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Bigbank Group

at a glance

BIGBANK VALUES

Caring

We listen, understand as
well as support our custo-
mers and each other.

Result-oriented

We are professional and committed
to sustainable knowledge-based
performance.

Simplicity

We aim at simplicity in our
solutions and in customer
experience.

Development
We develop ourselves to
deliver better value
tomorrow than today.

Courage

We embrace challenges by
taking initiative, making
smart decisions and being
responsible.
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Countries of operation

Estonia Latvia Lithuania Finland Sweden Bulgaria Total

Start of operations 1992 1996 2007 2009 2012 2021
Loan portfolio,
EUR million 2877 152.9 283.0 105.6 75.8 1.6 906.6
Number of loans, thousands* 21 32 40 15 10 - 18
Deposit portfolio,
EUR million* 752.6 20.2 - 42.9 82.6 - 898.3
Number of deposits, thousands* 29 1 - 1 2 - 33
Number of employees* 279 70 82 17 8 8 464
* At 31 December 2021
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A YEAR OF RECORDS

Despite the ongoing pandemic and an unstable
economic environment, 2021 was a year of
spectacular success for Bigbank. The Group’s
assets exceeded the 1 billion-euro milestone
for the first time, closing the year at 1.2 billion
euros with annual growth of 52%. The rapid
increase was driven mainly by the loan portfolio
and investment properties. Comprehensive
income for the year grew by 69% to almost
36 million euros. Along with a strong financial
performance, and equally importantly for us,
we made significant progress in customer
service: our Net Promoter Score rose from 42
to 50 points.

| would like to thank the Bigbank team - you
have played a decisive part in our strong
performance and in taking our customer
service to the next level. | would also like to
thank our customers for their trust, and our
partners for their continued support.

EMPLOYEE ENGAGEMENT

Outstanding teamwork and a strong corporate
culture are the cornerstones of a company’s
success. Our annual survey shows that
Bigbank’'s employee engagement increased
significantly last year, in terms of team spirit,
customer focus and personal commitment.
As a result, overall employee satisfaction rose
from 65 to 73 points.

ACTIVE PRODUCT DEVELOPMENT

The key to our success lies in our attractive and
market-defining product offering. Last year we
passed another milestone in product portfolio
development when the Bigbank home loan,
a product already popular in Estonia, was
launched in Latvia and Lithuania. Services
offered to private customers were expanded
with car leasing in Lithuania and consumer
loans in Bulgaria.

In the corporate customer segment, we started
to provide agricultural and forest land loans
in Estonia and Latvia. Also, we invested in
increasing and upgrading the functionality of
our online services.

BIGBANK HOME LOANS NOW AVAILABLE
ACROSS THE BALTICS

Besides Estonia, where the product was
launched in 2020, we now offer home loans
in Latvia and Lithuania. Attractive terms have
made us a strong competitor in the segment to
universal banks across the region.

In addition to the usual annuity loans, from
2021 Estonian customers can apply for a unique
loan product that allows deferring principal
payments for up to 20 years. This means that
towards the beginning of the loan term the
borrower makes only interest payments, which
leaves more funds available to cover other
expenses or take on additional obligations,
such as a car lease.

Significant growth in the corporate banking
portfolio

For Bigbank, 2021 was a year of breakthrough
in corporate banking. Looking back, Ingo
Poéder, our Head of Corporate Banking, said
he felt, for the first time, that we have become
a viable option for corporate customers in
all three Baltic countries and his whole team
feels proud to be part of Bigbank. | agree
wholeheartedly.

Last year’s figures confirm it: Bigbank’s sales
of corporate loans and leases grew by an
exceptional 158%. In Estonia, for example, our
growth rate was nearly six times faster than
that of the market. Our gross corporate loan
and lease portfolio grew by 269% year on year.

We raised the standard limit for corporate
loans to 30 million euros but we can also grant
larger loans when necessary. The main growth
drivers were long-term investment loans to the
commercial property and agriculture sectors,
which accounted for almost half of the sales.
These sectors have been a priority for us and
we are willing to offer them the best conditions
in the market, including longer loan terms and
low interest margins. Our competitive offering
in all markets should sustain rapid growth in
the loan portfolio.
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GROWTH IN MORE FAVOURABLE SOURCES
OF FINANCING

Financing costs continued to decrease in 2021
and the average interest rate for debt fell from
1.2% to 0.9% despite the expenses of a private
placement of subordinated notes. Financing
costs declined mainly due to growth in share
of savings deposits in the deposit portfolio,
which surged from 12% to 38%. We continue
to offer savings deposits on a cross-border
basis to customers in Germany, Austria and
the Netherlands and, as the product allows
customers to use their funds at any time, it is
priced more favourably for the bank.

At the end of 2021, we extended the term of
financing available under the ECB’s TLTRO Il
facility: after early repayment of the amount
drawn so far, we received the same amount
of funding from the tenth TLTRO III operation.
Under the special terms on TLTRO Ill, now
expected to apply until June 2022, the
borrowing rate for these operations can be
even lower than the deposit facility rate if the
lending performance threshold is met.

EXPANSION TO BULGARIA

Our plans for international expansion focused
on Bulgaria in 2021. On 19 November 2020,
Bigbank’s branch in Bulgaria was registered
in the local commercial register. In 2021, we
began to offer consumer loans as the only
fully digital bank in the market. As expected,
our Bulgarian customers have shown a great
interest in contemporary banking services and
our first year of operations was a success. We
are planning to launch our deposit and housing
loan products in the Bulgarian market in 2022.

Bigbank AS
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FUTURE OUTLOOK

2021 was the final year of Bigbank’s business
strategy for 2017-2021. Our financial
performance and continuing growth reflect the
success of the choices made.

In 2022, we enter the new strategy period of
2022-2026. Over the past two years, the world
and the global economy have been affected
by a health crisis. The year 2022, however, has
brought a completely different crisis - Russia’s
military attack against Ukraine. | personally
and the Bigbank Group firmly hold that any
military aggression is unacceptable and that
the sovereignty of nations must be respected.
| hope with all my heart that the aggression
will end soon and that Europe will live in peace
again.

Despite the uncertain environment, | can state
that Bigbank’s financial position is strong and
stable and our capital buffers are solid. This
enables us to make ambitious plans for the
future and to focus on what matters to us the
most: creating value for our customers and
offering them best-in-class service, while also
delivering on our growth targets.

Bigbank is a bank that specializes in loans. Our
continuously growing market share proves that
we provide loans on terms that are attractive
for customers and our return on equity shows
that we do it very efficiently. We have a strong
30-year track record as well as a technological
edge. We do not try to do everything but what
we do, we do very well. Let us continue this
journey together.

| wish you all a very successful 2022.

Martin Lants

Chairman of the Management Board
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ECONOMIC ENVIRONMENT

The EU economy has rebounded from the
pandemic recession faster than expected.
Households responded to the improving
epidemiological situation and the gradual
relaxation of containment measures with a
spending spree that propelled EU private
consumption growth, according to the
European Commission (EC) 2021 autumn
forecast. The rebound of economic activity was
broad-based, with all components of domestic
demand contributing positively.

The supply side of the economy however
struggles to keep pace with the abrupt swings
in the level and composition of the global
demand. This affects several key industries,
including global logistics and the production of
raw materials and microprocessors. Sporadic
localised pandemic-related lockdowns
together with emerging labour shortages add
to the disruptions.

Surging energy prices, most notably for
natural gas and electricity, are also expected
to dampen the growth momentum in the short
term. After falling sharply in 2020, energy
prices have increased at a tumultuous pace in
the last quarter of 2021 to above pre-pandemic
levels. High wholesale energy prices are making
their way to retail prices for households and
producers, though at a varying degree and
pace across countries, with potential knock-
on effects on consumption and business
investment.

Despite these headwinds, based on EC 2021
autumn forecast, the EU is projected to achieve
a growth rate of 5.0% for 2021 as a whole. In
2022, the positive effect from the re-opening
is set to fade out, while supply bottlenecks
loosen and energy prices abate. Growth is
however expected to be supported by an
improving labour market, still high savings,
favourable financing conditions and the full
deployment of the European Recovery and
Resilience Facility (RRF). Economic activity in
the EU is thus projected to expand by a solid
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4.3% (same as in the euro area) in 2022, before
decelerating to 2.5% (2.4% in the euro area) in
2023.

Employment in the EU remained shy of its
pre-pandemic level throughout 2021, and
the amount of labour market slack had not
yet been fully re-absorbed, on account of a
still high number of unemployed people and
inactive people who are available to work
but not actively seeking job. As the economy
expands, the labour market is forecasted to
complete its recovery in 2022. An estimated
3.4 million jobs are projected to be created in
2022 and 2023 by the EC forecast, bringing
the unemployment rate in the EU down to
6.5% in 2023.

In the last quarter of 2021, increases in energy
prices well above the pre-pandemic levels
fuelled new inflationary pressures and price
increases have become broad-based, partly
also due to the impact of supply disruptions.
As a result, core inflation in the euro area is set
to peak at 3.7% in the last quarter of 2021 and
continue recording high prints in the first half
of 2022. After reaching 2.4% on an annual basis
in 2021, inflation in the euro area is forecasted
by EC to decline to 2.2% in 2022 and 1.4% in
2023, as energy prices are set to gradually
level out as from the second half of 2022 and
the imbalances between supply and demand
solve.

Although the impact of the pandemic on
economic activity has weakened considerably,
COVID-19 has not yet been defeated and
recovery is heavily dependent on its evolution,
both within and outside the EU. In the EU, this
risk is particularly relevant in member states
with relatively low vaccination rates. Besides
the risks around the evolution of the pandemic,
economic risks also relate to the potential
protracted impact of the current supply
constraints and bottlenecks. Inflation may turn
out higher than forecasted if supply constraints
are more persistent and above-productivity
wage increases are passed on to consumer

Bigbank AS | 2021. aasta konsolideeritud
majandusaasta aruanne
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prices. The main upside risk to the growth
outlook is related to potential strong efficiency
gains and durable productivity advances
triggered by the pandemic-induced structural
changes. A new risk that has emerged is the
war started by Russia against Ukraine, which is
adding to inflationary pressure across the EU
through rising commodity prices. Depending
on the course of the war and the collateral
effects of the sanctions against Russia, it may
start affecting the economic confidence of
the countries in the region. Further risks from
the external side come from the ongoing
debt crisis in China’s real estate sector, which
primarily risks undermining the growth
outlook in China, but with potential spill-overs
to the rest of the world. Extreme weather
events related to climate change and the
deterioration of the environment may be also
occurring at a frequency and scope that takes
on macroeconomic relevance.

BALTIC COUNTRIES - ESTONIA, LATVIA AND
LITHUANIA

Following a moderate contraction in 2020,
Estonia’s GDP was forecasted by the EC to
increase by 9% in real terms in 2021, driven
by private demand, government stimulus
and buoyant exports. The expected sizeable
increase in household consumption is driven
by several factors: the removal of COVID-19
restrictions, some persisting fiscal support
measures and the early withdrawal of assets
from the second pillar of the pension system

Bigbank AS
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for a net amount of around 4% of GDP, about
half of which are expected to lift consumption.
Growth is expected to remain strong in 2022-
23 supported by a recovery in employment,
sustained wage growth and dynamic foreign
demand.

Inflation surged in 2021, fuelled by the
transitory increases in imported energy
prices gradually passing through to other
goods and services. Annual HICP inflation is
forecasted at 4.0% in 2021, 3.9% in 2022, and
2.1% in 2023. The recent energy price hikes and
global supply bottlenecks are bound to raise
manufacturing, transport and delivery costs,
affecting price developments in a significant
portion of the economy.

Latvia’s economy was rebounding strongly in
2021 thanks to sizeable government support
measures and solid export performance.
Following a temporary slowdown toward the
end of 2021, GDP is forecasted to return to
strong growth in the second quarter of 2022 as
the unwinding of excess savings drive up private
consumption and a pick-up in EU fund inflows
boosts investments. Private consumption will
take over as the main growth driver supported
by strong wage growth and extra savings
accumulated over the past years. Inflation
is set to rise due to a significant increase in
energy prices. The labour market is expected to
improve in line with economic activity, with the
unemployment rate approaching pre-crisis lows
by the end of 2023.
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Lithuania’s economy returned to its pre-
pandemic growth path in 2021. Despite a still
elevated unemployment rate, strong economic
growth is resulting in rising shortages in
the labour market with an impact on wage
developments. Going forward, while growth
is set to moderate, the economy is projected

financial position of businesses, accumulated
household savings, and rising household
income. Increasing prices of energy and non-
energy industrial goods, both influenced by
developments in external markets, are pushing
up inflation. A possible worsening of the
COVID-19 situation remains a downside risk as

to continue to be supported by the good

HARMONISED INDEX OF CONSUMER PRICES (% YOY)

it could lead to new containment measures.
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NORDIC COUNTRIES - FINLAND AND SWEDEN

Thanks to a strong GDP rebound in the second
quarter of 2021 and a relatively mild economic
contraction in 2020, economic activity already
reached the pre-crisis level in mid-2021 in
Finland. Economic growth is expected to
continue over the forecast horizon, driven
by private consumption and investment
favourably impacting the labour market.
Following a contraction of 2.9% in 2020, annual
GDP is forecasted to grow by 3.4% in 2021.
While the economy has recovered overall, the
worst-hit sectors still need time to recover
fully, relying heavily on further normalisation
in the external environment. GDP is forecasted
to grow by 2.8% in 2022 when the growth
momentum is expected to take full effect, with
a normalisation of the services sector. Domestic
demand is also set to drive GDP growth in
the medium term. Employment is expected
to continue growing towards pre-pandemic
levels, with crisis-hit sectors expected to
catch up substantially during 2022. Wages are
expected to rise moderately in 2022 and 2023.
Consumer prices rose strongly in 2021 primarily

14

Estonia European Union Finland

Lithuania Latvia  Netherlands Sweden

because of a strong upswing in energy prices.
This factor is expected to fade away in 2022.

Despite supply chain disruptions, economic
growth in Sweden remained strong in
the second half of 2021, driven by private
consumption and investments. Growth rates
are projected to remain relatively high in 2022
before moderating in 2023 as the impulses
from the recovery fade. Inflation is forecasted
to peak in 2021 at 2.5% largely due to increases
in energy prices, particularly electricity, before
gradually moving back to around 1.5% in 2023,
as the rise in energy prices is forecasted to
end. This partly mirrors trends in European
electricity wholesale markets and was
reinforced by weather-related factors such
as low water levels in the basins supplying
Swedish hydro-electricity plants as well as
unusually low generation of wind power.
Unemployment is set to fall to just below 7%
by 2023, however, long-term unemployment
data point at a heightened risk of persistent
unemployment for those with weak links to the
labour market.
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CENTRAL EUROPE AND BENELUX COUNTRIES - AUSTRIA, GERMANY, AND THE NETHERLANDS

In Germany real GDP was projected to
rebound by 2.7% in 2021 by the EC. In 2022,
the level of activity is forecasted to be 4.6%
higher than the year before, as all final demand
components regain pre-crisis levels. In 2023,
GDP is expected to grow by 1.7%, assuming
a normalisation of supply and demand
dynamics. Easing of containment measures
spurred spending on services at the end of
2021; however, supply bottlenecks are slowing
down manufacturing and putting a lid on the
rebound of exports and investment. Shortage
of materials is also likely to add to inflation
pressures, together with base effects and
higher energy prices. Still, the economy and
the labour market are well set to recover.
Lingering supply bottlenecks and elevated
energy prices are expected to keep inflation
above 2% in 2022. Even if tightening, the labour
market is not expected to generate significant
additional price pressures. In 2023 inflation is
then expected to slow to below 2%.

In  Austria the COVID-19 pandemic and
related containment measures led to a
strong economic contraction in 2020. In
2021, economic activity started to recover
on the back of strong pent-up demand. The
economic expansion is expected to accelerate
in 2022 and continue in 2023, mainly driven
by domestic demand. Both pent-up demand
and the unleashing of precautionary savings

Bigbank AS
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are expected to boost private consumption
over the forecast horizon. Overall, real GDP is
expected to grow by 4.9% in 2022 and 1.9% in
2023. The unemployment rate is forecasted to
drop to 5.0% in 2021 and to stabilise at pre-
crisis levels from 2022 onwards, in line with the
projected economic expansion. Rising oil and
gas prices drove the noticeable increase of the
HICP over the course of 2021, but the energy
inflation is expected to normalise as from the
second quarter of 2022 as base effects fade.

In the Netherlands the economic recovery
in 2021 was broad-based, with private
consumption, investment, government
consumption and net exports all contributing
to growth. Economic growth is projected
to remain robust in 2022, by the EC, with a
strong contribution from private consumption.
In 2023, growth is forecasted to moderate
to 1.6%. With support measures still in place
for a large part of the year and economic
activity rebounding, the unemployment rate is
expected to decrease to 3.5% in 2021. Evidence
of a tight labour market has started to emerge,
with the number of vacancies surpassing the
number of the unemployed and several sectors
experiencing labour shortages. HICP inflation
is forecasted to increase from 1.1% in 2020 to
around 2.1% in 2021 and to 2.2% in 2022, before
decreasing again to 1.5% in 2023. The increase
in inflation in 2021 and 2022 is mainly driven by
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oil and gas price increases while the temporary
surge in demand due to the economic rebound
and, to a limited degree, higher intermediate
input prices also play a role. Given the strong
dependency on natural gas in the Netherlands,
the gas price increase is expected to have a
larger impact on households.

BULGARIA

In the first half of 2021, the economic recovery
in Bulgaria was held back by high economic
uncertainty and containment measures.
Investment and services exports remained
suppressed, while domestic consumption
and goods exports contributed positively
to aggregate demand. These two factors,
combined with the implementation of the
Recovery and Resilience Plan, are set to drive
economic growth in the next two years. In
2022, GDP growth is forecasted to accelerate
to 41% and remain strong at 3.5% in 2023.
Recent hikes in energy and food prices are set
to erode the purchasing power of low-income
households. However, increases in social
transfers and pensions in 2021 and 2022 should
offset the effect of higher prices on households’
budgets. The expansion of consumer demand
is set to continue on the back of a tight labour
market, high consumer confidence and strong
lending activity. In the next two years, the
favourable economic outlook is set to tighten
the labour market further, with unemployment
rates gradually declining to 4.6% in 2022
and 4.4% in 2023. HICP inflation accelerated
sharply in the second and third quarters of
2021 on account of higher prices of the energy
and unprocessed food. Annual inflation is seen
at 2.4% in 2021 and 2.9% in 2022 on the back
of high energy prices and their second- round
effects. Inflation is then forecast to decelerate
to 1.8% in 2023 as these effects are expected
to dissipate.

OVERVIEW OF PERFORMANCE IN 2021

For Bigbank AS (Bigbank, the Group), 2021
was a year of unprecedented success in terms
of both asset growth and profitability. Total
assets grew to 1.2 billion euros, an increase of
393 million euros (51.9%), driven mainly by
the loan portfolio. The loan portfolio (loans
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to customers) grew by 55.1%, reaching an all-
time high of 896 million euros by the year-end.
It is also worth noting that the loan portfolio
increased in all the countries where Bigbank
operates.

Loans to customers showed the strongest
growth in Estonia: an increase of 152 million
euros. At 288 million euros, the loan portfolio
of the Estonian entity is now the largest in
the Group. It is closely followed by the loan
portfolio of the Lithuanian branch, which grew
to 283 million euros by the year-end. The
Finnish branch recorded remarkable growth
with loans to customers exceeding 100 million
euros for the first time and reaching 106 million
euros by year-end.

The Group’s net profit for 2021 was close to 36
million euros, almost 15 million euros (68.1%)
up on 2020. Growth was supported mainly by
three factors.

Firstly, interest income increased by
approximately 8 million euros as a direct
result of growth in the loan portfolio. The 11.1%
increase in interest income lagged considerably
behind the growth in the loan portfolio. This
was, however, expected, as in the Group’s
loans to customers, relatively stronger growth
was recorded for products with lower interest
rates, such as loans to corporate customers
and home loans to individuals. Moreover, there
was continuing price pressure on the interest
rates of consumer loans in all Bigbank’s home
markets.

Secondly, loss allowances for loans decreased
by almost 3 million euros (18.9%) year on year.
This is also attributable to growth in the share of
loans to corporate customers and home loans.
Even though the interest margin is lower for
both of these products, the risk level associated
with them, and consequently the need for loss
allowances, is lower as well. Loss allowances
for consumer loans also declined, reflecting the
improved credit quality of the loan portfolio.
The share of non-performing loans declined
to 2.0% of the loan portfolio, a record low for
recent years.

Thirdly, all Group entities performed well.
Due to the combined effects of a favourable
macroeconomic environment and carefully

Bigbank AS
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considered investment decisions, the
subsidiaries’ net profit for the year was over 10
million euros in 2021, accounting for 28.8% of
the Group’s net profit.

Thanks to strong net profit growth, the Group’s
equity increased by 19.1% to 186 million euros.
The Group’s capitalisation continues to be solid.
Return on equity (ROE) increased to 21.0%, a
record level for recent years. The Group is well
ahead of its long-term target of at least 15%.

Our outstanding performance in 2021 was
achieved thanks to our committed and
experienced team and our earlier long-term
investments in our modern banking solution
Nest. Our exceptional people and modern
banking technology have enabled us to achieve
profitable growth in the loan portfolio in all our
markets.

As regards new products, the key developments
in 2021 included the launch of home loans
in Latvia and Lithuania, leasing to private
customers in Lithuania and consumer loans in
Bulgaria.

The COVID-19 crisis did not have a significant
negative impact on the Group’s financial
performance in 2021. By monitoring closely
the behaviour of loan customers, we were able
to offer solutions to customers in difficulties
that helped them get back to servicing their
loans. This is also evidenced by a record-low
percentage of non-performing loans in the total
loan portfolio.

Payroll expenses grew by nearly 4 million euros
(26.7%) and administrative expenses by over 3
million euros (29.4%) in 2021. These additional
expenses were necessary to keep our team
strong and motivated, especially after the
challenging year 2020, when due to the public
health crisis we could not carry out our training
and motivation initiatives to the extent planned.

2021 was the final year of Bigbank’s five-year
business strategy for 2017-2021. Based on very
strong financial performance in 2021, the period
may be considered a success.

Bigbank AS
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OUTLOOK FOR 2022

For Bigbank, 2022 marks the beginning of a
new five-year strategy period: 2022-2026.
For the next five years, we will target a 20%
return on equity through a customer-centric
approach and asset growth.

Our key plans for 2022 are to increase the loan
portfolio and to continue profitable operations
in the property field through our subsidiaries.

We expect to increase the loan portfolio
mainly through loans to corporate customers
and home loans to private customers. We
believe that this approach will also ensure a
high credit quality of the loan portfolio. While
we are not planning to expand to new markets
in 2022, we expect to take some of our existing
products to new markets where they were not
yet available in 2021.

As regards investment properties, we do not
expect gains in 2022 to be comparable to 2021,
but we expect them to continuously support
achievement of Bigbank’s profit target.

Investing in Bigbank’s team will remain a
priority. The macroeconomic situation is
placing significant upward pressure on payroll
in 2022 but Bigbank is committed to invest
in its people even more than required by the
market.

A major factor is the continuing market
pressure on the interest rates of loan products,
which the Group will seek to compensate
with economies of scale and a rise in overall
efficiency. Growth will be supported by
Bigbank’s banking software Nest, which
facilitates launching existing products in
markets where they have not been available so
far. We will continue substantial investments in
Nest in 2022 to make it even more functional
and technologically advanced.
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KEY PERFORMANCE INDICATORS

Financial position indicators (in millions of euros) 31 Dec 2021 31 Dec 2020
Total assets 1,151 757.8
Loans to customers 896.2 577.7
of which loan portfolio 906.7 591.6
of which interest receivable 16.2 13.5
of which loss allowances -26.7 -27.5
Deposits from customers 898.3 5475
Equity 186.1 156.3
Financial performance indicators
Interest income 775 69.8
Interest expense -7.8 -7.0
Salaries and associated charges -17.8 -14.
Administrative expenses -14.3 -Na
Net loss allowances on loans and financial investments -1.4 -14.0
Profit for the year 35.9 21.4
Annual indicators
Average equity 171.2 148.6
Average assets 954.5 666.0
Average interest-earning assets 890.3 619.9
Average interest-bearing liabilities 764.3 497.7
Total income (gross) 87.8 76.4
Ratios
Common equity Tier 1 capital ratio 16.6% 21.1%
Tier 1 capital ratio 16.6% 21.1%
Total capital ratio 18.3% 21.9%
Leverage ratio 12.7% 17.2%
Liquidity coverage ratio (LCR) 257.8% 659.0%
Net stable funding ratio (NSFR) 127.0% 130.0%
Minimum requirement for eligible liabilities (MREL) 18.3% 18.7%
Return on assets (ROA) 3.8% 3.2%
Return on equity (ROE) 21.0% 14.4%
Profit margin (PM) 40.9% 27.9%
Return on loans 10.2% 13.1%
Asset utilization ratio (AU) 9.2% 11.5%
Price difference (SPREAD) 7.7% 9.8%
Cost to income ratio (CIR) 54.9% 45.7%
Equity multiplier (EM) 5.6 4.5
Earnings per share (EPS), euros 449 267
Yield on interest-earning assets 8.7% 11.3%
Cost of interest-bearing liabilities 1.0% 1.4%
18 Bigbank AS
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EXPLANATIONS

Average financial position indicators (equity, assets)
are calculated as the arithmetic means of respective
indicators, i.e. carrying value at end of previous reporting
period + carrying value at end of current reporting period
/2

Average interest-earning assets are calculated as the
arithmetic means of interest-earning assets in the
statement of financial position i.e. carrying value of
interest-earning assets at end of previous reporting period
+ carrying value of interest-earning assets at end of
current reporting period / 2

Average interest-bearing liabilities are calculated as
the arithmetic means of interest-bearing liabilities in
the statement of financial position i.e. carrying value of
interest-bearing liabilities at end of previous reporting
period + carrying value of interest-bearing liabilities at end
of current reporting period / 2

Common equity Tier 1 capital ratio (%) = common equity
Tier 1 capital / total risk exposure amount * 100

Tier 1 capital ratio (%) = Tier 1 capital / total risk exposure
amount * 100

Total capital ratio (%) = total own funds / total risk
exposure amount * 100

Leverage ratio (%) = Tier 1 capital / total leverage ratio
exposure * 100

Liquidity coverage ratio (LCR, %) = high-quality liquid
assets / net cash outflows over the next 30 days * 100

Net stable funding ratio (NSFR, %) = stable funding /
required stable funding * 100

Bigbank AS
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Minimum requirement for own funds and eligible
liabilities (MREL, %) = (total own funds + eligible liabilities)
/ total exposure * 100

Return on assets (ROA, %) = profit for the year / average
assets * 100

Return on equity (ROE, %) = profit for the year / average
equity * 100

Profit margin (PM, %) = profit for the year / total income
*100

Return on loans = interest income on loan portfolio /
average loan portfolio

Asset utilisation ratio (AU) = total income / average assets
Price difference (SPREAD) = interest income / interest-
earning assets - interest expense / interest-bearing
liabilities

Cost to income ratio (CIR) = total operating costs to net
income

Equity multiplier (EM) = average assets / average equity
Earnings per share (EPS) = profit for the year / period’s
average number of shares outstanding

Total income = interest income + fee and commission
income + other income

Yield on interest-earning assets = interest income /
average interest-earning assets

Cost of interest-bearing liabilities = interest expense /
average interest-bearing liabilities
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ABOUT BIGBANK GROUP

Bigbank AS was founded on 22 September
1992. A licence for operating as a credit
institution was obtained on 27 September

2005. Bigbank’s core services are the provision
of loans and the acceptance of deposits.

The Group’s structure at the reporting date:

Bigbank AS

Branches
Bigbank AS Latvijas filiale?
Bigbank AS filialas®
Bigbank AS Suomen sivuliike*

Bigbank AS Sverige Filial®

Bigbank AS Branch Bulgaria®

"registered in the Republic of Estonia

2 registered in the Republic of Latvia

3 registered in the Republic of Lithuania
4 registered in the Republic of Finland

5 registered in the Kingdom of Sweden

¢ registered in the Republic of Bulgaria

The branches in Latvia, Lithuania, Finland,
Sweden and Bulgaria offer lending services
similar to those of the parent. The parent and
its Latvian, Finnish and Swedish branches also
offer deposit services. In addition, Bigbank AS
provides deposit services on a cross-border
basis in Germany, the Netherlands and Austria.

The core business of OU Rudtli Majad and its
subsidiary OU Papiniidu Property, which was
established in the second quarter of 2021, is
property management, and the subsidiary
OU RuUUtli Property and Baltijas lzaugsmes
Grupa AS are involved in agricultural land

Subsidiaries

oU Ruitli Majad’

—  OU Rutli Property!

—  OU Papiniidu Property'

—  Abja Pdld oU'

< Palupera Pdllud oU'

Balti Vélgade Sissendudmise Keskus OU’

L SIA Baltijas Paradu Piedzinas Centrs?

AS Baltijas Izaugsmes Grupa?

management. The subsidiaries Abja Pdld OU
and Palupera Pa&llud OU, both acquired in 2021,
are agricultural enterprises engaged in grain
growing, milk production and dairy farming.
Balti Volgade Sissendudmise Keskus along
with its subsidiary are not engaged in active
business operations.

Bigbank AS
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SHAREHOLDERS
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At 31 December 2021, the shares in Bigbank AS were held by two individuals, each holding the same

number of shares:

Shareholder Number of shares Interest
Parvel Pruunsild (chairman of the supervisory board) 40,000 50%
Vahur Voll (member of the supervisory board) 40,000 50%

The shares in Bigbank AS are registered in the
Estonian Central Register of Securities. Use
of voting power carried by the shares has not
been restricted. The company is not aware of
any shareholder agreements under which the
shareholders pursue a joint policy by means of
pooling their votes or otherwise restrict use of
voting power. Except for shares, Bigbank AS
has not issued any securities that grant control
of the company.

LITIGATION

At 31 December 2021, the Group was not
involved in any significant litigation; there was
a pending lawsuit with a former employee but
its impact on the Group is not significant.

EMPLOYEES

The Group’s business growth and remarkable
development in recent years have been
achieved through the efforts of a committed
and professional team of more than 400
employees.

EMPLOYEE PROFILE BY COUNTRY AT 31 DECEMBER 2021

Number Number Share Share of Average
Number of of male of female of male female length of
Country employees employees employees employees employees service Average age
Estonia 247 109 138 44% 56% 54 months 36 years
Finland 17 9 8 53% 47% 58 months 40 years
Latvia 70 10 60 14% 86% 69 months 34 years
Lithuania 82 33 49 40% 60% 55 months 33 years
Sweden 8 3 5 38% 62% 28 months 35 years
Bulgaria 8 4 4 50% 50% 12 months 37 years
Total 432 168 264 39% 61% 56 months 35 years

At the reporting date, the Group had 464 human resource management in 2022, we

employees compared with 383 at the end
of 2020. The table above does not include
information on employees (32) of agricultural
subsidiaries acquired in September. When
planning our most important activities in

Bigbank AS
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take into account that 38% of employees have
been with us for less than 23 months as well as
the fact that technology staff are the second
biggest (19%) group of our employees.
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EMPLOYEE EXPERIENCE STRATEGY FOCUS
AREAS FOR 2018-2021:

° Bigbank is an attractive employer and we
apply value-based recruitment principles.

°* We provide excellent support for new and
internally rotating employees.

* We provide excellent management and
leadership service to employees, including
employees on long-term leave (e.g. parental
leave).

* Our remuneration system works well.

* We ensure short- and long-term replacement
staff for business-critical positions and
functions.

* Qur work environment and tools help
employees do their job well and efficiently
and stay healthy.

The main results of 2021 by focus areas were
as follows:

Focus 1: Bigbank is an attractive employer and
we apply value-based recruitment principles.

In 2021, major changes took place in the labour
market. At the beginning of the year, there
was a rise in perceived labour shortage as
the employment expectations of employers
improved, which led to an increase in
voluntary employee turnover and a wage rise.
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This, along with the impact of the COVID-19
pandemic, has made finding and keeping good
employees very hard for companies. Today
employers need to put much more effort into
persuading their existing or future employees
to stay with them or join them. We at Bigbank
have also reviewed our value proposition and
recruitment process in order to remain an
attractive employer for our current and future
staff.

To support our value-based recruitment
process, we introduced a new career page
in 2021, designed with input from the HR
managers in all the countries where we operate
and employees from different focus groups.
In addition to job vacancies, the new career
page provides information about our values,
corporate culture and the success stories of
our people.

As a result, we were able to recruit 86% more
employees in 2021, compared with the average
result for the past five years.

To understand and regularly monitor employee
experience, we collect quarterly employee
feedback in all cities where Bigbank has
an office and staff. We also carry out a
comprehensive employee satisfaction survey
each year. The results of 2021 hit five-year
highs in all the aspects measured by the index.

Bigbank AS
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EMPLOYEE SATISFACTION INDEX

' Group 73

- Estonia 70

» EEEZID
1™ Sweden 74

-|— Finland 69

= Latvia 73

- Lithuania 87

- Bulgaria 98

We fill vacancies by recruiting first from
within the Group. A significant number of key
positions at branches and group level units
were also filled internally in 2021. This provides
capable employees with an opportunity to
move between different management levels,
areas, countries and cities. We are proud that
a large number of candidates come through
the recommendations of our employees and
that we have a strong positive trend among
Bigbank alumni who come back to us.

We reached out to prospective employees,
introducing Bigbank’s work culture and

Bigbank AS
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experience in social media. We started
sharing employee success and experience
stories across all major channels, recognising
our employees and illustrating our value
proposition through real-life experiences.
Our official pages (such as Lifeatbigbank on
Instagram) offered visuals and stories about
what makes us who we are today and our
staff shared their #bigbankwow experiences
through photos and stories in different social
media channels.
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Nobody, who ever gave their best regretted
it! Take a deep breath and go for it. In my
experience, there are plenty of caring and
professional colleagues, who appreciate
this and join in. #bigbankwow

2 @ Rainer Punga
: & Head of Data Migration Unit - Estonia

Our new career page

Focus 2: We provide excellent support for
new and internally rotating employees.

Due to the development of the organisation,
the situation in the Baltic labour market and
the ongoing COVID-19 pandemic restrictions,
supporting the induction of both new and
rotating employees remained a priority in 2021.

Bigbank has an in-depth induction programme,
the content of which we adjust to each
employee, based on his or her duties and
background. The main focus in 2021 was
on optimising the programme. Many of the
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ABOUT US

More than
Just a job

Our culture, the way we do business and empower
our employees is guided by our values. We believe
that a diverse and inclusive workforce is critical for
running a sustainable and successful business, and
we build talented teams to drive business results.

We organise in-house training programmes
and improve our expertise and skills in
external training courses and conferences,
do work-shadowing and experience sharing
between teams and units across Bigbank.

REVIEWS

Here’s what
our employees
say about us...

training courses that previously took place on
site were transferred to a self-study or hybrid
format, which allows for a more flexible and
playful approach to training. In comparing
our programme to that of their previous
employers, new staff positively highlighted
the employee-centric, well-planned and
excellently organised nature of our approach.

Bigbank AS
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Focus 3: We provide excellent management
and leadership service to employees,
including employees on long-term leave (e.g.
parental leave).

In 2021, one of the priorities of the Group’s HR
team and management board was to develop
and introduce a leadership competency model
and a development programme to support it.

Managers of different levels contributed to

Review of operations

the development of the competency model.
Together with the cooperation partner they
defined the specific competencies needed in
our company to provide excellent management
services to our employees. The input was used
to create a competency model as well as a
value proposition for excellent management
services for our existing and new employees.

TOP LEVEL LEADERSHIP

By considering your unique gualities, your manager prepares a personal

induction program for you to make joining Bigbank w and easy.
By facilitating cooperation, your manager helps you to achieve set goals and bef=0i&eld(=1g1{=e).

By noticing your progress, your manager boosts you

to take up new challenges and grow professionally.

By being demanding and supportive, your manager is

about how you are doing and your success.

By using the knowledge and experience, your manager helps you

toyour career and become the top talent.

Leadership as part of Bigbank’s value proposition

To improve management quality, we carried on with a number of initiatives at all levels of

management, including the following.

* In connection with the introduction of
the leadership competencies model,
we conducted pilot evaluations with an
external partner for the members of the
management in order to practice the
use of the model and to obtain input for
further development needs.

* In 2021, we had several external coaches
who supported our top managers in
their most challenging employee and
leadership related topics.

* Managers participated in external
training events consistent with their
development goals.

e We launched a new manager’s

Bigbank AS
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induction programme, which covers
the main leadership topics based on
the manager’s prior experience and
individual needs.

¢ We introduced a 6-month in-house
leadership training programme.

e Once a quarter, we arrange execution
seminars for top management, where we
address financial performance as well
as customer and employee experience
issues. The focus of the development
of management competencies is on
the knowledge and skills required to
manage change.

The employee satisfaction survey confirmed
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that the activities carried out during the year
met their objectives, as there was a significant
increase in satisfaction with the Group’s
management and overall team spirit compared
to previous years.

Improvement of leadership skills will continue
to be a priority in our action plans for 2022.

Focus 4: Our remuneration system works well.

While there were no major changes in the
remuneration policy and principles in 2021, we
reviewed the descriptions of work families to
ensure a well-functioning remuneration system.
We also adjusted salaries in teams where the
content of work has become significantly more
complex over the past few years.

The employees’ assessment of our
remuneration system continues to be above
average, and “competitive salary, interesting
work and excellent opportunities for self-
development” are continuously regarded
as some of Bigbank’s key strengths for our
people.

Focus 5: We ensure short- and long-term
replacement staff for business-critical
positions and functions.

Short- and long-term replacement is a topic
we have been dealing with since 2018. Due

to COVID-19, the issue became particularly
important in 2020. This is one of the key
factors in ensuring Bigbank’s continuity
of operations and improving employee
experience. At the beginning of 2021 we
reviewed the contingency plan for business
critical positions in light of the crisis caused by
the pandemic and the adjustments made have
proven to be effective. One of the goals for
2022 is to review the principles of the in-house
professional development of young talent,
in order to ensure that critical positions will
remain filled even in today’s challenging labour
market conditions.

Focus 6: Our work environment and tools help
employees do their job well and efficiently
and stay healthy.

We monitor employee satisfaction with the
work environment and regularly ask feedback
at the country, city and office level. In 2021,
we paid particular attention to mental health
topics, offering employees and managers an
opportunity to participate in various mental
health courses and training courses. We shared
relevant information on the company’s internal
website and invited employees to participate
in various programmes supporting healthy
lifestyles.
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\We develop ourselves to deliver better
value tomorrow than today.

Hannes Aasamets
Product Engineering Manager




Social responsibility and
sustainability report

Bigbank’s social responsibility and
sustainability report is based on the G4
Sustainability Reporting Guidelines (G4
Guidelines) of the Global Reporting Initiative
(GRID. The G4 Guidelines offer two options
for preparing a sustainability report: the
comprehensive option and the core option.
Bigbank has prepared its social responsibility
and sustainability report using the core option.

CUSTOMERS

Bigbank strives to offer an excellent customer
experience to people using its products and
services. We therefore regularly ask customers
what we could do differently to ensure that
the customer experience we offer would
meet or exceed their expectations and would
encourage them to recommend us to their
family, friends and acquaintances.

It matters to us what customers feel when they
are using Bigbank’s services, what they think
of us and what they say about us. Customer
feedback is read regularly by management,
heads of business lines and the staff of
business units. Each customer’s experience is
important to us.

Bigbank has customers in the Baltic countries,
Finland, Sweden, Bulgaria, Germany, Austria
and the Netherlands. Bigbank’s mission is
to help people improve their lives through
seamless financial services.

During the past five years, we have been
working systematically to improve customer
experience with a view to increasing customers’
trust and loyalty. We are encouraged by
positive feedback: customers praise our
service and fast and convenient processes and
are increasingly willing to recommend us to
others.

Bigbank cares about its customers and thus
customer experience is enhanced by the entire
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team. All employees have at least one annual
goal which is related to improving customer
experience. This enables us to provide
exceptional customer service that inspires
customers to tell positive stories.

Customer experience management

At Bigbank, we want to meet our customers’
expectations from the moment they take an
interest in our products and services to the
moment they cease using these products and
services.

Our business strategy for 2017-2021 focused
on sustainable growth, which assumes,
among other things, consistent improvement
of customer experience. Bigbank’s customer
experience strategy was developed in
partnership with customers. In implementing
the strategy in 2021, we focused on the
following.

* In the fourth quarter, we expanded the
collection of customer feedback to the
processing of home loan applications. Now
we can easily identify weaknesses that
negatively affect customer experience.
Based on feedback obtained, we significantly
improved the efficiency of the processing
of home loan applications in Estonia and
Lithuania. In 2022, the work will continue
across the Baltics.

* We improved customer experience at several
touchpoints: signing a contract (the Net
Promoter Score rose by 8% in 2021), one year
after signing a contract (+13%), debt handling
(+19%), customer service (+15%) and online
banking (+17%).

* We continued to analyse how many customers
are referred to us by friends or acquaintances.
In the Baltic countries where Bigbank is well-
known, the figure increased by 13% on average
compared to 2020. The figure also increased
in other countries: by 9% on average.

Bigbank AS
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* We continued to share customer feedback

and relevant statistics with all Bigbank
employees on a regular basis. In doing that,
we explained how we have provided added
value to customers and highlighted what we
could do even better.

We continued to assess the quality of
customer communication. Both assessment
results and customer feedback confirm
that our communication is professional,
friendly and supportive. We implemented
a new tool across the bank for transparent
quality assessment, which helps us identify
the training needs of our customer service
teams and improve our training programmes
in order to enhance skills and competencies
and increase process efficiency.

We improved the functionality of our
online banking channel. Our customers in
Estonia, Lithuania, Finland and Bulgaria
can now conveniently apply for and sign
a modification of their loan terms. Our
home loan customers in Estonia, Latvia and
Lithuania are notified of changes in Euribor.
We also added the option of displaying
messages and campaigns so that customers
could choose to be informed about our
news, offers and new products. Customers
interested in deposits can now use a new
digital form to submit their application.

We continued to invest in regular employee
training and development with a particular
focus on quality improvement and the
implementation of lean work methods.

We organised the first bank-wide Customer
Service Superstar competition to thank and
recognise the colleagues who provide an
exceptional customer experience on a daily
basis. In tight competition, the winner was
Zane Beérzina from our Latvian office.

Bigbank AS
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* In Latvia, we introduced a new tool to
assess the quality of calls made to the call
centre, which lets the customer evaluate
our employee’s professionalism immediately
after the call.

We offered existing products to new
customer segments and introduced new
products: home loans are now available
in Latvia and Lithuania, car leases in
Lithuania, credit accounts with added
features in Sweden, refinancing loans in
Finland, consumer loans in Bulgaria, leasing
products for corporate customers in Latvia
and Estonia, and agricultural and forest land
loans in Estonia.

We launched new websites in all countries,
with a focus on simplicity and convenience
of use.
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Monitoring and measuring
customer experience

We monitor customer feedback regularly and
systematically to identify the strengths and
weaknesses of our services and to understand
whether our services meet customer
expectations. Analysing feedback helps us
understand what increases customers’ loyalty
and what does not. Increasing customer
satisfaction and loyalty is also important for
our business partners.

To measure customer experience, we:

* regularly request feedback on different
customer experience touchpoints through
the Net Promoter Score, First Contact
Resolution and Customer Satisfaction Index
(around 3,000 respondents per month in
2021);

* measure the effectiveness of customer
communication by analysing call centre
statistics and assess our employees’
communication quality;

¢ study Bigbank’s general brand positioning
and image in all markets where we operate
through annual brand perception surveys
and compare the results with those of our
competitors (based on a representative
sample of around 1,000 respondents in each
country);

¢ analyse the feedback provided by customers
after they have contacted us by phone or
e-mail.

With the above techniques we cover the main
touchpoints of different customer groups’
customer journeys and gain valuable insights
into our customer service, products and
pricing.

Customer complaints at Bigbank

Each customer is important to us. During the
period under review, we responded to every
complaint and analysed what we could do
better to prevent the recurrence of issues of a
similar nature. Customer complaints were filed
at all branches and handled mainly by the front
line staff. Where the prevention of a complaint
requires major technological developments,
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the issue is passed on to the manager
responsible for the area who determines a
further action plan.

Responsible customer service

Responsible customer service is a key
element of quality customer relationships. The
responsible nature of our customer service is
primarily reflected in six aspects:

1. We communicate with the customer
proactively. Before signing a product
agreement, we inform our customers of
their obligations and potential risks.

2. We provide top-quality customer service.
We review communication quality based
on our approved quality model and service
standard. To make sure that our people
have the knowledge they need, we provide
training and professional development
opportunities, and regularly test our
employees’ knowledge.

3. We systematically review and analyse
customer experience. Based on customer
feedback we prevent potential problems.

4. We continuously monitor complaints and
problems. We observe the complaint
handling procedure and make changes
to our products, services and processes
where necessary.

5. We keep our promises and provide
information effectively. We respond quickly
to our customers’ needs and inquiries.

6. We issue loans responsibly. We provide
sufficient information and explanations
and help our customers avoid a situation
where they are unable to repay their loans.

Customer feedback on customer experience

In implementing the bank’s strategy, we
have worked hard to offer better customer
experience and increase customer loyalty.
We maintained a customer-centric approach
in 2021 and our customers’ loyalty and trust
reached new highs.

We collect regular feedback on our products
and services. As in previous years, the keywords
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that frequently appeared in customer feedback
were the following: professional, friendly, fast,
convenient, and good contract terms and
conditions.

We assess customer experience using the Net
Promoter Score, which measures customer
loyalty. The overall score increased again:
for the bank as a whole, the average score
for 2021 was 16% higher than in 2020. This
is a considerable increase, which we have
achieved through consistent improvement of
our products and services based on customer
feedback. In terms of countries, Finland (+37%),
Latvia (+22%) and Estonia (+15%) showed the
greatest improvement. As in previous years,
customer loyalty is at its highest immediately
after signing a contract.

Bigbank’s vision is to be the most
recommended digital financial service provider
in the countries where it operates. The
feedback received from our customers in 2021
reflects that we have taken a big step closer to
achieving our vision. We are grateful to all our
employees and customers.

BIGBANK AS A RESPONSIBLE EMPLOYER

One of Bigbank’s most important strategic
objectives has always been to become a
company and an employer with a good
reputation. We wish to develop a strong brand
both internally and externally.

We pay attention to human rights issues in
our values, code of ethics and whistleblowing
hotline communication.

¢ Values: One of our values is caring - we listen,
understand and support each other.

* Whistleblowing hotline: This is part of
Bigbank’s administrative culture and aims
to support Bigbank’s commitment to values
and agreed rules of conduct, to promote
openness and respect for employees.

* Code of Ethics: In addition to the above, the
code of ethics covers the social responsibility
of employees, the role of Bigbank as a
responsible company that observes laws
and regulations in all countries in which we
operate, the obligation of employees to treat
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all colleagues and customers equally and not
to discriminate against another person on
the grounds of nationality, sex, race, colour,
appearance, religion or belief, disability, age
or sexual orientation.

Introducing and discussing the values,
whistleblowing hotline, and code of ethics is
the responsibility of each manager and is a
mandatory part of the induction program for
all new employees.

Besides the above, the rights of employees
are regulated by their employment contract as
well as our internal rules of work, remuneration
policy and remuneration principles.

* Internal rules of work contain information
about overtime, absences, holidays, travel,
health and wellbeing, safety of the work
environment and other topics related to
employee rights.

* Remuneration policy provides a framework for
fair and transparent remuneration within the
Group. In 2021, we supplemented the Group’s
remuneration policy with control measures
aimed at ensuring that the principle of gender
neutrality is respected and that male and
female employees are remunerated based on
criteria related to the capabilities, competence,
qualifications, experience and knowledge of
the employee or material risk taker.

* Remuneration principles set clear guidelines
for fair and transparent remuneration. Among
other things, the remuneration principles
define benefits provided by the bank that all
employees are entitled to.

In 2021, we clarified the principles of equal
opportunities and non-discrimination in the
relevant internal procedures. We are convinced
that gender equality is not only a fundamental
human right, but also a necessary foundation
for a peaceful, prosperous and sustainable
world. When assessing the suitability of a
candidate for a new job, we follow the criteria
set out in our internal regulations, including
the candidate’s education, skills and previous
work experience.

We also increased the diversity of our
team by balancing, among other things,
the proportions of different age groups. To
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improve our employees’ work-life balance,
we offer, where necessary, flexible options to
work from home and/or attend meetings via
videoconferencing. We did it already before
the COVID-19 restrictions were imposed, we
are doing it now and we will continue doing it
when the restrictions are lifted.

The UN 2030 Agenda requires ensuring
occupational safety for all employees. In
2021, we once again paid more attention to
raising our employees’ health awareness. We
shared information about how employees
can protect themselves against viral diseases
and worked hard to provide employees with
information and support in creating optimal
working conditions in the home office and
understanding the importance of mental
health care.

The UN 2030 Agenda sets the goal of achieving
higher  economic productivity  through
diversification and technological innovation. In
2017-2020, we launched our new information
system Nest. In addition to supporting growth
plans, it supports the creation of smart jobs,
entrepreneurship, creativity and innovation,
and increasing the availability of financial
services.

Our strategy for 2017-2021 envisaged organic
growth through rapid response to market
needs, the launch of new products, the
introduction of a new information system
and the improvement of employees’ digital
literacy. In 2021, we made significant progress
in meeting all of these strategic objectives.
Among other things, we diversified job profiles,
reduced the number of repetitive and trivial
tasks, and enabled employees to focus on
topics that require creativity and innovation.

At Bigbank, establishment of Group-level
regulations related to services offered to
employees as well as relevant supervision and
reporting is the responsibility of the head of
support services.

At the end of 2021, Bigbank had 464
employees: 279 in Estonia, 70 in Latvia, 82 in
Lithuania, 17 in Finland, 8 in Sweden and 8 in
Bulgaria. The annual average number of full-
time employees was 412.

RESPONSIBLE ACTIVITIES

In recent years, we have consciously
managed our activities as a responsible
business, analysing our key stakeholder
groups, increasing the benefits we provide to
society, developing our employees and work
environment and managing the company
consistent with the values that are important to
our main stakeholder groups. We believe that a
commitment to sustainability, both in terms of
mindset and plans and activities, supports the
success of the whole society.

Bigbank values social contribution and ethical
conduct and acts based on the principle of
responsibility to ensure that laws, regulations
and best practices are followed. To implement
this in Bigbank’s everyday operations, we
have developed policies and internal rules of
procedure that govern the daily work of the
organisation.

We observe all rules, legal and regulatory
requirements, and best practice conventions
which apply to the provision of credit, including
the principles of responsible lending. This way
we make sure that the credit we provide meets
the customer’s needs and has been designed
so that the customer can repay it on the
agreed terms.

Our goal is to increase consumers’ awareness
of the nature of credit products and the risks
involved in borrowing. This will help consumers
make informed and responsible decisions
which are based on a review of different
offers and take into account their personal
preferences and needs. In practice, we always
emphasise that borrowing decisions should
not be made lightly and the need for a loan
should be carefully considered. We always
recommend that our customers take loan
offers from different service providers in order
to find a solution that is best for them. We
approach all our customers individually and
try to find solutions that fit them best - even
when the customer has run into settlement
difficulties.

Responsible lending, raising relevant
awareness, and improving general financial
education are our daily priorities. In partnership
with other leading banks operating in Estonia,
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we contribute to these causes through the
activities of the financial education and
communication committee of the Estonian
Banking Association. As a member of
FinanceEstonia, we are also actively involved
in designing the Estonian financial services
environment and developing financial
technology. We participate in this organisation
because we want our financial services market
to have a diverse range of services and
reasonable regulation.

Bigbank’s customer service priorities include
the prevention of money laundering and
terrorist financing, and the implementation of
all relevant requirements with a view to lowering
the probability of the Estonian financial sector
being used for criminal purposes, reducing
systemic risks and increasing the stability,
reliability and transparency of the financial
sector.

ECONOMIC ACTIVITIES

Bigbank is a successful growth-oriented
international credit institution whose main
priority is the wellbeing of its customers.
According to the new five-year strategy (2022-
2026), Bigbank wishes to maintain its return
on equity above 20%. This level of profitability
allows the Group to grow without raising
additional Tier 1 capital. In the previous strategy
period (2017-2021), a strong foundation was
laid for Bigbank’s further growth through the
creation and retention of a strong team as
well as vigorous technological development,
which is mainly reflected in investments in
the Group’s own banking software Nest. The
results of 2021 showed that the path chosen
brings success.

In 2022 and beyond, Bigbank expects to
significantly increase its operating volumes
while meeting its profitability target. The
year 2021 saw a new trend in the Group’s
operations: the share of corporate loans and
private home loans in the total loan portfolio
grew significantly. The trend is expected to
continue in 2022,

Bigbank’s mission is to continuously improve
people’s lives by providing them with seamless
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financial services. The aim is to do this with a
modern and automated product portfolio that
has expanded year by year and is planned to
expand in the future.

Bigbank is not listed on the stock exchange
and holds no ratings by public rating agencies.
Nevertheless, we value transparency and
proper reporting. Thus, we prepare our public
reports on the principle that they should be
useful for the reader.

We have established internal regulations for
organising sourcing and outsourcing activities
and carefully select our business partners and
vendors.

According to Bigbank’s dividend policy, the
precondition for a dividend distribution is that
all regulatory requirements are met. Every
calendar year the Group may distribute a
minimum of 3 million euros of its audited net
profit as dividends, including income tax, but
not more than 6 million euros. For both 2019
and 2020, the dividend distribution was 6
million euros (6 million euros is also expected
for 2021).

ENVIRONMENTAL ACTIVITIES

We make a continuous effort to reduce the
environmental impacts of our activities.
One of the guiding principles of the new
strategy period is that for Bigbank the goal
of carbon neutrality is not a restriction but an
opportunity. This means that for the next five
years the Group will take new steps towards
carbon neutrality and continue to promote
sustainability through its operations and
product portfolio.

In our daily business, we are guided by the
goal of minimising our carbon footprint. We
continue to cut down on corporate travel and
have virtual meetings instead. As a digital
bank, we use increasingly less. We use our
hardware to the maximum and keep its energy
costs under control. For example, we have
installed a program on our desktop computers,
which significantly reduces their electricity
consumption at night-time and weekends
when no one is using them. In addition, we sort
waste as required by the building managers.
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For example, at our Tartu office, which has
a class C energy efficiency certificate, we
have set up containers for sorting waste into
biodegradable and municipal waste as well as
plastic, metal and glass packaging.

We continue to optimise our processes,
primarily through three methods:

* Agile Development, which means short
development cycles and constant
improvement;

* Lean Operations Management, which is
aimed at minimising waste, standardising
processes and offering highest value to the
customer;

* 4 Disciplines of Execution, which helps
maintain focus throughout the organisation.

RESPONSIBLE TAXPAYER

As a member of the Estonian Taxpayers’
Association (EML), we have been defending
the interests and rights of taxpayers since 1995.
Being a member of the EML helps ensure that
we are always up-to-date on tax matters. We
support the EML’s activities by helping make
sure that tax laws are fair and understandable,
that the tax burden is optimal, that the tax
authority acts honestly and professionally, and
that taxpayers’ money is used purposefully.

Bigbank operates through branches in five
European countries, where it is registered as
a local taxpayer. We pay all applicable taxes
in all these countries in a proper and timely
manner and act in compliance with laws and
regulations.

COMMUNITY AND SOCIETY

At Bigbank, we believe that each of us can help
make the world a better place. We are engaged
and observe the principles of responsible
lending in our daily work, contribute actively
to the advancement of financial education in
all the markets where we operate, and support
initiatives important for society through
sponsoring and charity work.

As a bank, we understand and recognise our
role in the communities where we operate
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and contribute to the development of those
communities. We value healthy lifestyles,
cultivation of the mind and sustainability of
the community. Accordingly, for years we have
been supporting culture, sports, young people
and large families through various charity and
sponsoring projects.

SPONSORSHIP AND
CHARITABLE ACTIVITIES

Bigbank’s most significant and outstanding
support activities in 2021 were as follows:

Supporting volleyball. Bigbank has been the
name sponsor of the Estonian men’s volleyball
team, Bigbank Tartu since 2012 and the name
sponsor of the Estonian women’s team Tartu
Ulikool/Bigbank since 2018. In 2021, Bigbank AS
and the volleyball club SK Duo extended their
cooperation for the next three years, concluding
a sponsorship contract on 500,000 euros.

The purpose of our long-standing collaboration
is to support the development of volleyball and
Estonian sports. We are proud that during our
partnership Estonian volleyball has developed
rapidly. Within that time, the Estonian national
men’s team has repeatedly qualified for the
European Volleyball Championship.

In 2021, Bigbank Tartu again became the
Estonian champion after a seven-year break.
At the same time, they won the first place
at the Estonian Cup and came fourth at the
Baltic Championships. In addition, Bigbank
Tartu participated in the strongest volleyball
series in Europe for the first time in the long
history of the club. Two rounds were played
in the CEV Champions League and the team
narrowly missed out on qualifying for the main
competition.

The University of Tartu / Bigbank women’s
team won first place at the Estonian Cup
and took third place at both the Estonian
Championships and the Baltic Championships.

With great gratitude and pride, Bigbank
accepted the title issued by the Ministry of
Culture and the Estonian Olympic Committee
in 2021: Sports Friend 2021.
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Bigbank’s Large Family Day. Since 2005,
Bigbank has been working with the Estonian
Association of Large Families to offer families
with four or more children an opportunity
to enjoy a special day full of fun activities.
Additionally, every year we recognise an active
large family that has made a positive impact
on the community with the Large Family of the
Year title and award. The winner of the Large
Family of the Year 2021 title and an award of
10,000 euros put up by Bigbank was the Guzov
family from Vihterpalu that has five children.

According to Jonna Pechter, the head of
Bigbank Estonia, the purpose of the 10,000-
euro award is to make small - or bigger -
dreams come true in a large family, for example
by enabling the children to pursue a hobby or
an interest.

The Large Family of the Year prize was given
out in 2021 for the twelfth time. This year, 68
families from all over Estonia participated in
the competition.

Bigbank cares about the environment. In June
2021, the Estonian Recycling Centre launched
the initiative of setting up mobile collection
boxes at organisations, which is a new and
convenient way for people to donate the things
that are in good condition but that they do
not need any longer. The first collection boxes
were set up in Bigbank Estonia’s Tallinn and
Tartu offices. As Bigbank’s employees believe
in recycling, the boxes were filled quicky.

Animal shelter campaign. For the eighth
consecutive year we organised the charitable
social media campaign #laiBigbankziedo
(#letBigbankDonate) in Latvia. The purpose of
the project is to raise the public’s awareness of
animal welfare issues and support the Labas
majas animal shelter. We invited the users of
Facebook and Instagram to post pictures of
themselves with their pets using the hashtag
#laiBigbankziedo. For each posted picture we
supported the shelter with 1 euro. We raised
4,000 euros in 2021 which was donated to
heat the shelter’s 1,000 square metre premises
during the winter season.

Volunteering for a Salvation Army fundraiser.
The Christmas Cauldron is an annual charity
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fundraiser organised by the Salvation Army
in Finland to help families in need. Cauldron-
shaped containers placed on streets have
been symbols of help for the entire nearly
130-year history of the Salvation Army and
have become a prominent part of the Finnish
Christmas tradition. There are collection points
all over Finland where people can leave their
donations. Also, presents such as clothes
and toys are welcome. The employees of our
Finnish branch contributed to the fundraiser
by helping receive donations in several shifts
on five days before Christmas.

MEMBERSHIP IN ORGANISATIONS

Bigbank’s strategy is to build a strong
international reputation and gain recognition
as a valuable financial partner. This includes
participating in professional organisations and
contributing to their work.

Bigbank is a long-term member of the
Estonian Chamber of Commerce and Industry
and FinanceEstonia. Bigbank is also a member
of the Estonian Banking Association and
participates actively its working groups. In
addition, the Group is a member of the Estonian
Association of Information Technology and
Telecommunications and the Estonian Leasing
Association.

Bigbank is a member of the payment system
SWIFT (the Society for Worldwide Interbank
Financial Telecommunication) and the
Eurosystem’s cross border settlement system
in TARGET2 (the Trans-European Automated
Real-time Gross Settlement Express Transfer
system). Bigbank has joined the SEPA (Single
Euro Payments Area) Credit Transfer and
Instant Credit Transfer scheme as an indirect
member.
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Bigbank complies with the Corporate
Governance Recommendations (CGR)
promulgated by the Estonian Financial

Supervision and Resolution Authority consistent
with the principle of proportionality. The CGR
are advisory guidelines which are primarily
intended for listed companies and companies
with a large number of shareholders.

As a credit institution, Bigbank AS is subject
to the supervision of the Estonian Financial
Supervision and Resolution Authority. In
addition to other legislation, the Group’s
operations are governed by the Credit
Institutions Act, which sets out requirements
for the Group’s management, governance and
reporting. The Group’s governing bodies are
the general meeting, the supervisory board
and the management board.

The sections below provide an overview of the
governance of Bigbank AS and the guidance
of the CGR that is currently not complied with
together with relevant explanations. Most of
the explanations are related to the shareholder
structure of Bigbank AS and resulting
differences.

GENERAL MEETING

The shareholders’ general meeting is the highest
governing body of Bigbank AS. The powers of
the general meeting are based on legislation
and the articles of association.

General meetings are called by the management
board. Shareholders must be given at least three
weeks’ notice of an annual general meeting and
at least one week’s notice of an extraordinary
general meeting. Notice of a general meeting is
sent to a shareholder by registered mail to the
address entered in the share register. Notice of
a general meeting may also be sent by regular
mail, electronically or by fax, provided that the
letter or electronic or fax message includes
a note requiring prompt acknowledgment of
receipt. The shareholders of Bigbank AS have
the right to adopt decisions without calling a
general meeting.
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The shareholders had one annual general
meeting and five extraordinary general
meetings in 2021.

Bigbank AS does not comply with the article
of the CGR according to which a notice of a
general meeting should include the address
where shareholders can send questions
regarding agenda items (article 1.1.1). Nor does
Bigbank AS comply with the articles of the
CGR according to which a notice of a general
meeting should be published on the corporate
website (article 1.2.1) along with reasons for
calling the general meeting and explanations
of agenda items relating to significant changes
(article 1.2.2), essential information related to the
agenda should be published on the corporate
website (article 1.2.3) and the proposals of the
supervisory board and shareholders regarding
agenda items should be published on the
corporate website (article 1.2.4).

The above requirements are not relevant to the
Group as it has only two shareholders who are
also members of the supervisory board and
thus continuously informed about the Group’s
activities.

Bigbank AS partially complies with article 1.3.2
of the CGR according to which the members
of the management board, the chairman of
the supervisory board and, if necessary, the
members of the supervisory board should
attend the general meeting. The attendance of
the above persons depends on the matters to
be decided at the meeting. Bigbank AS does
not make observing a general meeting possible
by means of communication equipment (article
1.3.3.) because all shareholders can vote on
agenda items electronically.

MANAGEMENT BOARD

The responsibilities of the management board
are regulated by the articles of association of
Bigbank AS and the Commercial Code and
the Credit Institutions Act of the Republic
of Estonia. The management board makes
everyday management decisions, taking
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into account the best interests of the bank
and the shareholders, and makes sure that
the company develops sustainably and in
accordance with the goals set and the strategy
approved by the supervisory board.

The supervisory board selects the members
of the management board and appoints the
chairman of the management board. The
suitability of management board members,
including their education, qualifications and
previous work experience, is assessed based
on the internal rules of Bigbank AS. Upon the
appointment of a member of the management
board, the supervisory board defines the
member’s area of responsibility and powers in
the contract of service signed with the member
of the management board. The term of office
of a member of the management board is
three years and a member of the management
board can be reappointed. The management
board prepares the strategy and budget of
Bigbank AS which are submitted for approval
to the supervisory board.

The management board of Bigbank AS has
four members (according to the articles of
association, three to five members):

e Martin Lants - chairman of
the management board

* Sven Raba - member of the
management board

¢ Mart Veskimagi - member of
the management board

¢ Argo Kiltsmann - member of
the management board

The members of the management board submit
a declaration of economic interests on an annual
basis. At 31 December 2021, the members of the
parent company’s management board were
represented in the governing bodies of the
Group’s subsidiaries as follows:

* Argo Kiltsmann - chairman of
the supervisory board of Baltijas
lzaudzmes Grupa AS

* Martin Lants - member of the supervisory
board of Baltijas [zaudzmes Grupa AS

(ON]
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* Mart Veskimagi - member of the supervisory
board of Baltijas Izaugsmes Grupa AS

The remuneration principles for the members
of the management board are described in the
Principles of remuneration for members of the
management board and employees section
of this report. In 2021, Bigbank AS did not
comply with article 2.2.7 of the CGR according
to which the benefits and bonus schemes of
a member of the management board should
be disclosed on the corporate website and
in the corporate governance report and the
principles of remuneration of the members
of the management board should be
presented at the general meeting. Bigbank AS
discloses summarised information about the
remuneration of the members of the Group’s
management board in its annual report and
transactions with related parties are disclosed
in note 31.

SUPERVISORY BOARD

The activities of the supervisory board of
Bigbank AS are regulated by the articles
of association of Bigbank AS and the
Commercial Code and the Credit Institutions
Act of the Republic of Estonia, which set out
the requirements for the members of the
supervisory board, the cooperation between
the supervisory board and the management
board and the controls established by the
supervisory board.

The supervisory board is responsible for
regularly overseeing the activities of the
management board of Bigbank AS. The
supervisory board gives instructions to
the management board for organising the
management of Bigbank AS and participates in
the adoption of important decisions related to
the operation of Bigbank AS. The supervisory
board, in cooperation with the management
board, ensures long-term planning of Bigbank’s
activities. The work of the supervisory board is
coordinated by the chairman of the supervisory
board who is elected by the members of the
supervisory board from among themselves.

The members of the supervisory board are
elected by the general meeting for a term of
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two years. The supervisory board of Bigbank
AS has five members (according to the articles
of association, five to seven members):

¢ Parvel Pruunsild - chairman of
the supervisory board

¢ Vahur Voll - member of the supervisory board

¢ Andres Koern - member of
the supervisory board

¢ Juhani Jaeger - member of
the supervisory board

¢ Raul Eamets - member of
the supervisory board

The supervisory board had five scheduled
meetings in 2021 and on 23 occasions decisions
were adopted electronically. All members of
the supervisory board attended at least half of
the meetings held in 2021.

The general meeting decides on the
remuneration of the supervisory board. The
remuneration of the members of the supervisory
board consists of fixed remuneration. Bigbank
AS does not deem it necessary to comply with
article 3.2.5 of the CGR according to which the
company should disclose detailed information
about the remuneration of each member of
the supervisory board because the impact of
the remuneration of the supervisory board on
the Group’s financial results is not significant.
Transactions with related parties are disclosed
in note 31.

Two of the five members of the supervisory
board of Bigbank AS are shareholders, each
holding 50% of the shares. Bigbank is of the
opinion that these connections do not involve
a significant risk of a conflict of interest that
could lead to the adoption of decisions
detrimental to Bigbank AS and that the
independence of the supervisory board is
ensured. Other members of the supervisory
board are independent as required by article
3.2.2 of the CGR.

AUDIT COMMITTEE

The audit committee is a functional body
set up by the supervisory board that is
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responsible for advising the supervisory board
in matters related to accounting, auditing, risk
management, internal control and internal
audit, budgeting, and legal and regulatory
compliance. The committee monitors the
statutory audit process of the company’s
annual report and consolidated financial
statements and the independence of the
external auditor. The audit committee has two
members: Raul Eamets is the chairman of the
committee and Parvel Pruunsild is the member
of the committee. The members of the audit
committee are not remunerated.

The audit committee had six meetings in 2021.

Bigbank AS does not disclose the committees
set up by the supervisory board and their tasks,
composition and place in the organisation
on the corporate website (CGR article 3.1.3).
Considering that the audit committee is
appointed by the supervisory board whose
members include the shareholders and that the
members of the audit committee are elected
from among the members of the supervisory
board, disclosure of the above information on
the corporate website is not relevant to the
interests of shareholders and investors.

COOPERATION BETWEEN THE MANAGEMENT
BOARD AND THE SUPERVISORY BOARD

The management board and the supervisory
board work closely to best protect the
interests of Bigbank AS. Their co-operation
is, above all, based on an open exchange of
opinions between and within the management
board and the supervisory board. At least once
a quarter, the members of the management
board of Bigbank AS attend the meetings of
the supervisory board where the supervisory
board reviews, among other things, the Groups’
financial performance. Also, the members of
the management board are generally invited
to other meetings of the supervisory board to
discuss issues related to the Group’s operation.

The division of responsibilities between the
supervisory board and the management board
is described in the articles of association
of Bigbank AS. In cases not covered by the
articles of association, the governance of
Bigbank AS is primarily based on the provisions
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of the Commercial Code. The management
board also notifies the supervisory board of
significant events related to Bigbank AS’s
management and activities outside meetings
to ensure that the supervisory board receives
all necessary and relevant information without
delay. The management board provides the
information which requires sufficient time for
decision-making (e.g. reports to be approved)
to the members of the supervisory board
before the meeting of the supervisory board.
In managing Bigbank AS, the management
board observes the strategic instructions of
the supervisory board and regularly discusses
strategic management issues with the
supervisory board.

DIVERSITY AND INCLUSION POLICY

Bigbank AS did not apply a diversity policy
in 2021 because in selecting both managers
and employees Bigbank is guided by the best
interests of the Group and in selecting of the
members of the governing bodies Bigbank also
observes the requirements and the selection
procedure for the members of the governing
bodies set out in the Credit Institutions Act.

When assessing the suitability of the members
of the governing bodies, Bigbank AS relies
on relevant internal rules and, among other
factors, takes into account the candidate’s

education, qualifications and previous
professional experience. The candidate’s
reputation, experience, competencies

and skills, management experience, other
management-related criteria and  other
relevant known factors are also considered
when assessing suitability. The Group observes
the principle of avoiding gender-based or
other discrimination of candidates.

DISCLOSURE OF INFORMATION

Bigbank AS treats all shareholders equally and
notifies shareholders of all relevant circumstances,
first and foremost, by e-mail. Bigbank AS makes
its reports available on the corporate website. The
Group’s annual reports and interim reports are
disclosed in Estonian and in English in compliance
within the time-limits provided by law.
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In 2021, Bigbank AS did not publish a financial
calendar (CGR article 5.2.) because the regularity
of reporting is also set out in the Credit Institutions
Act. Also, Bigbank AS did not make responses to
analysts’ and shareholders’ questions (CGR article
5.5.) or the dates of meetings with analysts,
investors and the press (CGR article 5.6.) available
on the corporate website, as this is not relevant in
view of the small number of shareholders and the
fact that they are well informed.

FINANCIAL REPORTING AND AUDITING

Bigbank AS publishes an annual report every
year and quarterly reports during the financial
year and makes them available on its website.
The annual report of Bigbank AS is audited.

Bigbank AS submits to the general meeting
an annual report that has been signed by the
members of the management board. Contrary
to the guidance of the CGR, the members
of the supervisory board do not sign the
annual report. Their position is included in
the supervisory board’s written report on
the annual report and the annual report is
approved by the supervisory board (CGR
article 6.1.1.). Also, the auditor of Bigbank AS
does not attend the approval of the annual
report (CGR article 6.1.1.).

The auditor is appointed by the general
meeting. In choosing the auditor, the company
considers the candidate’s competence and
earlier experience in the field of financial
services. The auditor is appointed for up to
five years. Bigbank AS complies with the
auditor rotation requirement. In autumn 2019,
the management board organised a tender
for audit services. Based on the outcome,
KPMG Baltics OU (registry code 10096082)
was chosen and appointed as the auditor of
the Group by the shareholders’ decision of 3
June 2020. A three-year contract was signed
with KPMG Baltics OU for auditing the Group’s
annual reports for the years 2020-2022. The
lead auditor is Eero Kaup.

During the reporting period, the auditor did not
inform the supervisory board of any significant
circumstances that had come to its attention
and could affect the work of the supervisory
board and the management of the Group. In
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addition to the statutory audit, in the reporting
period the auditor provided some non-audit
services permitted by the Auditors Activities
Act, including translation and training services
and other services such as income tax return
consulting in Sweden.

RISK MANAGEMENT AND CONTROL FUNCTIONS

The Group’s supervisory board carries out
ultimate supervision of the Group’s activities
by establishing the general risk management
principles and strategy required for the proper
functioning of the Group’s risk organisation
and by providing a basis for an adequate
internal control system.

The internal control system is a management
tool that covers the activities of the entire
Group and is an integral part of the Group’s
internal processes. The management board
is responsible for the establishment and
functioning of an effective internal control
system. The need for and the scope of controls
is determined by the extent and nature of
the risks. The management board has to
ensure that the Group’s organisation and
administration are appropriate and that the
Group’s operations are in compliance with
external and internal rules. The management
board reports regularly to the supervisory
board on developments in the Group’s risk
exposure.

The primary objectives of the risk control
functions are to protect the Group’s financial
strength and limit the impact of potential
adverse events on the Group’s capital, liquidity
and financial results.

The Group uses the three lines of defence
model, where the first line of defence is the
business units and branches. Managers of all
levels are responsible for the effectiveness of
risk controls in their units, branches and areas.
The second line of defence is the functions and
units responsible for overseeing the Group’s risk
management: the risk management and credit
risk area and the compliance unit. The Group’s
internal audit department provides independent
assurance and is the third line of defence.

The compliance unit is responsible for ensuring
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that the Group complies with all applicable
laws, rules and regulations, because failure
to comply may result in regulatory sanctions
(including restrictions on business activities,
fines or additional reporting requirements)
and financial and/or reputational damage.
The compliance unit acts proactively to assure
the Group’s compliance through information,
advice, control and follow-up. The compliance
unit reports directly to the management board.

The credit risk area is responsible for managing
the credit approval process, ensuring sound
day-to-day credit risk management and acting
as a second line of defence in credit risk taking
(the Group’s head of credit and local credit
risk officers). Local credit risk officers report
regularly to country credit committees which
have the power to veto credit decisions and to
approve loans which are beyond the authority
of lower levels. The highest level decisions are
made by the Group’s credit committee, which
has the ultimate right to veto credit decisions.
The Group’s credit committee is formed by the
supervisory board. The head of the credit risk
area reports regularly to the management board.

The risk management area’s responsibility is
to develop and implement the Group’s risk
management framework; assist risk owners
and management in developing processes
and controls to manage and assess risks;
facilitate and monitor implementation of risk
management practices by risk owners; conduct
independent risk identification, assessment,
monitoring and reporting; provide guidance
and training on risk management processes for
raising risk awareness; and identify risk-related
issues.

The risk management area consists of the
operational risk control unit, the quality control
unit, the financial crime prevention unit, the
information security unit, and the risk reporting
and financial risk control unit. The heads of
the units of the risk management area report
regularly to the management board on the
Group’s risk profile and overall developments
in the risk level.

Within the risk management area, the financial
crime prevention unit’s (FCPU) role is to ensure
that the Group fulfils its obligations in relation
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to anti-money laundering, terrorist financing
prevention and monitoring politically exposed
persons as required by the law and internal
regulations and to facilitate the development
of controls that support the detection and
prevention of fraud. The FCPU reports directly
to the management board.

The objectives and principles of risk management
are described in more detail in note 3.

The internal audit unit is a structural unit of
the Group, which is directly accountable to
the Group’s supervisory board and is therefore
independent of the Group’s management
board. The unit consists of two internal
auditors and the head of the unit. Internal
audit is an independent, objective assurance
and consulting activity designed to add value
to and improve the Group’s operations by
using a systematic and disciplined approach
to evaluate the efficiency and effectiveness
of the risk management, governance and
control processes. Internal audit adds value if
it is in concordance with the Group’s strategic
objectives, focuses on important business
risks, operates proactively and proficiently, and
meets the expectations of the stakeholders.
The internal audit unit acts on the basis of the
statute approved by the Group’s supervisory
board. The statute of the internal audit unit
describes the requirements to the staff of the
internal audit unit with regard to independence,
proficiency, authority, tasks, and scope of
activities as well as the principles of quality
assurance. The internal audit unit’s work plan
is approved by the Group’s supervisory board.

WHISTLEBLOWING HOTLINE

The whistleblowing hotline is part of the
Group’s corporate governance culture and
its aim is to support the enforcement of the
Group’s values and agreed code of conduct
and to promote openness and consideration of
other employees.

Bigbank’s employees can notify of possible
internal misconduct, which may include
breaches of the general rules of conduct
established by the Group and procedures
regulating internal work organisation as well
as violation of legislation and neglect of the
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principles of good banking practice.

The whistleblowing hotline is coordinated by
the head of the internal audit unit, who reports
directly to the supervisory board of Bigbank AS.

PRINCIPLES OF REMUNERATION FOR MEMBERS
OF THE MANAGEMENT BOARD AND EMPLOYEES

The Group’s remuneration policy is established
by the supervisory board and its purpose is
to ensure a fair and transparent remuneration
system that is in compliance with prudent
and efficient risk management principles and
supports achievement of the Group’s long-
term objective - to be recognised as the best
financial service provider that has strong risk
management and a reputation for being an
outstanding employer. The purpose is to ensure
that remuneration decisions deliver sustainable
value growth for all key stakeholders, including
customers, shareholders and employees;
to promote desired performance, conduct
and value-based behaviour and to ensure
that the manner of remuneration does not
impede employees’ honest, fair, transparent
and professional behaviour, taking into
account the rights and interests of customers;
and to prevent the risk that remuneration
drives excessive risk taking and conflicts of
interest. The remuneration system ensures
equal treatment of employees as rewards are
based on the employee’s performance and
professional development during the year.

The supervisory board approves the Group’s
remuneration policy and reviews it annually in
the fourth quarter or more often when needed.
According to the policy, the management
board approves the remuneration principles,
including the principles for establishing annual
key performance indicators (KPIs), evaluating
employee performance and reviewing fixed
pay. Remuneration principles also include
guidelines for establishing the principles for
performance related pay at the branch or unit
level. Branch- and area-specific remuneration
decisions are made by heads of branches
and areas in line with the Group’s policy and
rules. The management board monitors the
implementation of the remuneration principles,
asking feedback from employees at least once
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a year in December.

The core principle of the remuneration system
is to ensure a good balance between individual
and team performance as well as quality risk
management which takes into account capital
adequacy and liquidity requirements along
with trends in the economic environment.

The remuneration provided by the Group
consists of two parts:

* Fixed remuneration including:

* a basic monthly salary fixed in the
employment contract, which s
determined based on the employee’s
responsibilities and competence
and reviewed annually based on the
employee’s performance and the
trends prevailing in the labour market
of the country involved,;

* benefits provided by the Group to all
employees in all countries at the same
rate, for example sports benefits,
compensated absences for taking
care of health, birth benefits etc,;

¢ benefits arising from local legislation or
collective agreements.

*  Variable remuneration including:

e performance related pay agreed with
the employee, which depends on the
achievement of the Group’s long-term
objectives and fulfilment of relevant,
measurable and balanced criteria;

¢ performance related pay paid on
objective grounds and generally on a
one-off basis, based on extraordinary
results and/or engagement of the
employee, timely fulfilment of specific
projects and other similar situations;

e severance pay paid upon the
termination of the employment
contract. The amounts in excess of
what is provided for by applicable
local legislation must be in proportion
to the employee’s performance during
the term of employment and must
not reward unsound risk-taking. The
Group must be able to explain the
reasons for the severance payment,
the appropriateness of the amount
awarded and the criteria used to
determine the amount, including

Bigbank AS
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that it is linked to the performance

achieved over time and that it does

not reward failure or misconduct.
To ensure that employees of the internal
audit unit are remunerated independently
of the businesses they oversee, the Group’s
remuneration policy sets out that for the
employees with an audit or control unit,
the performance related pay is based on
achieving the goals of the target unit and not
on the performance of the businesses under
their oversight.

The Group’s remuneration policy provides
that the Group has the right to reduce
the performance related pay payable to a
material risk taker or to suspend payment of
the performance related pay or to demand a
partial or full refund of the performance related
pay paid if:

* the Group’s overall financial results have
deteriorated significantly compared to the
previous period;

* the material risk taker no longer meets the
performance criteria or does not comply
with the requirements established by law
for a member of the management board
of a credit institution or for a material risk
taker;

e the Group no longer complies with
prudential requirements or the Group’s
risks are not sufficiently covered by the
Group’s own funds;

 the performance related pay has been
paid on the basis of data which has
subsequently proven to be materially
inaccurate or incorrect;

* the material risk taker has participated in
causing damage to the credit institution or
is liable for the damage incurred.

Exceptions are permitted if allowed by local law.

The Group is not a large institution within
the meaning of point (146) of Article 4(1)
of Regulation (EU) No 575/2013 of the
European Parliament and of the Council and
applies the derogation provided for in Article
94(3)(a) of Directive 2013/36/EU of the
European Parliament and of the Council to the
remuneration of all employees.
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The establishment of a separate remuneration
committee is not deemed to be necessary,
and the role of the remuneration committee is
fulfilled by Bigbank’s supervisory board which
is responsible for approving and supervising
the group-wide remuneration policy and
adopting decisions related to the remuneration
of the members of the management board,
the internal audit unit and material risk takers.
The remuneration policy is reviewed by
the supervisory board at least once a year.
Preparation of the policy and related group-
wide internal regulations is the responsibility
of the head of support services who makes
amendment proposals to the management
board, which submits relevant proposals
for approval to the supervisory board. The
Group’s internal audit unit evaluates the
implementation of the remuneration system
annually and presents the results to the
Group’s supervisory board.

In 2021, we supplemented the Group’s
remuneration policy with control measures
aimed at ensuring that the principle of gender
neutrality is respected and that male and
female employees are paid on the basis of
criteria related to the capabilities, competence,
qualifications, experience and knowledge of
the employee or material risk taker.

As required by law, Bigbank AS has defined
material risk takers which include the senior
management (members of the supervisory
and management boards); employees
responsible for control functions; employees
who have a significant impact on the Group’s
risk profile; and staff whose remuneration
equals or exceeds the lowest remuneration
of the members of the Group’s management
board. Self-assessment is performed on a
consolidated level and includes all branches
and subsidiaries of the bank. The list of material
risk takers is reviewed at least once a year or
whenever changes in the Group’s structure or
the establishment of new positions affect the
list of material risk takers. The supervisory
board approves the list of material risk takers
based on the proposal of the management
board. In 2021, the list included 25 material
risk takers. The principles underlying the fixed
remuneration of material risk takers are the

same as for the rest of the Group’s employees.
The share of performance related pay in total
annual remuneration may not exceed 100%
of annual fixed remuneration which ensures
carefully calculated risk-taking. If variable
remuneration exceeds 100% of the earned
annual fixed remuneration, the requirements
of the Estonian Credit Institutions Act will
apply. The Group may withhold performance
related pay either in full or in part, reduce
performance related pay, or demand partial
or full repayment of disbursed performance
related pay when the Group’s results do not
meet the target.

In 2021, the remuneration (excluding social
security charges) provided to material risk
takers of the Group and its subsidiaries
totalled 2.4 million euros, the figure consisting
of fixed remuneration of 1.9 million euros and
performance related pay of 0.5 million euros.
No severance benefits were paid during the
financial year. The performance related pay
allocated for performance in 2021, will be
determined at the end of the first quarter of
the following financial year, and according
to management’s estimate the amount of
the provision made at 31 December 2021
is sufficient. At the year-end, there was no
performance related pay awarded but not paid
for performance in 2021.
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Consolidated financial
statements

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 31 December (in millions of euros) Note 31 Dec 2021 31 Dec 2020
Assets
Cash balances at central banks 5 78.7 48.3
Due from other banks 5 37.2 271
Debt instruments at fair value through
other comprehensive income 6 453 458
Loans to customers 7,8 896.2 5777
Other receivables and inventories 9 2.7 1.2
Prepayments 10 1.5 1.2
Property, plant and equipment n 20.9 4.4
Investment properties 12 41.6 27.2
Intangible assets 13 27.0 24.2
Assets classified as held for sale = 0.7
Total assets 1,151.1 757.8
Liabilities
Loans from central banks 14 36.5 36.5
Deposits from customers 15 898.3 547.5
Subordinated notes 30 15.0 5.0
Lease liabilities 16 1.8 21
Provisions 0.3 1.5
Deferred income and tax liabilities 17 1.9 1.0
Other liabilities 18 1.2 7.9
Total liabilities 965.0 601.5
19

Equity
Paid-in share capital 8.0 8.0
Capital reserve 0.8 0.8
Other reserves 11 1.1
Retained earnings 176.2 146.4
Total equity 186.1 156.3
Total liabilities and equity 1,151.1 757.8

The notes on pages 50 to 129 are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(in millions of euros) Note 2021 2020
Interest income 20 77.5 69.8
Interest expense 21 -7.8 -7.0
Net interest income 69.7 62.8
Fee and commission income 6.7 52
Fee and commission expense -0.2 -0.2
Net fee and commission income 6.5 5.0
Loss on debt instruments at fair value through 0.2 0.2
other comprehensive income
Net gain (loss) on exchange differences -0.1 0.3
Net income (loss) on financial assets -0.3 0.1
Other income 22 3.5 14
Other expenses 23 -5.1 -2.9
Total net operating income 743 66.4
Salaries and associated charges 24 -17.8 -14.1
Administrative expenses 25 -14.3 -11.1
Depreciation, amortisation and impairment 1n,13 -3.4 -3.5
Provision expenses 1.2 0.6
ins (losses) resulting from changes in th

fGa?r val(uz o(: ir)w:stumer?t p?opgrt?esge ) 12 6.4 "0.4
Loss on impairment of goodwill -0.7 -
Gain on bargain purchase 32 4.6 -
Total expenses -24.0 -28.5
Profit before loss allowances 50.3 37.9
Net loss allowances on loans and financial investments 8 -1.4 -14.0
Profit before income tax 38.9 23.9
Income tax 28 -3.0 -2.4
Profit for the year 35.9 21.5
Other comprehensive income 19 - -0.1
Other comprehensive income to be reclassified to 0.2 02
profit or loss in subsequent periods:

Exchange differences on translating foreign operations 0.1 -0.3

Changes in the fair value of debt instruments at fair 03 o

value through other comprehensive income
Other comprehensive income not to be reclassified 0.2 01
to profit or loss in subsequent periods:

Revaluation of land and buildings 0.2 0.1
Total comprehensive income for the year 35.9 21.4
Basic earnings per share (EUR) 33 449 267
Diluted earnings per share (EUR) 33 449 267

The notes on pages 50 to 129 are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions of euros) Note 2021 2020
Cash flows from operating activities

Interest received 73.2 65.6
Interest paid -6.7 -5.1
Salary, administrative and other expenses paid -42.0 -31.5
Other income and fees received 1.3 7.3
Recoveries of receivables previously written off 8.7 10.1
Received for other assets 0.8 01
Loans provided -615.2 -364.9
Repayment of loans provided 299.4 231.5
Change in mandatory reserves with central 5 24 0.8
banks and related interest receivables

Proceeds from customer deposits 710.7 340.4
Paid on redemption of deposits -359.1 -190.1
Income tax paid -2.1 -1.7
Effect of movements in exchange rates - -0.2
Net cash from operating activities 76.6 60.7
Cash flows from investing activities

Acquisition of property, plant and equipment and intangible assets 1,13 -4.5 -7.2
Acquisition of investment properties 12 -29.3 -23.9
Proceeds from sale of investment properties 0.1 0.1
Paid in connection with business combinations 32 -7.3 -
Cash acquired in business combinations 31 0.3 -
Acquisition of financial instruments 6 -4.6 -15.8
Proceeds from redemption of financial instruments 6 5.2 1.9
Net cash used in investing activities -40.1 -44.9
Cash flows from financing activities

Proceeds from issue of notes 10.0 -
Interest paid on subordinated notes 30 -0.3 -0.3
Proceeds from loans from central bank 14, 30 = 13.5
Proceeds from negative interest on loans

from central bank 14.20 0> i
Repayment of loan from shareholders - -2.0
Repayment of other loans 32 -1.7 -
Payment of principal portion of lease liabilities 16, 30 -0.7 -0.7
Dividends paid 19 -6.0 -6.0
Net cash from financing activities 1.8 4.5
Effect of exchange rate fluctuations -0.2 0.4
Increase in cash and cash equivalents 38.1 20.7
Cash and cash equivalents at beginning of year 5 73.7 53.0
Cash and cash equivalents at end of year 5 111.8 73.7

The notes on pages 50 to 129 are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Attributable to equity holders of the parent

i Capital Other Retained
Share capital . Total
. - reserve reserves earnings
(in millions of euros)
Balance at 1 January 2020 8.0 0.8 1.2 131.0 141.0
Profit for the year - - - 21.3 21.3
Other comprehensive income
Exchange differences on
- - -0.3 - -0.3

translating foreign operations

Net change in fair value of debt

instruments at fair value through - - 0.1 - 0.1
other comprehensive income

Revaluation of land and buildings - - 0.1 - 0.1
Total other comprehensive
. - - -0.1 - -0.1
income
Total comprehensive

- - -0.1 21.3 21.2

income for the year
Dividend distribution - - - -6.0 -6.0
Total transactions with

- - - -6.0 -6.0
shareholders
Balance at 31 December 2020 8.0 0.8 1.1 146.3 156.2
Balance at 1 January 2021 8.0 0.8 1.1 146.3 156.2
Profit for the year - - - 35.9 35.9
Other comprehensive income
Exchange differences on

- - 0.1 - 0.1

translating foreign operations

Net change in fair value of debt
instruments at fair value through - - -0.3 - -0.3
other comprehensive income

Revaluation of land and buildings - - 0.2 - 0.2

Total other comprehensive
income

Total comprehensive
income for the year

Dividend distribution - - - -6.0 -6.0
Total transactions with

= = = 35.9 35.9

- - - -6.0 -6.0
shareholders
Balance at 31 December 2021 8.0 0.8 1.1 176.2 186.1
Please refer to note 19.
The notes on pages 50 to 129 are an integral part of these consolidated financial statements.
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Notes to the consolida-
ted financial statements

NOTE 1. GENERAL INFORMATION AND SIGNIFICANT ACCOUNTING POLICIES

1.1 GENERAL INFORMATION

Bigbank AS is a credit institution incorporated
and domiciled in Estonia. The consolidated
financial statements for the year ended 31
December 2021 comprise Bigbank AS (also
referred to as the ‘parent company’), its
Latvian, Lithuanian, Finnish, Swedish and
Bulgarian branches and its subsidiaries AS
Baltijas Izaugsmes Grupa, OU RaGtli Majad and
the subsidiaries of OU RUtli Majad - OU Rt
Property, OU Papiniidu Property, Abja Pdld OU
and Palupera Pédllud, and OU Balti Vélgade
Sissendudmise Keskus OU and the subsidiary
of Balti Vbélgade Sissendudmise Keskus OU -
SIA Baltijas Paradu Piedzinas Centrs (together
referred to as the ‘Group’).

STATEMENT OF COMPLIANCE

These consolidated financial statements have
been prepared in accordance with International
Financial Reporting Standards issued by the
International Accounting Standards Board
(IASB) as adopted by the European Union
(IFRS EU). The accounting policies set out
below have been applied consistently to
all periods presented in these consolidated
financial statements, except where otherwise
indicated.

Under the Estonian Commercial Code, final
approval of the annual report including the
consolidated financial statements that has
been prepared by the management board and
approved by the supervisory board rests with
the general meeting. Shareholders may decide
not to approve the annual report that has been
prepared and submitted by the management
board and may demand the preparation of a
new annual report.

In addition to the part presented under
International Financial Reporting Standards
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as adopted by the European Union, these
consolidated financial statements include the
primary financial statements of the parent
company (see note 35), which have to be
presented in accordance with the Estonian
Accounting Act, and capital ratios (see note
3) for regulatory purposes, which have been
prepared in accordance with Regulation (EU)
no 575/2013 of the European Parliament and
of the Council on prudential requirements
for credit institutions and investment firms
(Capital Requirements Regulation, CRR). Net
currency positions, liquidity risk ratios, total
own funds, total risk exposure and capital
ratios are presented at the supervisory
reporting group level: the companies
Palupera Péllud OU and Abja Pald OU have
been accounted for using the equity method
based on the CRR scope of consolidation,
not using consolidation according to the IFRS
accounting treatment. These parent company
primary financial statements are not separate
financial statements as defined in |AS 27.

The management board of Bigbank AS
has prepared these consolidated financial
statements and authorised them for issue on
28 February 2022. The group annual report,
which has been authorised for issue by the
management board, needs to be approved by
the supervisory board and the shareholders.
The shareholders may decide not to approve
the group annual report but they have never
done so and there is no reason to expect that
they will.
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BASIS OF PREPARATION

The figures reported in the financial statements
are presented in millions of euros. The financial
statements have been prepared on a historical
cost basis, except that:

e certain financial assets and liabilities
(including debt instruments) and investment
property are measured at fair value;

e land and buildings are measured at fair
value less any subsequent deprecation and
impairment losses;

e assets held for sale are measured at fair value
less costs to sell; and

e part of biological assets are measured at fair
value less costs to sell.

Group entities apply uniform accounting
policies. Significant accounting policies applied
in the preparation of these consolidated
financial statements are set out below.

In accordance with the Estonian Accounting
Act, the parent company’s primary financial
statements (statement of financial position,
statement of comprehensive income,
statement of cash flows and statement of
changes in equity) are disclosed in the notes
to the consolidated financial statements.
The financial statements of Bigbank AS
are presented in note 34 Primary financial
statements of the parent. The parent company’s
financial statements are prepared using the
same accounting policies and measurement
bases as those applied on the preparation of
the consolidated financial statements except
that in the unconsolidated financial statements
investments in subsidiaries and associates are
measured at cost.

Bigbank AS
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1.2 SIGNIFICANT ACCOUNTING POLICIES

CONSOLIDATION

Branches

A branch is an economic entity established for
offering services on behalf of a company. A
branch is not an independent legal person. The
company is liable for the obligations arising
from the activities of its branch. The company
has to maintain separate accounts concerning
its foreign branches. The financial statements
of a branch with separately maintained
accounts are included in the consolidated
financial statements from the date the activity
of the branch commences until the date the
activity of the branch ceases.

Subsidiaries

Subsidiaries are all entities over which the
Group has control. Control is achieved
when the Group is exposed, or has rights, to
variable returns from its involvement with the
investee and has the ability to affect those
returns through its power over the investee.
Specifically, the Group controls an investee if,
and only if, the Group has:

* power over the investee (i.e. existing rights
that give it the current ability to direct the
relevant activities of the investee);

° exposure, or rights, to variable returns from
its involvement with the investee;

* the ability to use its power over the investee
to affect its returns.

Generally, there is a presumption that the
majority of voting rights results in control.
Subsidiaries are fully consolidated from the
date the Group obtains control until the date
the Group loses control.
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Ownership interest

Subsidiary Country of incorporation 2021 2020
oU RaGtli Majad Republic of Estonia 100% 100%
oU RuUtli Property Republic of Estonia 100% 100%
OU Papiniidu Property Republic of Estonia 100% -
Abja Péld oU Republic of Estonia 100% -
Palupera Pa&llud OU Republic of Estonia 100% -
Balti Vélgade Sissendudmise Keskus OU Republic of Estonia 100% 100%
SIA Baltijas Paradu Piedzinas Centrs Republic of Latvia 100% 100%
AS Baltijas Izaugsmes Grupa Republic of Latvia 100% 100%

Business combinations

Acquisitions of subsidiaries are accounted for
by applying the acquisition method (except
for business combinations involving entities
under common control, which are accounted
for using the modified acquisition method).
Under the acquisition method, the acquiree’s
assets, liabilities and contingent liabilities
are recognised at their fair values and any
difference between the cost of the interest
acquired and the fair value of the net assets
acquired is recognised as goodwill or a gain
from a bargain purchase. From the date of
acquisition, the acquiree’s assets, liabilities
and contingent liabilities and any goodwill
acquired is recognised in the consolidated
statement of financial position and the interest
in the acquiree’s income and expenses is
recognised in the consolidated statement of
comprehensive income. A gain from a bargain
purchase is recognised as income immediately.
Acquisition-related costs are not included
in the acquisition cost (except for the costs
to issue debt or equity securities) and are
recognised immediately in profit or loss.

Business combinations involving entities
under common control are accounted for
using the modified acquisition method: the
interest acquired is recognised at the carrying
amount of the net assets acquired (i.e. as
the assets acquired and liabilities assumed
were recorded in the acquiree’s statement of
financial position). The difference between
the acquisition cost and the carrying amount
of the net assets acquired is recognised as an
increase or decrease in the acquirer’s equity.
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Transactions eliminated on consolidation

In preparing consolidated financial
statements, the financial statements of all
entities controlled by the parent (except for
subsidiaries acquired for resale) are combined
with those of the parent line by line. Intra-
group balances and transactions and any
unrealised income and expenses and gains and
losses arising from intra-group transactions
are eliminated in preparing the consolidated
financial statements but only to the extent
that there is no evidence of impairment. Group
entities apply uniform accounting policies.
Where necessary, the accounting policies of
subsidiaries and branches are adjusted to
conform to those adopted for the consolidated
financial statements.

FOREIGN CURRENCY

Foreign currency transactions

A transaction in a foreign currency is
recorded in the functional currency by
applying the exchange rate quoted by the
central bank at the date of the transaction.
At the reporting date, monetary assets and
liabilities denominated in foreign currencies
are translated to the functional currency at the
central bank exchange rates ruling at that date.
The foreign currency gain or loss on monetary
items is the difference between the amortised
cost in the functional currency at the beginning
of the year and the amortised cost in foreign
currency translated at the exchange rate at
the end of the year. Non-monetary assets and
liabilities denominated in foreign currencies
that are measured at fair value are translated
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to the functional currency at the exchange
rate at the date the fair value was determined.
Non-monetary assets and liabilities that are
measured in terms of historical cost in a foreign
currency are translated using the exchange rate
at the date of the transaction. Foreign exchange
differences arising on translation are recognised
in the statement of comprehensive income
within Net gain (loss) on exchange differences.

Financial statements of the
Group’s foreign operations

The financial statements of each Group
entity are prepared in the currency of the
primary economic environment in which the
entity operates (“the functional currency®).
The consolidated financial statements are
presented in millions of euros, which is the
Group’s presentation currency. Accordingly,
the assets and liabilities of foreign operations,
including fair value adjustments, are translated
to euros at the foreign exchange rates of the
European Central Bank ruling at the reporting
date. The revenues and expenses of foreign
operations are translated to euros using the
average exchange rate for the period. Exchange
differences arising on translating foreign
operations are recognised in Other reserves in
equity and in the statement of comprehensive
income, in Exchange differences on translating
foreign operations in other comprehensive
income.

OFFSETTING

Financial assets and financial liabilities are set
off and the net amount is presented in the
consolidated statement of financial position
only when the Group has a legally enforceable
right to set off the recognised amounts and
intends either to settle on a net basis or to realise
the asset and settle the liability simultaneously.

FINANCIAL INSTRUMENTS

Financial instruments - key
measurement terms

Fair value is the price that would be received
to sell an asset or paid to transfer a liability

Bigbank AS
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in an orderly transaction between market
participants at the measurement date. The
best evidence of fair value is price in an active
market. An active market is one in which
transactions for the asset or liability take
place with sufficient frequency and volume
to provide pricing information on an ongoing
basis. Fair value of financial instruments traded
in an active market is measured as the product
of the quoted price for the individual asset or
liability and the quantity held by the entity.
This is the case even if a market’s normal daily
trading volume is not sufficient to absorb the
qguantity held and placing orders to sell the
position in a single transaction might affect the
guoted price. The quoted market price used to
value financial assets is the current bid price.

Valuation techniques such as discounted
cash flow models or models based on recent
arm’s length transactions or consideration
of financial data of the investees are used to
measure the fair value of certain financial
instruments for which external market pricing
information is not available.

Fair value measurements are analysed based
on the level in the fair value hierarchy to
which the inputs to valuation techniques
used to measure fair value are categorised
as follows: (i) level one are measurements at
guoted prices (unadjusted) in active markets
for identical assets or liabilities, (ii) level two
measurements are valuations techniques with
all material inputs observable for the asset or
liability, either directly (that is, as prices) or
indirectly (that is, derived from prices), and
(iii) level three measurements are valuations
not based on solely observable market data
(that is, the measurement requires significant
unobservable inputs).

Transaction costs are incremental costs that
are directly attributable to the acquisition,
issue or disposal of a financial instrument.
An incremental cost is one that would not
have been incurred if the transaction had not
taken place. Transaction costs include fees
and commissions paid to agents (including
employees acting as selling agents), advisors,
brokers and dealers, levies by regulatory
agencies and securities exchanges, and
transfer taxes and duties. Transaction costs

53



Consolidated financial statements 2021
(In millions of euros)

do not include debt premiums or discounts,
financing costs or internal administrative or
holding costs.

Amortised cost (AC) is the amount at which the
financial instrument was recognised at initial
recognition less any principal repayments,
plus accrued interest, and for financial assets
less any allowance for expected credit losses.
Accrued interest includes amortisation of
transaction costs deferred at initial recognition
and of any premium or discount to maturity
amount using the effective interest method.
Accrued interest income and accrued interest
expense, including both accrued coupon and
amortised discount or premium (including
fees deferred at origination, if any), are not
presented separately and are included in
the carrying values of related items in the
statement of financial position.

The effective interest method is a method of
allocating interest income or interest expense
over the relevant period, so as to achieve a
constant periodic rate of interest (effective
interest rate) on the carrying amount. The
effective interest rate is the rate that exactly
discounts estimated future cash payments
or receipts (excluding future credit losses)
through the expected life of the financial
instrument or a shorter period, if appropriate,
to the gross carrying amount of the financial
instrument.

The effective interest rate discounts the cash
flows of variable interest instruments to the
next interest repricing date, except for the
premium or discount, which reflects the credit
spread over the floating rate specified in the
instrument, or other variables that are not reset
to market rates. Such premiums or discounts
are amortised over the whole expected life of
the instrument. The present value calculation
includes all fees paid or received between
parties to the contract that are an integral part
of the effective interest rate. For purchased
or originated credit-impaired (POCI) financial
assets - assets that are credit-impaired at
initial recognition, the effective interest rate
is adjusted for credit risk, i.e. it is calculated
based on the expected cash flows on initial
recognition instead of contractual payments.
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Financial instruments - initial recognition

Financial instruments at fair value through
profit or loss (FVTPL) are initially recorded
at fair value. All other financial instruments
are initially recorded at fair value adjusted
for transaction costs. Fair value at initial
recognitionis best evidenced by the transaction
price. A gain or loss on initial recognition is
only recorded if there is a difference between
fair value and the transaction price which can
be evidenced by other observable current
market transactions in the same instrument or
by a valuation technique whose inputs include
only data from observable markets. After initial
recognition, an expected credit loss (ECL)
allowance is recognised for financial assets
measured at AC and investments in debt
instruments measured at FVOCI, resulting in an
immediate accounting loss.

All purchases and sales of financial assets
that require delivery within the time frame
established by regulation or market convention
(regular way purchases and sales) are recorded
at trade date, which is the date on which the
Group commits to deliver a financial asset.
All other purchases are recognised when the
entity becomes a party to the contractual
provisions of the instrument.

Financial assets - classification
and subsequent measurement -
measurement categories

The Group classifies financial assets in the
following measurement categories: FVTPL,
FVOCI and AC. The classification and
subsequent measurement of debt financial
assets depends on: (i) the Group’s business
model for managing the related portfolio of
assets and (ii) the cash flow characteristics of
the asset.

Financial assets - classification and
subsequent measurement - business model

The business model reflects how the Group
manages the assets in order to generate cash
flows - whether the Group’s objective is: (i)
solely to collect the contractual cash flows
from the assets (“hold to collect contractual
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cash flows”,) or (ii) to collect both the contractual
cash flows and the cash flows arising from the sale
of assets (“hold to collect contractual cash flows
and sell”) or, if neither of (i) and (ii) is applicable,
the financial assets are classified as part of “other”
business model and measured at FVTPL.

The business model is determined for a group
of assets (on a portfolio level) based on all
relevant evidence about the activities that the
Group undertakes to achieve the objective set
out for the portfolio available at the date of the
assessment. Factors considered by the Group
in determining the business model include the
purpose and composition of a portfolio.

Financial assets - reclassification

Financial instruments are reclassified only when
the business model for managing the portfolio
as a whole changes. The reclassification has
a prospective effect and takes place from the
beginning of the first reporting period that
follows the change in the business model.

Financial assets - write-off

Financial assets are written off, in whole or in
part, when the Group has exhausted all practical
recovery efforts and has concluded that there
is no reasonable expectation of recovery. The
write-off represents a derecognition event.
The Group may write off financial assets that
are still subject to enforcement activity when
the Group seeks to recover amounts that are
contractually due but there is no reasonable
expectation of recovery.

Financial assets - derecognition

The Group derecognises financial assets when
(a) the assets are redeemed or the rights to
cash flows from the assets have otherwise
expired or (b) the Group has transferred the
rights to the cash flows from the financial
assets or entered into a qualifying pass-
through arrangement while (i) also transferring
substantially all risks and rewards of ownership
of the assets or (ii) neither transferring nor
retaining substantially all risks and rewards of
ownership, but not retaining control. Control is
retained if the counterparty does not have the
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practical ability to sell the asset in its entirety
to an unrelated third party without needing to
impose restrictions on the sale.

Financial assets - contract modifications

The Group sometimes renegotiates or
otherwise modifies the contractual terms of
financial assets. The Group assesses whether
the modification of contractual cash flows
is substantial considering, among other, the
following factors: significant change in interest
rate, change in the currency denomination,
new collateral or credit enhancement that
significantly affects the credit risk associated
with the asset or a significant extension of a
loan when the borrower is not in financial
difficulties.

If the modified terms are substantially different,
the rights to cash flows from the original asset
expire and the Group derecognises the original
financial asset and recognises a new asset
at its fair value. The date of renegotiation is
considered to be the date of initial recognition
for subsequent impairment  calculation
purposes, including determining whether a
significant increase in credit risk (SICR) has
occurred. The Group also assesses whether the
new loan or debt instrument meets the solely
payments of principal and interest (SPPI)
criterion. Any difference between the carrying
amount of the original asset derecognised and
fair value of the new substantially modified
asset is recognised in profit or loss unless the
substance of the difference is attributed to a
capital transaction with owners.

In a situation where the renegotiation
was driven by financial difficulties of the
counterparty and inability to make the
originally agreed payments, the Group
compares the original and revised expected
cash flows to assess whether the risks and
rewards of the asset are substantially different
as a result of the contractual modification.
If the risks and rewards do not change, the
modified asset is not substantially different
from the original asset and the modification
does not result in derecognition. The Group
recalculates the gross carrying amount by
discounting the modified contractual cash
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flows by the original effective interest rate (or
credit-adjusted effective interest rate for POCI
financial assets) and recognises a modification
gain or loss in profit or loss.

Payment holidays granted by the Group in
response to the COVID-19 pandemic are
treated as modifications of the terms of related
loans and advances.

Financial liabilities - measurement categories

Financial liabilities are classified as
subsequently measured at AC, except for (i)
financial liabilities at FVTPL: this classification
is applied to derivatives, financial liabilities held
for trading (e.g. short positions in securities),
contingent consideration recognised by an
acquirer in a business combination and other
financial liabilities designated as such at
initial recognition and (ii) financial guarantee
contracts and loan commitments.

Financial liabilities - derecognition

Financial liabilities are derecognised when
they are extinguished (i.e. when the obligation
specified in the contract is discharged,
cancelled or expires). An exchange between
the Group and its original lenders of debt
instruments  with  substantially  different
terms, as well as substantial modifications
of the terms and conditions of existing
financial liabilities, are accounted for as
an extinguishment of the original financial
liability and the recognition of a new financial
liability. The terms are substantially different
if the discounted present value of the cash
flows under the new terms, including any fees
paid net of any fees received and discounted
using the original effective interest rate, is
at least 10% different from the discounted
present value of the remaining cash flows of
the original financial liability. If an exchange
of debt instruments or modification of terms
is accounted for as an extinguishment, any
costs or fees incurred are recognised as part
of the gain or loss on the extinguishment. If
the exchange or modification is not accounted
for as an extinguishment, any costs or fees
incurred adjust the carrying amount of the
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liability and are amortised over the remaining
term of the modified liability.

Cash and cash equivalents

Cash and cash equivalents are items which are
readily convertible to known amounts of cash
and which are subject to an insignificant risk
of changes in value. Cash and cash equivalents
include all interbank placements with original
maturities of less than three months. Funds
restricted for a period of more than three
months on origination are excluded from cash
and cash equivalents, both in the statement
of financial position and for the purposes of
the statement of cash flows. Cash and cash
equivalents are carried at AC because: (i) they
are held for collection of contractual cash
flows and those cash flows represent SPPI,
and (ii) they are not designated at FVTPL. The
statement of cash flows is prepared using the
direct method.

Mandatory reserves with central banks.
Mandatory reserves with central banks are
carried at AC and represent non-interest
bearing mandatory reserves, which are not
available to finance the Group’s day to day
operations, and hence are not considered part
of cash and cash equivalents for the purposes
of the consolidated statement of cash flows.

Due from other banks. Amounts due from
other banks are recognised when the Group
advances money to counterparty banks.

Investments in debt securities

Based on the business model and the cash
flow characteristics, the Group classifies
investments in debt securities as carried at
FVOCI. Debt securities are carried at FVOCI if
they are held for collection of contractual cash
flows and for selling, where those cash flows
represent SPPI, and if they are not designated
at FVTPL. Interest income from these assets is
calculated using the effective interest method
and recognised in profit or loss. An impairment
allowance estimated using the expected credit
loss model is recognised in profit or loss for
the year.

All other changes in the carrying value are
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recognised in OCl. When the debt security
is derecognised, the cumulative gain or loss
previously recognised in OCI is reclassified
from OCI to profit or loss. Interest income from
these financial assets is included in /nterest
income.

The Group’s debt instruments at FVOCI
comprised solely of quoted bonds that are
graded in the top investment category by
Moody’s Investors Service and, therefore,
are considered to be in stage 1 as low credit
risk investments. It is the Group’s policy to
measure such instruments on a 12-month ECL
basis. In all cases, the Group assumes that
there has been a significant increase in credit
risk when contractual payments are more than
30 days past due. At the reporting date, there
were no instruments that would have had to be
classified to stages 2 or 3.

Loans to customers

Loans and advances to customers are
recognised when the Group advances money
to purchase or originate a loan due from
a customer. Based on the business model
and the cash flow characteristics, the Group
classifies loans and advances to customers
into AC measurement category: loans that are
held for collection of contractual cash flows
and those cash flows represent SPPI and loans
that are not voluntarily designated at FVTPL.
Loss allowances are determined based on the
forward-looking ECL models.

Impairment methodology for financial assets

The Group assesses and accounts for loan
receivables using a three-stage approach,
which depends on whether the loan is
performing (the debtor is meeting obligations)
or not and if the loan is performing, whether
there are any signs that credit risk has
increased compared to its initial measurement
at the issuance of the loan. The methodology
is based on the Expected Credit Loss (ECL)
formula. The ECL is calculated by multiplying
the Probability of Default (PD), Loss Given
Default (LGD) and Exposure at Default (EAD).
The Group has implemented country-specific
PD and LGD estimates by product types where
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sufficient statistical data is available. For
product types where sufficient statistical data
is not yet available the PD and LGD estimates
are calculated using the data for the closest
similar product type(s).

The three-stage approach for classifying
receivables using common credit quality
characteristics is as follows:

Stage 1 - 12-month ECL is recognised for
all loans which have no signs of a material
increase in credit risk. The ECL is computed
using a 12-month PD that represents the
probability of default occurring over the
next 12 months. For those assets with a
remaining maturity of less than 12 months,
a PD is used that corresponds to remaining
maturity.

Stage 2 - includes loans which have
sign(s) of a material increase in credit risk
demonstrated by being more than 30 days
past due at the reporting date or in the last
six months prior to the reporting date. The
ECL is computed based on a lifetime PD
that represents the probability of default
occurring over the remaining estimated life
of the financial asset.

Stage 3 - includes doubtful, defaulted and
uncollectible loans as well as loans which
are restructured due to financial difficulties
of a counterparty. Similarly to stage 2, the
allowance for credit losses will continue
to capture lifetime expected credit losses
where the PD is equal to 100%. Stage 3
loans are subject to a one-year monitoring
period. If no contractual payment is over
30 days past due during this period, the
monitoring stops. If a contractual payment
is over 30 days past due, the monitoring
period is renewed for another year.

Signs of a significant increase in risk include
a past due status of 30 or more days for a
contractual payment exceeding the amount
of 10 euros during the last six months of a
reporting period. A past due status of 30
or more days is assessed based on actual
occurrence. Other signs of increased risk and
their impact are analysed case by case and
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the customer’s risk level is changed based on
management’s judgement. This assessment is
dynamic in nature, allowing the financial assets
to be upgraded to stage 1 if the associated
credit risk has decreased and there is no
evidence of an increase in credit risk in the last
six-month period.

POCI (purchased or originated credit impaired)
financial assets are categorised within stage 3
with a carrying value already reflecting their
lifetime expected credit losses.

ECLs are based on the difference between the
contractual cash flows due in accordance with
the contract and all the cash flows that the
Group expects to receive. The shortfall is then
discounted at an approximation to the asset’s
original effective interest rate.

Definition of default and write-off

Any of the following events regarding a
customer imply a payment default resulting in
insolvency or the possibility of it occurring in
the future, in which case the contract is to be
classified as non-performing:

(i) a contractual payment of over 10 euros is
more than 90 days past due;

(i) a contractual payment of over 100 euros
for retail loans and of over 500 euros for
corporate loans that accounts for more than
1% of the total amount of the underlying loan
is more than 90 consecutive days past due;

(iii) a letter of contract termination, including a
demand for payment, has been sent to the
customer;

(iv) the customer is, or recently was, in financial
difficulties and is now being restructured;

(v) the customer is bankrupt or deceased or
bankruptcy, liquidation or debt restructuring
proceedings have been initiated against the
customer;

(vi) identity theft, i.e. misuse of the credit
receiver’s identity has been identified.

If a contractual payment is uncollectible or
it is not possible or economically practical
to implement measures for collecting it, the
receivable may be written off the statement of
financial position.

Receivables are written off the statement
of financial position when all reasonable
restructuring and collection procedures
have been performed and further recovery
is unlikely. When a loan receivable is written
off in the statement of financial position, the
carrying amount of the loan portfolio and
the loss allowance are reduced accordingly.
Recoveries of items written off the statement
of financial position are accounted for on a cash
basis and are presented in the statement of
comprehensive income in Net /oss allowances
on loans and financial investments.

Loss allowances, changes in loss allowances
and reversals of loss allowances on loan
receivables are recognised in the statement of
financial position in Loans to customers and
in the statement of comprehensive income
in Net loss allowances on loans and financial
investments.

Impairment methodology for
receivables secured with collateral

Receivables secured with real estate or other
assets are assessed for impairment using
evaluation of the net realisable value of
collateral. The net realisable value of collateral
is calculated based on the market value of the
collateral at the date of assessment, the right
of claim and the forced sale costs. Where the
carrying amount of the receivable exceeds the
net realisable value of collateral, the difference
(the unsecured portion) is recognised as an
impairment loss.

Impairment methodology for corporate loans

Corporate loans secured with real estate are
assessed for impairment on an individual basis.
A specific impairment allowance is created
for an individual receivable or a group of
receivables that has or have been found to be
impaired, i.e. for impairment losses incurred. In
individual assessment, the unsecured portion
is determined by evaluating the net realisable
value of collateral. After that the impairment
loss on the unsecured portion is identified using
the discounted cash flow method. The discount
rate is the effective interest rate of the loan.
Any accruals associated with a loan assessed

Bigbank AS
Annual report 2021



for impairment individually are applied the
same impairment rate that is assigned to
the underlying loan. Collective impairment
assessment is applied to all homogenous
groups of receivables whose amount is not
individually significant and whose individual
assessment would be unreasonable.

PROPERTY, EQUIPMENT AND
RIGHT-OF-USE ASSETS

ltems of property, plant and equipment,
excluding land and buildings, are carried at cost
less any accumulated depreciation and any
accumulated impairment losses. Cost includes
expenditure that is directly attributable to the
acquisition of the items.

Subsequent costs are included in the asset’s
carrying amount or recognised as a separate
asset, as appropriate, only when it is probable
that future economic benefits associated with
the item will flow to the Group and the cost of
the item can be measured reliably. The carrying
amount of any component accounted for as a
separate asset is derecognised when replaced.
All other repair and maintenance costs are
recognised in profit or loss in the reporting

Asset class

Consolidated financial statements 2021
(In millions of euros)

period in which they are incurred.

When the recoverable amount of an item of
property, plant and equipment decreases
below its carrying amount, the item is written
down to its recoverable amount. Impairment
losses are recognised as an expense as
incurred. Changes in the expected useful life
are accounted for by changing the depreciation
period or method, as appropriate, and treated
as changes in accounting estimates.

Depreciation is charged to the statement of
comprehensive income on a straight-line basis
over the estimated useful life of each part of
an item of property, plant and equipment.
Depreciation commences from the date the
asset is acquired.

Right-of-use assets are presented together
with property, plant and equipment in the
statement of financial position. Right-of-use
assets are depreciated on a straight-line basis
over the lease term.

The estimated useful lives assigned to asset
classes are as follows:

Useful life

Land and buildings
Land
Buildings
Other items of property, plant and equipment

Office equipment, furniture and other fixtures and fittings

Computers

The residual values and wuseful lives of
items of property, plant and equipment are
reviewed at each reporting date and adjusted
whenever circumstances arise, which may
have a significant impact on the useful life of
an asset or asset class. The effect of changes
in estimates is recognised in the current and
subsequent periods.

Depreciation expense is recognised in
Depreciation, amortisation and impairment in
the statement of comprehensive income.

Land and buildings are measured at fair value
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Is not depreciated
25-50 years

5 years
3-4 years

at the date of the latest revaluation less any
subsequent depreciation on buildings and
any subsequent impairment losses. Fair value
is based on the market value determined by
independent asset valuers or management’s
estimates. Valuations are performed with
sufficient frequency to ensure that the carrying
amount of a revalued asset does not differ
materially from its fair value.

A revaluation surplus is recognised in other
comprehensive income and accumulated in
Other reserves in equity. However, to the extent
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that it reverses a revaluation decrease of the
same asset previously recognised in profit or
loss, the increase is recognised in profit and
loss. A revaluation decrease is recognised in
the statement of profit or loss, except to the
extent that it offsets an existing surplus on the
same asset recognised in the asset revaluation
reserve. When an item of land and buildings is
revalued, any accumulated depreciation at the
date of the revaluation is eliminated against
the gross carrying amount of the asset and
the net amount is adjusted to the revalued
amount of the asset. When an asset is sold or
reclassified, any revaluation reserve relating
to the asset is transferred to retained earnings.
The revaluation reserve is used only when the
asset is derecognised.

BIOLOGICAL ASSETS

Biological assets are measured on initial
recognition and at the end of each reporting
period at fair value less estimated costs
to sell. Gains and losses arising on initial
recognition of a biological asset at fair value
and from subsequent changes in fair value
are recognised in Other income and Other
expenses in the statement of comprehensive
income, respectively.

As an exception, biological assets whose fair
value cannot be measured reliably are carried
at cost. Growing winter crops are recognised
at actual costs incurred, as their biological
transformation cannot be reliably measured at
the reporting date, and perennial grasslands
are recognised at deemed cost. The carrying
amount of a grassland is expensed within four
years after its establishment in equal amounts
through the line item Other expenses in the
statement of comprehensive income.

The Group’s biological assets include livestock
(dairy cattle and young stock), planted
perennial grasslands and growing crops, which
are reported in Property, plant and equipment
in the statement of financial position. Biological
assets as inventories include agricultural
produce (bull calves), which is reported in
Other receivables and inventories.
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INVENTORIES

Inventories are initially recognised at cost,
which comprises all costs of purchase, costs of
conversion and other costs incurred in bringing
the inventories to their present location and
condition. The cost of inventories is assigned
using the weighted average cost formula.

Inventories are measured at the lower of cost
and net realisable value. Agricultural produce
is carried at fair value less estimated costs to
sell.

INTANGIBLE ASSETS

Costs associated with software maintenance
are recognised as an expense as incurred.
Development costs that are directly
attributable to the design and testing of
identifiable and unique software products
controlled by the Group are recognised as
intangible assets when the following criteria
are met:

* it is technically feasible to complete the
software so that it will be available for use;

* management intends to complete the
software and use or sell it;

» there is an ability to use or sell the software;

* it can be demonstrated how the software will
generate probable future economic benefits;

e adequate technical, financial and other
resources to complete the development and
to use or sell the software are available; and

* the expenditure attributable to the software
during its development can be reliably
measured.

Directly attributable costs that are capitalised as
part of the software include employee costs and
an appropriate portion of relevant overheads.
Capitalised development costs are recognised
as an intangible asset and amortised from the
date the asset is ready for use.

The Group’s intangible assets primarily
include capitalised information and banking
technology solution called Nest and other
capitalised computer software. Intangible
assets are carried at cost less any accumulated
amortisation and any impairment losses.
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Intangible assets are amortised on a straight-
line basis over their expected useful lives,
which extend from 5 to 15 years. Amortisation
expense is recognised in Depreciation,
amortisation and impairment in the statement
of comprehensive income.

IMPAIRMENT OF NON-FINANCIAL ASSETS

At each reporting date, management
assesses whether there is any indication that
an asset may be impaired. If there is such
indication, the asset is tested for impairment
and its recoverable amount is identified.
The recoverable amount is the higher of the
asset’s fair value (less costs to sell) and value
in use that is found using the discounted
cash flow method. Where tests indicate that
the recoverable amount of an asset is lower
than its carrying amount, the asset is written
down to the recoverable amount. Where the
recoverable amount of an asset cannot be
identified, the recoverable amount of the
smallest group of assets it belongs to (its cash-
generating unit) is determined. Impairment
losses are expensed as incurred.

If tests of the recoverable amount indicate
that an impairment loss recognised for an
asset in prior years no longer exists or has
decreased, the former write-down is reversed
and the asset’s carrying amount is increased.
The increased carrying amount cannot exceed
the carrying amount that would have been
determined (considering normal depreciation
or amortisation) had no impairment loss been
recognised.

For information on the impairment of financial
assets, please refer to subsection Financial
assets.

INVESTMENT PROPERTIES

Investment properties are land and buildings
held to earn rental income or for capital
appreciation, or both and which are not used
in the Group’s own operating activities. An
investment property is initially recognised
at cost, including transaction costs. After
initial recognition, an investment property is
measured at fair value at each reporting date.
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Gains and losses arising from changes in
the fair value of an investment property are
recognised in profit or loss in the period
in which they arise and presented in Gains
(losses) resulting from changes in the fair
value of investment properties. Fair value is
determined based on a valuation annually
performed by an independent asset valuer or
management’s estimates.

Rental income earned is recognised in profit or
loss for the period in Other income.

Investment properties are derecognised
on disposal or when they are permanently
withdrawn from use and no future economic
benefits are expected from their disposal.
Gains and losses arising from derecognition of
investment property are recognised in profit or
loss in the period of derecognition.

NON-CURRENT ASSETS CLASSIFIED AS HELD
FOR SALE (OR DISPOSAL GROUPS)

Non-current assets and disposal groups,
which may include both non-current and
current assets, are classified in the statement
of financial position as held for sale if their
carrying amounts will be recovered principally
through a sale transaction, which may include
loss of control of a subsidiary holding the
assets, within 12 months after the end of the
reporting period. Assets are reclassified when
all of the following conditions are met: (a)
the assets are available for immediate sale
in their present condition; (b) the Group’s
management has approved and initiated
an active programme to locate a buyer; (c)
the assets are actively marketed for sale at
a reasonable price; (d) the sale is expected
within one year and (e) it is unlikely that
significant changes to the plan to sell will be
made or that the plan will be withdrawn. Non-
current assets or disposal groups classified as
held for sale in the current period’s statement
of financial position are not reclassified or re-
presented in the comparative statement of
financial position to reflect the classification at
the end of the current period.

A disposal group is a group of assets (current
or non-current) to be disposed of, by sale
or otherwise, together as a group in a single
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transaction, and liabilities directly associated
with those assets that will be transferred in the
transaction. Non-current assets are assets that
include amounts expected to be recovered
or collected more than 12 months after the
end of the reporting period. If reclassification
is required, both the current and non-current
portions of an asset are reclassified.

Held for sale disposal groups are measured
in their entirety at the lower of their carrying
amount and fair value less costs to sell. Held
for sale buildings and equipment are not
depreciated or amortised. Reclassified non-
current financial instruments are not written
down to the lower of their carrying amount
and fair value less costs to sell.

FAIR VALUE MEASUREMENT

The Group measures financial instruments
such as derivatives, biological assets, land and
buildings at fair value at each reporting date. The
fair values of financial instruments measured at
amortised cost are also disclosed in note 4.

Fair value is the price that would be received
to sell an asset or paid to transfer a liability
in an orderly transaction between market
participants at the measurement date. The
fair value measurement is based on the
presumption that the transaction to sell the
asset or transfer the liability takes place either:

°in the principal market for the asset or
liability; or
* in the absence of a principal market, in the

most advantageous market for the asset or
liability.

The principal or the most advantageous market
must be accessible to the Group.

The fair value of an asset or a liability is
measured using the assumptions that market
participants would use when pricing the asset
or liability, assuming that market participants
act in their economic best interest.

A fair value measurement of a non-financial
asset takes into account a market participant’s
ability to generate economic benefits by using
the asset in its highest and best use or by
selling it to another market participant that
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would use the asset in its highest and best use.

The Group uses valuation technigues that
are appropriate in the circumstances and for
which sufficient data are available to measure
fair value, maximising the use of relevant
observable inputs and minimising the use of
unobservable inputs.

All assets and liabilities for which fair value
is measured or disclosed in the financial
statements are categorised within the fair
value hierarchy, described as follows, based on
the lowest level input that is significant to the
fair value measurement as a whole:

Level 1 — Quoted (unadjusted) market prices in
active markets for identical assets or liabilities;

Level 2 — Valuation techniques for which the
lowest level input that is significant to the fair
value measurement is directly or indirectly
observable;

Level 3 — Valuation techniques for which the
lowest level input that is significant to the fair
value measurement is unobservable.

For assets and liabilities that are recognised in
the financial statements on a recurring basis,
the Group determines whether transfers have
occurred between levels in the hierarchy by re-
assessing categorisation (based on the lowest
level input that is significant to the fair value
measurement as a whole) at the end of each
reporting period.

The Group’s management determines the
policies and procedures for both recurring
fair value measurement (e.g. investment
properties and unquoted financial asse