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UNITED BULGARIAN BANK AD (“UBB” or the “Bank”) is registered in the Republic of
Bulgaria, with head office — the city of Sofia, 89B “Vitosha” Blvd., “Millennium Center*.

Main shareholder of UBB is KBC Bank NV (“KBC”), holder of 99.9% of the registered

capital. The Bank holds a full license for performing banking and financial operations in this
country and abroad.

1. Scope and Consolidation Methods

This disclosure report has been prepared on a consolidated basis with data as of December 31,
2019, as per Article 70 para.3 of the Law on Credit Institutions.

The subsidiaries and affiliated companies in the corporate structure of UBB as of December
2019 are the following:

UBB Factoring EOOD 100% Fully consolidated
HUBB Asset Management AD 91% Fully consolidated
HUBB Insurance Broker EAD 100% Fully consolidated
HEast Golf Properties EAD 100% Fully consolidated
HUBB Center Management EOOD 100% Fully consolidated
HCash Services Company AD 25% Equity Method Investment

The investments in the companies are not deducted from the own funds in compliance with Art.
48 and 89 of the Regulation 575/2013 and are included in the RWA at 100%.

2. Risk Management Policies and Rules

The Bank aims at adopting best practices regarding risk governance, taking into account all
relevant guidelines and regulatory requirements. The Bank’s risk governance framework is
organized at three levels:

e Strategic — Risk management is first and foremost the responsibility of the Management
Board (MB). Management Board make all decisions regarding the risk management
framework of the Bank, the risk limits and appetite and the risk management policies,
assisted by the MB Local Risk Management Committee (LRMC). Supervisory Board
(SB) approves and controls the proposed by Management Board risk management
framework and risk appetite, assisted by the Risk and Compliance Committee (RCC).

e Tactical — UBB Senior Management has the responsibility to implement the Risk
Management Framework and Risk Appetite, defined by the Management Board and
approved by the Supervisory Board, across the organisation.
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UBB Chief Risk Officer (CRO) translates the Vision, Mission and Strategy of the
Group Risk to the UBB level and presents it to the Management Board for decision.

The role of the CRO is to ensure that business entities operate within their defined
playing field, as well as to help and enable business entities to fully and effectively
incorporate a risk perspective in their decisions and to effect cultural change. The
CRO’s scope of the responsibilities covers all risk types and all businesses entities.

Risk Management Directorate, headed by a Director, supports the CRO and is
responsible for the development, maintenance, reporting and general oversight of risk
management, as well as the verification that the risks undertaken by the Bank in the
course of its business activities remain within the limits approved by the MB/LRMC.

The CRO leads the LRMC and reports to the Bank’s CEO and whenever he considers
necessary, has direct access to the Group Risk Management of KBC, as well as to Risk
and Compliance committee (RCC) of the Supervisory Board and Audit Committee. The
Risk Management Directorate and its Director are actively involved in senior
management risk-related committees.

e Operational — it encompasses the different lines of Business and business units and
refers to the management of risks at the point of their inception. The risk framework for
this type of risks provides for the creation and maintenance of appropriate control
systems, detailed in specific procedures and instructions.

The risk management model in UBB consists of three lines of defense:

1) The first line includes the business units that are responsible for the risk management
framework’s application within the playing field defined by the bank’s risk appetite.

2) The second line of defense is Risk Management Directorate, which proposes and arranges
for the implementation of the Bank risk management framework and risk appetite, identifies
controls, assesses risks, provides appropriate tools and methodologies for that purpose.
Another key component of the second line of defense is the Compliance Directorate, which
ensures that the Bank operates with integrity and in compliance with applicable laws,
regulations, supervisory requirements and Bank’s internal acts.

3) The third line of defense is the UBB Internal Audit, which provides independent review
of the risk management systems.

Risk Management Directorate manages and coordinates the overall process on the
implementation of the Basel Accord standards at UBB, in full coordination with the respective
program at KBC Group level. All strategies, policies and procedures for management and
analysis of the main risk types, including that of capital adequacy, have been reconciled with
KBC Group. The Bank has taken appropriate actions for the implementation of Basel 111 (CRD
IV framework) regulatory requirements and IFRS9 framework.

Risk Management policies handle the identification and analysis of risks which the Bank
undertakes, and determine appropriate limits and control procedures. The policies and the
procedures are regularly reviewed in order to incorporate the latest changes in the regulatory
frameworks, market conditions and the products and services offered by the bank.
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Risk measurement and assessment is performed through utilization of methods based on the
best banking practices; the accepted methodologies and procedures are regularly reviewed and
updated from the involved units/bodies.

There is ongoing and effective monitoring of the risks undertaken by the Bank. Risk
Management Directorate informs the Executive Management for these risks through regular
and ad hoc reports to the Local Risk Management Committee (LRMC) and other relevant
committees.

The Internal Audit Directorate performs regular audits of the adequacy and quality of the
adopted mechanisms of internal controls.

UBB has developed and implemented key policies and rules for risk management including:

UBB Risk Governance Charter;

UBB Risk Appetite Statement;

UBB Non-Trading Market Risk (ALM) Management Framework;
UBB Liquidity Risk Management Framework;

UBB Strategic Risk Management Framework;

UBB Business Risk Management Framework;

UBB Operational Risk Management Framework;

UBB Credit Risk Management Framework;

UBB Trading Market Risk Management Framework;

UBB Reputational Risk Management Framework;

UBB Business Continuity Management (BCM) Framework
Middle Office Function Framework

Instruction for crisis management by Crisis Committee (CC);
Internal Capital Adequacy Assessment Process (ICAAP) Policy (applicable on Group
level);

UBB Outsourcing Framework

UBB Stress testing Standards for Financial Risk;

UBB Loss Data Collection Procedure;

UBB Local Risk Management Committee Charter;

UBB Risk and Compliance Committee Charter;

UBB New and Active Products Process (NAPP) Committee Charter;

Key ratios and risk limits are included in the Risk Appetite defining Bank’s risk tolerance
(appetite) to the different risk types.

In order to minimize the consequences from possible extreme situations, calamities and failures
and in order to ensure business continuity, the Bank is covered by Group and locally developed
plans as follows:

e Liquidity Contingency Plan;
e Business Continuity Plan;
e Recovery Plan — Group level

These plans are developed in accordance with the principles and requirements incorporated in
the regulatory framework and are consistent with the organizational structure and business
strategy of KBC Group.
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3. Regulatory Capital and Capital Adequacy

3.1. Structure and Elements of Own Funds

The regulatory capital (own funds) includes Tier-1 and Tier-Il capital, according to Regulation
(EV) 575/2013.

The Bank does not apply the requirements of Regulation (EU) No 2017/2395 as regards
transitional arrangements for mitigating the impact of the introduction of IFRS 9 on own
funds.

The table below provides detailed information on the capital position of United Bulgarian
Bank.

BGN Thousand 31 December 2019
Paid up capital instruments 93 838
Premium reserves 210 058
Retained earnings 189 770
Accumulated other comprehensive income 60 469
Other reserves 673 436
Minority interests 272
Capital Base Deductions

Adjustments to CET1 due to prudential filters (1 009)

Intangible assets (8 244)

CET1 capital elements or deductions - other (1278)

Subordinated debt 0

3.2. Disclosure of information about main features of capital instruments

Below information about main characteristics of main features of capital instruments of United
Bulgarian Bank AD is presented in accordance with template in Annex Il of Commission
Implementing Regulation (EU) No 1423/2013:

| Template for disclosing information about the main features of capital instruments(y |

1 Issuer United Bulgarian Bank AD
2 Unique identification code (e.g., CUSIP, ISIN or Bloomberg | BG1100085056 (Central Depository)
in the case of private investing)

3 Governing law(s) of the instrument Bulgarian legislation
Regulatory treatment Common Equity Tier 1
4 Transitional CRR rules Tier 1 Capital
5 Post-transitional CRR rules Common Equity Tier 1
6 Eligible at solo/(sub-)consolidated/ solo & (sub)consolidated | Solo & consolidated
7 Instrument type (types to be specified by each jurisdiction) Ordinary, registered, dematerialised, freely
transferable shares with voting rights
8 Amount recognised in regulatory capital 93,838,321 BGN
9 Nominal amount of instrument 93,838,321 BGN
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| Template for disclosing information about the main features of capital instruments() |

9a Issue price 100%

9b Redemption price 100%

10 | Accounting classification Share capital

11 Original date of issuance 1992 — 2005

12 Perpetual or dated Perpetual

13 Original maturity date Not applicable

14 Issuer call subject to prior supervisory approval yes

15 Optional call date, contingent call dates and redemption Not applicable
amount

16 Subsequent call dates, if applicable Not applicable
Coupons/dividends

17 Fixed or floating dividend/coupon Not applicable

18 Coupon rate and any related index Not applicable

19 Existence of a dividend stopper No

20a | Fully discretionary, partially discretionary or compulsory (in | Not applicable
terms of timing)

20b | Fully discretionary, partially discretionary or compulsory (in | Not applicable
terms of amount)

21 Existence of step up or other incentive to redeem No

22 Noncumulative or cumulative Noncumulative

23 Convertible or non-convertible Not applicable

24 If convertible, conversion trigger(s) Not applicable

25 If convertible, fully or partially Not applicable

26 If convertible, conversion rate Not applicable

27 If convertible, mandatory or optional conversion Not applicable

28 If convertible, specify instrument convertible into Not applicable

29 If convertible, specify issuer of instrument it converts into Not applicable

30 Write-down features Not applicable

31 If write-down, write-down trigger(s) Not applicable

32 If write-down, full or partial Not applicable

33 If write-down, permanent or temporary Not applicable

34 If temporary write-down, description of write-up mechanism | Not applicable

35 Position in subordination hierarchy in liquidation (specify Subordinate to more senior lenders
instrument immediately senior to instrument)

36 Non-compliant features No

37 If yes, specify non-compliant Not applicable

(") Mark “Not applicable”, if question does not apply
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3.3. Information about own funds

The Bank presents details of own funds in line with Regulation (EU) 575/2013 as per guideline
in template of Annex IV of Commission Implementing Regulation (EU) No 1423/2013:

BGN Thousand

31 December 2019

Capital instruments and the related share premium accounts 26 (1), 27, 28,29
of which: Instrument type 1 93 838 EBA list 26 (3)
of which: Instrument type 2 EBA list 26 (3)
of which: Instrument type 3 EBA list 26 (3)
2 Retained earnings 189 770 26 (1) (c)
3 Accumulated other comprehensive income (and other reserves) 943 963 26 (1)
3a Funds for general banking risk 26 (1) ()
4 Amo1_1nt of qualifying %tems referred to in Article 484 (3) and the related share 486 (2)
premium accounts subject to phase out from CET1
5 Minority interests (amount allowed in consolidated CET1) 272 84
Sa Independently reviewed interim profits net of any foreseeable charge or dividend 26 (2)
6 Common Equity Tier 1 (CET1) capital before regulatory adjustments 1227 843
7 Additional value adjustments (negative amount) -2 287 34,105
8 Intangible assets (net of related tax liability) (negative amount) -8 244 36 (1) (b), 37
9 Empty set in the EU
Deferred tax assets that rely on future profitability excluding those arising from 36 (1) (c), 38
10 temporary difference (net of related tax liability where the conditions in Article 38
(3) are met) (negative amount)
11 Fair value reserves related to gains or losses on cash flow hedges 33 (a)
12 Negative amounts resulting from the calculation of expected loss amounts 36 (1) (d), 40, 159
13 Any increase in equity that results from securitised assets (negative amount) 32 (1)
Gains or losses on liabilities valued at fair value resulting from changes in own
14 . . 33 (1) (b)
credit standing
15 Defined-benefit pension fund assets (negative amount) 36 (1) (e), 41
16 Direct and indirect holdings by an institution of own CET1 instruments (negative 36 (1) (), 42
amount)
Direct, indirect and synthetic holdings of the CET1 instruments of financial sector
17 entities where those entities have reciprocal cross holdings with the institution 36 (1) (g), 44
designed to inflate artificially the own funds of the institution (negative amount)
Direct, indirect and synthetic holdings of the CET1 instruments of financial sector
o AT . . . e 36 (1) (h), 43, 45, 46, 49
18 entities where the institution does not have a §1gn1ﬁcant investment in thpse entities ) (3), 79
(amount above 10% threshold and net of eligible short positions) (negative amount) >
Direct, indirect and synthetic holdings of the CET1 instruments of financial sector .
.. AT = - . . 36 (1) (i), 43,45,47,48
19 entities where the institution has a4514gn1ﬁcant investment in thohse entities (amount (1) (b), 49 (1) to (3). 79
above 10% threshold and net of eligible short positions) (negative amount) i i
20 Empty set in the EU
20a Exp_osu_re amount of the following items whi_ch qualify for a RW of 1250%, where 36 (1) (k)
the institution opts for the deduction alternative
20b | of which: qualifying holdings outside the financial sector (negative amount) 36 (1) (k) (1), 89 to 91
. e . . 36 (1 ii), 243 (1) (b),
20 ¢ | of which: securitisation positions (negative amount) ( ;ﬁ) ((1 ))(b), 5 5(8) ()
20d | of which: free deliveries (negative amount) 36 (1) (k) (iii), 379 (3)
Deferred tax assets arising from temporary differences (amount above 10 %
21 threshold , net of related tax liability where the conditions in Article 38 (3) are met) 36 (1) (c), 38,48 (1) (a)
(negative amount)
22 Amount exceeding the 15% threshold (negative amount) 48 (1)
of which: direct and indirect holdings by the institution of the CET1 instruments of
23 financial sector entities where the institution has a significant investment in those 36 (1) (i), 48 (1) (b)
entities
24 Empty set in the EU
25 of which: deferred tax assets arising from temporary differences 36 (1) (c), 38,48 (1) (a)
25a Losses for the current financial year (negative amount) 36 (1) (a)
25b Foreseeable tax charges relating to CET1 items (negative amount) 36 (1) (1)
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Qualifying AT1 deductions that exceeds the AT1 capital of the institution (negative

27 amount) 36 (1) G)

28 Total regulatory adjustments to Common Equity Tier 1 (CET1) -10 531

29 Common Equity Tier 1 (CET1) capital 1217312

30 Capital instruments and the related share premium accounts 51,52

31 of which: classified as equity under applicable accounting standards

32 of which: classified as liabilities under applicable accounting standards
Amount of qualifying items referred to in Article 484 (4) and the related share

33 . . 486 (3)
premium accounts subject to phase out from AT1

34 Qualifying "_l“ier 1 cap_ital included in consolid_at_ed_ATl capital (incl}xding rr_1inority 35. 86
interest not included in row 5) issued by subsidiaries and held by third parties ’

35 of which: instruments issued by subsidiaries subject to phase-out 486 (3)

Additional Tier 1 (AT1) capital before regulatory adjustments

Direct and indirect holdings by an institution of own AT1 instruments (negative

37 amount) 52 (1) (b), 56 (a), 57
Direct, indirect and synthetic holdings of the AT1 instruments of financial sector

38 entities where those entities have reciprocal cross holdings with the institution 56 (b), 58
designed to inflate artificially the own funds of the institution (negative amount)
Direct, indirect and synthetic holdings of the AT1 instruments of financial sector

39 entities where the institution does not have a significant investment in those entities 56 (c), 59, 60, 79
(amount above 10% threshold and net of eligible short positions) (negative amount)
Direct, indirect and synthetic holdings of the AT1 instruments of financial sector

40 entities where the institution has a significant investment in those entities (amount 56 (d), 59,79
above 10% threshold and net of eligible short positions) (negative amount)

41 Empty set in the EU

0 Qualifying T2 deductions that exceed the T2 capital of the institution (negative 56 (¢)
amount)

43 Total regulatory adjustments to Additional Tier 1 (AT1) capital

Additional Tier 1 (AT1) capital

Tier 1 cailtal (T1=CET1 + AT1) 1217312

Capital instruments and the related share premium accounts 62,63

47 Amount of qualifying items referred to in Article 484 (5) and the related share 486
: : “

premium accounts subject to phase out from T2

Qualifying own funds instruments included in consolidated T2 capital (including
48 minority interest and AT1 instruments not included in rows 5 or 34) issued by 87,88

subsidiaries and held by third party
49 of which: instruments issued by subsidiaries subject to phase out 486 (4)
50 Credit risk adjustments 62 (c) & (d)

Tier 2 (T2) capital before regulatory adjustment

Direct and indirect holdings by an institution of own T2 instruments and
subordinated loans (negative amount)

63 (b) (i), 66 (a), 67

Holdings of the T2 instruments and subordinated loans of financial sector entities

53 where those entities have reciprocal cross holdings with the institutions designed to 66 (b), 68
inflate artificially the own funds of the institution (negative amount)
Direct, indirect and synthetic holdings of the T2 instruments and subordinated loans
of financial sector entities where the institution does not have a significant
54 investment in those entities (amount above 10 % threshold and net of eligible short 66 (), 69,70, 79, 477 (4)
positions) (negative amount)
Direct, indirect and synthetic holdings of the T2 instruments and subordinated loans
55 of financial sector entities where the institution has a significant investment in those 66 (d), 69, 79
entities (net of eligible short positions) (negative amounts)
56 Empty set in the EU
57 Total regulatory adjustments to Tier 2 (T2) capital
58 Tier 2 (T2) capital 0
Total capital (TC =T1 + T2) 1217 312
Total risk-weighted assets 6 355676

Common Equity Tier 1 (as a percentage of total risk exposure amount 19.15% 92 (2) (a)
62 Tier 1 (as a percentage of total risk exposure amount 19.15% 92 (2) (b)
63 Total capital (as a percentage of total risk exposure amount 19.15% 92 (2) (c)

(o]
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Institution specific buffer requirement (CET1 requirement in accordance with article

92 (1) (a) plus capital conservation and countercyclical buffer requirements plus a CRD 128, 129, 130, 131,

11.25%

systemic risk buffer, plus systemically important institution buffer expressed as a 133
percentage of total risk exposure amount)

65 of which: capital conservation buffer requirement 2.50%

66 of which: countercyclical buffer requirement 0.50%

67 of which: systemic risk buffer requirement 3.00%

67a of which: Glol?al Systemically Important Institution (G-SII) or Other Systemically 0.75%
Important Institution (O-SII) buffer

68 Common Equity Tier 1 available to meet buffers (as a percentage of risk exposure 11.15% CRD 128
amount)

69 [non-relevant in EU regulation]

70 [non-relevant in EU regulation]

71 [non-relevant in EU reiulation]

Direct and indirect holdings of the capital of financial sector entities where the

R e . . - 36 (1) (h), 45, 46, 56 (c),

72 institution does not have a significant investment in those entities (amount below 59, 60, 66 (c), 69, 70
10% threshold and net of eligible short positions > co

Direct and indirect holdings of the CET1 instruments of financial sector entities
73 where the institution has a significant investment in those entities (amount below 36 (1) (i), 45, 48
10% threshold and net of eligible short positions

74 Empty set in the EU

Deferred tax assets arising from temporary difference (amount below 10 %

73 threshold, net of related tax liability where the conditions in Article 38 (3) are met) 4684 36 (1) (c), 38, 48

76 Credit ri;k adjustments inf:luded in T2 ip respect of exposures subject to 62
standardised approach (prior to the application of the cap)

77 Cap on inclusion of credit risk adjustments in T2 under standardised approach 62

78 Cre_:dit risk adjustments in?luded in T2 ip respect of exposures subject to internal 62
rating-based approach (prior to the application of the cap)

79 Cap for inclusion of credit risk adjustments in T2 under internal ratings-based 62

aiiroach

80 Current cap on CET1 instruments subject to phase-out arrangements 484 (3), 486 (2) & (5)

31 AmoupF excluded from CET1 due to cap (excess over cap after redemptions and 484 (3), 486 (2) & (5)
maturities)

82 Current cap on AT instruments subject to phase-out arrangements 484 (4), 486 (3) & (5)

33 Amoup_t excluded from AT1 due to cap (excess over cap after redemptions and 484 (4), 486 (3) & (5)
maturities)

84 Current cap on T2 instruments subject to phase-out arrangements 484 (5), 486 (4) & (5)

35 Amoup_t excluded from T2 due to cap (excess over cap after redemptions and 484 (5), 486 (4) & (5)
maturities)

3.4. Capital Requirements

The Bank fully complies with the Regulation (EU) 575/2013, Directive 2013/36/EU and
supervisory requirements of BNB, according to which Tier-1 capital and of the Total capital
adequacy ratios should be no less than 12.75 % and 14.75 % respectively.

The structure of the required capital by types of risk is the following:

Credit risk 85.38%
Market risk 2.60%
Operational risk 12.02%




Part of KBC Group

UBB applies Standardized approach for its capital adequacy report for credit, market and
operational risk. The capital requirements (fixed by the regulator at 8%) by exposure classes
are as follows:

BGN Thousand 31 December 2019

Central governments and central banks 36 348
Regional governments or local authorities 1287
Public Sector Entities 108
Institutions 15 844
Corporates 160 446
Retail exposures 99 230
Exposures secured by real estate property 58 773
Past due items 33690
Collective investment undertakings (CIU) 321
Equity 2084
Other items 25974
Risk for credit valuation adjustment 0
Trading debt instruments 1048
Capital instruments 0
FX position 12194
Surplus (+) / Deficit (-) of own funds 280 146
Total Capital Adequacy Ratio (%0) 19.15%
Tier-one Capital Adequacy Ratio (%) 19.15%

4. Exposure to Counterparty Credit Risk

The counterparty credit risk originates from deals with derivatives, repo deals, deals of lending/
borrowing of securities or commodities, transactions with extended settlement and represents
the risk that the counterparty under a particular deal may default prior to the final settlement of
the cash flows under the deal.

The Bank has adopted rules and procedures for assessment, management and control of the
counterparty risk by countries and banks. All counterparties receive a risk rating category
according to their official ratings. Based on this, in conjunction with the accepted methodology,
risk limits are set by counterparty, both for total exposure and by products. Risk Management
Directorate monitors limit utilization on a daily basis.

11
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The receivables from local and foreign banks, the receivables or liabilities for repurchase of
securities and the FX deals are assigned a risk weight in accordance with Regulation (EU)
575/2013.

The Bank allocates capital for counterparty credit risk purposes originating under derivatives
and repo deals by application of the mark-to-market method, pursuant to Art. 274 of Regulation
(EV) 575/2013.

Capital requirements for counterparty risk

BGN Thousand 31 December 2019
Exposures to institutions 4595 453 5048
Exposures to companies 0 36 36
Retail exposures 0 0 0
Total: 4 595 489 5084

5. Capital Buffers

In accordance wirh Ordinance No.8 on Banks’ Capital Buffers, UBB allocates capital for
Capital Conseravation and Systemic Risk Buffers. The countercyclical capital buffer rate
applicable to credit risk exposures in the Republic of Bulgaria was set by BNB at 0.5% for the
last quarter of 20109.

BGN Thousand 31 December 2019
Capital Conservation Buffer 2.5% 158 782
Systemic Risk Buffer 3% 190 539
Buffer for other systemically important institution 0.25% 47 635
Institution Specific Countercyclical Buffer 0.5% 31756

UBB is obliged to allocate capital buffer for other systemically important institutions (O-SlIs)
at the level of 0.75% of the amount of the overall risk exposure from the 1st of January 2019.

Since 01.10.2019 UBB distributes 0.5% of its capital base as countercyclical buffer applicable
to credit risk exposures towards the Republic of Bulgaria. The buffer was expected to be raised
to 1% as of 01.04.2020, and 1.5% by 01.01.2020. In order to mitigate the negative
consequences of the global COVID 19 pandemic on the individuals and the business BNB has
taken up measures to keep the banking’s system stability and strengthen its flexibility. BNB’s
Management Board, taking into account the radical change in the situation compared to
previous year and the national and international dynamics in economy, decided to keep the
countercyclical buffer for credit risk exposures towards the Republic of Bulgaria at its current
level of 0.5%, last approved on 01.10.2019.

12
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6. Exposure to Credit Risk and Dilution Risk

The Bank is exposed to credit risk, which represents the risk that a particular counterparty may
not be able to pay in full its obligations when they become due.

All financial assets classified as “loans and advances”, “held to maturity”, and “available for
sale” are subject to review for impairment. The Bank performs the assessment on each balance
sheet reporting date whether there is objective evidence justifying the impairment of a financial
asset or a group of financial assets.

In accordance with the International Financial Reporting Standards (“IFRS”), a financial asset
(or a group of financial assets) is impaired and impairment losses are incurred if, and only if,
there is objective evidence of impairment as a result of one or more events that occurred after
the initial recognition of the asset (“loss event”) and that a loss event (or events) has an impact
on the estimated future cash flows of the financial asset (or group of financial assets), which
impact can be reliably estimated. It is not mandatory to identify a single, discrete event that
caused the impairment. Rather, the combined effect of several events may have caused the
impairment. Losses expected as a result of future events, no matter how likely, do not result in
impairment of financial assets. Objective evidence that a financial asset or group of assets is
impaired includes observable data about the following loss events (reference: International
accounting standard 39, Paragraph 59):

(a) Significant financial difficulty of the issuer or obligor;

(b) A breach of contract, such as a default or delinquency in interest or principal payments;

(c) The Bank, for economic or legal reasons relating to the borrower’s financial difficulty,
granting to the borrower a concession that the Bank would not otherwise consider;

(d) It is becoming probable that the borrower will be declared insolvent or resort to other
financial reorganization;

(e) The disappearance of an active market for that financial asset because of financial
difficulties;

(F) Observable data indicating that there is a measurable decrease in the estimated future
cash flows from a group of financial assets since the initial recognition of those assets,
although the decrease cannot yet be identified with the individual financial assets in the
group, including:

— Adverse changes in the payment status of borrowers in the group, or

— National or local economic conditions that correlate with defaults on the assets
in the group.

The Bank estimates credit risk to corporate and retail obligors by using internal ratings and
scoring models. These models take into account specific qualitative and quantitative criteria
and internal information, as well as commercial information available in the Central Credit
Register. The models facilitate the decision-making when considering granting new loans.

Within the lending process, specific and detailed procedures are applied for monitoring the
economic solvency of each project and client or the type and value of any collateral. Depending
on the counterparty type and the amount of their total credit exposure with the Bank, the loans
are approved by the relevant Approval Bodies or Committees, in accordance with established
credit authority levels.

13
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The Bank supervises the concentration of credit risk on aggregate basis (i.e. with regards to all
balance sheet and off-balance sheet exposures). More specifically, the Bank monitors the
concentrations of credit risk by industries and by groups of connected borrowers. Regarding the
connected parties, the Bank monitors the ratio of the groups’ credit exposures to the Bank’s
regulatory capital, in accordance with the Credit Institutions Act, Regulation 575/2013 and
Ordinance Ne7 of BNB.

The Bank classifies its receivables in accordance with the requirements of Chapter Three of
BNB’s Ordinance 22 — “Submitting and correcting information in the Central Credit Register”
and the Corporate Credit Policy of the Bank. These classifications are reviewed and updated
on a monthly basis.

The eligible collaterals and corporate or/and personal guarantees to secure credit risk exposures
are well defined. The exposures’ management includes regular analyses of the borrowers’
creditworthiness and ability to repay the obligations, through which, the borrowers’ exposure
limits could be changed.

The loan loss allowance is reported as a decrease in the allowance of a specific claim, while for
the off-balance sheet items, as for example commitments and bank guarantees, the allowance
for imapirment loss is reported under other liabilities. The increase in the allowance for
imapirment loss is made through the recognition of the impairment losses in the Bank’s income
statement.

The Bank identifies whether there is objective evidence for individual impairment of loans
considered as individually significant and collective impairment of loans not considered as
individually significant. If there is objective evidence for the impairment of loans, the amount
of the loss is measured as the difference between the carrying amount of the loans and the
present value of projected future cashflows (excluding future credit losses that have not been
incurred) discounted with: a) the original effective interest rate on the loan, if the loan has a
fixed interest rate; or b) the current effective interest rate determined under the contract, if the
loan has a variable interest rate. Cashflows that may originate from the liquidation of collaterals
are also taken into account.

For the purposes of determining the impairment losses on a portfolio basis (collective
impairment), loans and advances are being grouped based on similar credit risk characteristics.
Corporate loans are being grouped based on days of delay (past due), credit product type,
economic sector, size of business, type of collateral, or other similar characteristics. Mortgage
and consumer loans are grouped by days of delay (past due) or by credit product type. These
characteristics are relevant to the estimation of future cash flows for groups of such loans by
being indicative of the debtors’ ability to pay all amounts due and together with the loss-related
historical experience of loans with risk characteristics, simillar to these of the group, form the
base for calcualtion of the loan loss allowance.

The historical loss experience should be adjusted, on the basis of observable data, to reflect the
effects of current conditions that did not affect the period on which historical loss experience is
based and to remove the effects of conditions in the historical period that do not exist currently.
All impaired loans are reviewed and analyzed as of the date of each financial statements and
the changes in the assumptions for the projected cash flows against preceding periods are
reflected as an increase/decrease in the impairment losses through the income statement. The
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methodology for measuring the impairment loss of loans and advances is reviewed by the Bank
on a regular basis in order to minimise any differences between the assessed and the actual loss.

A loan considered to be non-collectable, given that all conditions of the Bank’s Impairment
Provision policy are satisfied, is written-off against the accumulated impairment loss.
Subsequently recovered amounts for previously written-off loans are recognised as a reduction
of the current expense for impairment loss of loans and advances in the income statement.

6.1. Total exposures after accounting adjustments and without taking into account
the effects of credit risk mitigation

BGN Thousand

31 December 2019

Central Governments and Central Banks 3672425 3103522 - -
iﬁ%ﬁ%ﬁ: ecsao"emme”ts or Local 36 929 57917 11995 20971
Institutions 501 212 479 281 22 506 22 678
Corporates 1663 491 1816 224 722 834 897 429
Retail 1612511 1614 560 460 754 461 875
Exposures Secured by Real Estate 1 695 543 1812776 97 453 110 240
Property

Exposures in Default 429 324 397 015 3217 4 550
:Enxgtl)ausres in the form of units and shares 5744 4015 i i
Equity exposures 24 864 26 046 - -
Other exposures 482 589 529 701 - -
Total - 9 841 057 - 1517 743

* Average on quarterly basis
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6.2. Loan portfolio distribution by regions after accounting adjustments and without taking into account the effects of credit risk
mitigation

BGN Thousand

31 December 2019

Xcr:;?i 2‘:" South 17502 0 5424 0 0 139 0 21 0 46 0 5 0 23137
us| 17502 0 2693 0 0 139 0 21 0 0 0 5 0 20 361
Asia 0 o| 11803 0 0 21 0 3 0 245 0 0 0 12072
Europe 3086020| 78888| 484049| 2713654| 1461520 2076253 | 595760 1922991 | 518253| 401274 4015| 26040 520701| 11322885
BG| 2566532| 78888| 32006| 2693729 | 1441586 | 2074613 |1441586| 1919635| 1441586 | 397 560 4015| 13891 529701 10311468
FR| 123088 0 28 0 0 0 0 0 0 18 0 0 0 123134
ES| 39920 0 0 0 0 27 0 0 0 01 0 0 0 40038
si| 21041 0 0 0 0 0 0 0 0 0 0 0 0 21 941
BE 0 o| 432400 0 0 0 0 0 0 0 0 211 0 432620
RO| 104160 0 300 0 0 2 0 52 0 0 0 0 0 104 514
PL| 220921 0 0 0 0 45 0 383 0 458 0 0 0 221806
g‘c’zgﬁg‘* and 0 0 684 0 0 22 0 0 0 0 0 0 0 706

Due to representative purposes 4 regions are presented total, of which the 5" largest total exposures by country. The country codes in the first column are as per 1SO_3166-1 nomenclature.
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6.3. Loan portfolio distribution by industry after accounting adjustments and without taking into account the effects of credit risk

mitigation

BGN Thousand

Central governments or

31 December 2019

0 0 0 0 0 0 0 0 0 0 0 0 o| 2668985 0 0 o| asas37 0 o| 3103522
central banks
Regional governments or 0 0 0 0 0 0 0 0 0 0 0 0 0 78 888 0 0 0 0 0 0 78 888
local authorities
Institutions 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 o| 01950 0 0 501 959
Corporates 171823 so1| 9s0243| 120126 | 22351 | 204932 634043 79055 | 12848 | 73062 | 65732 41640 | 33021 o| 20564 14072 140 | 138046 0 1537 2713653
Retail 123451 3487| 128795 7452 | 1904a| 46714 183717 43685 8851 8854 253 | 13679 | 11613 0 20a| 1974| 2071 543 | 1480675 6000 | 2076435
Secured by mortgages on 48281 1432 259716 5063| 1804 71100 257343 41300 | 14423 5108 19925 7083 | 16793 17| 1126| s4e6| 3379 1999 | 1155057 3421 1923016
immovable property
Exposures in default 15046 5269 63396 12400 | 1934 27987 | 59764 4556 | 25214 18| 32760 983 | 2028 0 7 40| 6561 33898 | 100163 92 401565
Collective investments 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 4015 0 0 4015
undertakings (CIU)
Equity exposures 0 0 0 0 0 0 73 0 0 9946 0 o 1327 0 0 0 0 14 699 0 0 26 046
Other exposures 0 0 0 0 0 0 0 0 0 0 0 1024 0 4575 0 0 0 524 103 0 0 529 701
Total 358602 | 10689 | 1441150 | 145042 | 28120 | 440733 | 11349040 | 169586 | 61335 | 96980 | 120962 | 64418 | 64782 | 2752465 20000 | 24902 | 12161 | 1653707 | 2744804 | 11149| 11358800
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6.4. Exposure distribution by residual maturity after accounting adjustments and
without taking into account the effects of credit risk mitigation

BGN Thousand

31 December 2019

ggzg:' Governments and Central 594 113 1021 424 1487984 3103522
Reglong! Governments or Local 7959 9244 61 685 78 888
Authorities

Institutions 488 715 12 989 254 501 959
Corporates* 1079596 1086 965 547 093 2713 653
Retail* 457 547 902 610 716 278 2076 435
EXposures Secured by Real Estate 216 681 367 645 1338690 1923016

roperty

Exposures in Default 130 399 70 092 201 074 401 565
Exposures in the form of units

and shares in CIUs ) ) 4015 4015
Equity exposures 591 - 25 454 26 046
Other exposures 214 390 - 315311 529 701
Total 3189991 3470970 4 697 838 11 358 800

* Exposures could exist in multiple asset classes (i.e. Corporate and Immovable properties)

7. Disclosure of Encumbered and Unencumbered assets

The encumbered and unencumbered assets of UBB to 31.12.2019 are as follows:

A.Assets

BGN Thousand

Assets of the reporting
institution

2096 103

31 December 2019

10 072 531

Loans on demand 0 0 787 629

Equity instruments 0 0 22 479 22479
Debt securities 2 096 103 2 097 040 570 829 688 332
Loans and advances other than 0 8 148 906

loans on demand

Other assets 0 542 688

UBB’s encumbered assets include blocked government securities in connection with borrowed
funds of budget organizations and concluded credit line with EBRD.
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B. Collaterals received:

BGN Thousand 31 December 2019

i on” :
Equity instruments 0 0
Debt securities 0 2 369 286
Other collateral received 0 0
Own debt securities issued other 0 0
than own covered bonds or ABSs
Collaterals include government securities received under reverse repos agreements.
C.Encumbered assets/collateral received and associated liabilities:
BGN Thousand 31 December 2019

Carrying amount of selected
financial liabilities

1960 306 2 085 288

Blocking of assets for securing funds of budget organizations is carried out on the basis of Art.
152 of the Public Finance Act and Art. 96 of the Law on State Budget.

Blocking of assets in connection with borrowed funds from EBRD is carried out on the basis of
contract between the UBB and EBRD.

8. Information about recognized External Credit Assessment Institutions (“ECAIs”)
and Export Insurance Agencies (“EIA”) related to the application of the
standardized approach to credit risk

In accordance with Art. 135 & 138 of Regulation (EU) 575/20130f BNB, UBB utilizes ratings
assigned by the rating agencies Standard & Poor’s, Moody’s, and Fitch Ratings.

The credit ratings by recognized ECAIs are equalized to the EU levels of credit quality
approved by BNB and the supervisory bodies of the EU member states and are used for risk
weights determination in the process of capital adequacy calculation. Where two or more than
two credit assessments are available from ECAIs and they correspond to different risk weights,
the Bank applies the rules described in Art. 138 of the Regulation (EU) 575/2013.
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Ratings of nominated ECAIs are used mainly for exposures to central governments & central
banks and exposures to institutions. The largest share as of December 31, 2019 is for the class
“Exposures to institutions”. The table below indicates the allocation of exposures to institutions
according to the risk weight and the respective credit quality step.

BGN Thousand 31 December 2019

1 up to 3 months 20% 6 027 6 027
above 3 months 20% 33 0
) up to 3 months 20% 454 499 454 498
above 3 months 50% 17 845 57 341
3 up to 3 months 20% 4691 4691
above 3 months 50% 0 391
L up to 3 months 50% 9873 9872
Institutions 4
above 3 months 100% 7023 6 266
c up to 3 months 50% 815 815
above 3 months 100% 392 212
6 up to 3 months 150% 0 0
above 3 months 150% 0 0
up to 3 months 20% 640 640
Unrated
above 3 months 100% 129 129
Total: 501 968 540 883

9. Capital requirements for position risk from instruments in the trading book, and
capital requirements for FX, commodity and settlement risk for the overall activity

Position risk refers to the risk of change in the prices of debt and equity instruments in the
trading book. It contains two components: specific risk and general position risk. The specific
risk represents a risk of a change in the price of a financial instrument as a result of factors
related to its issuer or the issuer of the underlying instrument. General position risk is the risk
of a change in the price of a financial instrument as a result of factors that are not contingent on
the specific characteristics of the instruments, e.g. equity markets or interest rates movements.

With regards to the net positions in debt instruments, capital requirements for specific risk are
calculated by currency and in accordance with the position’s category based on the issuer’s
credit rating and the residual maturity in compliance with Art. 336 of Regulation (EU)
575/2013.

The Bank applies a maturity-based approach to calculating the general position risk in
accordance with Art. 339 of Regulation (EU) 575/2013, by distributing the debt instruments
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with fixed interest rate according to their residual maturity, and those with floating interest rate,

to the next repricing date.

As of December 31, 2019 the Bank has allocated BGN 933 thousand in capital for general
position risk and TBGN 115 are allocated for specific risk. The distribution by risk weight and

currency is as follows:

A. Capital requirements for position risks according to risk weights

BGN Thousand

0 <1 month
> 1 <3 months

>3 < 6 months

> 6 < 12 months

>1<2 (1,9 with coupon below 3%) years

>2<3 (> 1,9 <2,8 with coupon below 3%) years

>3 <4 (>2,8 <3,6 with coupon below 3%) years
>4<5 (>3,6<4,3 with coupon below 3%)
years

>5<7 (>4,3<5,7 with coupon below 3%)
years

>7<10 (>5,7<7,3 with coupon below 3%)
years

>10<15 (> 7,3 9,3 with coupon below 3%)
years

>15<20 (> 9,3 < 10,6 with coupon below 3%)
years

165

4409
4030
1160

2275

1120

5950

681

3568

o O o o o o

7184

15 957
165

o O o o o

15853
165

o o o o o

15853
165

o o o o o

o O o o o o

o O o o o o

31 December 2019

0.20%
0.40%
0.70%
1.25%
1.75%
2.25%

2.75%

3.25%

3.75%

4.50%

5.25%

!

Total

Debt instr. | category (0% cap. requirements) 23193 0 0 0 0.00%
Debt instr. 11 category 0 7195 0 0 0.00%

with remaining maturity < 6 months 0 0 0 0 0.25%
- ownltthhsremammg maturity > 6 months and < 24 0 0 0 0 1.00%

with remaining maturity > 24 months 0 7195 0 0 1.60%
Debt instr. 111 category (8% cap. requirements) 0 0 0 0 8.00%
Debt instr. 1V category (12% cap. requirements) 0 0 0 0 12.00%
Total 23193 14 390 0 0 0 0

B. Capital requirements for position risk by currency

BGN Thousand 31 December 2019
BGN 692 0 692
EUR 238 115 353
uUsD 3 0 3
GBP 0 0 0
TOTAL: 933 115 1048
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The specific risk for capital instruments is calculated by multiplying the total gross position by
8% in accordance with Art.342 of Regulation (EU) 575/2013, whereas the general risk by
multiplying the total net position by 8% pursuant to Art.343 of Regulation (EU) 575/2013. The
Bank does not allocate capital for specific and general risk from capital instruments due to the
insignificant volume of such instruments in the Bank’s trading book.

10. Capital requirements for Foreign Exchange Risk

The Bank calculates capital requirements for FX risk resulting from both, the banking and the
trading book, according to the standardized approach, described in Chapter 3 (Art. 351-354) of
Regulation (EU) 575/2013, but it has not allocated capital for FX risk, since the amount of the
total net open FX position does not exceed 2% of the Bank’s own funds.

BGN Thousand 31 December 2019

Total positions in closely correlated currencies

(BGN and EUR) 14 588 310 14 663 454 154 498 229 642 12 194
Total positions in all other currencies 843 663 843 839 69 245
Currency positions

EUR 6 477 273 6 322 844 154 429 0
AUD 939 930 9 0
BGN 7267 374 7496771 0 229 397
CAD 3339 3354 0 15
DKK 323 316 7 0
GBP 75592 75553 39 0
JPY 122 122 0 0
RON 600 616 0 16
RUB 24 23 1 0
SEK 727 726 1 0
CHF 13831 13825 6 0
TRY 1009 1 006 3 0
usD 745 383 745597 0 214
NOK 1774 1771 3 0

* when Net positions exceed 2% of Total Own Funds

The Bank has no commaodity and settlement risk exposures.

11. Internal Models for Market Risk

As of December 31, 2019, UBB does not apply internal models approach for the calculation of
capital requirements for market risk.

UBB uses a Value at Risk (“VaR”) model for market risk assessment, on the basis of which it
has established a framework of limits to manage FX risk, interest rate risk and equity risk.
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Following the leading trends in the banking sector, in November 2018 UBB started using
historic VaR (hVaR) instead of parametric VaR (pVaR). This approach uses the actual
historical market performance to simulate possible future market evolutions.

hVaR is defined as the highest potential loss amount:

- Minute risk factor shocks
Market shifts during a certain holding period
At a given trust interval
In relation to the expected amount of said shocks
For a fixed amount of the portfolio

Past moves in market parameters are transformed into scenarios that are applied to the current
market situation and a given portfolio. UBB has adopted the approach of the Group and uses a
data window of 500 scenario days. The calculations are performed by the Group. The
confidence level is 99%, which corresponds to the 5-th worst scenario. That means there is a
1% chance that the loss is greater than calculated in the scenario.
hVaR is calculated daily at Group level and at local company level. Limit breaches are reported
to the Local Credit Risk Committee.

The 1-day hVaR limit in the Risk Appetite Statement valid as of 31.12.2019 is BGN 0.587
million. The actual VaR as at 31.12.2019 is BGN 0.074 million. Besides VaR, UBB monitors
BPV limits per currency for BGN, EUR, USD and GBP for the bonds in the trading book. The
limits for 2019 by nominal currency are as follows:

Maturity BPV limits by currency/time span

7D 1M 2M 3M 4M 5M 6M ™ aM oM 10M 11M
BGN | 20000| 20000| 20000| 20000| 20000 | 20000 | 20000| 20000| 20000| 20000 | 20000 20000
EUR 10000| 10000| 10000| 10000| 10000| 10000| 10000| 10000| 10000| 10000 | 10000 10000
usD 5000/ 5000/ 5000| 5000| 5000 5000 5000| 5000| 5000| 5000/ 5000 5000
GBP 2000| 2000| 2000| 2000| 2000 2000 2000| 2000| 2000 2000| 2000 2000
Other| 1500| 1500| 1500| 1500| 1500| 1500| 1500/ 1500| 1500| 1500| 1500 1500
1y 1Y6M | 2Y 3y 4Y 5Y 6Y 7Y 8Y 9Y 10Y
BGN 20000| 20000 50000| 50000( 50000 65000f 65000 65000] 50000| 50000 50000
EUR 10000| 10000 20000| 20000| 20000| 20000| 20000| 20000| 20000| 20000| 20000
usD 5000 5000) 5000 5000 5000f 5000 5000f 5000|f 5000 5000 5000
GBP 2000 2000) 2000 2000 2000| 2000| 2000f 2000| 2000| 2000| 2000
Other 1500 1500| 1500 1500 1500 1500 1500 1500 1500| 1500 1500
11Y 12y |15y [20Y |25Y [30Y [40Y |50V
BGN 1500| 1500| 1500| 1500| 1500| 1500 1500| 1500
EUR 1500| 1500| 1500| 1500| 1500| 1500 1500| 1500
usD 1500| 1500| 1500| 1500| 1500| 1500 1500| 1500
GBP 1500| 1500| 1500| 1500| 1500| 1500 1500| 1500
Other 1500 1500| 1500 1500| 1500| 1500 1500 1500

Maturity limit is abolished as of 2020. BPV(Basis Point Value) limits remain in force.
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31 December 2019

BGN 56 595
EUR 18 618
uSD 24
GBP 2

12. Operational Risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal
processes, people and systems or from external events.

The Bank has adopted a framework for operational risk management and applies the
standardized approach for calculating the capital requirements for operational risk, which
amounted to BGN 61 107 thousand in as of December 31, 2019.

The framework for operational risk management is compatible with best banking practices and
conforms to the regulatory requirements. It is an integral part of the overall framework for risk
management. All activities and processes that are exposed to operational risk are determined
and documented according to the Bank’s standards and structure. This allows both for the
allocation of risks by processes, and for the distribution of the Bank’s activities by regulatory-
defined business lines.

KBC Group loss data collection process was implemented in UBB. The Bank requires accurate
knowledge of the losses associated with operational risk and creates appropriate management
of operational events and the process of loss data collection.

Operational risk events and any losses stemming from them are being identified, recorded and
classified in a specialized database.

The operational events’ register of the Bank is active since 2007. ‘Non-financial risks’
department within UBB Risk Management Directorate sets up the organization of the loss data
collection process and provides training/methodological guidance to employees with regards to
the process.

The Bank takes special care to minimize the operational risk in its activities, including by:
e Reviewing and enhancing on a regular basis related frameworks and procedures;
e Delivering to its employees training on operational risk management, responsible
behavior, information security, etc.;
e Implementing business continuity management to minimize losses in case of business
disruption and to cover against extreme events.
e Utilizing insurance policies against operational risks where appropriate.
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13. Capital Instruments in the Banking Book

The capital instruments in the banking book are recognized at fair value (including transaction
costs), and subsequently re-measured at fair value. Unrealized gains and losses due to changes
in the fair value of these financial assets are reported as changes to equity. Investments in
shares of subsidiaries and equity method investments are reported at acquisition cost.

The Bank’s equity participations were as follows as of December 31, 2019:

BGN Thousand 31 December 2019
Units in mutual funds 4 015 -85
Shares 22 478 -2 299
Shares in subsidiaries and associated companies 21 368 0
Total 47 860 -2 383

The total amount of investment in shares is reported in the “Equities” exposure class.

14. Interest Rate Risk in the Banking Book

Managing interest rate risk, the Bank applies KBC Group methodology for calculation of
sensitivity to interest rate risk in the bank portfolio. To measure that sensitivity, economic value
and Basis Point Value (BPV) parallel shift of the yield curves are calculated on a monthly basis
for three scenarios: +/- 10 b.p., +/- 100 b.p. and +/-200 b.p. A limit for interest rate sensitivity
(in terms of BPV) is set in the Bank’s Risk Appetite and is monitored monthly.

The sensitivity of capital towards changes in the yield curves of different currencies is
calculated by discounting all interest rate sensitive assets and liabilities and taking the most
negative change of the assets’ net value.

The shocks (both upward and downward) applied to interest rates for the calculation of BPV,
depend on currency and maturity.

On a quarterly basis, the Bank calculates sensitivity of net interest income by the interest rate
GAP method. Interest sensitive assets and liabilities are grouped according to the period of
change of their interest rate regime, after which the change in interest income and expenses is
calculated (depending on the scenarios: +/- 100 b.p., +/- 200 b.p. and +/- 300 b.p. applied to the
yield curve).

15. Securitisation

There has been no securitization of the Bank’s assets in 2019.
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16. Internal Ratings Based Approach

The Bank developed internal PD, LGD and EAD models for corporate and retail customers for
loan origination and IFRS9 purposes.

As of December 2019, the Bank has not applied for permission to use the corporate rating
model for calculation of the capital requirements as per Regulation (EU) No 575/2013. In
accordance with Basel IllI, the banks are allowed to use their internal models for capital
requirements calculation after approval by the regulatory authorities.

17. Techniques for Credit Risk Mitigation

The Bank expects repayment of its loan claims primarily from the operational cash flows of the
obligors. The collateral is considered as a secondary source for repayment of credit exposures,
in case the Bank initiates legal actions against the Obligors.

As a matter of principle, the Bank accepts only 1st rank mortgages or pledges. Inferior rank
liens can be accepted on an exceptional basis. The first exception is when all superior ones
have been registered in favor of the Bank. The second exception is when any superior lien in
favor of a third party has been verified as not corresponding to any outstanding claim or such
claim, even if existing, will be cancelled or become void soon (max two months) after the
registration of the one in favor of the Bank.

The collaterals must fulfill the following conditions in order to be accepted by the Bank:

1. Legal substance — existence of the proper legal and other documentation, proving the
ownership right and the fulfilment of the special requirements of the law;

2. Clear identification — the collateral, as supported by its documentation, to be clearly
identifiable;

3. Exclusivity of collateral rights — the Bank to be the undisputable holder/bearer of the
specific collateral rights;

4. Sufficiency — Sufficient in terms of amounts, ideally exceeding the respective credit
exposure in order to cover possible reduction in their realization price, the expenses and
time needed for their realization;

5. Liquidity — the collaterals must be possible to be liquidated within a reasonable time in the
current market conditions.

The Bank accepts all collaterals that can be used as an alternative source for the repayment of
the Bank’s lending claims. However, the Bank has a higher appetite for and accepts that only
some of them have the qualitative characteristics (secondary market, short liquidation horizon,
easily assessed market price, legal processes allowing the creditor to possess and liquidate
them, slow amortization, etc.) permitting to the Bank to assume and calculate a securing value
for them. These are:

1. Pledge of deposits (“born receivables under deposit” as per the legal term) with UBB
and other banks;
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No ok

«©

10.
11.
12.

13.
14.
15.
16.

Transfer agreement of born receivables (special deposits kept in the Bank’s name
provided as collateral by the collateral provider) under the Law on Financial Collateral
Arrangements;

Pledge of receivables under direct, unconditional, irrevocable and full guarantee, issued
by first-class local or foreign financial institutions, government and municipalities;
Pledge of Multinational bank bonds - investment grade only;

Pledge of local government bonds and other local governmental debt titles;

Pledge of municipalities bonds;

Mortgage on real estate properties and real estate related rights with a recognized
market value;

Pledge of movable tangible assets — machines, vehicles, equipment, aircrafts, etc.;
Pledge of living stock that is fully insured against all risks, the insurance policy is
assigned in favor of the Bank and the Bank is referred as loss payee;

Marine mortgage;

Pledge of non-sensitive goods based on public licensed warehouses titles;

Pledge of shares of companies /investment grade only/ and traded in SE /stock
exchanges/;

Pledge of corporate bonds /investment grade only/ and traded in stock exchanges;
Pledge of shipping documents /only sea and railway transport/;

Pledge of trade receivables under a contract, from counterparties/payers;

Pledge of subsidies and grants by governmental or EU entities, provided that the Bank
is in a position to check and has verified in advance that all preconditions set by the
same entities for the disbursement of the subsidy or grant have been fully met.

The Bank, as a matter of principle, encourages the undertaking of fully collateralized credit
risks. A credit risk is considered as fully collateralized when the securing value of the
collaterals is at least equal to the corresponding risk. Securing value is defined as the outcome
of the multiplication of the market value of collateral with the corresponding to every collateral
co-efficient. The securing value calculated in this way cannot however exceed the liquidation
value and the legal right of the Bank over the asset.

Total credit exposure, net of provisions and risk mitigations (eligible as per Regulation
575/2013), and adjusting off-balance sheet positions by risk conversion factors, was as follows
at December 31, 2019:

BGN Thousand 31 December 2019
Central governments and central banks 3103522 1369
Regional governments or local authorities 57 917 10 455
Public Sector Entities 6 296 1066
Multilateral development banks 165 399 -
Institutions 528 177 12 706
Corporates 1663 987 368 098
Retail exposures 1533036 217 042
Exposures Secured by Real Estate Property 1812776 60 676
Exposures in Default 389 898 2 468
Exposures in the form of units and shares in CIUs 4015 -
Equity exposures 26 046 -
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Other exposures 549 988 26 572
Total 9841 057 700 452

18. Leverage

The Bank calculates its leverage ratio in accordance with Article 429 of Regulation 575/2013.
It gets the measure capital divided the measure of total exposure of the Bank and expressed as a
percentage. The total exposure measure is the sum of the exposure values of all assets and off-
balance sheet items not deducted when determining the capital measure.

As of the end of the year 2019, the Bank has sustained a leverage ratio of 9.45% (fully phased-
in definition) against a preliminary EBA target level of 3.0%.

BGN Thousand 31 December 2019
1 Total assets as per published financial statements 12168 514

Adjustment for entities which are consolidated for accounting purposes but 0
2 are outside the scope of regulatory consolidation

(Adjustment for fiduciary assets recognised on the balance sheet pursuant to
the applicable accounting framework but excluded from the leverage ratio 0
exposure measure in accordance with Article 429(13) of Regulation (EU) No
3 575/2013 "CRR")

4 Adjustments for derivative financial instruments 14 479
5 Adjustments for securities financing transactions "SFTs" 0

Adjustment for off-balance sheet items (i.e. conversion to credit equivalent 716 926
6 amounts of off-balance sheet exposures)

(Adjustment for intragroup exposures excluded from the leverage ratio
EU- | exposure measure in accordance with Article 429 (7) of Regulation (EU) No 0
6a 575/2013)

(Adjustment for exposures excluded from the leverage ratio exposure

EU- | measure in accordance with Article 429 (14) of Regulation (EU) No 0
6b | 575/2013)
7 Other adjustments -18 783

s [ Towlleverageratioexposre [ 1esiw |

LR Com: Leverage ratio common disclosure

BGN Thousands 31 December 2019

On-balance sheet items (excluding derivatives, SFTs and fiduciary assets, but
. . 9879 697
1 including collateral)
2 (Asset amounts deducted in determining Tier 1 capital) -18 783
Total on-balance sheet exposures (excluding derivatives, SFTs and
o ) 9860 914
fiduciary assets) (sum of lines 1 and 2
Replacement cost associated with all derivatives transactions (ie net of
o S . 1180
4 eligible cash variation margin)
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Add-on amounts for PFE associated with all derivatives transactions (mark-
14 479
5 to-market method)
EU- 0
5a Exposure determined under Original Exposure Method
Gross-up for derivatives collateral provided where deducted from the balance 0
6 sheet assets pursuant to the applicable accounting framework
(Deductions of receivables assets for cash variation margin provided in 0
7 derivatives transactions)
8 (Exempted CCP leg of client-cleared trade exposures) 0
9 Adjusted effective notional amount of written credit derivatives 0
(Adjusted effective notional offsets and add-on deductions for written credit 0
derivatives)
Total derivative exposures (sum of lines 4 to 10 15659
Gross SFT assets (with no recognition of netting), after adjusting for sales
2287637
accounting transactions
13 (Netted amounts of cash payables and cash receivables of gross SFT assets) 0
14 Counterparty credit risk exposure for SFT assets 0
EU- | Derogation for SFTs: Counterparty credit risk exposure in accordance with 0
14a | Article 429b (4) and 222 of Regulation (EU) No 575/2013
15 Agent transaction exposures 0
EU- 0
15a | (Exempted CCP leg of client-cleared SFT exposure)
Total securities financing transaction exposures (sum of lines 12 to 15a) 2 287 637
Off-balance sheet exposures at gross notional amount 1520 946
(Adjustments for conversion to credit equivalent amounts) -804 020
Other off-balance sheet exiosures (sum of lines 17 to 18) 716 926
EU- | (Exemption of intragroup exposures (solo basis) in accordance with Article
19a | 429(7) of Regulation (EU) No 575/2013 (on and off balance sheet))
EU- | (Exposures exempted in accordance with Article 429 (14) of Regulation (EU)
19b | No 575/2013 (on and off balance sheet))
Tier 1 capital 1217 312
Total leverage ratio exposures (sum of lines 3, 11, 16, 19, EU-19a and
21 EU-19b) 12 881 136

9.45%

Choice on transitional arrangements for the definition of the capital .
Fully phased-in
EU-23 | measure
Amount of derecognised fiduciary items in accordance with Article
EU-24 | 429(11) of Regulation (EU) NO 575/2013 0
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BGN Thousand 31 December 2019

Total on-balance sheet exposures (excluding derivatives and SFTSs), of
EU-L | which: 9871455
EU-2 | Trading book exposures 30 388
EU-3 | Banking book exposures, of which: 9841 067
EU-4 | Covered bonds 0
EU-5 | Exposures treated as sovereigns 3103522

Exposures to regional governments, MDB, international organisations and 57 918
EU-6 | PSE NOT treated as sovereigns
EU-7 | Institutions 479 282
EU-8 | Secured by mortgages of immovable properties 2 066 284
EU-9 | Retail exposures 1614 560
EU-10 | Corporate 1816 234
EU-11 | Exposures in default 143 506

Other exposures (eg equity, securitisations, and other non-credit obligation 559 760
EU-12 | assets)

19. Staff Remuneration Policy and Practices according to art. 2 of Ordinance Ne4 of
BNB

The Remuneration Policy of UBB is based on KBC Group Remuneration Policy and is in
compliance with BNB Ordinance No 4 on the requirements for remuneration in banks. The
Remuneration Policy of UBB is fully compatible with the Bank stakeholders’ interests, KBC
Corporate Sustainability strategy and KBC Compliance Rules.

The Remuneration Policy covers all forms of remuneration, including salaries and other
financial and material benefits for all the staff members and defines some specific remuneration
guidelines for Key Identified Staff (KIS).

The governance of the UBB Remuneration Policy involves the implementation and the
continuing review of the remuneration practices. The main bodies involved in these roles are
UBB Supervisory Board and UBB Remuneration Committee. The Supervisory Board, on the
basis of a recommendation from UBB Remuneration Committee, discusses and finally
approves the decisions, prepared and proposed by the Remuneration Committee.

A component in the remuneration schemes for all UBB employees is individual performance-
based compensation, based on a yearly performance appraisal instrument and taking non-
financial criteria into account, such as personal development, compliance with the institution's
systems and controls, sound risk behaviour, commitment to the business strategies and its
major policies and contribution to the performance of the team. Remuneration schemes used
within UBB are based on competences, job weightings, skills, contribution and performance,
and are aligned with long-term shareholder interests and profitability, taking into account
overall risk and the cost of capital.
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Remuneration schemes can consist of different components, which are categorized as either
fixed or variable. The fixed remuneration depends on the relevant professional experience and
organizational responsibilities as set out in an employee’s job description or management and
employment contract. The variable remuneration depends on sustainable, effective and risk
adjusted performance, as well as performance beyond the job description.

The different remuneration components used within UBB, cover all forms of remuneration,
including salaries, other financial and material benefits, discretionary pension benefits and
components.

The ratio between fixed and variable remuneration may be no more than 1 to 0.5. A minimum
proportion of 10% of the total variable remuneration is based on the individual performance
appraisal of non-financial criteria.

Variable remuneration is a set of monetary bonuses, premiums and performance incentives
(monetary part of the variable remuneration) and other equivalent non-cash instruments (non-
monetary part of the variable remuneration).

Variable remuneration should not induce risk-taking in excess of the risk profile of the Bank
and should be based on risk- and liquidity-adjusted profit, not on gross revenues.

As a risk gateway for paying out variable remuneration for all categories of the staff including
the Key Identified staff are set capital and liquidity parameters. If one of the parameters is not
met - no variable remuneration will be paid for the performance year and “non-vested” deferred
amounts will not vest in the respective year and will be lost. If the risk gateway is passed, the
level of the variable remuneration paid still could depend on other variable remuneration
guidelines and processes in force.

KIS are staff members that could have a material impact on the risk profile of the Bank.
The following staff members are considered to be KIS, differentiated in three groups:

»  First group KIS - Members of the Management Board of UBB and managers specifically
defined by KBC Group. Within this group the following KIS are defined to be Material
KIS in line with the KBC Remuneration policy:

e The members of the Management Board of UBB, including Procurator.

e The other KBC Group KIS whose variable remuneration equals or exceeds 75.000
EUR.

» Second group KIS - Employees whose activities have a high impact on the banks risk
profile
» Third group KIS - Employees performing controlling functions.

The KIS of the first group, who are considered to be material KIS are subject to specific
requirements regarding non-cash instruments and deferrals, related to their variable
remuneration. 50% of the variable remuneration allocated to KBC Group material KIS consists
of share-linked instruments, i.e. phantom stock based upon the KBC Group share or an
alternative equity-linked instrument imposed by a local regulator. This principle is applied to
both the variable remuneration component paid upfront and the deferred variable remuneration
component.
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As a general rule 60% of the variable compensation is deferred over a period from 3 years to 5
years.

The variable remuneration for the first group KIS is based upon different components with the
following weights:

Senior General Manager 20% 70% 10%

General Manager 10% 80% 10%
(1) The “KBC Group Result” is based on the evolution of the KBC Group Reported Risk Adjusted Profit against previous year.

For all employees in Second and Third group the variable monetary remuneration shall be
based on the results of the core business of the Bank, the structural unit and their individual
performance. 50% of the variable monetary remuneration of the employees identified as KIS in
Second and Third group, for which the amount of the variable remuneration exceeds EUR 30
000 (exchange rate of 1.9558 to be used) shall be deferred for a period of 3 (three) years — in
the first year 15% of the bonus is paid, in the second year — 15% of the bonus; in the third year
the last 20% of the bonus is paid.

The purpose of the deferred payment of bonuses is to promote the achievement of sustainable
and long-term results, and discourage risk-taking beyond the acceptable level for the given
position.

Summary information on the remunerations in the Bank in 2019, detailed per activity type.

| opimty | e |

Investment banking 1.7
Credit activity 21.7
Asset management 0.0
Corporate functions 114
Independent control functions 34
Other 61.8
Total 100.0

Summary information on the remunerations to the persons under Art.2 of Ordinance Ne4
Amount of the annual remunerations per staff categories and type (fixed and variable):
In percentage
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of Ordinance 4 of the BNB

1. Persons under Art.2, Item 1
of Ordinance 4 of the BNB 3.8 2.9 0.9
2. Persons under Art.2, ltem 2 15 12 03

Upon request, the Bank may provide the disclosed information on hard copy or other data

storage device for further review.




