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Pursuant to Article 4(2) of the Act of 21 July 2006 on financial market supervision (Journal of Laws [Dziennik
Ustaw] 2020, items 180, 284, 568 and 695), the Polish Financial Supervision Authority (PL: Urzad Komisji
Nadzoru Finansowego — UKNF) must submit an annual report on its activities and on the activities of the Board of
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Financial Supervision Authority in 2079. On 13 May 2020, the Report on the activities of the Polish Financial
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LETTER FROM THE CHAIR OF THE KNF BOARD

The year 2019 was a time of many changes for the Polish Financial Supervision Authority
and its Board. On 1 January 2019, the provisions of the Act of 9 November 2018 amending
certain laws to strengthen financial market supervision and investor protection entered into
force and, in consequence, the former KNF was abolished and the former KNF Office was
closed down. At the same time the Act established the Polish Financial Supervision Authority
(UKNF) as a state legal person responsible for providing support and assistance to the KNF
Board and the Chair of the KNF Board. The KNF Board and the Chair of the KNF Board have
become the bodies of the newly established Polish Financial Supervision Authority (UKNF).
Despite the changes in the systemic solutions, no change has been made to the principles of
supervision of the financial market. As under the law in effect before 1 January 2019, the
KNF Board continues to exercise all powers relating to the supervision of the financial market
and the transitional provisions have maintained in force all supervisory activities,
administrative decisions, recommendations and guidelines issued by the KNF Board before 1
January 2019. Since 15 December 2018, following the entry into force of the Act of 9
November 2018 amending certain laws to strengthen financial market supervision and
investor protection, the KNF Board has operated as an expanded team of twelve members.
Another amendment to the Act on financial market supervision, which took place in October
2019, made it possible to extend the composition of the KNF Board to include a third Deputy
Chair of the KNF Board. My intention was for this person to be responsible for the insurance
market. The purpose of that amendment was to further focus our attention on the issues of
this market and to consider them effectively in the work of the KNF Board and the UKNF. In
December 2019, Ms Dagmara Wieczorek-Bartczak was appointed Deputy Chair of the KNF
Board.

In 2019, the structure of the UKNF changes substantially. On 1 April 2019, new Statutes of
the UKNF entered into force. The idea behind the creation of the new structure was a more
efficient distribution of existing responsibilities as well as the efficient fulfilment of new tasks
within the newly created organisational units. The new structure introduced a function of
Director-General, who is responsible for ensuring the operation and continuity of the UKNF’s
activities as well as organising work, in particular by preparing the draft assumptions for the
UKNF’s financial plan and by supervising the implementation of that plan. New departments
have been created: the Compliance Department and the Internal Audit Department. The key
task of the former is to strengthen, develop and maintain the confidence in the UKNF by
building the organisational culture based on the rule of law and compliance with internal rules
and ethical principles. The Compliance Department performs its tasks by providing advice on
the management of potential conflicts of interest among staff members, ensuring the right
education and communication in the area of compliance, and tackling the risk of corruption.
The tasks of that department also include the effective management of the risk of non-
compliance of the UKNF’s activities with the law, the standards for supervisory authorities
and the internal rules, and the performance of the KNF Board’s tasks arising from the Act on
the prevention of money laundering and terrorist financing. The Internal Audit Department is
tasked with internal control at the UKNF, in particular by reviewing the tasks falling within the
remit of the organisational units under its control, the committees, councils and teams,
according to the subject of the audit, and by reviewing the efficiency of the existing control
mechanisms.

The UKNF’s activities in the area of cybersecurity are also worthy of note. The newly
established Cybersecurity Department in a less than a year has significantly strengthened
and expanded its powers, both in the area of supervisory activities carried out towards
professional market participants and in the area of low-level and technical powers and tasks
carried out for the UKNF itself. Under the Act on the national cybersecurity system, the KNF
Board became the Competent Authority for the banking sector and financial market
infrastructure. As the first Competent Authority, we identified financial sector entities that are
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‘essential for the maintenance of critical societal and/or economic activities’, defined in the
Act as Operators of Essential Services. In our activities, we are not limited to a supervisory
role but we are also involved in the activities of the entities within the national cybersecurity
system in terms of exchanging good practices and experiences.

One of the goals that we set ourselves as part of the UKNF management is an open and
substantive dialogue with the market. We want to be a market-oriented partner, focused on
solving issues of common interest, which includes the development of the financial market.
This is also the goal of the UKNF’s HR policy. At the UKNF, we are team of people with
market experience and supervisory competences as well as people who have had success in
modernising public administration, in particular in the informatisation and optimisation of
management processes.

Realising the importance of trust for the proper functioning of the financial market, as a
supervisor, we strive to improve analytical and supervisory processes and to better
coordinate the work of the various UKNF departments. In terms of modernisation and
transformation of financial supervision, | believe that with the broad and ever-growing stream
of data flowing to the UKNF as a result of numerous reporting requirements the traditional
formula of supervisory activities may soon run out. Real-time analysis of those data, or in any
case analysis in time that allows for an effective response, will require an increasing use of
advanced data analysis tools. That is why the next stage of the work we have done over the
last year involved the definition of our action plans in the field of technology through the
announcement, in December, of the Digital Supervisory Agenda. We want the UKNF to be a
modern supervisor that actively supports financial market participants and creates for them a
favourable environment to implement safe financial innovations. For that reason, the Agenda
comprises a series of measures oriented towards both the technological challenges facing
supervised entities and the internal issues of the UKNF related to, for example, the ongoing
radical transformation of IT functions at the UKNF.

In 2019, banking supervision involved intensive activities in the area of monitoring the
economic and financial situation of commercial and cooperative banks as well as tasks
related to analytical and day-to-day supervision, as required by appropriate legislation, in
relation to the activities of credit unions, payment institutions, electronic money institutions,
payment service offices, account information service providers, and mortgage intermediaries.
In 2019, for the tenth time, the UKNF conducted stress tests for the banking sector. The
purpose of the tests was to determine the potential impact of changes in the macroeconomic
environment on the financial and capital situation of the Polish banking sector institutions and
to assess the sector’s resilience to shock. Commercial banks accounting for 86% of the
sector’s assets participated in the stress test exercise. The published results indicate high
resistance of the banking sector to hypothetical market shocks as well as its good
capitalisation. The UKNF also conducted the first edition of supervisory liquidity stress
testing. The purpose of the liquidity stress testing was to analyse the sensitivity of banks’
short-term liquidity position, to verify the banks’ liquidity buffers, and to estimate possible
shortages of liquid assets to the levels required under the LCR standard.

2019 also proved to be significant in terms of adapting the Polish financial market to the
requirements of Regulation (EU) 2016/1011 on benchmarks (the European Benchmarks
Regulation, EBR). The supervisory authority granted the first authorisation to operate as a
benchmark administrator in relation to Warsaw Stock Exchange (WSE) Indices. At the same
time, on the initiative of the UKNF, the most important national benchmark WIBOR was
added to the European Commission’s list of critical benchmarks. In 2020, efforts continue to
adapt the process of determining WIBOR to the requirements of the EBR, which will require
participation of the Poland’s banking sector.

In 2019, the UKNF continued to engage significantly in the development of the concept and
preparation of the assumptions, and then the document, of the Development Strategy for
Capital Markets (Strategia Rozwoju Rynku Kapitalowego — SRRK). As part of its work on the
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SRRK, the UKNF prepared a proposal for concrete solutions adopted in the Strategy and
took part in the working and formal arrangements and meetings with representatives of the
Ministry of Finance and capital market participants.

The UKNF was also involved in the process of making systemic amendments to the Act on
public offering, working on the draft Act with the Ministry of Finance. That work followed the
entry into force of a new EU prospectus regime in mid-2019. Due to the mismatch of the
effective dates of the new rules, leading to parallel application of both directly applicable EU
legislation and the still unamended national rules, the UKNF developed and published
detailed explanations on issues related to rights and obligations, which in principle allowed
for the smooth continuation of the activities of entities involved in public offerings.

In 2019, the most important issue for insurance supervision within the EU’s regulatory work
was the review of Solvency Il regime in two areas that will in principle concern each national
insurance/reinsurance undertaking, i.e. in the area of methodology (including parameters) of
calculating the Solvency Capital Requirement (SCR) using the standard formula and in the
area of supervision of insurance/reinsurance undertakings in groups. The work is continued
in 2020.

In 2019, work began on the so-called product intervention measure to limit the possibility of
marketing, distribution or sale of unit-linked life insurance characterised by features that are
unacceptable from the point of view of the supervisor (such as opacity of the contract, the
discrepancy between the profitability of the product for the client and the risk of loss and the
quality of the underlying assets). The decision on the intervention measure is expected to be
made by the end of 2020.

The year 2019 is also the period of implementation of the new model of supervision over
insurance distribution, due to the entry into force, on 1 October 2018, of the Act of 15
December 2017 on insurance distribution. The model focuses on actions towards
systemically important insurance distributors, i.e. having a significant share in the insurance
sales market. In 2019, the supervisory authority commenced inspection activities in relation
to insurance intermediaries with regard to compliance with the requirements related to
offering insurance under the new Act on insurance distribution.
In particular, the inspections will examine the performance of activities related to determining
the customer’s requirements and insurance needs based on the information obtained from
the customer, as well as, for brokers, the mode and manner of providing advice on the
recommendation of the most appropriate insurance contract.

Continuing more than 15 years of extensive commitment to supporting the emerging financial
markets in Central and Eastern Europe, the UKNF was selected, for the fourth time, by the
European Commission as the main contractor for a cross-cutting two-year EU twinning
project, this time for the National Bank of Georgia. The UKNF, as an experienced supervisor
recognised in the field of international assistance projects, supports the Georgian
administration in the area of banking and payment services in order to adapt the Georgian
legislation to the EU legislation and to implement financial supervision mechanisms in
accordance with the best practices.

As the UKNF, we also see our role in educating market participants an promoting
transparency of our activities and open communication with our stakeholders.
In 2019, we published a series of educational materials on financial market phenomena,
addressed to the general public. We obtain valuable information from the signals about
irregularities in the operation of supervised entities, which we then use in our supervisory
activities, e.g. on the basis of reports from non-professional market participants, we have
identified the issue of growing public interest in investments in aparthotels and condo hotels,
which became an impulse for a broad public information campaign on the risks associated
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with investing in this type of project, launched jointly with the Office of Competition and
Consumer Protection and the Ministry of Investment and Development.

Furthermore, in 2019, the KNF Board exercised for the first time the power to decide on a
product intervention measure in the event of serious investor protection concerns being
diagnosed, by banning the marketing, distribution or sale of binary options to retail customers
and limiting such activities in respect of contracts for difference.

Those are the key events and strategies of the supervisory authority in 2019. Full details can
be found in the Report on the activities of the Polish Financial Supervision Authority in 2019,

that | invite you to read.

Jacek Jastrzebski
Chair of the KNF Board
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1. KNF BOARD

LEGAL BASIS OF ACTIVITIES OF THE KNF BOARD

The Board of the Polish Financial Supervision Authority (hereinafter: ‘KNF Board’ or
‘supervisor’) operates under the Act of 21 July 2006 on financial market supervision',
hereinafter referred to as ‘Act on financial market supervision’. Under the Act on financial
market supervision, the KNF Board is competent for supervision of the financial market,
which under the legal framework as at 31 December 2019 included: banking supervision,
pension supervision, insurance supervision, capital market supervision, supervision of
payment institutions, payment service offices, electronic money institutions, branches of
foreign electronic money institutions, supervision of credit rating agencies, supplementary
supervision of credit institutions, insurance undertakings, reinsurance undertakings and
investment firms in a financial conglomerate, supervision of credit unions and the National
Association of Credit Unions (PL: Krajowa Spdfdzielcza Kasa Oszczednosciowo-Kredytowa)
as well as mortgage credit intermediaries and their agents, as well as supervision to the
extent specified in Regulation (EU) 2016/7011 of the European Parfiament and of the Council
of 8 June 2016 on indices used as benchmarks in financial instruments and financial
contracts or to measure the performance of investment funds and amending Directives
2008/48/EC and 2014/17/EU and Regulation (EU) No 596/20714 (OJ L 171 of 29 June 2016,
p. 1 and OJ L 137 of 24 May 2017, p. 41) and supervision to the extent specified in
Regulation (EU) 2017/2402 of the European Parliament and of the Council of 12 December
2017 laying down a general framework for securitisation and creating a specific framework
for simple, transparent and standardised securitisation, and amending Directives
2009/65/EC, 2009/138/EC and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU)
No 648/2012 (0OJ L 347 of 28 December 2017, p. 35).

The purpose of supervision of the financial market is to ensure its proper functioning, stability,
security and transparency, confidence in the financial market, and to ensure that the interests
of market participants are protected. Under the Act, that purpose is also to be achieved
through reliable information concerning the functioning of the market, through the pursuit of
objectives stated, in particular, in the Banking Law, the Act of 22 May 2003 on insurance and
pension supervision, the Act of 15 April 2005 on supplementary supervision of credit
institutions, insurance undertakings and investment firms being part of a financial
conglomerate, the Act of 29 July 2005 on capital market supervision, the Act of 5 November
2009 on credit unions and the Act of 19 August 2011 on payment services.

The statutory tasks of the KNF Board, in addition to the supervision of the financial market,

include in particular:

— undertaking measures to ensure the proper functioning of the financial market, to promote
the development of the financial market and its competitiveness, and to support the
development of innovativeness of the financial market,

— undertaking educational and information measures with regard to the functioning of the
financial market, its risks and participants to safeguard the reasonable interests of
financial market participants, in particular by publishing, free of charge — in the form and
at the time determined by the KNF Board — warnings and statements in the public radio

' On 15 February 2019, the consolidated text of the Act was announced (Journal of Laws, item 298), which
included, inter alia, amendments that became effective on 1 January 2019, announced in the Journal of Laws
2018, items 2215 and 2243. The amendments to the consolidated text in 2019 were announced in the Journal of
Laws, items 326, 730, 875, 1571 and 2217.
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and television as defined in the Act of 29 December 1992 on broadcasting (Journal of
Laws 2019, items 361, 643, 1495 and 1655),

— participating in the drawing up of draft legal acts pertaining to financial market
supervision,

— creating opportunities for amicable and conciliatory dissolution of disputes between
financial market participants, including in particular disputes arising from contractual
relationships between KNF-supervised entities and the users of services provided by
those entities.

Since 1 January 2019, the supervisor has been functioning in a new legal form. In 2018, the
Act of 9 November 2018 amending certain laws to strengthen financial market supervision
and investor protection (Journal of Laws, item 2243) was passed and, in consequence, the
former KNF was abolished, and the former KNF Office was closed down. At the same time,
as of 1 January 2019, the Act established the Polish Financial Supervision Authority (UKNF)
as a state legal person responsible for providing support and assistance to the KNF Board
and the Chair of the KNF Board. The KNF Board and the Chair of the KNF Board have
become the bodies of the newly established Polish Financial Supervision Authority (UKNF).

Despite the changes in the systemic solutions, no change has been made to the principles of
supervision of the financial market. As under the law in effect before 1 January 2019, the
KNF Board continues to exercise all powers relating to the supervision of the financial market
and the transitional provisions have maintained in force all supervisory activities,
administrative decisions, recommendations and guidelines issued by the KNF Board before 1
January 2019.

COMPOSITION OF THE KNF BOARD

The KNF Board is a collegial body. The KNF Board is composed of the Chair, Deputy Chairs,
other members with a voting right, and members with an advisory vote. Under the law in
effect as of 15 December 2018, between 1 January 2019 and 29 November 2019 the KNF
Board had the following composition: Chair, two Deputy Chairs, and nine members.

The composition of the KNF Board, including in relation to the Chair and Deputies, was not
changed following the establishment of the new KNF Board acting as a body of the Polish
Financial Supervision Authority. On 30 November 2019, another amendment to the Act on
financial market supervision came into force?, which extended the KNF Board’s composition
to include the third Deputy Chair.

Under the Act, the nine members of the KNF Board include:

— the minister competent for financial institutions or his/her representative,

— the minister competent for economy or his/her representative,

— the minister competent for social security or his/her representative,

— the President of the National Bank of Poland or Member of the Management Board of the
National Bank of Poland delegated by the President,

— arepresentative of the President of the Republic of Poland,

— arepresentative of the President of the Council of Ministers,

— arepresentative of the Bank Guarantee Fund,

— a representative of the President of the Office of Competition and Consumer
Protection(UOKIK),

2 The amendment made by the Act of 16 October 2019 amending the Act on public offering and conditions
governing the introduction of financial instruments to organised trading, and public companies, and certain other
laws (Journal of Laws, item 2217).

Report on the activities of the UKNF and the KNF Board in 2019 10



— a representative of the Minister — Member of the Council of Ministers/Special Services
Coordinator or, if no such representative has been designated — a representative of the
President of the Council of Ministers.

The representative of the Bank Guarantee Fund, the representative of the President of the
Office of Competition and Consumer Protection and the representative of the Minister —
Member of the Council of Ministers/Special Services Coordinator or, if no such representative
has been designated — the representative of the President of the Council of Ministers are
members of the KNF Board who participate in meetings only in the capacity of advisers.

In 2019, the composition of the KNF Board was as follows:

Chair of the KNF Board
Jacek Jastrzebski

Deputy Chair of the KNF Board
Marcin Pachucki — until 10 March 2019
Rafat Mikusinski — from 11 March 2019

Deputy Chair of the KNF Board
Andrzej Diakonow — until 30 January 2019
Matgorzata lwanicz-Drozdowska — between 4 February 2019 and 6 December 2019

Deputy Chair of the KNF Board
Dagmara Wieczorek-Bartczak from 20 December 2019

Members of the KNF Board:

Minister competent for financial institutions or his/her representative

Marcin Obroniecki — representative of the minister competent for financial institutions — until
24 April 2019

Matgorzata Palczewska — representative of the minister competent for financial institutions —
between 25 April 2019 and 1 August 2019

Marian Banas — Minister of Finance — between 2 August 2019 and 30 August 2019

Mateusz Morawiecki — President of the Council of Ministers — between 30 August 2019 and
20 September 2019

Jerzy Kwiecinski — Minister of Finance — between 20 September 2019 and 15 November
2019

Tadeusz Koscinski — Minister of Finance — between 15 November 2019 and 3 December
2019

Krzysztof Budzich — representative of the minister competent for financial institutions — from 4
December 2019

Representative of the minister competent for social security
Jan Wojtyta

President of the National Bank of Poland (NBP) or Member of the Management Board of the
NBP delegated by the President
Andrzej Kazmierczak — Member of Management Board of the NBP

Representative of the President of the Republic of Poland
Cezary Kochalski — until 20 December 2019

Representative of the minister competent for economy
Mariusz Hatadyj — until 5 February 2019
Jan Pawelec — from 20 February 2019
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Representative of the President of the Council of Ministers
Tadeusz Koscinski — between 7 January 2019 and 20 November 2019

Members of the KNF Board acting in the capacity of advisers:

Representative of the Bank Guarantee Fund
Zdzistaw Sokal — until 8 April 2019
Mirostaw Panek — from 8 April 2019

Representative of the President of the Office of Competition and Consumer Protection
Marek Niechciat®

Representative of the Minister — Member of the Council of Ministers/Special Services
Coordinator
Maciej Wasik

MEETINGS AND RESOLUTIONS OF THE KNF BOARD

The KNF Board, within its remit, adopts resolutions, including the issuance of final and
interim administrative decisions. The KNF Board adopts resolutions by a simple majority of
votes, by open vote. Between 1 January and 29 November 2019, the KNF Board adopted
resolutions in the presence of at least four members, including the Chair or a Deputy Chair of
the KNF Board. Following the change in the number of persons sitting on the Board — the
statutory introduction of the role of the third Deputy Chair — since 30 November 2019 the
quorum has been at least five persons sitting on the Board, including the Chair and/or his
Deputies.

In the case of an equal number of votes, the Chair of the KNF Board decides, and in the
event of his absence, the vote of the Deputy Chair authorised to manage the activities of the
KNF Board. Following the amendments made to the legislation in December 2018, the
members of the KNF Board who represent: the Bank Guarantee Fund, the President of the
UOKIK and the Minister — Member of the Council of Ministers/Special Services Coordinator,
respectively, do not participate in the voting and they are not considered for the purpose of
calculation of the quorum.

In 2019, 51 meetings of the KNF Board were held at which a total of 540 resolutions were
adopted, of which 450 were final decisions and 1 was an interim decision.

Table 1. Number of resolutions adopted by the KNF Board in the years 2016-2019

Subiect-matter of resolution Number of adopted resolutions
I 2016 2017 2018 2019

Matters concerning the banking sector 95 102 116 150
Matters concerning the credit unions sector 93 47 24 15
Matters concerning the payment services 355 79 23 76
sector
Matters concerning the insurance sector 57 58 57 52
Matters concerning the pension sector 47 47 27 24
Matters concerning the capital and 212 284 237 201
commodity markets
Cross-sectoral matters and matters
concerning internal organisation of the KNF 5 3 3 22
Board’s work

3 The President of the Office of Competition and Consumer Protection directly exercised the right to attend the
meetings of the KNF Board as a member with an advisory vote.
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Total 864 620 487 540
Source: UKNF’s own study

Detailed information on the number of adopted resolutions by subject-matter of the case is
provided in Table 1.1. in Annex 1.

INTERIM DECISIONS ISSUED BY THE CHAIR OF THE KNF BOARD

In 2019, the Chair of the KNF Board issued 117 interim decisions to institute ex officio
proceedings or to extend the scope of proceedings under Article 13 of the Act of 29 July 2005
on capital market supervision (Journal of Laws 2019, item 1871, as amended, hereinafter:
‘Act on capital market supervision’).

ADMINISTRATIVE INTERIM AND FINAL DECISIONS ISSUED ON THE BASIS OF AN
AUTHORISATION GRANTED BY THE KNF BOARD

According to Article 12(1) of the Act on financial market supervision, the KNF Board may
authorise the Chair of the KNF Board, Deputy Chairs, and employees of the UKNF to act
within the remit of the KNF Board, including to issue administrative interim and final
decisions. The KNF Board granted such authorisation to both the Chair and his Deputies.
Those are authorisation which, in accordance with Article 12(3) of the Act on financial market
supervision, allow for further authorisations to be granted to other UKNF employees.

In 2019, 3 639 interim or final decisions were issued on the basis of an authorisation granted
by the KNF Board.

Table 2. Number of interim and final decisions issued in 2019 on the basis of an authorisation
granted by the KNF Board and on the basis of an authorisation granted by the Chair of the
KNF Board in the years 2016-2019

Number of final and interim decisions

Subject-matter of final and interim decisions

2016 2017 2018 2019

Matters concerning the banking sector 2 380 1200 1106 1154
Matters concerning the credit unions sector 230 88 16 15
Matters concerning the payment services 110 291 69 45
sector

Matters concerning the insurance sector 390 349 233 238
Matters concerning the pension sector 342 294 567 1310
Matters concerning the capital and 894 825 751 791
commodity markets

Matters concerning mortgage credit ) 49 273 125

intermediaries
Matters concerning consumer credit 0

. o - 27 6
intermediaries

Matters concerning non-bank lending

S - 0 7 0
institutions

Matters concerning other areas 9 3 92 25
Total 4 355 3099 3141 3639

Source: UKNF’s own study
Detailed information on the number of final and interim decisions issued in 2019 on the basis

of an authorisation granted by the KNF Board and on the basis of an authorisation granted by
the Chair of the KNF Board by subject-matter of the case is given in Table 1.2. in Annex 1.
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OFFICIAL JOURNAL OF THE BOARD OF THE POLISH FINANCIAL
SUPERVISION AUTHORITY

Since of 1 January 2019, the entity issuing the Official Journal of the KNF Board has been
the Chair of the KNF Board and the provisions governing the publication of the Official
Journal of the KNF Board have been included in the Act of 20 July 2000 on the publication of
normative acts and certain other legal acts (Journal of Laws 2019, item 1461). In accordance
with Article 12(1a) of that Act, the following must be announced in the Official Journal of the
KNF Board: resolutions and decisions of the KNF Board, public announcements, notices,
communications and other acts and/or documents as well as registers (lists), if separate
provisions of law so provide. Where separate provisions of law do not require publication of a
resolution of the KNF Board in the Official Journal of the KNF Board, the KNF Board may
decide to publish the resolution in the Official Journal of the KNF Board. The Chair of the
KNF Board may also have the announcements, notices and/or communications published,
provided that they are related to the tasks of the bodies of the UKNF.

In 2019, the KNF Board decided to publish in the Official Journal of the KNF Board: two
resolutions on the ‘Rules of Procedure of the Arbitration Court at the Polish Financial
Supervision Authority’, a resolution on the procedure of exercising supervision of banking
activities, a resolution on the issue of Recommendation B on limiting the investment risk, and
a resolution on the issue of Recommendation S on good practices in the management of
credit exposures secured by mortgages. In cases provided for in the Act, administrative
decisions of the KNF Board to apply financial sanctions against supervised entities are also
published in the Official Journal of the KNF Board; in 2019 there were 9 such
announcements, related mainly to financial penalties imposed on investment fund
management companies. The Official Journal of the KNF Board also contains publications of
communications from of the KNF Board and/or Chair of the KNF Board as well as
communications from examination boards conducting professional examinations for
securities brokers and investment advisers. Communications usually represents the majority
of items of the Official Journal of the KNF Board, and that was also the case in 2019.

In 2019, a total of 45 items were published in the Official Journal of the KNF Board. The list of
items of the Official Journal of the KNF Board published in 2019 is included in Annex 3.

2. FINANCIAL MARKET IN POLAND: OVERVIEW

According to preliminary estimates, Poland’s GDP growth throughout 2019 amounted to
4.1% (compared to 5.1 % in 2018 and 4.8% in 2017). Thus, despite the slight weakening of
the economic growth rate recorded in previous years, it was still high compared to other
European countries, which indicates the resilience of the Polish economy to the global
slowdown (in particular in the first half of the year). In 2019, similarly as in previous years, the
main drivers of the national GDP growth were private consumption supported by the
favourable labour market situation and increasing household incomes, as well as investments
in tangible assets related to the implementation of infrastructure projects co-financed by EU
funds. The payment of social benefits was also a factor in boosting consumer demand over
2019.

The domestic labour market continued its positive trend from 2013, with the officially
recorded unemployment rate declining to 5.2% at the end of 2019 (from 5.8% at the end of
2018). Similarly, the seasonally-adjusted unemployment rate measured according to the
BAEL method (Polish Labour Force Survey) fell from 3.7% at the end of 2018 to 2.9 % at the
end of 2019. The decline in the recorded unemployment rate was less severe than in the
previous years and was mainly related to supply constraints in the labour market

The average annual inflation measured by consumer price index (CPI) in 2019 was 2.3%
compared to 1.6% in 2018. The increase in inflationary pressures over 2019 was influenced
by both supply factors (an increase in food prices) and the base component, i.e. the rising
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labour costs. The Monetary Policy Council (MPC) maintained in 2019 the NBP interest rates
at the unchanged level of March 2015 (the reference rate of 1.5%). According to the MPC,
such level of interest rates was conducive to maintaining the Polish economy on a
sustainable growth path and allowed to maintain macroeconomic balance.

The cumulative balance of the current account from the previous twelve months amounted to
PLN 25.4 billion in December 2019 (compared with PLN 21.7 billion in December 2018).
Differences compared to the previous year were noticed mostly in the area of commodity
trade, whose balance was higher by PLN 30.9 billion than in the same period of the previous
year.

According to data for January and December 2019, the budget deficit was under-
implemented (47.9% of the annual plan) and the deficit reached PLN 13.7 billion. The budget
revenues were implemented in 103.3% and amounted to PLN 400.6 billion. The expenses
were implemented in 99.5% and amounted to PLN 414.2 billion.

Compared with the previous year, no major changes in the value of the Polish Zloty against
main currencies were seen in 2019. At the end of the year, the average PLN/EUR exchange
rate was 4.26 compared to 4.3 at the beginning of the year, the average PLN/CHF exchange
rate was 3.92 (compared to 3.82) and the average PLN/USD exchange rate was 3.8
(compared to 3.76). At the end of 2019, the interest rate on 10-year Treasury bonds
amounted to 2.1% and was lower than the year before (2.81%).

The balance sheet total of the banking sector at the end of December 2019 amounted to PLN
2 000.5 billion and was higher than in the previous year by approx. 5.6% (PLN 1 893.7
billion). In the period concerned, banks generated a profit of PLN 14.6 billion, which was
approx. 11.6% higher than in the previous year (PLN 13.1 billion).

At the end of the fourth quarter of 2019, the assets of credit unions amounted to over PLN 9.3
billion. According to the reporting data, in 2019 the credit unions sector recorded a net profit
of PLN 42.2 million. As at the end of 2019, the amount of own funds of the unions (calculated
in accordance with the Act on credit unions) was PLN 499.8 million. The data are preliminary
as they have not been audited by a certified auditor, and they may change.

The balance sheet total of the insurance sector increased by 0.7% during the year and
amounted to PLN 194 billion at the end of December 2019, of which PLN 93.9 billion was
allocated to life insurance undertakings, and PLN 100.2 billion to non-life insurance
undertakings — other personal insurance and property insurance. During the period
concerned, insurers generated a profit of PLN 7.2 billion (of which PLN 2.6 billion was
attributable to Section I, and PLN 4.6 billion to Section Il), which was 8% higher than in the
previous year.

The total net asset value of open pension funds (PL: otwarty fundusz emerytalny — OFE),
voluntary pension funds (PL: dobrowolny fundusz emerytalny — DFE) and occupational
pension funds (PL: pracowniczy fundusz emerytalny — PFE) as at 31 December 2019
amounted to PLN 157.3 billion and was 1.4% higher than at the end of the previous year
(PLN 159.5 billion).

In 2019, the Warsaw Stock Exchange recorded minor changes in indices. During the year
WIG gained 0.25% and WIG20 lost 5.56%. The value of trading in shares amounted to PLN
191 billion and was approx. 10% lower than in the previous year (PLN 212 billion). At the end
of the year, the capitalisation of domestic companies amounted to PLN 550 billion (an
approx. 10% decrease compared with the previous year), and of foreign companies to PLN
554 billion (compared with PLN 550 billion the year before). During the period concerned, 7
initial offerings and 22 delistings were recorded; in consequence, the number of listed
companies did not increase during the year for the fourth consecutive year.

At the end of 2019, the value of assets managed by investment funds companies amounted
to PLN 320 billion and was about 1.1% higher than at the end of the previous year (PLN
316.8 billion). The value of customer assets recorded on the accounts in brokerage houses
as at the end of 2019 amounted to PLN 68 billion and was 14.2% lower than the year before
(PLN 79.3 billion).
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Diagram 1. Asset structure of the Polish financial sector as at the end of 2019 (in PLN

billion)*
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Source: UKNF’s own study
*The data for 2019 have not been audited.

Table 3. The number of KNF-supervised entities as at 31 December 2019

. Number of
Type of entity entities
Commercial banks (including 1 state bank and 2 affiliating banks) 30
Cooperative banks 538
Representative offices of foreign banks and credit unions 8
Institutional Protection Systems (IPS) 2
Credit unions, National Association of Credit Unions 26
Electronic money institution 1
Payment institutions 38
Account information service providers 2
Small payment institutions 46
Payment service offices 1367
Mortgage credit intermediaries 795
| Agents of mortgage credit intermediaries 6755
Brokerage houses 38
Banks providing investment services 9
Tied agents of investment firms 273
Custodian banks 12
Entities of the capital market infrastructure (GPW S.A. w Warszawie, KDPW S.A., 4
KDPW_CCP, BondSpot S.A.)*
Issuers whose financial instruments are admitted to trading on a regulated market | 481, including:
(including:
— issuers of shares for which Poland is the home country 404
— issuers of bonds and covered bonds 32
— foreign issuers 45
Investment funds 813
Investment fund management companies 57
Managers of alternative investment companies/partnerships 156
Other entities operating investment funds or alternative investment funds, including 308
entities entrusted with the performance of duties of an investment fund
16
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management company or a manager of an alternative investment
company/partnership as defined in the Act on investment funds and management

of alternative investment funds (Act on investment funds)**

Entities of the commodity market infrastructure (Towarowa Gietda Energii S.A., 2
Izba Rozliczeniowa Gietd Towarowych S.A.)

Commodity brokerage houses 1
Energy undertakings maintaining accounts or registers of exchange commaodities 58
Open pension funds 10
General pension societies 10
Occupational pension funds 2
Occupational pension societies 2
Depositaries of pension funds 6
Transfer agents of pension funds 6
Voluntary pension funds 7
Target-date voluntary pension funds 24
Life insurance undertakings 26
Non-life insurance and reinsurance undertakings (personal and property insurance) 33
Insurance brokers 1415
Reinsurance brokers 53

Source: UKNF’s own study

*Entities listed in Article 5 of the Act on capital market supervision, namely: companies operating a regulated
market, Krajowy Depozyt Papierow Wartosciowych S.A., companies operating a clearing house, companies
operating a settlement house, a company to which Krajowy Depozyt Papierow Wartosciowych S.A. has delegated
the performance of activities within the scope of tasks referred to in Article 48 (1) points 1-6 and/or Article 48(2) of
the Act on trading in financial instruments, the Central Securities Depository as defined in Article 2(1) point 1 of

Regulation 909/2014.

**The number includes the number of distributors of units, transfer agents, fund depositaries, external valuers,

entities authorised to manage securitised liabilities of a securitisation fund.

Table 4. The number of entities which are not supervised by the KNF Board but have been
entered in the relevant registers kept by the KNF Board as at 31 December 2019

. Status of the
Type of entity register

Insurance agents 31293
Persons who perform agency activities 237 033
Consumer credit intermediaries 32 264
Non-bank lending institutions 499
Telecommunication business owners carrying the activities specified in Article 6

point 12 of the Act on payment services, to which Article 6d(12) of the Act on 7
payment services applies.

Foreign investment firms without a branch 1914

Source: UKNF’s own study

Table 5. The number of entities which notified operation as a branch in Poland as at 31

December 2019
Type of entity Number of entities
Credit institutions | 32
Payment institutions | 9
Electronic money institutions ' 4
Insurance undertakings ' 29
Reinsurance undertakings ' 1
Investment firms 18
Management companies ' * 4

Source: UKNF’s own study

"I principle, supervision of the branches is exercised by the home supervisory authority and, to a limited extent

specified in sectoral laws, by the host supervisory authority.
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i T Supervision of the branches of insurance and reinsurance undertakings established in a Member State other
than the Republic of Poland is exercised by the home supervisory authority.

* Entity authorised by a competent authority in a Member State to conduct activities relating to the management of
funds operating in accordance with the Community law governing the rules of collective investment in securities.

2.1. BANKING SECTOR

At end of 2019, the KNF Board supervised 30 commercial banks (including 1 state bank and
2 affiliating banks), 2 institutional protection systems, 538 cooperative banks, and 32
branches of credit institutions.

In 2019, the KNF Board approved the merger processes for ten cooperative banks.

Diagram 2. Basic data of the banking sector in Poland in the years 2016-2019 (in PLN billion)
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Source: UKNF’s own study

The data for 2019 come from the monthly bank reporting for December 2019 and they have not been audited.
Data for previous years may differ from data published in previous reports due to corrections made by the banks
as well as the subsequent audit process.

The balance sheet total of the Polish banking sector at the end of December 2019 amounted
to PLN 2 000.7 billion (an increase of 5.6% as compared with the end of December 2018).
Domestic commercial banks (with foreign branches) account for 89.0% of the sector’s assets,
branches of credit institutions account for 3.5% and cooperative banks account for 7.5%.

In the structure of assets, 67.0% (PLN 1 340.8 billion) were loans and other receivables,
17.1% (PLN 341.4 billion) were available-for-sale financial assets, 1.3% (PLN 26.2 billion)
were held-for-trading financial assets and 5.8% (PLN 115.2 billion) were cash, cash at central
banks and other demand deposits.

As for liabilities, deposits accounted for 74.4% of total liabilities (PLN 1 487.4 billion), and
equity for 10.5% (PLN 209.8 billion). In 2019, gross receivables from the non-financial sector
increased by 4.1%, reaching PLN 1 148.8 billion at the end of December.

An important component of the banking sector’'s assets is housing loans, including loans
denominated in Swiss franc (CHF) or indexed to this currency. In 2019, for another year,
there was a clear decrease in the volume of loans in CHF; their sum decreased from CHF
27.5 billion at the end of December 2018 to CHF 25.0 billion at the end of December 2019,
i.e. a decrease of 8.9% and 33.2% over the next five years (from CHF 37.4 billion at the end
of December 2014). At the same time, the quality of housing loans, including those
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denominated in CHF, remains good: in 2019 it was at a level similar to 2018, and the share of
non-performing loans in the portfolio of housing loans was the lowest of all loan portfolios.

Diagram 3. Net financial result of the banking sector in the years 2016-2019 (in PLN million)
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Source: UKNF’s own study

The data for 2019 come from the monthly bank reporting for December 2019 and they have not been audited. The
data for previous years may differ from the data published in previous reports due to corrections made by banks
as well as the subsequent audit process.

The net financial result of the banking sector in 2019 amounted to PLN 14.7 billion and was
12.5% higher than in 2018. In 2019, 16 commercial banks and 8 branches of credit
institutions paid a total of PLN 4.1 billion on account of the banking tax. It is PLN 0.43 billion
(+11.8%) more than in 2018. The net interest income amounted to PLN 49.2 billion (+9.8%
YOY), of which the interest income amounted to PLN 66.1 billion (+9.4% YQY), and interest
expenses to PLN 16.9 billion (+8.0%). The commission income remained at PLN 13.3 billion
(+8.3% YOQY). Banks’ operating expenses were 4.1% higher than in the previous year and
amounted to PLN 34.8 billion, and impairment write-downs of financial assets decreased by
1.6% YOY to PLN 8.8 billion.
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Diagram 4. Concentration of assets in the years 2016-2019
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Source: UKNF’s own study

CR5, CR10, CR15 —indicators specifying shares of 5, 10 and 15 largest banks in total banking sector assets.

HHI — the Herfindahl-Hirschman index (the sum of squares of banks’ shares in the banking sector assets), being a
measure of market concentration used to assess the level of competition in a given market. The indicator takes
into account not only the number of entities but also their relative size. The HHI at the level of 0.0698 describes a
competitive market.

The data for 2019 come from the monthly bank reporting for December 2019 and they have not been audited. The
data for previous years may differ from the data published in previous reports due to corrections made by banks
as well as the subsequent audit process.

2.2. SECTOR OF PAYMENT SERVICES

As at 31 December 2019, 38 domestic payment institutions and 1 electronic money institution
held authorisations. As at 31 December 2019, 1 367 payment service offices were included in
the Register of Payment Service Offices. As at 31 December 2019, 46 small payment
institutions were included in the Register of Small Payment Institutions. 2 entities were
entered in the register of account information service providers. Due to the conditions and
deadlines set out in the provisions of the Act on payment services for the submission of
reporting data by payment service providers, at the end of the period covered by this report,
the KNF Board has at its disposal the reporting data of domestic payment institutions (PL:
krajowa instytucja pfatnicza — KIP), payment service offices (PL: biuro ustug pfatniczych —
BUP) and small payment institutions (PL: mafa instytucja pfatnicza — MIP) for the period
covering the 1st, the 2nd and the 3rd quarters of 2019. The KNF Board’s data show that as
new entities are obtaining authorisations to operate as domestic payment institutions, the
disproportion between the total scale of activities of KIPs on one hand and BUPs and MIPs
on the other, measured by the total number and total value of transactions made by those
entities, is growing dynamically in subsequent quarters.
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Diagram 5. Comparison of the total number and value of payment transactions carried out by
BUPs, MIPs and KIPs between the third quarter of 2018 and the third quarter of 2019
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Source: UKNF’s own study

2.3. INSURANCE MARKET*

INSURANCE MARKET ENTITIES

As at the end of 2019, 59 domestic insurance undertakings were authorised to conduct the
business of insurance in Poland: 26 life insurance undertakings and 32% non-life insurance
undertakings (other personal insurance and property insurance) and 1 reinsurance
undertaking (PTR S.A.).

Among domestic insurance undertakings, 25° life insurance undertakings, 32 non-life
insurance undertakings and 1 reinsurance undertaking carried out insurance activities.

BALANCE SHEET OF INSURANCE UNDERTAKINGS

The value of assets of insurance undertakings in 2019 amounted to PLN 194.01 billion and
increased as compared to the previous year by 0.73%, i.e. by PLN 1.42 billion.

The assets of life insurance undertakings, equal to PLN 93.85 billion, decreased by 1.55%
(i.e. by PLN 1.48 billion) in comparison with the previous period.

5 In relation to TUW MEDICUM, by decision of the KNF Board of 23 December 2019, the authorisation to conduct
the insurance business was withdrawn.

6 On 31 October 2019, Generali Zycie T.U. S.A. (the acquiring company) and WTUZiR Concordia Capital S.A. (the
company being acquired) merged through a transfer of all the assets of the company being acquired to the
acquiring company. By decision of the KNF Board of 5 November 2019, POLSKI GAZ TUW na ZYCIE was
authorised to conduct the business of insurance but it did not start the business of insurance in 2019.
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At non-life insurance undertakings, the value of assets amounted to PLN 100.16 billion,
which represented an increase of 2.98%, i.e. PLN 2.90 billion, compared with the
corresponding period of the previous year.

Diagram 6. The balance sheet total in the years 2016-2019 (in PLN billion)
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The data for 2019 come from the financial statements of insurance and reinsurance undertakings for the fourth
quarter of 2019 and they should be treated as preliminary. The data for previous years may differ from the data
published in previous reports due to corrections made by undertakings.

The main item of insurance undertakings is represented by deposits (investments), which
represent 61.80% of the balance sheet total, and net assets of life insurance (where the
investment risk is borne by the policyholder), whose share in the balance sheet total amounts
to 25.28%. The structure of liabilities was dominated by gross technical provisions, which
accounted for 76.90% of liabilities, and capital and reserves of 20.65%.

REVENUE OF INSURANCE UNDERTAKINGS

In 2019, the gross written premium, being the main source of income of insurance
undertakings, amounted to PLN 63.83 billion, which means that the insurance market
recorded an increase of 2.69% as compared to 2018. The change was due to a decrease in
the gross written premium for life insurance undertakings of PLN 0.44 billion, i.e. 2.01% (the
premium reached PLN 21.27 billion) and an increase for non-life insurance undertakings of
PLN 2.11 billion, i.e. 5.21% (the premium of PLN 42.56 billion).

The direct insurance portfolio of life sector was dominated by class 1 insurance products (life
insurance products) with a premium of PLN 7.86 billion, which products accounted for
36.96% of the total gross written premium from life direct insurance undertakings. The class
recorded an increase of gross written premium by PLN 0.25 billion. Class 3 insurance (unit-
linked insurance and life insurance under which the performance of the insurance
undertaking is determined on the basis of a specified indices or other base values) with a
premium of PLN 6.83 billion (an annual decrease of PLN 1.10 billion) accounted for 32.12%
of direct life insurance.

Diagram 7. Structure of the life insurance portfolio in the years 2016-2019
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For non-life insurance undertakings, the largest increase in the gross written premium was
reported in class 3 (accident and theft insurance), of PLN 0.37 billion to PLN 8.67 billion
(4.41% YQY), and in class 8 (insurance against damage caused by natural forces, including
damage to or loss of property not included in classes 3-7), of PLN 0.24 billion to PLN 3.55
billion (7.40% YOY).

There was also an increase in class 13 (general third party liability not included in classes 10-
12), of PLN 0.21 billion to PLN 2.38 billion (9.62% YQY); in class 9 (insurance against other
material damage, not included in classes 3-7, but caused by natural forces other than those
in class 8), of PLN 0.20 billion to PLN 3.69 billion (5.80% YQY); in class 16 (insurance
against various financial risks), of PLN 0.19 billion to PLN 0.94 billion (25.67% YQY); in class
18 (insurance concerning the provision of assistance for persons who faced difficulties while
travelling or while away from their habitual residence), of PLN 0.15 billion to PLN 1.29 billion
(12.97% YOQY); and in class 1 (accident insurance, including accidents at work and
occupational diseases), of PLN 0.15 billion to PLN 1.69 billion (9.45% YQOY); 8 of the other 11
classes of non-life insurance also reported an increase in the premium (classes: 2, 5, 6, 7,
11, 12, 14, 15).

Among 18 classes of non-life insurance, a decrease in the premium occurred in three
classes, and in that respect particular attention should be paid to motor insurance, i.e. class
10 (third party motor liability insurance — MTPL), which recorded a decrease of PLN 0.26
billion (i.e. of 1.69% YQY) to PLN 14.92 billion. A decrease was also recorded in classes 4
and 17 (a total decrease of PLN 0.02 billion).

The structure of non-life insurance is still dominated by motor vehicle insurance (MTPL, and
accident and theft insurance), which accounts for 59.47% of the direct insurance portfolio.
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Diagram 8. Structure of the non-life insurance portfolio in the years 2016-2019
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RESULTS OF INSURANCE UNDERTAKINGS

Overall, the insurance market recorded a technical profit of PLN 6.18 billion (2.83% higher
than in 2018) and a financial profit of PLN 7.22 billion (8.01% higher than in the previous
year).

The life insurance sector generated a technical profit of PLN 3.25 billion (5.40% higher than
in the corresponding period of the previous year) and a financial profit of PLN 2.58 billion
(5.72% higher than in the corresponding period of the previous year). In terms of results of
individual insurance classes, the improvement of the technical profit was due to the
improvement of the technical result in class 1 (life insurance) — by PLN 0.14 billion (21.76%).

Other personal and property insurance products (the non-life insurance sector) generated a
technical profit of PLN 2.93 billion (0.13% higher than in the corresponding period of the
previous year) and a net financial profit of PLN 4.64 billion (9.33% higher than in the
corresponding period of the previous year). In terms of results in individual classes of
insurance, the increase of the technical profit over the year was mainly due to the
improvement of the result in class 10 (MTPL insurance) — the largest increase in non-life
insurance of PLN 0.46 billion and in class 13 (third party liability insurance (general third party
liability insurance) not included in groups 10-12) — an increase of PLN 0.10 billion compared
with the previous year. For the other classes in which the technical profit was improved, for
none of them the improvement exceeded PLN 0.04 billion. However, there was a significant
deterioration of the technical result in class 3 (accident and theft insurance) by PLN 0.34
billion (a decrease of 42.34 % YOY) and in class 8 (insurance against damage caused by
natural forces, including damage to or loss of property not included in classes 3-7) by PLN
0.23 billion (a decrease of 69.18 % YQY).

Table 6. Basic figures characterising the activities of life insurance undertakings in the years
2016-2019 (financial data in PLN billion)
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Detailed list | 2016 | 2017 | 2018 | 2019
Selected balance sheet items

Deposits (item B) 40.84 40.67 39.77 40.36
Net assets of life insurance 56.99 59.13 50.76 49.05
where the investment risk is borne by the

policyholder

Equity capital 12.22 11.93 11.54 11.46
Gross technical provisions 87.36 88.84 80.63 78.95
Balance sheet total 103.17 104.68 95.33 93.85

Selected items of profit and loss accounts

Gross written premiums 23.85 24.56 21.70 21.27
Gross claims incurred 18.43 20.44 21.50 18.33
Costs of insurance activities 542 5.34 5.10 5.07
Acquisition costs 3.93 3.87 3.59 3.45
Administrative costs 1.71 1.65 1.64 1.71
Technical result 2.94 3.04 3.08 3.25
Net profit (loss) 2.17 2.28 2.44 2.58

Source: UKNF’s own study

Table 7. Basic figures characterising the activities of non-life insurance undertakings in the
years 2016-2019 (financial data in PLN billion)

Detailed list | 2016 | 2017 | 2018 [ 2019
Selected balance sheet items
Deposits (item B) 63.13 72.16 77.14 79.54
Equity capital 21.98 24.65 26.17 28.60
Gross technical provisions 55.29 60.91 65.99 70.24
Balance sheet total 81.97 92.01 97.26 100.16
Selected items of profit and loss accounts
Gross written premiums 32.10 37.78 40.46 42.56
Gross claims incurred 15.41 17.81 19.50 20.40
Costs of insurance activities 7.95 8.39 9.17 9.98
Acquisition costs 7.11 7.94 8.99 9.69
Administrative costs 1.99 2.04 2.03 2.22
Technical result 0.37 2.07 2.93 2.93
Net profit (loss) 1.93 3.49 4.24 4.64

Source: UKNF’s own study

2.4. SECTOR OF CREDIT UNIONS

At the end of 2019, the KNF Board supervised 25 credit unions and the National Association
of Credit Unions. In 2019, the KNF Board approved the merger of three credit unions with
other credit unions, and in the case of one credit union decided on its take-over by a
domestic bank.

At the end of the fourth quarter of 2019, the assets of credit unions amounted to over PLN
9.34 billion. According to the reporting data, in 2019 the credit unions sector recorded a net
profit of PLN 42.25 million. As at the end of 2019, the amount of own funds of credit unions
(calculated in accordance with the Act on credit unions) was PLN 499.78 million. The data
are preliminary as they have not been audited by a certified auditor, and they may change.

2.5. PENSION SECTOR

OPEN PENSION FUNDS AND GENERAL PENSION SOCIETIES
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As at the end of 2019, 10 open pension funds (OFEs) and the same number of general
pension societies (PL: powszechne towarzystwo emerytalne — PTE) managing them held

authorisations to operate.

Table 8. The net asset value of OFEs in the years 2016-2019 (as at 31 December)

Net assets '!ﬁ;l::t
Open pension fund (in PLN million) (in %)
2016 2017 2018 2019

Aegon OFE 6 312.0 15479.4 13620.0 13391.0 8.6
Allianz Polska OFE 6 964.6 8 090.6 7 152.3 7 160.2 4.6
Aviva OFE Aviva Santander 33682.2 39 468.9 34 493.3 33803.3 21.8
AXA OFE 9 867.1 11 555.5 10 126.9 9829.6 6.3
Generali OFE 7 483.0 8 803.8 7 825.8 7 679.6 5.0
MetLife OFE 12 326.6 14 256.7 12 391.7 12 064.3 7.8
Nationale-Nederlanden OFE 37 556.3 44 576.6 39748.0 39632.0 25.6
Nordea OFE 7 154.3 - - - -
Pekao OFE 2262.6 2655.2 - - -
PKO BP Bankowy OFE 7 015.0 8074.9 7 046.0 6922.3 4.5
OFE Pocztylion 2831.5 3234.2 2 809.9 2727.0 1.8
OFE PZU ,Ztota Jesien” 19979.3 233335 22120.1 21 606.8 14.0
Total: 153434.5| 179529.30| 157 334.9| 154 816.1 100.0

Source: KNF’s own study based on daily reports of OFEs

At the end of 2019, net assets of open pension funds reached PLN 154.8 billion and were
PLN 2.5 billion (1.6%) lower than a year before.

The key driver of the decrease in the net asset value of OFEs in 2019 was the negative
balance of settlements between OFEs and the Polish Social Insurance Institution (ZUS). In
2019, OFEs transferred PLN 6.9 billion to ZUS, i.e. PLN 1.1 billion less than in 2018
under the safety slider, that is a regime of ongoing transfer of funds from the account
of members who would reach the pensionable age in less than 10 years. During the
same period, ZUS transferred PLN 3.5 billion of premiums to OFEs, i.e. PLN 0.2 billion more
than in the previous year.

In 2019, the market share of the four largest pension funds measured by the value of assets
increased by 0.1 percentage point (to 70.0%). CR6 remained unchanged from 2018 and was
84.2%, while HHI reached 0.157.

Diagram 9 shows the concentration of net assets of OFEs in the years 2016-2019.

Report on the activities of the UKNF and the KNF Board in 2019 26



Diagram 9. Concentration of net assets of OFEs in the years 2016-2019 (as at 31 December)
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Source: UKNF’s own study

CR2, CR4, CR6 — indicators specifying shares of 2, 4 and 6 largest OFEs in total assets.

HHI (the Herfindahl-Hirschmann index) — a measure of market concentration that determines the estimated level
of concentration in a given industry, calculated as the sum of the square of market shares of individual entities
(e.g. the sum of squares of shares of individual OFEs in total assets of OFEs).

At the end of 2019, OFEs had 15.7 million members. Over the year as a whole, there was
another fall in the number of members, by 0.2 million people. The total market share of the 3
largest funds did not change as compared to the previous year, reaching nearly a half of the
entire market (49.9%).

Table 9. Number of members of OFEs in the years 2016-2019 (as at 31 December)

Number of members Market share
Open pension fund (in thousand) (in %)
2016 2017 2018 2019

Aegon OFE 913.9 1829.7 1804.0 1776.9 11.3
Allianz Polska OFE 1072.2 1059.6 1050.7 1032.0 6.6
Aviva OFE Aviva BZ WBK 2631.0 2577.2 2539.4 2 496.1 15.9
AXA OFE 1146.7 1130.8 11194 1106.3 7.1
Generali OFE 995.0 980.4 970.4 959.6 6.1
MetLife OFE 1581.4 1554.2 1536.2 1516.8 9.7
Nationale-Nederlanden OFE 3061.7 3013.5 2981.6 2945.0 18.8
Nordea OFE 982.2 - - - -
Pekao OFE 332.9 327.0 - - -
PKO BP Bankowy OFE 937.4 922.9 912.6 901.4 5.7
OFE Pocztylion 582.3 573.4 567.6 561.3 3.6
OFE PzZU ,Ztota Jesien” 2 188.1 2133.9 2420.0 2375.0 15.2
Total 16 424.8 16 102.6 15901.9 15 670.4 100.0

Source: The Polish Social Insurance Institution (ZUS)

In 2019, the average rate of return generated by open pension funds was positive and
reached 0.9%, unlike in 2018, when it was negative. Not all OFEs achieved a positive rate of
return, and 2 of them closed the year with a negative rate of return. The other entities
generated rates of return ranged from 1.9% to 0.5%. The volatility of investment performance
results from a strong involvement of funds in domestic equity instruments, as a consequence
of the significant dependence of performance on the situation in the stock market.
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Table 10. Rates of return of OFEs in the years 2016-2019 (in %)

Open pension fund 2016 2017 2018 2019
Aegon OFE 10.0 16.4 -9.3 0.8
Allianz Polska OFE 9.9 17.8 -9.5 1.9
Aviva OFE Aviva BZ WBK 9.7 19.8 -9.4 1.2
AXA OFE 9.1 18.8 -9.9 -0.7
Generali OFE 8.4 19.4 -8.8 -0.1
MetLife OFE 115 19.4 -9.3 0.8
Nationale-Nederlanden OFE 8.9 19.6 -9.4 0.8
Nordea OFE 11.7 - - -
Pekao OFE 11.3 19.6 - -
PKO BP Bankowy OFE 114 175 -10.0 0.8
OFE Pocztylion 10.7 17.8 -9.3 0.5
OFE PZU ,Ziota Jesien” 10.2 20.9 -10.7 1.6
Average 10.2 18.8 -9.6 0.9

Source: UKNF’s own study based on daily reports of OFEs

In 2019, the dominant categories in the account of the general pension societies were

revenues and expenses relating to the management of pension funds (OFE and DFE),

including:

— revenue from management fee of OFE (74.2% of revenues),

— revenue from contributions to OFE (5.2% of revenues),

— revenue from the use of the reserve account — additional remuneration of PTE for good
investment results (5.9% of revenues),

and expenses of:

— general management of PTE (38.4% of expenses),

— atransfer agent of OFE and DFE (22.2% of expenses),

— acquisition services for OFE and DFE (8.1% of expenses).

OCCUPATIONAL PENSION FUNDS AND SOCIETIES

2019 saw a decrease in the number of occupational pension societies managing the
occupational pension funds (PL: pracowniczy fundusz emerytalny — PFE) due to the
liquidation of the PFE Unilever Polska. The process of liquidation involved the approval of the
opening balance of the liquidation, the liquidation programme and the financial statements of
the PFE Unilever Polska in liquidation, drawn up as at the completion date of liquidiation,
submitted by the occupational pension society Unilever Polska S.A. w likwidacji. As at 31
December 2019, 2 occupational pension societies managed 2 occupational pension funds
with 32.2 thousand members, 1 thousand (3.1%) less than the previous year. In the reporting
period, basic and additional contributions in the amount of PLN 107.9 million were transferred
to the accounts of PFE members. The value of net assets accumulated in occupational
pension funds amounted to PLN 1.9 billion at the end of 2019. Compared to 2018, the value
of net assets of PFEs increased by PLN 78.2 million, i.e. by 4.3%.

Table 11. Net assets of PFEs in the years 2016-2019 (as at 31 December)
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Net assets I\élﬁ;krzt
Occupational pension fund (PLN million) (in %)
2016 2017 2018 2019

PFE Nestle Polska 0 - - - -
PFE Nowy Swiat 426.1 466.4 406.0 401.9 214
PFE Orange Polska 1268.2 1396.0 1394.2 1476.5 78.6
PFE Unilever Polska 77.2 0.6 0 - -
Total 17715 1863.0 1800.2 1878.4 100.0
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Source: occupational pension funds

Both occupational pension funds operating at the end of 2019
return during the reporting period.

achieved positive rates of

Table 12. Rates of return of PFEs in the years 2016-2019 (in %)

Occupational pension fund 2016 2017 2018 2019
PFE Nestle Polska - - - -
PFE Nowy Swiat 3.9 8.9 -2.7 1.6
PFE Orange Polska 3.2 8.2 -1.1 5.6
PFE Unilever Polska 4.9 - - -

Source: occupational pension funds
VOLUNTARY PENSION FUNDS

As at 31 December 2019, 7 voluntary pension funds (PL: dobrowoliny fundusz emerytainy —
DFE), managed by general pension societies, were authorised to pursue business. All active
DFEs collected payments from savers under individual retirement protection account (PL:
indywidualne konto zabezpieczenia emerytalnego — IKZE) contracts, while 5 of them also
operated individual pension accounts (PL: indywiduaine konto emerytaine — IKE). As of 1
July 2019, general pension societies have also managed target-date voluntary pension funds
(FZD).

At the end of 2019, DFEs had 66.9 thousand members (a decrease of 36.6% compared with
the previous year), who accumulated savings in the form of IKE or IKZE. The value of the
aggregate net assets accumulated in DFEs at the end of 2019 amounted to PLN 550.3
million, which represented an increase of 44.1% compared with the previous year (driven
mainly by an inflow of contributions to DFEs in the amount of PLN 158 million).

Table 13. Net assets of DFEs in the years 2016-2019 (as at 31 December)

Net assets '\:ﬁ::t
Voluntary pension fund (in PLN million) (in %)
2016 2017 2018 2019

Allianz Polska DFE 8.0 11.7 13.5 16.7 3.0
Generali DFE 0.2 0.3 0.5 0.7 0.1
MetLife DFE 28.1 334 30.5 34.9 6.4
Nationale-Nederlanden DFE 33.6 69.5 98.7 152.6 27.7
DFE Pekao 51.2 82.0 - - -
PKO DFE 34.0 55.0 67.8 86.9 15.8
DFE Pocztylion Plus 1.1 14 2.4 4.0 0.7
DFE PzU 26.4 45.6 168.4 254.5 46.3
Total 182.6 298.9 381.8 550.3 100

Source: voluntary pension funds

In 2019, unlike in 2018, all DFEs achieved positive rates of return. Large diversification of
investment results of DFEs was largely the consequence of different investment strategies
used by managers. The funds varied both in terms of allocation of each asset class, the
choice of individual financial instruments, and the pace of changes in the portfolio structure.
Table 14. Rates of return of DFEs in the years 2016-2019 (in %)
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Voluntary pension fund 2016 2017 2018 2019
Allianz Polska DFE *7.8 *11.5 *-6.6 *5.4
Generali DFE 18.3 6.4 -10.4 16.5
MetLife DFE 3.8 6.6 -16.6 9.7
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Nationale-Nederlanden DFE *13.3 *9.0 *-8.6 *8.9
DFE Pekao 4.9 6.8 - -
PKO DFE 5.7 8.6 -6.7 0.1
DFE Pocztylion Plus 3.6 -1.0 -4.8 1.0
DFE PzU 16.2 14.7 -9.9 3.4

Source: Voluntary pension funds

* The rate of return calculated on the basis of the type A unit of account.

OCCUPATIONAL PENSION SCHEMES, INDIVIDUAL RETIREMENT ACCOUNTS
AND INDIVIDUAL RETIREMENT PROTECTION ACCOUNTS

Occupational pension schemes (PPE), individual retirement accounts (IKE) and individual
retirement protection accounts (IKZE), the participation in which is voluntary, are — unlike
other forms of voluntary accumulation of savings for pension purposes — of an institutional
nature, and funds are collected on them according to the rules laid down by law.

The development of that element of the pension system is strengthened by incentives in the
form of tax exemptions and the possibility to benefit from a reduction on social security
contributions.

The PPE market has existed since 1999. The development of the PPE market in the years
2016-2019 is presented in Table 15.

Table 15. Development of occupational pension schemes (PPEs) in the years 2016-2019

Detailed list 2016 2017 2018 2019
Number of PPEs 1036 1054 1230 1907
Number of participants (in thousand) 396 396 425 613
Value of accumulated assets (in PLN million) 11 394 12 643 12735 14 545

Source: KNF’s own study — institutions managing the funds of occupational pension schemes

1 907 occupational pension schemes were operating as at 31 December 2019, including:

— 590 in the form of a unit-linked group life insurance contract,

— 1 290 in the form of an agreement on the payment by the employer of employees’
contributions to the investment fund,

— 27 in the form of an occupational pension fund.

In 2019, 710 new occupational pension schemes were entered in the Register of
Occupational Pension Schemes. Additionally, in the reporting period, 68 employers joined an
inter-company scheme entered in the PPE register.

At the end of 2019, PPEs had nearly 613 thousand participants, and the value of collected
assets amounted to PLN 14 545 million, which means that the value of assets collected on
accounts of PPE participants increased by PLN 1810 million compared with 2018 (by more
than 14%).

The share of individual forms in the PPE market is shown in Diagram 10.

Diagram 10. Structure of the PPE market in 2019 (in %)
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Individual retirement accounts (IKE) and individual retirement protection accounts (IKZE) are
voluntary individual forms of saving for pension purposes. The periods of their functioning
vary: IKEs have operated since 2004 and IKZEs since 2012.

The report ‘Occupational pension schemes in 2019’ was presented at the KNF Board’s
meeting.

Diagram 11. The value of assets and the number of IKE and IKZE accounts in the years
2016-2019 (as at 31 December)
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Source: UKNF’s own study — institutions maintaining the IKE and/or IKZE accounts

As at the end of 2019, entities authorised to operate IKEs and/or IKZEs handled 950.8
thousand IKEs and 654.6 thousand IKZEs, which generated assets of PLN 10.2 billion and
PLN 3.3. billion, respectively. In 2019, the savers contributed PLN 1.7 billion to IKE accounts
and PLN 0.9 billion to IKZE accounts, a total of 21.5% more than the year before.
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Table 16. Number of accounts and assets of IKEs in the years 2016-2019 (as at 31
December)

- \ Market Market
_En_tlt_les Number of accounts (in share (in| Value of assets (in PLN million) |share (in
maintaining IKE thousand) %) %)
accounts 5516 12017 | 2018 2019 2016 | 2017 | 2018 2019
Insurance 571.1| 568.5 562.5/ 462.2]  48.6(2283.00 2591.9 2582.7| 27389  26.9
undertakings
][B‘r’gitme”t 236.3| 275.8| 317.1| 355.00 37.3(1995.2| 2447.0 27250 3266.4  32.1
Entities
conducting 27.6| 304 3206 39.0 4110756 12851 1434.7 17847 176
brokerage
activities
Banks 64.0 719 783 885 9.3(1266.1] 1581.2] 18865 2296.7] 226
Voluntary 36| 49 53 6.1 07l 356 561 627 807 08
pension funds
Total 902.6) 951.5 995.8 950.8 100.0{6 655.5 7 961.3] 8 691.6/10 167.4) 100.0

Source: UKNF’s own study — institutions maintaining the IKE accounts

Table 17. Number of accounts and value of assets of IKZEs in the years 2016-2019 (as at 31
December)

- . Market Market
E_ntltl_e_s Number of accounts (in share (in| Value of assets (in PLN million) | share (in
maintaining thousand) %) %)
IKZE accounts d >
2016 | 2017 | 2018 2019 2016 | 2017 | 2018 2019
Insurance 446.1| 448.9) 447.3| 376.8 57.6| 398.6| 5454, 6351 783.6 23.9
undertakings
}E‘;‘éztme”t 87.5] 120.2| 150.9| 175.00 26.7| 407.9| 719.8 1086.1| 1608.7 49.0
Entities
conducting 6.2 85 112 16.8 26 5700 943 119.4 197.2 6.0
brokerage
activities
Banks 15.6] 18.1| 20.3] 24.4 3.7] 66.60 106.7] 156.2] 224.3 6.8
Voluntary 87.8) 943 101.4 614 0.4 148.0] 240.7 320.8 470.0 14.3
pension funds
Total 643.2] 690.0] 731.1] 654.4 100.01078.1] 1706.9 2317.6 3283.8 100.0

Source: UKNF’s own study — institutions maintaining the IKZE accounts

EMPLOYEE CAPITAL PLANS

Under the Act of 4 October 2018 on employee capital plans, employee capital plans (PL:
pracowniczy plan kapitatfowy — PPK) have been in operation since 1 July 2019. A participant
of the PPK is a natural person who is over 18 years of age, for and on behalf of whom an
employer has entered into an agreement to operate a PPK with a financial institution. 21
financial institutions entitled to operate PPKs were entered in the register of PPKs in 2019:

— 16 investment fund management companies,

— 3 general pension societies,

— 2 insurance undertakings (including 1 entity that did not commence the activities).
According to information received from institutions that operated PPK accounts at the end of
2019, assets amounting to PLN 83.1 million were collected on the PPK accounts.
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2.6. CAPITAL AND COMMODITY MARKETS

The capital and commodity markets supervised by the KNF Board are formed by entities
operating in the securities market and the market of other financial instruments, collective
investment institutions, and entities operating in the commodity market.

ENTITIES PROVIDING INVESTMENT AND FIDUCIARY SERVICES

Table 18. The number of entities providing investment and fiduciary services in the years
2016-2019

Type of entity 2016 2017 2018 2019
Brokerage houses 46 44 40 38
Commodity brokerage houses 1 1 1
Banks providing investment 11 11 9 9
services
Custodian banks 13 13 12 12
Total 71 69 62 60

Source: UKNF’s own study

Diagram 12. Basic data of the sector of brokerage houses in the years 2016-2019
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Data for the years 2016-2018 come from the audited financial statements; data for 2019 are derived from monthly
MRF reports as at 31/12/2019.

The data do not include data of one brokerage house whose financial year does not coincide with the calendar
year. The data take into account the changing number of brokerage houses operating in the years 2016-2019.
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Table 19. Data on the number of client accounts of brokerage firms in the years 2016-2019

Share in
Detailed list Number of client accounts total value
(in %)
2016 2017 2018 2019 2019
Brokerage houses 838 793 744 399 714 957 563 321 29.66%
Banks providing 1187 939 1192413| 1113066 1335830 70.34%
investment services
Total 2026 732 1936812 1828023 1899 151 100%

Source: UKNF’s own study

INVESTMENT FUND MANAGEMENT COMPANIES AND INVESTMENT
FUNDS

2019 saw a decrease in the number of investment fund management companies (PL:
towarzystwo funduszy inwestycyjnych — TFl) and investment funds but also an increase in
the number of sub-funds, so the total number of supervised entities increased, as shown in
Diagram 13 (in cumulative terms).

Diagram 13. Total number of supervised investment fund management companies, and
investment funds and sub-funds at the end of the years 2016-2019 (cumulatively, by type)
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As at 31 December 2019, 57 investment fund management companies, managing a total of
813 investment funds, held authorisations from the KNF Board, including: 48 open-end
investment funds, 66 specialist open-end investment funds, and 699 closed-end investment
funds.

The KNF Board supervises the sale in the territory of the Republic of Poland of participation
units issued by foreign funds.

Diagram 14. Total number of supervised foreign investment funds (UCITS type) and sub-
funds included in foreign investment funds at the end of the years 2016-2019 (cumulatively,

by type)
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After a decrease recorded at the end of 2018, in the first months of 2019 the value of the
assets of investment funds managed by management companies increased to PLN 331.4
billion at the end of March 2019. In the following months, the total value of the funds’ assets
decreased to approx. PLN 317 billion and reached around PLN 320 billion by the end of
2019. As of 31 December 2019, the value of the funds’ assets amounted to PLN 320.4 billion
and was higher by PLN 3.9 billion compared to the level in December 2018.

Diagram 15 shows the value of assets of investment funds managed by TFls at the end of the
years 2016-2018 and in each month of 2019.
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Diagram 15. Assets of investment funds at the end of the years 2016-2018 and in 2019
(in PLN billion)’
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As shown in Diagram 15, the value of assets of investment funds in the first quarter of 2019
continued to increase. Following the declines in April and May, the value of the funds’ assets
increased to PLN 324.4 billion at the end of the second quarter of 2019. At the beginning of
the second half of 2019, the value of investment funds’ assets went down again and
remained at a similar level by the end of the year. The largest increases in the value of
investment funds’ assets were recorded in March and June, while their lowest point was
noted in May and July.

Although the value of assets of investment funds increased at the end of 2019 compared to
December 2018, the average level for each month of 2019 was lower than in the previous
year, which reduced the total revenue generated by investment fund management
companies. The total revenue in 2019 amounted to PLN 3 559 million, i.e. 9.7% less than in
2018. The total cost amounted to PLN 2 371 million, i.e. 15.1% less than in the previous year.
As the costs were reduced to a greater extent than the revenues, the aggregate net financial
result of TFls for 2019 was 5.1% higher than in 2018 and amounted to PLN 957 million.?

Table 20. Aggregate costs, revenues and net financial result of investment fund management
companies in the years 2016-2019 (in PLN million)®

Detailed list 2016 2017 2018 2019
Total revenues 3 241 3 884 3940 3 559 -
Total costs, including: 2610 3036 279 2371 100.00%
- overhead costs 986 1158 1243 1190 50.19%
- variable costs, including: 1624 1878 1551 1181 49.81%

7 Based on monthly reports provided by investment fund management companies. Monthly reports are not audited
or reviewed by a statutory auditor so information included therein may be subject to subsequent corrections.
8 Based on monthly reports provided by investment fund management companies. Monthly reports are not audited
or reviewed by a statutory auditor so information included therein may be subject to subsequent corrections.
9 Based on monthly reports provided by investment fund management companies. Monthly reports are not audited
or reviewed by a statutory auditor so information included therein may be subject to subsequent corrections.
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- variable distribution costs* 1213 1398 936 521 21.97%
Net financial result 498 546 911 957 -

Source: UKNF’s own study

* Costs directly relating to the receipt and execution of orders of sale, repurchase or conversion of units, or the
receipt of subscriptions for investment certificates and their allocation, as remuneration for distributors or incurred
for the promotion or marketing of the fund.

ALTERNATIVE INVESTMENT COMPANIES/PARTNERSHIPS (AICS) AND ALTERNATIVE
INVESTMENT COMPANY/PARTNERSHIP MANAGERS (AICMS)

2019 saw the continuation of tasks related to examining applications for entry in the Register
of AICMs and for authorisation to operate as an AICM, submitted both under the transitional
provisions of the amending Act', as well as under the current provisions of the Act of
investment funds. The AICM Team undertook intensive efforts to complete, in particular,
proceedings initiated in previous years, including cases where entities did not cooperate with
the UKNF in the course of the proceedings. In many such cases, the UKNF recommended
the decision to deny the entry in the Register of AICMs.

At the same time, in 2019, special efforts were made to the ongoing analysis of the legal and
factual aspects of the operation of AlICs and AICMs, including in particular the problems
reported by capital market participants.

In addition, as a consequence of the significant number of entries made in the Register of
AICMs in 2018, intensive efforts were made for the first time in connection with the
verification of the reporting obligations of AICMs for that particular year. The analysis of the
submitted annual reports allowed to establish that the value of assets being managed at the
end of 2018 amounted to PLN 160.1 million.

Diagram 16. Number of KNF-supervised AICMs in the years 2017-2019 (cumulatively)
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All KNF-supervised entities operating as AICMs were entered in the Register of AICMs in the
years 2017-2019.

ORGANISED SECURITIES MARKETS

Gietda Papierow Wartosciowych w Warszawie S.A. (Warsaw Stock Exchange)

10 Act of 31 March 2016 amending the Act on investment funds and certain other laws (Journal of Laws 2016, item
615, hereinafter: ‘the amending Act’).
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Regulated market

The core activity of the Warsaw Stock Exchange is to operate the regulated market. The
regulated market is a permanent multilateral trading system for financial instruments which
provides investors with equal and universal access to market information, associating offers
of acquisition and disposal of financial instruments, and uniform terms and conditions for the
acquisition and disposal of such instruments. The regulated market operates according to the
Warsaw Stock Exchange Rules, amendments to which are approved by the KNF Board, and
the Detailed Exchange Trading Rules specifying the provisions of that document.

The main financial instruments traded on the Warsaw Stock Exchange are securities: shares,
bonds, subscription rights, rights to shares, investment certificates, and derivatives: futures,
options, index participation units.

Table 21. Rates of returns on the WSE indices in the years 2016-2019 (in %)

Detailed list 2016 2017 2018 2019
WIG 11.38 23.17 -9.50 0.25
WIG20 4.77 26.35 -7.50 -5.56
mWIG40 18.18 14.99 -19.35 -0.03
sWIG80 7.93 2.36 -27.57 13.94

Source: https://www.gpw.pl/podstawowe-statystyki-gpw

Table 22. The number of instruments listed on the WSE in the years 2016-2019

Detailed list 2016 2017 2018 2019

Companies 487 482 465 449
- including foreign 53 50 51 48
Number of new listings 19 15 7 7
Number of delistings 20 20 25 22
Bonds 153 178 195 231
- including foreign 4 4 6 8
Futures 166 174 178 183
Options 228 218 232 230

Source: https://www.gpw.pl/podstawowe-statystyki-gpw

Table 23. Capitalisation of the WSE at the end of the years 2016-2019 (in PLN million)

Detailed list 2016 2017 2018 2019
Domestic companies 557 124 710 336 615 517 550 234
Foreign companies 558 596 708 882 549 559 553 603
Polish bonds 617 985 652 524 687 223 713 366
Foreign bonds 3122 8 207 15010 21107
Total 1736 827 2079949 1869 327 1838 310

Source: https://www.gpw.pl/podstawowe-statystyki-gpw
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Table 24. Value of trading on the WSE in the years 2016-2019 (in PLN million)

Detailed list 2016 2017 2018 2019
Shares 202 293 260 979 211 850 195 266
Bonds 1426 1447 1331 1589
Futures 188 439 230 203 223 168 191 808
Options 6 833 7072 6 731 5625

Source: https://www.gpw.pl/podstawowe-statystyki-gpw
Alternative trading system of the Warsaw Stock Exchange (NewConnect)

Apart from the regulated market, the Warsaw Stock Exchange also operates the organised
market of financial instruments, according to the formula of the alternative trading system
called NewConnect. As assumed by the organisers, the market is dedicated to young
emerging companies with a relatively small capitalisation expected. In comparison to the
regulated market, the formalities relating to admitting financial instruments to trading are
simplified and the costs of entering the market are lower. The information requirements for
issuers are less stringent.

In 2019, NewConnect'' was granted the SME Growth Market status (SME MTF). The SME
Growth Market status granted to an alternative trading system operated by the WSE in a
given year relaxed certain obligations of issuers, mainly the obligations under MAR
(requirements for maintaining records of access to inside information and for publication of
inside information) as well as prospectus requirements.

Table 25. Data on the NewConnect alternative trading system in the years 2016-2019

Detailed list 2016 2017 2018 2019
Value of the NCindex at the 306.50 278.92 198.72 237.06
end of the year
_Rate of return of theONCIndex 10.11 923 -28.57 19.29
in the current year (%)
Capitalisation of companies 7 386 9705
at the end of the year (PLN 9799 9408
million)
Number of companies at the 414 401 381 375
end of the year
Number of new listings 16 19 15 15
Number of sessions 251 250 247 248
Tr_afnng volume (in PLN 1360 13922 1574 1438
million)
Num_ber of transactions per 3417 3401 3058 3 296
session
Avergge tradlng_v_alue per 5.41 598 6.37 5.80
session (PLN million)

Zrédio: https://newconnect.pl/statystyki-okresowe

BondSpot S.A.
Regulated market

The regulated market in Poland is also operated by BondSpot S.A., a company supervised by
the KNF Board. The main financial instruments traded on the market operated by BondSpot

" The SME Growth Market (SME MTF) status is granted to an alternative trading system operated by the WSE
which consists of both the NewConnect stock market and the Catalyst debt market.
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S.A. are treasury bonds, corporate bonds, cooperative bonds and other debt securities listed
under the Catalyst system'2.
Alternative trading system of BondSpot S.A.

In addition to the regulated market, BondSpot S.A. also organises trading in debt instruments
under the alternative trading system (ATS). The market is also one of the segments of the
Catalyst system. Similarly to the regulated market organised by BondSpot S.A.,
dematerialised bonds, mortgage bonds and other debt instruments incorporating property
rights corresponding to the rights resulting from debt incurred may be quoted in the
alternative trading system.

Table 26. Data on the regulated market and the ATS in the years 2016-2019

Detailed list 2016 2017 2018 2019
Regulated OTC Market of BondSpot
Session trading volume (PLN 12.36 0.52 20.75 18.66
million) )
Number of session transactions 12 3 12 7
Number of instruments 130 144 149 172
ATS BondSpot
Session trading volume (PLN 122 33 175.36 81.77 18.99
million) )
Number of session transactions 371 341 166 63
Number of instruments 214 237 209 186

Source: hitps://gpwcatalyst.pl/pub/CATALY ST/statystyki/statystyki_roczne/2019_CAT.pdf
Treasury BondSpot Poland

Following the entry into force of the Act of 1 March 2018 amending the Act on trading in
financial instruments and certain other laws (hereinafter: ‘the amending Act’), BondSpot S.A.
operates the second alternative trading system, i.e. Treasury BondSpot Poland (TBSP).
Pursuant to Article 21(1) of the amending Act, the electronic market of treasury securities
organised, on the entry into force of the amending Act, by a company operating a regulated
market under an agreement with the ministry competent for the budget as part of the
performance of tasks relating to the management of the debt of the State Treasury, was
recognised, as of the date of entry into force of the amending Act, as an alternative trading
system (subject to Paragraph 2 of that Article which stipulates that the company must adapt
itself to the new legislation within 12 months, i.e. by 21 April 2019).

CLEARING AND DEPOSIT SYSTEM

KrAJOWY DEPOZYT PAPIEROW WARTOSCIOWYCH S.A. (hereinafter: ‘National Depository for
Securities’ or ‘KDPW’) is the central institution (the only institution in Poland) responsible for
maintaining and supervising the deposit and settlement system for trading in financial
instruments. The owners of KDPW are in equal parts the WSE, the State Treasury, and the
National Bank of Poland. The basic tasks of the National Depository for Securities include
registration and maintenance of a securities depository, settlement of transactions,
supervision over the compliance of the issue volume with the number of securities traded,

12 Catalyst is a functional combination of authorisation, approval and quotation of debt instruments in four debt
markets (i.e. two regulated markets and two alternative trading systems). Out of four functionally connected
markets, two are organised by the WSE and two by BondSpot S.A. (each company organises one regulated
market and one alternative trading system). According to the division made by the companies, the markets
organised by the WSE constitute the so-called retail segment of the Catalyst ‘platform,” while wholesale trade is
carried out in the markets organised by BondSpot S.A.
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handling of corporate events, fulfilment of issuers’ obligations, as well as operation of a
mandatory compensation scheme.

The tasks of the National Depository also include running a numbering agency, responsible
for assigning ISIN, FISN, CFl numbers to securities and LEI codes, which constitute a unique
identifier for legal entities dealing with the trading in financial instruments. In addition, the
National Depository operates a trading repository in accordance with EMIR. The National
Depository also provides the Approved Reporting Mechanism (ARM) service, which consists
in acting as an intermediary for the purpose of reporting to the supervisor details of
transactions in financial instruments on behalf of the entities required to report such
transactions under Article 26 of MiFIR (transaction reporting).

In 2019, the KNF Board approved amendments to the KDPW Rules in order to adapt the
operating principles of the depository system to the amendments introduced by the Act of 9
November 2018 amending certain laws to strengthen financial market supervision and
investor protection, which amendments entered into force on 1 July 2019. The Act
introduced, among others, a requirement to register — in the securities depository — bonds,
mortgage bonds or investment certificates.

In 2019, the KNF Board also approved amendments to the KDPW Rules concerning the
implementation of a new service offered by KDPW to issuers, which enables voting using
electronic means of

communication (e-voting) at a general meeting. The eVoting app is the first service launched
by KDPW as part of the Blockchain Platform for the Capital Market.

Under Article 69(2) of Regulation (EU) No 909/2014 of the European Parfiament and of the
Council of 23 July 20714 on improving securities settlement in the European Union and on
central securities depositories amending Directives 98/ 26/EC and 20714/65/EU and
Regulation (EU) No 236/2012 (0J L 257 of 28 August 2014, p. 1; 'CSDR’), each CSD (central
securities depository) was required to submit to its competent authority an application for
authorisation necessary for the purposes of that Regulation by 30 September 2017.
Therefore, the KNF Board received an application from KDPW S.A. for authorisation to
operate as a central securities depository pursuant to Article 69(2) in conjunction with Article
16 of CSDR. In September 2019, the KNF Board concluded that the application of KDPW
S.A. was complete. Under Article 17(8) of CSDR, within six months from the submission of a
complete application, the KNF Board must inform the applicant in writing whether the
authorisation of KDPW S.A. has been granted or refused.

KDPW _CCP SA is a clearing house in which KDPW holds a 100% share in the initial capital.
Since 8 April 2014, KDPW_CCP S.A. has operated as a central counterparty (CCP) pursuant
to Article 14 in conjunction with Article 17 of Regulation (EU) No 648/2012 of the European
Parliament and of the Council of 4 July 2012 on OTC derivatives, central counterparties and
trade repositories (OJ L 201 of 2012, p. 1; ‘EMIR’). KDPW_CCP S.A. takes over the
obligations of parties to the cleared transactions and becomes the buyer for each seller and
the seller for each buyer while securing the cleared transactions with own assets.

KDPW_CCP S.A. clears transactions entered into in organised trading, i.e. in the regulated
spot and futures markets (GPW S.A. and BondSpot S.A.) and in the alternative trading
systems (ATS GPW S.A. and ATS BondSpot S.A.), as well as settles derivative transactions
entered into outside the organised trading and repos. KDPW_CCP S.A. organises the system
for securing liquidity of settlements accepted to clear transactions in accordance with EMIR.
KDPW_CCP S.A. clears transactions in PLN and EUR.

In 2019, the KNF Board approved the rules of KDPW_CCP S.A. concerning a change of the
methodology for calculating contributions to guarantee funds. Since the change was made,
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the funds are updated by KDPW_CCP S.A. once a day instead of once a month as it was
before. The change is an important step towards greater security of transactions settled by
KDPW_CCP S.A.

In 2019, the KNF Board authorised KDPW_CCP S.A. to extend the authorisation to provide
clearing services as a CCP with regard to the clearing of general emission allowances (EUA)
and aviation allowances (EUAA), in accordance with the Statutes and the Rules of clearing
and settlement of general emission allowance and aviation allowance sale transactions for
transactions entered into at auctions on an auction platform.

PUBLIC OFFERING OF FINANCIAL INSTRUMENTS OTHER THAN
INVESTMENT CERTIFICATES

Following the entry into force on 21 July 2019 of Regulation (EU) 2017/1129 of the European
Parliament and of the Council of 14 June 2017 on the prospectus to be published when
securities are offered to the public or admitted to trading on a regulated market and repealing
Directive 2003/71/EC, the definition of public offering of securities was extended to include
cases where in which the public offering takes place. According to the new definition, a public
offering is a communication to the public (i.e. to at least 2 persons), made in any form and by
any means, providing sufficient information on the terms of the offering and the securities
offered, to enable investors to take a decision to acquire or subscribe those securities.

In 2019, there was a decrease in the value of public offerings compared with the previous
year. The total value of public offerings amounted to almost PLN 5.5 billion, which
corresponds to a decrease of nearly 20% compared to the previous year.

The decrease in the value of offerings was evident in most segments of the market. In the
most important segment of raising capital through public offering of shares (the so-called
primary market), the number of subscriptions increased from 48 to 58 but their value fell by
34%.

Similarly as in 2018, the number of public offerings of shares was low but their value
increased slightly, by more than 7% compared with 2018.

The number of initial public offerings of shares increased from 29 in 2018 to 38 in 2019 but
their value fell by nearly 70% compared with the the previous year.

The largest segment of the public offering market in terms of value was the public bond
offering market, which also recorded a decrease in value (of more than 18%).

In total, in 2019 issuers conducted 175 public offerings, the structure of which is presented in
Table 27.
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Table 27. Characteristics of public offerings conducted in 2019

175 public offerings, including:

174 cash offerings

1 non-cash offering

shares

including:

without the need to
prepare and approve
prospectus

foreign issuers

77 public offerings of

64 offerings conducted

31 offerings conducted by

56 public offerings
of structured
products

a

19 public 58 publ
offerings of
shares s

subscription

ic

41 public offerings of
bonds

including:

24 offerings conducted
without the need to
prepare and approve a
prospectus

Source: UKNF’s own study

The total value of public cash offerings in 2019 amounted to PLN 5 476.7 million, including
the value of share subscriptions of PLN 697.7 million, the value of public offerings of shares
of PLN 356 million, the value of offerings of bonds of PLN 3 580.3 million, and the value of
offerings of structured products of PLN 842.8 million.

The data on the value and number of public cash offerings in the years 2016- 2019 are

shown in Table 28.

Table 28. The value and number of public cash offerings in the years 2016-2019

Year 2016 2017 2018 2019
Detailed list Nur:fber Value Nur;}ber Value Nur:fber Value (in Nur:fber Value
offerings (in PLN offerings (in PLN offerings PLN offerings (in PLN
* mllllon) *ox ml"lon) *kk ml"lon) Rekekek mllIIon)
Public issue of 64| 3564.04 71| 2184.62 48| 1058.30 58| 697.65
shares
Public offerings 3
of bonds 74 | 6 820.93 72| 7 759.08 37| 4399.85 41 580.25
Public offerings
of shares 38 579.80 51| 7047.82 20 331.27 19| 356.01
Public offerings
of structured 0 43 490.07 60| 1030.60 56| 842.79
products
43
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Total public 176 10 23717 481.59 165| 6 820.02 174 5

offerings 964.77 476.70
Including:

Initial public 46| 13225 48 7776.8 29 343.9 38 106.8

offerings

Source: UKNF’s own study

*in 2016, 1 non-cash public offering was also conducted
**in 2017, 2 non-cash public offerings were conducted
***in 2018, non-cash public offerings were also conducted
****in 2019, 1 non-cash public offering was also conducted

EXCHANGE COMMODITY MARKET
Towarowa Gietda Energii S.A.
Commodity exchange

In Poland, apart from the existing capital market, there is also an exchange commodities
market, which is operated by Towarowa Gietda Energii S.A [Polish Power Exchange]
(hereinafter: ‘TGE S.A.’) In 2019, TGE S.A. operated seven markets, whose subjects of trade
could be electricity, property rights, natural gas, and the commodity forward electricity and
natural gas market. Parties to transactions carried out on the exchange may only be entities
which entered into a membership agreement with the Exchange and are authorised to
operate on the exchange. TGE S.A. is part of the GPW S.A. Group.

78 companies operated as participants in the exchange commodity market as at the end of
December 2019. As at 31 December 2019, 3 705 entities were included in the Register of
Certificates of Origin, kept by TGE S.A. 619 entities were members of the Register of
Certificates of Origin.

Regulated market

The regulated market is operated by Towarowa Gietda Energii S.A. under the name
‘Financial Instruments Market.” Only financial instruments other than securities whose
underlying instrument is an exchange commodity admitted to trading on the commodity
exchange may be traded on this market. The regulated market operates in accordance with
the Trading Regulations of the Financial Instruments Market of TGE S.A., amendments to
which are approved by the KNF Board, and the Detailed Trading Rules of the Financial
Instruments Market of TGE S.A. specifying the provisions of that document. The subjects of
trading are EU Allowances (EUA). 8 companies operated as participants in the Financial
Instruments Market as at the end of December 2019.
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Data on trading in energy on TGE S.A."3
Electricity

In 2019, the electricity trading volume on the Polish Power Exchange (TGE) amounted to 228
905 528 MWh, which corresponds to an increase of 1,3% in relation to 2018. It is also the
best result in the history of trading on the Polish Power Exchange.

The volume on the spot market increased by 22.4%, to 33 915 069 MWh. The volume on the
Day-Ahead Market amounted to 33 740 542 MWh (an increase of 22.1%) and on the Intraday
Market to 174 527 MWh (an increase of 125.3%). On the Commodity Derivatives Market
(RTT), the trading volume decreased by 1.7%, to 194 990 459 MWh.

In 2019, the weighted average price of the BASE contract on the Day-Ahead Market was
PLN 229.62 /MWh, going up by PLN 4.91/MWh above the level in 2018. The respective price
for December was PLN 184.80/MWh, which corresponds to a month-on-month decrease of
PLN 33.10/MWh.
Whereas on the Commodity Derivatives Market, the weighted average price of the annual
contract with base load delivery in 2019 (BASE_Y-20) amounted in the whole 2019 to PLN
266.40/MWh, which corresponds to an increase of PLN 24.00/MWh in relation to the price
from the quotations of the BASE_Y-19 contract in 2018. In December, the respective price of
the BASE_Y-20 contract fell in relation to November by PLN 13.76/MWh, to the lowest 2019
value of PLN 242.14/MWh.

Natural gas

The total trading volume on natural gas markets in 2019 amounted to 146 106 097 MWh,
which corresponds to a YOY increase of 2.0% and represents the best result in the history of
quotations on TGE. On the Day-Ahead and Intraday Markets for gas, the trading volume was
22 639 240 MWh (a decrease of 4.4% in relation to 2018). On the Day-Ahead Market for gas,
the trading volume amounted to 16 949 762 MWh (a decrease of 3.7%) and on the Intraday
Market for gas to 5 689 478 MWh (an decrease of 6.3%). The trading volume on the
Commodity Derivatives Market amounted to 11 897 255 MWh and increased by 3.2% in
relation to 2018.

In 2019, the weighted average price on the Day-Ahead and Intraday Markets for gas was
PLN 72.72/MWh, i.e. PLN 33.30/MWh less than in 2018. The respective price in December
fell month on month by PLN 5.10/MWh, down to PLN 70.16/MWh. Whereas on the
Commodity Derivatives Market, the weighted average price of the contract with delivery in
2020 (GAS_BASE_Y-20) amounted in 2019 to PLN 89.91/MWh, i.e. PLN 16.37/MWh less in
relation to the respective price from the quotations of the GAS_BASE_Y-19 contract in 2018.

13 At national level, the monitoring of the energy market is regulated in the Act of 10 April 1997 — the Energy Law,
amended on 11 September 2015 due to the need to adapt national regulations to the requirements laid down in
the Regulation on Wholesale Energy Market Integrity and Transparency (REMIT). In consequence, the President
of the Energy Regulatory Office (PL: Urzad Regulacji Energetyki— URE) is responsible for:
a) monitoring the wholesale energy market,
b) cooperation with the Agency for the Cooperation of Energy Regulators (ACER), regulators in EU Member
States, UOKIK and the KNF Board, to the extent necessary for the performance of obligations under
REMIT,
c) reporting suspected market manipulation to ACER,
d) keeping the register of wholesale energy market participants,
e) conducting inspections and preliminary investigations in respect of market manipulation or attempted
market manipulation and misuse of inside information in the energy market,
f)  imposing financial penalties, if necessary.
In view of the foregoing, the supervision of TGE S.A. with respect to the Intraday Market for electricity, Intraday
Market for gas, the Day-Ahead Market for electricity, the Day-Ahead Market for gas, Commodity Derivatives
Market for electricity and Commaodity Derivatives Market for gas is the responsibility of the President of URE, and
with respect to the Property Rights Market, the Emission Allowance Market and the Commodity Derivatives
Market (for financial instruments) — the responsibility of the KNF Board.
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In December 2019, the respective price of the GAS_BASE_Y-20 contract amounted to PLN
74.00/MWh, i.e. PLN 6.90/MWh less than in November 2019.

Property rights

In 2019, the total volume of trading in property rights for electricity amounted to 43 896 220
MWh. In 2019, the volume of trading in green certificates (instruments PMOZE and
PMOZE_A on the Property Rights Market) amounted to 25 923 678 MWh, which is 15.8%
less than in 2018.

The weighted average price during sessions on the Property Rights Market in 2019 for the
PMOZE_A instrument was PLN 132.19/MWh, that is PLN 28.37/MWh more compared with
2018. In December 2019, the price fell compared with November 2019 by PLN 1.46/MWh, to
PLN 147.56/MWh.

The volume of trading in property rights for energy efficiency in 2019 amounted to 492 163
tonnes of oil equivalent (toe), which corresponds to a year-on-year increase of 49.1% and
represents the highest value in the history of trading.
In December 2019, the trading volume decreased year-on-year by 13.2%, to 26 493 toe. The
volume of trading in the same PMEF instrument in December 2019 was 12 712 toe, with the
weighted average session of PLN 1 701.48/toe (an increase of PLN 56.27/toe in relation to
November 2019).

Register of Certificates of Origin

Throughout 2019, transactions with a volume of 19 124 096 MWh were entered in the
Register of Certificates of Origin, which corresponds to an increase of 13.5% YOY.

In December 2019, the trading volume amounted to 1 996 929 MWh, and the weighted
average price to PLN 0.97/MWh.

Izba Rozliczeniowa Gietd Towarowych S.A.

Izba Rozliczeniowa Gietd Towarowych S.A. The Commodity Clearing House (PL: Izba
Rozliczeniowa Gietd Towarowych S.A. — IRGIT S.A.) is authorised to run the Settlement
House and the Clearing House, which is one of the preconditions for clearing and settling of
financial instruments in the regulated market. On 4 November 2015, IRGIiT S.A. began to
settle financial instruments in the above-mentioned area upon the commencement of
quotation on the Financial Instruments Market of Towarowa Gietda Energii S.A. (TGE S.A.)
According to Article 68a(14) of the Act on trading in financial instruments, the Clearing House
and the Settlement House may act as the Exchange Clearing House as defined in the Act on
commodity exchanges. Since June 2010, the Exchange Clearing House run by IRGIiT S.A.
has been settling transactions carried out on all markets of TGE S.A., including the gas
market. The Exchange Clearing House is a partner of TGE S.A. in cross-border energy
trading within a market coupling and XBiD project . In addition, IRGIiT S.A. is an entity owned
in 100% by TGE S.A. and forming part of the GPW S.A. Group.

3. BANKING SUPERVISION

3.1. BANKS AND CREDIT INSTITUTIONS

3.1.1. LICENSING

ESTABLISHING A BANK AND COMMENCING OPERATIONS
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In 2019, the KNF Board adopted a resolution on the authorisation to establish bridge
institutions that are bank in the form of a joint-stock company. The institutions did not
commence their activities in 2019.

A bridge institution is an entity established under the Act of 10 June 2016 on the Bank
Guarantee Fund, the deposit guarantee scheme and compulsory restructuring (Journal of
Laws 2019, item 795, as amended), having the Bank Guarantee Fund as its sole shareholder
or the parent undertaking, established to assign equity interest of an entity under
restructuring, its business or property rights or liabilities of an entity under restructuring with a
view to continuing, in full or in part, the business pursued by an entity under restructuring.

In 2019, the KNF Board adopted a resolution authorising the commencement of business of
ING Bank Hipoteczny Spoétka Akcyjna, a company established under authorisation from the
KNF Board granted in 2018. The KNF Board also approved the rules for determining the
mortgage lending value of real property and issued a decision on the appointment of a
trustee and deputy trustee at that bank.

Following examination of the application for a review of the case, the KNF Board upheld its
administrative decision of 2018 denying authorisation to commence the activity to Polski
Bank Apeksowy Spétka Akcyjna.

TASKS RELATING TO CHANGES IN THE GOVERNING BODIES OF BANKS

In 2019, the KNF Board adopted 59 final decisions in the form of resolutions on approval of
the appointment or delegation of functions of members of management boards, including
presidents, including:

— 4 decisions on approval of the appointment of presidents of management boards of banks
operating as joint-stock companies,

— 42 decisions on approval of the appointment of presidents of management boards of
cooperative banks,

— 4 decisions on approval of the appointment of or delegation of functions of members of
management boards of supervising the management of risks relevant to the activities of
bank operating as joint-stock companies,

— 4 decisions on approval of the appointment or delegation of functions of members of
management boards supervising the management of risks relevant to the activities of
cooperative banks,

— 3 decisions on refusal to approve the appointment of presidents of management boards
of cooperative banks,

— 2 decisions on appointment of a president of the management board and a member of the
management board of a cooperative protection scheme.

In the above-mentioned cases, 12 final decisions to discontinue proceedings were issued.
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Diagram 17. Number of decisions issued in the form of resolutions deciding on the merits of
the case, on approval of the appointment or delegation of functions of members of
management boards, including presidents, of commercial banks and cooperative banks in
the years 2016-2019
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TASKS RELATING TO CHANGES IN THE SHAREHOLDERS’ STRUCTURE AND MERGER
OF BANKS OPERATING AS JOINT-STOCK COMPANIES

In 2019, the KNF Board made 1 final decision in the form of a resolution declaring that there
were no grounds for objecting to the planned acquisition of a bank’s shares or becoming a
parent undertaking of a domestic bank. The KNF Board discontinued 1 proceeding in that
respect.

In 2019, the KNF Board made 3 decisions in the form of a resolution on the merger of banks,
including 2 decisions on a cross-border merger. The KNF Board also issued 1 decision to
refuse to approve a merger of domestic banks.

AMENDMENTS TO THE ARTICLES OF ASSOCIATION OF BANKS

In 2019, following examination of applications for amendments to the articles of association

of banks, the KNF Board issued 231 final decisions, including :

— 43 decisions on the authorisation to make amendments to the articles of association of
banks operating as joint-stock companies,

— 188 decisions on the authorisation to make amendments to the articles of association of
cooperative banks.

The KNF Board also discontinued 9 proceedings in respect of authorisation to make
amendments to the articles of association of banks.
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Diagram 18. The number of final decisions on the merits of the case, to approve
amendments to the articles of association of commercial banks and cooperative banks in the
years 2016-2019
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OPERATING AS PART OF CROSS-BORDER ACTIVITY

In 2019, the KNF Board received:
5 notifications from credit institutions on the taking-up of activity in the territory of the
Republic of Poland through a branch,

Report on the activities of the UKNF and the KNF Board in 2019

1 notification of cessation of activities carried out by a credit institution through a branch,

37 notifications from credit institutions of an intention to pursue cross-border activity in the
territory of the Republic of Poland,
12 notifications from credit institutions on cessation of cross-border activities in the
territory of the Republic of Poland,
1 notification from a domestic bank of an intention to pursue business through a branch
and cross-border business in the territory of a member state of the European Economic

Area.
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Diagram 19. Number of new notifications from credit institutions and financial institutions
operating in the territory of the Republic of Poland through a branch and as part of cross-
border activities in the years 2016-2019
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In 2019, in connection with notifications from credit institutions on their operations carried out
in the territory of the Republic of Poland through a branch received in 2018 and 2019, the
KNF Board issued 7 decisions on the indication of conditions which, in the interest of the
general good, a branch of a credit institution must fulfil when conducting its activities in the
territory of the Republic of Poland.

REPRESENTATIVE OFFICES OF CREDIT INSTITUTIONS AND FOREIGN BANKS IN
POLAND

In 2019, due to the notified termination of operations in the Republic of Poland, the KNF
Board issued 3 decision stating expiry of the authorisation to open a representative office of
credit institutions and foreign banks.

OTHER DECISIONS IN THE LICENSING AREA OF THE BANKING SECTOR

In 2019, 18 other decisions were also issued in the form of resolutions of the KNF Board as
well as final and interim decisions issued under the authority of the KNF Board.

3.1.2. SUPERVISORY ACTIVITIES
PRUDENTIAL SUPERVISION OF DOMESTIC BANKS

The supervisory activities undertaken by the KNF Board in 2019 consisted in day-to-day
monitoring and quarterly review of the economic and financial standing of banks (assessment
for the fourth quarter of 2018 and three quarters of 2019). On that basis, quarterly bank
ratings were assigned in the KOBRA system. In 2019, all commercial banks were assessed.
194 quarterly analyses of commercial banks were drawn up. In 2019, the process of cyclical
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review and supervisory assessment of cooperative and affiliating banks continued. 2 182
quarterly analyses of cooperative banks and 8 quarterly analyses of affiliating banks were
drawn up.

In addition to the quarterly assessment, banks are subject to a review as part of the SREP,
i.e. the Supervisory Review and Evaluation Process. Detailed information on the SREP in the
banking sector is provided in the section ‘Supervisory Review and Evaluation Process
(SREP)'.

The consolidated financial statements of banks, the economic and financial situation of
holding companies and parent undertakings of banks were analysed as part of the
consolidated supervision. As part of day-to-day analytical supervision, banks were selected
for comprehensive and targeted inspections, and then the information was passed to the
organisational units of the UKNF responsible for inspection activities. Data for bank
inspections was prepared.

Comparative analyses of the classification of receivables from the same borrower by different
banks as well as the presentation of the shareholding of some of the significant bank clients
were carried out — in the event of discrepancies, suitable activities consisting in appropriate
notices to the supervised entities were taken. The review also covered the geographic and
industry-related structure of receivables of domestic banks and branches of credit unions.

Superwsory activities were carried out, among others, in the following areas:
strengthening the capital base, including guidance for dividend pay-out,

— transformation processes,

— administrative proceedings, including applications to classify subordinated debt as funds,
interim profits, establishment of compulsory administration,

— liquidity,

— verifying banks’ resilience to possible negative changes in the macroeconomic
environment (stress tests),

— rehabilitation plans (PL: plan postepowania naprawczego — PPN), including the
assessment of the status of their implementation and/or completion,

— processes for the approval of recovery plans and their further monitoring,

— the assignment of SREP ratings,

— the implementation of recommendations issued as part of an inspection, the SREP
assessment and any other recommendation following off-site supervision.

In 2019, the KNF Board familiarised itself with studies regarding the banking sector:
— Report on the standing of banks in 2018,

— Information on the standing of banks in the first quarter of 2019,

— Information on the standing of banks in the second quarter of 2019,

— Information on the standing of banks in the third quarter of 2019,

— Information on the standing of cooperative banks in the third quarter of 2018,

— Information on the standing of cooperative banks in 2018,

— Information on the standing of cooperative banks in the first quarter of 2019,

— Information on the standing of cooperative banks in the second half of 2019,

— Information on the standing of cooperative banks in the third quarter of 2019,

— SREP Report for cooperative and associating banks for 2018,

— Information of the distribution of profit generated by cooperative banks in 2018.
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SUPERVISION OF BANKS SUBJECT TO REHABILITATION PROCEEDINGS

In 2019, 6 commercial banks were subject to rehabilitation proceedings. At the end of 2018,
44 cooperative banks and 1 affiliating bank were subject to rehabilitation measures. Whereas
at the end of 2019, rehabilitation measures were being applied to 60 cooperative banks and 2
affiliating banks.

The KNF Board examined two semi-annual reports on the standing of commercial banks
subject to rehabilitation proceedings and two semi-annual reports on the standing of
cooperative banks subject to rehabilitation proceedings.

Diagram 20. Number of commercial and cooperative banks subject to rehabilitation
proceedings in the years 2016-2019
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Diagram 21. Share of assets of commercial and cooperative banks subject to rehabilitation
proceedings in the banking sector assets (in %) in the years 2016-2019
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The share of assets of cooperative banks subject to a rehabilitation plan in the banking sector assets was 1.14%
at the end of 2019.
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FINAL DECISIONS ON OWN FUNDS

Final decisions issued in 2019 in individual cases were related to:

permission to classify the bank’s cash gained from the issue of long-term bonds and
subordinated loans as instruments in Tier |l capital (19 final decisions),

authorisation to include bank’s profit for a given period as Tier 1 capital (30 final
decisions),

authorisation to classify the issued shares to the Tier | core capital (8 final decisions),
authorisation of early redemption of subordinated bonds included in Tier 2 capital (1 final
decision),

authorisation of early return of the funds deriving from the subordinated loan included in
the Tier 2 capital (3 final decisions),

ordering a bank to maintain an additional own funds requirement in accordance with
Article 138(1)(2a) (8 final decisions),

permission to classify liabilities arising from the financial instruments issued by the bank
as Tier | capital (113 final decisions),

permission to reduce own funds (402 final decisions),

permission to reduce own funds / prior consent (34 final decisions),

declaration of expiry of a final decision on the recommendation to maintain own funds for
covering additional capital requirement to safeguard against the risk resulting from
mortgage-secured foreign currency credit facilities and loans for households (2 final
decisions).

FINAL DECISIONS CONCERNING MERGER

The KNF Board authorised the merger of:

Bank Millennium (the acquiring bank) and Euro Bank (the bank being acquired),

Bank Spéidzielczy w Starej Biatej (the acquiring bank) and Bank Spotdzielczy w Zychlinie
(the bank being acquired),

Bank Spotdzielczy w Ptonsku (the acquiring bank) and Bank Spotdzielczy w Zatuskach
(the bank being acquired),

Bank Spofdzielczy w Konskowoli (the acquiring bank) and Nadwislanski Bank
Spoétdzielczy w Putawach (the bank being acquired),

Krakowski Bank Spotdzielczy (the acquiring bank) and Bank Spétdzielczy w Siewierzu
(the bank being acquired),

Krakowski Bank Spofdzielczy (the acquiring bank) and Bank Spotdzielczy Bytom (the
bank being acquired),

Bank Spotdzielczy w Miedzyrzecu Podlaskim (the acquiring bank) and Bank Spoétdzielczy
w Konstantynowie (bank przejmowany),

Gospodarczy Bank Spotdzielczy w Miedzyrzeczu (the acquiring bank) and Bank
Spétdzielczy w Santoku (bank przejmowany),

Bank Spétdzielczy w Starogardzie Gdanskim (the acquiring bank) and Bank Spétdzielczy
w Smetowie Granicznym (bank przejmowany),

Bank Spoétdzielczy w Brodnicy (the acquiring bank) and Bank Spoétdzielczy w Ostrotece
(bank przejmowany),

Bank Spétdzielczy w Starej Biatej (the acquiring bank) and Sierpecki Bank Spoétdzielczy
(bank przejmowany).

STRESS TESTS

In 2019, for the tenth time, the UKNF conducted stress tests for the banking sector. The
purpose of the tests was to determine the potential impact of changes in the macroeconomic
environment on the financial and capital situation of the Polish banking sector institutions and
to assess the sector’s resilience to shock. Commercial banks accounting for 86% of the
sector’s assets participated in the stress test exercise.
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Having received the data, the UKNF conducted preliminary verification of the data. The
verification covered internal consistency of forecasts and their compliance with the
methodology, as well as the reality of extrapolated trends. Additionally, models developed at
the KNF were used to verify bank forecasts. All doubts that arose during that process were
systematically consulted with the banks. The published results indicate high resistance of the
banking sector to hypothetical market shocks as well as its good capitalisation.

In 2019, the UKNF also conducted the first edition of supervisory liquidity stress testing. The
purpose of the liquidity stress testing was to analyse the sensitivity of banks’ short-term
liquidity position, to verify the banks’ liquidity buffers, and to estimate possible shortages of
liquid assets to comply with the LCR standard.

SUPERVISORY REVIEW AND EVALUATION PROCESS (SREP)

In March 2019, the KNF informed banks about the publication of the amended Methodology
of supervisory review and evaluation process of commercial, affiliating and cooperative banks
(hereinafter: ‘SREP methodology’).

The amendments to the SREP Methodology introduced, into the supervisory review and
evaluation process for banks, the provisions of national legislation related to MIFID [I™4
appllcable to banks as of 21 October 2018, introduced by in particular:
Act of 1 March 2018 amending the Act on trading in financial instruments and certain
other laws,

— Regulation of the Minister of Finance of 30 May 2018 on the procedure and conditions to
be followed by investment firms, banks referred to in Article 70(2) of the Act on trading in
financial instruments, and custodian banks,

— Regulation of the Minister of Finance of 8 June 2018 on detailed technical and
organisational conditions for investment firms, banks referred to in Article 70(2) of the Act
on trading in financial instruments, and custodian banks.

Addressing the above-mentioned provisions in the framework of the supervisory review and

evaluation process was aimed at increasing the control of the compliance by banks offering

financial instruments with the rules governing the performance of activities such as e.g.:

product governance, execution of customers’ orders, the principles of recommending

investments to customers, and the knowledge and experience of the customer service staff.

The changes introduced in the SREP Methodology in 2019 also included the implementation

of requirements under other laws and good supervisory practices, including in particular the

provisions on banks recognised as key service operators and banks operating as payment
service providers, resulting from:

— Act of 10 May 2018 amending the Act on payment services and certain other laws,
implementing the provisions of PSD2' into the national legal system,

— Act of 5 July 2018 on the national cybersecurity system.

Additionally, to increase the consistency of the supervisory review and evaluation process

with European requirements, the 2019 SREP took into account the provisions of the

amendment to the Guidelines on the SREP ¢ drawn up by the European Banking Authority

(hereinafter: ‘EBA’), which lay down uniform rules of the supervisory review and evaluation

14 Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 on markets in financial
instruments and amending 2002/92/EC and Directive 2011/61/EU, and related delegated and implementing
regulations.

5 Directive of the European Parliament and of the Council of 25 November 2015 on payment services in the
internal market, amending Directives 2002/65/EC, 2009/110/EC and 2013/36/EU and Regulation (EU) No
1093/2010, and repealing Directive 2007/64/EC (Text with EEA relevance).

6 Guidelines on the revised common procedures and methodologies for the supervisory review and evaluation
process (SREP) and supervisory stress testing, amending the guidelines EBA/GL/2014/13 of 19 December 2014
(EBA/GL/2018/03).
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process in EU countries. The amendment to the Guidelines on the SREP effective as of 1
January 2019 became the basis for extending the SREP in relation to:

— supervisory assessment of the stress tests carried out by banks,

— planning and conducting, at the UKNF, supervisory stress tests and sensitivity tests.

In 2019, banks were also assessed for their status of preparation for the implementation of
the Guidelines on IRRBB'", which transpose the changes in good practices in the
management of interest rate risk in the banking book, introduced by the standard of the Basel
Committee on Banking Supervision of April 2016.

The SREP conducted by the KNF takes into account, in a complementary and consistent
manner, the findings from on-site analyses and on-site inspections carried out by the
supervisory authority at banks.

In 2019, following the identification of irregularities in the agency activities related to the
offering of capital market products, the Banking Supervision Division, as part of the new
structures at the UKNF, extended its cooperation with the Capital Market Supervision
Division, which was delegated to carry out on-site inspections at banks.

The intensity of the SREP at individual banks depends primarily on the overall SREP score
assigned in the previous SREP cycle and the results of categorisation process. The SREP
methodology involves periodic updates of the SREP score as part of quarterly off-site
analyses, and a dialogue between the supervisory authority and banks. Similarly as in
previous years, the SREP also took into account the results of ad Aoc reviews conducted by
the supervisory authority, e.g. in the form of surveys.

In 2019, commercial banks were given 27 final SREP ratings, while cooperative banks were
given 538 final SREP ratings.

RECOVERY PLANS

The main objective of a recovery plan is to introduce preventive measures to avoid the
escalation of adverse events which might lead, in extreme cases, to bank failure or to the
launch of forced resolution by the bank’s body responsible for forced resolution, and to
secure the continuity of business in areas deemed critical.

2019 was another year in which banks submitted to the KNF Board appropriate requests for
approval of a recovery plan by means of a final decision. In most cases, the requests resulted
from the obligation to update the recovery plans at least annually, referred to in Article
141m(4) of the Banking Law (request for approval of an updated recovery plan). 13 recovery
plans were accepted in 2019 and 5 requests were still being reviewed at the end of 2019.

MONITORING OF BANKS’ COMPLIANCE WITH APPLICABLE REGULATIONS

The KNF carries out regular off-site monitoring of the financial situation of banks, including
the liquidity and capital situation. In 2019, once again special emphasis was placed on
maintaining good quality of equity and its appropriate level by banks. Equity ensures safety
for a bank in the event of adverse external events which might arise, for example, in
connection with a crisis in real terms or turbulence in international financial markets.

DIVIDEND POLICY AND ADDITIONAL CAPITAL REQUIREMENT

17 Guidelines EBA/GL/2018/02 of 19 July 2018 on the management of interest rate risk arising from non-trading
book activities.
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In order to maintain capital adequacy at a level deemed safe, once again the supervisory
authority issued recommendations for commercial banks concerning the payment of
dividends. The direct objective of the dividend policy is to ensure stability of the banking
sector by strengthening the capital base and to protect the users of financial services,
including depositors. The result of the UKNF’s current dividend policy is a stable and high
total capital ratio of 19.10% in the sector at the end of 2019 (19.05% at the end of 2018).

When formulating the dividend policy, the UKNF took into account the recommendations of
the European Central Bank (ECB) on dividend distribution policies (already applied in
previous years) and maintained the additional criteria for banks engaged in foreign-currency
credit facilities. The amount of potential dividend depends on the bank’s capital ratios, SREP
score, level of leverage, size of its portfolio of housing currency loans and share in the
portfolio of loans granted in 2007-2008. In addition, the possibility to pay out 100% of the
profit was limited to institutions with a relatively low sensitivity of capital position to an
unfavourable macroeconomic scenario.

In spite of a good current situation, it is recommended to maintain a strong capital base, and
in the case of some banks its further strengthening due to the level of risk already
accumulated in the balance sheets of banks and the uncertainty about the future
development of the economic prosperity.

To that end, in 2019, the KNF Board issued recommendations setting additional capital
requirements for 12 banks (on a solo or consolidated basis) resulting from the fact that they
hold portfolios of mortgage-secured foreign currency loans of households in EUR and CHF.
The additional capital requirement is calculated under Pillar Il for loan portfolios with
particularly high risk and provides individualised impact on banks with significant portfolios of
foreign currency loans granted to unsecured borrowers, i.e. those who earn income in a
currency other than the loan currency. As recommended in Resolution No 14/2017 of the
Financial Stability Committee, in 2017, additional capital requirements under Pillar Il were
supplemented with requirements for operational risk, market risk and collective default risk in
respect of risk factors relating to the foreign currency loan portfolio.
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Diagram 22. Own funds and capital adequacy of the domestic banking sector in the years
2016-2019
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The data for 2019 come from the monthly bank reporting for December 2019 and they have not been audited.
Data for previous years may differ from data published in previous reports due to corrections made by the banks
as well as the subsequent audit process.

IDENTIFICATION OF OTHER SYSTEMICALLY IMPORTANT INSTITUTIONS (O-SlIs)

Under the Act of 5 August 2015 on macro-prudential supervision,’ the KNF Board is obliged
to identify other systemically important institutions and to set appropriate capital buffers for
them.

The identification of other systemically important institutions, made by the KNF Board for the
first time in 2016, was based on the following criteria: the size of a given financial institution,
its importance for the economy of the Republic of Poland and the European Union, the
importance of its cross-border activity and the examination of interrelationship between a
given institution or group and the financial system.

The said Act also requires the KNF Board to annually review the adequacy of the buffer rate
of an O-SlII. In 2019, under the said Act, the KNF Board reviewed the adequacy of the buffer
rate of an O-Sll. Following the review and taking into account the opinion of the Financial
Stability Committee, by its final decisions of 14 October 2019 the KNF Board confirmed the
identification of nine banks as O-Slls and ceased to recognise two banks as O-Slls. On that
basis, the KNF Board also decided to set appropriate capital buffers.

ASSESSMENT OF THE PORTFOLIO OF CONSUMER LOANS FOR HOUSEHOLDS AS AT
THE END OF 2018 + MID-YEAR 2019

The UKNF has carried out an assessment of the portfolio of consumer loans and housing
loans annually since 2008, and since 2019 mid-year surveys are also conducted in that
respect.

The portfolios of banks under assessment at the end of 2018 (at the end of the first half of
2019") included respectively 20.5 million (18.9 million) consumer loans with a total value of

8 Act of 5 August 2015 on macro-prudential supervision of the financial system and crisis management in the
financial system (Journal of Laws 2015, item 1513, as amended).
9 The mid-year survey on consumer loans in 2019 did not cover the credit portfolio of Euro Bank.
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PLN 164.3 billion (PLN 164.4 billion) and an average value of PLN 8.0 thousand (PLN 8.7
thousand). In value terms, cash loans prevailed (63.8% of the total loan value at the end of
2018 and 71% at the end of the first half of 2019).

In 2018 and the first half of 2019, there was an increase in the demand and supply of
consumer credits, resulting in record sales in value terms (PLN 87.2 billion and PLN 46.4
billion, respectively) and an increase in the average amount of credit (from PLN 9.2 thousand
in 2018 to PLN 10 thousand in the first half of 2019).

With the increase in the amount of credit, a reduction in the quality of the loans was noted.
The lowest quality was reported for loans above PLN 100 thousand (at the end of the 1st half
of 2019, impaired loans accounted for 11.4% of the total number of such loans and 14.9% of
their total value).

From 2012 onwards, there has been a dynamic increase in high-value consumer loans. At
the end of 2018, the portfolios of banks participating in the survey included 1.0 million loans
in the amount of over PLN 50 thousand (5.1% of the total number of loans), with a total value
of PLN 73.3 billion (44.6% of the total value of the portfolio). At the end of the 1st half of 2019,
the number of such loans was PLN 1.05 million (5.1% of the total number of loans), and their
total value was PLN 73.9 billion (44.9% of the total value of the portfolio). In terms of duration
of the lending period, the predominant loans are those granted for over 5 years, which
accounted for 82% of the total value of loans granted above the amount of PLN 50 thousand
at the end of 2018 (86% at the end of the 1st half of 2019). At this point it should be noted
that a part of those loans are debt consolidation loans.

The share (by gross carrying amount) of loans with nominal value over PLN 50 thousand at
the time of credit granting and the original repayment period over 5 years increased in the
first half of 2019 to 38.5% from 36.7% in 2018.

ASSESSMENT OF THE PORTFOLIO OF HOUSING LOANS FOR HOUSEHOLDS AS AT THE
END OF 2018 + MID-YEAR 2019

At the end of 2018, the portfolios of the banks under assessment included 2.2 million housing
loans granted to households, with a total value of PLN 406.4 billion (compared to 2.2 million
loans worth PLN 410.7 bilion at the end of the first half of 2019%).
Loans in PLN prevailed (75.5% of the total number of loans granted, and 70.1% of the total
value of the credit portfolio at the end of 1st half of 2019). The number and value of foreign-
currency loans decreases systematically: at the end of 2018 (at the end of the 1st half of
2019), banks held 555.9 thousand (540.1 thousand) foreign-currency loans with a total value
of PLN 128.6 billion (PLN 122.7 billion), including 457.3 thousand (442.7 thousand) loans in
CHF with a total value of PLN 104.8 billion (PLN 99.7 billion) in their portfolios.

For several years, the number and value of impaired loans and loans where the payment is
more than 30 days late has remained relatively stable (at the end of the first half of 2019,
there were 37.3 thousand non-performing loans with a total value of PLN 10.1 billion, which
represented 1.69% of the total number of loans and 2.45% of their total value).

In 2019 there was an increase in lending (the value of originated loans in the first half of 2019
increased by 11.9% compared to the first half of 2018, with a decrease in the number of
originated loans by 0.7%). The average value of a housing loan granted in the first half of
2019 was PLN 275 thousand, and was PLN 21 thousand higher than in 2018.

For loans granted in the first half of 2019, there was an increase in the loan-to-value (LTV)
ratio as compared to loans granted in 2018. For 74% of loans granted in 2018, LTV at the
starting point of credit did not exceed 80% and LTV for 26% of loans was between 80% and
90%. For loans granted in the first half of 2019, the share was 64% and 36%, respectively.

20The mid-year survey on housing loans in 2019 did not cover the credit portfolio of Euro Bank.
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3.1.3. INSPECTION ACTIVITIES
INSPECTIONS AT COMMERCIAL BANKS: GENERAL INFORMATION

Inspection activities at banks in 2019 were carried out on the basis of the provisions of law
and the KNF prudential recommendations, taking into account the guidelines of the European
Banking Authority (EBA) and the Basel Committee on Banking Supervision (BCBS), based
on uniform standards and examination procedures included in the Inspection Manual and
detailed methodologies supplementing the Inspection Manual.

Inspection activities were carried out in the form of comprehensive and targeted inspections,
preliminary investigations and validation proceedings.

Table 29. Inspection activities carried out by the UKNF at commercial banks in 20192

Inspection activities Number
Targeted inspections 17
Comprehensive inspections
Preliminary investigations 1

Source: UKNF’s own study

COMPREHENSIVE AND TARGETED INSPECTIONS AT COMMERCIAL BANKS

In the case of comprehensive inspections, the inspection activities focused primarily on the
inspection of banks’ management of each risk, in particular credit, liquidity, market and
operational risks, and on the assessment of capital adequacy and management of the bank,
considering compliance with banking laws, the related supervisory standards, the articles of
association, and compliance with the requirements set out in the authorisation to establish a
bank.

Inspection activities carried out as part of comprehensive inspections and selected targeted
inspections usually also covered thematic reviews, i.e. reviews targeted at examining the
same set of issues, in particular at systemically important banks (so-called thematic
inspections). The scope of thematic reviews included topics such as:

— measurement of assets according to IFRS 9%,

— internal control system, considering the new regulatory requirements and supervisory
standards (in particular Regulation of the Minister of Development and Finance of 6
March 2017 on the risk management system and the internal control system,
remuneration policy and the detailed method for estimation of internal capital at banks
(Journal of Laws 2017, item 637), and the KNF’s Recommendation H on internal control
system at banks).

The following areas/issues were covered by the remaining targeted inspections conducted at

commercial banks:

— management of liquidity and funding risks,

— management of market risk and overall interest rate risk in the banking book,

— capital adequacy.

21 This table does not include validation proceedings (conducted at commercial banks) or inspections at
representative offices of foreign banks.

22 Commission Regulation (EU) 2016/2067 of 22 November 2016 amending Regulation (EC) No 1126/2008
adopting certain international accounting standards in accordance with Regulation (EC) No 1606/2002 of the
European Parliament and of the Council as regards International Financial Reporting Standard 9.
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Inspections of the correctness of calculating and transferring the required amount of the
statutory reserve were carried out during 3 comprehensive inspections at commercial banks,
for the purpose of cooperation between the UKNF and the NBP.

Tables 30-35 provide summary information on the material irregularities (concerning to
varying degrees the entities under inspection) identified with respect to:

— the issues examined as part of thematic reviews,

— other material issues examined during targeted and comprehensive inspections.

Table 30. Material irregularities identified during inspection activities at commercial banks in
2019 in the area of credit risk in relation to the measurement of assets according to IFRS 9

Credit risk in terms of measurement of assets according to IFRS 9

Irregularities concerning the estimation of expected credit loss, allowances and provisions:
— improper modelling of credit risk parameters:
o failure to consider the ‘forward looking information’ factor,

e EAD modelling - failure to consider, or improper consideration of, early repayment and
extension of time limits for loan repayment,

e incorrect assumptions for the determination of the default rate,
— incorrect method of setting the behavioural lifetime of exposures,
— incorrect estimation of discounted cash flows:
o failure to apply at least two scenarios with a risk or likelihood of credit loss,

e failure to consider information about forecasts of future economic conditions.

Irregularities related to the identification of impairment of financial assets:

o |~ inconsistency in the definition of default used for the purpose of risk management and to
’ estimate expected credit losses,

— objections to the classification criteria for Stage 3.

Irregularities related to the identification of a significant increase in credit risk:
— lack of or insufficient quantitative and qualitative criteria,

3. | — making the assessment of a significant increase in risk relative to a single exposure
dependent on the quality of other financial instruments included in the homogeneous pool,

— identification of exposures characterised by low credit risk on the basis of discretionary
criteria.

4 Failure to meet supervisory expectations for consumer credit, including credit cards, with
" | interest rate calculation using the multiplier > 1.

5 Failure to recognise credit assets restructured for which a substantial modification took place as
" | POCI assets.

6 Objections to the rules of classification of financial instruments to the category of financial
" | instruments characterised by low credit risk.

Lack of assessment of a significant increase in credit risk as a consequence of improper
7. | classification of financial instruments to the category of financial instruments characterised by
low credit risk.

Source: UKNF’s own study

Table 31. Material irregularities identified during inspection activities at commercial banks in
2019 in the area of internal control system, considering the new regulatory requirements and
supervisory standards (in particular Regulation of the Minister of Development and Finance
of 6 March 2017 on the risk management system and the internal control system,
remuneration policy and the detailed method for estimation of internal capital at banks
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(Journal of Laws 2017, item 637), and the KNF Recommendation H on internal control
system at banks)

The internal control system, considering the new regulatory requirements and supervisory standards

Irregularities related to the internal control system (ICS), including:

— failure by a supervisory board to assign annual ratings of the ICS, or assigning an
ambiguous rating,

— too vague criteria for the assessment of adequacy and effectiveness of the ICS,

— too general rules of classification of irregularities identified as part of the ICS, in particular

1. material and critical irregularities, which make it impossible to clearly identify the categories
of irregularities,

— unclear or incomplete criteria for separation of material processes, which allowed for a free
choice and discretion in the approach, including a failure to consider quantitative factors,

— ambiguous definition of categories of irregularities identified as part of the control function
and by the internal audit unit.

Irregularities in record-keeping relative to the control function, including control mechanisms

and independent monitoring of their application, presented in the form of a matrix of control

functions, including:

— incomplete list of material processes and matrix of control functions,

2| failure to update the data in the matrix of control functions,

— lack of, or inappropriate, rules for independent monitoring of control mechanisms, including:
lack of reporting of the results of vertical testing,

— too vague criteria for selection of control mechanisms.

Irregularities in ensuring compliance as part of control functions and the compliance risk

management process, including:

— failure to ensure adequate staff resources in relation to the actual tasks of the compliance
unit,

3. |~ failure to ensure full independence of the compliance function, in particular the lack of direct
subordination of the compliance function to the bank’s governor and the lack of participation
by the head of the compliance unit or his/her alternate in certain meetings of the
management board and/or the supervisory board,

— failure to ensure full implementation of compliance testing plans for annual periods.
Irregularities in the functioning of the internal audit unit, including:

— failure to ensure full independence of the internal audit function,

— poor quality and insufficient scope of internal audit,

4. | —  failure to ensure full implementation of the audit plans in annual periods,

— lack of, or inappropriate, rules of cooperation betw