Trading: outflow - (368 554)
Trading: inflow - 320 966
(44 263) (47 588)
Loan commitments - (53 559)
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(7671) (6831) (19709) (82960) (85 162)
(68374) (2 445) (2578)  (1184) (1152 736)
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Carrying Gross nominal 3 months to 11 yearto 5 5 years and

amount inflow/(outflow) month year years over

Non-derivative liabilities

Amounts due to other banks (214 340) (219 354) (38614) (6682 (34999) (83 758) (55 301)
Deposits and current accounts (1 372 046) (1374402) (102 192) (9 759) (8435) (10291) (1243725)
Issued debt securities (4 974) (4 973) (142) (1442 (3 695) 306 -
Subordinated debt (28 002) (35387) (674) - (1230) (4922 (28 561)
(1619 362) (1634 116) (141622) (17 883) (48 359) (98 665) (1 327 587)
Derivative financial liabilities
Trading: outflow - (409 520) (117 583) (119 218) (97 729) (51521) (23 469)
Trading: inflow - 353 110 113921 109 260 48 863 55 641 25425
(31 608) (56 410) (3662) (9958) (48 866) 4120 1956
Loan commitments - (38 866) (13791) (25075)

The decision of the Management of the Group, howesealso based on the liquidity gap
(net position) between contractual expected in- @mflows, therefore both financial assets
and liabilities are grouped into liquidity buckets.

The following table shows the gross amounts ofrfanal current and non-current assets:

6.9
2019 2018
Uptolyear Overlyear Uptolyear Overl yea
Loans and advances to banks 55 648 6 764 62 526 1100
measured at AC 55 648 6 764 62 526 1100
Loans and advances to customers 102 819 873 862 91 063 874 252
measured at AC 102 819 872 539 90 995 866 423
measured at FVTPL - 1323 68 7 829
Derivative financial assets 2 507 15 686 2278 15 636
Securities 5571 595 405 151 133 621 896
measured at AC - 286 469 987 410 290
measured at FVTPL 842 4 058 59 419 2 059
measured at FVTOCI 4729 304 878 90 728 209 546

The table above represents the gross amounts exfgecbe recovered or settled within time
categories. Impairment on loans and advances toroess has an amount of HUF 46,368
million (2018: HUF 70,112 million).

e, Market risk

Market risk is the risk that changes in marketgsjcsuch as interest rate (interest rate risk),
equity prices (equity risk), and foreign exchangies (foreign exchange risk) will affect the
Group’s income or the value of its holdings of fic&l instruments.

Management of market risks
As part of the Risk strategy, the Board of Direstapproves the maximum amount and
scope of market risks incurable by the Group, extsilry a comprehensive limit structure

broken down by relevant portfolios. The main manksk limit is arising from the annual
capital allocation process based on ICAAP requirgse
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ALCO is responsible for developing and monitoringo@ market risk management
policies. ALCO has the overall responsibility fostablishing and managing market risk
policies for the Group, within the framework ofémbal policies, covering risk management,
assessment of risk and related limits, competemck deecision-making mechanism, and
regulation for breaches of limits, approved by Bward of Directors. The members of the
ALCO are senior executives who have principal denisnaking responsibilities for
businesses throughout the whole Group. At the tipead level, market risk is managed by
the Money and Capital Markets Managing Directorate group-wide basis.

The objective of market risk management is to maregd control market risk exposures
within acceptable parameters, while optimizingrtt@rn on risk.

The Group separates its exposure to market riskdmet trading and non-trading portfolios.

Trading portfolios include those positions arising from market-makiogstomer business
driven proprietary position-taking and other markednarket positions as designated.
According to the risk strategy of the Group thesend own account activity (proprietary
trading) with the purpose of short term profit Bmisfrom market changes. Trading activities
include transactions with debt and equity secuwitiforeign currencies, and derivative
financial instruments.

Non-trading portfolios include positions that arise from Group’s retaidacommercial
banking activity and the interest rate managemérnh® Group’s retail and commercial
banking assets and liabilities. The Group's nodiig activities encompass all activities
other than accounted for as trading transactiondiding lending, accepting deposits, and
issuing debt instruments.

Exposure to market risks — trading portfolios

The Group manages exposure to market risk by éstaiy and monitoring various limits
on trading activities. These limits include:

e Product volume limits define maximum aggregate amwuwof trading products and
contracts that the Group may hold at any time.

e FX position limits restrict the long and short fmsi for each currency and the total
net amounts of FX positions that can be held inrth&ing and banking books.

« VaR limits: The VaR limit of a trading portfolio the estimated maximum loss that
will arise on the portfolio over a specified periofitime (holding period) from an
adverse market movement with a specified probgb{#onfidence level). The
Group applies historical and parametric VaR methitth 1-day holding period at
99% confidence level.

« PLA (Potential Loss Amounts) limits define maximuamount of loss that the
Group is willing to assume.

The VaR model used is based mainly on historictd.deaking account of market data from
the previous one year (250 business days in caséstafrical VaR and and 187 business
days in case of parametric VaR), and observedioakiips between different markets and
prices, the model calculates both diversified andiersified total VaR, and VaR by risk

factors such as interest rate, equity and currstady.

Although VaR is an important tool for measuring kedrrisk, the assumptions on which the
model is based do give rise to some limitationguiging the following:
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* A 1-day holding period assumes that it is possibleedge or dispose of positions
within that period. This is considered to be aistialassumption in almost all cases
but may not be the case in situations in whichehgisevere market illiquidity for a
prolonged period.

* A 99% confidence level does not reflect losses thay occur beyond this level.
Even within the model used there is a one perceobgbility that losses could
exceed the VaR.

« VaR is calculated on an end-of-day basis and doeseflect exposures that may
arise on positions during the trading day.

* VAR only covers “normal” market conditions.

¢ The VaR measure is dependent upon the Group’sigosiind the volatility of
market prices. The VaR of an unchanged positiorugesl if the market price
volatility declines and vice versa.

The overall structure of VaR limits is subject &view and approval by ALCO. VaR limits

are allocated to trading portfolios. VaR is meaduom a daily basis. Daily reports of
utilisation of VaR limits are prepared by the GrauRisk Unit and regular summaries are
submitted to ALCO.

A summary of the VaR position of the Group’s tragportfolios (i.e. only its trading book)
as at 31 December and during the period is aswello

6.10

2019 Average Maximum Minimum Stress (15%)
Foreign currency risk 13 56 2 175
Interest rate risk 46 112 14 -
Equity risk 2 3 1 -
Overall market risk of trading book 61 171 17 175
Credit spread risk of trading book 60 150 17 -

PAONRS Average Maximum Minimum Stress (15%)
Foreign currency risk 27 103 2 158
Interest rate risk 87 206 14 -
Equity risk 1 1 - -

Credit spread risk of trading book 37 67 4 -

Important notes in connection with the table above:

» Group applies historical and parametric VaR foragahmarket risk:
0 Historical VaR: (1 day holding period; 99% confiden level, number of
observation: 250 business days)
o Parametric VaR: Risk metrics methodology (1 daydimg period; 99%
confidence level, 0.94 decay factor, number of plzgen: 187 business days)
» Group calculates specific interest rate risk (dregpiread risk) separately from general
interest rate risk based on the swap and bond giglek spread.
» Group calculates VaR only on trading-book position.
 There is no commodity in the Group position.
* Group does not have a significant open positioomfroptions therefore there is no
volatility VaR calculation.
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A potential adverse 15% change in the FX rates (Higpreciation for long position and
HUF depreciation for short position) would causefHLY5 million losses based on the year-
end FX open position.

Exposure to interest rate risk — non-trading portios

The principal risk to which non-trading portfoli@ge exposed is the risk of loss from
fluctuations in the future cash flows of financiastrument because of a change in market
interest rates.

The management of interest rate risk is supplerdebyemonitoring the sensitivity of the
financial assets and liabilities to various staddand non-standard interest rate scenarios.
Standard scenarios that are considered on a madpaisig include a 200 basis point parallel
fall or rise in all yield curves worldwide.

ALCO is the monitoring body for compliance with apped limits and is assisted by Risk
Controlling in its monitoring activities. A summaof the Group’s interest rate gap position
on non-trading portfolios is as follows:

At the end of the reporting period the interese rptofile of the Group’s interest-bearing
financial instruments was:

6.11

As at 31 December 2019

Fixed rate instruments Gross amount

Financial assets 698 132
Financial liabilties (331 467)

Net fixed rate instruments 366 665

Variable rate instruments LI

HUF CHF EUR USD Other currencies
Financial assets 715 259 1083 216987 3082 2 300
Financial liabilties
Net variable rate instruments

(80 425) (3095) (40 011)(65 214)

As at 31 December 2018

Fixed rate instruments Gross amount

Financial assets 784 115
Financial liabilties 525 706)
Net fixed rate instruments

Denominated in
EUR UsD Other currencies

Variable rate instruments

Financial assets 939 011 2518 211103 8204 3289
Financial liabilities 908 029
Net variable rate instruments 30982

(1 261) (46 357)(58 955)
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According to the annual review, the Group revidsdiriterest rate risk modelling of sight
deposits in 2019. According to the results no suli&l change was required in the risk
modelling of sight deposits.

An analysis of the Group’s sensitivity to an in@ear decrease in market interest rates is as

follows:
6.12
2019 Effect on e quity Effect on P/L

HUF

200 bp increase (22 197) (2712)

200 bp decrease 26 246 (6 221)
CHF

200 bp increase 4 (19)

200 bp decrease - (10)
EUR

200 bp increase 7837 681

200 bp decrease 9 (1119)
usb

200 bp increase 2 086 389

200 bp decrease (1 819) (1 089)
Other currencies

200 bp increase (11) 91

200 bp decrease 10 (74)

This report contains those subsidiaries which aoaitared directly by MKB on monthly
basis.

2019

in HUF millions
FCY Yield curve stress  Yield curve stress Adverse case

+ 200 Bp - 200 Bp
EUR 7 837 9) 9)
USD 2086 (1819) (1819)
CHF 4 - -
GBP 1 1) 1)
JPY - - -

Others (22 209) 26 256 (22 209)
Total (12 281) 24 427 (24 03¢
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PAONR:] Effect on equity Effect on P/L

HUF

200 bp increase (8 119) (9 092)

200 bp decrease (5 241) (6 996)
CHF

200 bp increase (@) (D)

200 bp decrease 0 (14)
EUR

200 bp increase 6 364 (162)

200 bp decrease (124) (1 015)
usb

200 bp increase 1910 427

200 bp decrease (2 130) (1121)
Other currencies

200 bp increase 6 (14)

200 bp decrease 3 (61)

This report contains those subsidiaries which aoaitared directly by MKB on monthly
basis.

PAONRS]

in HUF millions
FCY Yield curve stress  Yield curve stress  Adverse case

+ 200 Bp - 200 Bp
EUR 6 364 (124) (124)
USD 1910 (2 130) (2 130)
CHF ©) - @
GBP 4 ) )
JPY - - -

Others (8 118) (5 239) (8 118)

Total 153 (7 495) (10 38

The amount of change, during the period and cuiwelst in the fair value of the financial
liabilities designated as at fair value throughfiprar loss, that is attributable to changes in
the credit risk of that liabilities are the follavgs:

6.13

Effect of credit risk changes of liabilities measurd at Fair

Value Through Profit or Loss 2019 2018
Changes during the reporting period 137) 14
Changes cumulatively (since designation of thenfiie liabilities) 137 (137)

Difference between the financial liabilty's cangiamount and the i 160
amount contractually required to pay at maturity

The amount which reflects on changes in marketitiond for these liabilities as changes in
interest rate is estimated as follows:

* First, computing the liability’s internal rate ofturn at the start of the period using the
observed market price of the liability and the ilids contractual cash flows at the start
of the period. It deducts from this rate of rettine observed (base rate of the relevant
market) interest rate at the start of the periad,atrive at an instrument-specific
component of the internal rate of return.
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* Next, calculating the present value of the casWwdlassociated with the liability using the
liability’s contractual cash flows at the end oétperiod and a discount rate equal to the

sum of
0 the observed (base rate of the relevant marketjest rate at the end of the
period and
0 the instrument-specific component of the interat rof return
as determined in the first point.

* The difference between the observed market pridaeofiability at the end of the period
and the amount determined in the second pointasctiange in fair value that is not
attributable to changes in the observed (basdrmrdle relevant market) interest rate.

Exposure to other market risks — non-trading portios

The Group is exposed to foreign exchange risk tindts holdings of financial instruments
denominated in foreign currencies. Exchange riskagament aims to reduce the adverse
impact of potential changes in the market valudoogign currency financial instruments
induced by exchange rate fluctuations.

The Group’s financial position in foreign currersiat the end of the reporting periods was
as follows:

6.14

In functional In foreign currencies

. Total
currencies USD EUR CHF Other

Net assets 1430838 13522 311359 928 3149 1759 796
Net liabilties 1279790 87863 378978 5643 7522 1759 796
Net derivative and spot instruments (short) / lpagition (150 322) 74369 67215 4715 4023 -
Total net curre ncy positions 726 28 (404) - (350) -

In functional In foreign currencies

currencies USD EUR CHF Other fe

Net assets 1513473 10220 326973 2408 4505 1857579
Net liabilities 1343256 93021 402902 5462 12938 1857579
Net derivative and spot instruments (short) / lpagition (169 734) 82441 75771 3124 8398 -

Total net currency positions 483 (360) (158) 70

f, Encumbered assets

Encumbered assets according to 680/2014/EU Conwonidsiplementing Regulation at the
end of the periods were the follows:

6.15
31 December 2019 31 December 2018

Carrying

Carrying
amount amount

Fair value Fair value

Assets of the reporting institution

Loans on demand 244 244 291 291
Debt securities 163 348 163 348 202 562 200 935
Loans and advances other than loans on demand 400 15 77 916 47 083 -
Total encumbered assets 263 746 241 508 249 936 201 224
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6.16
Non-encumbered
Fair value of collateral Nominal value of collateral

received or own debt received or own debt securitie
securities issued available issued non available for
for encumbrance encumbrance

31 December 2019

Collateral received by the reporting institution

Loans on demat 64¢ -
Loans and advances other than loans on de 31 24t -
Other collateral receive - 251 03¢
Collateral received and own debt securities issued 13893 2510

31 December 2018

Collateral received by the reporting institution

Loans on demat 74¢ -
Loans and advances other than loans on de 25 57: -
Other collateral receive - 306 26!

Collateral received and own debt securities issued

6.17

31 December 2019 31 December 2018

Matching Assets, collateral received Matching Assets, collateral received
liabilities, and own liabilitie s, and own

contingent debt securities issued other  contingent debt securities issued othe
liabilities or than covered bonds and ABS liabilities or than covered bonds and
securities lent encumbered securities lent ABSs encumbered

Carrying amount of selected financial

liabilities 93 345 263 746 73 640 249 937
Derivatives 11 442 57515 5179 48 652
Deposits 81 90¢ 206 23 68 46! 201 28!

Collateralised deposits other than
repurchase agreements 81 903 206 231 68 461 201 285
Total Sources of encumbrance 93 345 263 746 73 640 249 93

At the end of 2019 the level of encumbered asseterihined in accordance with the
aforementioned regulation was 14.74%. The tot&mmfup’s encumbered assets belonged to
MKB Bank. The main sources and types of encumbravere arising from having secured
refinancing, from collaterals of mortgage loans, new market deposits as well as
collateralized derivative transactions and repadaations. Encumbrance due to collateral
requirement of used clearing systems and centraitegparties was not significant. Group
did not have covered bond issues or securitization.

The most significant secured refinancing facilitiesre participating in the “Funding for
Growth Scheme” refinancing loan program of the NBHhe majority of collateralized
derivative transactions were concluded to hedgbalance sheet FX position and interest
rate.

g, Credit spread risk

Credit spread risk is the risk of changing mark&teof the bonds due to change in spread
of bonds’ issuer which may have negative impadhenGroup’s performance.
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Managing and monitoring credit spread risk

The framework of credit spread risk managementefindd in the risk strategy. According
to this risk strategy credit spread risk may bestaknly within the approved limits. Credit
spread risk is managed on operative level by thaedyloand Capital Market Managing
Directorate. Group’s Risk Unit is responsible foeamuring credit spread risk, controlling
limit utilisations and reporting it to ALCO.

Risk measurement

Similar to the general interest rate risk measurgrtiee Group establishes the credit spread
risk figures based on the present value of futashdlows.

The applied credit spread stress test values &igerkregularly, but at least semi-annually.
The length of liquidation periods used for the oldtons are matched to the required
liquidation time of the products.

h, Operational risks

Operational risk means the risk of loss resultiognf inadequate or failed internal processes,
people and systems or from external events, anldides legal risk, conduct risk and
reputational risk. Operational risk does not inelindisiness and strategic risks.

Procedure

The principles, rules and procedures that servproperly identify, manage and monitor
operational risk are defined in the Risk Strategy & the OpRisk policy.

Risk measurement

The operational risk capital requirement of Grosalculated by using The Standardised
Approach (TSA) both at single and group level sidaauary 1st 2008. According to the
Standardised Approach the operational risk capiguirement is the average of the
preceding three years’ total of the weighted gowegymdicators of the business lines (gross
income).

Risk management and monitoring

The system that serves to evaluate operationalisigilly integrated in the Group’s risk
management process and in the work processes.

The centralised unit of the Group’s operationak rikanagement is the Centralised OpRisk
Management that is responsible for the establishrag maintenance of the internal

regulation and organisation of operational risk aggment and for the establishment and
coordination of the oprisk management methods ants.t Besides, its task is to ensure
proper loss data collection and in connection Witt the reporting obligations.

Besides the Centralised OpRisk Management, DedizetlaOpRisk Units (extended to the

whole organisation) were established that identi#éport and manage operational risks and
their tasks and responsibilities are included ie thprisk regulations. The Centralised

OpRisk Management keeps independent control oweDicentralised OpRisk Managers
that are assigned in the various units and resplengdbr managing operational risk and

reporting of loss events.
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At group level the Centralised OpRisk Managemen¥iEB determines the operational risk
regulations required from the subsidiaries, ana dle framework for operational risk
management at group level and in this respect sigesr the subsidiaries as well. The
centralised and decentralised operational risk gamant units have also been established
in the subsidiaries that have loss data collecaod reporting obligation towards the
Centralised OpRisk Management of MKB.

The Oprisk Forum started its operation in 2016, ehibe most significant oprisk events and
the relevance and necessity of setting up risk gieduaction plans are discussed on
quarterly basis.

The Centralised OpRisk Management of MKB preparespart on the current status of the
operational risk management of the Bank and ofsthesidiaries for the Board of Directors
on a quarterly basis. Group fulfils oprisk CORERad#elivery to NBH on half-yearly basis.

Risk management methods and tools

Loss data collection
Group has been performing operational risk losa dallection continuously which includes
the electronic reporting and managing of operatidek loss events.

OpRisk Self-Assessment — ORSA

Group performs the oprisk self-assessment unitriily in order to recognise and understand
the operational risks related to the work proceaseisto increase the level of risk-awareness
of the units.

Key Risk Indicators - KRIs

The key risk indicators are those performancehésios that are suitable for revealing areas
and factors critical for operational risk, the charof value of which indicates the change of
factors important from the point of view of riskaaerence. By defining and monitoring the
values of the suitable indicators the Group intetmshelp forecasting, preventing and
reducing operational risks.

Scenario analysis
Scenario analysis is an expert estimation basettie@analysis of current internal processes
in order to estimate the frequency and loss efiecare but significant oprisk events.

The Group performs scenario analysis on yearlysbasi

Model list

The model list contains all models on departmentlldeing used in the Group and
describes their goals. It also contains the frequeri their maintenance and validations as
well as the way in which their results are used.

Business Continuity Planning

In order to undisturbedly maintain the Group’s @p@nal processes it is necessary to
evaluate the potential threats of the certain m®eg, their probability of occurrence and the
potential damages resulting from the fallout of firecesses. This risk analysis and the
procedures needed to maintain the functionalityhef Group’s organisation is included in
the Business Continuity Plan and the Disaster Ragollan (BCP-DRP). The BCP-DRP
includes measures that have to be taken when teegses that are critical regarding the
Group’s operation and (eg. IT) resources that supfiiese processes get damaged or
become unmaintainable.
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Membership of the Hungarian Interbank Operational Risk Database (HUnOR)

The Bank is one of the foundation members of thadgduian Interbank Operational Risk
Database (HunOR) and reports their loss data tevagllarly and anonymously.

i, Capital management

The Group’s lead regulator, the NBH sets and mositapital requirements for the Group as
a whole.

Capital allocation

The Bank measures the pillar 1 and pillar 2 riskd ghe Group's Asset and Liability
Management Committee (“ALCO”) monitors the resulising a monthly reporting
framework.

Basel I
The calculations are Basel ll/CRR (575/2013/EUutagon) compliant.

The supervisory objectives of Basel Il are to potensafety and soundness in the financial
system and maintain at least the current overatllef capital in the system, enhance
competitive equality, constitute a more comprehensipproach to addressing risks, and
focus on internationally active banks. Basel lIsisuctured around three ‘pillars’: minimum
capital requirements, supervisory review procesd amarket discipline. The Capital
Requirements Regulation (CRR) is directly effeciivélungary.

Basel Il provides three approaches of increasophistication to the calculation of pillar 1
credit risk capital requirements. The Group usesstiandardised approach, which requires
banks to use external credit ratings to determhe risk weightings applied to rated
counterparties, and groups other counterpartie® ibtoad categories and applies
standardised risk weightings to these categories.

Basel Il also introduces capital requirements fgperational risk. For the capital
requirement calculation the Group currently haspéetb the standardized approach to the
determination of Group operational risk capitaluiegments.

The second pillar of Basel Il (Supervisory Reviemd Evaluation Process - SREP) involves
both the Bank and the Supervisory regulators takingew on whether a Bank should hold
additional capital and how much against risks meteced or not entirely covered in pillar 1.
In framework of the pillar 2 Internal Capital Adeqy Assessment Process (ICAAP) the
Bank introduced policies and processes for meagucapital requirement of risks not
captured by pillar 1 and to measure pillar 1 rigkth more sophisticated methodology.
Under pillar 2 the materiality of the following kis is to be analysed:

* Creditrisk

* Market risk

e Liquidity risk

» Risk estate risk and risk derived from other assets

e Participation risk

e Operational risk

* Modell risk

e Business and strategic risk
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Pillar 3 of Basel Il is related to market discii and aims to make firms more transparent
by requiring them to publish specific, prescribeetails of their risks, capital and risk
management under the Basel Ill framework.

The capital requirement is limited by a complexitisystem, which contains the limits of
the material risk types by institutions and busirees.

6.18

31 December 2019 31 December 2018

Basel lll IFRS Basel lll IFRS

Share capital 100 000 100 00D
Outstanding share capital 100 000 100 000
Reserves 93 184 56 688
Deferred tax (8 008) -
Intangible assets (24 466) (19 393)
AVA - additional valuation adjustments (378) (421)
Additional Tier 1 -
Tier 1: Net core capital 160 332 136 869
Subordinated debt 36 222 28 002
Tier 2: Supplementary capital 36 222 28 002
Regulatory capital 196 554 164 87
Risk-weighted assets (RWA) 686 142 743 016
Large loan limit - -
Operational risk (OR) 175 470 168 511
Market risk positions (MR) 8 590 9 297
Total risk weighted assets 870 202 920 824
Regulatory capital / Total assets 11,18% 8,89%
Tierl ratio 18,42% 14,86%
Capital adequacy ratio 22,59% 17,909

The table above contains the MKB Bank’s consolidat@pital adequacy ratio.

As at 31 December 2019, as an actual figure ofitwaip regulatory capital was HUF 196.6
billion based on Basel Il IFRS under SupervisoggRation. The increase of regulatory
capital - by HUF 31.7 billion — is derived from thecrease of profit and subordinated debt
and decrease of deduction of ESOP program, which sempensated by the increase of
deduction of intangible assets, decrease of retratueeserve.

Risk-weighted assets including operational and mstarisk decreased by 5.5 % from
HUF 920.8 billion in 2018 to HUF 870.2 billion besidagproximately 2.8 % weakening of
domestic currency. The main part of the decreasmeik from the decrease of business
volumes in work out and CRE segment, increase datecal and the result of RWA

reduction project.

By application of capital management as a tool ctiy@tal is a first priority decision making
factor; therefore the bank monitors the changeletapital elements continuously.
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Planning and limitation of capital requirements

The owner of the Group with strong capital backgibgontributes to its safety, promotes
customer confidence, and helps the Group to matiegaegative effects on its profitability
which come from macroeconomic turbulences.

j, Forborne assets

During the normal course of business, the Groumreninto forbearance measures to
decrease the potential loan loss and maximizeatadte opportunities for the borrowers who
have problems with their payment ability but nothatheir willingness and capacity to pay.

Restructured exposures are renegotiated, resclie@utdonged) or otherwise revised loans,
receivables and credits (including also purchaseskporiginated in the framework of an
amendment or termination of a previously concludsahtract, initiated either by the
borrower or the Group, where
» the contract is amended in order to avoid defaedialise the borrower is unable to
fulfil its payment obligations in compliance witihe conditions of the original
contract due to significant deterioration in itsancial position or payment ability,
and
« the amendments significantly change the originainge and conditions of the
outstanding contract largely in favor of the boreswas compared to the market
terms and conditions generally applicable to cat$reof the same type and
concluded under the same conditions, or
e a supplementary agreement or a new contract isludet between the borrower
and the Group that relates to a new loan providadtlie repayment of the
outstanding debts (principal and / or interesyiag from the original contract that
is not terminated, or to any further commitmenuassd to avoid any increase in the
credit risks and to mitigate the possible loss.

Under its forbearance policies, the Group grards limrbearance on a selective basis where
the borrower is in default on its debt, or therexikigh risk of future default, and there is
evidence that the borrower made all reasonabletgffo pay under the original contractual
terms, and it is expected that the borrower willdide to meet the revised terms. Both
corporate and retail loans are subject to forbearpolicies.

The Group generally applies the following typesasbearance measures:
« extension of the tenor / final maturity of the lpan
* renegotiation of original repayment schedule, redale instalments,
e agreement on instalment payment,
« reduction of the collateral coverage parallel rényexposure,
« refinancing of the loan,
* interest rate cut, or lower conditions,
* interest capitalization.

Such exposures and associated credit risks aregadnmonitored and reported distinctly
by specific restructuring and debt management wfitee Group on the basis of guidelines
and procedure rules set by internal regulationsrparating also both legal and supervisory
requirements and recommendations. When the conditié forbearance cease to exist and
the following cure period expires, respective assee returned to normal treatments both
from business and risk management perspectives.
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To revert to normal treatment regarding corporatgtamers, additional criteria is that the
customer performs its amended contractual obligatiuly through a specified period (180
days or 360 days) and its risk position shows §ianit improvement.

Forborne assets are recorded separately, and tbadach terms and conditions of the
contract are also indicated in the accounting kstoRecognition, derecognition and
subsequent valuation of these assets are carriecacmording to the general rules of
accounting as specified by the relevant IFRSs.

The detailed requirements of risk classificatiord ampairment valuation of forborne
exposures are included in the accounting policees] other internal regulations on the
valuation of assets and liabilities, as well agmipairment and provisioning policies. Based
on these internal guidelines, forbearance measaresalways regarded as impairment
triggers and, as a consequence, individual impaitrassessment should be performed for
such exposures where the general methodologiegpandiples of assessment are to be
applied. On the results of such risk assessmemizaiiment losses and the reversals of
previously charged impairments are accounted fooraling to the common rules defined by
IFRS 9.

Compared to the previous financial year there werehanges in forbearance policies and
practices applied by the Group.

6.19
31 December2019 31 December 201

Corporate Banking

Forborn financial asse 2 64( 16 09¢
Allowances for impairment (1893) (15 006)
Carrying amount 747 1 090

Retail and Private Banking

Forborn financial assets 9838 20 643
Allowances for impairmen (3623 (10 675
Carrying amount 6 215 9 968
Total carrying amount 6 962 11 05

7 Cash and cash equivalents

7.1

31 December 2019 31 December 20

Cash and balances with Central Banks 55 388 19 240

Cash and cash equivalents 55 388 19 24

The Group is required to maintain a minimum resemth the NBH equivalent to 1 %
(2018: 1%) of certain deposits. The balance of tiisimum reserve, in line with the
prescription of NBH, is based on the balance aetie of October of these deposit accounts
and amounted to HUF 13,832 million as at 31 Decerib&9 (2018: HUF 13,334 million).
As at 31 December 2019, cash on hand amounted t6 £J397 million (2018: HUF
15,267 million).
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8

Loans and advances to banks

8.1

31 December 2019 31 December 201
Current and clearing accounts 6 €44 15 676
Money market placements 50 361 47 796
Loans and advances 5207 153

Loans and advances to banks (gross amount)

Allowance for impairment at the end of period (20) (15)

Carrying amount 62 392 63 6

Derivative financial assets

9.1

31 December 2019 31 December 2018

Fair value Book Cost Fair value Book
adjustment value adjustment value

Derivative instruments by type

FX-based derivative instruments - 4248 4248 - 2517 2517
Interest-based derivative instruments - 13 446 13 446 - 14 761 14 761
Options 104 395 499 299 337 636

Derivative financial assets 18 089 18 193 17 615 17 914
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10

Securities

10.1
31 December 2019 31 December 201

Securities measured at FVTOCI

Hungarian Government bonds 295511 281 414
Hungarian corporate sector bonds 6 827 17 978
Foreign Government bonds 5953 -
Foreign equities 1317 882
Less allowance for impairment (70) (65)

Securities measured at AC

Hungarian Government bonds 235990 372 499
Hungarian corporate sector bonds 50 478 38 841
Less allowance for impairment (82) (63)

Securities measured at FVTPL

Government Treasury bills 24 59 211
Government bonds 4189 1673
Hungarian corporate sector bonds 603 535
Hungarian equities 84 59
Securities 600 894 773 02

The amount of impairment of the FVTOCI financiasets, which is accounted for between
other comprehensive income reserve and profit es,l@oes not decrease the carrying
amount of the financial asset.

The amount of debt securities measured at FVTOQ WhRF 308,291 million and the
amount of equity instruments measured at FVTOCI Md§ 1,317 million at the end of the
reporting period.

The revaluation on financial assets measured at®®MTis changed to HUF (3,281) million
from HUF (13,255) million.

At 31 December 2019, HUF 163,348 million (2018: HRB2,562 million) from the total
amount of Securities were pledged as collateralsfock exchange, for NBH related to
Funding for Growth Scheme and credit card transastin the ordinary course of business.

As at 31 December 2019, the total amount of revimlnaeserve comprises HUF (6,747)
million (2018: HUF (3,466) million).

In 2019 HUF 23,299 million gain (2018: HUF 3,718lliah gain) was recognized in the
profit or loss relating to securities measured WT ®©CI, which is a reclassification from
other comprehensive income into profit or loss.

Related to Debt securities measured at amortissdHidF 13,413 million interest income

(2018: HUF 10,032 million) was recognized in that8ment of Profit or Loss and Other
Comprehensive Income during the year.
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11 Loans and advances to customers

The net amount of Loans and advances to customassHWF 930,313 million, of which

HUF 928,990 million was measured at amortised aost HUF 1,323million at fair value.

The amount of fair value customer loans belongmthée wholesale portfolio was HUF 547
million, while the amount of retail loans was HUF6/million on 31 December 2019.

11.1
31 December 2019 31 December 20

Loans and advances to custonmers

measured at AC 928 990 887 305
measured at FVTPL 1323 7 898
Loans and advances to customers 930 313 895 20

Loans and advances to customers measured at aadoztist

11.2

Allowance for Allowance for Allowance for

31 December 2019 Gross amountimpairment  impairment  impairment Carrying amount
Stage 1 Stage 2  Stage 3/POCI

Carrying amount

Wholesale
Refinanced loan 55 856 (136) (649) (239) 54 832
Funding for Growth Scheme 60 532 (158) (2 797) (591) 57 986
Factoring 20 349 (145) 11) (63) 20 130
Overdraft 67 459 (383) (234) (1 493) 65 349
Széchenyi Loans 31715 (204) (101) (784) 30 626
Car finance 80 332 (957) (1 022) (307) 78 046
Other 320 731 (1 666) (6 154) (14 876) 298 035
Total Wholesale 636 974 (3 649) (9 968) (18 353) 605 004
Retail
Residential mortgage 200 838 (528) (293) (7 627) 192 390
HUF 199 503 (524) (290) (7 303) 191 386
Foreign currency 1335 4 3) (324) 1004
Credit card 2336 (21 (41) (81) 2193
Overdraft 1147 (1) 27) (155) 954
Personal loan 6 749 (90) (11) (325) 6 323
Car finance 88 095 (113) 9) (3533) 84 440
Other 27 390 (33) 3) (453) 26 901
Total Retalil 326 555 (796) (384) (12 174) 313 201
Total Core business 963 529 (4 445) (10 352) (30 527) 918 20

Non-core business

CRE 11 829 (41) - (1 003) 10 785

Total 975 358 (4 486) R (31 530) 928 990
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Allowance for Allowance for Allowance for

31 December 2018 Gross amountimpairment  impairment  impairment Carrying amount
Stage 1 Stage 2  Stage 3/POCI

Carrying amount

Wholesale
Refinanced loan 54 212 (245) (45) (64) 53 858
Funding for Growth Scheme 50 596 (155) (1 645) (546) 48 250
Factoring 12 879 (33) (99) (68) 12 679
Overdraft 77671 (213) (133) (1 434) 75 891
Széchenyi Loans 31638 (164) (140) (819) 30515
Car finance 75 411 (875) (405) 277) 73 854
Other 329 385 (952) (4 679) (28 850) 294 904
Total Wholesale 631 792 (2 637) (7 146) (32 058) 589 951
Retail
Residential mortgage 220537 (903) (333) (29 391) 199 910
HUF 218184 (898) (330) (18 403) 198 553
Foreign currency 2353 5) 3) (988) 1357
Credit card 2 306 (21 (44 (105) 2136
Overdraft 1260 (23) 43) (138) 1066
Personal loan 7 068 (634) (70) (219) 6 145
Car finance 75 658 (218) (29) (4 224) 71 187
Other 2 040 (32 (3) (717) 1288
Total Retail 308 869 (1 821) (522) (24 794) 281 732

Total Core business 940 661 (4 458) (7 668) (56 852)

Non-core business

CRE 16 757 @) (98) (1 029) 15 623

957 418 (4 465) (7 766) (57 881)

In 2019, other items included HUF 240,002 milliomrking capital loans, HUF 40,136
million investment loans, HUF 69,246 million syndiied loans, HUF 21,453 million loans
relating to purchased loans.

In 2018, other items included HUF 225,436 milliomrking capital loans, HUF 43,014
million investment loans, HUF 64,877 million syndiied loans, HUF 35,830 million loans
relating to purchased loans.

CRE (previously SCU) remaining portfolio

The Special Credit Unit (SCU) was established ih12h order to separate commercial real
estate financed customers requiring special tredtmend to provide the specific
management of their deals. At the end of 2015,ifsdgmt part of this portfolio has been
separated from Group’s portfolio, management ofréraaining portfolio is performed by
the Corporate Restructuring and Debt ManagememicRirate.

According to the EU commitments forming part of fRestructuring Plan approved by the
European Commission, the gross volume of the ram@RE (i.e. Commercial Real Estate
previously SCU) portfolio had to be reduced belowWRH60 billion by the end of 2019. The
Group fulfilled the commitment by the end of 20EX¥en so, the portfolio has been reduced
significantly in 2018-2019. The total amount of CRé&tfolio was HUF 22.8 billion on 31
December 2019. Fulfilled the EU commitments sudedlgsthe Group has the intention to
continue the CRE-financing. Thus, the actual penfog CRE portfolio (HUF 10.7 billion)
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should be transferred to Business Unit due to tkpe@ed approval of competent
decisionmaker committees in Q1 2020.

Asset realization strategy

The recovery expectations at the elements of teet gmrtfolio has been determined based
on, the asset realization strategy. In the framkwbthe asset realization strategy the Group
keeps some assets in long-term in order to maxinsigevery from those assets.

Allowances for impairment

11.3
31 December 2019 31 December 201

Allowances for impairment on loans and advancesctestomers
Balance at 1 January 70112 93 508

Impairment loss for the year:

Increases due to origination and acquisition 5186 7 166
Decreases due to derecognition (33726 (24 905)
Changes due to change in credit risk (net) 5295 (9914)
Changes due to modifications without derecognitiet) 23 (740)
Decrease in allowance account due to write-offs )637 (5 663)
Other adjustments 115 660
Allowance for impairment at the end of period 46 368 70 11

The aim of the IFRS 9 credit risk scoring systentoisassign a PiT (point-in-time) PD to
each relevant customer. The IRB rating system iitairRI. capital requirement calculation
was modified according to IFRS 9 requirements. Biftrating systems use the same default
definition and model structure, including the qutative and qualitative sub-models and the
explicative variables. The calibration processes different. In the case of IFRS 9 it
depends on the stage of a given customer. In #ye g, the time horizon is one year, in the
stage 2 the lifetime PiT PD’s are estimated. Tlagest3 contains the defaulted customers,
where the PD equals to 1.

In the stage 2, the one year PD is transformeldedfetime PD, based on the Markov chain,
and Vintage analysis estimation of transition philittes and taken into account the

macroeconomic forecast especially the year-on-&aP forecasts, in the first three years of
the estimation horizon. From the fourth year, ti€Tthrough-the-cycle) PD has been used.
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11.3.1
Gross amount

31 December 2019
Stage 1 Stage 2 Stage 3 POC

Retail
Low risk 69 075 24 - -
Medium risk 223039 5891 - 2 898
High risk 2 255 4 676 - 396
Default 104 - 13541 4655
Total Retail 294 473 10591 13541 7949
Wholesale
Low risk 124 323 - - -
Medium risk 412150 3556 - -
High risk 13709 59785 - -
Default 207 - 23 245 -
Total Wholesale 550 389 63341 23245 -
CRE
Medium risk 10 825 - - -
Default - - 1004 -
Total CRE 10 825 - 1004 -
Total gross amount 855687 73932 37790 7949
Allowance for impairme nt
Rl AU Stage 1 Stage 2 Stage 3 POC
Retail
Low risk 95 - - -
Medium risk 684 243 - 335
High risk 17 141 - 32
Default - - 9344 2 463
Total Retail 796 384 9344 2830
Wholesale
Low risk 316 - - -
Medium risk 2 452 55 - -
High risk 881 9913 - -
Default - - 18 353 -
Total Wholesale 3649 9968 18 353 -
CRE
Medium risk 41 - - -
Default - - 1003 -
Total CRE 41 - 1003 -

Total allowance for impairment 4486 10352 28700 2830
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Gross amount

31D ber 2018
ecember Stage 1 Stage 2 Stage 3 POC

Retail
Low risk 113 299 - - -
Medium risk 137 133 8652 - 2 620
High risk 3321 3662 64 587
Default 145 8 25209 14169
Total Retail 253898 12322 25273 17 376
Wholesale
Low risk 49 254 - - -
Medium risk 485876 8168 - -
High risk 7399 40303 362 -
Default 351 - 40 079 -
Total Wholesale 542 880 48 471 40 441 -
CRE
Medium risk 14 173 1 - -
High risk - 1522 - -
Default 1 - 1 060 -
Total CRE 14174 1523 1060 -

Total gross amount

Allowance for impairme nt
Stage 1 Stage 2 Stage 3

31 December 2018

Retail
Low risk 371 - - -
Medium risk 1412 284 - 87
High risk 38 237 18 16
Default - - 16970 7704
Total Retail 1821 521 16988 7807
Wholesale
Low risk 962 - - -
Medium risk 1334 615 - -
High risk 341 6 532 301 -
Default - - 31756 -
Total Wholesale 2637 7147 32057 -
CRE
Medium risk 7 - - -
High risk - 98 - -
Default - 1029 -
Total CRE 7 98 1029 -

Total allowance for impairment 4 465 7766 50074 7807

The deals of customers belonging to the retail fpliot are classified in sets (pools)
homogenous from risk consideration. In pools PDDL&d CCF values are allocated.
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12

13

Internal rating based models calculate the riskampaters which determine the level of
impairment.

In case of individually not significant wholesalestomers the calculation of impairment and

provision has changed to internal rating based ogetfihe required provisioning rates are

calculated based on the credit conversion facher,statistical analysis of default and the

loss given default. Individually assessed itemsreim® specific provision has been set aside
the impairment and provision have to be calculéteskd on the above method.

In case of retail and wholesale exposures colleltiassessed provision is allocated for the
following portfolios on monthly basis:

» on performing loans Incurred Loss (ICL) is calcathtand

» on non-performing loans Specific Loan Loss ProvisiSLLP) is accumulated.

Since the Bank has introduced the performing and-pesforming classification in its
provision allocation method instead of product blasellective assessment in retail and the
new internal method in wholesale, the level of med loss has grown.

At 31 December 2019 there were no loans desigredduedged item in a fair value hedge
relationship.

Other assets

12.1
31 December 2019 31 December 20

Prepayments and other debtors 13 355 21 216
Inventory 594 553
Collaterals held in possession 220 56
Other taxes refundable 2 587 274
Impairment (1 580) (400)
Other assets 15 176 21 69

Investments in jointly controlled entities and assoiates

13.1
31 December 2019 31 December 201
Cost 5911 4687

Investments in associates 5911 4 68

On 30 September 2018 the Bank sold its investmemtisvallalkozas-FejlesétPénzigyi
Zrt., therefore other investments decreased by HOE million. Furthermore the Bank
raised the capital of MKB Inkubétor Kft. by HUF 2@fillion and Exter-Reél Kft. by HUF
100 million in 2019.

Please find further details on Associates in Note 5
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14

Intangibles, property and equipment
14.1

Intangible Freehold

31 December 2019
assets property

Equipment Total

Cost or deemed cost

Balance at 1 January 68 563 37 622 21297 127482
Additions — including internally developed 10 371 4 206 1819 16 396
Other modification (51) (82) (30) (163)
Disposals (2 542) (1 023) (1829) (539)

Balance at 31 December 76 341 40 723 21 257 138 32

Depreciation and inpairment loss

Balance at 1 January 49 165 11 542 14 632 75 339
Amortization and depreciation for the year 2 807 1551 1662 6 020
Impairment loss - 79 84 163
Disposals (97) (782) (1213) (2092
Other modification - (6) (10) (16)

Balance at 31 December 51 875 12 384 15155 79 414

Carrying amounts
At 1 January 19 398 26 080 6 665 52 143

Balance at 31 December 24 466 28 339 6 102 58 90
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Intangible Freehold
assets property

Equipme nt Total

31 December 2018

Cost or deemed cost

Balance at 1 January 61 146 40 703 19940 121789
Additions — including internally developed 10 416 600 2818 13834
Other modification (986) 23 (26) (989)
Disposals (2 013) (3704) (1435) (7152

Balance at 31 December 68 563 37 622 21 297 127 482

Depreciation and inpairment loss

Balance at 1 January 47 883 12 794 14 436 75113
Amortization and depreciation for the year 2280 1024 1417 4721
Impairment loss - 1430 9 1439
Disposals 8 (3712) (1224) (4944
Other modification (990) 6 (6) (990)

Balance at 31 December 49 165 11 542 14 632 75 339

Carrying amounts

At 1 January 13 263 27 909 5 504 46 676

Balance at 31 December 19 398 26 080 6 665 52143

Depreciation and amortization is presented amoad@ther operating income / (expense),

net”.

During 2018, the most significant component of éhes/estments and developments was
the costs related to the Core system replacemenésgs at the Group. Group has completed
successfully its entire digital transformation,liing a full replacement of its core banking
system, between 29 June and 5 July 2018 in acomedaith plans. The services relating to
the new digital core system were implemented griaduadaily operational functioning of
the credit institution. In addition, the Group dised several other items here concerning
capitalisations of functional developments of otflesystems.

In accordance with requirements of IFRS 16, theu@ras lessee recognises the right-of-use
assets in ‘Intangibles, property and equipmeng kmce 1 January 2019. On 31 December
2019 the carrying amount of the right-of-use asaeis HUF 5,625 million. Changes in the
value of right-of-use assets during the reportiagqal are disclosed in Note 32.
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15 Amounts due to other banks

15.1

31 December 2019 31 December 20
Due on demand 3279 4787
Money market deposits 648 31157
Borrowings 191 883 178 396
Amounts due to other banks 195 810 214 34

The largest balance of the Amount due to other §&kIUF 74,088 million, which is the
re-financing loans relating to Funding for Growtth8me at NBH.

16 Deposits and current accounts

16.1

31 December 2019 31 December 20
Corporate clients related 891 949 1043 397
Retail clients related 334 580 328 649
Deposits and current accounts 1226 529 13720

As at 31 December 2019 and 2018 the Bank had nosiegnd current accounts measured
at fair value from the total amount.

17 Derivative financial liabilities

17.1
31 December 2019 31 December 2018

Cost Fair value  Book Cost Fair value Book
adjustment  value adjustment  value

Derivative instruments by type

FX-based derivative instruments - 2634 2634 - 2986 2986
Index-based derivative instruments - 2 2 - 1 1
Interest-based derivative instruments - 41009 41 009 - 28 063 28 063
Credit default swaps - 36 36 - 132 132
Options 668 (86) 582 223 203 426

Derivative financial liabilities 43 595 44 263 31 385 31608

The derivative financial instruments disclosedhe table are measured at fair value through
profit or loss.
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18

19

Derivative liabilities held for risk management

The Group used interest rate swaps designatedrasafae hedges to hedge its exposure to
changes in the fair value of certain loans and acs. Interest rate swaps were matched to
specific loans.

As at the end of period the Group had no positivenegative fair value derivatives
designated in a qualifying hedge relationship.

Other derivatives held for risk management

The Group uses other derivatives, not designated gualifying hedge relationship, to
manage its exposure to foreign currency, interats, requity market and credit risks. The
instruments used include interest rate swaps, @@sency interest rate swaps, forward
contracts, and options.

Other liabilities and provision

19.1

31 December 201981 December 201
Accruals and other creditors 38 633 40 776
Lease liabilties 12 262 -
Other taxes payable 1808 2621
Provisions for contingencies and commitments 2519 5028

Other liabilities and provisions

In the previous year financial lease liabilitiesrev@resented in balance sheet as Deposit and
current accounts, its amount was HUF 8,828 million.

Provision for contingencies and commitments

19.2
31 December 2019 31 December 20

Provision for contingencies and commitments

Balance at 1 January 4 383 5001
Provisions made during the year 1310 3111
Provisions used/reversed during the year (3180) (3733)
Unwinding effect of discount - 3
Other movements 6 1

Balance at the end of the reporting period 2519 438

Provisions recognized for different type of produate disclosed in Note 34.
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20

Issued debt securities

The table below shows the new issuance, repaymendther changes during the year:

20.1

Balance at Repurchased Repaid debt Revaluation Balance at

Interest

1 January debt securities securities result 31 December

31 December 2019

Structured 4 906 188 (4 991) (103) -
Accrued interest 68 - - - -
Total 4974 188 (4 991) (103)

Balance at Repurchased Repaid debt Revaluation Balance at

R 1 January debt securities securities result 31 December

31 December 2018

Fixed rate 1276 300 (1 711) 135 -
Structured 9315 117 (4735) 209 4 906
Accrued interest 33 - - - 68
Total 10 624 417 (6 446) 344 4 97

The Group used fair value option revaluation thiopgofit or loss for structured bonds, as
they were related to assets, which shared the saknthat gave rise to opposite changes in
fair value. On 31 December 2019, the Group hadweot issued (2018: HUF 4,974 million).
The transaction recognized at fair value througdfipor loss as option at initial recognition
expired on 2 July 2019.
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21

22

23

Subordinated debt

Subordinated debts are direct, unconditional arsgcured obligations of the Group, and are
subordinated to the claims of the Group's depas#aad other creditors.

21.1
31 December 2019 Interest

Date of Amount in Original  Carrying amount

issue  original currency currency  in million HUF

Subordinated debt Fixed rate 26.05.2017 70000000 EUR 23 765
Subordinated debt Fixed rate 19.03.20183 15000000 EUR 5092
Subordinated debt Fixed rate 28.03.2019 31000000 EUR 10 524
Total 116 000 000 EUR 39 3§

31 December 2018 Interest Qate of . {-\mount n O C?arrqug amount
issue  original currency currency  in million HUF
Subordinated debt Fixed rate 26.05.2017 70000000 EUR 23 061
Subordinated debt Fixed rate 19.03.2013 15000000 EUR 4941
Total 85 000 000 EUR 28 0

The amount of the subordinated debt increased bR BWU million to EUR 116 million
related to new issuance in March 2019.

Share capital

The Bank’s authorised, issued, and fully paid sleapgtal comprises 100 million (2018: 100
million) ordinary shares of HUF 1,000 (2018: HUBN) each. All issued shares rank pari
passu in the event of a winding up.

Reserves

Share premium

Share premium comprises of premiums on share tégstances.

Retained Earnings

Retained earnings comprise the accumulated pritét gaxes earned in the course of the
operating life of an entity of the Group less anydend payment.
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General reserve

According to the Act CCXXXVII of 2013 on Credit lwtions and Financial Enterprises
(Banking Act), banks shall set aside as generatrves10% of Profit after taxation.
Dividends can be paid only after recognition of gqahreserve. This reserve can be utilized
only for losses derived from ordinary activity. @itanstitution can reclassify part or total of
its retained earnings into general reserve. Supenyiauthority can allow the entity not to
set aside the amount calculated as above stated.

The Group discloses general reserve as part oheeta@arnings. In 2019, MKB recognized
general reserve of HUF 10,825 million (2018: HUB28, million).

Revaluation reserves

Revaluation reserve of financial assets measurdeVaiOCI includes the cumulative net
change in the fair value until the derecognitionr Ehancial instruments measured at fair
value through other comprehensive income, the Ghagprecognized an impairment loss in
accordance with IFRS 9, which is shown in the Réstibn reserve.

The Group did not apply any reclassification adpesits relating to components of other
comprehensive income.

Non-controlling interest

The Bank discloses also a Non-controlling intefsHUF 35 million (2018: HUF 1,987
million) related to the special purpose entity fbe Employee Share Ownership Program
(ESOP). This amount represents the contributiohefparticipating members. The decrease
in the amount of the non-controlling interest i<onnection with the financial fulfilment for
the members of the ESOP.

85/146



MKB Bank Nyrt. Data in HUF million except stated otherwise
Consolidated Financial Statements as at 31 DeceRild&r

24  Deferred tax assets and liabilities

Deferred tax assets and liabilities are attribitdblthe following:

24.1
31 December 2019 31 December 2018
Assets Liabilities Net Assets Liabilities Net

Intangibles, property and equipment 179 537 (358) 205 538 (333)
Investments in associates - - - 137 - 137
Securities 1596 32 1564 1273 33 1240
Loans and advances to customers 690 18 672 690 94 596
Allowances for loan losses 70 - 70 7 688 (611)
Amounts due to other banks and customers 479 - 479 479 - 479
Issued debt securities - 36 (36) - 36 (36)
Provision 152 - 152 351 - 351
Derivatives 122 6 116 122 6 116
Other items 73 28 45 73 44 29
Tax loss carry-forwards 4438 - 4438 3104 - 3104
Offsetting (531) (531) - (1 437) (1 437) -
Assets held for sale 40 - 40 40 - 40
Effect on implementation of IFRS 700 - 700 700 - 700

Net tax assets / (liabilities) 126

25 Interest and similar to interest income

25.1
2019 2018

Cash and cash equivalents 317 547
Loans and advances to banks 307 60
Loans and advances to customers 30918 30 136
Derivatives 7 665 8 059
Securities 20 010 19 004
Interest and similar to interest income 59 217 57 806

Included within various captions under interestome for the year ended 31 December
2019 is a total of HUF 1,324 million (2018: HUF 2Bmillion) accrued on credit impaired
financial assets.
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26 Interest expense

26.1

Amounts due to other banks 957 738
Deposits from customers 2241 2330
Issued debt securities - 8
Subordinated liabilties 1590 1166
Other fee and commision similar to interest expense 294 400
Derivatives 13 338 11 844

Interest expense

27 Netincome from commissions and fees

27.1
2019 2018

Commission and fee income 35756 35489
Payment and account services 20976 21 699
Credit related fees 2295 1980
Card services 2927 2539
Brokerage fees and other securities business 5037 0905
Other commission and fee income 4521 4181

Commission and fee expense 8 440 9581
Payment and account services 1680 2694
Credit related fees 1877 1314
Card services 1777 1789
Brokerage fees and other securities business 1154 4561
Other commission and fee expense 1952 2328

Net income from commissions and fees 25
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28

29

Other operating income / (expense), net

N
@
[EEN

2019 2018
Realized net gain/(loss) on securities measuréairatalue 24212 3965
Realized net gain/(loss) on securities measuradnattised cost 5247 67
Net gain/(loss) on loan and advances measured atfae 134 (738)
Net gain/(loss) on trading derivative transacti (10801 10 37-
Net foreign exchange gain/(lo 9017 1233«
Net fair value results from FVTPL revaluation (FVO) 123 14
Expense relating to bank levies (2023) (2073)
Transaction dui (11935 (12432
Net gain/(loss) on investments in Group companies 18)(3 (370)
Other taxe (3479 (3548
Other operating income/(expense), net (63) (367)

The result from fair value revaluation of structifeonds designated at fair value through
profit or loss was HUF 123 million gain (2018: 14lion gain).

Banking tax is shown under ‘Other expense’ as gsdaot meet the criteria of current
income tax.

Net impairment / (reversal) and provision for losse

29.1
Note ~ 2019 2018

Net impairment loss / (reversal)

Loans and advances to banks 8 - 4
Loans and advances to customers 11 2 457 (180)
Securities 10 19 (195)
Other assets 12 (1 169) (33)
Realised loss on sale of loans (1 036) (175)
Non-current assets held for sale and discontinpedations 37 (5 839) 296
Provision on
Guarantees and contingencies 32 218 (517)
Of which: on restructuring 32 (1520) 349
Impairment and provision for losses (5 350) (800)
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30

31

Operating expense

30.1
2019 2018

General and administration expense 3394 5634
Legal and advisory services 2201 2981
Wages and salaries 17 158 18 365
Termination benefits 169 3121
Compulsory social security obligations 4225 5138
Occupancy costs 9 655 10 805
Marketing and public relations 761 1105
Communication and data processing 5677 5715
Operating expense 43 240 52 8¢

In 2019, the Group's average statistical employseler was 2,026 (2018: 2,053).

Income tax
Income tax expense recognized in the Statement ofdft or Loss and Other
Comprehensive Income

31.1

2019 2018

Current tax expense

Corporate tax charge — on current year profit 13841 608
Corporate tax charge — effect of self-revisionrievipus years (417) -

Deferred tax (incone) / expense
Origination (reversal) of temporary differences ar) (2 043)

Income tax (income) / expense (780) (435

Both in the previous period and in 2019 9% incomertate was applied on taxable profit in
Hungary. Due to this, 9% current income tax rateg @ deferred tax rate applied based on
the available future plans.

Self-revision of corporate tax corresponds to &fumds related to research and development
for previous years.
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Reconciliation of effective tax rate

31.2
2019 2018

% HUF million ) HUF million

Profit before income tax 43 368 24 697
Income tax using the domestic corporation tax rate ,0099 4161 9,00% 2223
Effect of tax rates in foreign jurisdictions 0,05% 22 0,11% 26
Movement of unrecognized temporary differences 0,00% - -0,02% (6)
Tax Losses expiring in current year 0,00% - -0,06% (16)
Non-deductible expense 0,16% 73 0,55% 135
Tax exempt income -1,03% (476) -3,78% (933)
Re-assessment of unrecognised tax losses carryfiswa -7,27% (3363) -4,50% (1111)
Effect of transition -1,51% (700) -2,83% (700)
Other tax effects -1,08% (497) -0,21% (53)
Income tax (income) / expense -1,69% (780) -1,74% (435

The Group used a prudent approach concerning tse$o Group companies generating
current year losses were not allowed to recognizedaferred tax assets above the limit of
deferred tax liability in their books. Other groapmpanies used their available business
plan figures for calculating the amount of tax &sshat can be offset against future tax
bases. Tax losses can be offset against up to 5@%tuce tax bases.

On 31 December 2019, the Group had unused taxsl@sseunting to HUF 354,237 million
(2018: HUF 364,007 million) with the following maity:

31.3

2019 2018
Maturity between 1 and 5 years 72709 65577
Mature between 5 and 10 years 281 528298 430

Tax loss carryforwards 354 237 364 007

The Group has HUF 304,926 million (2018: HUF 328 5illion) tax losses carried
forward, on which no deferred tax asset was reseghi

In 2015, the rules of utilization of tax lossesrmat forward have changed in Hungary: tax
losses arising in 2015 and in following years, banutilized solely in the subsequent five
years following the tax year in which they were gietted. Tax losses incurred before 2015
can be utilized until 2030.
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The following table presents the main factors airafe in deferred tax:

31.4
2019

Opening  P/L-effective  P/L-neutral Closing

P/L-effective and neutral effects on

deferred tax assets (DTA) and deferred tax liabilies (DTL) balance — movement of movement of  balance

DTA/DTL DTA/DTL DTA/DTL DTA/DTL

Deferred Tax Assets - due to taxable te mporary difrences

Assets

Loans and advances to bank, Loans and advancestmrers 689 - - 689
Provision for losses on loans and adva 78 (8) - 7C
Financial assets measured at FVTPL 122 - - 122
Securitie 141( (134 322 1 59¢
Property, plant and equipment and investment pty 3 3 - -
Intangible Assets 204 (25) - 179
Non-current assets as held for 4C - - 4C
Other Asset 73 - - 73
Liabilities

Amounts due to other banks, Deposits and curresdiants 480 - - 480
Provision: 35C (198 - 152
Deferred Tax Assets - due to tax losses 3104 1 33¢ - 4 43¢
Deferred Tax Assets - Tax Credits 700 - - 700
Subtotal DTA before netting 7 253 966 322 8 541
Deferred Tax Liabilities - due to taxable temporarydifferences

Assets

Loans and advances to bank, Loans and advancestner (95) 7€ - (19)
Provision for losses on loans and advances (688) 688 - -
Securitie (34) - - (34)
Property, plant and equipment and investment ptpper (538) 1 - (537)
Other Asset (16) 1€ - -
Liabilities

Issued debt securiti (37) 1 - (36)
Derivative financial liabilities (6) - - (6)
Other liabilities 27) - - 27
Subtotal DTL before netting (1441) 782 - (659)

Subtotal DTA after netting completely with DTL

Subtotal DTL after netting completely with DTA
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2018

Opening  P/L-effective P/L-neutral Closing

P/L-effective and neutral effects on

deferred tax assets (DTA) and deferred tax liabilies (DTL) Lot LD MUE AL WG Lo s

DTA/DTL DTA/DTL DTA/DTL DTA/DTL

Deferred Tax Assets - due to taxable temporary difrences

Assets

Loans and advances to bank, Loans and advancestmrers 689 - - 689
Provision for losses on loans and adva 67 11 - 78
Financial assets measured at FVTPL 122 - - 122
Securitie 1 02¢ - 382 141C
Property, plant and equipment and investment ptpper 1 2 - 3
Intangible Asser 21C (6) - 204
Non-current assets as held for sale 40 - - 40
Other Asset 54 1< - 73
Liabilities

Amounts due to other banks, Deposits and curresdiants 48( - - 48(
Provisions 300 50 - 350
Deferred Tax Assets - due to tax losses 1820 1284 - 3104
Deferred Tax Assets - Tax Credits - 70C - 70C
Subtotal DTA before netting 4811 2 060 382 7 253
Deferred Tax Liabilities - due to taxable temporarydifierences

Assets

Loans and advances to bank, Loans and advancestner (121, 2€ - (95)
Provision for losses on loans and advances (668) (20) - (688)
Securitie - - 8C 8C
Property, plant and equipment and investment ptpper (515) (23) - (538)
Other Assets (16) - - (16)
Liabilities

Issued debt securiti (37) - - (37)
Derivative financial liabilities (6) - - (6)
Other liabilitie 27) - - 27
Subtotal DTL before netting (1 390) (17) 80 (1.327)

Subtotal DTA after netting completely with DTL

Subtotal DTL after netting completely with DTA

32 Leases

At the date of the initial application the Groupshanly a few leases that is previously
classified as finance lease, for which transit@iRRS 16 have no significant impact.

The Group leases personal and commercial vehleleses and sub-leases office spaces.
The Group reassessed the classification of a ageleontracts, in which it acts as a lessor

and there is no change in the classification afe¢hmontracts as a consequence there was not
significant impact.
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32.1
Balance at " " Balance at
1 January 2019 GO I Derecognition 51 e cember 201
Other assets 17 - - 17
Properties 8 246 13 - 8 259
IT equipments 450 (38) - 412

Total

Depreciation

Balance at De pre ciation Addition (+) / Balance at
1 January 2019 P Derecognition (-) 31 December 201

Other assets - 4) - (4)
Properties (2 056) (871) 6 (2 921)
IT equipments 67) (82) 11 (138)
Total (2 123) (957) 17 (306

Carrying amount
Balance at
31 December 2019

Other assets 13
Properties 5338
IT equipments 274

Total right-of-use asset 5 625

32.2
. Within 3 Within 1 Within 3
31 December 2019 LIl months and yearand 3 years and 5 Overs
months years
1 year years years
Contractual value of lease liabilties 253 1603 5065 3345 11 532 21798

32.3

31 December 2019 Long-term  Short-term Total
Carrying amount of lease liabilties 11 358 904 12 262

The amount of future cash outflows due to varidédesing payments is not significant.
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33

32.4

Interest expense recognized on lease liabilites  38L 0

Expense recognized for short-term leases 66
Depreciation charged for the year 940
Cash outflow for leases 458

The value of contracts for which the Group doesaxpiect to exercise the extension and / or
exercise option is immaterial.

The Group elected not to recognise right-of-usestasand lease liabilities for short-term

leases of machinery that have a lease term of l2thwoor less and leases of low-value
assets (e.g including printers, IT equipment). &hmunt of low-value and short-term assets
was HUF 103 million at the end of the reportingiper

The relevant rules on measurement, recognitiorpaesentation are disclosed in Note 4.

Earnings per share

The calculation of basic earnings per share on 8deBber 2019 based on the net income
attributable to ordinary shareholders of HUF 44,ifion (2018: HUF 25,132 million) and

a weighted average number of ordinary shares oulistga of 99,906 thousands (2018:
94,621 thousands).

Basic value

31 December 2019

Net income available to

. ordinary shareholders HUF 44,148 milion
Earnings per in HUE million)
Ordinary Share = (n - = = HUF 442
(in HUF) Average number of ordinary
shares outstanding (thousands) 99,906 thousands

31 December 2018

Net income available to

. ordinary shareholders HUF 25,132 milion
Earnings per in HUE million)
Ordinary Share = (n - = = HUF 266
(in HUF) Average number of ordinary
shares outstanding (thousands) 94,621 thousands

The calculation of fully diluted earnings per sharas based on the profit attributable to
ordinary shareholders and the weighted average euoflordinary shares outstanding after
any adjustment for the effects of all dilutive pdtal ordinary shares. From the end of 2019
there was no a dilution effect, however in 2018eldasn the vesting conditions 2,626
thousands number of shares were equity-settledaas-based compensation.
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Diluted value

31 December 2019

Net income available to

. . ordinary shareholders HUF 44,148 milion
Diluted Earnings i HUE mil
per Share = (n milion) ___ _ = HUF 442
(in HUF) Average number of ordinary
shares outstanding taking into 99,906 thousands
account the dilution factors
31 December 2018
Net income available to
. . ordinary shareholders HUF 25,132 milion
Diluted Earnings i HUE mil
per Share = (n milion) ___ _ = HUF 258
(in HUF) Average number of ordinary
shares outstanding taking into 97,247 thousands
account the dilution factors
34 Contingencies and commitments
34.1
Provision
31 December 2019 Gross amourit Net amount
Stage 1 Stage 2 Stage 3 IAS 37
Contingencies
Guarantees and similar obligations 98 357 (101) (166) (93) - 97 997
Obligations from letters of credit and other shiertn trade related
items 14 570 9) - - - 14 561
Other contingent liablities (including litigation) B2 (6) 2 (127) (1058) 8 039
Total contingencies 122 159 (116) (168) (220) (1 058) 120 597
Conmitments
Undrawn commitments to extend credit 235494 (306) (366) (285) - 234 537
Total commitments 235 494 (306) (366) (285) - 234 53

Provision

31 December 2018 Gross amount Net amount
Stage 1 Stage 2 Stage 3 IAS 37

Contingencies

Guarantees and similar obligations 147 627 (109) (285) (70) - 147 163
Obligations from letters of credit and other stierm trade related

items 4625 (10) - - - 4615
Other contingent liablities (including litigation) 4D75 - - (220) (3331 20524
Total contingencies 176 327 (119) (285) (290) (3331) 172 302
Commitrrents

Undrawn commitments to extend credit 251299 (361) (149) (140) - 250 649
Total commitments 251 299 (361) (149) (140) - 250 649
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35

Use of estimates and judgements

Management discusses with the Group SupervisorydBthe development, selection and
disclosure of the Group’s critical accounting pi@gand estimates, and the application of
these policies and estimates.

These disclosures supplement the commentary ondiglarisk management (see Note 6).
Key sources of estimation uncertainty
Allowances for credit losses

Assets accounted for at amortised cost are evaldatémpairment on a basis described in
accounting policy (see Note 4).

The specific counterparty component of the totddvednces for impairment applies to
financial assets evaluated individually for impasémhand is based upon management’s best
estimate of the present value of the cash flowsateexpected to be received. In estimating
these cash flows, management makes judgements almmitnterparty’s financial situation
and the net realisable value of any underlyingatethl. Each impaired asset is assessed on
its merits, and the workout strategy and estiméteash flows considered recoverable are
independently approved by the Credit Risk function.

Collectively assessed impairment allowances coveditlosses inherent in portfolios of
loans and advances with similar credit risk chandstics when there is objective evidence
to suggest that they contain impaired loans andabs but the individual impaired items
cannot yet be identified. In assessing the neeadtective loss allowances, management
considers factors such as credit quality, portfslize, concentrations and economic factors.
In order to estimate the required allowance, assompare made to define the way inherent
losses are modelled and to determine the requirpdt iparameters, based on historical
experience and current economic conditions. Tharacy of the allowances depends on the
estimates of future cash flows for specific coupdety allowances and the model
assumptions and parameters used in determiningctivlk allowances.

Uncertain or unanticipated future events couldltésumaterial adjustments to provisions or
additional allowances. The accounting values detexthare not fair values or market prices
that might be determined if the underlying assetssald to a third party.

Determining fair values

The determination of fair value for financial assend liabilities for which there is no
observable market price requires the use of valnagchniques as described in accounting
policy. For financial instruments that trade infwegtly and have little price transparency,
fair value is less objective, and requires varyoegrees of judgement depending on
liquidity, concentration, uncertainty of market tias, pricing assumptions and other risks
affecting the specific instrument. See also “Vahmabf financial instruments” below.
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Critical accounting judgements in applying the Groyp’s accounting policies
Critical accounting judgements made in applying@neup’s accounting policies include:
Valuation of financial instruments

The Group’s accounting policy on fair value meaments is discussed under Note 4.
The Group measures fair values using the follovhiegarchy of methods:

« Level 1: Quoted market price in an active marketaio identical instrument.

* Level 2: Valuation techniques based on observampeits. This category includes
instruments valued using: quoted market prices dtivea markets for similar
instruments; quoted prices for similar instrumentsarkets that are considered less
than active; or other valuation techniques whelrgighificant inputs are directly or
indirectly observable from market data.

e Level 3: Valuation techniques using significant beervable inputs. This category
includes all instruments where the valuation teghaiincludes inputs not based on
observable data and the unobservable inputs caud h significant effect on the
instrument’s valuation. This category includes nmstents that are valued based on
quoted prices for similar instruments where sigaifit unobservable adjustments or
assumptions are required to reflect differencewéen the instruments.

Fair values of financial assets and financial liies that are traded in active markets are
based on quoted market prices or dealer price tio$a For all other financial instruments
the Group determines fair values using valuati@hneyues. Valuation techniques include
net present value and discounted cash flow modelsparison to similar instruments for
which market observable prices exist, Black-Schaled polynomial option pricing models
and other valuation models. Assumptions and inpsed in valuation technigues include
risk-free and benchmark interest rates, creditegfgeand other premia used in estimating
discount rates, bond and equity prices, foreigmerury exchange rates, equity and equity
index prices and expected price volatilities anadalations.

Counterparty risk (CVA) and own credit risk (DVA} ialso taken into account by

calculation of fair value of derivative transactaexcept of the followings:

1.Netting of NPVs to counterparty level is allowedyom case of International Swaps and
Derivatives Association (ISDA) agreement is avddab

2.1f the partners have Credit Support Annex (CSA)tfar derivative then both CVA and
DVA are 0.

3.If the contract covered by collateral then CVA=0.

The objective of valuation techniques is to arr@en fair value determination that reflects
the price of the financial instrument at the endhaf reporting period that would have been
determined by market participants acting at arersyth.

The Group uses widely recognised valuation modefsdetermining the fair value of
common and more simple financial instruments, likerest rate and currency swaps that
use only observable market data and require litid@magement judgement and estimation.
Observable prices and model inputs are usuallylabtaiin the market for listed debt and
equity securities, exchange traded derivatives samgple over the counter derivatives like
interest rate swaps. Availability of observable kearmprices and model inputs reduces the
need for management judgement and estimation aodretluces the uncertainty associated
with determination of fair values. Availability @bservable market prices and inputs varies
depending on the products and markets and is poodeanges based on specific events and
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general conditions in the financial markets.

For more complex instruments, the Group uses ptgssi valuation models, which usually
are developed from recognised valuation models.eSomall of the significant inputs into
these models may not be observable in the marketage derived from market prices or
rates or are estimated based on assumptions. Egarhjhstruments involving significant
unobservable inputs includes certain over the @sttuctured derivatives and certain loans
and securities for which there is no active marketduation models that employ significant
unobservable inputs require a higher degree of geamant judgement and estimation in
determination of fair value. Management judgemerat estimation are usually required for
selection of the appropriate valuation model toubed, determination of expected future
cash flows on the financial instrument being valudétermination of probability of
counterparty default and prepayments and seleofiappropriate discount rates.

The table below analyses financial instruments ovealat fair value, by valuation method:

35.1

Quoted market Valuation Valuation techniques -

Note  prices in active techniques - significant Total
markets observable inputs unobservable inputs

31 December 2019

Derivative financial assets 9 - 18 193 - 18 193
Securities 10 293 234 21274 - 314 508
Loans and advances to customers 11 - - 1323 1323
Derivate financial liabilties 17 - 44 263 - 44 263
Total 293 234 83 730 1323 37828

31 December 2018

Derivative financial assets 9 - 17914 - 17 914
Securities 10 184 947 176 805 - 361 752
Loans and advances to customers 11 - - 7 898 7 898
Derivate financial liabilties 17 - 31608 - 31608
Issued debt securities 20 - 4974 - 4974
Total 184 947 231 301 7898 42414

The determination of fair value level and the tfars between levels are in line with
accounting policy (see Note 4). There were no fexasbetween fair value levels in the
reporting period ended on 31 December 2019.

There is no active quotation of discount governnimmds when they reach within 3-month
maturity. For discount government bonds within itieturity of 3 months, the Group is using
yield-curve valuation technique. The inputs of yfigd-curve are the relevant active market
prices, consequently it is considered as Levell@atin.

As part of its trading activities the Group enten® OTC structured derivatives, primarily
options indexed to equity prices, foreign excharges and interest rates, with customers and
other banks. Some of these instruments are valugdgumodels with significant
unobservable inputs, principally expected long-terofatilities and expected correlations
between different asset prices or foreign curremahange rate$hese inputs are estimated
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based on extrapolation from observable shorter-teotatilities, recent transaction prices,
quotes from other market participants and histbdesa.

In determining fair values, the Group does notasgrages of reasonably possible alternative
inputs as averages may not represent a price ahwahiransaction would take place between
market participants on the measurement date. Wternative assumptions are available within

a wide range, judgements exercised in selectingntist appropriate point in the range include
evaluation of the quality of the sources of inpfite example, the experience and expertise of
the brokers providing different quotes within agangiving greater weight to a quote from the

original broker of the instrument who has the naethiled information about the instrument)

and the availability of corroborating evidenceespect of some inputs within the range.

The following table presents the major risks and #mounts of fair value of financial
instruments. Each financial instrument is repogethir value and categorized based on all the
risk factors which they are exposed to. Most typgnancial instruments are exposed to more
than one risk, therefore fair values of those umsents are included in all relevant columns,
resulting that the sum of total exposures by lirey mot be equal to the relevant lines in the
Statement of Financial Position.

Nature and extent of exposure to risks arising flioancial instruments:

35.2

Note Interest e Other

exchange rate

31 December 2019
Derivative financial assets 9 4748 15 340 -
Securities 10 310 248 8 416 -
Loans and advances to customers 11 1323 196 -
Derivative financial liabilities 17 41 009 2634 620
Total 357 328 26 586 620
31 December 2018
Derivative financial assets 9 3111 15 823 43
Securities 10 360 812 3191 -
Loans and advances to customers 11 7 898 318 -
Derivative financial liabilties 17 28 063 2 986 560
Issued debt securities 20 4974 - 4974
Total 404 858 22 318 557
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36  Accounting classifications and fair values

The estimated fair values disclosed below are desiégl to approximate values at which
these instruments could be exchanged in an arm{ghHdransaction. However, many of the
financial instruments have no active market andefioee, fair values are based on estimates
using net present value and other valuation teciesigsee Note 4, and Note 35), which are
significantly affected by the assumptions used lm dmount and timing of the estimated
future cash flows and discount rates. In many gaisesould not be possible to realise
immediately the estimated fair values given the sizthe portfolios measured.

The table below sets out the carrying amountsfaindralues of the Group’s financial assets
and financial liabilities:

36.1

] Fair value
Fair value . Total
Amortised  through other . .
. carrying Fair value
cost comprehensive
amount

income

31 December 2019 Note through profit
or loss

Financial assets

Cash and cash equivalents 7 - 55 388 - 55 388 55 388
Loans and advances to banks 8 - 62 392 - 62 392 61 709
Derivative financial assets 9 18 193 - - 18 193 18 193
Securities 10 4900 286 386 309 608 600 894 590 162
Loans and advances to customers 11 1323 928 990 - 930313 929 004
Total 24 416 1333156 309 608 1667 180 1 654 454
Financial liabilities

Amounts due to other banks 15 - 195 810 - 195810 195810
Deposits and current accounts 16 - 1226 529 1226529 1226529
Derivate financial liabilties 17 44 263 - - 44 263 44 263
Subordinated debt 21 - 39 381 - 39 381 39381

Total 44263 1461720 = 1505 983 1 505 983

Fair value

Fair value Total

Amortised  through other
cost comprehensive
income

31 December 2018 Note  through profit
or loss

carrying Fair value
amount

Financial assets

Cash and cash equivalents 7 - 19 240 - 19 240 19 240
Loans and advances to banks 8 - 63 610 - 63 610 62 534
Derivative financial assets 9 17 914 - - 17914 17914
Securities 10 61 478 411 277 300 274 773 029 769 384
Loans and advances to customers 11 7 898 887 305 - 895203 888633
Total 87 290 1381432 300 274 1768996 1 757 705
Financial liabilities

Amounts due to other banks 15 - 214 340 - 214340 214 340
Deposits and current accounts 16 - 1372 046 - 1372046 1372046
Derivate financial liabilties 17 31 608 - - 31608 31 608
Issued debt securities 20 4974 - - 4974 4974
Subordinated debt 21 - 28 002 - 28 002 28 002
Total 36582 1614 388 - 1 650 970 1 650 970
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The methods and the assumptions applied in detargnfair values of financial instruments
when a valuation technique is used were as follows:

Cash and cash equivalents

Due to the short term nature, the carrying amounCash and cash equivalents is a
reasonable approximation of their fair value.

Derivative instruments

Fair values of Derivative financial instruments areded in active markets are based on
quoted market prices or dealer price quotationsalf@ther financial instruments the Group
determines fair values using valuation techniques.

Securities

The fair values of instruments grouped into Semsitre based on quoted market prices,
when available. If quoted market prices are notilabke, fair value is estimated using
qguoted market prices of similar securities. FotHer information, please refer to Note 10.

Loans and advances to banks and to customers

The fair value of loans and advances is based sereable market transactions, where
available. In the absence of observable markesaetions, fair value is estimated using
discounted cash flow models. Performing loans am@uped, as far as possible, into
homogeneous pools segregated by coupon rates. niarale contractual cash flows are
discounted using a rate which is sum of the avklaiterest rate which would have been
offered if the customer applied for loan at the esfdthe reporting period plus the
counterparty marge. The used interest rates aiableain published Terms and Conditions
as of 31 December, 2019 and the counterparty margegailable in the Group’s systems.
The rediscounted cash flows are decreased usirthebgame impairment percentage as it
was used for impairment purpose, and it is conediexrs fair value of the loan portfolio.
Non-performing loans which are assessed for imgaitnindividually are discounted with
discount factors which are calculated as in caggedbrming loans, but that estimated cash
flows of these loans are used for calculation, Whi@s also used for impairment purpose. In
the case of work-out loans where the Group expegh flows only from sale of collaterals
and therefore they are impaired to the net presdoe of this amount, the fair value is equal
with the carrying amount.

The fair value of Loans and advances to banks amdistomers on demand is not different
from the amounts receivable at the end of the temgpperiod.

Amounts due to other banks and Current and dep@sitounts

For the purposes of estimating fair value, Amouwhig to other banks and Current and
deposit accounts are grouped by residual matufigir values are estimated using
discounted cash flows, applying current rates etfefor deposits of similar remaining
maturities plus the Group own credit risk. For deiaing own credit risk (DVA — Debit
Value Adjustment) the Group uses the own PD and WSE&d also for risk purposes which
is also in line with the DVA calculation method foegative fair value derivatives. The fair
value of a deposit repayable on demand is assumbd the amount payable on demand at
the end of the reporting period.
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Issued debt securities and Subordinated debt

Fair values are determined using quoted markeegrat the end of the reporting period
where available, or by reference to quoted markieeg for similar instruments plus own
credit risk.

Related parties

The Group’s related parties include the parent @oigs, subsidiaries, joint ventures,
associates, Key Management Personnel, close fami#ynbers of Key Management
Personnel, audit group and entities which arerotiet, jointly controlled or significantly
influenced, or for which significant voting powes iheld, by related parties, Key
Management Personnel or their close family memb@mvernment-related entities are
exempt from the general disclosure based on IA332&Key Management Personnel are the
members of the governing boards of the Group likpeBvisory Board and the members of
the Board of Directors.

Transactions with related parties
Related parties have transacted with the Groumduhie period as follows:

37.1

Non- Key
consolidated  Associates Management
subsidiaries Personnel
2019 2018 2019 2018 2019 2018 2019 2018 2019 2

Other related
parties

Parent company

and its group

Assets

Loans and advances to customers 157442796 1078 976 237 332 370 134 - -
Derivative finacial assets 57 - - - - - - - 66 -
Equity instruments - - 686 715 610 611 - - 147 244
Liabilities

Current and deposit accounts 11 34225 807 192 276 149 207 386 258 2143 4658
Derivative finacial liabilties - - - - - - - - 149 229
Other liabilities - - - - - - - - - 70
Income statement

Interest and similar income 702 700 24 21 5 6 7 10 1 -
Interest expense (20) - - 1 - - - - €] -
Net income from commissions and fees 610 692 8 8 51 6 3 - 14 7
Other net income / (expense) (560) (144) (6) 4 (3) 46 (1190) (659) (©)] (4)
Contingencies and commitments 3779 12202 1791 1089 40 97 13 711 490 290
Allowances for inpairment 5636 2637 2462 2113 3 4 - - 1 -

The amount outstanding from Key Management Perdaapeesents mortgages and secured
loans granted and these loans are secured ovesrpray the respective borrowers.

The above transactions with other than Key Managén®ersonnel were made in the

ordinary course of business and on substantiaflysime terms, including interest rates and
security, as for comparable transactions with pessd a similar standing. The transactions
did not involve more than the normal risk of repayrm
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Other related parties include the interests of Kley Management Personnel and other
investments.

Impairment losses and provisions against balancéstamding with related parties were
recognized during ordinary course of impairmenteasment. Incurred loss has been
recognized on balance sheet items and off balaneet stems with related parties which
were individually or collectively assessed.

Key management personnel compensation for thegeamprised:

37.2

2019 2018

Short-term employee benefits 737 658
Share-based payment transactions 450 799

Total 1187 1457

Segment information

The following segment information has been prepaiedaccordance with IFRS 8,
“Operating Segments,” which defines requirements fbe disclosure of financial
information of an entity’s operating segmentsoltdws the “management approach”, which
requires presentation of the segments on the basie internal reports about components
of the entity which are regularly reviewed by theet operating decision-maker in order to
allocate resources to a segment and to assessfitsrpance. Management reporting for the
Group is based on IFRS presenting the followingrsags.

Business segments

The business segments identified by the Group septethe organizational structure as
reflected in its internal management reporting ayst The Group is organized into five
business lines, each with its own distinct market products. Each business line has its own
set of objectives and targets broken down by operainits, which are consistent with the
Group's overall strategic direction.

As of 31 December 2019, the Group's business sdgraad their main products were:
Corporate Banking

The Group provides trade finance, a wide array reflit, account and deposit products,
forfeiting and factoring, letters of credit, guatees, international payments, project and
structured finance, investment and financial adyisservices to large entities through
branches and electronic delivery channels.

Institutional Banking

Group serves financial institutions, financial seevcompanies and other entities with
financial services, as well as international anthéstic payments, the Treasury department
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deals with investments in securities, hedging tatisns and correspondent banking
services The Group participates in bank-to-banirfoe.

Retail and Private Banking
The Group provides a wide range of deposit andhgavinstrument, credit and debit cards,
portfolio management, and a limited number of lpaoducts to high net worth individuals

and entrepreneurs through 51 full-service branemes sub-branches (2018: 51 branches),
ATMs, telephone and electronic channels.

Leasing

The leasing portfolio of the Group is managed l&yMKB-Euroleasing Group, in which the
Bank acquired 100% share in 2015. The former sifagas model of operation limited to
vehicle financing was replaced by a multi-focus mlod’he activities were extended to
financing agricultural machinery, large commereighicles, buses and general machinery.

Other

Residual items which cannot be directly allocatedotisiness segments (mainly general
administration expenses) are included in the Gth&rgory.
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38.1

31 December 2019

Assets

Cash and cash equivalents

Loans and advances to banks

Derivative financial assets

Securities

Loans and advances to customers

Non-current assets held for sale and discontinpedations
Other assets

Current income tax assets

Deferred tax assets

Investments in jointly controlled entities and asa®s
Intangibles, property and equipment

Total assets
Liabiities

Amounts due to other banks
Deposits and current accounts
Derivate financial liabilties
Other liabiities and provisions
Current income tax liabilties
Deferred tax liabilties
Subordinated debt
Shareholders' equity

Total liabilities
Income statement

Interest and similar income

Interest expense

Net income from commissions and fees

Other Income

(Impairment) / Reversal and provision for losses
Operating costs

Expense related to bank levies

Segment result
Other information
Capital expenditure

Depreciation and amortisation
Other non-cash expense

Euroleasing
Group /
Leasing

Institutional
Banking

Retail and
Private Banking

Corporate

Banking

Other Total

7 55 388 55 388
8 62392 62 392
9 18 193 18 193
10 34080 566 814 600 894
11 538 288 162 486 229 539 930 313
39 3930 145 4075
12 15 176 15176

539 539

24 8008 8008
13 50911 5911
14 58007 58907
576 298 162 486 229684 702 88 541 1 759 796

15 195 810 195 810
16 891 949 334 580 1226529
17 44263 44263
19 848 54374 55222
3 3

24 126 126
21 39381 39381
22,23 198462 198 462
892 797 5 334580 279 454 252 965 1 759 796

25 12740 6411 9697 30 043 326 59 217
26 (938) (72) (17 410) (18 420)
27 17 500 (99) 7594 2321 27 316
28 6037 244 1417 17840 (10370) 15168
29 (2 920) (262) 8331 ®) 207 5350
30 (18 266) (3339) (16 537) (3075) (2023) (43 240)
28 (2023)  (2023)

14 153 2955 10429 29714 (13883) 43368

3754 12642 16396

14 6020 6020
801 272 732 55 (62) 1798
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Euroleasini . o
31 December 2018 Note Corpo!'ate Group / ° .REta" and( Inst|tut|9na| Other Total
Banking : Private Banking Banking
Leasing
Assets
Cash and cash equivalents 7 19 240 19 240
Loans and advances to banks 8 63 610 63 610
Derivative financial assets 9 17914 17 914
Securities 10 70 501 702 528 773 029
Loans and advances to customers 11 533 705 145 041 216 457 895 203
Non-current assets held for sale and discontinpedations 39 4093 145 4238
Other assets 12 21 699 21699
Current income tax assets 2 2
Deferred tax assets 24 5814 5814
Investments in jointly controlled entities and asa®s 13 4 687 4687
Intangibles, property and equipment 14 52143 52143
Total assets 608 299 145 041 216 602 803292 84345 1857 579
Liabilties
Amounts due to other banks 15 214 340 214 340
Deposits and current accounts 16 1050 984 321 062 1372 046
Derivate financial liabiities 17 31 608 31 608
Other liabiities and provisions 19 855 47 570 48 425
Current income tax liabiities 16 16
Deferred tax liabilties 24 2 2
Issued debt securities 20 156 4 498 320 4974
Subordinated debt 21 28 002 28 002
Shareholders' equity 22,23 158 166 158 166
Total liabilities 1 051 995 - 325560 242662 237 362 1857 579

Income statement

Interest and similar income 25 11 676 6 649 9 080 29584 817 57 806
Interest expense 26 (644) (114) (15 728) (16 486)
Net income from commissions and fees 27 16 405 (112) 7443 3946 (1774) 25908
Other Income 28 (3 286) 884 (3552) (1022) 18582 11 606
(Impairment) / Reversal and provision for losses 29 (4 368) (374) 3256 157 2129 800
Operating costs 30 (19 208) (3132 (19 961) (10 563) (52 864)
Expense related to bank levies 30 (2 073) (2073)
Segment result 575 3915 (3 848) 6374 17681 24 697

Other information

Capital expenditure 13 834 13834
Depreciation and amortisation 14 3589 1108 24 4721
Other non-cash expense 604 722 166 152 1644

In order to provide a more accurate picture of@neup’s segments, the structure of the note
has been changed referred to both 2019 and 2018.

Measurement of segment profit or loss

Segment reporting under IFRS 8 requires a presentaf the segment results based on
management reporting methods with reconciliatiotwben the results of the business
segments and the consolidated financial statemé&his.information provided about each
segment is based on the internal reports about esgigprofit or loss, assets and other
information which are regularly reviewed by theefloperating decision maker.

Calculation of intersegment revenue

Intersegment revenues and expenses are calculatearnket interest method. In the case of
refinanced loans, as well as those linked to a siepare evaluated against the connected
transaction. Revenues and expenses on refinaneed land loans linked to deposit are
calculated with reference to the interest of theaulying transaction.
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40

Since the Group’s business activities are divenseature and its operations are integrated,
certain estimates and judgments have been madpptrteon revenue and expense items
among the business segments.

Both revenues and non-current assets can be cednéztdomestic activities based on
geographical location.

Non-current assets held for sale and discontinuecperations

On 31 December 2018, a loan-portfolio in net amafitiUF 4,238 million was reclassified
to non-current assets held for sale (gross valuHdfF 13,274 million, relating loss
allowances of HUF 9,036 million).

In the first half of 2019, the key management &f @roup decided to sale a loan portfolio of
HUF 43,213 million (related loss allowances of HBE,878 million), which resulted in a

reclassification of HUF 10,335 million of loans teeld for sale. The Agreement of

receivables assignment was signed in the thirdtguaf 2019. The buyer paid up the total
price of HUF 9,022 million. At the end of the refing period the net amount of non-current
assets held for sale and discontinued operatiossHil 4,075 million (gross value of HUF

13,274 million, relating loss allowances of HUF350million).

Non-current assets held for sale and assets ditities discontinued operation include the
followings:

39.1

Assets
Loans and advances to customers 4075 4 238
Total assets 4 075 42

Government grants

The NBH launched its three-pillar Funding for Grow&cheme (FGS) on 1 June 2013,
primarily to stimulate lending to small and medisired enterprises. Under Pillar | and Il of
the FGS the NBH provided refinancing loans to dredstitutions participating in the
Scheme, at O per cent interest rate and with armmaxi maturity of 10 years, which were
lent further by the credit institutions to the SMigigh a capped interest margin.

Under Pillar | of the Scheme investment and curesset loans, EU subsidy financing, and
loan refinancing denominated in Hungarian Forintildobe carried out. Pillar Il of the
Scheme aimed to reduce the ratio of SME’s foreigmency loans, allowing conversion of
foreign currency loans to forint loans.

On 11 September 2013 the Monetary Council decidesbihtinue the Scheme, and launched
the second phase, which was available until 31 Dbee 2016.

On 16 March 2015, the NBH launched FGS Plus Progimmrder to improve access credit
facility of small and medium-sized enterprises patticipating in FGS so far.
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On 6 October 2015, the Monetary Council decideduoch the third phase of FGS — aiming
at the gradual ending of the program. The thirdspheonsists of two Pillars, in Pillar Il a
market priced EUR/HUF swap transaction (CIRS) n&éd to the refinancing denominated
in Hungarian Forint, which allows credit instituti® lending in foreign currency — without
any currency risk — to SMEs having natural foreigrrency hedge.

Group participated in all phases of the SchemeemdHUF 298,912 million loan to SME'’s
since the beginning of the program, with an interate of 2.5% and EUR 56 million in
course of the third phase. In the fourth quarte2aif9 the Group has finished the acquisition
of HUF 7,000 million Hungarian Development Banlosih portfolio related to FGS at NBH.

The loans lent as part of FGS are measured at meubrtost at Group, however at initial
recognition the difference between the carrying @mand the fair value of the loans and
parallel of the NBH funds denominated in HUF waseded to Other assets (HUF 11,386
million) and to Other liabilities (HUF 20,032 mibin), which is amortised to Profit and loss
during the term of the loans. This difference waseth by the gap between the market
interest rate and the subsidized rate.

The fair value of the loans denominated in HUF amted to HUF 47,524 million as of 31
December 2019 (2018: HUF 48,161million).

Group joined Market Loan Program - called PHP -18nJanuary 2016 that is aimed at
stimulating the banks’ transition towards lending market terms, and to continue to
encourage banks to grant loans to SMEs. At the siamee the NBH also started to phase out
the NHP Il program.

Group undertook a HUF 25 billion growth in the netlume of SME lending in 2016
concerning Market-based Lending Scheme (PHP), wihimieased by HUF 5 billion in 2017
in the framework of the second phase of PHP. ThezeBroup concluded HIRS transactions
with NBH in a total amount of HUF 120 billion.

Share based compensation

On 14 July, 2016 MKB Bank established the Emplogdare Ownership Programme
(ESOP) organization of the Bank. The organizatias westablished in order to fulfil the
objectives of the remuneration policy of the BaBlased on the remuneration policy the
eligible employees of the Bank were entitled tocpasse the shares of the Bank given certain
non-market vesting conditions. In certain groupeltifjible employees are entitled to cash
compensation based on the actual sale of the shatédshy the ESOP organization given
certain non-market vesting conditions are met. ¥mging conditions include employment
during the vesting period and a successful listiracess of the Bank’s shares to a regulated
capital market or three years of prudential operaticcording to efficient and effective risk
management prescribed by law. The listing prochesld be closed until the end 2019 and
the ESOP organization is required to sale the MKBras held in two years after the
successful listing process. The exercise pricehefghare program is the transaction price
which the ESOP program purchased MKB shares onl3yl2016.
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Details of the share based compensation:

41.1
Weighted average
Number of shares exercise price
(HUF/share)
outstanding at the beginning of the period 5379 403 370
forfeited at the beginning of the period* 13 947 370
reallocated at the period (13 947) 370
saled during the period (5 285 157) 370
outstanding at the end of the period 94 246 370

Weighted average

Number of shares exercise price

(HUF/share)
outstanding at the beginning of the period 15 0@ 00 370
thereof distributable 665 161 370
forfeited at the beginning of the period* 130 784 370
reallocated at the period (795 945) 370
saled during the period (9 620 597) 370
outstanding at the end of the period 5379 403 370

* Those shares which are not valid consist of shéweld for employees or chief officers until thentaation of the legal
relationship.

The cash-based payment has been completed unth\N2&r19 except the outstanding shares
at the end of the period. The stock of the shar@s swld to one of the Shareholders of the
Bank at market price. The related costs that ansouttt HUF 3,289 million were accounted
of which HUF 168 million in 2019, HUF 2,980 millioim 2018 through profit or loss and
HUF 140 million through the equity. Treasury sha&m@nsactions related to the disposal
improved the shareholder’'s equity of the Group hyAHt.3 billion.
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42  Events after the end of the reporting period

On 10 February 2020, the Group sold a loan poafbkld for sale in net value of HUF
3,622 million (gross value of HUF 11,049 milliorglated loss allowances of HUF 7,427
million).

Based on the initiative of Dr. Adam Balog, Chairmamd CEO, the Group donated HUF
1,000 million on March 13, 2020 to support governinefforts related to the protection of
coronavirus, in particular to promote measuresform and protect the elderly.

On 19 March 2020, Government Decree 47/2020 (18cWaentered into force on
immediate measures necessary for alleviating tfectsf of the coronavirus pandemic on
national economy. Paragraph 1 discloses a paymerdtanium on loans already disbursed
on the basis of contracts existing at midnightMi&ch 2020, i.e. the capital-, interest-, and
fee payment obligations of debtors arising frondirdoan or financial lease contracts have
been suspended up to 31 December 2020. Note 6icduteher information in connection
with the Group’s credit risk at the end of the neéymgy period.
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MANAGEMENT REPORT
to the consolidated 2019 financial statements of

MKB Bank Nyrt. (Prepared under IFRS)

In 2019, the scope of activities of MKB Bank Nyrt's subsidiaries and jointly controlled
companies comprised the following sectors

banking services

finance and operating leases

financial and investment services

valuation and sales tasks related to work-out activities
maintenance of buildings and fixed asset investments
property investment

other loans (motor, car and other vehicle loans)
renting vehicles, trade and repair

management of investment funds

The activities of subsidiary companies and jointly controlled entities were tightly fit to the
core credit institutional feature and, moreover, to MKB Bank Nyrt's own business strategy
and business policies. :

In line with group-wide business policy targets elaborated early 2001, finance and operating
lease activities were concentrated in MKB-Euroleasing Group.

The Group's profit after taxation for 2019 under IFRS amounted to HUF 44,148 million
gains,

Consolidated shareholders’ equity was HUF 198,462 million at 2019 year-end.

As at 31 December 2019, the Group held repurchased own shares of HUF 35 million in its
portfolio (2018: HUF 1,987 million).

Budapest, 25 March 2020

=2
A
/ . i Y
/; B’Aﬁ?’ alog / Csaba Gabor Fenyvesi
_Chairman‘and Chief Executive Officer f./ Deputy Chief Executive Officer
V4
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MANAGEMENT'S DISCUSSION & ANALYSIS
(International Financial Reporting Sandards, IFRS)

The following section of the Annual Report providasdiscussion and analysis of the
Group’s financial condition and results of openasicso as to help the reader to assess any
changes in the financial condition and profits tiee year 2019. The forthcoming analyses
are based on figures reported in MKB Bank’s Cowlsdéd Financial Statements prepared in
accordance with IFRSs, and for the financial yaateel 31 December 2019 and audited by
Deloitte Kodnyvvizsgalé és Tanacsado Kft. chartemtountants. On this basis, the
discussion focuses on the performance of the Gasugn entity. The Consolidated Financial
Statements prepared in accordance with IFRS asepied separately.

OPEARTING ENVIRONMENT
International macroeconomic environment

Significant changes took place in the communicatitatisions and monetary policy outlook
of the central banks of developed markets in 20d$te at the end of 2018 the US central
bank, the Fed and the European Central Bank (EC&evon the verge of monetary
tightening, both central banks have taken the phthonetary easing.

Economic growth in the euro area has slowed steailice 2018, showing only 0.9% GDP
growth in the last quarter of 2019, compared wi2PAd a year earlier. In addition, inflation

in the area was far below the central bank's taige2019, with an average annual rate of
1.2% in 2019.

In 2019, two global risk factors were in focus lre world: the UK's exit from the European
Union (Brexit) and trade tensions between the UbGimna.

The UK House of Commons repeatedly rejected the BUKexit agreement in 2019,

resulting in several postponements of the Brexadliee during the year, with the last
amendment changing to 31 January 2020. In additioriecember 12, early elections were
held in the country, where the formerly ruling Censtive Party had won by leaps and
bounds, leading to Brexit.

In 2019, trade tensions between the US and Chinalaged further, with a number of
serious trade-restrictive measures taken by baléssiand a series of mutually increasing
import surcharges. Uncertainty over trade tensibas continued, but it is a positive
development that by the end of 2019, a first-stgreement between the US and China has
been established, following which negotiations wilhtinue.

Hungarian macroeconomic environment

Overall, in 2019, the Hungarian economic growth wa8% compared to 2018, slightly
lagging behind the 2018 GDP growth of 5.1%. Incegiasemployment and wages, as well
as continued high levels of consumer confidencatrituted significantly to consumption
growth.

At the same time, domestic economic growth is etqeeto slow down from 2020, mainly

due to the slowdown in the growth of consumptiod savestment. The former is due to the
expected low level of employment growth and slowivage dynamics, which may be partly
offset by high consumer confidence and savingséripus years. In addition, the decline in
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EU funds in government investment is holding backwgh dynamics, while private
investment is expected to slow down most after 2019

By the end of 2019, the general government del@Bd& ratio had fallen to 66.4% from
70.2% at the end of 2018.

In 2019, annual inflation was 3.4% on average, twhmeeant that inflationary pressures
increased from the 2.8% average in 2018. In additio December 2019 the domestic price
level deteriorated by 4%, bringing inflation to theper limit of the NBH 's tolerance band.
Domestic inflation may accelerate further in 2028ainly due to buoyant domestic
economic activity and the weaker forint exchange.r®omestic pressure also remained
high in 2019, with domestic core inflation averagi®.8%. Core inflation will continue to
rise in excess of the overall decline in price Iswe 2020, close to 4%.

While the NBH moved towards monetary policy norration in the first quarter of 2019
(raising its overnight deposit rate in March), miamg conditions remained unchanged in
Hungary in the subsequent quarters, despite stimtegnal pressures. In addition to the
increasingly bleak global economic outlook, the'§@d ECB's monetary policy easing has
also contributed.

High domestic pressures, as well as their likelgsiseence and even possible exacerbation,
may cause the NBH to fine-tune its monetary policstruments in 2020, but it is not
expected to raise the base rate. However, it ioitapt to see that due to international
circumstances there is no compulsion to tightethatNBH, and looser monetary policy
conditions are expected globally for longer thaevmusly expected.

In the Hungarian government securities market, pitesof fluctuations, but overall, a
significant decline in yields was observed in 204Aile at the beginning of January the 10-
year domestic government securities yield was26%, the rate declined to 2.01% by the
end of December. (reaching its low of 1.47% in Astgéollowed by correction and paging).

Overview of the banking sectof

In 2019, both retail and corporate loans continteegrow: the portfolio increased by nearly
HUF 2,000 billion, further boosting the balance ethtotal of the credit institution sector.
Household loans increased by 15.6 per cent betegember 2018 and December 2019,
while corporate loans also increased significariily,11.3 per cent year-on-year. The NHP
fixed program, the launch of Babavaré Loans, thmd¢a of MAP + in the field of savings
and the NKP on corporate resources had a signifiogmact on loan growth. In addition to
corporate lending, the SME sector's loan portfgliew by more than 15%, contributing to
corporate credit expansion.

While banks' profitability has slightly decreasi&demains high in international comparison.
Reversal of impairment played a decreasing butisiortant role in profitability in the first
half of 2019. Banks need to take further efficienayeasures to ensure sustainable
profitability: significant improvement in sustairab profitability requires significant
convergence in both efficiency indicators and diggation of the banking system. The
banking system's consolidated capital adequaoy wais 17.9% in September 2019, and all
credit institutions met the required solvency reguients. The external vulnerability of
credit institutions is historically low, with thealance sheet total of short-term external
liabilities standing at only 4.6% at the end of d2019.

2Source:NBH
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Worsening external trade and geopolitical tensions2019 and deteriorating external
environment in some regions have worsened the @uflar domestic economic growth and
thus puts the domestic banking system at risk @@02

Expected effects of the coronavirus (COVID-19)

The outbreak of the COVID-19 coronavirus will rasiml increased risks in 2020, which

could have an impact on lending activity and ecadoogrowth. At present, the impact

cannot be quantified due to the rapidly changingasion. MKB Bank supports the measures
to prevent the spread of the virus with its avddatesources, while striving to keep its
operation as smooth as possible. The Bank is authstassesses the impact of the rapidly
changing situation on its customers, and is analyke possibility of customer support

solutions. The Bank expects a real financial immanty in the case of a prolonged situation
that significantly impedes the operation of bussess(for example a total retail ban, state
measures, taking over control).

Changes in macroeconomic parameters used in impaircalculations and unfavourable
results of sectors affected by the COVID pandemighinresult in not yet quantifiable
changes in impairment losses on loan receivableweier, the trigger event occurred in the
2020 business year, so its effects will be incluideitie 2020 Management report.

Note 6.6 to the Financial Statements contain furthBdrmation about credit risk of the
Group according to industrial classification.

PERFORMACE OF GROUP IN 2019

The Group's (consolidated) IFRS total assets amduiat HUF 1,759.8 billion at the end of
2019, down 5.3% year-on-year. The portfolio of oustr loans increased by 3.9% to HUF
930.3 billion, while customer deposits dropped 6% to HUF 1,226.5 billion. The
Group’s profitability improved considerably in 2018 profit after taxes grew to HUF 44.1
billion from HUF 25.1 billion in 2018.

The Group's financial and business fundamentatfyding capitalisation, liquidity, funding
structure, balance sheet structure and the perfarenaf its business lines, are stable.

PERFORMANCE OF THE INDIVIDUAL BUSINESS LINES *
Retail segment

In line with our strategic priorities, the retaitchsmall business lines were merged in 2019
to achieve a higher level of customer service attanch network and a significant increase
in customer value. The developments in 2019 weneediat increasing the number of

customers, lending and the premium segment, thaseasing the market share of the

business line. In addition to organic growth, Bahks emphasized its corporate

relationships, strategic partnerships with its glibges, leveraging synergies, MKB Pension

Fund, MKB-Pannonia Health and Mutual Fund and MKi<teasing.

Retail borrowing followed the upward trend of p@ws years: a further 2.2% year-on-year,
taking into account the Family Protection ActiorafPllaunched in July. The possibility of
fulfilling the demands of the population was furthecreased by the wider range of

3 Source:NBH, KAVOSZ, Eximbank, MFB, MKB'’s own calculation
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available state subsidies, and the partners aldetnang expectations regarding the Family
Protection Action Plan, which was introduced inyJuhccordingly, brokerage partners
played an important role in the sale of consumertgages, along with significantly

expanded family support products. In particularb@&ré loans were popular, giving new
impetus to market loans, thereby increasing digments. Throughout the year, the
intermediary channel had a 38.5% share of retaitgages.

The portfolio of retail assets managed by the Bainthe end of the year exceeds HUF 700
billion. The structure of savings changed slightlye proportion of government securities
considerably increased (10%+ increase due to theduction of MAP+ government
securities in June) compared to a decrease of 18p6sits and an average of 5% in
investment funds.

In 2019, we were able to further increase the nunadfesatisfied customers with our

onboarding and next best offer programs, thanks tmore conscious retail campaign
management activity. We also achieved outstandisglts in the growth of the premium

segment's customer base and managed assets. Thaakgeted customer inquiries and a
premium value-added advisory system, the premiustoooer base increased by nearly 46%
and assets under management by 38% over the past Because of the investment
portfolio-based investment advisory, MKB-Pannonimés open-ended investment funds
increased by 22.45%.

Particular emphasis was placed on the training eddcation of sales staff, thereby
reinforcing advisory within the branch network. Btiger, these enhancements guarantee a
higher customer experience in both branch andalibénking.

The development and implementation of a small mssrcustomer management model has
made the customer service process within the atcoore efficient and simpler, and has
strengthened the customer value based acquisttiaiegy. As a result of the review of small
business sales channels, profitability factorsteelato the business line improved. By
focusing on the focus of the sales management ponitere is progress in demand-based
customer service practices and the strengthenittgedBank Group approach.

Bank's branch network development strategy is basethe continuous improvement of
customer service, in which the most efficient amtvenient customer service plays an
important role. In line with the market conditiortee Bank continued to modernize and
renovate customer space in settlements and l@salitith significant customer / corporate
potential customer base in 2019, and decided toptisly redevelop the Hercegpriméas
Street Premium and Digital Customer Center in 2020.

In addition to our current and extensive online eudsiration, Bank currently provides
personal customer service in 51 branches acrosstirery.

The Bank had taken into account the expected pedoce of the intermediary channel
already at the planning stage. The expansion ofptrenerships was a result of ongoing
acquisition work during the year and several op@nat or process improvements aimed at
enhancing the satisfaction of the partners, anitdatdy the clients. Opened in December
2018, the Partner Center in Budapest fulfilled éigectations as it reached the planned
disbursement volume and, according to the feedbadeived, improved the partner
experience. Based on the positive experiencesRamé will also explore the possibility of
developing the Partner Center.

Based on a strategic agreement between Bank andP@h@odnia Life Insurance Plc., The

branch network of Bank sells CIG Pannonia's penaihlife insurance products. 2019 was
the most successful year of cooperation with tiseider. Compared to 2018, sales of regular
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premium life insurance increased by 28%. Togethién ¥he Insurer, we organized Open
Days for our clients in several of our branche8imapest and in the countryside, which
have been outstandingly successful. Our clientse hbgen informed about available
retirement, investment, risk and health insurano# avith the help of our colleagues and
CIG representatives, have been able to diversdiy thvestment portfolio.

In the case of mortgage-backed credit insurancentmeduced a new package that includes
a broader range of risk events, and the pricingrevious packages has been streamlined.

MKB SZEP Card

As of January 2, 2019, MKB has taken over the isseaand registration services of MKB
SZEP Card and concluded an account agreement with than 218 thousand customers by
the end of the year. MKB Pension Fund and Healthdaund Servicing Ltd., which
previously issued the MKB SZEP Card, will terminétte SZEP Card activity by 31 May
2020.

As of 2019, only the SZEP Card remained a favoeradk-paying fringe benefit, and this
change in tax legislation significantly contributéa the outstanding performance of the
MKB SZEP Card in 2019:

« the employer's contribution of HUF 26.8 billioneefed to MKB SZEP Card holders
in 2019 increased by 72% compared to the previoear.yWith six million
transactions in 2019, SZEP Card Spending increbygedd% to nearly HUF 21.5
billion,

 the assets on MKB SZEP Prepaid Accounts exceeddd Hubillion on an annual
average. MKB SZEP Card holders can use their céodspayment at 24,000
contracted service providers.

Digital products and channels

Building on the successful roll-out of the 2018eaceystem, where MKB laid the foundation
for tomorrow's digital architecture, MKB continug¢al develop its digital services in 2019,
further enhancing customer experience and satisfact

It added new services to the mobile app with mbient40,000 active users, introducing
Alfred, the smart assistant module. Alfred has al-tieme decision engine that allows

customers to receive relevant information and effar real time. By analyzing users'

banking habits and geolocation information, the &ppble to provide customers with the

most relevant offer for their situation, therebytbuting to the success of campaigns and
customer satisfaction.

Retail and SME customers also have the option otéiX/ersion at a specific rate. We have
developed an online share subscription featureotorinvestment clients, making listing
transactions even easier to access.

Digitization is, therefore, a long-term investmel&sed on careful planning, including the
launch of preparations for our services to be laaddn 2020, including projects to renew
online lending and account opening, and mobileiegibn and mobile payment.

In 2019, statutory projects (PSD2, Customer Idmatifon, AFR) generated a number of
digital channel tasks that our bank, as a suppoftepen banking, successfully solved in
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partnership with fintech companies, and we contitmuérust that new services experience
and satisfaction.

Corporate and institutional customers

MKB'’s permanent strategic objective is to maintaistrong corporate business line, based
on our traditional strengths. The corporate busings is focused on local knowledge,
professional service provision, advice-based satesthe provision of innovative solutions.

What MKB sells to its customers is not simply aiegr of products but complex business
solutions and advice, setting up complex crediilifess and satisfying special banking
needs when necessary. MKB can provide effectiveedficient solutions to all participants
of the corporate segment, regardless of custorper si

To continue the development of the customer lifeleypased approach the Bank devoted
major resources in 2019 to further optimising thedpct development processes and
models, as well as to developing digitised soligion

Despite major limitations and restrictions entaileg the EU commitments, maintaining
portfolios continue to be crucial for Bank in thaerde corporate business line, thereby
keeping up the strong market positions and thersiified loan portfolios and avoiding the
build-up of material risk, industry or customer centrations.

Small and medium-sized (SME) customers continuebet@ key segment for the Bank in
2019. Meeting the new additional requirements efgbarantee institutions was paramount:
the Bank is continuously fine tuning its SME finarg possibilities to make sure that the
options enabled by the programmes are availabhegpily for those SMEs that are most in
need of them.

In the framework of the Széchenyi Programme thekBara mayor player with a lending

portfolio of HUF 36.6 billion, with which it mainbaed its significant — 15.4% — market
share. As one of the elements of opening towaresagrnicultural sector — by continuously
optimising and enhancing the available options —BWharticipated in the financing of the

Agricultural Rural Development Programme. The Baak also introduced a new product
for SMEs specifically for the purchase of agrictdluand, and it provides agricultural land
development loans in line with programs supportgethle European Union and the Ministry
of Agriculture.

We have been traditionally closely cooperating viitimbank to maximise the number of
customers provided with funding.

The Bank has been supporting businesses in tHentseht improving their competitiveness
and the effective utilisation of funds by providingeful information and face-to-face advice
through the network of MFB Points which have beenperation since July 2017.

Investment services

The Group provides a wide range of investment lankype services, including Treasury
services (trading on commission, custody serviaes$ sales), fund management, capital
market and transaction consultancy, Private Bankitender drafting and project

management consultancy as well as venture capitdl fnanagement.
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In 2019, the Bank continued to expand the rangewestment funds in order to better serve
its customer needs. In addition to MKB-Panndniad-Manager (which continues to be a
strategic partner) the products of four foreign anddomestic partners were available for
various customer segments by the end of 2019.

When selecting newly launched investment fundgsais a priority to meet customer needs
focused on sectors such as Artificial IntelligencBiotechnology or Sustainable
Development (ESG Funds). In addition to investmiend sales, the sales of certificates
increased dynamically last year.

The Bank is a primary and contracted dealer oftutginal and retail government securities.
Sales of retail government securities, both in n@uand in number of transactions,
increased significantly compared to 2018, mainlye do the newly introduced retalil
government securities (MAP +) of the GovernmenttDé¢hnagement Agency. In 2019, the
Bank further increased its number of Distributors.

MKB's Capital Markets and Transaction Advisory Rierate has played a significant role
in listing the Bank, continuing its Nominated Adwis(NOMAD) function on the BSE's
Xtend market, and has been one of the market'snigaavestment service providers in the
NBH Bond Funding For Growth Scheme (BGS): contiloutio three successful bond issues
totalling HUF 78.6 billion.

MKB Private Banking continued to grow its managededs by a significant 20% in 2019,

making it one of the market leaders in its segm€he division is managing assets worth a
total of HUF 700 billion. At the same time, the eage volume of the portfolios managed by
the division is also outstanding, over HUF 300 imil] the highest average per-customer
amount of assets managed by service providersiagsbevith banks.

First in Hungary, Private Banking has launchedritgket-leading MasterCard World Elite
card for its customers and expanded its offerinthwiew investment funds to further
enhance customer satisfaction; ensuring moderrsiment strategies are achieved. Close
co-operation with MKB-Pannonia Fund Manager in fieéd of investment fund sales and
personalized asset management continued.

The Premium investment service involves the pronif personalised investment advice
based on sample portfolios, together with a braadyct range and individual products, as
well as consultancy with our highly trained professls. The success of the Premium
investment service launched in 2016 is unbrokenrgnatients, which is well illustrated by
the fact that the number of clients using the serimcreased by nearly 50% compared to
2018. The increase in customer numbers is alsecatefl in the increase in assets under
management: it has increased to HUF 141 billio@0&49 compared to HUF 107 billion in
2018. There was no change in the volume of averag®mer assets, which is still HUF 30
million. MKB aims to continue to improve the qugliof the priority service — based on
customers’ needs surveyed —, and to launch a wigoagquisition campaign. To this end,
the Bank is reconsidering the value propositioe, sbrvice level and the service provision
model for the segment.

Service quality and customer satisfaction

The Bank focuses its operations on enhancing cwsterperience as one of its key strategic
objectives. The Bank maintains continuous dialogith its customers, monitoring their
satisfaction. It was to this end that the Bankugeat the end of 2017 the on-line panel called
MKB Dialog, in order to ensure that customer’s aqis are integrated in the Bank’s day-to-
day operations, whether regarding the introductémew products or even new on-line
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solutions. In 2019 MKB Dialog has been extendeth®SME segment and Bank conducted
a customer satisfaction survey across all segments.

SUBSIDIARIES / STRATEGIC ARRANGEMENTS AND PARTNERS

The range of MKB'’s own banking products and sewicesupplemented by those provided
by its subsidiaries and partners. The key objestimelude maintaining or enhancing the
market positions of the subsidiaries engaged innlegs activities, increasing cooperation
among the members of the Group and strengthenagukiliary financial services.

SUBSIDIARIES*

MKB-Euroleasing Group

MKB Euroleasing Group, as one of the leading domdsasing companies, continues to be
highly active and dominant as in previous yearsninalue to its strong market share in car
financing and financing agricultural machines. Iddidion to these segments, MKB-

Euroleasing Group provides its clients with a falhge of services in financing commercial
vehicles and general purpose machines.

The goal of the MKB Euroleasing Group (considetting segments and the portfolio within
the segments) is to build a risk and business sified portfolio that ensures the long-term
operation of a profitable business model. Taking imccount both the financing segments
and the portfolio of contracts within the segments.

In 2019, the Group dynamically increased its nenwariicing volume. Managed portfolio also
rose, which contributes significantly to furthergraving operational efficiency. In the car
financing and the agricultural machine financingreents MKB Euroleasing is one of the
three largest market participants.

MKB Euroleasing’s strategic goal is to retain theady secured market share and status as
a leading domestic leasing company, provide foitadle market presence primarily by
strengthening vendor, supplier and importer refeivps and developing new ones. In
addition, the Group is at the forefront of devetmpiand deploying innovative digital
solutions to serve the needs of its customers artdgrs.

MKB Consulting

In 2019, MKB Consulting provided a complex consgtiportfolio to its corporate,
government and higher education clients. Advicebiesiness innovation and R&D grants
resulted in development nearly HUF 6 billion natioshe. Counselling for county-level
cities, the BSE and various venture capital funchagars has led to the launch of programs
that generate significant improvements in certamlrregions and sectors.

MKB Consulting is not only consulting on innovatjdout is also constantly improving its
service activities. With this in mind, in 2019, MKBonsulting launched a new business line,
based on the process optimization software CELONI&e viability of the service is
demonstrated both by the pilot project launched@mmdpleted jointly with the Bank and the
strong interest in medium and large companieshigrdonsulting.

* Source: Hungarian Leasing Association, BAMOSZ
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Danube Capital R&A Zrt.

In 2019, within the Group, dedicated expertise iacrneconomic analysis, corporate
valuation, sector analysis and market researchestablished through the establishment of
Danube Capital R&A Zrt. Danube Capital published JR2ofessional blog posts in 2019,

which reached more than 22,000 visitors in the s#cbalf of 2019. Danube Capital's

professional team has been supporting the cliehtheo Group with complex corporate

valuation, industry analysis and macroeconomicyamaband consulting.

MKB Inkubéator Kft - MKB Fintechlab

Launched in 2016, MKB Fintechlab celebrated itsdranniversary in November. MKB

Fintechlab acts as an innovation laboratory angrirational startup incubator for the Group
and helps the organization's innovation work witmokledge, relationships and
development. Besides this, MKB Fintechlab's pryoidt to support the Group in the digital
transformation and strengthen the design mindgkimtihe organization.

MKB Fintechlab focused on building digital competes in 2019, continued the strategic
expansion launched at the end of 2018. MKB Finedzhhas created a unigue design
competence centre to take digital design expettistne strategic level within the Group.
MKB Fintechlab’'s design competence centre has octiedu extensive research and
developed digital product concepts with the Barddsinterparts to achieve the highest
customer experience possible.

MKB Fintechlab’s startup program was also a succedth 110 startups in 15 countries
applying in 2019. The best ideas were present&bnto Day event as a solemn end to the
three-month incubation program.

The Fintechlab Design Summit, held in November 204dBich focused on customer-
centricity and customer experience design, alsoksndKB Fintechlab’s international
relationships and the success and recognitiorsafvdrk. At the full house event, the most
successful international fintech companies andaliganks also presented their experiences.

MKB Fintechlab is expected to further strengthed anpport the organisation's innovation
and digital strategy in 2020 and to build furthartperships by its start-up program.

Solus Capital Venture Capital Fund Manager

In August 2019 Solus Capital Venture Capital Funaniiger established Solus Il. Venture
Capital Fund, thus, the Company now manages twaoukercapital funds (together with
Solus I. Venture Capital Fund) with nearly HUF 2hilion in registered capital.

Solus I. Venture Capital Fund seeks to contribuiderdgional development and the
technological modernization of the SME sector urttlerS3 Venture Capital Program. The
Capital Fund invests in small and medium-sizedrentes that are capable of rapid growth
through innovatiorin the field of smart technology. Solus I. Vent@apital Fund currently
has a portfolio of 14 companies. The Fund has @yréavested nearly HUF 2.5 billion in
various manufacturing and service industries.

Solus II. Venture Capital Fund launched active dpnvestment activities at the end of
2019, aims to support the strategic goals of tigt&liSuccess Program (DJP): to assist the
development of digital infrastructure, competeneied the digital economy through venture
capital investments. Solus II. Venture Capital Fumeests in micro, small and medium-
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sized companies whose development goals are rdlating strategic goals of DJP, such as
education (EdTech), government services (GovTéwgith and welfare services (MedTech,
SportsTech), various sectors of the digital econofAgTech, E-commerce, Sharing
Economy), information security (Cybersecurity) artie latest innovations (5G
developments and related innovations).

STRATEGIC COOPERATION ARRANGEMENTS AND PARTNERS °
MKB Pension Fund

MKB Pension Fund is one of the leading domestiafurits favourable conditions, robust
technical / professional track record, stable analgnt operation and skilled asset manager
team, as well as its long term investment resultsrantee for the savings of its members.
The Voluntary segment of MKB Pension Fund, withistdry of 25 years, had nearly 80,000
members and managed more than HUF 138 billion wofthassets (an increase of
approximately 5% compared to the previous yeathatend of 2019. With a stable market
share, it also completed its plans under moredtiltfimarket conditions, closing the year
positively. Its Private segment had a total of 3,68&mbers and managed HUF 20.3 billion
in assets at the end of 2019. The ratio of membaysg contributions was well above the
minimum requirement of 70%.

By choosing the fund facility customers accessigant benefits. Enabled by low costs,

tax-free yields and tax benefits provided by thatestthey can accumulate substantial
amounts even without any financial expertise topspent their pensions, contributing to
the maintenance of the standards of living theyusst themselves during their

economically active years.

The Fund lays particular attention to maximising fatisfaction of customer requirements;
therefore it is constantly seeking for and applyiegv and innovative solutions. The features
of Personal storage space and Electronic busimedslecusers to simply and quickly view
the data stored in the system, monitor the incredstheir savings, the annual account
history and the current portfolios.

Following the improvements of previous years, thued-has completed several successful
projects last year with the expansion of new digiaavices: launched the online credit card
payment and expanded the Members' Portal, among@rsten the market. The Employer
portal offers efficient administrative solutions bsnabling electronic administrative
procedures. The Fund continues to focus on maxagiziustomer service needs, and is
constantly seeking and applying new, innovativeitsmhs.

MKB-Pannodnia Health and Mutual Fund

MKB-Pannonia Health and Mutual Fund has been ortbetargest, best-performing funds
for 22 years. On July 1, 2019, Kardirex Health Furave been acquired by the Fund,
signalling the company's strong market position.2i19, despite regulatory changes
affecting the sector, the Fund's assets amountétite 14.8 billion. Based on its market
share, MKB-Pannonia Health and Mutual Fund remé#uesfirst in the ranking of health
funds. The Fund’'s membership exceeded a total /320 by the end of the year. In line
with the decision of the Board of Directors, thenBuhas developed a comprehensive
strategy to preserve its ability of value creatimgl be able to adapt to the changed market
environment while transforming itself into a compe¢, modern Fund in the coming years.

> Source: Association of Mutual Funds
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The Fund has a total of 15,700 contracted partaemsss Hungary, of which nearly 9,000
also accept payment with MKB Health Fund cards.

The Fund continues to aim at providing a socialiserpackage with a healthcare element to
ensure the widest possible use of health-relatdgatential disease-related services.

Personal storage space provides quick and easgsattceurrent portfolios, annual account
history and certain types of cases can be mandgetianically.

The Fund renewed its entire IT infrastructure aaththed online credit card payment as a
new digital service in 2019. In addition to therattuction of other convenience services, the
Fund plans to completely transform and modernizeritline presence in 2020.

FINANCIAL PERFORMANCE
Statement of Financial Position

Total assets of the Group decreased by 5.26%, aeadhpa the end of 2018, and amounted
to HUF 1,759,796 million as at 31 December 2019.

Cash reserves increased by HUF 36,148 million coetpto the end of 2018: cash on hand
declined by HUF 1,869 million, while the balancetlvé account held at NBH grew by HUF
38,017 million.

Loans and advances to banks decreased by 1.91%\UFe 1,218 million compared to the
end of 2018.

Derivative financial assets measured at fair valvewed a decrease, driven by HUF 1,954
million lower balances of derivative transactions.

Securities decreased by 22.27%, i.e. HUF 172,13komicompared to prior year end. In
2019, the balance of Loans and advances to cussam@eased by 3.92% compared to the
end of 2018, and amounted to HUF 930,313 millioata3l December 2019.

The amount of Non-current assets held for salediscbntinued operations decreased by
HUF 163 million compared to 2018 year-end.

Other assets decreased by HUF 6,523 million agtigeof 2019, mainly due to a decrease in
claims on currency exchange agents.

Investments in associates increased by HUF 1,22Homicomparing 2019 year-end to
2018.

During the reporting period Amounts due to othenksareflected a decrease of 8.65%, i.e.
HUF 18,530 million. Deposits and current accountga to customers declined by 10.61%,
I.e. HUF 145,517 million in comparison with the uple as at 2018 year-end.

Among liabilities, Derivative financial liabilitietncreased by 40.04%, i.e. by HUF 12,655
million, primarily due to fair value change of intst- and currency-related derivative
transactions.

Other liabilities and provisions increased by HUFSG million or 14.04%, from 2018 year-

end, mainly due to the fact that from 2019 finahlgasing liabilities were included in other
liabilities.
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Statement of Profit or Loss and Other Comprehensivéncome

In 2019, Net interest income showed a HUF 523 arilldecrease compared to the previous
year mainly caused by increased interest expensgs €&conomical hedge accounting
derivatives.

Net income from commissions and fees increased 4886, i.e. HUF 1,408 million in 2019
compared to the previous year, due to the decredggayment and account services
expenses.

The net balance of other operating income and esgpshowed an increase of HUF 2,886
million, and amounted to HUF 10,108 million netanees as at 31 December 2019.

Impairments and provisions dropped by HUF 4,550ionilcompared to prior year end, and
amounted to HUF 5,350 million net releases of miovis in 2019. The main driver of the
significantly lower provision was the improved gtalof customer loans as a part of the
portfolio has been separated.

Operating expenses decreased by HUF 9,624 milliminly due to lower administrative
expenses and personnel related expenses.
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Expenses for Legal and advisory services contarfadowing other audit service fees for
2019:

2019 Amount in HUF

Engagement related to performing status of mortgalgans **
Assurance engagement relating to performing staftasortgage loans 2394 000 +VAT
offered as coverai

Other audit service fees* 2 394 000 +VA
* Fixed fee per each service.

** Several services are completed during the y€atal amount represents fees accounted for all
completed services during 2019.

Fees for audit services contain the following 2019:

2019 Amount in HUF

Audit fee of the Bank 91 300 000 +VAT
Audit fee of the consolidated subsidiaries 27 850 O00AT

Total audit fee 119 150 000 +VA

Based on above factors, the Group’s Profit afteattan for 2019 amounted to HUF 44,148
million.

For the end of 2019, total other comprehensive nreaecreased by HUF 9,974 million

compared to the previous year and resulted in HU#813 million losses due to lower
revaluation on financial assets measured at FVTOCI.
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CAPITAL MANAGEMENT

The Capital situation of Group was sufficient a& #nd of 2019. As a result of the 2019YE
profit (and therefore core capital accumulation)l &ime increase of the subordinated debt
stock the available core capital increased sigmifiy. The owner of the MKB Bank is
committed to maintain the bank’s capital adequaog @mplement all the necessary
measures.

Domestic and international guidelines require thalBto maintain certain minimum capital-
to-asset ratios. These risk-based ratios are detedniby allocating assets and specified off-
balance sheet instruments into different weightagories, with higher levels of capital
being required for categories perceived as reptiegghigher risk. Regulatory capital is
divided into Tier 1 Capital and Tier 2 Capital.dddition to retained earnings, the Bank may
raise regulatory capital by issuing several typefinancial instruments to the public. These
financial instruments are then classified as eiffier 1 or Tier 2, depending on the types of
conditions or covenants they place upon the issuer.

As at 31 December 2019, as an actual figure ofitwaip regulatory capital was HUF 196.6
billion based on Basel Il IFRS under SupervisoggRation. The increase of regulatory
capital - by HUF 31.7 billion — is derived from tivecrease of profit and subordinated debt
and decrease of deduction of ESOP program, which sempensated by the increase of
deduction of intangible assets, decrease of retratueeserve.

Risk-weighted assets including operational and mstarisk decreased by 5.5 % from
HUF 920.8 billion in 2018 to HUF 870.2 billion besidagproximately 2.8 % weakening of
domestic currency. The main part of the decreaswedk from the decrease of business
volumes in work out and CRE segment, increase dhtecal and the result of RWA
reduction project.

By application of capital management as a tool, dperopriate capital safety is a first
priority decision making factor; therefore the bamonitors the changes of the capital
elements continuously.

Legal limits defined by the
Act CCXXXVII of 2013 on Credit Institutions and Fincial Enterprises (Banking Act),
Regulation (EU) No 575/2013 OF THE EUROPEAN PARLIENMT on prudential
requirements for credit institutions and investnfams and amending Regulation (CRR):
« CRR 395-400.8, Banking Act 302.8 large loan lirritno excess
* Banking Act 100.8 investment limit -> no excess
* Banking Act 101-102.8 total investment limit -> excess
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INFORMATION RELATED TOR SHARES AND OWNERS

Share capital (subscribed capital) of MKB NyrtH8F 100,000,000,000.-, i.e. one hundred
billion forints, representing a cash contributiomda available in total amount. The share
capital is divided into 100,000,000 registered, demmalized, series "A", ordinary shares
with a nominal value of HUF 1,000, i.e. one thous#orints each. All Series “A” Ordinary
Shares (“Ordinary Shares”) bear the same rightsaiin@rdinary Shares were listed in the
BSE Standard category on 30 May 2019. Each shatehbblds solely ordinary shares.

The Articles of Association of the Company do neasstrict the transfer of shares
representing the subscribed capital of MKB BanktNyhe Company has no issued shares
representing special controlling rights. Votinghtigiare not restricted at MKB Bank Nyrt.

Rights and obligations of the shareholders
Rights of the shareholders at the General Meeting

a)The shareholder is entitled to attend the GeneraktMg. The shareholder, or a
shareholder's proxy as defined in Section 151-¥56eCapital Market Act, who - as a
result of the shareholders registration - was teggsl in the Register of Shares on the
second business day preceding the start of ther@eMeeting, the latest, may attend
the General Meeting of the Company. Persons, whasee is included in the Register
of Shares at the time, when the Register of Sharel®sed, shall be entitled to exercise
the shareholder's rights at the General Meetingg day of closing the Register of
Shares is the second business day preceding ttiagtay of the General Meeting.

b)The shareholder may also exercise his/her rightiseaGeneral Meeting by way of proxy.
Internal member of the Board of Directors, membbgirman of the Supervisory Board
and the auditor cannot be persons authorised byypithe shareholder may give a
proxy to the external member of the Board of Divestor to a managing officer of the
Company - if he/she is not an internal member efBbard of Directors. The proxy shall
be valid for one General Meeting, or for the perpécified in the proxy, a maximum of
12 months. The validity of the proxy shall covee tbontinuation of the suspended
General Meeting or the General Meeting re-convdmethuse of the lack of quorum.
The proxy shall be drawn up in the form of a puldacument or a private document
providing full evidence and it shall be submittedthe Company. The authorisation
issued by the shareholder's proxy shall state that representative is acting as
shareholder's proxy.

c)The shareholder has the right to be informed abases on the agenda of the General
Meeting In line with which right, in reply to theritten request of the shareholder
submitted at least eight days before the day of Glemeral Meeting the Board of
Directors shall provide information necessary tecdss the agenda item of the General
Meeting three days before the day of the Generaltivig, the latest.

d)The Company ensures that the rights to be inforre¢omment and to suggest at the
General Meeting are granted to every shareholdendihg the General Meeting, on the
condition that the exercising of these rights st hinder the lawful and proper
operation of the General Meeting. In the interdsexercising the shareholder's rights
specified in this present point the Chairman of @eneral Meeting shall grant the right
of speech to the shareholder at the General Meaiimghe condition that the Chairman
of the General Meeting may specify the duratiohef speech, may withdraw the right
to speak, especially in case the shareholder igheffpoint, furthermore he/she can
specify the sequence of the speeches, if thereeareral speeches at the same time, in
order to ensure the lawful and proper operatiotheiGeneral Meeting.
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e)Voting rights attached to shares are determinethéyhominal value of such shares. The

shareholder cannot exercise his/her right to voté be/she has performed his/her due
cash contribution.

Minority rights

a)Shareholders jointly representing at least 1% & tloting rights may request the

convocation of the General Meeting at any time aithspecifying the reason or the

purpose. If the Board of Directors fails to také@tto convene the General Meeting for
the earliest possible date within eight days afterreceipt of the request, the registering
court shall convene the meeting in reply to thdiagtion of the shareholders suggesting
the meeting or the registering court shall autlorise suggesting shareholders to
convene the meeting. The expected costs shall wanedd by the suggesting

shareholders.

b)If shareholders jointly representing at least 1%hefvotes communicate a proposal to the

Board of Directors to supplement the agenda inwiith the rules of the levels of detail

or a draft resolution concerning an item on thendgeor an item to be added to the
agenda within eight days after the announcemerth@fconvocation of the General

Meeting is published, the Board of Directors sipalblish an announcement about the
supplemented agenda, the draft resolutions propbsedhe shareholders after the
communication of the proposal pursuant to THE AeScof Association. The issue

specified in the announcement shall be deemed addéd agenda.

¢)If the General Meeting rejected or did not allowe $ubmission to enforce a claim of the

d)

Company from any member, managing officer, memibéine Supervisory Board or the
auditor for a resolution to be adopted, shareheldegpresenting at least 1% of the voting
rights may enforce the claim themselves for theebeaf the Company and representing
the Company within a thirty-day limitation period.

If the General Meeting rejected or did not allow Hubmission to have the last report or
an economic event or commitment related to theviggidf the Board of Directors in the
last two years audited by a specially commissioaeditor for a resolution, the
registering court shall order the audit and appamtuditor at the cost of the Company
in reply to the application of the shareholdersijgi representing at least 1% of the
voting rights submitted within the thirty-day liratton period following the General
Meeting. The registering court shall reject thefittment of the application if the
submitting shareholders abuse the minority rights

Right to dividend

The shareholder shall be entitled to a dividendhftbe profit of the Company, which can be
shared and which was ordered to be shared by ther&@eMeeting in the proportion of the
nominal value of his/her share.

Obligations of the shareholders

a)The shareholder shall provide cash contributiotheoCompany in amount corresponding

to the nominal or issue value of the shares rededrequoted by his/her person. The
shareholder may not be validly exempted from hisdidigation - excepting the case of
share capital decrease.
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b) The shareholder with at least 1% share or the Bblter acquiring such share shall
report his/her indirect share and its changes ¢oGbmpany providing his/her details
suitable for identification at the same time.

Persons with indirect influence over 10% in MKB Ra¥yrt. are disclosed below:

Metis Private Equity Fund holds 35.000001% dirdare in MKB Bank Nyrt. Metis
Private Equity Fund is managed by Opus Global Beféki Alapkezél Zrt., in which
Lérinc Mészaros (address: 8086 Felcsdtutea 311/5.) has a majority influence.

RKOFIN Befektetési és Vagyonke#eKft. holds 13.620597% direct share in MKB
Bank Nyrt. The sole member of RKOFIN BefektetésMaglyonkezeal Kft. is Metis 2
Private Equity Fund. Metis 2 Private Equity Fund rianaged by Opus Global
Befektetési AlapkezélZrt., in which Lérinc Mészéros (address: 8086 Felcsuit,ufca
311/5.) has a majority influence.

Blue Robin Investments S.C.A. holds a 32.90% dirgetrest in MKB Bank Nyrt. (Blue
Robin Investments Betéti Részvénytarsasag). Thegnag fully liable member of Blue
Robin Investments S.C.A. is Blue Robin Managemeatr$ Blue Robin Management
S.a.r.l. has only one member, UNCIA Finance Zite sole shareholder of which is
UNCIA Alpha Kift., in which company UNCIA Private Edy Fund if the sole member.
UNCIA Private Equity Fund is managed by QUARTZ Atapeb Zrt.

MKB Bank Nyrt. is not aware any agreement conclubdetiveen its owners that may result
in restrictions on the transfer of issued secwi@iad/or voting rights.

MKB Bank Nyrt. is not aware of any significant agneents to which the company is a party
and which take effect, alter or terminate upon ange of control of the company following

a takeover bid, and the effects thereof, exceptrevitieeir nature is such that their disclosure
would be seriously prejudicial to the company; thiception shall not apply where the
company is not obliged to disclose such informatiarthe basis of other legal requirements.

Employee share scheme

With the modification of the ESOP Act, which canmtoi effect on 28 November 2015, a
new type of Employee Share Ownership Programmeddmeilaunched. MKB Bank was one
of the first to use this opportunity to establishown ESOP Organisation on 30 May 2016.
The launch of the ESOP was closely linked to MKBnBs reorganisation efforts, as it
created ownership interest among its employees. MB&Bk currently runs two ESOP
Remuneration Policies through its ESOP Organisatlom Investment ESOP Remuneration
Policy and the ESOP Performance Remuneration Pdlicg point of the investment ESOP
is that the ESOP Organisation has purchased I€3aenary Shares for investment purposes
for the benefit of participating employees and gemixecutives. Employees who made a
declaration of participation to the ESOP Organgsatilid not become the owners of the
shares, the shares were owned by the ESOP Organisaid are also currently owned by
the ESOP Organisation. Participating employees iesdjumembership stakes in the ESOP
Organisation. Initially, ESOP stake in the Compargs 15% of the Issuer's share capital,
which decreased to less than 5% by 1 March 201%altiee continued implementation of
the investment ESOP Remuneration Policy, i.e.,stile of shares by ESOP Organisation.
Following the fulfiiment of the stated purpose asndition of the investment ESOP,
participating employees or senior executives maycthe earnings per share.

* *x %
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Considering that MKB Bank Nyrt's shares were listedhe BSE standard category on 30
May 2019, in accordance with market practice and BSE Corporate Governance
Recommendations (Recommendations), MKB is prepai@prporate Governance Report,
which shall be published for the first time aftke tGeneral Meeting of the Company on 17
April 2020 on the website of the Company (www.mkb.hin its Corporate Governance
Report, the Company presents its corporate goveenpractices for the financial year and,
on the other hand, details its compliance with esegdtion of the Recommendations.

SUPREME, EXECUTIVE AND MANAGEMENT ORGANS, SUPERVISO RY
BODY, COMPOSITION AND OPERATION OF COMMITTEES

General Meeting

The supreme body of the Company is the General iMgeThe General Meeting has the
exclusive competence to approve and amend theldstiof Association, except for the
modification of the Company's headquarters, presnibeanches and, except for the core
activity of the Company, the activities of the Cang as the Board of Directors is entitled
to amend the Articles of Association in that reg&tdrsuant to the Articles of Association of
MKB Bank Nyrt., the General Meeting of the Compams the exclusive competence to
recall and elect the Chairman and members of tteedBof Directors. Members of the Board
of Directors shall be elected by the General Megefor a definite term of maximum five
years. The members of the Board of Directors masebslected and may be recalled at any
time by the General Meeting without giving reasdnsaccordance with the provisions of
the Articles of Association.

Board of Directors Supervisory Board Audit Committee
Chairman: Chair person: Chairman:

Dr Adam Balog Agnes Hornung Tortel Andras Oszlanyi
Members: Members: Members:

Dr Andras Csapo Rita Feodor Rita Feodor

Mark Hetényi Albert Godena Dr Laszl6 Ipacs

Imre Kardos Dr Laszl6 Ipacs

Balazs Nyitrai Ferenc Miller

Janos Nyemcsok
Tortel Andras Oszlanyi

Board of Directors

The Board of Directors is the executive body of @mnpany. The members of the Board of
Directors represent the Company vis-a-vis thirdtiesr and before court and other

authorities. The Board of Directors shall develog ananage the work organisation of the
Company.

The scope of authority of the Board of Directorgiduded in the Articles of Association of

the Company with the proviso that within the framekvof effective laws and resolutions

adopted by the General Meeting, the Board of Damscshall be entitled to take any actions
and make any decisions that do not form part of ékelusive powers of the General

Meeting or the Supervisory Board.
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The decision on the acquisition or the sale of @hares, as well as the increase of the
registered capital through the issue of sharesnigsldo the competence of the General
Meeting subject to the condition that the Generaebhg may authorize the Board of

Directors to decide on registered capital increase.

Supervisory Board

The Supervisory Board shall control the manageroetite Company in order to protect the
interests of MKB Bank Nyrt.

Audit Committee

The Audit Committee provide assistance to the Sigery Board in supervising the
financial report regime, in selecting an auditog & working with the auditor.

Risk and NPL Committee Remuneration Committee Nominabn Committee

Chairman: Chair person: Chairman:
Baldzs Nyitrai Rita Feodor Imre Kardos
Members: Members: Members:
Rita Feodor Imre Kardos Rita Feodor
Imre Kardos Balazs Nyitrai Balazs Nyitrai

Risk and NPL Committee

As part of its ongoing monitoring of the Bank'skraking strategy and risk appetite, the
Risk and NPL Committee reviews the risk strategynuneration policy and quarterly risk
report in advance, approves the NPL Strategy alatieceimplementation plan for the year,
and monitors the high non-performing loan rate @éed\NPL Strategy.

Remuneration Committee

The Remuneration Committee is a consultative bddy bversees the remuneration of
directors and employees in risk management andnitdines of defence, and prepares
remuneration decisions based on the long-termdstgrof shareholders, investors and other
stakeholders in the company.

Nomination Committee

The Nomination Committee is responsible for nomngand recommending nominees to
the Supervisory Board and the Board of Directoiith the exception of the members of the
Supervisory Board representing the employees.

The Committees operate in accordance with the taldsdown in their rules of procedure.
Bodies shall meet as often as necessary to cairyheir functions and shall take their
decisions in the form of a meeting or in writingdawithout a meeting. The work of the
bodies is organized by the chairman of the body.

In accordance with the recruitment policy for tledestion of members of the management
bodies of MKB Bank Nyrt. and the Diversity Policidmination Policy) applicable to the
selection, members of the management boards ofntbmbers of the Bank Group,
individuals with different professional skills, watile regional and industry experience are
elected into the managing bodies of the Bank grang they also take advantage of these
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differences in their operations in the operatiorthafse bodies, which the members of the
Bank Group consider as a key consideration in deténg the optimal composition of their
bodies. Board appointments are based on the poekpdrtise, experience, independence
and knowledge represented by the candidates, takiogaccount what the body as a whole
needs to function effectively. The members of t@BGroup pay particular attention to the
representation of both genders in executive bodigish is why they strive to reach 15%
female members in executive bodies. To this ersly tommit themselves to favouring the
member of the under-represented gender of the saamagement body among two
candidates of the same capacity who are otherwigabe, unless otherwise justified by
professional judgment.

There is no agreement with an executive officer aor employee that provides for
compensation in the event of a manager's resignatiotermination by the employee or
unlawful termination of the executive officer's @mployee's relationship, or termination of
the relationship due to a public takeover bid.

MAIN FEATURES OF THE INTERNAL CONTROL SYSTEM OF THE
COMPANY

The provisions regarding the operation, manageraadtfunctions of the internal control

system of the Company are set out in the Act CCXXX)¥ 2013 on Credit Institutions and

Financial Enterprises (hereinafter: “Hpt.”), theyisions of the Civil Code (Act V of 2013,

hereinafter referred to as “the Civil Code”) on ibgss companies, Act CXX of 2001 on the
Capital Markets; the applicable recommendationthefNBH (primarily Recommendation

NBH 27/2018. (10 December) on the establishment aperation of internal lines of

defence, the management and control functions rdntiial organisations), the Bank’s
Memorandum of Association and the Bank’s effectives of organisation and operation.

Section 154 (1) of the Hpt. requires banks to dpesn internal control system. The
elements of the internal control system include memnagement information system, in-
process and management controls, and the indepeintermal audit organisation.

The _concept of a management information system encompasses all computer-based or
manual systems that transform data into usefulrinédion for decision-makers. Its main
tasks are to produce ad hoc and regular reportsoasupport (in general) decision making.

In-process and management controls are forms of control directly or indirectly integed
into business processes. These controls are peatoimy persons who are functionally
involved in the processes or by those responsitiettie final outcome of the audited
activities.

Independent internal audit is part of the internal control (monitoring) syst@mependent of
the process. Internal audits should be performeghdrgons who are not involved in the
Bank's workflows and are therefore independenhefentities and workflows being audited.
Accordingly, MKB Bank operates an independent oiggtional unit, the Executive
Directorate for Internal Audit (hereinafter: “BEI”)

Also in view of the NBH recommendation 27/2018. @@8cember) referred to above, the
system of lines of defence is interpreted in th@kBamonitoring framework system. The
above control mechanisms, which are also stress#tkiHpt as the elements of the Bank's
internal monitoring system (distinguished from #hdernal monitoring independent of the
Bank (e.g. customers, NBH, other authorities) dlexternal monitoring system elements
(e.g., auditor) related to the Bank) can be classis follows:

131/146



MKB Bank Nyrt. Data in HUF million except stated otherwise
Consolidated Financial Statements as at 31 DeceRti&r

The Bank's internal monitoring system consists of iaternal control system and
independent internal audit.

Within the Bank's internal control system, we castidguish between general principles
(e.g. consistent responsibility management), pasti (e.g. management control),
organisational solutions (e.g. in-process contras)d areas with a control function (e.g.
Controlling) and activities (e.g. management infation system), which together form the
first line of defence of the Bank's internal monitg system. In fact, this line of defence
includes all employees and managers who, througin gnudent work, protect the Bank's
interests and values.

Another element of the Bank's internal control egstis all those organisations, activities
and persons responsible for performing dedicatedratipnal functions, activities and

control functions (e.g., Risk Control, Complian&ank Security, Data Protection Officer),

which together constitute the Bank's second lindeénce. The function of the second line
of defence can also be formulated by overseeingapgdorting the activities of the first line

of defence.

Independent internal audit, as another elemenh@firiternal monitoring system alongside
the internal control system, is the Bank's thirdeliof defence. Internal audit is an
independent, objective assurance tool and congudtotivity that adds value to the Bank's
operations and improves its quality. It is respblesifor examining the Bank's risk
management, governance processes and the intemtablcsystem (or the Bank's first and
second lines of defence) in a systematic and regylananner, evaluating and improving its
operation, thereby contributing to the achievenaémirganisational goals.

The model of the Bank's monitoring system, inclgdthe place and role of independent
internal audit, is illustrated in the figure below.

Monitoring system of the organisation

Internal monitoring system External monitoring system

Internal control system
External External

monitoring monitoring
system system
related to independent

[ General control functions |
TRE— - | Internal Audit

the of the
organisation J organisation

Organisation * Auditor *Authorities
ally and (Competition

*Parent
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BRIEF DESCRIPTION OF THE COMPANY'S RISK MANAGEMENT
SYSTEM AND PRINCIPLES APPLIED IN RISK MANAGEMENT

MKB Bank's Risk Control reviews the risk strategfy the Group every year with the

involvement of the relevant areas. In line with therent economic environment and in
accordance with the Bank's business strategy goithtplan, the Risk Strategy sets out the
risk strategy principles and objectives of the B@rkup for each risk type and risk appetite.
The approval of the risk strategy falls within theope of competence of the Board of
Directors.

In line with the basic regulatory requirementspaaept for the Group's comprehensive risk-
taking processes has been developed and is cdpdiairtg fine-tuned.

The main elements of the concept are:

» Group-wide application of risk management pringple

« Applying the Unified Segmentation to the entireentele of the group;

* A decision-making system that depends on custonngity and risk-taking;

* The use of Basel conform rating tools, in compleamwith IRBF and analytical and
behavioural scorecards, as well as a correspondiient rating regime, which
adequately supports the decision-making actividfabe bank management;

« Internal, group-level model validation methodologith annual frequency (rating and
scoring tools, validation of related processes);

* Monitoring activities with IT support;

» Establishment of a comprehensive system of critéad includes and takes into account
relevant indicators enabling the detection of tteead loans in order to identify loans at
risk as quickly as possible and, based on thisgdtermine the various types of
customer/exposure management, the related tasksrdedof procedure.

* IFRS 9 provisioning system;

* Pillar 1 and Pillar 2 capital accounting systemsdobon IFRS;

* Regular group level management reports, backtestiegsurements (Risk Reports,
Capital Management Reports, Rating Quality, Ralfimitoring Reports, etc.)

« Definition of a revised recovery plan and its ewion on a monthly basis.

The key risk management principles include ultimedatrol at board level, independent
control separate from risk areas, and appropriaasorement, diversification, monitoring
and reporting of risks.

The effective risk management function of the Baisk ensured by the effective
communication of risks and the willingness to assunsks within the organisation,
continuous development for recognising, measunmmjitoring and managing risks, turning
the key risk management processes and procedurés-dgpe and user friendly and
improving their efficiency, as well as employingegdately trained work force.
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NON-FINANCIAL STATEMENT

Brief description of the strategy and business modef the company

Founded in 1950, MKB Bank, is one of the oldestna@mnt members of the Hungarian
banking system. After the banking reform in 198% Bank continued to function as a
universal commercial bank. Its main business dwinclude SME and large corporate as
well as institutional banking services, internaéibbanking, retail and private banking, and
money and capital market services. Through the meesnlof the financial group and

strategic partners the Bank offers its clients dempehicle financing, asset leasing, fund
management, advisory and pension fund and headtlicad services as well.

MKB Bank provides its services through its natiodevibranch network and modern,
constantly evolving digital channels.

The basic values for the Group are: tradition, iratmn and co-operation.

Respect for traditional banking values and a comemiit to leading the way in innovative
financial solutions and digitalisation are bothganat in the financial group.

The knowledge and expert base as well as the eratexydtem of relations built over seven
decades of operation, made MKB Bank a major opeiatthe Hungarian corporate trade
financing, cash and liquidity management and invest market.

MKB is a major and large corporate Bank, with strarganisational knowledge in that
segment. It puts a strong emphasis on supportirginésses with innovative solutions,
professional expertise and development ideas, fivitncing support tailored to needs and
opportunities. The Bank gradually builds stratgugetnerships with the major actors of the
Hungarian economy. MKB intends to make an activerdoution to the achievement of the
objectives of its retail and corporate customerthvitis financing and, indirectly, to also
contribute to an increase in the performance oHtegarian economy.

The Group strongly concentrates on the qualityt®fcustomer relations. A professional
service to customers is the most important valuetti@ Bank, where the focus is on
customer relations and experience, as well as yakservation and generation. That is why
the Bank regularly conducts customer satisfactiomeys in each customer segment.

The fair banking values are extremely importanthi@ daily operation and future image of
the Bank, therefore it strives towards a sustamadmblsiness model and efficient and
profitable operation with manageable risks.
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Social and employment as well as human rights poljcand its results, the applied due
diligence processes

Community engagement:

It is important for the Group to use all its avhi®economic power to contribute to the
development of the community and it is also coneditto building co-operation that
encourages extensive community engagement. The@&@iion activities involve efforts to
develop the financial culture, various educatiopebgrammes, targeted sponsoring and
other support activities. All these activitiee &alue-driven and have always been and will
also be implemented in future to suit the localdseehe Bank does not carry out a risk
assessment of its social and community engagenaéuitias, but does so on the basis of its
internal rules of procedure, which include relevaaicedural rules.

The community engagement programmes of MKB Bank:

Through its donation and sponsoring activities, MB&k intends to offer true assistance in
the support of programmes and matters servingriteeests of the whole society, including

financial culture and mind-set development, valtgation and preservation and the creation
of opportunities, which are the most important atpe

Health preservation activities:

In 2018, MKB Bank launched its # 20 Minute Healtbheme, a health promotion

programme with the slogan “Health is the best itmest” and has been actively running it
ever since. In 2019, in addition to physical heattiental health became a major focus.
There was a great deal of interest in the lectoresnindfulness and getting out of the
comfort zone in the programme. "Spend quality tiam your family, loved ones, take time

for yourself, exercise regularly and eat healthilythese are the key messages that MKB
Bank would like to help you with on a daily badiach topic has its own expert mentors
who provide useful tips and ideas in their areaarticles and videos on the programme
website.

Social responsibility:

Within the framework of its social corporate resgibility programme, the Group supports
with financial and tangible donations the operat@norganisations and institutions the
activities of which are in line with the principle$the Group. In order to improve the living

conditions of children with cancer and their fassli the Bank donated a minibus to the
Together for Children with Cancer Foundation andhwhe support of the Hungarian

Interchurch Aid Organization, opened a brand neagenn playground in Oroshaza. For the
first time in 2019, the MKB Bank Running Team pagated in the 5th Beregszasz Charity
Half Marathon with the help of the aid organisation

Educational activities:
MKB Bank runs versatile educational programmes @nithvolved in various educational

cooperation.

In co-operation with the National Association of riegltural Equipment and Machine
Distributors (MEGFOSZ), the Bank set an objectivgommoting agricultural engineering,
responding to changes in modern agricultural prodoc

The MKB Agro Partner programme, established in 28%7art of the corporate business
line of MKB Bank, supports the foundation and ofieraof agro businesses as a financial
partner understanding agriculture.
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As part of the “Become a Field Engineer!” programime2019 400 students travelled to 14
MEGFOSZ member companies nationwide to learn abwitoperation of an agricultural
company, the latest technology and machinery. Tdnmilss of students got acquainted with
the job opportunities during the career orientatlags, and students from several vocational
schools in Hungary participated in the presentdgotures.

Financial culture and awareness developing actiest

The employees of MKB Bank took part voluntarilytie ‘Money Week'’ events, founded by
the Banking Association and Financial Compass Fatioil to increase the financial
knowledge of primary and secondary school students.

Activities aimed at equal opportunities:

MKB Bank has a long standing relationship with théernational Child Rescue Service
(NGYSZ) which supports children facing difficultiés life. Owing to the 22 years of co-
operation of the parties, in each academic yearhonered children and young people with
outstanding abilities yet in socially disadvantagedsitions can benefit from the
extraordinary opportunities provided under the M&Bholarship Scheme. The Bank also
offers discounted account management for younglpemjh scholarships. The success of
the talent management program is demonstrated by falet that 29 students have
successfully achieved their diploma since the ptdjegan. One of them graduated in 2019
from the Budapest University of Technology and Ewnuits with a degree in mechanical
engineering.

Besides the scholarship schemes, which constitue mllar of the corporate social
responsibility activities of MKB Bank, the MKB Clstimas Children’'s Gala held in
December each year is another major event in thepeoation between the Bank and
NGYSZ. The traditional programme of the gala is dhessic fairy tale ballet performance
‘The Nutcracker’, which was hosted in 2019 by thkeETheatre.

MKB Bank has developed its equal access strateginéwith the requirements of the
legislation and the supervisory authority (NBH) lwithe objective of integrating the
requirements of the strategy into the Bank’s dajgration and making them an integrated
part of the attitude of executive officers andnatimbers of staff.

Within the scope of corporate social responsibilitate support is available through MKB
Bank for disabled persons to be used for makinig Hmmes accessible.

As a traditional and major operator of the Hungafiimancial sector, MKB Bank is also

committed to provide support and makes signifigonations. The fundraising programme
series called MKB Charity Program, launched in 20&@ntinued successfully in 2019.
Through its fundraising campaigns, the Bank sumgbithe work of the Age of Hope

Foundation and the Interchurch Aid Organisationadiition to fundraising, MKB Bank's

benefactor employees have been able to attend ovtlunteer days under the MKB

Volunteer Program, which have made life easierccfoldren, families, the elderly, and four-
legged friends.

Employment:

MKB Bank completed a risk assessment in employraedtidentified the risks relevant in
terms of its operation which are also taken intgoaat in its HR activities. Human
resources actions focused on global trends, domastl MKB specific (based on survey)
areas, such as talent and career management, sugporvironment, and workflows. The
Bank is organising an Orientation Day for newlyngd colleagues. The purpose of that day
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is to integrate the new colleagues and to deliverbasic training required for employment
as well as present the global organisation to them.

The HR strategy concentrates on improving the eyg@experience by promoting flexible
work, using the available digital devices and depi#lg a co-operation-based corporate

strategy.
Breakdown of the staff employed by the Group by jobategories
(FTE):

deputy

MKB Group subordinate head of director CEO + Total
department executive

director
MKB Bank Nyrt. 1 368 3. 97 13 1509
MKB Euroleasing Group 129 7 8 3 147
Other subsidiaries 217 10 4 5 235

Total 1714 48 109 21 189

Breakdown of the staff employed by the Group byrage age, duration of service and
group member (years):

MKB Group

2-5 5-10

VCELS years

MKB Bank Nyrt. 38 3¢ 39 46 41
MKB Euroleasing Group 36 40 30 44 38
Other subsidiaries 42 44 48 53 43

Average 39 39 38 46 4

Breakdown of the staff employed by the Group byatlon of service and group member

(FTE):
MKB Group s 3 1y o Total
years years years years
MKB Bank Nyrt. 436 309 184 580 1509
MKB Euroleasing Group a7 32 21 47 147
Other subsidiaries 201 ¢ 10 16 236

Total 684 215

Breakdown of the staff employed by the Group bydger{number of employees):

Genders Total staff Director+
MKB Group Male Female Total Male Female Total
MKB Bank Nyrt. 481 1028 1509 74 36 110
MKB Euroleasing Group €6 81 147 10 1 11
Other subsidiaries 147 89 236 7 2 9

Total 694 1198 1892 91 39

MKB Bank offers an extra-wage benefit packagesceinployees, consisting of a number of
components. The employee benefit package incluihemdial benefits and a number of
other components aimed at improving the workingiremment, maintaining a healthy
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lifestyle, motivated performance at work and stitbags the feeling of being part of a team.
These benefits provided by the Bank are describel@tiail in the Cafeteria Policy.

Talent management at MKB Bank:

A complex calibration process across the comparnd standard performance evaluation
system were introduced for the first time in 20A8alent management programme covering
subsidiaries has also been introduced.

Employee training also plays an important roleatidition to the statutory trainings, the
Bank organises regular further training. New bagKdroducts are also being introduced in
a significant number of training hours.

The MKB Academy programme constitutes the framewafrkhe Bank’s training strategy.
The system has 5 pillars. Besides the mandataniriga(Mandatory Pillar), attention is also
paid to the professional development of the colleag which is assisted with training
courses dedicated to various topics (Professiafiat)P Skill development training activities
are also available on a number of topics (SoftlSkilar). Employees can choose from
different training courses to learn how to use Ibla@king tools more effectively (System
Pillar). A wide range of skill development trainiagtivities are also available as part of the
management training (Management Pillar).

Balance of work and private life at MKB Bank:

The flexible working hours at MKB Bank is one ottkey elements of the HR strategy as it
is an important component of improving the emplogegerience.

As part of the HR strategy, MKB Bank aims to in@@#he share of atypical employment. In
addition, the Bank intends to make work from horsevédely available to a wider range of
employees and therefore the tools and deviceslswadaveloped constantly. Working from
home reduces stress at work, improves the balahogodk and private life and thus
increases employee satisfaction, work morale,iefficy and loyalty.

MKB Bank and health:

Health development and health preservation are titapb objectives for MKB Bank, as
emphasised in various sports and health campagush as the #20 Minutes Health
programme. There are many ways for employees toyesport. A healthy lifestyle also
plays a central role. The objective is to provideealthy work environment for the staff. In
the spirit of the Health Year series launched in&0wve organized office massages and
screenings for employees during 2019 too.

Employees benefit from preferential health insueamhich includes diagnostic services and
extended consultation hours at the Bank’s occupatiphysician on every day of the week.

Hobby and recreational facilities are also avadadil MKB Bank. The canteens of the Bank
serve fitness food and other items, suitable fecip nutrition.
MKB Bank and sports:

The Bank provides a wide range of sports oppoitsito its staff. The Vaci utca
headquarters and the Kassak Lajos utca office ibgilldave in total nearly 110 m2 of fithess
facilities, which is being used by an increasingnber of colleagues. MKB Bank also
supports sports in other ways. The MKB Sports Aisgimn operates 21 sports sections.
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Secure work environment:

In order to fulfil its legislative obligations, MKBank has prepared a risk assessment of the
head office and other business sites of the Bardtuding all branches. As it is an office
work environment, there is only a low risk of a@its. Consequently, there are very few
work accidents and their number is decreasing.

Health and safety and fire safety training is mamgafor each employee every year. A
separate training material has been developedn®mreimployees of the branch on how to
respond if the branch is attacked. The personalenah and organisational conditions of
safe work were defined in the Health and SafetyuReigpns of the Bank in compliance with
the law.

A Health and Safety Representative also workseaBidnk on behalf of the Works Council.
The HS Representative is entitled to make sure ttieatrequirements of healthy and safe
work are fulfilled at the Bank.

Corporate governance:

MKB Bank, as a publicly traded company, whose share listed on the BSE, has prepared
and published its Corporate Governance Report erbésis of the Corporate Governance
Recommendations of the BSE.

MKB Bank attaches great importance to the developnaad operation of a corporate
governance system that complies with best markettioes and ensures efficient and
effective operation, and responsible corporate gmmce. To this end, the Bank regularly
reviews and develops its corporate governanceipesact

MKB Bank's governance structure takes into accaegulatory, supervisory and stock
exchange requirements as well as business spedifikB Bank intends to comply as much
as possible with the Corporate Governance Recomatiend of the BSE.

Human rights protection:

Relying on the standards also expressed in the GbGenduct, the Bank takes into account
the interests of its employees based on fair asssgs recognises their right to the integrity
of their private life but, in exchange, the Banlpests its employees to responsibly protect
their health.

It is especially important for the Bank to see titetemployees can equally focus on their
families and work as well as professional careersiipport that, the Bank offers a healthy
work environment without any discrimination. ThenRaloes not prepare a risk assessment
of the enforcement of human rights but it operatesompliance with the Equal Access
Strategy and internal banking regulations thatineithe procedural rules.

The Equal Access Procedural rules of MKB Bank wageeloped on the basis of Section
283 of Act CCXXXVII of 2013 on Credit Institutiorsnd Financial Enterprises, the Decree
of the Minister of National Economy 22/2016 (29 duon the rules of equal opportunities
for persons with disabilities in access to finahs&rvices provided by credit institutions and
the NBH Recommendation 4/2017 (13 March) on thattnent of disabled customers. The
regulation contains the rules of implementation dethils defined in MKB Bank’s Equal
Access Strategy and constitute an inseparabldtpdof.

The Bank's Equal Access Strategy was developedhin gpirit of the Bank’'s social
responsibility as the Bank pays special attentothe special needs of disabled customers
and to special treatments promoting their equalesscto services. The fundamental
objective is to integrate the strategic requiremmeanto the Bank’s daily operation and to
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make them an integrated part of the attitude otetwee officers and all other employees.
The purpose of the regulation is to enable thebtisbcustomers of the Bank to have access,
whenever possible, to services of the same quadityose offered to ordinary customers but
adapted to their special needs.

The Bank applies a fair treatment based on respetesteem while keeping contact with its
stakeholders. It rejects all forms of discriminatimased on sex, age, ethnic origin, religious
or political belief, belonging to any interest gppusexual orientation, different native
languages and any other direct or indirect diseration-based excluding conduct.

MKB Bank also operates a notification system (amfyix@mkb.hu email address), where
anyone can report any violation of law, or intermegulation or other rule of conduct
experienced by them, even anonymously.

A Works Council (WC) also operates at MKB Bank iompliance with the currently
effective Labour Code. The Works Council is the mmaiterest representation forum,
representing the interests of the employees. Theloyes may be involved in the
discussion of issues and taking decisions affecdtimgn and can learn about any change
therein through the Works Council. The Ethics amhdliation Committee of the Works
Council has the power to resolve conflicts betweenployees and conflicts between
managers and employees.

MKB Bank does not employ children and is not engaigeforced labour either.
Data protection and data security:

Data protection represents the latest generatidmuofan rights and MKB Bank also pays
attention to that field accordingly. It has incor@ed checkpoints in its business processes
and IT development processes to ensure compliaitbeé3@PR requirements.

In line with industry practice and NBH regulatioddKB Bank is constantly updating its
security readiness, upgrading and replacing itseldurity systems.

The bank also gives high priority to the securityigital channels. In 2019, it was the first
domestic bank to introduce the TLS 1.3 protocolservices provided over digital channels,
which enhances the protection of data transmittext the Internet against modification and
eavesdropping. In order to comply with the PSD2dive, the bank introduced a web
application firewall for the API channel servingitéch companies.

In full compliance also with the NBH recommendatipMKB Bank informed its customers

on what to do in relation to cyber fraud and dat&sltng and raised attention about the
importance of prevention and alertness regularlyt®iown platforms as well as in various
publications issued on a number of occasions duhiegear.

The members of staff of MKB Bank have a great @éadxperience in how to prevent data
phishing, or identify the actual cases as well mplément measures to mitigate losses.
Potentially affected customers are contacted byMKé&3 Cyber Security Centre to make
sure that the customer is aware of the transaatiajuestion and has actually initiated it.
MKB Bank also takes all security and legal measuegsiired on such occasions in addition
to informing its customers.
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Regulations on the related policies, the appliededdiligence and risk management
procedures:

* Regulation on the Recruitment and Selection Process

e  Cafeteria Policy

e Incentive system

¢ Regulation on the Internal Training System of MKBr&

¢ Regulation on Work at Home

«  Employee recognition programme

« Regulation on Sponsorship and Management of SuRaatiests

e Health and Safety Regulation

« Regulation on the Procedural Rules of PromotingaEéucess at MKB Bank

Environmental policy and its results, applied due digence processes

MKB Bank is strongly dedicated to social resporgihiand therefore not only assistance to
organisations and institutions worthy of supportit [also environmental protection is
important to it. In that context, the Bank has oditced a number of targeted measures,
including the optimisation of energy consumptionaffice buildings and increasing the
environmental awareness of employees. One of thecikes of the Digital Switchover
strategy was to reduce the use of paper in branblgessing new IT devices. In its
environmental risk assessment the Bank took intmwaat the annual energy consumption
and annual carbon dioxide emission.

Measures aimed at optimising energy consumption:

The majority of the Group’s energy consumption tedato the utility consumption of
buildings and fuel consumption of its vehicle fléBhe consumption of buildings is partly of
communal and partly of technology origin. Energpsumption is constantly monitored and
supervised in each building. The national centrehef network is at Kassak Lajos street
office building.

The lighting system is gradually modernised inta# Group buildings in order to reduce
electricity consumption. Presence detectors westliied in the majority of public areas to
prevent lamps being left switched on. Natural sesiraf lighting are preferred in all office
buildings and attempts are made not to use anfycatilighting in the rooms if there is

sufficient sunlight during the day.

The energy consumption optimising measures aldoded the upgrade of the cooling of the
head office and the replacement of the wet codbmgers of the liquid cooling equipment by

pure air cooling-based appliances. Thus the efiity of energy consumption almost trebled
and the water and sewer consumption of the buitdivas decreased significantly too.

Annual consumption PAONRS) PAONK:]
Electricity (KWh) 11 739 135 13 443 085
Natural gas (gnm3) 933 664 989 021
Heat (MJ) 222778 2427 96
Water (m3) 25 808 27 486

The positive impact of the measure can also berebdan the annual energy consumption
indicators of the buildings of the Group.

The most recent complete energy efficiency auditM&B Bank was carried out in 2019 by

NKM Optimum Zrt. in full compliance with EU Direate 27/2012, Act LVII of 2015 and
Government Decree 122/2015 (26 May). In additiom,tlee basis of the Decree of the
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Hungarian Energy and Public Utility Regulatory Aortity (MEKH) 2/2017 (16 February),
monthly energy desk officer reports are also pregharith energy consumption analyses.

Selective waste collection and management:

MKB Bank focuses on sustainable development. Onigsdbasic pillars is selective waste
collection, which is promoted with bins provided office corridors and kitchens for
collecting PET bottles and caps as well as elemravaste (cartridges, toners, etc.).
Following adequate treatment, the selectively ctdle waste may be recycled, thus reducing
the impact on the environment.

MKB Bank takes all reasonable efforts to have greparation, in the context of which
electric waste management is another key issue.digitisation strategy described above
has also a positive impact on MKB Bank’s paper oangion.

Waste management is governed by a number of lawsregulations, and MKB Bank
satisfies all legislative requirements. The Bardqgares waste management reports annually,
containing the classification and quantities of i@agenerated and collected. In 2019, MKB
Bank generated 80,520 kg paper and cardboard wastay plastic 120 kg scrapped electric
and electronic waste.

Environmental measures relating to the vehicle fltad MKB Bank:

MKB Bank has its own vehicle fleet and runs mostt®fcars on petrol and only fewer cars
on diesel. The scheduled replacement of the flegat in 2017, as a result of which the
vehicles at present are not older than 5-6 yeal® Bank plans to purchase more
electric/hybrid cars, with increased purchase Bnit eligible employees as an incentive to
opt for such vehicles. MKB Bank also uses taxi mes/for its employees. The Bank entered
into a contract with a new service provider in 20I&e partner selection was also
influenced by the fact that this taxi company rtims largest number of electric cars on the
Budapest market. At the end of 2019, the Bank signeontract with MOL Limo to replace
its petrol-powered taxi service in the future amdvide a more environmentally conscious
urban transport for its employees.

Anti-corruption and anti-bribery policy and its results, applied due diligence
procedures

In compliance with its statutory obligations, MKBaBk laid down its anti-fraud and
anticorruption measures in various regulations.

Anti-money laundering and anti-terrorist financimgasures:

MKB Bank developed its group anti-money launderargl anti-terrorist financing policy
because it uses the available tools to activelfigiaate in the prevention, combating and
detection of money laundering, terrorist financargl economic crime both in Hungary and
internationally. In order to effectively performosge tasks, the Bank applies the following
main principles:

1. The Group consistently meets and complies wlitletevant international and
Hungarian embargo rules, requirements and reguktaoncerning the fight
against money laundering and the relevant natiandlinternational legislation.

2. The Group does not and will not finance illegains transactions, drug
trafficking, child work, slave trade, prostitutien corruption.

3. The Group does not and will not finance personsindertakings managed or
controlled by persons qualifying as unreliable, ihgvbeen sentenced for any
related criminal act.
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4. The Group duly observes the FATF recommendatmuspursues its activities
in compliance with them.

The AML procedures apply to all employees of theBand fully comply with the FATF
40+9 recommendation, the Directive of the EuropParnliament and of the Commission
2015/849 and the Regulation of the European Cow@i5/847. MKB Bank takes all
reasonable efforts to prevent using the servickeseaaf by the Bank for money laundering or
terrorist financing. MKB Bank has a Compliance avigation in which separate departments
work on preventing money laundering and terroiiisaricing. The Bank fully co-operates
with the official agencies in the identification all suspicious cases, with special regard to
potential money laundering and terrorist financifidgne declarations required under the
international regulations are available on the Banlebsite.

In order to reduce the risk of money laundering #ardorist financing, the Bank must be
aware of the activities of its customers, the retof business relationships, business
partners, financial habits, the Hungarian and lassipractice, the economic background of
debits and credits in the account, the expectexs gamount, currency), hence it maintains a
regular and active relationship with its customérsaccordance with the legal requirements,
the Bank'’s staff perform the due diligence of coses. Natural persons and representatives
of legal entities must also provide a declarationtlte PEP status of the beneficial owner,
which is then verified by the Bank’s staff in pubdiources.

MKB Bank prepared its internal risk assessmentampmiance with the provisions of Act
LIl of 2017 on the prevention and combating of mpiaundering and terrorist financing,
taking into account the Hungarian and internati@tanomic conditions and habits and the
known risk factors. The Bank is also obliged to lgpgdequate risk classification on the
basis of the nature and volume of the businesgsiar&hip or a transaction order or the
conditions related to the customer, product, sereicthe applied instrument.

MKB Bank identified its major risks in its risk &ssment policy and reserves the right to
refuse any customer relationship, transaction amsiction order if it is not in accordance
with its risk appetite. The Bank monitors unusuativéties and has identified cash

transactions as a high risk, in particular in theecof extremely large or highly intensive
cash turnover, thus verifying it continuously catgrsuch turnover.

MKB Bank does not maintain a business relationglith customers who carry reputational

risks, only customers who use their products fgitimate purposes and whose identity can
be determined and verified without any doubt. TlamliBdoes not provide services to natural
persons or legal entities who/which are subjecany sanction or are included in any
restricted list, such as the restricted list of threted Nations Security Council (UN), the EU

Consolidated Financial Sanctions list (EU), thetReted List handled by the Foreign Assets
Control Office (OFAC) of the United States, whidsaincludes the Specially Designated
Nationals and Blocked Persons (SDN). In additidre Bank also identified industries,

products and countries that represent a high risk.

MKB Bank tries to prevent and detect fraud not dnljts customer relations. In the supply

contracts partners must commit to compliance with effective laws and regulations. The

Bank’s Compliance Unit also conducts review ongheners before each new contract or a
supply contract that has not been reviewed for &.y€he Bank does not enter into any
contract with a supplier who does not satisfy theimum requirements stated by law.

The Bank also expresses the requirement of prudpetation in its Code of Conduct.
Compliance with the effective law and the internafulations of the Bank is a basic
requirement for each employee and all partners withusiness or other contract with the
Bank are also expected to comply with the Codeafdnct.
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Rules on business gifts:

In order to ensure transparent operation and ptearuption, the Bank applies strict rules
on conflict of interest and gifts to business parsnh The Regulations on the Conflict of
Interest of Employees and Gifts set out the rulesaaxepting and providing gifts for

employees, the terms and conditions of holding etkee officer positions, the restrictions
on influential roles in the business organisatiod an obtaining an influential share and
majority influence as well as the rules of authafitn.

Regulations related to the respective policy arliegh due diligence procedures:

¢ Onthe assessment of reliability of the employdddioB Bank

« MKB Bank Group Policy on the Prevention of Moneyuhdering and Terrorist
Financing

« Onthe conflict of interest of employees and onitess gifts

e MKB Bank group regulation on the prevention and bating of money
laundering and terrorist financing and on the immatation of financial and asset
restrictions ordered by the European Union andiNeSecurity Council

¢ Regulation on the Fraud Reporting System of MKBIBan

«  MKB Bank Anti-corruption Policy

Summary of main results of policies pursued in thdields of social and employment
issues, respect for human rights, environmental ptection and the fight against
corruption

Through its traditionally extensive community inveinent, MKB continued to actively
contribute to the promotion of various health, edion, and equal opportunities
programmes and activities in 2019.

In the field of employment, in 2019, the introdoctiof the possibility of working from
home was an outstanding achievement. It is gratjfyihat the health promotion programmes
launched in 2018 continue to be popular and modenaore sports opportunities are used by
our employees. Implemented HR policies contribaterhployee satisfaction.

By optimizing the energy consumption of office blinigs, the Bank's energy consumption
was significantly reduced and the employees' enmental awareness was increased in
20109.

In 2019, MKB Bank consistently and effectively apgl its anti-corruption, anti-money
laundering policies, and its dedicated Anti-CorraptPolicy managed by Compliance.

Significant risks relating to social and employmentissues, respect for human rights,
environmental protection and the fight against coruption concerning business
relations, products and services, and the managemetiereof

MKB Bank identified its major risks in its risk assment policy. Due to the nature of the
Bank's operations, it is exposed to operation&l @perational risk is the risk of loss due to
human error, system failures, inappropriate ortjauiternal processes, possible fraud or
abuse of Bank employees, customers or third padfesxternal events, which includes legal
risk, conduct risk, modelling risk, information amdmmunication technology risk, and
reputational risk. The Bank's key strategic objectis to minimize operational risks by
applying risk-reducing controls in its core busm@socesses. The Bank also expresses the
requirement of prudent operation in its Code of @ar. Compliance with the effective law
and the internal regulations of the Bank is a basguirement for each employee and all
partners with a business or other contract withBaek are also expected to comply with the
Code of Conduct. MKB Bank does not maintain a bessnrelationship with customers who
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carry reputational risks, only customers who use their products for legitimate purposes.
MKB Bank completed a risk assessment also in employment and identified the risks relevant
in terms of its operation which are also taken into account in its HR activities.

Key non-financial performance indicators:

e  Energy consumption: (included in the Environmental Policy and its results, applied
due diligence processes chapter)

e Breakdown of employees by age and gender: (included in the Social and
employment as well as human rights policy and its results, the applied due
diligence processes chapter)

5
Budapest, 25 March 2020 _
|~
- f=r Y
P 1
Wi /d dam Balog ‘ / Csaba Gabor Fenyvesi
P Cyj'” an and Chief Executive Officer / Deputy Chief Executive Officer

145/146



MKB Bank Nyrt. Data in HUF million except stated otherwise
Consolidated Financial Statements as at 31 December 2019

STATEMENT
on the consolidated semi-annual financial statements of 2019
and on the Report of the Management
Pursuant to Ministry of Finance Decree no. 24/2008. (VIIL.15.)

MKB Bank Nyrt (hereinafter: “Bank”) declares concerning its consolidated annual financial
statements — accepted by the Annual General Meeting of the Bank on 17 April 2020 and
audited by an independent auditor - the following statement:

The Bank declares that the consolidated annual financial statements have been compiled in
accordance with the applicable accounting rules. The consolidated annual financial
statements compiled based on the best knowledge of the Bank’'s competent experts and
decision making managers present a realistic and reliable picture on the assets, liabilities,
financial position, as well as profits and losses of the Bank as an issuer of securities and of
the consolidated enterprises.

The Bank declares furthermore that the consolidated Report of the Management
(Management's discussion & analysis) provides a reliable picture of the position, situation,
development and performance of the Bank as an issuer of securities and of the consolidated
enterprises, and describes the key risks and uncertainty factors.

Budapest, 17 April 2020

MKB Bank Nyrt.
"
g . }//_ : /
L -""E_?Adém Balog / Csaba Gé@esi
_~~ Chairman and Chief Executive Officer Députy Chief Executive Officer

/
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