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Forward Looking Statements and Notes

This document contains certain forward looking statements which can usually be identified by terms used
such as 'expect', 'should be', 'will be' and similar expressions or variations thereof or their negative
variations, but their absence does not mean that a statement is not forward looking. Examples of forward-
looking statements include, but are not limited to, statements relating to the Bank of Cyprus Group (the
Group) near term and longer term future capital requirements and ratios, intentions, beliefs or current
expectations and projections about the Group’s future results of operations, financial condition, expected
impairment charges, the level of the Group’s assets, liquidity, performance, prospects, anticipated growth,
provisions, impairments, business strategies and opportunities. By their nature, forward-looking statements
involve risk and uncertainty because they relate to events, and depend upon circumstances, that will or may
occur in the future. Factors that could cause actual business, strategy and/or results to differ materially
from the plans, objectives, expectations, estimates and intentions expressed in such forward-looking
statements made by the Group include, but are not limited to: general economic and political conditions in
Cyprus and other European Union (EU) Member States, interest rate and foreign exchange fluctuations,
legislative, fiscal and regulatory developments and information technology, litigation and other operational
risks, adverse market conditions, the impact of outbreaks, epidemics or pandemics, such as the COVID-19
pandemic and ongoing challenges and uncertainties posed by the COVID-19 pandemic for businesses and
governments around the world. The Russian invasion of Ukraine has led to heightened volatility across
global markets and to the coordinated implementation of sanctions on Russia, Russian entities and
nationals. The Russian invasion of Ukraine has already caused significant population displacement, and as
the conflict continues, the disruption will likely increase. The scale of the conflict and the speed and extent
of sanctions, as well as the uncertainty as to how the situation will develop, may have significant adverse
effects to the market and macroeconomic conditions, including in ways that cannot be anticipated. This
creates significantly greater uncertainty about forward-looking statements. Should any one or more of these
or other factors materialise, or should any underlying assumptions prove to be incorrect, the actual results
or events could differ materially from those currently being anticipated as reflected in such forward looking
statements. The forward-looking statements made in this document are only applicable as at the date of
publication of this document. Except as required by any applicable law or regulation, the Group expressly
disclaims any obligation or undertaking to release publicly any updates or revisions to any forward looking
statement contained in this document to reflect any change in the Group’s expectations or any change in
events, conditions or circumstances on which any statement is based.

Non-IFRS performance measures

Bank of Cyprus Public Company Ltd's (the Company) management believes that the non-IFRS performance
measures included in this document provide valuable information to the readers of the Annual Financial
Report as they enable the readers to identify a more consistent basis for comparing the Group’s
performance between financial periods and provide more detail concerning the elements of performance
which management are directly able to influence or are relevant for an assessment of the Group. They also
reflect an important aspect of the way in which the operating targets are defined and performance is
monitored by the Group’s management. However, any non-IFRS performance measures in this document
are not a substitute for IFRS measures and readers should consider the IFRS measures as the key measures
of the 31 December position. Refer to ‘Definitions and explanations on Alternative Performance Measures
Disclosures’ on pages 408 to 422 of the Annual Financial Report for the year ended 31 December 2021 for
further information, reconciliations with Consolidated Financial Statements and calculations of non-IFRS
performance measures included throughout this document and the most directly comparable IFRS
measures.

The Annual Financial Report for the year ended 31 December 2021 is available on the Group’s website
www.bankofcyprus.com (Group/Investor Relations) (the Group's website).
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The Board of Directors submits to the shareholders of Bank of Cyprus Public Company Limited (the
Company) their Management Report together with the audited Consolidated Financial Statements
(Consolidated Financial Statements) and Financial Statements of the Company for the year ended 31
December 2021.

The Annual Financial Report relates to the Company and together with its subsidiaries the Group.
Activities

The principal activities of the Company and its subsidiary companies involve the provision of banking,
financial services, insurance services and management and disposal of property predominately acquired in
exchange of debt.

All Group companies and branches are set out in Note 51 to the Consolidated Financial Statements. The
Group has established branches in Greece. Acquisitions and disposals made during the year 2021 are
detailed in Note 51 to the Consolidated Financial Statements.

Financial results on the underlying basis

Commentary on underlying basis

The financial information presented below provides an overview of the Group financial results for the year
ended 31 December 2021 on the ‘underlying basis’ which management believes best fits the true
measurement of the performance and position of the Group, as this presents separately the exceptional and
one-off items. Reconciliations between the statutory basis and the underlying basis are included in section
‘Reconciliation of the Consolidated Income Statement for the year ended 31 December 2021 between
statutory and underlying basis’ below and in ‘Definitions and explanations on Alternative Performance
Measures Disclosures’ of this Annual Financial Report for the year ended 31 December 2021 to facilitate the
comparability of the underlying basis to the statutory information.

References to pro-forma figures and ratios as at 31 December 2021 refer to Projects Helix 3 and Sinope (as
explained in the paragraphs further below). All relevant figures are based on 31 December 2021 results,
unless otherwise stated. Numbers on a pro forma basis are based on 31 December 2021 underlying basis
figures and are adjusted for Projects Helix 3 and Sinope, and assume their completion, which remains
subject to customary regulatory and other approvals. As at 31 December 2021, the portfolios of loans, as
well as the real estate properties included in Project Helix 3 and Project Sinope, were classified as disposal
groups held for sale. References to pro forma figures and ratios as at 31 December 2020 refer to Project
Helix 2 (as explained in the paragraphs further below). As at 31 December 2020, the portfolios of loans
included in Project Helix 2 were classified as a disposal group held for sale.

Where numbers are provided on a pro-forma basis, this is stated and referred to as ‘Pro-forma for held for
sale’ or ‘Pro forma for HFS'.

The below definitions are used in the commentary that follows the presentation of the underlying basis
financial information:

NPE sales: NPE sales refer to sales of NPE portfolios completed, as well as contemplated sale transactions,
irrespective of whether or not they meet the held for sale classification criteria at the reporting dates.

Project Helix 3: Project Helix 3 refers to the agreement the Group reached in November 2021 with funds
affiliated with Pacific Investment Management Company LLC (‘PIMCOQ’), for the sale of a portfolio of loans
with gross book value of €568 million, as well as real estate properties with book value of approximately
€120 million as at 30 September 2021, the reference date.

Project Sinope: Project Sinope refers to the agreement the Group reached in December 2021 for the sale of
a portfolio of loans with gross book value of €12 million, as well as properties in Romania with carrying
value €0.6 million, as at 31 December 2021.

Project Helix 2: Project Helix 2 refers to the agreement the Group reached in August 2020 with funds
affiliated with PIMCO, for the sale of a portfolio of loans with gross book value of €0.9 billion (Helix 2
Portfolio A), as well as to the agreement the Group reached with PIMCO in January 2021 for the sale of an
additional portfolio of loans with gross book value of €0.5 billion (Helix 2 Portfolio B). Project Helix 2 sale
was completed in June 2021.

Further details of the transactions are provided in ‘Loan portfolio quality’ under the 'Balance Sheet Analysis'
section below.
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Financial results on the underlying basis (continued)
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The main financial highlights for the year ended 31 December 2021 are set out below:

Unaudited Consolidated Income Statement on the underlying basis

€ million 2021! 202012

Net interest income 296 330
Net fee and commission income 172 144
Net foreign exchange gains and net gains on financial instruments

transactions and disposal/dissolution of subsidiaries and associates 24 15
Insurance income net of claims and commissions 61 56
Net gains from revaluation and disposal of investment properties and on

disposal of stock of properties 13 7
Other income 15 15
Total income 581 567
Staff costs (202) (195)
Other operating expenses (148) (145)
Special levy on deposits and other levies/contributions (36) (33)
Total expenses (386) (373)
Operating profit 195 194
Loan credit losses (66) (149)
Impairments of other financial and non-financial assets (36) (42)
Net reversal/(provisions) for litigation, claims, regulatory and other matters 2 (7)
Total loan credit losses, impairments and provisions (100) (198)
Profit/(loss) before tax and non-recurring items 95 (4)
Tax (5) (8)
(Profit)/loss attributable to non-controlling interests (2) 3
Profit/(loss) after tax and before non-recurring items (attributable

to the owners of the Company) 88 (9)
Advisory and other restructuring costs-organic (22) (10)
Profit/(loss) after tax - organic (attributable to the owners of the

Company) 66 (19)
Provisions/net loss relating to NPE sales3 (7) (120)
Restructuring and other costs relating to NPE sales3 (16) (26)
Restructuring costs - Voluntary Staff Exit Plan (VEP) (16) (6)
Profit/ (loss) after tax (attributable to the owners of the Company) 27 (171)
Key Performance Ratios*

Net interest margin 1.45% 1.84%
Cost to income ratio 66% 66%
Cost to income ratio excluding special levy on deposits and other

levies/contributions 60% 60%
Operating profit return on average assets 0.8% 0.9%
Basic earnings/(losses) per share attributable to the owners of the Company

(€ cent) 0.29 (1.79)
Basic earnings/(losses) after tax and before non-recurring items per share

attributable to the owners of the Company (€ cent)® 0.93 (0.10)
Return on tangible equity (ROTE) after tax and before non-recurring items® 5.4% (0.5)%

1The financial information is derived from and should be read in conjunction with the accompanied
Consolidated Financial Statements.

2Represented for the DTC levy of €3 million in financial year 2020 which is now included in 'Special levy on
deposits and other levies/contributions' in line with current year presentation.

3'Provisions/net loss relating to NPE sales' refer to the net loss on transactions completed during the year
and the net loan credit losses on transactions under consideration, whilst 'Restructuring and other costs
relating to NPE Sales' refer mainly to the costs relating to these trades.
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Financial results on the underlying basis (continued)
Unaudited Consolidated Income Statement on the underlying basis (continued)
4Including the NPE portfolios classified as 'Non-current assets and disposal groups held for sale'.

5As of 30 June 2021, management monitors ‘Basic earnings/(losses) per share attributable to the owners of
the Company’ calculated using ‘Profit/(loss) after tax and before non-recurring items (attributable to the
owners of the Company)’, rather than ‘Profit/(loss) after tax — organic (attributable to the owners of the
Company)’ which was previously the case, as management believes it is a more appropriate measure of
monitoring recurring performance, as it excludes ‘Advisory and other restructuring costs — organic’ which do
not relate to the underlying or recurring business of the Group as a banking and financial services
institution, but mainly to the cost of the Tier 2 Capital Notes tender offer of approximately €12.5 million, as
well as certain costs relating to restructuring activities the Company has associated with the organic
reduction of NPEs, which have been decreasing as the level of NPEs is being reduced.

6'Return on tangible equity (ROTE) after tax and before non-recurring items’ is calculated as the profit after
tax and before non-recurring items divided by the shareholders’ equity minus intangible assets.

Unaudited Consolidated Balance Sheet on the underlying basis

€ million 20211 2020t

Cash and balances with central banks 9,231 5,653
Loans and advances to banks 292 403
Debt securities, treasury bills and equity investments 2,139 1,913
Net loans and advances to customers 9,836 9,886
Stock of property 1,112 1,350
Investment properties 118 128
Other assets 1,876 1,550
Non-current assets and disposal groups held for sale 359 631
Total assets 24,963 21,514
Deposits by banks 457 392
Funding from central banks 2,970 995
Customer deposits 17,531 16,533
Loan stock 645 272
Other liabilities 1,281 1,247
Total liabilities 22,884 19,439
Shareholders’ equity 1,837 1,831
Other equity instruments 220 220
Total equity excluding non-controlling interests 2,057 2,051
Non-controlling interests 22 24
Total equity 2,079 2,075
Total liabilities and equity 24,963 21,514
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Unaudited Consolidated Balance Sheet on the underlying basis (continued)

Key Balance Sheet figures and ratios? 2021
(pro-forma)
Gross loans (€ million) 10,282
Allowance for expected credit losses (€ million) 467
Customer deposits (€ million) 17,531
Loans to deposits ratio (net) 56%
NPE ratio 7.5%
NPE coverage ratio 61%
Leverage ratio 7.6%
Capital ratios and risk weighted assets?
Common Equity Tier 1 (CET1) ratio (transitional for
IFRS 9)3 15.75%
Total capital ratio 20.78%
Risk weighted assets (€ million) 10,336

2021

10,856
792
17,531
57%
12.4%
59%
7.6%

15.14%
20.00%
10,686

2020

12,261
1,902
16,533
63%
25.2%
62%
8.8%

14.81%
18.86%
11,630

IThe financial information is derived from and should be read in conjunction with the accompanied

Consolidated Financial Statements.

2Including the NPE portfolios classified as 'Non-current assets and disposal groups held for sale', where

relevant.

3The CET1 fully-loaded ratio as at 31 December 2021 amounts to 13.74% and 14.31% pro-forma for HFS
compared to 12.95% as reported and 13.27% pro-forma for Helix 2 (Portfolios A and B) as at 31 December

2020.

Unaudited reconciliation of the Consolidated Income Statement for the year ended 31 December

2021 between the statutory and underlying basis

nderbine NPE omer  Stauter
Net interest income 296 - - 296
Net fee and commission income 172 - - 172
Net foreign exchange gains and net gains/(losses) on financial instrument

transactions and disposal/dissolution of subsidiaries and associates 24 - (30) (6)
Insurance income net of claims and commissions 61 - - 61
Net gains from revaluation and disposal of investment properties and on disposal of

stock of properties 13 (1) - 12
Other income 15 - - 15
Total income 581 (1) (30) 550
Total expenses (386) (16) (23) (425)
Operating profit 195 (17) (53) 125
Loan credit losses (66) 13 17 (36)
Impairments of other financial and non-financial assets (36) (19) - (55)
Net reversals of provisions for litigation, claims, regulatory and other matters 2 - (2) -
Profit/ (loss) before tax and non-recurring items 95 (23) (38) 34
Tax (5) - - (5)
Profit attributable to non-controlling interests (2) - - (2)
Profit/(loss) after tax and before non-recurring items (attributable to the

owners of the Company) 88 (23) (38) 27
Advisory and other restructuring costs-organic (22) - 22 -
Profit/(loss) after tax - organic* (attributable to the owners of the

Company) 66 (23) (16) 27
Provisions/net loss relating to NPE sales (7) 7 - -
Restructuring and other costs relating to NPE sales (16) 16 - -
Restructuring costs - Voluntary Staff Exit Plan (VEP) (16) - 16 -
Profit after tax (attributable to the owners of the Company) 27 _ _ 27
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Financial results on the underlying basis (continued)

Unaudited reconciliation of the Consolidated Income Statement for the year ended 31 December
2021 between the statutory and underlying basis (continued)

*This is the profit after tax (attributable to the owners of the Company), before provisions/net loss relating
to NPE sales, related restructuring and other costs, and restructuring costs related to the Voluntary Staff
Exit Plan (VEP).

The reclassification differences between the statutory basis and the underlying basis mainly relate to the
impact from ‘non-recurring items’ and are explained as follows:

NPE sales

. Total expenses include restructuring costs of €14 million and other expenses of €2 million relating
to the agreements for the sale of portfolios of NPEs and are presented within ‘Restructuring and
other costs relating to NPE sales’ under the underlying basis.

. Loan credit losses under the statutory basis include the loan credit losses relating to Project Helix
2 of approximately €1.5 million, reversal of loan credit losses relating to Project Helix 3 of €28
million and an amount of €14 million which represents the effect of discounting the deferred
consideration receivable from Project Helix 2, and are disclosed under non-recurring items within
‘Provisions/net loss relating to NPE sales’ under the underlying basis.

. ‘Net gains from revaluation and disposal of investment properties and on disposal of stock of
properties’ include a revaluation loss of €1 million relating to investment properties of Project
Helix 3 and are presented within ‘Provisions/net loss relating to NPE sales’ under the underlying
basis.

. ‘Impairments of other financial and non-financial assets’ under the statutory basis include an
impairment loss of €19 million relating to stock of properties of Project Helix 3 and are presented
within ‘Provisions/net loss relating to NPE sales’ under the underlying basis.

Other reclassifications

. Net losses on loans and advances to customers at FVPL of approximately €17.5 million included
in ‘Loan credit losses’ under the underlying basis are included in ‘Net losses on financial
instrument transactions and disposal/dissolution of subsidiaries and associates’ under the
statutory basis. Their classification under the underlying basis is done in order to align their
presentation with the loan credit losses on loans and advances to customers at amortised cost.

. Net loss on the early redemption of subordinated loan stock of approximately €12.5 million
included in 'Net losses on financial instrument transactions and disposal/dissolution of
subsidiaries and associates' under the statutory basis is included in 'Advisory and other
restructuring costs organic' under the underlying basis, since it represents a one-off item.

. Advisory and other restructuring costs of approximately €9 million included in 'Other operating
expenses' under the statutory basis are separately presented under the underlying basis since
they comprise mainly fees to external advisors in relation to customer loan restructuring
activities.

. Reversals net of provisions for litigation, claims, regulatory and other matters amounting to
approximately €2 million included in 'Other operating expenses' under the statutory basis, are
separately presented under the underlying basis, as provisions for litigation, claims, regulatory
and other matters (and reversals thereon) are presented together with impairment of financial
and non-financial assets, below operating profit.

. Total expenses under the statutory basis include restructuring costs relating to the voluntary staff
exit plan (VEP) of approximately €16 million and are separately presented under the underlying
basis, since they represent one-off items.

Balance Sheet Analysis

Capital Base

Total equity excluding non-controlling interests totalled €2,057 million at 31 December 2021, compared to
€2,051 million at 31 December 2020. Shareholders’ equity totalled €1,837 million at 31 December 2021,
compared to €1,831 million at 31 December 2020.

The Common Equity Tier 1 capital (CET1) ratio on a transitional basis stood at 15.14% as at 31 December

2021 and 15.75% pro- forma for held for sale portfolios (referred to as ‘pro-forma for HFS’), compared to
14.81% as at 31 December 2020 (and 15.17% pro-forma for HFS).
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Financial results on the underlying basis (continued)
Balance Sheet Analysis (continued)
Capital Base (continued)

During the year ended 31 December 2021, the CET1 ratio was positively affected mainly by the pre-
provision income, and the decrease in risk-weighted assets (RWA), and negatively affected mainly by
provisions and impairments, the phasing-in of IFRS 9 transitional arrangements on 1 January 2021, the
prudential charge relating to the Group’s foreclosed assets, the cost relating to the tender process for the
existing Tier 2 Capital Notes and the cost relating to the Voluntary Staff Exit Plan. Throughout the Annual
Financial Report, the capital ratios (and pro-forma capital ratios) as at 31 December 2021 include profits for
financial year 2021, unless otherwise stated.

The Group has elected to apply the EU transitional arrangements for regulatory capital purposes (EU
Regulation 2017/2395) where the impact on the impairment amount from the initial application of IFRS 9
on the capital ratios is phased-in gradually. The amount added back to CET1 each year decreases based on
a weighting factor until the impact of IFRS 9 is fully absorbed at the end of the five years. The impact on the
capital position for year 2018 was 5% of the impact on the impairment amount from the initial application
of IFRS 9, increased to 15% (cumulative) for year 2019, 30% (cumulative) for year 2020, 50%
(cumulative) for year 2021 and 75% (cumulative) for year 2022. This will be fully phased in (100%) by 1
January 2023. The phasing-in of the impairment amount from the initial application of IFRS 9 had a
negative impact of approximately 62 bps on the CET1 ratio on 1 January 2022.

The CET1 ratio on a fully loaded basis amounted to 13.74% as at 31 December 2021 and 14.31% pro-
forma for HFS, compared to 12.95% as at 31 December 2020 (and 13.27% pro-forma for HFS). On a
transitional basis and on a fully phased-in basis, after the transition period is completed, the impact of IFRS
9 is expected to be manageable and within the Group’s capital plans.

The Total Capital ratio stood at 20.00% as at 31 December 2021 and 20.78% pro-forma for HFS, compared
to 18.86% as at 31 December 2020 (and 19.3% pro-forma for HFS).

The Group’s capital ratios are above the Supervisory Review and Evaluation Process (SREP) requirements.

The Group’s minimum phased-in Common Equity Tier 1 (CET1) capital requirement as at 31 December 2021
stood at 9.69% (comprising a 4.50% Pillar I requirement, a 1.69% Pillar II requirement, the Capital
Conservation Buffer of 2.50% and the Other Systemically Important Institution Buffer of 1.00%).

The SREP Total Capital Requirement as at 31 December 2021 stood at 14.50%, comprising an 8.00% Pillar
I requirement (of which up to 1.50% can be in the form of AT1 capital and up to 2.00% in the form of T2
capital), a 3.00% Pillar II requirement, the Capital Conservation Buffer of 2.50% and the Other Systemically
Important Institution Buffer of 1.00%. The European Central Bank (ECB) has also provided non-public
guidance for an additional Pillar II CET1 buffer. Pillar II add-on capital requirements derive from the SREP,
which is a point in time assessment, and are therefore subject to change over time.

In accordance with the provisions of the Macroprudential Oversight of Institutions Law of 2015, the Central
Bank of Cyprus (CBC) is the responsible authority for the designation of banks that are Other Systemically
Important Institutions (0O-SIIs) and for the setting of the O-SII buffer requirement for these systemically
important banks. The Company has been designated as an O-SII and the O-SII buffer was initially set by
the CBC at 2.00%. This buffer is being phased-in gradually, having started from 1 January 2019 at 0.50%
and increasing by 0.50% every year thereafter, until being fully implemented (2.00%). In April 2020, the
CBC decided to delay the phasing-in (0.50%) of the O-SII buffer on 1 January 2021 and 1 January 2022 by
12 months. Consequently, the O-SII buffer will be fully phased-in on 1 January 2023, instead of 1 January
2022 as originally set. In November 2021, the Company received notification from the CBC that the total O-
SII buffer is reduced by 50 bps to 1.50%, therefore the phasing-in of the O-SII buffer on 1 January 2022
and 1 January 2023 has been revised to 0.25% for each period.

In the context of the annual SREP conducted by the ECB in 2021, and based on the final 2021 SREP
Decision received in February 2022, the Pillar II requirement has been set at 3.26%, compared to the
previous level of 3.00%. The additional Pillar II requirement add-on of 0.26% relates to ECB’s prudential
provisioning expectations as per the 2018 ECB Addendum and subsequent ECB announcements and press
release in July 2018 and August 2019. This component of the Pillar II requirement add-on takes into
consideration Project Helix 3. The add-on is dynamic and can be reduced during 2022 on the basis of in-
scope NPEs and level of provisioning.
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Financial results on the underlying basis (continued)
Balance Sheet Analysis (continued)
Capital Base (continued)

As a result, the Group’s minimum phased-in CET1 capital ratio has been set at 10.08% compared to the
previous level of 9.69% (comprising a 4.50% Pillar I requirement, a 1.83% Pillar II requirement, the Capital
Conservation Buffer of 2.50% and the O-SII Buffer of 1.25%) and the Group’s Total Capital requirement
was set at 15.01% compared to the previous level of 14.50% (comprising an 8.00% Pillar I requirement, of
which up to 1.50% can be in the form of AT1 capital and up to 2.00% in the form of T2 capital, a 3.26%
Pillar II requirement, the Capital Conservation Buffer of 2.50% and the O-SII Buffer of 1.25%). The ECB has
also provided revised lower non-public guidance for an additional Pillar II CET1 buffer. The new SREP
requirements are applicable as from 1 March 2022. The Group’s CET1 and Total Capital ratio remain above
the new requirements.

Own funds held for the purposes of Pillar II Guidance (P2G) cannot be used to meet any other capital
requirements (Pillar I, Pillar II requirements or the combined buffer requirement), and therefore cannot be
used twice.

Based on the SREP decision of prior years, the Bank of Cyprus Holdings Public Limited Company (BOCH) and
the Company are under a regulatory prohibition for equity dividend distribution and hence no dividends
were declared or paid during 2021 or 2020. Following the final 2021 SREP Decision received in February
2022, BOCH and the Company still remain under equity dividend distribution prohibition for 2022. This
prohibition does not apply if the distribution is made via the issuance of new ordinary shares to the
shareholders, which are eligible as CET1 capital. No prohibition applies to the payment of coupons on any
AT1 capital instruments issued by BOCH or the Company. Following the final 2021 SREP Decision, the
previous restriction on variable pay was lifted.

The ECB, as part of its supervisory role, has completed an onsite inspection and review on the value of the
Group’s foreclosed assets with reference date 30 June 2019. The findings relate to a prudential charge
which will decrease based on the progress the Company makes in disposing the properties in scope. The
amount was directly deducted from own funds as at 30 June 2021 resulting in a decrease in the Group’s
CET1 ratio by approximately 44 bps as at 30 June 2021 and reduced to 32 bps as at 31 December 2021,
mainly following impairments taken.

The Group participated in the ECB SREP Stress Test of 2021, the results of which were published by the ECB
on 30 July 2021.

Project Helix 3

In November 2021, the Group reached agreement for the sale of a portfolio of NPEs with gross book value
of €568 million as at 30 September 2021, as well as real estate properties with book value of approximately
€120 million as at 30 September 2021, known as Project Helix 3. Further details are provided in Section
‘Loan portfolio quality’ below.

The capital impact of Project Helix 3 on the Group’s CET1 ratio was an increase of 8 bps as at 30 September
2021. Overall, by completion (currently expected to occur in the first half of 2022), and including the
positive impact already recorded in the income statement during the third quarter of 2021, the transaction
is expected to have a total positive impact of approximately 70 bps on the Group’s CET1 ratio on the basis
of 31 December 2021 figures.

Project Helix 2

In June 2021, BOCH completed Project Helix 2 (Portfolios A and B), which refers to the sale of portfolios of
loans with a total gross book value of €1,331 million on completion (of which €1,305 million relate to non-
performing exposures), secured over real estate collateral, the agreements for which were announced on 3
August 2020 and on 18 January 2021. Further details are provided in Section ‘Loan portfolio quality’ below.

The capital impact of Project Helix 2 on the Group’s CET1 ratio during the second quarter of 2021 was an
increase of approximately 20 bps, of which approximately 10 bps arose on completion. Post completion, the
transaction was expected to have an additional positive capital impact of approximately 64 bps on the
Group’s CET1 ratio on the basis of 30 June 2021 figures, upon the full payment of the deferred
consideration and without taking into consideration any positive impact from the earnout, thus making the
transaction overall capital accretive.
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Tier 2 Capital Notes

In April 2021, BOCH issued €300 million unsecured and subordinated Tier 2 Capital Notes (the ‘New T2
Notes’).

Immediately after, BOCH and the Company entered into an agreement pursuant to which BOCH on-lent to
the Company the entire €300 million proceeds of the issue of the New T2 Notes (the ‘Tier 2 Loan’) on terms
substantially identical to the terms and conditions of the New T2 Notes. The Tier 2 Loan constitutes an
unsecured and subordinated obligation of the Company.

The New T2 Notes were priced at par with a fixed coupon of 6.625% per annum, payable annually in arrears
and resettable on 23 October 2026. The maturity date for the New T2 Notes is 23 October 2031. BOCH will
have the option to redeem the New T2 Notes early on any day during the six-month period from 23 April
2026 to 23 October 2026, subject to applicable regulatory consents.

At the same time, the Company invited the holders of its €250 million Fixed Rate Reset Tier 2 Capital Notes
due January 2027 (the ‘Old T2 Notes’) to tender their Old T2 Notes for purchase by the Company at a price
of 105.50%, after which Old T2 Notes of €43 million remained outstanding.

At a meeting held on 30 November 2021, the Board of Directors resolved to exercise Company's option to
redeem the remaining approximately €43 million nominal amount outstanding of the Old T2 Notes. The
outstanding Old T2 Notes were redeemed on 19 January 2022.

Following the highly successful Tier 2 refinancing in 2021, the Group continues to monitor opportunities for
the optimisation of its capital position, including Additional Tier 1 capital.

Legislative amendments for the conversion of DTA to DTC

Legislative amendments allowing for the conversion of specific deferred tax assets (DTA) into deferred tax
credits (DTC) became effective in March 2019. The law amendments cover the utilisation of income tax
losses transferred from Laiki Bank to the Company in March 2013. The introduction of CRD IV in January
2014 and its subsequent phasing-in led to a more capital-intensive treatment of this DTA for the Company.
With this legislation, institutions are allowed to treat such DTAs as ‘not relying on profitability’, according to
CRD IV and as a result not deducted from CET1, hence improving a credit institution’s capital position.

The Group understands that, in response to concerns raised by the European Commission with regard to the
provision of state aid arising out of the treatment of such tax losses, the Cyprus Government is considering
the adoption of modifications to the Law, including requirements for an additional annual fee over and
above the 1.5% annual guarantee fee already acknowledged, to maintain the conversion of such DTAs into
tax credits.

The Group, in anticipation of modifications in the Law, acknowledges that such increased annual fee may be
required to be recorded on an annual basis until expiration of such losses in 2028. The determination and
conditions of such amount will be prescribed in the Law to be amended and the amount determined by the
Government on an annual basis. The Group, however, understands that contemplated amendments to the
Law may provide that the minimum fee to be charged will be 1.5% of the annual instalment and can range
up to a maximum amount of €10 million per year. The Group estimates that such increased fees could
range up to approximately €5 million per year (for each tax year in scope i.e. since 2018) although the
Group understands that such fee may fluctuate annually as to be determined by the Ministry of Finance. In
this respect, an amount of approximately €5 million was recorded in the fourth quarter of 2021 to bring the
maximum expected increased amount for years 2018-2021 to €21 million. In 2020, an amount of €3 million
was recorded in the fourth quarter 2020 to bring the maximum expected increased amount for years 2018-
2020 to €16 million.
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Regulations and Directives

Revised rules on capital and liquidity (CRR II and CRD V)

On 27 June 2019, the revised rules on capital and liquidity (CRR II and CRD V) came into force. As this was
an amending regulation, the existing provisions of CRR apply, unless they are amended by CRR II. Being a
Regulation, CRR II is directly applicable in each member state. Member states were required to transpose
the CRD V into national law. CRD V was transposed and implemented in Cyprus law in early May 2021.
Certain provisions took immediate effect (primarily relating to Minimum Requirement for Own Funds and
Eligible Liabilities, MREL), and most changes became effective as of June 2021. The key changes introduced
consist of, among others, changes to qualifying criteria for CET1, AT1 and Tier 2 instruments, introduction
of MREL requirements and binding Leverage Ratio (as defined in the CRR) and Net Stable Funding Ratio
(NSFR) requirements.

Some of the amendments were introduced in June 2020 as part of the 'CRR quick-fix' which brought forward
certain CRR II changes in light of the challenges posed to the banking sector by the COVID-19. The key
measures in the CRR quick fix included an extension of the IFRS 9 transitional arrangements for the
dynamic component by 2 years, the introduction of a prudential filter on exposures to central governments,
regional governments or local authorities at FVOCI, the acceleration of CRR II amendments to exempt
certain software assets from capital deduction and to revise the SME discount factors.

The 2021 Banking Package (CRR III and CRD VI and BRRD)

In October 2021, the European Commission adopted legislative proposals for further amendments to Capital
Requirements Regulation (CRR), CRD IV and the BRRD (the “2021 Banking Package”). Amongst other
things, the 2021 Banking Package would implement certain elements of Basel III that have not yet been
transposed into EU law. The 2021 Banking Package is subject to amendment in the course of the EU’s
legislative process; and its scope and terms may change prior to its implementation. In addition, in the case
of the proposed amendments to CRD IV and the BRRD, their terms and effect will depend, in part, on how
they are transposed in each member state. As a general matter, it is likely to be several years until the
2021 Banking Package begins to be implemented (currently expected in 2025); and certain measures are
expected to be subject to transitional arrangements or to be phased in over time.

Bank Recovery and Resolution Directive (BRRD)

The Bank Recovery and Resolution Directive (BRRD) requires that from January 2016 EU member states
shall apply the BRRD’s provisions requiring EU credit institutions and certain investment firms to maintain a
minimum requirement for own funds and eligible liabilities (MREL), subject to the provisions of the
Commission Delegated Regulation (EU) 2016/1450. On 27 June 2019, as part of the reform package for
strengthening the resilience and resolvability of European banks, the BRRD II came into effect and was
required to be transposed into national law. BRRD II was transposed and implemented in Cyprus law in
early May 2021. In addition, certain provisions on MREL have been introduced in CRR II which also came
into force on 27 June 2019 as part of the reform package and took immediate effect.

Minimum Requirement for Own Funds and Eligible Liabilities (MREL)

In December 2021, the Company received notification from the Single Resolution Board (SRB) of the final
decision for the binding minimum requirement for own funds and eligible liabilities (MREL) for the Company,
determined as the preferred resolution point of entry.

As per the decision, the final MREL requirement was set at 23.74% of risk weighted assets and 5.91% of
Leverage Ratio Exposure (LRE) (as defined in the CRR) and must be met by 31 December 2025.
Furthermore, an interim requirement to be met by 1 January 2022 was set at 14.94% of risk weighted
assets and 5.91% of LRE. The own funds used by the Company to meet the Combined Buffer Requirement
(CBR) will not be eligible to meet its MREL requirements expressed in terms of risk-weighted assets. The
Company must comply with the MREL requirement at the consolidated level, comprising the Company and
its subsidiaries.
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In June 2021, the Company executed its inaugural MREL transaction issuing €300 million of senior preferred
notes (the 'SP Notes'). The SP Notes were priced at par with a fixed coupon of 2.50% per annum, payable
annually in arrears and resettable on 24 June 2026. The maturity date of the SP Notes is 24 June 2027 and
the Company may, at its discretion, redeem the SP Notes on 24 June 2026, subject to meeting certain
conditions as specified in the Terms and Conditions, including applicable regulatory consents. The SP Notes
comply with the criteria for MREL and contribute towards the MREL requirements of the Company.

The MREL ratio of the Company as at 31 December 2021, calculated according to the SRB’s eligibility
criteria currently in effect and based on the Company’s internal estimate, stood at 19.31% of risk weighted
assets (RWA) and at 9.87% of LRE. Pro forma for HFS, the MREL ratio of the Company as at 31 December
2021, calculated on the same basis, stood at 20.18% of risk weighted assets. As at 1 January 2022, the
MREL ratio stood at 18.44% of RWAs and 9.56% of LRE, calculated on the same basis. Pro forma for HFS,
the MREL ratio as at 1 January 2022 stood at 19.30% of RWAs. The MREL ratio expressed as a percentage
of risk weighted assets does not include capital used to meet the CBR amount, which stood at 3.5% until 31
December 2021, increased to 3.75% on 1 January 2022 and is expected to increase to 4.0% on 1 January
2023. The MREL ratios disclosed throughout include profits for the financial year 2021, unless otherwise
stated.

The successful Tier 2 capital refinancing in April 2021 and the inaugural issuance of MREL-compliant senior
notes in June 2021 mark the foundation for the Company’s plan to meet applicable MREL requirements. The
interim MREL requirement as at 1 January 2022 has been satisfied, and the Company will continue to
evaluate opportunities to advance the build-up of its MREL liabilities.

Funding and Liquidity
Funding
Funding from Central Banks

At 31 December 2021, the Company’s funding from central banks amounted to €2,970 million, which
relates to ECB funding, comprising solely of funding through the Targeted Longer-Term Refinancing
Operations (TLTRO) III, compared to €995 million as at 31 December 2020.

In June 2021, the Company borrowed an amount of €300 million under the eighth TLTRO III operation,
increasing the borrowing under TLTRO III to €3,000 million, as the Company had already borrowed an
amount of €1,700 million under the seventh TLTRO III operation in March 2021 and an amount of €1,000
million under the fourth TLTRO III operation in June 2020, despite its comfortable liquidity position, given
the favourable borrowing terms, in combination with the relaxation of collateral requirements.

The Company exceeded the benchmark net lending threshold in the period 1 March 2020 - 31 March 2021
and qualified for the beneficial rate of -1% for the period from June 2020 to June 2021. The NII benefit
from its TLTRO III borrowing for the period from June 2020 to June 2021 stood at approximately €7 million
and was recognised over the respective period in the income statement.

Based on internal estimations (subject to confirmation from the CBC), the Company has also exceeded the
benchmark net lending threshold in the period 1 October 2020 - 31 December 2021 and is therefore
expected to qualify for a beneficial rate for the period from June 2021 to June 2022. The Company
estimates the NII benefit from its TLTRO III borrowing for the period from June 2021 to June 2022 at
approximately €15 million, recognised over the respective period in the income statement.

It is expected that the favourable borrowing terms will not be extended post June 2022.

Deposits

Customer deposits totalled €17,531 million at 31 December 2021 (compared to €16,533 million at 31
December 2020) and increased by 6% during the year.
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The Company’s deposit market share in Cyprus reached 34.8% as at 31 December 2021, compared to
35.0% at 31 December 2020. Customer deposits accounted for 70% of total assets and 77% of total
liabilities at 31 December 2021 (compared to 77% of total assets and 85% of total liabilities at 31
December 2020).

The net Loans to Deposits (L/D) ratio stood at 57% as at 31 December 2021 (compared to 63% as at 31
December 2020 on the same basis). The decrease of 6 p.p. in the year ended 31 December 2021 is mainly
due to the completion of Project Helix 2 in June 2021 and the increase in deposits in 2021. Pro forma for
HFS, the L/D ratio as at 31 December 2021 stood at 56%.

Loan Stock

At 31 December 2021, the Group’s loan stock (including accrued interest) amounted to €645 million
(compared to €272 million at 31 December 2020) and relates to unsecured subordinated Tier 2 Capital
Notes and senior preferred notes.

For further information please refer to Sections ‘Capital Base’ and ‘Bank Recovery and Resolution Directive
(BRRD) / Minimum Requirement for Own Funds and Eligible Liabilities (MREL)’, respectively, above.

Liquidity

At 31 December 2021, the Group Liquidity Coverage Ratio (LCR) stood at 298% (compared to 254% at 31
December 2020), above the minimum regulatory requirement of 100%. The liquidity surplus in LCR at 31
December 2021 amounted to €6.4 billion (compared to €4.2 billion at 31 December 2020). The increase in
2021 is mainly driven by the increase in TLTRO and customer deposits.

At 31 December 2021, the Group Net Stable Funding Ratio (NSFR) stood at 147% (compared to 139% at
31 December 2020), above the minimum regulatory requirement of 100%, enforced in June 2021 as per
CRR 1I.

Loans

Group gross loans (inclusive of those classified as held for sale) totalled €10,856 million at 31 December
2021, compared to €12,261 million at 31 December 2020, reduced by 11% during the year mainly due to
the completion of Project Helix 2.

New lending granted in Cyprus reached €1,792 million for 2021 (up by 33% yoy and approaching 2019 pre-
pandemic levels). New lending in 2021 comprised €798 million of corporate loans, €655 million of retail
loans (of which €475 million were housing loans), €189 million of SME loans and €150 million of shipping
and international loans. New corporate loans in 2021 have increased by approximately 34% on the prior
year, as the economic activity has continued to improve. At the same time, demand for retail housing loans
remained strong, supported by the Government interest rate scheme (expired on 31 December 2021).

At 31 December 2021, the Group net loans and advances to customers (excluding those classified as held
for sale) totalled €9,836 million (compared to €9,886 million at 31 December 2020).

In addition, at 31 December 2021 net loans and advances to customers of €250 million were classified as
held for sale in line with IFRS 5 of which €243 million related to Project Helix 3 and €7 million to Project
Sinope (see below), compared to €493 million as at 31 December 2020, of which €485 million related to
Project Helix 2 and €8 million to Helix Tail.

The Company is the single largest credit provider in Cyprus with a market share of 38.8% at 31 December
2021, compared to 41.9% at 31 December 2020. The decrease in the year is mainly due to the completion
of Project Helix 2.

Loan portfolio quality

The Group has continued to make steady progress across all asset quality metrics. As the balance sheet de-

risking is largely complete, the Group’s priorities include maintaining high quality new lending and
normalising the cost of risk and other impairments, whilst managing the post-pandemic NPE inflows.
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The loan credit losses for 2021 totalled €66 million (excluding ‘Provisions/net (loss)/profit relating to NPE
sales’), compared to €149 million in 2020. Further details regarding loan credit losses are provided in
Section ‘Profit/(loss) before tax and non-recurring items’ below.

While defaults have been limited, the additional monitoring and provisioning for sectors vulnerable under
COVID-19 remain in place to ensure that potential difficulties in the repayment ability are identified at an
early stage, and appropriate solutions are provided to viable customers. In addition, in early 2022 the
Group has enhanced its monitoring to sectors, such as tourism, that are impacted from the consequences of
the Ukrainian crisis (as further discussed in the 'Operating Environment' and 'Business Overview' Sections
below).

The Group will continue to monitor the situation, so that any changes arising from the uncertainty on the
macroeconomic outlook and geopolitical developments, impacted by implications of the Russian invasion of
Ukraine, as well as the degree of recurrence of the COVID-19 disease due to virus mutations, and the
persistent positive effect of fiscal and monetary policy, are timely captured.

Loan moratorium

As part of the measures to support borrowers affected by COVID-19 and the wider Cypriot economy, the
Cyprus Parliament voted for the suspension of loan repayments for interest and principal (loan moratorium)
for the period to the end of the year 2020, for all eligible borrowers with no arrears for more than 30 days
as at the end of February 2020. The payment holiday for all these loans expired on 31 December 2020.

Performing loans as at 31 December 2021 under expired payment deferrals amounted to €4.60 billion
(compared to €5.3 billion as at 31 December 2020), of which €4.58 billion had an instalment due by 15
March 2022 with a strong performance; 96% presented no arrears (of which €0.73 billion have been
restructured until 15 March 2022) and only 4% (€196 million) are in arrears (of which €192 million are less
than 30 days-past-due). 65% of restructurings took place in the first six months of 2021.

Performing loans to private individuals as at 31 December 2021 under expired payment deferrals amounted
to €1.7 billion, of which almost all had an instalment due by 15 March 2022. Of those, 91% presented no
arrears (of which approximately €34 million have been restructured until 15 March 2022) and only 9%
(€151 million) are in arrears (of which €148 million are less than 30 days-past-due).

Similarly, performing loans to businesses as at 31 December 2021 under expired payment deferrals
amounted to €2.9 billion, of which 99% had an instalment due by 15 March 2022. Of those, 98% presented
no arrears (of which approximately €0.69 billion have been restructured until 15 March 2022, mostly in the
tourism sector) and only 2% (€45 million) are in arrears.

In 2021, net reclassifications of €43 million of loans under expired payment deferrals were made from
Stage 2 to Stage 1, mainly due to improved macroeconomic assumptions and updated financial information.
In addition, net reclassifications of approximately €37 million of loans under expired payment deferrals were
made mainly from Stage 2 to Stage 3. References made to ‘loans under expired payment deferrals’ in this
paragraph include current account and overdrafts.

The provision coverage of Stage 3 loans under expired payment deferrals of approximately 32% as at 31
December 2021 is considered to be adequate, as it is higher than the coverage of re-performing NPEs (NPEs
in the pipeline to exit, subject to meeting all exit criteria) of 28%.

Loan credit losses in 2021 amounted to €66 million, reflecting an annualised cost of risk of 0.57% and
include a net reversal of loan impairments relating to COVID-19 (including related impact on
macroeconomic assumptions) of approximately €5 million (4 bps). Following continuing signs of recovery,
the majority of COVID-19 related management overlays applied in 2020 and the first half of 2021 were
removed in the third quarter of 2021 as a result of stronger than expected economic performance. In 2020,
the impact of IFRS 9 Forward Looking Information (FLI) driven by the update of the macroeconomic
assumptions resulted in a €54 million charge (43 bps) included in loan credit losses of €149 million (cost of
risk of 1.18%). Further details on the cost of risk are provided in Section ‘Profit/(loss) before tax and non-
recurring items’.
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Close monitoring of the credit quality of these loans continues and customers with early arrears are offered
solutions. The Company has a strong track record in dealing with restructurings. Targeted restructuring
solutions are offered to alleviate pandemic-related short-term cash flow burden, following rigorous
assessment of repayment ability. To date, most restructurings relate to the tourism sector.

As at 31 December 2021, the Group’s non-legacy loan book exposure to tourism was limited to €1.15 billion
(out of a total non-legacy loan book of €9.5 billion), of which approximately €0.87 billion of performing
loans as at 31 December 2021 were under expired payment deferrals. 99% of those had an instalment due
by 15 March 2022 and of those almost all presented no arrears (of which €350 million have been
restructured until 15 March 2022 and 80% of these restructurings took place in the first half of 2021).

Tourism performance in 2021 was better than initially anticipated. There was a steady monthly recovery of
tourist arrivals, as the tourism season extended until October. Tourist arrivals in October 2021 reached 90%
of corresponding levels in 2019, whilst tourist arrivals in the second half of 2021 reached approximately
70% of corresponding levels in 2019. It is important to note, that the majority of ‘accommodation’
customers entered the crisis with significant liquidity, following strong performance in recent years and that
98% of the tourism sector portfolio is secured by property.

The crisis in Ukraine may have an adverse impact on the Cypriot economy, partly due to a negative impact
on tourism. This impact will depend on the duration and severity of the crisis which remain uncertain at this
stage. In response, the Government is working to replace tourist arrivals from Russia and Ukraine (which
amounted to approximately 20% of 2019 levels) through the promotion of domestic tourism and arrivals
from other markets, such as Germany, Israel, Poland, Austria, Switzerland, Italy, France, Sweden and
Hungary. Close monitoring of exposures to the tourism sector is enhanced and the Group remains in close
contact with customers to offer solutions as necessary. For further details on the Ukrainian crisis, please
refer to section ‘Business Overview’ further below.

Respectively, as at 31 December 2021 the Group’s non-legacy loan book exposure to trade was €0.94
billion, of which €0.29 billion of performing loans as at 31 December 2021 were under expired payment
deferrals. Almost all had an instalment due by 15 March 2022 and of those, 98% presented no arrears (of
which €18 million have been restructured) and only 2% presented arrears.

The table below presents the loans under expired payment deferrals, by IFRS 9 staging.

IFRS 9 staging for loans under expired payment deferrals (€ billion) 2021 2020

Stage 1 3.51 3.96
Stage 2 1.37 1.58
Stage 3 0.22 0.33
Total (includes overdrafts and current accounts) 5.10 5.87

A second scheme for the suspension of loan repayments for interest and principal (loan moratorium) was
launched in January 2021 for customers impacted by the second lockdown. Payment deferrals were offered
to the end of June 2021, however, the total months under loan moratorium, including the loan moratorium
offered in 2020, cannot exceed a total of nine months. The application period expired on 31 January 2021
and loans of approximately €20 million were approved for the second moratorium.

Non-performing exposure reduction

During 2021 non-performing exposures (NPEs) as defined by the European Banking Authority (EBA) were
reduced by €1,743 million, comprising NPE sales of €1,305 million, net NPE reductions of €438 million (of
which approximately €400 million organic and €38 million relating to Project Helix 3 loans) to €1,343 million
at 31 December 2021 (compared to €3,086 million at 31 December 2020). Pro forma for HFS, NPEs are
reduced by a further €572 million to €771 million on the basis of 31 December 2021 figures. Overall in
2021, NPEs were reduced by 75% on pro forma basis.
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The NPEs account for 12.4% of gross loans as at 31 December 2021, compared to 25.2% as at 31
December 2020, on the same basis, i.e. including the NPE portfolios classified as ‘Non-current assets and
disposal groups held for sale’. The reduction in NPE ratio by approximately 13 p.p. in the year is driven by
the completion of Project Helix 2. Pro forma for HFS, the NPE ratio is reduced to 7.5% on the basis of 31
December 2021 figures.

The NPE coverage ratio stands at 59% at 31 December 2021, compared to 62% at 31 December 2020 on
the same basis, i.e. including the NPE portfolios classified as ‘Non-current assets and disposal groups held
for sale’. When taking into account tangible collateral at fair value, NPEs are fully covered. Pro forma for
HFS, NPE coverage ratio is 61% on the basis of 31 December 2021 figures.

As of 1 January 2021, the new regulation on Definition of Default has been implemented, affecting NPE
exposures and the calculation of Days-Past-Due (please refer to Note 2.19.2 of the Consolidated Financial
Statements for the changes in the definition).

2021 2020
Pro forma for HFS 2021 Pro forma for HFS 2020
€ million % gross ¢ illion % gross € million % gross € million % gross
loans loans loans loans

NPEs as per EBA definition 771 7.5% 1,343 12.4% 1,760 16.1% 3,086 25.2%
Of which, in pipeline to exit:

- NPEs with forbearance measures, no

arrears* 142 1.4% 152 1.4% 245 2.2% 303 2.5%

*The analysis is performed on a customer basis.
Project Helix 3

In November 2021, the Group reached agreement for the sale of a portfolio of NPEs with gross book value
of €568 million as at 30 September 2021, as well as real estate properties with book value of approximately
€120 million as at 30 September 2021, to funds affiliated with Pacific Investment Management Company
LLC (PIMCO), known as Project Helix 3. This portfolio of loans had a contractual balance of €993 million as
at the reference date of 31 May 2021 and comprises approximately 20,000 loans, mainly to retail clients. As
at 31 December 2021, this portfolio of loans, as well as the real estate properties included in Helix 3, were
classified as a disposal group held for sale. At completion, currently expected to occur in the first half of
2022, the Company will receive gross cash consideration of approximately €385 million.

This portfolio of loans (as well as the real estate properties included in Helix 3) will be transferred to a
licensed Cypriot Credit Acquiring Company (the 'CyCAC') by the Company. The shares of the CyCAC will
then be acquired by certain funds affiliated with Pacific Investment Management Company LLC (PIMCO), the
purchaser of the portfolio.

Following a transitional period where servicing will be retained by the Company, it is intended that the
servicing of the portfolio of loans and the real estate properties included in Helix 3 will be carried out by a
third party servicer selected and appointed by the purchaser.

Project Helix 3 represents a milestone in the delivery of one of the Group’s core strategic priorities of
improving asset quality through the reduction of NPEs. Pro forma for HFS, the Group’s NPE ratio is in single
digit. Helix 3 reduced the stock of NPEs by approximately 42% to €771 million pro forma on the basis of 31
December 2021 figures, and the Group's NPE ratio by approximately 5 percentage points, to 7.5% pro
forma on the basis of 31 December 2021 figures. Overall, since the peak in 2014 and pro forma for HFS, the
stock of NPEs has been reduced by €14.2 billion or 95% to €0.8 billion and the NPE ratio by 55 percentage
points, from 63% to less than 8%.

The Group has early achieved its previous 2022 target for a single digit NPE ratio and is on track to achieve
an NPE ratio of approximately 5% by the end of 2022 and less than 3% by the end of 2025.
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Project Helix 2

In June 2021, the Group completed Project Helix 2 (Portfolios A and B), which refers to the sale of portfolios
of loans with a total gross book value of €1,331 million as at the completion date (of which €1,305 million
relate to non-performing exposures) secured over real estate collateral, and stock of properties with
carrying value amounting to €73 million, to funds affiliated with Pacific Investment Management Company
LLC (PIMCO), the agreements for which were announced on 3 August 2020 and on 18 January 2021. The
Company retained the servicing of these Portfolios for a transitional period to the end of third quarter of
2021, against a servicing fee (see Section ‘Total Income’ below).

The consideration for the sale amounts to approximately €560 million, of which approximately €165 million
were received in cash by completion. The remaining amount is payable in four instalments up to December
2025 without any conditions attached, of which approximately €85 million were received in December 2021.
The consideration can be increased through an earnout arrangement, depending on the performance of
each of the Portfolios.

Project Helix 2 represents another milestone in the delivery of one of the Group’s strategic priorities of
improving asset quality through the reduction of NPEs. Project Helix 2 (Portfolios A and B) reduced the NPE
ratio by approximately 9 percentage points, on the basis of 30 June 2021 figures.

Project Sinope

In December 2021, the Company entered into an agreement for the sale of a portfolio of NPEs, with a
contractual balance of €146 million and a gross book value of €12 million as at 31 December 2021, as well
as properties in Romania with carrying value €0.6 million as at 31 December 2021 (known as ‘Project
Sinope’). The sale is subject to the necessary approvals and is expected to be completed within the first half
of 2022. The portfolio has been classified as held for sale as at 31 December 2021.

Real Estate Management Unit (REMU)

The Real Estate Management Unit (REMU) is focused on the disposal of on-boarded properties resulting
from debt for asset swaps. Cumulative sales since the beginning of 2017 amount to €1.37 billion and
exceed properties on-boarded for the same period of €1.32 billion.

The Group completed disposals of €140 million during the year ended 31 December 2021, including
disposals of approximately €6 million relating to completed NPE sales (compared to €80 million during the
year ended 31 December 2020), resulting in a profit on disposal of €14 million for the year ended 31
December 2021 (compared to a profit on disposal of €9 million for the year ended 31 December 2020),
following the relaxation of restrictive measures. Asset disposals are across all property classes, with
approximately half of sales by value in 2021 relating to land.

During 2021, assets held by REMU with carrying value of €102 million were transferred to “non-current
assets and disposal groups held for sale” as they were included in Project Helix 3 and Project Sinope. As at
31 December 2021, the carrying value of these assets stood at €98 million (comprising stock of property of
€93 million and investment properties of €5 million). Pro forma for non-current assets and disposal groups
held for sale, assets held by REMU were reduced by 17% in 2021.

During 2021, the Group executed sale-purchase agreements (SPAs) for disposals of 703 properties (with
contract value of €149 million), compared to SPAs for disposals of 492 properties (with contract value of
€91 million) for 2020. Pro forma for non-current assets and disposal groups held for sale, the Group
executed SPAs of 1,130 properties with contract value of approximately €250 million during 2021,
representing an increase (by contact value) of over 170% compared to 2020.

In addition, the Group had a strong pipeline of €109 million by contract value as at 31 December 2021, of
which €47 million related to SPAs signed (compared to a pipeline of €81 million as at 31 December 2020, of
which €53 million related to SPAs signed).

REMU on-boarded €34 million of assets in 2021 (compared to additions of €146 million in 2020, including

€22 million transferred from own use properties), via the execution of debt for asset swaps and repossessed
properties.
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Real Estate Management Unit (REMU) (continued)

Details with respect to the prudential charge relating to the onsite inspection findings are provided above in
the ‘Capital Base’ section.

Assets held by REMU

As at 31 December 2021, assets held by REMU (excluding assets classified as held for sale) had a carrying
value of €1,215 million (comprising properties of €1,112 million classified as ‘Stock of property’ and €103
million as ‘Investment properties’), compared to €1,473 million as at 31 December 2020 (comprising
properties of €1,350 million classified as ‘Stock of property’ and €123 million as ‘Investment properties’).

In addition to assets held by REMU, properties classified as ‘Investment properties’ with carrying value of
€15 million as at 31 December 2021, compared to €5 million as at 31 December 2020 are not managed by
REMU. These relate mainly to legacy properties held by the Group before the set-up of REMU in January
2016 and to assets classified as ‘Investment properties’ following a change in use.

Income Statement Analysis

Total income

Net interest income (NII) for 2021 amounted to €296 million, compared to €330 million in 2020, down by
10% compared to previous year, mainly due to the continuing pressure from the low interest rate
environment and the completion of Helix 2, partially offset by the increase in TLTRO III in 2021 and the
reduction in the cost of deposits.

The NII for 2021 includes an amount of approximately €15 million which relates to the NII of the loans
included in Project Helix 2 (Portfolios A and B) recognised up to 30 June 2021, before completion in June
2021. The reduction in NII as a result of the completion of Project Helix 2 has been partially offset by an
amount of €5 million in the second half of 2021 relating to the unwinding of the net present value and
interest income of the deferred consideration, which is expected to continue until 2023, on the basis of
repayments and assuming no early repayment in 2023.

Average interest earning assets (AIEA) for 2021 amounted to €20,436 million, up by 14% compared to a
year earlier, driven by the increase in liquid assets following the increase in the borrowing under TLTRO III
by €2.0 billion, as well as the increase in deposits by €1 billion, compared to 2020.

Net interest margin (NIM) for 2021 amounted to 1.45%, compared to 1.84% for 2020, negatively impacted
by the decrease in NII and the increase in AIEA.

Non-interest income for 2021 amounted to €285 million, compared to €237 million for 2020, up by 20% on
the prior year, comprising net fee and commission income of €172 million, net foreign exchange gains and
net gains/(losses) on financial instrument transactions and disposal/dissolution of subsidiaries and
associates of €24 million, net insurance income of €61 million, net gains/(losses) from revaluation and
disposal of investment properties and on disposal of stock of properties of €13 million and other income of
€15 million. The increase compared to the prior year is driven by higher net fee and commission income,
higher net foreign exchange gains and net gains/(losses) on financial instrument transactions and
disposal/dissolution of subsidiaries and associates, higher net insurance income, as well as higher REMU
disposal gains and lower revaluation losses on investment properties.

Net fee and commission income for 2021 amounted to €172 million, compared to €144 million for 2020, up
by 19% on the prior year, and above pre-pandemic levels, reflecting higher volume of transactions, as well
as the extension of liquidity fees to a broader group of corporate clients and the introduction of a revised
price list for charges and fees, both implemented as of 1 February 2021. Net fee and commission income for
2021 includes an amount of approximately €7 million relating to an NPE sales-related servicing fee, for a
transitional period that ended at the end of the third quarter of 2021.

Net foreign exchange gains and net gains/(losses) on financial instrument transactions and
disposal/dissolution of subsidiaries and associates of €24 million for 2021 (comprising net foreign exchange
gains of €16 million and net gains on financial instrument transactions of €8 million), compared to €15
million for 2020, increased by 65% on the prior year driven mainly by higher net gains on financial
instruments.
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Net insurance income of €61 million for 2021, compared to €56 million for 2020, up by 9% compared to the
previous year, mainly due to higher gross written premiums, partly offset by the net impact from the
changes in the discount rate in the life insurance business and by higher costs and claims in the general
insurance business (as claims in 2020 had been positively impacted by lockdowns).

Net gains/(losses) from revaluation and disposal of investment properties and on disposal of stock of
properties for 2021 amounted to €13 million (comprising net gains on disposal of stock of properties of €13
million, net gains on disposal of investment properties of €1 million and net losses from revaluation of
investment properties of €1 million), compared to €7 million in 2020 which had been impacted by the
lockdown measures.

Total income for 2021 amounted to €581 million, compared to €567 million for 2020, up 2% compared to
the prior year.

Total expenses

Total expenses for 2021 were €386 million, compared to €373 million for 2020, 53% of which related to
staff costs (€202 million), 38% to other operating expenses (€148 million) and 9% (€36 million) to special
levy on deposits and other levies/contributions. The yearly increase of 3% is driven by the 4% vyearly
increase in staff costs. Further details are provided below.

Total operating expenses for 2021 were €350 million, compared to €340 million for 2020, up by 3%
compared to the prior year.

Staff costs for 2021 were €202 million, compared to €195 million for 2020, increased by 4% compared to
the prior year, in line with the renewal of the collective agreement for 2021.

In July 2021, the Company reached agreement with the Cyprus Union of Bank Employees for the renewal of
the collective agreement for the years 2021 and 2022. The agreement related to certain changes including
the introduction of a new pay grading structure linked to the value of each position of employment, and of a
performance-related pay component as part of the annual salary increase, both of which have been long-
standing objectives of the Company and are in line with market best-practice. The expected impact of the
renewal was an increase in staff costs for 2021 and 2022 by 3-4% per annum, in line with the impact of
renewals in previous years.

The Group employed 3,438 persons as at 31 December 2021, compared to 3,573 as at 31 December 2020.
During the second half of the year 2021, 96 persons relating to Project Helix 2 were transferred to the
buyer upon full migration. In December 2021, the Group completed a small-scale targeted voluntary staff
exit plan (VEP), through which approximately 100 of the Group’s full-time employees were approved to
leave at a total cost of €16 million, recorded in the consolidated income statement in the fourth quarter of
2021 as a non-recurring item in the underlying basis (compared to a total cost of €6 million for a targeted
voluntary staff exit plan completed in December 2020). Following the completion of the VEP in December
2021, the gross annual savings are estimated at approximately 3% of staff costs.

Other operating expenses for 2021 were €148 million, compared to €145 million in the previous year.

Special levy on deposits and other levies/contributions for 2021 amounted to €36 million, compared to €33
million for 2020, up by 8% compared to the prior year. Special levy on deposits and other
levies/contributions for 2021 include a levy in the form of an annual guarantee fee relating to the expected
revised income tax legislation (DTC levy) of approximately €5 million recorded in the fourth quarter of 2021
(see ‘Capital Base’ section above). The special levy on deposits and other levies/contributions for 2020 were
represented to include the DTC levy of approximately €3 million.

As from 1 January 2020 and until 3 July 2024 the Company is subject to contribution to the Deposit
Guarantee Fund (DGF) on a semi-annual basis. The contributions are calculated based on the Risk Based
Methodology (RBM) as approved by the management committee of the Deposit Guarantee and Resolution of
Credit and Other Institutions Schemes (DGS) and is publicly available on the CBC’s website. In line with the
RBM, the contributions are broadly calculated on the covered deposits of all authorised institutions and the
target level is to reach at 0.8% of these deposits by 3 July 2024.
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The cost to income ratio excluding special levy on deposits and other levies/contributions for 2021 was
60%, flat compared to the previous year.

Profit/(loss) before tax and non-recurring items
Operating profit for 2021 was €195 million, compared to €194 million for 2020.

Loan credit losses for 2021 totalled €66 million, compared to €149 million for 2020, down by 55%
compared to the prior year.

The annualised loan credit losses charge (cost of risk) for 2021 accounted for 0.57% of gross loans and
includes a net reversal of loan impairments relating to COVID-19 (including related impact on
macroeconomic assumption) of 4 bps (compared to an annualised loan credit losses charge of 1.18% for
2020, of which 43 bps reflect loan impairments relating to COVID-19). Further details are provided in
Section ‘Loan portfolio quality’ above.

At 31 December 2021, the allowance for expected loan credit losses, including residual fair value
adjustment on initial recognition and credit losses on off-balance sheet exposures totalled €792 million
(compared to €1,902 million at 31 December 2020) and accounted for 7.3% of gross loans, including
portfolios held for sale (compared to 15.5% of gross loans, including portfolios held for sale and at 31
December 2020 respectively).

Impairments of other financial and non-financial assets for 2021 amounted to €36 million, compared to €42
million for 2020, down by 15% compared to the prior year, driven by lower revaluation losses on
properties.

Reversals net of provisions for litigation, claims, regulatory and other matters for 2021 amounted to €2
million, compared to provisions of €7 million for 2020.

Profit before tax and non-recurring items for 2021 totalled €95 million, compared to a loss of €4 million for
2020.

Profit/(loss) after tax (attributable to the owners of the Company)
The tax charge for 2021 is €5 million, compared to €8 million for 2020.

Profit after tax and before non-recurring items (attributable to the owners of the Company) for 2021 was
€88 million, compared to a loss of €9 million for 2020. Return on Tangible Equity (ROTE) before non-
recurring items calculated using ‘profit after tax and before non-recurring items (attributable to the owners
of the Company)’ amounts to 5.4% for 2021, compared to a negative return of -0.5% for 2020.

Advisory and other restructuring costs - organic for 2021 amounted to €22 million (compared to €10 million
for 2020), mainly driven by an amount of approximately €12.5 million which related to the cost of the
tender offer for the *Old T2 Notes’, thereby forfeiting the relevant obligation for future coupon payments.

Profit after tax arising from the organic operations (attributable to the owners of the Company) for 2021
amounted to €66 million, compared to a loss of €19 million for 2020.

Provisions/net loss relating to NPE sales for 2021 were €7 million, compared to €120 million for 2020.

Restructuring and other costs relating to NPE sales for 2021 was €16 million, compared to €26 million for
2020.

Restructuring costs relating to the Voluntary Staff Exit Plan (VEP) amounted to €16 million for 2021
(compared to €6 million for 2020). For further details please refer to ‘Total expenses’ section.

Profit after tax attributable to the owners of the Company for 2021 was €27 million (compared to a loss of
€171 million for 2020).
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Economic activity recovered strongly in 2021, driven by domestic demand in the first half of 2021 and by
external demand in the second half of 2021 reflecting a strong recovery in tourist activity in the period.
Government support to businesses and households remained substantial in the year but the budget deficit
narrowed substantially driven by increased revenues. Inflation accelerated in the second half of 2021 and
unemployment remained largely unchanged from the previous year. Over the medium term, prospects
remain positive aided also by the Recovery and Resilience Fund of Next Generation EU, but the crisis over
Ukraine has increased downside risks.

The Russian invasion of Ukraine and the sanctioning of Russia are expected to have profound impact on the
Russian economy, and serious macroeconomic implications for the European Union and the global economy.
The invasion and sanctions constitute a major shock both in supply chains and in energy prices. Supply
chains have been disrupted causing shortages in agricultural commodities and metals. Energy prices have
risen and are expected to remain elevated for longer. Inflationary pressures that were building before the
outbreak of the Ukrainian crisis, have escalated and central banks have started their tightening cycles. The
Bank of England raised its policy rates three times in the first quarter to 0.75% and inflation increased to
5.5% in February 2022. In the USA, the Federal Reserve raised interest rates by 25 bps in mid-March 2022
and indicated another six hikes in 2022 and three more in 2023 before pausing. In March 2022, the ECB
maintained its main refinance rate unchanged at zero, but indicated that quantitative easing will likely end
sooner rather than later, and that interest rates may start to rise earlier than anticipated. Raising interest
rates to contain inflation would be adding to uncertainty and negatively impacting the growth outlook.

The crisis in Ukraine may have an adverse impact on the Cypriot economy, mainly due to a negative impact
on the tourism and professional services sectors, increasing energy prices resulting in inflationary
pressures, and disruptions to global supply chains. The impact on the Cypriot economy remains uncertain
and will depend on the duration and severity of the crisis.

The European Union is expected to absorb the cost from the influx of refugees who are expected to be in
the millions and undertake short-term measures to lessen the impact of higher inflation on the most
vulnerable segments of the population. In the short-term fiscal expansion is expected to be debt financed
but longer-term structural changes will be needed.

The Next Generation EU is a significant initiative and countries may need to utilise additional resources still
available in the form of loans, given the uncertainties associated with the crisis in Ukraine. The purpose of
Next Generation EU is ultimately about the future, to help fund the key investments that will be needed for
the green and digital transitions, and so enhance the potential and economic resilience of member states.
Structural reform is an integral part of this process, and ultimately a critical factor that will determine the
effectiveness of the investments.

Cyprus received €157 million in EU recovery fund pre-financing in September 2021 (13% of the total
allocated amount), following the approval of its national recovery plan in July 2021. The bulk of the funds
are expected to be released in 2022-2024 depending on the strict implementation of reform priorities
agreed with the EU. These include, increasing the efficiency of public and local administrations; improving
the government of state-owned enterprises; reducing further the levels of non-performing loans in the
banking sector; improving the efficiency of the judicial system; and accelerating anti-corruption reforms.

The COVID-19 pandemic had a significant impact on the economy with real GDP dropping by 5.0% in 2020
compared with an average drop of 6.4% in the Eurozone. The recovery in 2021 was relatively strong with
real GDP rising by 5.5% according to the Cyprus Statistical Service, fully recovering the lost output from the
previous year. Tourist arrivals recovered strongly in the year, particularly in the second half. On average for
2021, tourist arrivals were approximately 50% of 2019 levels, but reached approximately 70% of 2019
levels in the second half of the year. The crisis in Ukraine may have an adverse impact on the Cypriot
economy, partly due to a negative impact on tourism. This impact will depend on the duration and severity
of the crisis which remain uncertain at this stage. In response, the Government is working to replace tourist
arrivals from Russia and Ukraine (which amounted to approximately 20% of 2019 levels) through the
promotion of domestic tourism and arrivals from other markets, such as Germany, Israel, Poland, Austria,
Switzerland, Italy, France, Sweden and Hungary. Close monitoring of exposures to the tourism sector is
enhanced and the Group remains in close contact with customers to offer solutions as necessary.

The unemployment rate has been declining since its peak in 2014, to 7.7% in 2020 and to 7.8% in the first
three quarters of 2021. The labour market is gradually tightening because employment volumes are rising
faster than increases in the labour force. On the supply side of the labour market, the labour force is
constrained by slowing population growth, skill mismatches especially after the pandemic crisis, and low
participation rates in segments of the population.
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Consumer prices accelerated from the second quarter onwards, and more steeply in the second half of the
year. In total for 2021, consumer prices increased by 2.4% and by 4.4% in the second half alone. Cyprus's
consumer price inflation has followed a similar trend to that in the euro area. The acceleration largely
reflects higher global prices for energy and transport goods, which were driven by recovering aggregate
demand against supply-chain bottlenecks. There were also structural factors at play. The end of the
temporary VAT reduction in January 2021 resulted in stronger price growth in a year-on-year comparison
from July 2021.

The current account deficit deteriorated in 2020-2021 due to the loss of revenues from export services,
mainly tourism. The current account deficit was 10.1% of GDP in 2020 and it is estimated at 9.1% of GDP in
2021 (European Commission). The size of Cyprus’ current account deficit reflects special-purpose vehicles
domiciled in Cyprus through which foreign enterprises register ships in Cyprus which adds to fixed
investment and imports.

Cyprus is an exports oriented, services-based economy, driven by tourism, shipping and professional and
financial services. Total services account for more than 80% of total gross value added. The primary and
secondary sectors are relatively small. This means that Cyprus is also a large importer of goods, relative to
the size of the economy and tends to have large trade deficits which are offset by large services surpluses in
the current account.

In the banking sector there has been significant progress since the 2013 financial crisis. Banks have reduced
their foreign exposure; the regulatory framework and prudential oversight have been strengthened; a new
legal framework for foreclosures and insolvencies has been implemented. Non-performing exposures have
been reduced from €28.4 billion in 2014 to €4.3 billion as at the end of October 2021. The ratio of non-
performing exposures to gross loans dropped from 47.8% to 15.2% in the same period and the coverage
ratio of provisions to non-performing exposures increased slightly to 50.6%. The ratio of non-performing
exposures still remains elevated when compared with an EU average of just over 2%. Total loans to the
private sector also declined steeply in the same period. Loans to residents excluding the government,
dropped to €23.3 billion at the end of December 2021, including the non-performing loans, which is
approximately 100% of GDP in 2021.

Cyprus public finances deteriorated sharply in 2020 as a result of the recession and the fiscal measures that
were implemented to support the economy against COVID-19. The budget deteriorated from a surplus of
1.3% of GDP in 2019 to a deficit of 5.6% of GDP in 2020. Public finances strengthened in 2021 despite
substantial government support measures and the budget deficit dropped to 1.8% of GDP. This was driven
primarily by sharp increases in tax revenues and social security contributions in the second and third
quarters. Expenditures rose at a much slower pace in the period following sharp increases the year before.
General government debt remained almost unchanged in 2021 and the debt-to-GDP ratio declined from
115% at end-2020 to 103.9% at end-2021.

Sovereign ratings

The sovereign risk ratings of the Cyprus Government improved considerably in recent years reflecting
reduced banking sector risks, and improvements in economic resilience and consistent fiscal
outperformance. Cyprus demonstrated policy commitment to correcting fiscal imbalances through reform
and restructuring of its banking system. Public debt remains high in relation to GDP but large-scale asset
purchases from the ECB ensure favourable funding costs for Cyprus and ample liquidity in the sovereign
bond market.

Most recently in March 2022, Fitch Ratings affirmed Cyprus' Long-Term Issuer Default rating at investment
grade at BBB- since November 2018 and a stable outlook. The stable outlook reflects the view that despite
Cyprus’ exposure to Russia through its tourism and investment linkages, near-term risks are mitigated by a
strengthened government fiscal position, and continued normalisation of spending after the pandemic
shock. Meanwhile, medium-term growth prospects remain positive on the back of the government's
Recovery and Resilience Plan (RRP).

Also in March 2022, S&P Global Ratings affirmed Cyprus' investment grade rating of BBB- and positive
outlook. The positive outlook reflects the view that Cyprus’ sovereign rating could be upgraded within the
next 24 months if the country's economic and budgetary performance continues to strengthen, supported
by the Government's implementation of structural reforms. In March 2022, S&P Global Ratings affirmed
rating of BBB- and positive outlook stressing that despite the Ukrainian crisis and economic sanctions
against Russia, the medium-term outlook for the Cyprus economy remains strong.
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In July 2021, Moody's Investors Service upgraded the Government of Cyprus' long-term issuer and senior
unsecured ratings to Bal from Ba2 (since July 2018) and changed the outlook from positive to stable. The
primary driver for the upgrade was the material improvement in the underlying credit strength of the
domestic banking system, which also reduces the risks of a systemic banking crisis.

In October 2021, DBRS Morningstar confirmed Cyprus’ Long-Term Foreign and Local Currency Issuer
Ratings at BBB (low) and upgraded its outlook from stable to positive trend. This reflects the expectation
that Cyprus’s public debt ratio will most likely return to its pre-pandemic downward path starting from
2021, supported by a solid economic growth and fiscal repair. In a March 2022 commentary DBRS
Morningstar noted that Russia's invasion of Ukraine increases downside risks to otherwise strong medium-
term economic prospects.

Business Overview
Credit ratings

The Group’s financial performance is highly correlated to the economic and operating conditions in Cyprus.
In February 2022, Standard and Poor’s affirmed their long-term issuer credit rating on the Company of B+,
maintaining the positive outlook. In December 2021, Moody’s Investors Service upgraded the Company’s
long-term deposit rating to Ba3 from B1, maintaining the positive outlook. The upgrade reflects significant
ongoing improvement in the Company’s asset quality following the agreement reached in Project Helix 3 in
November 2021. In December 2021, Fitch Ratings affirmed the Company’s long-term issuer default rating
of B- and revised the outlook to positive from negative. The revision of the outlook reflects significant
improvement in asset quality following the agreement reached on Project Helix 3, as well as in organically
reducing problem assets since the end of 2019, despite an adverse operating environment in Cyprus,
together with an expectation that this trend will continue in the near future.

Strategic priorities for the medium-term

The Group is a diversified, leading, financial and technology hub in Cyprus. It has delivered significant
progress against its strategy announced in November 2020 and this has allowed the Group to update its
medium term strategic targets with an increased focus on creating shareholder value. In February 2022, the
Group increased its medium term return on tangible equity (ROTE) target to over 10%, providing the
foundations for a return of dividend distributions, subject to performance and relevant approvals.

The medium-term strategic priorities of the Group are clear, with a renewed focus on growing revenues in a
more capital efficient way, whilst striving for a leaner operating model. In addition, the Group continues to
focus on further strengthening its asset quality, whilst maintaining a good capital position, in order to
continue to play a vital role in supporting the recovery of the Cypriot economy. Moreover, the Group has set
the foundations to enhance its organisational resilience and ESG (Environmental, Social and Governance)
agenda and continues to work towards building a forward-looking organisation with a clear strategy
supported by effective corporate governance aligned with ESG agenda priorities. Delivery on the medium
term strategic priorities of the Group is enabled by the Group’s transformation plan.

Despite the uncertainties associated with the Ukrainian crisis (further details are provided below), the Group
intends to continue executing its strategy in a disciplined manner in 2022 and beyond, focusing on
improving sustainable profitability by growing revenues, while remaining disciplined on costs and capital.

Growing revenues in a more capital efficient way

The Group has a renewed focus on growing revenues in a more capital efficient way. It aims to grow its high
quality new lending, drive growth in niche areas for further market penetration and diversify through non-
banking services, such as insurance and digital products.

The accelerated de-risking of the balance sheet and the expected non-extension of the favourable terms of
the TLTRO borrowing post June 2022 are expected to increase pressure on net interest income (NII) in the
near term. This is expected to gradually recover from 2023 onwards as loan expansion and margin
stabilisation more than offset the foregone NII.

Separately, the Group aims to increase revenues through multiple less capital-intensive initiatives, with a

focus on fees and commissions, insurance and non-banking opportunities, leveraging on the Group’s digital
capabilities.
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Gradual recovery of NII

Over the medium-term, the Group aims to improve its NII through the growth of its net performing book by
approximately 6% per annum and margin stabilisation, with an expected contribution to return on tangible
equity (ROTE) in 2025 of an increase of approximately 1%.

The Group has continued to provide high quality new loans via prudent underwriting standards. Growth in
new lending in Cyprus has been focused on selected industries more in line with the target risk profile of the
Company. During 2021, new lending amounted to €1.8 billion, increased by 33% on the prior year and
recovering towards pre-pandemic levels (at approximately 90% of 2019 levels). Demand for new loans is
picking up, driven mainly by corporate (up by 34% compared to the prior year), as economic activity
continues to improve. At the same time, the demand for retail housing loans remained strong, supported by
the Government interest rate subsidy scheme (expired on 31 December 2021). New housing loans of
approximately €355 million were approved by the Company under the scheme. Aiming at supporting
investments by SMEs and Mid-Caps, the Company continues its collaboration with the European Investment
Bank (EIB), the European Investment Fund (EIF) and the Cyprus Government.

Over the medium-term, high quality new lending is expected to reach approximately €9 billion, as economic
growth is expected to continue in 2022-2025. Significant deleveraging of the Cyprus economy of the past
seven years is coming to an end. The Group aims to benefit from its strong market position; to help deploy
the Cyprus Recovery and Resilience Fund; to grow shipping and international corporate lending with
prudency; and to explore market opportunities in trades of performing loans in Cyprus. At the same time, it
aims to support its customers in the transition to a sustainable future through, for example, the provision of
environmentally friendly products.

The growth of net interest income over the medium-term is expected to be further supported by margin
stabilisation. The Group uses conservative interest rate assumptions in its business plan and is well
positioned for rising rates given high levels of liquidity. It also applies conservative assumptions for fixed
income investments. It has factored in the increased funding cost resulting from further MREL issuances and
the expectation that the favourable TLTRO borrowing terms will not be extended post June 2022.

Non-NII: growth in a more capital efficient way

Over the medium-term, the Group aims to increase revenues other than net interest income, through
multiple less capital-intensive initiatives, with a focus on fees and commissions, insurance and non-banking
opportunities, leveraging on the Group’s digital capabilities, with an expected contribution to return on
tangible equity (ROTE) in 2025 of an increase of approximately 1.5%-2.0%.

In 2021, net fee and commission income amounted to €172 million, increased by 19% on the prior year and
exceeded pre-pandemic levels in 2019. The increase reflects higher volume of transactions, as well as the
extension of liquidity fees to a broader group of corporate clients and the introduction of a revised price list
for charges and fees, both implemented as of 1 February 2021.

Over the medium-term, net fee and commission income from banking activities is expected to increase at a
rate of 4% per annum, supported by price adjustments and increased activity as the economy recovers.
Liquidity fees are expected to be applied to an amended universe of deposits, whilst the Company will
pursue to convert deposits to products with a higher return for customers mainly through its Wealth
services.

In addition, the Group aims to increase the average product holding per retail customer over the medium
term through further cross-selling of cards, digital loans, wealth and insurance products, to the under-
penetrated customer base via re-designing the operational model, client segmentation and catering to
different customer niches.
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Management is placing emphasis on diversifying income streams by optimising fee income from
international transaction services, wealth management and insurance. The Group’s insurance companies,
EuroLife Ltd and General Insurance of Cyprus Ltd (GIC) operating in the sectors of life and general
insurance respectively, are leading players in the insurance business in Cyprus, and have been providing a
stable, recurring income, further diversifying the Group’s income streams. The insurance income net of
claims and commissions for 2021 contributed to 21% of non-interest income and amounted to €61 million,
up 9% compared to the prior year, mainly due to higher gross written premiums, partly offset by the net
impact from the changes in the discount rate in the life insurance business and by higher costs and claims in
the general insurance business (as claims in 2020 had been positively impacted by lockdowns). Specifically,
Eurolife increased its total regular income by 8% on a yearly basis, whilst GIC increased its gross written
premiums by 8% on a yearly basis.

There are initiatives underway to enhance revenues from the insurance business in the medium term. The
Group currently has sustainable healthy profitability from its insurance business and it is aiming for further
growth leveraging on the strong market share of the Company. The impact of IFRS 17 as of 1 January 2023
remains uncertain, but it is not expected to significantly impact the return on tangible equity in the medium
term.

In the life insurance business, further growth is expected to be driven through the pursuit of new market
segments with higher margin potential (such as business insurance, or income protection), exploring
opportunities in the occupational pensions market and the launch of new products and investment funds. At
the same time, Eurolife Ltd is expected to widen its target market leveraging on its revamped
bancassurance model. Internally, Eurolife Ltd aims to strengthen its agency force organically and improve
productivity through digitisation and campaigns. Leveraging on the Group’s digital capabilities, the customer
experience is expected to be upgraded via enhanced self-service capabilities, such as the myeurolife portal.

In the non-life insurance business, further growth is expected through widening the target market
leveraging on the revamped bancassurance model, exploiting synergies with the life insurance agency force
and focusing on profitable business segments (such as fire and liability). GIC also aims to strengthen its
penetration in the profitable segments of the market's motor sector. Centralisation and automation of the
claims handling process, as well as further digital growth will be enabled by further digitisation.

Finally, the Group aims to introduce the Digital Economy Platform to generate new revenue sources over
the medium term, leveraging on Company’s market position, knowledge and digital infrastructure. The
Platform aims to bring stakeholders together to drive opportunities in lifestyle banking and beyond.

This platform is expected to allow the Company to enhance the engagement of its customer base, attract
new customers, optimise the cost of its own processes, and position the Company next to the customer at
the point and time of need.

Lean operating model

Striving for a lean operating model is a key strategic pillar for the Group in order to deliver shareholder
value in the medium term. Management also expects that restructuring costs will be effectively eliminated
as balance sheet de-risking is largely complete. These actions are expected to contribute an increase of
approximately 2.5%-3.0% to return on tangible equity (ROTE) in 2025. The Group focuses on continuing to
deliver on the cost agenda, as well as improving operating efficiency, whilst funding its digital
transformation and investing in the business.

The digital transformation of the Group that started in 2017 has begun to deliver an improved customer
experience, whilst the branch footprint rationalisation to date, has further improved Company’s operating
model. The branch network is now less than half the size it was in 2013.

Management remains focused on further improvement in efficiency over the medium term, through for
example further branch footprint optimisation and further exit solutions to release full time employees.

It is expected that total operating expenses will remain below €350 million in 2025, despite inflationary
pressures, whilst continuing to fund digitisation and further investing in the business. The cost to income
ratio is expected to rise in 2022 as revenues remain under pressure and operating expenses increase due to
higher IT/digitisation investment costs, before improving to 50%-55% by 2025.
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Transformation plan

The Group continues to work towards becoming a more customer centric organisation. A transformation
plan is in progress to enable modern banking by digitally transforming customer service, as well as internal
operations. The transformation plan will enable delivery on the Group’s strategic pillars, with key shifts
focusing on a leaner and more efficient operating model, profitability and optimisation of the client service
and distribution models with an emphasis on the customer. For further details on examples of the
transformation that is expected to be achieved please refer to slide 35 of the presentation for the Group
Financial Results for the year ended 31 December 2021.

Digital transformation

Company’s digital transformation focuses on developing digital services and products that improve the
customer experience, streamlining internal processes, and introducing new ways of working to improve the
workplace environment.

In 2021, the Company continued to invest in its digital products, further strengthening its competitive
advantage. Among new digital capabilities, a new service was added in Company’s digital portfolio, that
allows online identity verification for legal entity-related individuals to assist the process of onboarding
those entities in the Company. The whole activity can be now completed by the customers and the IBS
(International Banking Services) staff in a faster, more efficient way. Furthermore, the Company invested in
the enhancement of the usage and transaction security through the introduction of a new user verification
and transaction monitoring mechanisms in its mobile app and web channels.

The adoption of digital products and services continued to grow and gained momentum in 2021 and in
January 2022. As at the end of January 2022, 89.4% of the number of transactions involving deposits, cash
withdrawals and internal/external transfers were performed through digital channels (up by approximately
23.0 p.p. from 66.4% in September 2017 when the digital transformation programme was initiated). In
addition, 78.8% of individual customers were digitally engaged (up by 18.6 p.p. from 60.2% in September
2017), choosing digital channels over branches to perform their transactions. As at the end of January
2022, active mobile banking users and active QuickPay users have grown by 20% and 43% respectively in
the last 12 months. The highest number of QuickPay users to date was recorded in January 2022 with 131
thousand active users. Likewise, the highest number of QuickPay payments was recorded in December 2021
with 395 thousand transactions. The transition to the new renewed Internet Banking platform, was launched
in March 2022 offering to the customers a fresh banking experience. New tools, such as defining and
managing budgets, as well as the ability to have an overall view of finances, and the opening of new lending
products entirely through the Group’s digital channels, will soon be available to customers.

Moreover, significant changes are being implemented to enable a more modern and efficient workplace.
New technologies and tools have been introduced that will significantly improve employee collaboration and
knowledge sharing across the organisation.

Strengthening asset quality

Ensuring Company’s loan portfolio quality remains healthy is a priority for the Group. Whilst maintaining
high quality new lending, the Company aims to complete legacy de-risking, normalise cost of risk and
reduce (other) impairments, whilst managing post-pandemic NPE inflows. Collectively these de-risking
actions are expected to contribute an increase of approximately 2.5%-3.0% to return on tangible equity
(ROTE) in 2025.

During 2021, the Group completed Project Helix 2 and reached agreement on Project Helix 3. Overall in
2021, and including organic NPE reductions of approximately €400 million, the Group reduced its NPEs by
75% and its NPE ratio to 7.5%, on a pro forma basis. For further information please refer to Section ‘Loan
portfolio quality’ above.

The Group has early achieved its previous 2022 target for a single digit NPE ratio and has updated its
strategic target of achieving an NPE ratio of approximately 5% by the end of 2022 and of less than 3% by
the end of 2025. At the same time, the Group will continue to closely monitor the performance of loans
under expired payment deferrals and a year after deferral expiry, the performance is better than initially
expected.
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Enhancing organisational resilience and ESG (Environmental, Social and Governance) agenda

Moving to a sustainable economy is the challenge of our time. As part of its vision to be the leading financial
hub in Cyprus, the Company is determined to lead the transition of Cyprus to a sustainable future.

The Group has set the foundations to enhance its organisational resilience and ESG (Environmental, Social
and Governance) agenda and continues to work towards building a forward-looking organisation with a clear
strategy supported by effective corporate governance aligned with ESG agenda priorities.

In 2022, the Company received a rating of AA (on a scale of AAA-CCC) in the MSCI ESG Ratings
assessment. In 2020, the Company received a rating of A in the MSCI ESG Ratings assessment.

In 2021, the first ESG strategy of the Group was formulated, whereby, in addition to maintaining its leading
role in the social and governance pillars, there will be a shift of focus on increasing Company’s positive
impact on the environment by transforming not only its own operations, but also of its client chain.

The Company has committed to the following primary ESG targets, which reflect the pivotal role of ESG in
Company’s strategy:
. Become carbon neutral by 2030
Become Net Zero by 2050
Steadily increase Green Asset Ratio
Steadily increase Green Mortgage Ratio
A representation of at least 30% women in Group’s management bodies (defined as the
Executive Committee (EXCO) and the extended EXCO) by 2030.

Environment

An ESG roadmap has been established to seize new opportunities, reduce risk and comply with regulatory
requirements and market expectations.

To ensure delivery on its ambition, the Company is in the process of formulating a long-term working plan
that covers areas such as decarbonisation of Company’s own operations and portfolio, risk identification and
impact assessment, and streamlining of Company’s policies with the ESG strategy. More specifically, the
decarbonisation initiative has commenced in 2022. As a first step, the Company will calculate its own carbon
footprint and formulate a decarbonisation plan to become carbon neutral by 2030. A road map with specific
carbon reduction targets and KPIs will be established that will enable the Company to achieve its
decarbonisation goals.

Work is already underway on data requirements and policy updates. The Company is in the process of
identifying its ESG data needs and their availability based on upcoming regulatory requirements, as well as
its ESG strategic goals, with the objective to address these needs in due time. Work has also been initiated
and will continue into 2022, to determine the climate related and environmental risks the Company is
exposed to, so that these can be integrated into the existing risk taxonomy and risk registry of the
Company and inform its various business processes. Finally, several policies have been updated, and this
effort will continue in the coming years, as it will be conducive in streamlining operations and culture with
Company’s ESG ambition.

At the same time, the Company will intensify its support to its clients and communities in becoming
increasingly sustainable and will respond to the heightened importance the Company’s investors and
shareholders attach to ESG matters. The Company has the commitment, the scale and the reach to deliver
the desired change across Cyprus in the coming years. Environmentally friendly products have been
launched, and the Company will continue to enrich its products and services in line with its ESG Strategy
and the Recovery and Resilience Plan for Cyprus.
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Social Pillar

At the centre of the leading social role of the Company lie its investments in the Bank of Cyprus Oncology
Centre (with an overall investment of approximately €70 million since 1998, whilst 60% of diagnosed
cancer cases in Cyprus are being treated at the Centre), the work of SupportCY. Network developed in 2020
and expanded further in 2021, the contribution of the Bank of Cyprus Cultural Centre in promoting the
cultural heritage of the island, and the education of over 30 entrepreneurs and financial support of €60.000
provided via the IDEA Innovation Centre in 2021. Staff has continued to engage in voluntary initiatives to
support charities, foundations and people in need.

Company’s staff members remain a key factor in achieving its objectives. In order to maintain its high-
performance culture, the Company has continued to upgrade its staff’s skill set by providing training and
development opportunities to all staff, and capitalising on modern delivery methods. In 2021, the Company
continued to place special emphasis on staff wellness offering seminars on Healthy Eating, Mental Health in
the workplace and Financial Planning to 630 employees, through its ‘Well at Work program’.

The Group’s commitment in safeguarding gender equality in the workplace has been translated into policies
and practices over the years. In 2021, the Group received a Certificate by the Ministry of Labour, Welfare
and Social Insurance for applying good practices for gender equality in the working environment.

Governance Pillar

The Group continues to operate successfully within a complex regulatory framework of a holding company
which is registered in Ireland, listed on two Stock Exchanges and run by a number of rules and regulations.
Its governance and management structures enable it to achieve present and future economic prosperity,
environmental integrity and social equity across its value chain. The Group operates within a framework of
prudent and effective controls, which enable risk assessment and risk management based on the relevant
policies under the leadership of the Board of Directors.

The Group has set up a robust Governance Structure to oversee its ESG agenda.

Progress on the implementation and evolution of the Group’s ESG strategy is monitored by the
Sustainability Committee and the Board of Directors. The Sustainability Committee is a dedicated executive
committee set up in early 2021 to oversee the ESG agenda of the Group, review the evolution of the
Group’s ESG strategy, monitor the development and implementation of the Group's ESG objectives and the
embedding of ESG priorities in the Group’s business targets. Company’s regulatory compliance continues to
be an undisputed priority.

The Board composition of BOCH and the Company is diverse, with one third of the Board members being
female as at 31 December 2021. The Board displays a strong skill set stemming from broad international
experience. Moreover, the Company aspires to achieve a representation of at least 30% women in Group’s
management bodies (defined as the EXCO and the Extended EXCO) by 2030. As at 31 December 2021,
there is a 24% representation of women in Group’s management bodies and 38% representation of women
at key positions below the Extended EXCO level (defined as positions between Assistant Manager and
Manager A).

COVID-19 impact

The Group continues to closely monitor developments in, and the effects of COVID-19 on both the global
and Cypriot economy. Strong recovery in economic activity marked the second half of the year, against the
backdrop of increasing vaccination coverage across Cyprus and relaxation of restrictions. At the same time,
the Group has continued its focus on providing support to its customers, staff and community. The Group
will continue to monitor the situation for any changes that may arise from the uncertainty on the
macroeconomic outlook, impacted by the additional progress in vaccinations and medication, degree of
recurrence of the disease due to virus mutations, and the persistent positive effect of fiscal and monetary
policy.

Upon the outbreak of COVID-19 in March 2020, the Pandemic Incident Management Plan of the Group was
invoked and a dedicated team (Pandemic Incident Management Team) has been monitoring the situation
domestically and globally and providing guidance on health and safety measures, travel advice and business
continuity for the Group. Local government guidelines are being followed in response to the pandemic.
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In accordance with the Pandemic Plan, the Group adopted a set of measures, which are still in place
according to the current pandemic status, to ensure minimum disruption to its operations. The Pandemic
Incident Management Team and the Crisis Management Committee continue to closely monitor the dynamic
COVID-19 pandemic developments and status. The Group replaced face-to-face meetings with
telecommunications, adjusting the customary etiquette of personal contact, including those with customers.
Staff of critical functions has been split into separate locations. In addition, to ensure continuity of business,
a number of employees have been working from home and the remote access capability has been upgraded
significantly, whilst at the same time maintaining relevant control procedures to ensure authorisation in line
with the Group's governance structure. Additionally, the Group follows strict rules of hygiene, increased
intensity of cleaning and disinfection of spaces, and other measures to protect the health and safety of staff
and customers.

The potential economic implications for the sectors in which the Group is active have been assessed and
possible mitigating actions for supporting the economy have been identified, such as supporting viable
affected businesses and households with new lending to cover liquidity, working capital, capital expenditure
and investments related to the activity of the borrower.

The package of policy measures announced by the ECB and the European Commission, as well as the
unprecedented fiscal and other measures of the Cyprus Government, have helped and should continue to
help reduce the negative impact and support the recovery of the Cypriot economy.

Ukrainian crisis

In light of the recent developments in respect of the Russian invasion of Ukraine that started at the end of
February 2022, the Group is closely monitoring the developments and utilizing dedicated governance
structures including Crisis Management as required. Beginning in February 2022, in response to the crisis in
Ukraine, the EU, UK and the U.S., in a coordinated effort joined by several other countries, imposed a
variety of new sanctions with respect to Russia, Belarus and certain regions of Ukraine, as well as various
related entities and individuals. The Group’s policy is to comply with all applicable laws, including sanctions
and export controls. At present, humerous complex regimes are developing rapidly in response to the
military conflict and the Group is working carefully and assiduously to comply with all relevant requirements
and to address their potential consequences.

Although the Group’s direct exposure to Russia, Ukraine or Belarus is limited, the crisis in Ukraine may have
an adverse impact on the Cypriot economy, mainly due to a negative impact on the tourism and
professional services sectors, increasing energy prices resulting in inflationary pressures, and disruptions to
global supply chains. In the event that a significant decrease in the number and volume of transactions
occur as a result of the crisis, this may adversely impact transactional net fee and commission income for
the Group, particularly in International Banking Services.

Overall, the Group expects limited impact from its direct exposure, while any indirect impact will depend on
the duration and severity of the crisis and its impact on the Cypriot economy, which remains uncertain at
this stage. The Group will continue to closely monitor the situation, taking all necessary and appropriate
measures to minimise the impact on its operations and financial performance, as well as to manage all
related risks and comply with the applicable sanctions.
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Strategy and Outlook

The strategic objectives for the Group are to become a stronger, safer and a more efficient institution
capable of supporting the recovery of the Cypriot economy and delivering appropriate shareholder returns
in the medium term.

The key pillars of the Group’s strategy are to:
. Grow revenues in a more capital efficient way; by enhancing revenue generation via growth in
performing book and less capital-intensive banking and financial services operations (Insurance
and Digital Economy)

. Improve operating efficiency; by achieving leaner operations through digitisation and automation

. Strengthen asset quality; maintaining high quality new lending, completing legacy de-risking,
normalising cost of risk and reducing (other) impairments, whilst managing post pandemic NPE
inflows

. Enhance organisational resilience and ESG (Environmental, Social and Governance) agenda; by

continuing to work towards building a forward-looking organisation with a clear strategy
supported by effective corporate governance aligned with ESG agenda priorities

ACTION TAKEN IN 2021 AND

KEY STRATEGIC PILLARS TO DATE

PLAN OF ACTION

. Grow net performing book by
approximately 6% p.a. and
extend new lending by
approximately €9 billion over the
medium term.

. Enhance fee and commission

Growing revenues in a more
capital efficient way; by enhancing
revenue generation via growth in
performing book, and less capital-
intensive banking and financial
services operations (Insurance and
Digital Economy)

Improving operating efficiency; by
achieving leaner operations
through digitisation and
automation

Liquidity fees to a broader
group of corporate clients
was introduced as of 1
February 2021

New price list for charges and
fees was implemented as of
1 February 2021

For further information,
please refer to Section
'‘Business Overview’

Completion of a small-scale
targeted voluntary staff exit
plan (VEP) in December

2021, through which
approximately 100 of the
Group’s full-time employees o
were approved to leave at a
total cost of €16 million; .
gross annual savings

estimated at approximately .
3% of staff costs

Renewal of collective

agreement for 2021-2022 .
with an expected increase in o
staff costs for 2021 and 2022

by 3-4% per annum, in line

with the impact of renewals

in previous years.

Further developments in the
Transformation Plan and the
digitisation of the Company

For further information,

please refer to Section

‘Business Overview’
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income, e.g. on-going review of
price list for charges and fees,
increase average product holding
through cross selling, new
sources of revenue through
introduction of Digital Economy
Platform

Profitable insurance business
with further opportunities to
grow, e.g. focus on high margin
products, leverage on
Company'’s strong franchise and
customer base for more targeted
cross selling enabled by digital
transformation

Offer exit solutions to release full
time employees

Achieve further branch footprint
rationalisation

Effectively eliminate
restructuring costs as de-risking
is largely complete

Enhance procurement control
Contain total operating expenses
to less than €350 million in
2025, despite inflationary
pressures, whilst funding
digitisation and further
investment in the business
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KEY STRATEGIC PILLARS

Strengthening asset quality

Enhancing organisational resilience

and ESG (Environmental, Social
and Governance) agenda

ACTION TAKEN IN 2021 AND

TO DATE
Completion of Project Helix 2
(sale of NPE portfolios with
gross book value of €1.3
billion) in June 2021
Agreement for the sale of
NPE portfolio with gross book
value of €0.6 billion in
Project Helix 3.
On a pro forma basis, in
2021 the NPE stock reduced
by €2.3 billion to €0.8 billion,
and the NPE ratio to 7.5%,
including Helix 3, Helix 2 and
organic reductions.
Single digit NPE ratio (pro
forma for HFS) achieved
earlier than initially
anticipated
For further information,
please refer to Section 'Loan
portfolio quality” and Section
'‘Business Overview’
The Company reached
agreement with the Cyprus
Union of Bank Employees for
the renewal of the collective
agreement in respect of 2021
and 2022. The agreement
relates to certain changes
including the introduction of
a new pay grading structure
linked to the value of each
position of employment, and
of a performance-related pay
component as part of the
annual salary increase, both
of which have been long-
standing objectives of the
Company and are in line with
market best-practice.
First ESG strategy approved
at Board level
For further information,
please refer to Section
'‘Business Overview’
Please refer to slide 28 of the
Group Financial Results
Presentation for the year
ended 31 December 2021

Annual Financial Report 2021

PLAN OF ACTION

The Group is on track to achieve
an updated strategic target of
NPE ratio of approximately 5%
by the end of 2022 and of less
than 3% by the end of 2025

Implement ESG strategy with a
shift of focus on environment
Embed ESG sustainability in the
Company’s culture

Continuous enhancement of
structure and corporate
governance

Invest in people and promote
talent

The Group has delivered significant progress against its strategy communicated in November 2020, setting
the path to normalising the balance sheet and achieving adequate sustainable returns. The single digit NPE
ratio has been reached a year ahead of plan, whilst strengthening capital well above regulatory
requirements. The post-moratoria performance has exceeded expectations, allowing for a swifter
normalisation in cost of risk.

This delivery, has allowed the Group to update its business plan and upgrade its medium term strategic
targets with an increased focus on creating shareholder value. The macro assumptions applied in updating
the business plan exclude unexpected materially adverse developments such as the Ukrainian crisis, a
situation the Group is monitoring closely.

The Group has a renewed focus on growing revenues in a more capital efficient way. It aims to grow its high

quality new lending, drive growth in niche areas for further market penetration and diversify through non-
banking services, such as insurance and digital products.
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The Group focuses on continuing to deliver on the cost agenda, as well as improving operating efficiency,
despite inflationary pressures, whilst funding its digital transformation and further investing in the business.
The cost to income ratio is expected to rise in 2022 as revenues remain under pressure and operating
expenses increase due to higher IT/digitisation investment costs, before improving to 50%-55% by 2025.

As the balance sheet de-risking is largely complete, the Group’s priorities include maintaining high quality
new lending and normalising the cost of risk and other impairments, whilst managing the post-pandemic
NPE inflows.

Sustainability will continue to be embedded in the Group’s culture, as the Company aims to lead the
transition to a sustainable future. The Company has the commitment, the scale and the reach to deliver the
desired change across Cyprus in the coming years.

The Group has a clear strategy in place, leveraging on its strong customer base, its renewed customer trust,
its market leadership position, and further developing digital knowledge and infrastructure, with a clear
focus on creating shareholder value. The Group now increases its medium term return on tangible equity
(ROTE) target to over 10%, providing the foundations for a return of dividend distributions, subject to
performance and relevant approvals.

The Group’s updated medium term strategic targets are set out below:

Updated Medium
2021 2023 Term Strategic
Key Metrics Targets 2025
Mid-single digit
on trajectory to

1.8% consider >10%

Return on Tangible Equity dividend
Profitability (ROTE) distribution?

Cost to income ratio? 60% 50%-55%
Asset Quality NPE ratio 7.5%?3 <5% <3%

Cost of risk 57 bps 40-50 bps

) . 15.8%3(full Supported by CET1 ratio of 13.5%-

Capital CET1 ratio loaded 15.3°/Z3) i Y a.5%

1. Excluding special levy on deposits and other contributions.
2. Subject to performance and relevant approvals.
3. Pro-forma for HFS.

Maintaining a strong capital base has been a key priority for management over the past few years and this
remains equally important for the Group going forward. The Group currently maintains a robust capital
position; as at 31 December 2021, the Group’s pro forma capital ratios were 15.8% for the CET1 ratio on a
transitional basis and 14.3% on a fully loaded basis. The Group considers that a CET1 ratio of 13.5%-14.5%
would be appropriate for a normalised Bank of Cyprus Group. The Group’s organic capital generation is to
be supported by the improving Return on Tangible Equity (ROTE). Going forward, capital will be deployed
for organic growth of the loan book, investment in the business, against regulatory impacts and one-off cost
optimisation charges.

Despite the remaining challenges associated with the COVID-19 pandemic and the uncertainties associated
with the Ukrainian crisis the Group intends to continue executing its strategy in a disciplined manner in
2022 and beyond, focusing on improving sustainable profitability by growing revenues, while remaining
disciplined on costs and capital. The Group continues to work towards its 2025 financial targets, supported
by its ongoing strategy execution.

Going concern

The Directors have made an assessment of the Group’s ability to continue as a going concern for a period of
12 months from the date of approval of the Consolidated Financial Statements.

The Directors have concluded that there are no material uncertainties which would cast significant doubt

over the ability of the Group, BOCH and the Company to continue to operate as a going concern for a period
of 12 months from the date of approval of the Consolidated Financial Statements.
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In making this assessment, the Directors have considered a wide range of information relating to present
and future conditions, including projections of profitability, cash flows, capital requirements and capital
resources, taking also into consideration, the Group’s Financial Plan approved by the Board in February
2022 (the ‘Plan’) and the operating environment (as set out in Section ‘Operating Environment’ in the
Directors Report). The Group has sensitised its projection to cater for downside scenarios and has used
conservative economic inputs to develop its medium-term strategy. The Group is working towards
materialising its Plan.

Capital

The Directors and Management have considered the Group’s forecasted capital position, including the
potential impact of a deterioration in economic conditions. The Group's capital position as at 31 December
2021 is higher than 31 December 2020, both on an as reported basis and on a pro-forma basis, placing the
Group in an improved position to withstand adverse scenarios. The Group has developed capital projections
under base and adverse scenario and the Directors believe that the Group has sufficient capital to meet its
regulatory capital requirements throughout the period of assessment.

Funding and liquidity

The Directors and Management have considered the Group’s funding and liquidity position and are satisfied
that the Group has sufficient funding and liquidity throughout the period of assessment. The Group
continues to hold a significant liquidity buffer at 31 December 2021 considerably higher than 31 December
2020 that can be easily and readily monetised in a period of stress.

Capital base

Equity totalled €2,057 million at 31 December 2021, compared to €2,051 million at 31 December 2020. The
CET1 ratio (transitional) stood at 15.14% at 31 December 2021 and at 14.81% at 31 December 2020.
During the year ended 31 December 2021, the CET1 ratio was positively affected mainly by pre-provision
income and the decrease in risk-weighted assets (RWA), and negatively affected mainly by provisions and
impairments, the phasing-in of IFRS 9 transitional arrangements on 1 January 2021, the prudential charge
relating to the Group’s foreclosed assets, the cost relating to the tender process for the existing Tier 2
Capital Notes and the cost of the Voluntary Staff Exit Plan. The Total Capital ratio (transitional) at 31
December 2021 stood at 20.00% (2020: 18.86%).

Additional information on the regulatory capital is disclosed in the 'Additional Risk and Capital Management
Disclosures' which form part of this Annual Report and in the Pillar III Disclosures Report, which is published
on the Group’s website.

Share capital

As at 31 December 2021, there were 9,597,944,533 issued ordinary shares with a nominal value of €0.10
each. Information about the authorised and issued share capital during 2021 and 2020 is disclosed in Note
35 to the Consolidated Financial Statements.

Share-based payments - share options

Following the incorporation of BOCH and its introduction as the new holding company of the Group in
January 2017, the Long-Term Incentive Plan (as approved on 24 November 2015 by the Annual General
Meeting of the Company) was replaced by the Share Option Plan which operates at the level of BOCH.
Treasury shares of the Company

There were no treasury shares of the Company as at 31 December 2021 and 2020.

Change of control

There are no significant agreements to which the Company is a party and which take effect following a
change of control of the Company, but the Company is party to a number of agreements that may allow the
counterparties to alter or terminate the agreements following a change of control. These agreements are

not deemed to be significant in terms of their potential effect on the Group as a whole.

The Group also has agreements which provide for termination if, upon a change of control of the Company,
the Company’s creditworthiness is materially worsened.

33



BANK OF CYPRUS PUBLIC COMPANY LIMITED Annual Financial Report 2021
Management Report

Other information

During 2021 and 2020 there were no restrictions on the transfer of the Company’s ordinary shares or
securities and no restrictions on voting rights other than the provisions of the Banking Law of Cyprus which
requires regulatory approval prior to acquiring shares of the Company in excess of certain thresholds, and
the generally applicable provisions including of the Market Abuse Regulation and applicable takeover
legislation. From time to time, specific shareholders may have their rights in shares restricted in accordance
with sanctions, anti-corruption, anti-money laundering and/or anti-terrorism compliance, including sanctions
relating to events in Ukraine as applicable.

Shares of BOCH held by the life insurance subsidiary of the Group as part of its financial assets which are
invested for the benefit of insurance policyholders carry no voting rights, pursuant to the insurance law. The
Company does not have any shares in issue which carry special control rights.

Dividends

Based on the SREP decisions of prior years, BOCH and the Company were under a regulatory prohibition for
equity dividend distribution and therefore no dividends were declared or paid during years 2021 and 2020,
except as detailed in Note 36 of the Consolidated Financial Statements.

Following the 2021 SREP decision, BOCH and the Company remain under equity dividend distribution
prohibition. This prohibition does not apply if the distributions are made via the issuance of new ordinary
shares to the shareholders which are eligible as Common Equity Tier 1 capital.

No prohibition applies to the payment of coupons on any AT1 capital instruments issued by the BOCH and
the Company.

Principal risks and uncertainties - Risk management and mitigation

As part of its business activities, the Group faces a variety of risks. The Group monitors, manages and
mitigates these risks through various control mechanisms. Credit risk, liquidity and funding risk, market risk
(arising from adverse movements in exchange rates, interest rates and security prices and property prices)
and insurance and re-insurance risk, are of the key significant risks the Group faces. In addition, key risks
facing the Group also include operational risk which includes also compliance, legal and reputational risk,
regulatory risk, information security and cyber risk, digital transformation and technology risk as well as
business model and strategic risk.

Information relating to the principal risks the Group faces and risk management is set out in Notes 45 to 48
of the Consolidated Financial Statements. In addition, in relation to legal risk arising from litigations,
investigations, claims and other matters, further information is disclosed in Note 39 of the Consolidated
Financial Statements.

Additionally, the Group is exposed to the risk on changes in the value of property which is held either for
own use or as stock of property or as investment property. Stock of property is predominately acquired in
exchange for debt and is intended to be disposed of in line with the Group’s strategy. Further information is
disclosed in Note 27 to the Consolidated Financial Statements.

The Group activities are mainly in Cyprus therefore the Group's performance is impacted by changes in the
Cyprus operating environment, as described in the 'Operating environment' section of this Management
Report.

In addition, details of the significant and other judgements, estimates and assumptions which may have a
material impact on the Group’s financial performance and position are set out in Note 5 to the Consolidated
Financial Statements.

Details of the financial instruments and hedging activities of the Group are set out in Note 21 of the
Consolidated Financial Statements.

The pandemic and its longer term impacts on the economy and the Group’s financial performance remain
uncertain. The effects of COVID-19 are described in the 'Business Overview' section of this Management
Report. Implications from the Russian and Ukraine military conflict also remain uncertain and difficult to
predict. The Group's direct exposure is limited however any indirect impact will depend on the duration and
severity of the crisis and its impact on the Cypriot economy, which remains uncertain at this stage. Further
disclosures are provided in 'Business Overview' section and 'Operating Environment' section and ‘Events
after the reporting date’ section of this Management Report.
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The risk factors discussed above and in the reports identified above should not be regarded as a complete
and comprehensive statement of all potential risks and uncertainties. There may be risks and uncertainties
of which the Group is not aware or which the Group does not consider significant, but which may become
significant. As a result of the challenging conditions due to COVID-19, the uncertainty created by the
Ukrainian crisis, the growing threat of cyber-attack and unknown risks, the precise nature of all risks and
uncertainties that the Group faces cannot be predicted as many of these risks are outside of the Group’s
control.

Events after the reporting date
Ukrainian crisis

Russia’s invasion of Ukraine on 24 February 2022 has triggered disruptions and uncertainties in the markets
and the global economy, as well as coordinated implementation of sanctions the EU, UK and the U.S., in a
coordinated effort joined by several other countries, imposed against Russia, Belarus and certain regions of
Ukraine and certain Russian entities and nationals. The Group’s policy is to comply with all applicable laws,
including sanctions and export controls. At present, numerous complex regimes are developing rapidly in
response to the military conflict and the Group is working carefully and assiduously to comply with all
relevant requirements and to address their potential consequences.

The Group’s direct gross lending risk exposure (including loans and advances to customers classified as held
for sale) to Russia, Ukraine and Belarus was approximately €119 million (net book value of such exposure
at €110 million) across its business divisions as at 31 December 2021, of which €95 million were classified
as performing (the basis of the exposure is expanded compared to the country risk exposure as included in
Note 45.2 of the Consolidated Financial Statements which is disclosed by reference to the country of
residency/country of registration, to also include exposures for loans and advances to customers with
passport of origin in these countries and/or business activities within these countries and/or where the UBO
has passport of origin or residency in these countries). Customer deposits related to Russian/Ukrainian
customers are disclosed in Note 31 of the Consolidated Financial Statements.

Further, the Group had Rubble denominated loans and advances to banks of approximately €1 million as at
31 December 2021, and amounting to approximately €9 million as at 21 March 2022. Group’s investments
at amortised cost included Euro denominated debt securities of a carrying amount of €21.7 million relating
to debt securities of a European Union country issuer with significant exposure in Russia and Ukraine, which
was reduced by €10 million in March 2022. With respect to derivatives, it is noted that the Group reduced
its exposure in Rubble denominated derivatives to nil in March 2022. There were no other investments
relating to issuers with significant exposure to Russia and/or Ukraine. The Group’s balance sheet as at 31
December 2021 also included net assets of approximately €10 million held in the Group’s Russian
subsidiary; forming part of the Group’s overseas legacy operations which are being run down.

Although the Group’s direct exposure to the region is limited, the invasion of Russia to Ukraine could result
in prolonged/elevated geopolitical instability, trade restrictions, disruptions to global supply chains,
increases in energy prices with flow-on global inflationary impacts, and a potential negative impact in the
domestic, regional and global economy. The potential impacts from the Russian invasion of Ukraine remain
uncertain, including but not limited to, on economic conditions, asset valuations, interest rate expectations
and exchange rates. In the event that a significant decrease in the number and volume of transactions
occur as a result of the crisis, this may adversely impact transactional net fee and commission income for
the Group, particularly in International Banking Services.

The Group will continue to closely monitor related effects on its financial position, including estimated direct
and indirect impacts on expected credit loss calculations and on fair value measurement of assets, liabilities
and off-balance sheet exposures as well as impact on operating profit.

Voluntary exit plan by JCC Payment Systems Ltd

In January 2022, the Group’s subsidiary company JCC Payment Systems Ltd proceeded with a voluntary
exit plan for its employees, with a cost amounting to €2,901 thousand. In total, 14 employees accepted the
voluntary exit plan and are expected to leave the Group by the end of the first half of 2022.

Subordinated Tier 2 Capital Note - January 2017

On 19 January 2022, the Company proceeded with the redemption of the remaining outstanding amount of

Subordinated Tier 2 Capital Note - January 2017, of a total nominal value of €43 million, as disclosed in
Note 33.
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Research and development

In the ordinary course of business, the Group develops new products and services that enhance the
customer experience. Additional information is disclosed in the 'Business Overview' section of this
Management Report.

Preparation of periodic reporting

The Board is responsible for ensuring that the management maintains an appropriate system of internal
controls which provides assurance of effective operations, internal financial controls and compliance with
rules and regulations. It has the overall responsibility for the Group and approves and oversees the
implementation of the Group’s strategic objectives, risk strategy and internal governance.

The Group has appropriate internal control mechanisms, including sound administrative and accounting
procedures, Information Technology (IT) systems and controls. The governance framework is subject to
review at least once a year.

Policies and procedures have been designed in accordance with the nature, scale and complexity of the
Group’s operations in order to provide reasonable but not absolute assurance against material
misstatements, errors, losses, fraud or breaches of laws and regulations.

The Board, through the Audit Committee and the Risk Committee, conducts reviews on a frequent basis,
regarding the effectiveness of the Group’s internal controls and information systems, as well as in relation
to the procedures used to ensure the accuracy, completeness and validity of the information provided to
investors. The reviews cover all systems of internal controls, including financial, operational and compliance
controls, as well as risk management systems. The role of the Audit Committee is inter alia to ensure the
financial integrity and accuracy of the Company’s financial reporting.

The Group’s financial reporting process is controlled using documented accounting policies and procedures
supported by instructions and guidance on reporting requirements, issued to all reporting entities within the
Group in advance of each reporting period. The submission of financial information from each reporting
entity is subject to sign off by the responsible financial officer.

Further analytical review procedures are performed at Group level. The internal control system also ensures
that the integrity of the accounting and financial reporting systems, including financial and operational
controls and compliance with legal and regulatory requirements and relevant standards, is adequate.

Where from time to time areas of improvement are identified these become the focus of management’s
attention in order to resolve them and thus strengthen the procedures that are in place. Areas of
improvement may include the formalisation of existing controls and the introduction of new information
technology controls, as dependency on information technology is ever increasing.

The Annual Financial Report in advance of its submission to the Board is reviewed and approved by the
Executive Committee. The Board, through the Audit Committee scrutinises and approves the financial
statements, results announcements and the Annual Report and ensures that appropriate disclosures have
been made. This governance process ensures that both management and the Board are given sufficient
opportunity to challenge the Group’s financial statements and other significant disclosures before their
publication.

Service agreements termination

The service contract of one of the Executive Directors in office as at 31 December 2021 includes a clause for
termination, by service of six months’ notice to that effect by either the Executive Director or the Company,
without cause and the Company also maintains the right to pay the Executive Director, six months’ salary in
lieu of notice for immediate termination. There is an initial locked-in period of three years i.e. until 31
August 2022, during which no such notice may be served either by the Company or the Executive Director,
unless there is a change of control of the Company as this is defined in the service agreement, whereupon
the Executive Director may serve the notice and is further entitled to compensation as this is determined in
the service contract. The terms of employment of the other Executive Director are mainly based on the
provisions of the collective agreement in place, which provides for notice or compensation by the Company
based on years of service and for a four month prior written notice by the Executive Director, in the event of
a voluntary resignation.
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Board of Directors

The members of the Board of Directors of the Company as at the date of this Management Report are listed
on page 1. All Directors were members of the Board throughout the year and up to the date of this
Management Report except as disclosed below.

On 26 February 2021 and on 29 November 2021 the ECB approved the appointment of Mr Nicos Sofianos
and Mr Constantine Iordanou as Members of the Board of Directors respectively. On 6 October 2021 the
ECB approved the appointment of Mrs Eliza Livadiotou as an Executive Member of the Board of Directors.

In accordance with the Articles of Association at each annual general meeting of the Company every
Director who has been in office at the completion of the most recent annual general meeting since they
were last appointed or reappointed, shall retire from office and offer themselves for re-election if they wish.

The remuneration of the Board of Directors is disclosed in Note 50 to the Consolidated Financial Statements.
Auditors

The auditors were re-appointed as Auditors at the last Annual General Meeting.

Non-financial information statement

The Group plays a key role in driving economic growth of Cyprus with a long presence and a dominant
market position. Sustainable development, social progress, and a viable economy are all among the Group’s
key goals for 2021 and beyond.

Commitment to Sustainability

The Group’s strategic approach to Sustainability is that its role continues to extend 'Beyond Banking'. This
approach is based on the foundations of Sound Governance and Ethics, focusing on four key pillars:

e Responsible Services,

e People,

e Society and

e Environment,

as detailed in the Corporate Sustainability Report. The Group takes into consideration local, global and
sectoral Sustainability Standards, frameworks, legislation and initiatives, including the 17 Sustainable
Development Goals and ESG (Environmental, Social, Governance) criteria. The Group acts with
transparency and accountability, in line with its code of ethics, and aspires to lead in an era characterized
by exponential change, disruption and digitalization through its innovative approach. The Group remains
consistent and committed towards all its stakeholders; investors, customers, shareholders, employees and
Cypriot society at large.

In 2021, the first ESG strategy of the Group was formulated. Through the ESG Strategy, the Group
efficiently communicates its new vision to its employees, external partners, clients, shareholders and the
society.

Employees
The Group recognises the significance of investing in employee empowerment and development.

Employee Engagement

As of 31 December 2021, the Group employed 3,438 employees (including 49 persons that have accepted
the voluntary exit plan (VEP) and left the Group in early 2022). Analysis per geographical location of the
Group’s average number of employees (full time) and analysis of the average number of employees in
Cyprus per business line for 2021 is disclosed in Note 14 of the Consolidated Financial Statements. The
Company has developed policies to safeguard gender equality, diversity and inclusion. Policies, procedures,
training and a series of tools are available to ensure the Group fosters a culture of meritocracy and fairness.
Following the agreement with the Cyprus Union of Bank Employees for the renewal of the collective
agreement a performance based pay structure is introduced across the Group to drive greater alignment
with Group’s strategy and ambition.

The Group’s commitment in safeguarding gender equality in the workplace has been translated into policies

and practices over the years. In 2021, the Group has been certified by the Ministry of Labour, Welfare and
Social Insurance for the application of good practices for gender equality in the working environment.
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A Staff Opinion Survey runs on an annual basis and aims at assessing the levels of commitment and
dedication of employees as well as identifying areas to focus on and areas for future improvement.

Learning and Development
Under the Group's Learning and Development Policy, in 2021 the training programmes delivered were based
on the following training pillars:

e Systems,
e Professional Effectiveness (Regulatory, Compliance, Credit related), and
e Personal Development (Management Skills, Customer Service).

Due to the pandemic restrictions, the shift to digital learning (e-learnings and live-online courses), that
started in 2020, continued and expanded throughout 2021. In 2021, 100% of employees received training,
with a total of 50,012 training hours.

Health and Safety

The Group approaches Health and Safety of its employees as a primary concern. In 2021, in addition to all
COVID-19 precautions and measurements, the Group organised and offered free weekly rapid tests for its
employees at owned locations. Overall, the Group spent more than €40 thousand on COVID-19 tests for its
employees. The Group spent more than €114 thousand on disinfections, personal protective equipment,
thermometers, plexiglass barriers, protective shields and floor signage, in order to protect its employees,
customers and associates and to prevent the spread of the virus at its premises. In 2021, the Company
continued to place special emphasis on staff wellness offering seminars on Healthy Eating, Mental Health in
the workplace and Financial Planning to 630 employees, through its ‘Well at Work program’.

The Group’s employees maintain a long history of volunteerism in the community and they are encouraged
to actively participate and engage with the Group’s various actions and initiatives. During 2021, due to the
pandemic, no major charity events were organised by the Group and therefore the engagement of staff
volunteers was limited to smaller volunteering actions.

Society

The Group’s Donations, Sponsorships and Partnerships policy covers the Group’s engagement with key
partners, customers and other stakeholders which aim to create sustainable social impact and material
difference to the community. Based on the Group’s CSR Strategy, all initiatives are compatible with its core
business and key enhancers of the Group’s overall strategy and vision. The Strategy clearly indicates the
move from issuing a cheque and requesting logo placement, to examining, contributing, engaging and
finally, committing to the cause of support. Further, in alignment with the Group's ESG Strategy, the
initiatives support the selected United Nations Sustainability Development Goals (SDGs) underpinning the
Group's ESG strategy.

The Group’s Social Programme responds when:

. A compelling societal need exists.
. The said need is not fully served by the public sector.
. The proposed actions/strategies best serve all BOC PCL stakeholders (investors, customers,

employees, shareholders, regulators etc.).

During 2021, the Group successfully continued and expanded the operation of the award winning SupportCY
network of companies and Non-Governmental Organisations (NGOs). Although SupportCY was created in
March 2020, in order to support Public Services performing frontline duties during the Pandemic, its actions
led by the Company expanded in supporting various societal needs. At the same time, it continued to
generate Social Capital which is both sustainable and more effective, by bringing businesses and
organisations together to share what each does best, in responding to specific needs. By 31 December
2021, the SupportCY network had more than 130 members, while the SupportCY Crises and Disasters
Respond Center, the SupportCY Volunteers Corps and SupportCY House, were created in order to satisfy
and cover even more needs of the Cyprus society, and beyond. In 2021, the SupportCY initiative
contributed in funds, services and products worth more than €780 thousand to the society, with the
Company contributing most of the monetary support.

Furthermore, in 2021 the Group continued to undertake sustainable support actions and showed particular
concern for vulnerable social groups. Accordingly, it enhanced support related to health, education and
social welfare, based on its relevant policy and strategy. Additionally, the Group developed initiatives that
aimed to preserve local culture and history and to enhance innovation.
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To support these actions, the Company contributed approximately €458 thousand for the support and
enhancement of more than 85 NGOs, associations, charity organizations, municipalities, schools, sports
federations, and sports academies, while offering refurbished computers and other office equipment to
schools, associations and NGOs from the Company’s stock.

The main sustainable support actions within the two pillars of Health and Education, are indicated below.

Health pillar main actions:

. More than 45,000 patients have been treated at the Bank of Cyprus Oncology Centre since its
establishment by the Company and the Cyprus Government in 1998, while the Group continued
offering extensive support, financial and otherwise, towards the Centre. The cumulative
contribution of the Group to the Bank of Cyprus Oncology Centre is approximately €70 million.

. The Group coordinated for one more year the 'Fight against Cancer' campaign with the Cyprus
Anticancer Society, customized to meet pandemic related social distancing and other rules. The
campaign resulted in fund raising of €328 thousand, recording an increase of around 14.7%
relating to the past year.

. In 2021, the Group repeated its provision of financial and other medical support to families in
need through key NGOs, based on the Donations, Sponsorships and Partnerships Policy, and
within the SupportCY network. Additionally, the Group partners work with, and support several
Patient Associations.

Education pillar main actions:

. The Bank of Cyprus Cultural Foundation is a non-profit organization established in 1984,
protecting cultural heritage and supporting youth, curating two museums and five rare
collections. It has more than 250 Cyprological editions, has organised and participated in more
than 60 exhibitions in Cyprus and abroad, 100 conferences and more than 10,000 children have
participated in its educational programmes since establishment. Five research programmes are
running and €3.5 million funding secured by EU.

. The European Commission award-winning IDEA Innovation Center has supported 74 new start-
ups and created more than 90 job positions from the 620 applications it has received to its
Programme, with 40 of these businesses still being active, since its establishment in 2016. Today
it is the leading organisation in Cyprus within its sector. In 2021, the Company continued its
support in respect of 12 start-ups that were admitted to the IDEA Incubator-Accelerator
Programme, 13 entrepreneurs who successfully completed the Programme and 5 new companies
were created. €60 thousand in financial support was offered, as well as €576 thousand in pro-
bono services through its vast network of partners and collaborators.

. In 2021, IDEA has also achieved two significant recognitions in Cyprus; one of its start-ups has
been accepted to Y Combinator and has already secured significant investment from a US fund,
while another raised €600 thousand through a crowdfunding platform, the greatest success to-
date for a Cypriot start-up. At the same time, several other of its start-ups have attracted
investment capital and business partnerships from Cyprus and abroad, established their own
offices and employed their own staff.

. In 2021, the Group repeated the partnerships with various organizations in a bid to help boost
education, innovation and ingenuity. Additionally, the Group awards excellence, creativity and
civic mindedness among pupils, but also recognises those pupils who stand out in international
and local competitions, through awards and prizes. These are offered through the partnerships
with teachers and other professional associations. The Group also awarded talented youth in
sports, through sport associations and academies.

. Road Safety is one more sub-pillar in Education that the Group is actively involved, through the
organization and support of campaigns such as friendly tire and mechanical inspections on
vehicles, and programmes in schools on road safety education, in partnership with expert NGOs,
the Police and the Ministry of Transportation.

Environment

As the leading financial services provider in Cyprus, the Group plays a very important role in addressing the
climate crisis. Beyond the initiatives focusing on introducing financing of sustainable products and services
and designing and embedding environmental procedures in the lending processes, the Bank monitors
closely internal resource utilization, in order to address issues on materials’ use and energy consumption
wherever possible and therefore reduce waste and CO2 emissions. The Group is committed to leading by
example by minimising its environmental footprint and to promote green economy. In particular, the
Company is in the process of calculating its environmental footprint including material Scope 3 non-financed
emissions, so as to establish an actionable roadmap for its carbon reduction targets and KPIs, to enable it
to achieve its decarbonisation goals.
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The Company has committed to the following primary ESG targets, which reflect the pivotal role of ESG in
the Company’s strategy. Specifically, the Group committed to the following strategic environmental targets:
Become carbon neutral by 2030

Become Net Zero by 2050

Steadily increase Green Asset Ratio

Steadily increase Green Mortgage Ratio

An ESG roadmap has been established to seize new opportunities, reduce risk and comply with regulatory
requirements and market expectations.

Further information on actions undertaken and planned by the Group as to deliver on its ambition are
disclosed within ‘Strategic priorities for the medium-term’ within Section ‘Business Overview’ of this
Management’ Report.

The Group focuses its attention on training its Board, Management and employees to manage the Group’s
impact on the environment focusing on topics that are material for managing Bank’s footprint and
supporting its customers in managing the transition to a green economy. A number of training courses were
organised to increase knowledge and awareness about environmental topics.

The Group is conscious of the effect that climate change has on the Group and view it as manifesting itself
in two ways, firstly, through the operations of its business and secondly the financial risk it brings to the
economy in the longer term. The Bank is committed to applying certain environmental and social policies
and procedures to its lending and insurance activities based on specific criteria. To this end the Group has
an Environmental and Social Policy in place which enables it to identify and manage potential negative
impacts to the environment and to social issues, as well as the associated risks affecting both the customers
and the Group. In 2021, the Group has developed a Climate-related and environmental Risks (C&E)
Implementation Plan, and updated this in early 2022, covering each of the priorities of ECB’s guidance on
how banks should manage C&E risks, including actions to address gaps highlighted in the self-assessment,
across a multi-year timeline. This plan was developed following engagement with key stakeholders from
across the Group. A number of actions have been lined up for implementation in 2022 as part of the Group’s
implementation plan. Climate Change presents both risks and opportunities to meet new customer needs
for the Group and we are preparing for both with a dedicated programme of work in place for 2022.

The Group actively promotes environmental sustainability through the ongoing identification, management
and improved efficiency of those significant environmental impacts associated with the Group's business
activities, including: energy management; carbon impact and the transition to a low carbon economy; use
of natural resources (paper, water and oil); and, recycling and waste management.

Human Rights and Equal Opportunities

The Group’s Code of Ethics sets out clearly the ethical moral principles and values upheld by the Group and
provides a framework for expected behaviour and guides the Group's workforce in doing the right thing. The
Group acknowledges its responsibility to respect human rights as set out in the International Bill of Human
Rights and follows internationally acclaimed directives, principles and initiatives to protect human rights,
such as the Core Labour Conventions of the International Labour Organization (ILO) and the Universal
Declaration of Human Rights (UDHR).

The Group has policies to ensure gender equality, diversity and inclusion and operates based on objective
criteria related to ability, ethics and experience, regardless of colour, race, national/ethnic origin, disability,
age, gender, religion, sexual orientation or political opinion. Policies and procedures, as well as training and
a range of tools are available to ensure that the Group promotes a culture of equity. The zero-tolerance
policy on discrimination, harassment and bullying is designed to effectively manage and ultimately eliminate
any form of harassment, discrimination or unfair treatment.

In order to mitigate against human rights risk, or violations that may occur, the Bank has comprehensive
due diligence procedures in place, which include: the implementation of the Code of Conduct which defines
specific behaviours, practices, responsibilities and rules for staff of the Group to follow and uphold as staff
members of the Bank of Cyprus Group and a suite of reporting mechanisms to support the timely reporting
of issues.

Combating bribery and issues related to corruption

The Group’s fundamental values and principles governing its business activities emphasize the importance
of ensuring ethical conduct at all times. Protecting the integrity of the financial system from financial crime
risks including money laundering, terrorist financing and bribery and corruption is of intrinsic importance to
the Group.
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The Group abides by a zero-tolerance policy on money laundering, tax evasion, funding of terrorist activity,
bribery, corruption fraud and market abuse. A strong anti-bribery policy, a gift registry, a conflict-of-interest
registry and frequent reminders contribute to achieving high-level compliance. Protecting money, privacy
and data of the Group’s customers is the key to its Anti-Bribery and Corruption Policy. Key Codes and
policies in managing such matters are the Group’s Code of Ethics, the Group’s Code of Conduct, the Group’s
Anti-Bribery and Corruption Policy, the Conflicts of Interest Group Policy, the Group Whistleblowing Policy
and the Group Policy Relating to the Prevention of Money Laundering and Terrorism Financing.

Training programs on anti-money laundering and anti-corruption policies and procedures are carried out by
the employees on an annual basis.

The Group maintains an Anti-Financial Crime Framework. An enhanced risk-based approach with regard to
the risk scoring of the customers is followed and this is reflected in BOC PCL’s Customer Acceptance Policy.
Customers are risk-scored for AML purposes, according to a set of parameters that take into account
geographical factors, products purchased, distribution channels, transactional behaviour and other risk
indicating factors. Customers go through the Group's due diligence process at the on-boarding stage and on
an ongoing basis, which is driven by the risk assessment of the customer. Some customers and beneficial
owners present higher risk (e.g. politically exposed persons (PEPs) and/or customers established/residing in
a 'high-risk' third country). For these customers enhanced due diligence is applied. Further the Group
commits itself to safeguarding the personal data of its customers, suppliers and partners. Customers retain
control of their personal data and exercise their rights as per the EU GDPR with regard to the way their
personal data is collected, processed and secured. The Group applies Data Protection Impact Assessment
(DPIAs), to promptly identify and mitigate any privacy risks.

All employees and Directors are made aware of the Regulatory Compliance Policies and standards.
Business Model

The business model of the Group is described in the ‘Business Overview’ and 'Strategy and Outlook' sections
of this Management Report.

Risk Management

A description of the principal risks, their impact on business activity, and the way they are managed is
disclosed in Section 'Principal risks and uncertainties - Risk management and mitigation' of this
Management Report.

The Group is continuing with its Digital Transformation Programme as described in section ‘Digital
Transformation’ of this Management Report which focuses on three strategic pillars: developing digital
services and products that enhance the customer experience, streamlining internal processes, and
introducing new ways of working to improve the workplace environment.

The risks related to the Group’s corporate responsibility actions and the actions undertaken by the Group in
order to address them are covered within each pillar of responsibility.

Key Performance Indicators

An analysis of KPIs relevant to the Group is disclosed in the ‘Financial Results’ section of this Management
Report.

EU Taxonomy - Disclosures in accordance with Article 8 of the Taxonomy Regulation

Sustainability forms a key pillar of the Group’s strategy. To support this goal, the Group is working to
develop a Green Lending Framework where it expects to use the EU Taxonomy as one of the considerations
to inform criteria for green or transition loans. This framework is expected to be reviewed annually and to
evolve as the EU Taxonomy expands.

The Company has approved a high-level Green Lending Policy based on the Green Loan Principles (‘GLPs’),
and its purpose is to provide the framework for the procedures and the requirements that the Company will
implement for the creation of ‘green’ loan products and ultimately the development of a green loan
portfolio. The Green Lending Policy provides instructions regarding the information that the Company should
require from borrowers so to ascertain whether an application for a green loan product can be considered
for approval and adopts an indicative list of eligible categories for green project financing.
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EU Taxonomy - Disclosures in accordance with Article 8 of the Taxonomy Regulation (continued)

The Company, under its existing Environmental and Social Policy prohibits finance to certain sectors which
are included in its ‘Exclusion and Referral Sectors’ list with negative environmental impact.

The Company offers a range of environmentally friendly products that help its customers become more
sustainable. For example, a number of loan products are offered under the Fil-eco Product Scheme. The
Company offers Environmentally friendly Car Hire Purchase, addressed to anyone who wants to buy a new
hybrid or electric car, providing its customers the opportunity to buy a new electric vehicle and to move
away from transport options reliant on fossil fuels. Moreover, an environmentally friendly loan for home
renovation is offered to customers who want to renovate and upgrade the energy efficiency of their
privately owned primary residence or holiday home and achieve a higher energy efficiency rating. Further,
the customers may benefit from an Energy Loan for the installation of energy saving systems for home use.
This product is addressed to customers who seek financing for the installation of photovoltaic systems for
home use and other home energy-saving systems.

Looking forward, in 2022 the Group will continue to build out its green product offering further. The Group
expects to discuss ESG matters with its clients at the point of loan origination. Additionally the Group
expects to start the collection of data from its customers to enable loan classification as green or transition.

Contextual information including the scope of assets and activities covered by the KPIs,
information on data sources and limitations

In accordance with Article 8 of the Taxonomy Regulation and the related Climate Disclosures Delegated Act,
starting from year-end 2021, financial undertakings have to disclose the proportion of exposures to
Taxonomy-eligible and Taxonomy non-eligible economic activities in their total assets as well as a number
of key performance indicators related to the proportion of selected exposures in their total assets. The
primary indicator of alignment is the green asset ratio (GAR), which companies must publish from 2024.

Eligibility-related disclosures of financial undertakings with regard to financial or non-financial undertakings
in scope of Article 8 of the Taxonomy Regulation shall be based on actual information provided by them.
Given that this information is due to be disclosed in course of 2022 for the first time, the assessment of
Taxonomy eligible economic activities of corporate undertakings based on the Climate Disclosures
Delegated Act is currently not fully possible.

Accordingly, the Group is reporting only household related exposures as Taxonomy eligible exposures for
the year-end 2021. In the denominator, the Group includes local government financing, financial
corporations (FCs), non-financial corporations (NFCs), derivatives, on demand interbank loans, cash and
cash-related assets and other assets. The scope of activities covered includes the eligible activities under
climate change mitigation (CCM)! and climate change adaptation (CCA)2. Total exposure for other assets
not covered in either denominator or numerator has been provided for central governments, central banks
and supranational issuers, and the trading portfolio.

The following table outlines the breakdown of Taxonomy-eligible assets on the balance sheet with reference
to disclosure requirements for 2021. The Group will continue to develop its disclosures over the coming
years as requirements and data availability increase. This table is prepared on the prudential scope of
consolidation per FINREP. The below metrics are unaudited and have been prepared in line with available
guidance to the best of the Group’s ability.

1CCM: The process of holding the increase in the global average temperature to well below 2 C and pursuing
efforts to limit it to 1.5 C above pre-industrial levels, as laid down in the Paris Agreement.

2CCA: The process of adjustment to actual and expected climate change and its impacts.
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EU Taxonomy - Disclosures in accordance with Article 8 of the Taxonomy Regulation (continued)

31 December 2021 €000 °’°a:';:‘t’sta'
Households 3,752 16%
Taxonomy eligible economic activities 3,752 16%
denominator

Exposures & investments to NFCs not subject to NFRD 4,904 20%
Exposures & investments to FCs not subject to NFRD 262 1%
On-demand inter-bank loans 177 1%
Derivatives - non trading book 2 0%
Properties (stock of properties and investment properties) 1,165 5%
Exposures & investments to FCs subject to NFRD 676 3%
Exposures & investments to NFCs subject to NFRD 180 1%
Exposures to retail/sector not included in the numerator 849 3%
Other assets (assets held for sale/own-use property etc.) 1,620 7%
Taxonomy non-eligible activities 9,835 41%
Total covered assets 13,587 57%
Other assets not covered in either denominator or numerator

Exposures to Central Governments 1,089 4%
Exposures to Central Banks 9,088 38%
Supranational Exposures 209 1%
Trading book Exposures 5 0%
Total assets not covered in either denominator or numerator 10,391 43%
Total assets 23,978 100%

Taxonomy eligible economic activities as a percentage of total assets amount to 16%, whereas non-eligible
economic activities amount to 41% of total assets.

Total derivative exposures as a % of total assets amount to less than 1%.
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Consolidated Income Statement

for the year ended 31 December 2021

2021 2020
Notes €000 €000

Turnover 6 755,239 765,113
Interest income 7 360,947 389,197
Income similar to interest income 7 27,621 47,530
Interest expense 8 (66,760) (61,991)
Expense similar to interest expense 8 (25,192) (44,720)
Net interest income 296,616 330,016
Fee and commission income 9 180,212 151,091
Fee and commission expense 9 (8,416) (6,417)
Net foreign exchange gains 10 16,503 16,535
Net (_Io_ssgs)/gains on f_inancial instrument transactions and disposal/dissolution of 11
subsidiaries and associates (22,047) 1,721
Insurance income net of claims and commissions 12 61,044 56,063
Net losses from revaluation and disposal of investment properties (1,828) (1,499)
Net gains on disposal of stock of property 27 13,296 8,189
Other income 13 14,831 14,957

550,211 570,656
Staff costs 14 (218,633) (201,052)
Special levy on deposits and other levies/contributions 15 (36,350) (33,656)
Other operating expenses 15 (169,795) (188,457)

125,433 147,491
Net gains on derecognition of financial assets measured at amortised cost 3,859 2,949
Credit losses to cover credit risk on loans and advances to customers 16 (40,341) (275,080)
Credit losses of other financial instruments 16 (5,803) (4,585)
Impairment net of reversals of non-financial assets 16 (49,456) (37,586)
Profit/(loss) before share of profit from associates 33,692 (166,811)
Share of profit from associates 52 137 69
Profit/(loss) before tax 33,829 (166,742)
Income tax 17 (4,161) (7,920)
Profit/ (loss) after tax for the year 29,668 (174,662)
Attributable to:
Owners of the Company 27,500 (171,411)
Non-controlling interests 2,168 (3,251)
Profit/(loss) for the year 29,668 (174,662)
Basic and diluted profit/(loss) per share attributable to the owners of the 18
Company (€ cent) 0.3 (1.8)
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Consolidated Statement of Comprehensive Income
for the year ended 31 December 2021

2021 2020
Notes €000 €000
Profit/ (loss) for the year 29,668 (174,662)
Other comprehensive income (OCI)
OCI that may be reclassified in the consolidated income statement
in subsequent periods
Fair value reserve (debt instruments)
Net losses on investments in debt instruments measured at fair value
through OCI (FVOCI) (398) (6,984)
Transfer to the consolidated income statement on disposal - (3,653)
(398) (10,637)
Foreign currency translation reserve
(Loss)/profit on translation of net investments in foreign branches and
subsidiaries (7,881) 24,551
Profit/(loss) on hedging of net investments in foreign branches and 21
subsidiaries 7,797 (23,756)
Transfer to the consolidated income statement on dissolution/disposal of
foreign branches and subsidiaries (68) 84
(152) 879
Total OCI that may be reclassified in the consolidated income
statement in subsequent periods (550) (9,758)
OCI not to be reclassified in the consolidated income statement in
subsequent periods
Fair value reserve (equity instruments)
Net gains/(losses) on investments in equity instruments designated at FVOCI 789 (367)
789 (367)
Property revaluation reserve
Fair value gain before tax 25 408 1,550
Deferred tax 17 127 1,787
535 3,337
Actuarial gains/(losses) on defined benefit plans
Remeasurement gains/(losses) on defined benefit plans 14 5,151 (3,415)
Total OCI not to be reclassified in the consolidated income
statement in subsequent periods 6,475 (445)
Other comprehensive income/ (loss) for the year net of taxation 5,925 (10,203)
Total comprehensive income/ (loss) for the year 35,593 (184,865)
Attributable to:
Owners of the Company 33,440 (181,703)
Non-controlling interests 2,153 (3,162)
Total comprehensive income/ (loss) for the year 35,593 (184,865)
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Consolidated Balance Sheet

as at 31 December 2021

2021 2020
Assets Notes €000 €000
Cash and balances with central banks 19 9,230,883 5,653,315
Loans and advances to banks 19 291,632 402,784
Derivative financial assets 21 6,653 24,627
Investrments 20 879,005 1,876,009
Investments pledged as collateral 20 1,260,158 37,105
Loans and advances to customers 23 9,836,405 9,886,047
Life insurance business assets attributable to policyholders 24 551,797 474,187
Prepayments, accrued income and other assets 28 616,307 249,960
Stock of property 27 1,111,604 1,349,609
Deferred tax assets 17 265,481 341,360
Investment properties 22 117,745 128,088
Property and equipment 25 252,130 272,474
Intangible assets 26 184,034 185,256
Investments in associates and joint venture 52 - 2,462
Non-current assets and disposal groups held for sale 29 358,951 630,931
Total assets 24,962,785 21,514,214
Liabilities
Deposits by banks 457,039 391,949
Funding from central banks 30 2,969,600 994,694
Derivative financial liabilities 21 32,452 45,978
Customer deposits 31 17,530,883 16,533,212
Insurance liabilities 32 736,201 671,603
Accruals, deferred income, ather liabilities and other provisions 34 362,026 359,880
Pending litigation, claims, regulatory and other matters 39 104,108 123,615
Loan stock 33 644,928 272,152
Deferred tax liabilities 17 46,435 45,982
Total liabilities 22,883,672 19,439,065
Equity
Share capital 35 959,794 959,794
Share premium 35 1,250 1,250
Revaluation and other reserves 234,655 230,616
Retained earnings 37 640,980 639,079
Equity attributable to the owners of the Company 1,836,679 1,830,739
Other equity instruments 35 220,000 220,000
Total equity excluding non-controlling interests 2,056,679 2,050,739
Non-controlling interests 22,434 24,410
Total equity 2,079,113 2,075,149

Total liabilities and equity

Gy

Mr. E.G. Arapoglou Chairman

24,962,785 21,514 214

Chief Executive Officer

Mr. N. Sofianos Director MFs. E. Livadiotou Executive Director Finance
& Legacy
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Consolidated Statement of Changes in Equity

for the year ended 31 December 2021

Attributable to the owners of the Company

Annual Financial Report 2021

Share Share Retained Property . Financial Lifg insurance Foreign Other equity Non-
; K . X instruments in-force currency : . Total
capital premium earnings revaluation fair value business translation Total instruments  controlling equit
(Note 35) (Note 35) (Note 37) reserve u u (Note 35) interests quity
reserve reserve reserve
€000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000
1 January 2021 959,794 1,250 639,079 79,515 22,894 110,401 17,806 1,830,739 220,000 24,410 2,075,149
Profit for the year - - 27,500 - - - - 27,500 - 2,168 29,668
Other comprehensive income/(loss) after tax for the year - - 5,151 545 391 - (147) 5,940 - (15) 5,925
Total comprehensive income/(loss) after tax for the year - - 32,651 545 391 - (147) 33,440 - 2,153 35,593
Increase in value of in-force life insurance business - - (3,714) - - 3,714 - - - - -
Tax on increase in value of in-force life insurance business - - 464 - - (464) - - - - -
Payment of coupon to AT1 holders (Note 35) - - (27,500) - - - - (27,500) - - (27,500)
Dividends paid to non-controlling interests - - - - - - - - - (2,110) (2,110)
Impact on NCI due to disposal of subsidiary (Note 51) - - - - - - - - - (2,019) (2,019)
31 December 2021 959,794 1,250 640,980 80,060 23,285 113,651 17,659 1,836,679 220,000 22,434 2,079,113
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Consolidated Statement of Changes in Equity
for the year ended 31 December 2021

1 January 2020

Loss for the year

Other comprehensive (loss)/income after tax for the year
Total comprehensive (loss)/income after tax for the year
Increase in value of in-force life insurance business

Tax on increase in value of in-force life insurance business
Transfer of realised profits on disposal of properties
Reduction of share premium (Note 35)

Change in the holding of Undertakings for Collective Investments

in Transferable Securities (UCITS) Fund
Payment of coupon to AT1 holders (Note 35)

Dividends paid to non-controlling interests

31 December 2020

Attributable to the owners of the Company

Financial Life insurance

Foreign

Annual Financial Report 2021

Other

Share Retained Property . . N Non-
premium earnings revaluation instruments in-force currency Total equity controlling R
(Note 35) (Note 35) (Note 37) reserve fair value business translation instruments interests equity
reserve reserve reserve (Note 35)
€000 €000 €000 €000 €000 €000 €000 €000 €000 €000
959,794 620,118 227,863 79,286 33,900 102,051 16,927 2,039,939 220,000 28,662 2,288,601
- - (171,411) - - - - (171,411) - (3,251) (174,662)
- - (3,415) 3,250 (11,006) - 879 (10,292) - 89 (10,203)
- - (174,826) 3,250 (11,006) - 879 (181,703) - (3,162) (184,865)
- - (9,543) - - 9,543 - - - - -
- - 1,193 - - (1,193) - - - - -
- - 3,021 (3,021) - - - - - - -
- (618,868) 618,868 - - - - - - - -
- - 3 - - - - 3 - - 3
- - (27,500) - - - - (27,500) - - (27,500)
- - - - - - - - - (1,090) (1,090)
959,794 1,250 639,079 79,515 22,894 110,401 17,806 1,830,739 220,000 24,410 2,075,149
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Consolidated Statement of Cash Flows

for the year ended 31 December 2021

2021 2020

Notes €000 €000
Net cash flow from/(used in) operating activities 41 1,168,292 (273,503)
Cash flows from investing activities
Purchases of debt securities and equity securities (619,379) (575,638)
Proceeds on disposal/redemption of investments in debt and equity
securities 382,888 557,303
Interest received from debt securities 27,324 33,514
Dividend income from equity securities 1,774 294
Proceeds on disposal of subsidiaries and associates 9,535 53,354
Proceeds on disposal of held for sale portfolios 29 145,030 13,409
Deposits on held for sale portfolios 29 19,225 21,100
Purchases of property and equipment 25 (6,287) (10,121)
Purchases of intangible assets 26 (16,053) (15,129)
Proceeds on disposals of property and equipment and intangible
assets 158 360
Proceeds on disposals of investment properties and investment
properties held for sale 11,126 7,230
Net cash (used in)/from investing activities (44,659) 85,676
Cash flow from financing activities
Payment of AT1 coupon 35 (27,500) (27,500)
Net proceeds from funding from central banks 30 2,000,000 1,000,000
Proceeds from the issue of loan stock (net of costs) 598,505 -
Repayments of subordinated loan stock (231,596) -
Principle elements of lease payments 43 (7,637) (8,626)
Interest on subordinated loan stock (33,570) (23,329)
Interest on balances with central banks 8 (31,919) (18,782)
Dividend paid by subsidiaries to non-controlling interests (2,110) (1,090)
Net cash from financing activities 2,264,173 920,673
Net increase in cash and cash equivalents 3,387,806 732,846
Cash and cash equivalents
1 January 5,890,135 5,130,863
Foreign exchange adjustments (22,731) 26,426
Net increase in cash and cash equivalents 3,387,806 732,846
31 December 42 9,255,210 5,890,135

Details on the non-cash transactions are presented in Note 41.
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Notes to the Consolidated Financial Statements

1. Corporate information

Bank of Cyprus Public Company Ltd (the 'Company') is the holding company of the Bank of Cyprus Group
(the 'Group'). The principal activities of the Company and its subsidiary companies involve the provision of
banking services, financial services, insurance services and the management and disposal of property
predominately acquired in exchange of debt.

The Company is a limited liability company incorporated in 1930 under the Cyprus Companies Law.

The Company is a significant credit institution for the purposes of the SSM Regulation and has been
designated by the CBC as an 'Other Systemically Important Institution' (O-SII). The Group is subject to
joint supervision by the ECB and the CBC for the purposes of its prudential requirements.

The shares of the parent company Bank of Cyprus Holdings Public Limited Company (BOCH), a company
incorporated in Ireland, are listed and trading on the London Stock Exchange (LSE) and the Cyprus Stock
Exchange (CSE). The Company remains a public company for the purposes of the Cyprus Income Tax Laws.

The Consolidated Financial Statements are available at the Bank of Cyprus Public Company Ltd registered
office (51 Stassinos Street, Ayia Paraskevi, 2002 Strovolos, Nicosia, Cyprus) and on the Group’s website
www.bankofcyprus.com (Group/Investor Relations/Financial Results) (the Group’s website).

The Annual Report of Bank of Cyprus Holdings Public Limited Company Group is available on the Group’s
website.

Consolidated Financial Statements

The Consolidated Financial Statements of the Company for the year ended 31 December 2021 (the
Consolidated Financial Statements) were authorised for issue by a resolution of the Board of Directors on 29
March 2022.

2. Summary of significant accounting policies
2.1 Basis of preparation

The Consolidated Financial Statements have been prepared on a historical cost basis, except for properties
held for own use and investment properties, investments at fair value through other comprehensive income
(FVOCI), financial assets (including loans and advances to customers and investments) at fair value through
profit or loss (FVPL) and derivative financial assets and derivative financial liabilities that have been
measured at fair value, non-current assets held for sale measured at fair value less costs to sell and stock of
property measured at net realisable value where this is lower than cost. The carrying values of recognised
assets and liabilities that are hedged items in fair value hedges, and otherwise carried at cost, are adjusted
to record changes in fair value attributable to the risks that are being hedged.

Presentation of the Consolidated Financial Statements

The Consolidated Financial Statements are presented in Euro (€) and all amounts are rounded to the
nearest thousand, except where otherwise indicated. A comma is used to separate thousands and a dot is
used to separate decimals.

The Group presents its balance sheet broadly in order of liquidity. An analysis regarding expected recovery
or settlement of assets and liabilities within twelve months after the balance sheet date and more than
twelve months after the balance sheet date is presented in Note 44.

Statement of compliance

The Consolidated Financial Statements have been prepared in accordance with the International Financial
Reporting Standards (IFRSs) as adopted by the European Union (EU) and with the requirements of the
Cyprus Companies Law, Cap.113.

2.2 Accounting policies and changes in accounting policies and disclosures

The Consolidated Financial Statements contain a summary of the accounting policies adopted in the
preparation of the Consolidated Financial Statements.

The accounting policies adopted are consistent with those of the previous year, except for the adoption of
new and amended standards and interpretations as explained in Note 2.2.1.
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Notes to the Consolidated Financial Statements

2. Summary of significant accounting policies (continued)
2.2 Accounting policies and changes in accounting policies and disclosures (continued)
2.2.1 New and amended standards and interpretations

The Group applied for the first time certain standards and amendments, which are effective for annual
periods beginning on or after 1 January 2021. The Group has not early adopted any other standard,
interpretation or amendment that has been issued but is not yet effective.

IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 - Amendments relating to Interest Rate Benchmark Reform
(Phase 2 amendments)

IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 were amended in August 2020, which are effective for periods
beginning on or after 1 January 2021 with earlier adoption permitted. The Interest Rate Benchmark
Reform—Phase 2 amendments deal with issues affecting financial reporting during the implementation of
the benchmark rate reform. The objective of the amendments is to provide certain reliefs to companies
when changes are made to the contractual cash flows or hedging relationships resulting from interest rate
benchmark reform. The amendments also provide additional temporary exceptions from applying specific
hedge accounting requirements of IAS 39 and IFRS 9 to hedge accounting relationships, which will generally
allow hedging accounting relationships directly affected by the BMR reform to continue.

Changes in the basis for determining contractual cash flows
Changes in the basis for determining the contractual cash flows of a financial instrument that are required
by the reform are accounted for by updating the effective interest rate, without the recognition of an
immediate gain or loss. This practical expedient is only applied where the change to the contractual cash
flows is necessary as a direct consequence of the reform and the new basis for determining the contractual
cash flows is economically equivalent to the previous basis.

For additional changes made to the basis for determining the contractual cash flows of a financial
instrument to those required by the reform, the practical expedient is applied first, after which the normal
IFRS 9 requirements for modifications of financial instruments is applied.

Hedge accounting

The IAS 39 requirements in respect of hedge accounting have been amended in two phases. The Phase 1
amendments, which were adopted by the Group in 2019, provide relief to the hedge accounting
requirements prior to changing a hedge relationship due to the interest rate benchmark reform. The Phase
2 amendments provide relief when changes are made to hedge relationships as a result of the interest rate
benchmark reform. The Group may apply the following reliefs where changes are made to hedge
relationships as a result of the BMR reform:

. Under a temporary exception, changes to the hedge designation and hedge documentation due
to the interest rate benchmark reform would not constitute the discontinuation of the hedge
relationship nor the designation of a new hedging relationship.

. In respect of the retrospective hedge effectiveness assessment, the Group may elect on a hedge-
by-hedge basis to reset the cumulative fair value changes to zero when the exception to the
retrospective assessment ends (Phase 1 relief). Any hedge ineffectiveness will continue to be
measured and recognised in full in profit or loss.

. Amounts accumulated in the cash flow hedge reserve would be deemed to be based on the
alternative benchmark rate (on which the hedge future cash flows are determined) when there is
a change in basis for determining the contractual cash flows.

. For hedges of groups of items (such as those forming part of a macro cash flow hedging
strategy), the amendments provide relief for items within a designated group of items that are
amended for changes directly required by the reform.

. In respect of whether a risk component of a hedged item is separately identifiable, the
amendments provide temporary relief to entities to meet this requirement when an alternative
risk free rate (RFR) financial instrument is designated as a risk component. These amendments
allow entities upon designation of the hedge to assume that the separately identifiable
requirement is met if the entity reasonably expects the RFR risk will become separately
identifiable within the next 24 months. This relief applies to each RFR on a rate-by-rate basis and
starts when the entity first designates the RFR as a non-contractually specified risk component.

These amendments did not have a material impact on the results and financial position of the Group during
the year ended 31 December 2021. Please refer to Note 46 for further information.
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2. Summary of significant accounting policies (continued)
2.2 Accounting policies and changes in accounting policies and disclosures (continued)
2.2.1 New and amended standards and interpretations (continued)

IFRS 4: Insurance Contracts — Extension of the Temporary Exemption from Applying IFRS 9 (amendments)
The IASB published the amendments to IFRS 4 'Extension of the Temporary Exemption from Applying IFRS
9' to defer the fixed expiry date of the amendment to annual periods beginning on or after 1 January 2023.
The amendments did not have a material impact on the results and financial position of the Group.

IFRS 16: Leases COVID-19 Related rent concessions (amendment)

The IASB published 'amendments to IFRS 16 covering COVID-19-Related Rent Concessions’. These provide
lessees with an exemption from assessing whether a COVID-19 related rent concession is a lease
modification. The amendment was effective for annual reporting periods beginning on or after 1 June 2020.
The amendments did not have a material impact on the results and financial position of the Group.

2.3 Standards and Interpretations that are issued but not yet effective
2.3.1 Standards and Interpretations issued by the IASB and adopted by the EU

IFRS 17: Insurance Contracts (including Amendments to IFRS 17 issued on 25 June 2020)

The standard is effective for annual periods beginning on or after 1 January 2023 with earlier application
permitted. IFRS 17 replaces IFRS 4 and it establishes principles for the recognition, measurement,
presentation and disclosure of insurance contracts issued. It also requires similar principles to be applied to
reinsurance contracts held and investment contracts with discretionary participation features issued. The
objective is to ensure that entities provide relevant information in a way that faithfully represents those
contracts. This information gives a basis for users of financial statements to assess the effect that contracts
within the scope of IFRS 17 have on the financial position, financial performance and cash flows of an entity.
IFRS 17 divides insurance contracts into groups and it will recognise and measure at a risk-adjusted present
value of the future cash flows plus an amount representing the unearned profit in the group of contracts
(the contractual service margin). It also recognises profit from a group of insurance contracts over the
period the entity provides insurance coverage and as the entity is released from risk. If a group of contracts
is expected to be onerous over the remaining coverage period, an entity recognises the loss immediately.
The standard contains a core measurement approach, the 'general model', as well as an adaptation of the
general model, the 'variable fee approach' that should be applied to certain types of contracts with direct
participation features. If certain criteria are met, an entity may apply a simplified measurement approach,
the 'premium allocation approach', which allows an entity to measure the amount of remaining coverage by
allocating the premium over the coverage period (mainly applicable for non-life contracts with up to one-
year coverage).

The Group is in the process of implementing IFRS 17 and is assessing the impact of the standard on its
results and financial position. Industry practice and interpretation of the standard are still developing and
therefore, the likely financial impact of its implementation remains uncertain. However, the Group has the
following expectations as to the impact of the standard compared with the current accounting policy for
insurance contracts:

. Under IFRS 17, there will be no present value of in-force life insurance business (‘PVIF’) asset
recognised. Instead the estimated future profit will be included in the measurement of the
insurance contract liability as the contractual service margin (‘CSM’), representing unearned
profit, and this will be gradually recognised in revenue as services are provided over the duration
of the insurance contract. While the profit over the life of an individual contract will be
unchanged, its emergence will be later under IFRS 17. The PVIF asset will be eliminated to equity
on transition, together with other adjustments to assets and liabilities to reflect IFRS 17
measurement requirements and any consequential amendments to financial assets in the scope
of IFRS 9.

. IFRS 17 requires increased use of current market values in the measurement of insurance
liabilities. Changes in market conditions for certain products measured under the general
measurement approach are immediately recognised in profit or loss, while changes in market
conditions for other products measured under the variable fee approach are included in the
measurement of CSM.
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2. Summary of significant accounting policies (continued)
2.3 Standards and Interpretations that are issued but not yet effective (continued)
2.3.1 Standards and Interpretations issued by the IASB and adopted by the EU (continued)

. In accordance with IFRS 17, directly attributable costs will be incorporated in the CSM and
recognised in the results of insurance services as a reduction in reported revenue, as profit is
recognised over the duration of insurance contracts. Costs that are not directly attributable will
remain in operating expenses. This will result in a reduction in reported operating expenses
compared with the current accounting policy.

. For non-life insurance business, where risks under such policies usually cover a period of 12
months, the Group is expected to apply mainly the simplified measurement model, i.e. the
'‘premium allocation approach', which allows an entity to measure the amount of remaining
coverage by allocating the premium over the coverage period.

IFRS 16: Leases COVID-19-Related Rent Concessions beyond 30 June 2021 (amendment)

The amendment increases the scope of COVID-19-related rent concessions (amendment to IFRS 16 issued
in May 2020), which provides lessees with an exemption from assessing whether rent concessions that
occur as a direct consequence of the COVID-19 pandemic and meet specified conditions are lease
modifications and, instead, to account for those rent concessions as if they were not lease modifications.
The amendment increases the eligibility period for the application of the exemption by 12 months from 30
June 2021 to 30 June 2022. The amendment is effective for annual reporting periods beginning on or after 1
April 2021, with early application permitted. The Group does not expect this amendment to have a material
impact on its results and financial position.

IFRS 3: Business Combinations (amendments)

The IASB has published 'Reference to the Conceptual Framework (Amendments to IFRS 3)' with
amendments to IFRS 3 'Business Combinations' that update an outdated reference in IFRS 3 without
significantly changing the accounting requirements for business combinations. The amendments are
effective for annual periods beginning on or after 1 January 2022, with earlier application permitted if an
entity also applies all other updated references (published together with the updated Conceptual
Framework) at the same time or earlier. The Group does not expect these amendments to have a material
impact on its results and financial position.

IAS 16: Property, Plant and Equipment — Proceeds before Intended Use (amendments)

The amendments to the standard prohibit an entity from deducting from the cost of an item of property,
plant and equipment any proceeds from selling items produced while bringing that asset to the location and
condition necessary for it to be capable of operating in the manner intended by management. Instead, an
entity recognises the proceeds from selling such items, and the cost of producing those items, in profit or
loss. They are effective for annual periods beginning on or after 1 January 2022, with earlier application
permitted. An entity will apply the amendments retrospectively only to items of property, plant and
equipment that are brought to the location and condition necessary for them to be capable of operating in
the manner intended by management on or after the beginning of the earliest period presented in the
financial statements in which the entity first applies the amendments. The Group does not expect these
amendments to have a material impact on its results and financial position.

IAS 37: Provisions, Contingent Liabilities and Contingent Assets — Onerous Contracts - Cost of Fulfilling a
Contract (amendments)

The changes in Onerous Contracts — Cost of Fulfilling a Contract specify that the ‘cost of fulfilling’ a contract
comprises the ‘costs that relate directly to the contract’. Costs that relate directly to a contract can either be
incremental costs of fulfilling that contract (examples would be direct labour, materials) or an allocation of
other costs that relate directly to fulfilling contracts (an example would be the allocation of the depreciation
charge for an item of property, plant and equipment used in fulfilling the contract). The amendments are
effective for annual periods beginning on or after 1 January 2022, with earlier application permitted. The
Group does not expect these amendments to have a material impact on its results and financial position.

Annual Improvements to IFRS Standards 2018-2020 Cycle
Annual Improvements to IFRS Standards 2018-2020 Cycle makes amendments to the following standards:
. IFRS 1 First-time Adoption of International Financial Reporting Standards: the amendment
permits a subsidiary that applies IFRS 1 to measure cumulative translation differences using the
amounts reported by its parent, based on the parent’s date of transition to IFRSs.
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2.3 Standards and Interpretations that are issued but not yet effective (continued)
2.3.1 Standards and Interpretations issued by the IASB and adopted by the EU (continued)

. IFRS 9 Financial Instruments: the amendment clarifies which fees an entity includes when it
applies the '10 per cent’ test of IFRS 9 in assessing whether to derecognise a financial liability. An
entity includes only fees paid or received between the entity (the borrower) and the lender,
including fees paid or received by either the entity or the lender on the other’s behalf.

. IFRS 16 Leases: the amendment to Illustrative Example 13 accompanying IFRS 16 removes from
the example the illustration of the reimbursement of leasehold improvements by the lessor in
order to resolve any potential confusion regarding the treatment of lease incentives that might
arise because of how lease incentives are illustrated in that example.

. IAS 41 Agriculture: the amendment removes the requirement of IAS 41 for entities to exclude
taxation cash flows when measuring the fair value of a biological asset using a present value
technique, which ensures consistency with the requirements in IFRS 13.

The amendments to IFRS 1, IFRS 9 and IAS 41 are all effective for annual periods beginning on or after 1
January 2022, with earlier application permitted, whereas the amendment to IFRS 16 only regards an
illustrative example. The Group does not expect these amendments to have a material impact on its results
and financial position.

2.3.2 Standards and Interpretations issued by the IASB but not yet adopted by the EU

IAS 1 Presentation of Financial Statements: classification of Liabilities as Current or Non-current
(amendments)

The IASB issued amendments to IAS 1 Presentation of Financial Statements (the amendments) to specify
the requirements for classifying liabilities as current or non-current. The amendments clarify: (a) what is
meant by a right to defer settlement, (b) that a right to defer must exist at the end of the reporting period
and (c) that classification is unaffected by the likelihood that an entity will exercise its deferral right. Terms
of a liability that could, at the option of the counterparty, result in its settlement by the transfer of the
entity’s own equity instruments do not affect its classification as current or non-current if, the entity
classifies the option as an equity instrument, recognising it separately from the liability as an equity
component of a compound financial instrument. The amendments are effective for annual periods beginning
on or after 1 January 2023, with earlier application permitted. The Group does not expect these
amendments to have a material impact on its results and financial position.

IAS 1 Presentation of Financial Statements and IFRS Practice Statement 2: Disclosure of Accounting policies
(amendments)

The amendments to IAS 1 require companies to disclose their material accounting policy information rather
than their significant accounting policies. The amendments to IFRS Practice Statement 2 provide guidance
on how to apply the concept of materiality to accounting policy disclosures. The amendments are effective
for annual reporting periods beginning on or after 1 January 2023, with early application permitted. The
Group does not expect these amendments to have an impact on its results and financial position.

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors: Definition of Accounting Estimates
(amendments)

The amendments introduce the definition of accounting estimates and include other amendments to IAS 8
to help entities distinguish changes in accounting estimates from changes in accounting policies. The
amendments are effective for annual reporting periods beginning on or after 1 January 2023, with early
application permitted. The Group does not expect these amendments to have a material impact on its
financial results and financial position.

IAS 12 Income Taxes: Deferred Tax related to Assets and Liabilities arising from a Single Transaction
(amendments)

The amendments require companies to recognise deferred tax on transactions that, on initial recognition,
give rise to equal amounts of taxable and deductible temporary differences. The proposed amendments will
typically apply to transactions such as leases for the lessee and decommissioning obligations. The
amendments are effective for annual reporting periods beginning on or after 1 January 2023, with early
application permitted. The Group does not expect these amendments to have a material impact on its
results and financial position.
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2.3 Standards and Interpretations that are issued but not yet effective (continued)

2.3.2 Standards and Interpretations issued by the IASB but not yet adopted by the EU
(continued)

IFRS 17 Insurance contracts: Initial application of IFRS 17 and IFRS 9 - comparative information
(amendments)

The amendment is a transition option relating to comparative information about financial assets presented
on initial application of IFRS 17. The amendment is aimed at helping entities to avoid temporary accounting
mismatches between financial assets and insurance contract liabilities, and therefore improve the usefulness
of comparative information for users of financial statements. IFRS 17 incorporating the amendment is
effective for annual reporting periods beginning on or after 1 January 2023. The Group is analysing the
potential impact as part of its IFRS 17 implementation project.

2.4 Basis of consolidation
The Consolidated Financial Statements comprise the Consolidated Financial Statements of the Group as at
and for the year ended 31 December 2021. The financial statements of the subsidiaries are prepared as of

the same reporting date as that of the Company, using consistent accounting policies.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. Specifically,
the Group controls an investee only if the Group has:

. power over an 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 a majority of voting rights results in control. To support this
presumption and when the Group has less than a majority of the voting rights of an investee, the Group
considers all relevant facts and circumstances in assessing whether it has power over an investee including
any contractual arrangements with the other vote holders, rights arising from other contractual
arrangements, and the Group’s voting and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts indicate that there are changes to any
of the three elements of control.

Assets, liabilities, income and expenses of subsidiaries acquired or disposed of during the year are included
in the Consolidated Financial Statements from the date of acquisition or up to the date of disposal,
respectively. Profit or loss and each component of other comprehensive income (OCI) are attributed to the
equity holders of the parent of the Group and to the non-controlling interests, even if this results in the non-
controlling interests having a deficit balance. Non-controlling interests represent the portion of profit or loss
and net assets not held by the Group, directly or indirectly. The non-controlling interests are presented
separately in the consolidated income statement and within equity from the Company owners’ equity.

All intra-group balances and transactions are eliminated on consolidation.

A change in the ownership interest of a subsidiary, without loss of control, is accounted for as a transaction
between the owners, which affects equity. As a result, no goodwill arises nor any gain/loss is recognised in
the consolidated income statement from such transactions. The foreign exchange differences which relate to
the share of non-controlling interests being sold/acquired are reclassified between the foreign currency
reserve and non-controlling interests.
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2.5 Business combinations

Business combinations are accounted for using the acquisition method. The cost of an acquisition is
measured as the aggregate of the consideration transferred, measured at the acquisition date fair value and
the amount of any non-controlling interests in the acquiree. For each business combination the Group elects
whether to measure the non-controlling interests in the acquiree at fair value or at the proportionate share
of the acquiree’s identifiable net assets. Any excess of the cost of acquisition over the Group’s share of the
fair values of the identifiable net assets acquired is recognised as goodwill on the consolidated balance
sheet. Where the Group’s share of the fair values of the identifiable net assets is greater than the cost of
acquisition (i.e. negative goodwill), the difference is recognised directly in the consolidated income
statement in the year of acquisition. Acquisition related costs are expensed as incurred and included in
other operating expenses.

If the business combination is achieved in stages, the previously held equity interest is remeasured at fair
value and any resulting gain or loss is recognised in the consolidated income statement.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate
classification and designation in accordance with contractual terms, economic circumstances and pertinent
conditions as at the acquisition date.

2.6 Investments in associates and joint ventures

An associate is an entity over which the Group has significant influence. Significant influence is the power
to participate in the financial and operating policy decisions of the investee, but is not control or joint
control over those policy decisions.

A joint venture is a type of joint arrangement whereby the parties that have joint control of the
arrangement have rights to the net assets of the joint venture. Joint control is the contractually agreed
sharing of control of an arrangement, which exists only when decisions about the relevant activities require
unanimous consent of the parties sharing control.

The considerations made in determining significant influence or joint control are similar to those necessary
to determine control over subsidiaries.

In the Consolidated Financial Statements, the Group’s investments in associates and joint ventures are
accounted for using the equity method of accounting.

Under the equity method, the investment in an associate or a joint venture is carried in the consolidated
balance sheet at cost plus post-acquisition changes in the Group’s share of the net assets of the associate
or joint venture. The Group’s share of the results of the associate or joint venture is included in the
consolidated income statement. Losses of the associate or joint venture in excess of the Group’s cost of the
investment are recognised as a liability only when the Group has incurred obligations on behalf of the
associate or joint venture. Goodwill relating to an associate or joint venture is included in the carrying
amount of the investment and is not tested for impairment separately.

Any excess of the Group’s share of the net fair value of the associate’s or joint venture’s identifiable assets
over the cost of the investment (i.e. negative goodwill) is included as income in the determination of the
Group’s share of the associate’s or joint venture’s profit or loss in the period in which the investment is
acquired. The aggregate of the Group’s share of profit or loss of an associate or a joint venture is shown on
the face of the consolidated income statement and represents profit or loss before tax. The associated tax
charge is disclosed in income tax.

The Group recognises its share of any changes in the equity of the associate or the joint venture through
the consolidated statement of changes in equity. Profits and losses resulting from transactions between the
Group and the associate or the joint venture are eliminated to the extent of the Group’s interest in the
associate or the joint venture.

The Group applies equity accounting only up to the date an investment in associates or joint ventures meets
the criteria for classification as held for sale. From then onwards, the investment in associates or joint
ventures is measured at the lower of its carrying amount and fair value less costs to sell.

The financial statements of the associates or joint ventures are prepared as of the same reporting date as
that of the Company, using consistent accounting policies.
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2.7 Foreign currency translation

The Consolidated Financial Statements are presented in Euro (€), which is the functional and presentation
currency of the Company and its subsidiaries in Cyprus. Each overseas branch or subsidiary of the Group
determines its own functional currency and items included in the financial statements of each entity are
measured using that functional currency. The Group uses the direct method of consolidation and on disposal
of a foreign operation, the gain or loss that is reclassified to profit or loss reflects the amount that arises
from using this method.

2.7.1 Transactions and balances

Transactions in foreign currencies are recorded using the functional currency rate of exchange ruling at the
date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are translated at the functional currency
rate of exchange ruling at the reporting date. All differences are taken to ‘Net foreign exchange gains’ in the
consolidated income statement, with the exception of differences on foreign currency assets/liabilities that
provide a hedge against the net investments in subsidiaries and overseas branches. These differences are
recognised in other comprehensive income in the ‘Foreign currency translation reserve’ until the disposal or
liguidation of the net investment, at which time the cumulative amount is reclassified to the consolidated
income statement.

Non-monetary items that are measured at historic cost in a foreign currency are translated using the
exchange rates ruling as at the dates of the initial transactions. Non-monetary items measured at fair value
in a foreign currency are translated using the exchange rates ruling at the date when the fair value is
determined.

2.7.2 Subsidiary companies and branches

At the reporting date, the assets and liabilities of subsidiaries (including special purpose entities that the
Group consolidates) and branches whose functional currency is other than the Group’s presentation
currency are translated into the Group’s presentation currency at the rate of exchange ruling at the
reporting date, and their income statements are translated using the average exchange rates for the year.

Foreign exchange differences arising on translation are recognised in other comprehensive income in the
‘Foreign currency translation reserve’. On disposal or liquidation of a subsidiary or branch, the cumulative
amount of the foreign exchange differences relating to that particular overseas operation, is reclassified to
the consolidated income statement as part of the profit/loss on disposal/dissolution of subsidiaries.

2.8 Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision-maker. The chief operating decision-maker is the person or group of persons that
allocate resources to and assess the performance of the operating segments.

The chief operating decision-maker is the Group Executive Committee.

2.9 Turnover

Group turnover as presented in the Consolidated Income Statement is analysed in Note 6.
2.10 Revenue from contracts with customers

The Group recognises revenue when control of the promised goods or services is transferred to customers
in return of an amount that reflects the consideration to which the Group expects to be entitled in exchange
for those goods or services. The revenue recognition model applies the following five steps:
. Step 1: Identify the contract(s) with a customer
Step 2: Identify the performance obligations in the contract
Step 3: Determine the transaction price
Step 4: Allocate the transaction price to the performance obligations in the contract
Step 5: Recognise revenue when (or as) the Group satisfies a performance obligation.
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2.10 Revenue from contracts with customers (continued)

The performance obligation notion in effect represents a promise in a contract with a customer to transfer
to the customer either: (a) a good or service (or a bundle of goods or services) that is distinct; or (b) a
series of distinct goods or services that are substantially the same and that have the same pattern of
transfer to the customer.

Contract balances

A contract asset is the right to consideration in exchange for services transferred to the customer. If the
Group performs by transferring services to a customer before the customer pays consideration or before
payment is due, a contract asset is recognised for the earned consideration that is conditional.

Receivables are recorded where the Group provides services to clients, consideration is due immediately
upon satisfaction of a point in time service or at the end of a prespecified period for an over the time
service. It is the Group’s right to an amount of consideration that is unconditional (i.e. only the passage of
time is required before payment of the consideration is due). The initial recognition and subsequent
measurement of such receivables is disclosed in Notes 2.15 to 2.19.

Contract liabilities relate to payments received from customers where the Group is yet to satisfy its
performance obligation. Contract liabilities are recognised as revenue when the Group performs under the
contract.

Contract assets and receivables are recorded within ‘Prepayments, accrued income and other assets’ and
contract liabilities within ‘Accruals, deferred income, other liabilities and other provisions’ in the
consolidated balance sheet.

2.10.1 Fee and commission income

The Group earns fee income from a diverse range of services it provides to its clients. Fee income can be
divided into two broad categories:

. fees earned from services that are provided over a certain period of time, such as asset or
portfolio management, custody services and certain advisory services; and
. fees earned from point in time services such as executing transactions and brokerage fees (e.g.

securities and derivative execution and clearing).

Over time services

For fees earned from services that are provided over a certain period of time revenue is recognised pro-rata
over the service period, provided the fees are not contingent on successfully meeting specified performance
criteria that are beyond the control of the Group. Costs to fulfil over time services are recorded in the
consolidated income statement immediately, because such services are considered to be a series of services
that are substantially the same from day to day and have the same pattern of transfer.

Point in time services

For fees earned from providing transaction-type services, revenue is recognised when the service has been
completed, provided such fees are not subject to refund or another contingency beyond the control of the
Group. Incremental costs to fulfil services provided at a point in time are typically incurred and recorded at
the same time as the performance obligation is satisfied and revenue is earned, and are therefore not
recognised as an asset, e.g. brokerage commissions.

Fee and commission income is measured based on consideration specified in a legally enforceable contract
with a customer, excluding amounts such as taxes collected on behalf of third parties. Consideration can
include both fixed and variable amounts. Variable consideration includes refunds, discounts and other
amounts that are contingent on the occurrence or non-occurrence of a future event. Variable consideration
that is contingent on an uncertain event can only be recognised to the extent that it is highly probable that
a significant reversal in the amount of cumulative revenue for a contract will not occur.

2.10.2 Dividend income

Dividend income is recognised in the consolidated income statement when the Group’s right to receive
payment is established i.e. upon approval by the general meeting of the shareholders.
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2.10 Revenue from contracts with customers (continued)
2.10.3 Rental income

Rental income from investment properties and stock of property is accounted for on a straight-line basis
over the period of the lease and is recognised in the consolidated income statement in ‘Other income’.

2.10.4 Gains on disposal of investment property

Gains on disposal of investment property are recognised in the consolidated income statement in ‘Net
gains/(losses) from revaluation and disposal of investment properties’ when the buyer accepts delivery and
the control of the property is transferred to the buyer.

2.10.5 Gains on disposal of stock of property

Gains on disposal of stock of property are recognised in the consolidated income statement when the buyer
accepts delivery and the control of the property is transferred to the buyer.

2.11 Recognition of interest income/expense and income/expense similar to interest

The Group calculates interest income/expense by applying the effective interest rate (EIR) to the gross
carrying amount of financial assets, unless the asset is credit-impaired. For financial assets and financial
liabilities measured at FVPL which accrue interest, the Group follows the principles of the effective interest
method with the only difference being the treatment of fees that are integral to the financial asset/financial
liabilities. That is, for financial assets and financial liabilities classified at FVPL the fees are recognised as
revenue or expense when the instrument is initially recognised and not as part of the EIR calculation.

When a financial asset becomes credit-impaired and is therefore classified as Stage 3, interest income is
calculated by applying the EIR to the amortised cost of the financial asset, being the gross carrying amount
of the financial asset less any loss allowance. If the financial asset cures and is no longer credit-impaired,
the Group reverts to calculating interest income on the gross carrying amount. In such cases, the Group
unwinds the discount on the expected credit losses (ECL) through the 'Credit losses to cover credit risk on
loans and advances to customers' line in the consolidated income statement.

Interest income on purchased or originated credit-impaired (POCI) financial assets is recognised using the
credit adjusted effective interest rate (CAEIR) calculated at initial recognition. The CAEIR is applied on the
amortised cost of the financial asset, being the gross carrying amount of the financial asset less any loss
allowance.

Interest income from financial assets at amortised cost and financial assets at FVOCI are presented within
the caption ‘Interest income’, while interest income on financial instruments at FVPL is presented within the
caption ‘Income similar to interest income’ in the consolidated income statement. Interest expense on
financial liabilities at amortised cost is presented within the caption ‘Interest expense’, with interest expense
on financial instruments at FVPL presented within the caption ‘Expense similar to interest expense’ in the
consolidated income statement. All form part of the ‘Net interest income’.

The Group has funding from central banks with negative interest rates. The Group classifies the interest on
these liabilities within interest income. Negative interest on financial liabilities is disclosed in Note 7.

The Group holds loans and advances to banks and central banks with negative interest rates. The Group
classifies the interest on these assets within interest expense. Negative interest on financial assets is
disclosed in Note 8.

The effective interest rate method

Interest income and expense are recognised in the consolidated income statement by applying the effective
interest rate (EIR) for all financial instruments measured at amortised cost and debt instruments at FVOCI.

The EIR is the rate that exactly discounts estimated future cash payments or receipts through the expected

life of the financial instrument to the gross carrying amount of the financial asset or the amortised cost of
the financial liability.
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2.11 Recognition of interest income/expense and income/expense similar to interest
(continued)

The EIR, and therefore the amortised cost of the asset, is calculated by taking into account any discount or
premium on acquisition, fees and costs that are an integral part of the EIR. Fees and incremental costs that
are directly attributable to loans and advances to customers are also deferred and amortised as part of
interest income using the effective interest rate method.

For floating-rate financial instruments, periodic re-estimation of cash flows to reflect the movements in the
market rates of interest also alters the EIR, but when instruments were initially recognised at an amount
equal to the principal, re-estimating the future interest payments does not significantly affect the carrying
amount of the asset or the liability.

The carrying amount of a financial asset or liability is adjusted if the Group revises its estimates of
payments or receipts. The adjusted carrying amount is calculated based on the original effective interest
rate and the change in carrying amount is recorded in ‘Net gains/(losses) on financial instrument
transactions' for debt securities, or in ‘Changes in expected cash flows’ component of the 'Credit losses to
cover credit risk on loans and advances to customers' for loans and advances to customers.

2.12 Retirement benefits
The Group operates both defined contribution and defined benefit retirement plans.

Defined contribution plans
The Group recognises obligations in respect of the accounting period in the consolidated income statement.
Any unpaid contributions at the reporting date are included as a liability.

Defined benefit plans
The cost of providing benefits for defined benefit plans is estimated separately for each plan using the
Projected Unit Credit Method of actuarial valuation.

The defined benefit asset or liability comprises the present value of the defined benefit obligations (using a
discount rate based on high quality corporate bonds), reduced by the fair value of plan assets out of which
the obligations are to be settled. Plan assets are assets that are held by a funded plan or qualifying
insurance policies. Any net defined benefit surplus is limited to the present value of available refunds and
reductions in future contributions to the plan. Fair value is based on market price information and in the
case of quoted securities it is the published bid price.

The net charge to the consolidated income statement mainly comprises the service costs and the net
interest on the net defined benefit asset or liability, and is presented in staff costs. Service costs comprise
current service costs, past-service costs, gains and losses or curtailments and non-routine settlements. Re-
measurements, comprising actuarial gains and losses, the effect of the asset ceiling (excluding net interest),
and the return on plan assets (excluding net interest), are recognised immediately on the consolidated
balance sheet with a corresponding debit or credit in other comprehensive income. Re-measurements are
not reclassified to profit or loss in subsequent periods.

Actuarial gains and losses comprise experience adjustments (the effects of differences between the previous
actuarial assumptions and what has actually occurred), as well as the effects of changes in actuarial
assumptions.

2.13 Tax

Current income tax and deferred tax

Tax on income is provided in accordance with the fiscal regulations and rates which apply in the countries
where the Group operates and is recognised as an expense in the period in which the income arises.
Deferred tax is provided using the liability method. Current income tax assets and liabilities are measured
at the amount expected to be recovered from or paid to the tax authorities. Current income tax and
deferred tax relating to items recognised directly in equity is recognised directly in equity.
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2.13 Tax (continued)

Deferred tax liabilities are recognised for all taxable temporary differences between the tax basis of assets
and liabilities and their carrying amounts at the reporting date, which will give rise to taxable amounts in
future periods. Deferred tax liabilities are recognised for all taxable temporary differences associated with
investments in subsidiary and associate companies and branches, except where the timing of the reversal of
the temporary differences can be controlled and it is probable that the temporary differences will not
reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences and carry-forward of unutilised
tax losses to the extent that it is probable that taxable profit will be available, against which the deductible
temporary differences and carry-forward of unutilised tax losses can be utilised. The carrying amount of
deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to utilise all or part of the deductible temporary
differences or tax losses. Unrecognised deferred tax assets are reassessed at each reporting date and are
recognised to the extent that it has become probable that future taxable profit will allow the deferred tax
asset to be recovered.

Deferred tax assets and liabilities are measured at the amount that is expected to be paid to or recovered
from the tax authorities, after taking into account the tax rates and legislation that have been enacted or
substantially enacted by the reporting date.

The deferred tax assets arising from specific tax losses and which are subject to the Income Tax Law
Amendment 28 (I) of 2019, are accounted for on the same basis as other deferred tax assets and can be
converted into tax credits. These tax losses are converted into 11 equal annual instalments and each
instalment can be claimed as a deductible expense in the determination of the taxable income for the
relevant year. Any amount of the annual instalment not utilised is converted into a tax credit and can be
utilised in the tax year following the tax year to which this tax credit relates to. Any unutilised tax credit in
the relevant year is converted into a receivable from the Cyprus Government. Further details are disclosed
in Note 17.

Current and deferred tax assets and liabilities are offset when they arise from the same tax reporting entity
and relate to the same tax authority and when the legal right to offset exists.

Indirect Tax Value Added Tax (VAT)
Expenses and assets are recognised net of the amount of VAT, except:

. when the VAT incurred on a purchase of assets or services is not recoverable from the tax
authorities, in which case, the VAT suffered is recognised as part of the cost of acquisition of the
asset or as part of the expense item, as applicable.

. when receivables and payables are stated with the amount of VAT charged. The amount of VAT
recoverable from, or payable to the tax authorities, is included as part of receivables or payables
in the consolidated balance sheet.

2.14 Financial instruments - initial recognition
2.14.1 Date of recognition

‘Balances with central banks’, ‘Loans and advances to banks’, ‘Loans and advances to customers’, ‘Deposits
by banks’, ‘*Funding from central banks’ and ‘Customer deposits’ are recognised when cash is received by
the Group or advanced to the borrowers. All other financial assets and financial liabilities are initially
recognised on the trade date. Purchases or sales of financial assets, where delivery is required within a time
frame established by regulations or by market convention, are also recognised on the trade date, i.e. the
date that the Group commits to purchase or sell the asset. Derivatives are also recognised on a trade date
basis.

2.14.2 Initial recognition and measurement of financial instruments

The classification of financial assets on initial recognition depends on their contractual terms and the
business model for managing the instruments, as described in Note 2.15.

All financial instruments are measured initially at their fair value plus, in the case of financial assets and
liabilities not measured at FVPL, any directly attributable incremental costs of acquisition or issue.
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2.14 Financial instruments - initial recognition (continued)
2.14.2 Initial recognition and measurement of financial instruments (continued)

When the fair value of financial instruments at initial recognition differs from the transaction price, the
Group accounts for the Day 1 profit or loss, as described in Note 2.14.3 below.

2.14.3 Day 1 profit or loss

When the transaction price of the instrument differs from the fair value at origination and the fair value is
based on a valuation technique using only inputs observable in market transactions, the Group recognises
the difference between the transaction price and fair value in 'Net gains/(losses) on financial instrument
transactions and disposal/dissolution of subsidiaries and associates' caption. In the cases, where the fair
value is based on models for which some of the inputs are not observable, the difference between the
transaction price and the fair value is deferred and is only recognised in profit or loss when the inputs
become observable, or when the instrument is derecognised.

2.14.4 Measurement categories of financial assets and financial liabilities
Financial assets are measured either at amortised cost, FVOCI or FVTPL.

The Group classifies and measures its derivatives and trading portfolios at FVPL. The Group may designate
financial instruments at FVPL, if doing so eliminates or significantly reduces measurement or recognition
inconsistencies.

Financial liabilities, other than loan commitments and financial guarantees are measured at amortised cost
or at FVPL when they are held for trading or relate to derivative instruments.

2.15 Classification and measurement of financial assets and financial liabilities

The classification and measurement of financial assets depends on how these are managed as part of the
business models the Group operates under and their contractual cash flow characteristics (whether the cash
flows represent solely payments of principle and interest (SPPI)).

Business model assessment

The Group assesses the business model at a portfolio level. The portfolio level is determined at the
aggregation level that reflects how the Group manages its financial assets and the business model is based
on observable factors which include:

. How the performance of the business model and the financial assets held within that business
model are evaluated and reported to the Group's key management personnel;

. The risks that affect the performance of the business model (and the financial assets held within
that business model) and, in particular, the way in which those risks are managed;

. How managers of the business are compensated (for example, whether the compensation is
based on the fair value of the assets managed or on the contractual cash flows collected);

. The expected frequency, value and timing of sales are also important aspects of the Group’s
assessment.

If cash flows after initial recognition are realised in a way that is different from the Group’s original
expectations, the Group does not change the classification of the remaining financial assets held in that
business model, but incorporates such information when assessing newly originated or newly purchased
financial assets going forward.

Contractual cash flows characteristics test (SPPI assessment)
The Group assesses whether the individual financial assets’ cash flows represent solely payments of
principal and interest on the principal amount outstanding at origination (SPPI test).

For the purposes of this assessment, principal is defined as the fair value of the financial asset on initial
recognition and may change over the life of the financial asset (for example, if there are repayments of
principal or amortisation of the premium/discount).

Interest is defined as consideration for the time value of money, for the credit risk associated with the

principal amount outstanding during a particular period of time and for other basic lending risks and costs
(e.g. liquidity risk and administrative costs), as well as a profit margin.
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In assessing whether contractual cash flows are SPPI, the Group applies judgement and considers the terms
that could change the contractual cash flows so that they would not meet the condition for SPPI, and be
inconsistent to a basic lending arrangement, including: (i) contingent and leverage features, (ii) interest
rates which are beyond the control of the Group or variable interest rate consideration, (iii) features that
could modify the time value of money, (iv) prepayment and extension options, (v) non-recourse
arrangements, and (vi) convertibility features.

Where the contractual terms of a financial asset introduce a more than de-minimis exposure to risks or
volatility that are inconsistent with a basic lending arrangement, the related financial asset will be measured
at FVPL.

2.15.1 Derivative financial instruments

Derivatives are recorded at fair value and classified as assets when their fair value is positive and as
liabilities when their fair value is negative. Subsequently, derivatives are measured at fair value.
Revaluations of trading derivatives are included in the consolidated income statement in ‘Net foreign
exchange gains’ in the case of currency derivatives and in ‘Net gains/(losses) on financial instrument
transactions and disposal/dissolution of subsidiaries and associates’ in the case of all other derivatives.
Interest income and expense are included in the ‘Income similar to interest income’ and ‘Expense similar to
interest expense’ captions respectively in the consolidated income statement.

An embedded derivative is a component of a hybrid instrument that also includes a non-derivative host
contract with the effect that some of the cash flows of the combined instrument vary in a way similar to a
stand-alone derivative.

For hybrid contracts where the host contract is a financial asset within the scope of IFRS 9, the classification
and measurement criteria are based on the business model and SPPI assessment as described in the
classification of financial assets section of Note 2.15 and applied to the entire hybrid instrument.

Derivatives embedded in financial liabilities and non-financial host contracts, are treated as separate
derivatives and recorded at fair value if their economic characteristics and risks are not closely related to
those of the host contract, and the host contract is not itself measured at fair value with revaluation
recognised in the consolidated income statement. The embedded derivatives separated from the host are
carried at fair value, with revaluations recognised in ‘Net gains/(losses) on financial instrument transactions
and disposal/dissolution of subsidiaries and associates’ in the consolidated income statement. The host
contract is accounted for in accordance with the relevant standards.

2.15.2 Financial assets measured at amortised cost

Financial assets are measured at amortised cost if they meet both of the following conditions:

. The financial asset is held within a business model with the objective to hold financial assets in
order to collect contractual cash flows;
. The contractual terms of the financial asset give rise on specified dates to cash flows that are

SPPI on the principal amount outstanding.

This classification relates to cash and balances with central banks, loans and advances to banks, loans and
advances to customers that pass the SPPI test, debt securities held under the ‘Hold to collect’ business
model and other financial assets.

After their initial recognition, financial instruments measured at amortised cost are measured at amortised
cost using the effective interest rate method, less allowances for expected credit losses (ECL). Amortised
cost is calculated by taking into account any discount or premium on acquisition and fees that are an
integral part of the effective interest rate. The amortisation is included in ‘Interest income’ in the
consolidated income statement. The losses arising from impairment are recognised in the consolidated
income statement in ‘Credit losses to cover credit risk on loans and advances to customers’ in the case of
loans and advances to customers and in ‘Credit losses of other financial instruments’ for all other financial
instruments.
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2.15.3 Debt instruments measured at FVOCI

Debt instruments are measured at FVOCI if they meet both of the following conditions:

. The financial asset is held within a business model the objective of which is achieved by both
collecting contractual cash flows and selling financial assets;
. The contractual terms of the financial asset give rise on specified dates to cash flows that are

SPPI on the principal amount outstanding.

This classification relates to debt securities held under the ‘Hold to collect and sell’ business model that pass
the SPPI test.

FVOCI debt instruments are subsequently measured at fair value with gains and losses due to changes in
fair value recognised directly in other comprehensive income in the ‘Net gains/(losses) on investments in
debt instruments measured at FVOCI’ caption. Upon derecognition of these instruments, any accumulated
balances in other comprehensive income are reclassified to the consolidated income statement and reported
within *Net gains/(losses) on financial instrument transactions and disposal/dissolution of subsidiaries and
associates’ caption. The interest income, foreign exchange differences and ECL are recognised in the
consolidated income statement in the respective lines in the same manner as for financial assets at
amortised cost.

2.15.4 Financial assets or financial liabilities held for trading

Financial assets or financial liabilities held for trading represent assets and liabilities acquired or incurred
principally for the purpose of selling or repurchasing them in the near term and are recognised in the
consolidated balance sheet at fair value. Changes in the fair value are recognised in ‘Net gains on financial
instrument transactions and disposal/dissolution of subsidiaries and associates’ in the consolidated income
statement. Interest income and expense are included in the captions ‘Income similar to interest income’
and ‘Expense similar to interest expense’ respectively in the consolidated income statement according to
the terms of the relevant contract, while dividend income is recognised in ‘Other income’ when the right to
receive payment has been established.

This classification relates to debt and equity instruments that have been acquired principally for the
purposes of sale or repurchase in the near term.

2.15.5 Financial assets or financial liabilities at FVPL

Financial assets and financial liabilities, other than those held for trading, classified in this category are
those that are designated by management on initial recognition or are mandatorily required to be measured
at fair value under IFRS 9.

Management only designates an instrument at FVPL at initial recognition when one of the following criteria

are met:

(@) the designation eliminates or significantly reduces the inconsistency that would otherwise arise
from the measurement of the assets or liabilities or the recognition of gains or losses on them on a
different basis, or

(b) the liabilities are part of a group of financial liabilities or financial assets and financial liabilities
which are managed and their performance is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, or

(c) the liabilities contain an embedded derivative, unless the embedded derivative does not
significantly modify the cash flows of the instrument or it is clear, with little or no analysis, that the
embedded derivative could not be separated.

Such designation is determined on an instrument-by-instrument basis.
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2.15.5 Financial assets or financial liabilities at FVPL (continued)

Financial assets and financial liabilities at FVPL are recorded in the consolidated balance sheet at fair value.
Changes in the fair value are recognised in ‘Net gains/(losses) on financial instrument transactions and loss
on disposal/dissolution of subsidiaries and associates’ in the consolidated income statement. Interest
income and expense are included in the captions ‘Income similar to interest income’ and ‘Expense similar to
interest expense’ respectively in the consolidated income statement. Dividend income is recognised in
‘Other income’ in the consolidated income statement when the right to receive payment has been
established.

In addition assets held under unit-linked insurance contracts and certain non-linked insurance contracts
issued by insurance subsidiaries are designated at FVPL.

Financial assets mandatorily classified at FVPL include certain loans and advances to customers, certain
investment fund holdings and other securities for which the contractual cash flows do not meet the SPPI
test, or the financial assets are part of a portfolio held within a business model under which they are
managed and their performance is evaluated on a fair value basis.

2.15.6 Equity instruments measured at FVOCI

At initial recognition, the Group can make an irrevocable election to classify an investment in an equity
instrument at FVOCI, when that meets the definition of Equity under IAS 32 Financial Instruments:
'Presentation’, and is not held for trading. Such classification is determined on an instrument-by-instrument
basis.

Fair value gains and losses on these equity instruments are recognised in OCI and are not recycled to profit
or loss upon derecognition, but are transferred directly to retained earnings. Dividends on equity
investments are recognised in the consolidated income statement and reported within *Other Income’ when
the right to receive payment has been established. Equity instruments measured at FVOCI are not subject
to an impairment assessment.

2.15.7 Loan stock

Loan stock is initially measured at the fair value of the consideration received, net of any issue costs. It is
subsequently measured at amortised cost using the effective interest rate method, in order to amortise the
difference between the cost at inception and the redemption value, over the period to the earliest date that
the Group has the right to redeem the loan stock.

Interest on loan stock is included in ‘Interest expense’ in the consolidated income statement.
2.15.8 Other financial liabilities

Other financial liabilities include ‘Customer deposits’, ‘Deposits by banks’, ‘Funding from central banks’ and
other financial liabilities.

Financial liabilities are recognised when the Group enters into the contractual provisions of the
arrangements with counterparties, which is generally on trade date, and initially measured at fair value,
which is normally the consideration received, net of directly attributable transaction costs incurred.
Subsequent measurement of deposits by customers, funding from central banks and deposits by banks is at
amortised cost, using the effective interest method.

2.16 Reclassification of financial assets and liabilities

The Group does not reclassify its financial assets subsequent to their initial recognition apart from
exceptional circumstances in which the Group changes its business model for managing financial assets and
acquires, disposes of, or terminates a business line. Reclassification is applied prospectively from the
reclassification date, which is the first day of the first reporting period following the change in business
model that results in the reclassification. Any previously recognised gains, losses or interest are not
restated.

Financial liabilities are never reclassified.
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2.17 Derecognition of financial assets and financial liabilities
2.17.1 Financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial
assets) is derecognised when the contractual rights to the cash flows from the financial asset have expired.
The Group also derecognises the financial asset if it has both transferred the financial asset and the transfer
qualifies for derecognition.

The Group transfers a financial asset if, and only if, either:
. The Group transfers its contractual rights to receive cash flows from the financial asset; or
. The Group retains the rights to the cash flows, but assumes an obligation to pay the received
cash flows in full without material delay to a third party under a ‘pass-through’ arrangement.

A transfer only qualifies for derecognition if either:
. The Group transfers substantially all the risks and rewards of the asset; or
. The Group neither transfers nor retains substantially all the risks and rewards of the asset, but it
transfers control of the asset.

2.17.2 Financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged, cancelled or
expired. Modifications to, and exchanges of, financial liabilities are treated as extinguishments and
derecognised, when the revised terms are substantially different to the original term. The difference
between the carrying amount of the original financial liability and the consideration paid is recognised in
profit or loss.

2.18 Forborne and modified loans

The contractual terms of a financial asset may be modified due to various reasons, either due to commercial
renegotiations or due to distressed restructurings with a view to maximise recovery.

In the event that the terms and conditions of a financial asset are renegotiated or otherwise modified, the
Group considers whether the modification results in derecognition of the existing financial asset and the
recognition of a new financial asset. A derecognition of a financial asset (or part of a financial asset) and a
recognition of a new financial asset would occur where there has been a substantial modification on the
revised terms to the original cash flows.

Judgement is required to assess whether a change in the contractual terms is substantial enough to lead to
derecognition. The Group considers a series of factors of both qualitative and quantitative nature when
making such judgements on a modification in the contractual cash flows, including change in the currency,
change in counterparty, introduction of substantially different terms such as addition of equity conversion
features, changes in the legal framework and other.

Where the modification does not result in derecognition, the Group recognises a modification gain or loss,
based on the difference between the modified cash flows discounted at the original EIR and the existing
gross carrying value of the financial asset. The financial asset continues to be subject to the same
assessments for significant increase in credit risk relative to initial recognition and credit-impairment. A
modified financial asset will transfer out of Stage 3 if the conditions that led to it being identified as credit-
impaired, as defined in Note 2.19.2, are no longer present. A modified financial asset will transfer out of
Stage 2 when it no longer meets the criteria for significant increase in credit risk such as it satisfies relative
thresholds, which are based on changes in its lifetime probability of default (PD), days past due are not
considered to be forborne, and other considerations. The financial asset continues to be monitored for
significant increases in credit risk and credit impairment.

Where the modification results in derecognition, the new financial asset is classified at amortised cost or
FVOCI and an assessment is performed on whether it should be classified as Stage 1 or POCI for ECL
measurement. For the purposes of assessing for significant increases in credit risk, the date of initial
recognition for the new financial asset is the date of the modification.
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2.19.1 Overview of ECL principle

The Group uses a forward looking ECL model, requiring judgement, estimates and assumptions in
determining the level of ECLs. ECLs are recorded for all financial assets measured at amortised cost and
FVOCI, lease receivables, loan commitments and financial guarantee contracts. Equity instruments are not
subject to impairment.

At initial recognition, impairment allowance (or provision in the case of commitments and guarantees) is
required for ECL resulting from default events that are possible within the next 12 months (12-month ECL),
unless assets are deemed as POCI. In the event of a significant increase in credit risk since initial
recognition, impairment allowance is required resulting from all possible default events over the expected
life of the financial instrument (lifetime ECL). The Group’s policies for determining if there has been a
significant increase in credit risk are set out in Note 2.19.3.

The Group categorises its financial assets into Stage 1, Stage 2, Stage 3 and POCI for ECL measurement as
described below:

Stage 1: Financial assets which have not had a significant increase in credit risk since initial recognition are
considered to be Stage 1 and 12-month ECL is recognised.

Stage 2: Financial assets that are considered to have experienced a significant increase in credit risk since
initial recognition are considered to be Stage 2 and lifetime ECLs are recognised.

Stage 3: Financial assets which are considered to be credit-impaired (refer to following section of the note
on how the Group defines credit-impaired and default) and lifetime ECLs are recognised.

POCI: These are purchased or originated financial assets that are credit-impaired on initial recognition. POCI
assets include loans purchased or originated at a deep discount that reflects incurred credit losses. Changes
in lifetime ECLs since initial recognition are recognised.

ECL is recognised in profit or loss with a corresponding ECL allowance reported as a decrease in the carrying
value of financial assets measured at amortised cost on the balance sheet. For financial assets measured at
FVOCI the carrying value is not reduced, but the accumulated amount of impairment allowance is
recognised in OCI. For off-balance sheet instruments, accumulated provisions for ECL are reported in
‘Accruals, deferred income, other liabilities and other provisions’, except in the case of loan commitments
where ECL on the loan commitment is recognised together with the loss allowance of the relevant on
balance-sheet exposure, as the Group cannot separately identify the ECL on the loan commitment from
those on the on-balance sheet exposure component. ECL for the period is recognised within the
consolidated income statement in ‘Credit losses to cover credit risk on loans and advances to customers’ for
loans and advances to customers and loan commitments and financial guarantees and in ‘Credit losses of
other financial instruments’ for all other financial instruments.

2.19.2 Credit impaired and definition of default

Loans and advances to customers, loan commitments and financial guarantees

The Group considers loans and advances to customers that meet the non-performing exposure (NPE)
definition as per the European Banking Authority (EBA) standards to be in default and hence Stage 3
(credit-impaired). Therefore such loans have ECL calculated on a lifetime basis and are considered to be in
default for credit risk management purposes.

As per the EBA standards and European Central Bank’s (ECB) Guidance to Banks on Non-Performing Loans
(which was published in March 2017), NPEs are defined as those exposures that satisfy one of the following
conditions:

(i) The borrower is assessed as unlikely to pay its credit obligations in full without the realisation of the
collateral, regardless of the existence of any past due amount or of the number of days past due.

(ii) Defaulted or impaired exposures as per the approach provided in the Capital Requirement
Regulation (CRR), which would also trigger a default under specific credit adjustment, diminished
financial obligation and obligor bankruptcy.

(iii) Material exposures as set by the Central Bank of Cyprus (CBC), which are more than 90 days past
due.
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(iv) Performing forborne exposures under probation for which additional forbearance measures are
extended.

(v) Performing forborne exposures previously classified as NPEs that present more than 30 days past
due within the probation period.

From 1 January 2021 two regulatory guidelines came into force that affect NPE classification and Days-Past-
Due calculation. More specifically, these are the RTS on the Materiality Threshold of Credit Obligations Past-
Due (EBA/RTS/2016/06), and the Guideline on the Application of the Definition of Default under article 178
(EBA/RTS/2016/07).

The Days-Past-Due (DPD) counter begins counting DPD as soon as the arrears or excesses of an exposure
reach the materiality threshold (rather than as of the first day of presenting any amount of arrears or
excesses). Similarly, the counter will be set to zero when the arrears or excesses drop below the materiality
threshold. Payments towards the exposure that do not reduce the arrears/excesses below the materiality
threshold, will not impact the counter.

For retail debtors, when a specific part of the exposures of a customer that fulfils the NPE criteria set out
above is greater than 20% of the gross carrying amount of all on balance sheet exposures of that customer,
then the total customer exposure is classified as non-performing; otherwise only the specific part of the
exposure is classified as non-performing.

For non-retail debtors, when an exposure fulfils the NPE criteria set out above, then the total customer
exposure is classified as non-performing.

Material arrears/excesses are defined as follows:
- Retail exposures: Total arrears/excess amount greater than €100
- Exposures other than retail: Total arrears/excess amount greater than €500
- and the amount in arrears/excess is at least 1% of the customer's total exposure.

The definitions of credit-impaired and default are aligned so that stage 3 represents all loans which are
considered defaulted or otherwise credit-impaired.

When a financial asset has been identified as credit-impaired, ECLs are measured as the difference between
the asset’s gross carrying amount and the present value of estimated future cash flows discounted at the
instrument’s original effective interest rate.

Exposures are classified as forborne when concessions are made to debtors who are facing or about to face
financial difficulties and cannot meet their contractual obligations.

Non-performing forborne exposures cease to be considered as NPEs and in such case are transferred out of
Stage 3, only when all of the following conditions are met:
i. The extension of forbearance measures does not lead to the recognition of impairment or default.
ii. A period of one year has passed since the latest of the following events:
a. The restructuring date
b. The date the exposure was classified as non-performing
c. The end of the grace period included in the restructuring arrangements.
iii. Following the forbearance measures and according to the post-forbearance conditions, there is no
past due amount or concerns regarding the full repayment of the exposure.
iv. No Unlikely-to-Pay criteria exist for the debtor.
v. The debtor has made post-forbearance payments of a non-insignificant amount of capital (different
capital thresholds exist according to the facility type).

Non-performing non-forborne exposures cease to be considered as NPEs only when all of the following
conditions are met:

i. At least three months have passed since the date that the conditions for which the exposure was
classified as non-performing cease to be met, and within these three months there are no default
triggers, and

ii. During the three month period, the behaviour of the obligor should be taken into account, i.e. there
are no arrears/excesses and instalments are being repaid normally, and
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2.19.2 Credit impaired and definition of default (continued)
iii. During the three month period, the financial situation of the obligor should be taken into account, i.e.
the financial situation of the obligor has improved, and
iv. During the three month period an Unlikely-to-Pay criteria assessment is carried out and it is
assessed that the obligor can fulfil their obligations without resorting to the liquidation of collateral
and there are no other Unlikely-to-Pay criteria.

When an account exits Stage 3, it is transferred to Stage 2 for a probationary period of 6 months. At the
end of this period, the significant increase in credit risk (SICR) trigger is activated as described in Note
2.19.3 and the loan is either transferred to Stage 1 or remains in Stage 2. The reversal of previous
unrecognised interest on loans and advances to customers that no longer meet Stage 3 criteria is presented
in 'Credit losses to cover credit risk on loans and advances to customers'.

Debt securities, loans and advances to banks and balances with central banks

Debt securities, loans and advances to banks and balances with central banks are considered defaulted and
transferred to Stage 3 if the issuers have failed to pay either interest or principal. Moody’s ratings indicate
these exposures with a grade C which is the lowest Moody’s rating category. In addition, a number of other
criteria are considered such as adverse changes in business, financial and economic conditions as well as
external market indicators (credit spreads, credit default swap (CDS) prices) in determining whether there
has been a significant deterioration in the financial position that could lead to unlikeliness to pay.

2.19.3 Significant increase in credit risk (SICR)

IFRS 9 requires that in the event of a significant increase in credit risk since initial recognition, the
calculation basis of the loss allowance would change from 12 month ECLs to lifetime ECLs.

The assessment of whether credit risk has increased significantly since initial recognition is performed at
each reporting date, by considering the change in the risk of default occurring over the remaining life of the
financial instrument since initial recognition.

Significant credit risk increase for loans and advances to customers

Primarily, the Group uses the lifetime probability of default (PDs) as the quantitative metric in order to
assess transition from Stage 1 to Stage 2 for all portfolios. The Group considers an exposure to have
experienced significant increase in credit risk (SICR) by comparing the PD at the reporting date with the PD
at initial recognition to compute the relative increase in regards to the corresponding threshold. The
threshold has been determined by using statistical analysis on historical information of credit migration
exposures on the basis of days past due, for the different segments. The Group applies the thresholds
presented in the table below to each portfolio/segment, based on the following characteristics: customer
type, product type and rating at origination. The threshold is then assigned to each facility according to the
facility's portfolio/segment.

The SICR trigger is activated based on the comparison of the ratio of current lifetime PD to the remaining
Lifetime PD at origination (PD@O) to the pre-established threshold. If the resulting ratio is higher than the
pre-established threshold then deterioration is assumed to have occurred and the exposure is transferred to
Stage 2. The thresholds calibration is driven by changes in the PD models which are assessed semi-annually
as disclosed in Note 45.5.

The table below summarises the quantitative measure of the SICR trigger which varies depending on the
credit quality at origination as follows, applied on 31 December 2021 and 2020:

Rating at PD Deteriorat_ion PD Deteriorat_ion
Segment origination thresholds applied at thresholds applied at
31 December 2021 31 December 2020
1-3 2 X PD@O 1-7 X PD@O
Retail 4-5 2 X PD@O 1-4 X PD@O
6-7 2 X PD@O 1-4 X PD@O
1-3 2 X PD@O 3 X PD@O
SME 4-5 2 X PD@O 3 X PD@O
6-7 2 X PD@O 3 X PD@O
Corporate 1-7 1-3 X PD@O 1-2 X PD@O
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For exposures which are subject to individual impairment assessment, the following qualitative factors in
addition to the ones incorporated in the PD calculation, are considered:

. significant change in collateral value or guarantee or financial support provided by
shareholders/directors,
. significant adverse changes in business, financial and/or economic conditions in which the

borrower operates.

From the second quarter of 2021, another qualitative factor that triggers SICR has been introduced, that is
the granting of forbearance measures to performing borrowers. Stage 1 exposures that are classified as
'performing forborne' are automatically transferred to Stage 2. The impact of this new criterion was €224
million of loans and advances to customers to be transferred from Stage 1 to Stage 2 and the respective
impact on the ECL for the year ended 31 December 2021 was an increase in ECL of €973 thousand.

The Group also considers, as a backstop criterion, that a significant increase in the credit risk occurs when
contractual payments are more than 30 days past due (past due materiality is applied). Loans that meet
this condition are classified in Stage 2. The transfer to Stage 2 does not take place in cases where certain
exposures are past due for more than 30 days but certain materiality limits are not met (such as arrears up
to €100 and funded balances up to 1% in the case of retail exposures and arrears up to €500 and funded
balances up to 1% on all exposures other than retail). The materiality levels are set in accordance with the
ECB Regulation (EU) 2018/1845.

The thresholds for movement between Stage 1 and Stage 2 are symmetrical. After a financial asset has
been transferred to Stage 2, if its credit risk is no longer considered to have significantly increased relative
to its initial recognition, the financial asset will move back to Stage 1.

Significant credit risk increase for financial instruments other than loans and advances to customers

Low credit risk simplification is adopted for debt securities, loans and advances to banks and balances with
central banks with external credit ratings that are rated as investment grade. The assessment of low credit
risk is based on both the external credit rating and the internal scoring (which considers latest available
information on the instrument and issuer). The combination of the two provides an adjusted credit rating.
An adjusted credit rating which remains investment grade is considered as having low credit risk.

For debt securities, loans and advances to banks and balances with central banks which are below
investment grade, the low credit risk exemption does not apply and therefore an assessment of significant
credit deterioration takes place, by comparing their credit rating at origination with the credit rating on the
reporting date. Significant deterioration in credit risk is considered to have occurred when the adjusted
rating of the exposures drops to such an extent that the new rating relates to a riskier category (i.e. from a
non-investments grade to speculative and then to highly speculative) or when the PD of the exposure at the
origination date compared to the PD at the reporting date has increased by a level greater than the pre-set
threshold.

2.19.4 Measurement of ECLs

IFRS 9 ECL reflects an unbiased, probability-weighted estimate based on either loss expectations resulting
from default events over a maximum 12-month period from the reporting date or over the remaining life of
a financial instrument. The Group calculates lifetime ECLs and 12-month ECLs either on an individual basis
or a collective basis, depending on the nature of the underlying portfolio of financial instruments.

The Group calculates ECLs based on three-weighted scenarios to measure the expected cash flow shortfalls,
discounted at an approximation to the EIR as calculated at initial recognition. A cash flow shortfall is the
difference between the cash flows that are due in accordance with the contract and the cash flows expected
to be received.

The Group calculates ECL using the following three components:

. exposure at default (EAD),
. probability of default (PD), and
. loss given default (LGD).
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Exposure at default (EAD)

EAD represents the expected exposure in the event of a default during the life of a financial instrument,
considering expected repayments, interest payments and accruals. EAD definition is differentiated for the
following categories: revolving and non-revolving exposures.

For non-revolving exposures the term is based on the contractual term of the exposure and both on-balance
sheet and off-balance sheet exposures are amortised in accordance with the principal contractual payment
schedule of each exposure. In case of revolving exposures, the projected EAD is the carrying value plus the
credit conversion factor applied on the undrawn amount. The credit conversion factor model is derived
based on empirical data from 2014 onwards.

In regards to the credit-impaired exposures, the EAD is equal to the on balance sheet amount as at the
reporting date.

Probability of default (PD)

PD represents the probability an exposure defaults and is calculated based on statistical rating models,
calculated per segment and taking into consideration each individual’s exposure rating as well as forward
looking information based on macroeconomic inputs.

For each exposure, lifetime PD represents the probability of default within the lifetime horizon and is based
on the underlying models of marginal probability of default through the cycle (MPD TTC), MPD individual,
MPD point in time, Marginal Probability of Paid-off (MPP) and the NPE overlay. In particular, the first
element, MPD TTC is constructed per segment, illustrating the probability of default status depending on
number of months since the origination date. The PD for each month since the origination date is calculated
under the condition that exposures survived until the prior month. The MPD individual is allocated to linked
individual exposures through a scaling factor constructed based on the current individual risk assessment,
which is represented by the Group’s PD per rating grade. MPD is adjusted to reflect the current and forward
looking information based on the macroeconomic inputs. The MPP Component is the curve that shows the
probability of full payment of a particular exposure based on specific period in months since the open date
of the exposure. MPP is estimated for each particular segment and depends on the contractual terms of the
exposure. Finally, the NPE overlay is an add-on factor that adjusts the definition of default of the underlying
models, such that it is aligned with the NPE definition. For revolving facilities where there is no contractual
survival maturity, one curve per segment is developed. The combination of these models gives rise to a PD
value for each month for the lifetime of the exposure.

The Company's internal rating process is summarised in Note 45.

Loss given default (LGD)

LGD represents an estimate of the loss if default occurs at a given time. It is usually expressed as a
percentage of the EAD. Two distinct paths are taken into consideration for the LGD parameter. The first one
is that of a cured facility where there is a full recovery thus no losses occur. In the second scenario, the
facility remains non-performing resulting into the Company proceeding with collateral liquidation actions. To
this end, the LGD model considers parameters such as historical loss and/or recovery rates as well as the
collateral value which is discounted to the present value determining the amount of the expected shortfall.
LGD rates are estimated for the Stage 1, Stage 2, Stage 3 and POCI segments of each asset class.

The structure of the LGD model considers the following:
. Curing where the probability of cure model was derived based on historical observations.
. Non-curing including cash recovery or realisation of collaterals either voluntarily i.e. debt for
asset swap or through forced sale, auctions and foreclosure and receivership.

A model monitoring process is followed for PD, EAD and LGD models, where model outputs are back-tested
against recent data points.
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2.19 Impairment of financial assets (continued)
2.19.4 Measurement of ECLs (continued)

Individually assessed loans

The individual assessment is performed not only for individually significant assets but also for other
exposures meeting specific criteria determined by Credit Risk Management. A risk based approach is used
on the selection criteria of the individually assessed population such as NPE or forborne exposures above a
certain amount, decrease of a certain percentage on the yearly credit turnover and decrease of a certain
percentage on assigned collaterals. In 2020, in response to the COVID-19 pandemic, the selection criteria
included significant stage 1 exposures within highly impacted sectors by COVID-19 to assess potential
increase in credit risk and significant exposures transitioned to Stage 2 from Stage 1 to assess potential
indications for unlikeness to pay.

The ECL is calculated on an individually assessed basis and all relevant considerations of the expected
future cash flows are taken into account (for example, the business prospects for the customer, the
realisable value of collateral, the Group’s position relative to other claimants, the reliability of customer
information and the likely cost and duration of the work-out process).

Collectively assessed loans

All customer exposures that are not individually assessed are assessed on a collective basis. For the
purposes of calculating ECL, exposures are grouped into granular portfolios/segments with shared risk
characteristics. The granularity is based on different levels of segmentation which, among other factors
include customer type, exposure class and portfolio type. The granularity for the IFRS 9 segments is aligned
with the Internal Rating Based (IRB) segmentation of the CRR.

2.19.5 Scenarios and scenario weights

The Group uses reasonable and supportable information, including forward-looking information, in the
calculation of ECLs. ECLs are the unbiased probability-weighted credit losses determined by evaluating a
range of possible outcomes and considering future economic conditions. ECLs are calculated for three
macroeconomic scenarios, baseline, adverse and favourable and the output is the weighted average ECL
based on the assigned probability of each scenario (Note 45).

Macroeconomic scenarios impact both the probability of default (PD) and the loss given default (LGD).
Specifically, forward looking information is embedded in the PDs based on regression equations derived on
the basis of historical data. Using statistical analysis, the most significant macro-variables have been
selected in order to predict accurately the expected default rates. In regards to the LGD, the forward
looking information is incorporated via the property indices for the relevant categories of properties
(housing, commercial, industrial). In particular, for each collateral a forward looking projection of the
realisable value is calculated before discounting back to reporting date to quantify the expected cash
shortfall.

Each macroeconomic scenario used in the expected credit loss calculation includes a projection of all
relevant macroeconomic variables used in the models for a five year period, subsequently reverting to
projections of long-run growth averages based on estimates of potential growth.

Regarding the scenario weights, these are determined using probability theory and severity analysis.
Historical data for GDP growth (1980-2021) is analysed and a frequency distribution is produced. From that
distribution probabilities are derived for all possible outcomes assuming a normal distribution pattern for
the data. Cyprus’ historical growth data exhibit high volatility and the resulting distribution is positively
skewed. However, the distribution tends to normal as outliers are excluded. Deviations of actual outcomes
from the mean are calculated in terms of standard deviation ratios, and severity is higher at higher
deviation ratios. Probabilities are calculated using confidence intervals. The baseline scenario is defined over
the range of values that correspond to 50% probability of equidistant deviations around the mean of the
historical distribution. The adverse scenario is defined over the range of values to the left of the distribution
that correspond to 25% probability. And the favourable scenario is defined over the range of values to the
right of the distribution that correspond to the remaining 25% probability. These benchmark probability
points (50%, 25% and 25%), are decided using severity analysis which incorporates the average and
standard deviation of the distribution.
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2.19 Impairment of financial assets (continued)
2.19.5 Scenarios and scenario weights (continued)

The macroeconomic forecasts for the baseline, favourable and adverse scenarios as well as the
corresponding weights, are determined by the Economic Research Department of Bank of Cyprus. This
process utilises a variety of external actual and forecast information (International Monetary Fund (IMF),
European Commission and other). The resulting scenarios and weights are reviewed and proposed by the
CRO and are submitted to the Provisions Committee for its endorsement.

Qualitative adjustments or overlays are occasionally made when inputs calculated do not capture all the
characteristics of the market at the reporting date. Overlays performed are set out in Note 5.2.

2.19.6 ECL measurement period

The period for which expected credit losses are determined (either for 12-month or lifetime ECL) is based
on the stage classification of the facility and its contractual life. For non-revolving exposures the expected
lifetime is the period from the reporting date to the termination date of the facility. For irrevocable loan
commitments and financial guarantee contracts, the measurement period is determined similar to the
period of the revolving facilities.

For revolving facilities, credit cards and corporate and retail overdrafts the Company has the right to cancel
and/or reduce the facilities with two months’ notice. The Company does not limit its exposure to credit
losses to the contractual notice period, but instead a behavioural maturity model is utilised where each
revolving facility is assigned an expected time period to termination.

2.19.7 Purchased or originated credit impaired financial assets (POCI)

POCI financial assets are recorded at fair value on initial recognition. ECLs are only recognised or released
to the extent that there is a subsequent change in the lifetime expected credit losses. For POCI financial
assets, the Group only recognises the cumulative changes in lifetime ECL since initial recognition in the loss
allowance. POCI remain a separate category until derecognition.

2.20 Write-offs

The Group reduces the gross carrying amount of a financial asset when there is no reasonable expectation
of recovering it. In such case, financial assets are written off either partially or in full. Write off refers to
both contractual and non-contractual write offs. A non-contractual write-off is defined as the accounting
reduction of a debt, without waiving the legal claim against the debtor. The Company continues to seek
recovery of the debt (e.g. restructuring arrangements, debt for assets swaps, full settlement, etc.) and the
amount written off for financial assets that are still subject to enforcement activity.

Indicative conditions for writing off part or the full amount of the exposure include, but are not limited to,
the following list of criteria. The criteria are applicable to both contractual and non-contractual write offs
and are not by default applicable to all cases, as individual assessment and judgement is required in order
to evaluate each case on its own merits.

e Cases which are close to realisation of a security or collateral may be deemed necessary to be
considered for write-off. With regards to such financial assets on which the security or collateral has
not yet been realised (but may be close to agreement or other arrangement for realising), the
Company forms a reasonable expectation of future cash flows which would also take into account the
collateral’s realisable value.

e When the Company ceases all collection and debt enforcement actions, such remaining debt can be
assessed for write-off. However, debt can be written-off even while collection and enforcement
activities are proceeding.

e Debtor status is another indicator for assessment for write-off, for example, the debtor’s insolvency
status, or whether the debtor is deceased or cannot be traced. While such loans may already be
impaired, the Company might be unable to form a reasonable expectation of future cash flows.
Nevertheless, the Company takes all the legally available steps to recover the debt, where
appropriate.

e Customers with exposures with significant number of days past due, provided that all other efforts
for restructuring are exhausted and the exposure or part of the exposure is deemed as
unrecoverable / uncollectable, are also assessed for write-off.
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2.20 Write-offs (continued)
Write-offs are subject to the Groups internal governance process for review and approval.

Write-offs and partial write-offs represent derecognition/partial derecognition events. If the amount of
write-off is greater than the amount of accumulated loss allowance, the difference is first treated as an
addition to the allowance that is then applied against the gross carrying amount. Recoveries in part or in
full, of amounts previously written-off are credited to the consolidated income statement in ‘Credit losses to
cover credit risk on loans and advances to customers’.

2.21 Financial guarantees, letters of credit and undrawn loan commitments

The Group issues financial guarantees to its customers, consisting of letters of credit, letters of guarantee
and acceptances. Financial guarantees are initially recognised at fair value being the premium received, and
presented on the consolidated balance sheet within ‘Accruals, deferred income, other liabilities and other
provisions’. Subsequently, the Group’s liability under each guarantee is measured at the higher of: (a) the
amount initially recognised reduced by the cumulative amortised premium which is periodically recognised
in the consolidated income statement in ‘Fee and commission income’ in accordance with the terms of the
guarantee, and (b) the amount of ECL provision.

ECL resulting from financial guarantees is recorded in ‘Credit losses to cover credit risk on loans and
advances to customers’. The balance of the liability for financial guarantees that remains is recognised in
‘Fee and commission income’ in the consolidated income statement when the guarantee is fulfilled,
cancelled or expired.

Undrawn loan commitments and letters of credit are commitments under which, over the duration of the
commitment the Group is required to provide a loan with pre-specified terms to the customer.
Corresponding ECLs are presented within ‘Accruals, deferred income, other liabilities and other provisions’
on the Group’s balance sheet except in the case of loan commitments where ECL on the loan commitment is
recognised together with the loss allowance of the relevant on balance-sheet exposure as the Group cannot
separately identify the ECL on the loan commitment from those on the on-balance sheet exposure
component. ECL relating to loan commitments and letters of credit is recorded in ‘Credit losses to cover
credit risk on loans and advances to customers’ in the consolidated income statement.

When a customer draws on a commitment, the resulting loan is presented within (i) financial assets at fair
value held for trading, consistent with the associated derivative loan commitment, (ii) financial assets at fair
value not held for trading, following loan commitments designated at FVPL or (iii) loans and advances to
customers, when the associated loan commitment is not fair valued through profit or loss.

2,22 Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated balance
sheet if there is a currently enforceable legal right to offset the recognised amounts and there is an
intention to settle on a net basis, or to realise the asset and settle the liability simultaneously. The legally
enforceable right must not be contingent on future events and must be enforceable in the normal course of
business and in the event of default, insolvency or bankruptcy of either party.

2.23 Hedge accounting

The Group elected, as a policy choice permitted by IFRS 9, to continue to apply hedge accounting in
accordance with IAS 39. The Group implements the amended IFRS 7 hedge disclosure requirements.

The Group uses derivative financial instruments to hedge exposures to interest rate and foreign exchange
risks and in the case of the hedge of net investments, the Group uses also non-derivative financial liabilities.
The Group applies hedge accounting for transactions which meet the specified criteria.

At inception of the hedging relationship, the Group formally documents the relationship between the hedged
item and the hedging instrument, including the nature of the risk and the objective and strategy for
undertaking the hedge. The method that will be used to assess the effectiveness, both at the inception and
at ongoing basis, of the hedging relationship also forms part of the Group’s documentation.
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At inception of the hedging relationship and at each hedge effectiveness assessment date, a formal
assessment is undertaken to ensure that the hedging relationship is highly effective regarding the offsetting
of the changes in fair value or the cash flows attributable to the hedged risk. A hedge is regarded as highly
effective if the changes in fair value or cash flows attributable to the hedged risk of the hedging instrument
and the hedged item during the period for which the hedge is designated, are expected to offset in a range
of 80% to 125%. In the case of cash flow hedges where the hedged item is a forecast transaction, the
Group assesses whether the transaction is highly probable and presents an exposure to variations in cash
flows that could ultimately affect the consolidated income statement.

Disclosures required under the Interest Rate Benchmark Reform are provided in Note 21.
2.23.1 Fair value hedges

In the case of fair value hedges that meet the criteria for hedge accounting, the change in the fair value of a
hedging instrument is recognised in the consolidated income statement in ‘Net gains on financial instrument
transactions and disposal/dissolution of subsidiaries and associates’. The change in the fair value of the
hedged item attributable to the risk hedged is recorded as part of the carrying value of the hedged item and
is also recognised in the consolidated income statement in ‘Net gains on financial instrument transactions
and disposal/dissolution of subsidiaries and associates’.

If the hedging instrument expires or is sold, terminated or exercised, or where the hedge no longer meets
the criteria for hedge accounting, the hedging relationship is discontinued prospectively. For hedged items
recorded at amortised cost, the difference between the carrying value of the hedged item on termination
and the face value is amortised to the consolidated income statement, over the remaining term of the
original hedge. If the hedged item is derecognised, the unamortised fair value adjustment is recognised
immediately in the consolidated income statement.

2.23.2 Cash flow hedges

In the case of cash flow hedges that meet the criteria for hedge accounting, the effective portion of the gain
or loss on the hedging instrument is recognised directly in other comprehensive income in the ‘Cash flow
hedge reserve’. The ineffective portion of the gain or loss on the hedging instrument is recognised in ‘Net
gains on financial instrument transactions and disposal/dissolution of subsidiaries and associates’ in the
consolidated income statement.

When the hedged cash flows affect the consolidated income statement, the gain or loss previously
recognised in the ‘Cash flow hedge reserve’ is transferred to the consolidated income statement.

2.23.3 Hedges of net investments in foreign operations

Hedges of net investments in overseas branches or subsidiaries are accounted for in a way similar to cash
flow hedges. Gains or losses on the hedging instrument relating to the effective portion of the hedge are
recognised in other comprehensive income, while gains or losses relating to the ineffective portion are
recognised in ‘Net foreign exchange gains’ in the consolidated income statement.

On disposal or liquidation of an overseas branch or subsidiary, the cumulative gains or losses recognised in
other comprehensive income are transferred in the consolidated income statement within the 'Net gains on
financial instrument transactions and disposal/dissolution of subsidiaries and associates'.

2.24 Cash and cash equivalents
Cash and cash equivalents for the purposes of the consolidated statement of cash flows consist of cash,
non-obligatory balances with central banks, loans and advances to banks and other securities that are

readily convertible into known amounts of cash and are repayable within three months of the date of their
acquisition.
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2.25 Insurance business

The Group undertakes both life insurance and non-life insurance business and issues insurance and
investment contracts. An insurance contract is a contract under which one party (the insurer) accepts
significant insurance risk from another party (the policyholder) by agreeing to compensate the policyholder
if a specified uncertain future event (the insured event) adversely affects the policyholder.

Once a contract has been classified as an insurance contract, it remains an insurance contract until expiry or
until all the rights and obligations under the contract have been fulfilled, even if the insurance risk has been
significantly reduced during its term.

Investment contracts are those contracts that transfer financial risk. Investment contracts can, however, be
reclassified as insurance contracts after inception if insurance risk becomes significant.

2.25.1 Life insurance business

Premium income from unit-linked insurance contracts is recognised when received and when the units have
been allocated to policyholders. Premium income from non-linked insurance contracts is recognised when
due, in accordance with the terms of the relevant insurance contracts.

Fees and other expenses chargeable to the long-term assurance funds in accordance with the terms of the
relevant insurance contracts, as well as the cost of death cover, are recognised in a manner consistent with
the recognition of the relevant insurance premiums.

Claims are recorded as an expense when they are incurred. Life insurance contract liabilities are determined
on the basis of an actuarial valuation and for unit-linked insurance contracts they include the fair value of
units allocated to policyholders on a contract by contract basis.

2.25.2 Life insurance in-force business

The Group recognises as an intangible asset the value of in-force business in respect of life insurance
contracts. The asset represents the present value of the shareholders’ interest in the profits expected to
emerge from those contracts written at the reporting date, using appropriate economic and actuarial
assumptions, similar to the calculation of the respective life insurance contract liabilities. The change in the
present value is determined on a post-tax basis. For presentation purposes, the change in value is grossed
up at the underlying rate of tax.

2.25.3 Non-life insurance business

Premiums are recognised in the consolidated income statement in the period in which insurance cover is
provided. Unearned premiums relating to the period of risk after the reporting date are deferred to be
earned in subsequent reporting periods.

An increase in liabilities arising from claims is made for the estimated cost of claims notified but not settled
and claims incurred but not notified at the reporting date. The increase in liabilities for the cost of claims
notified but not settled is made on a case by case basis after taking into consideration all known facts, the
cost of claims that have recently been settled and assumptions regarding the future development of
outstanding cases. Similar statistical techniques are used to determine the increase in liabilities for claims
incurred but not notified at the reporting date.

2.25.4 Investment contracts

Income from investment contracts is recognised when received and when the units have been allocated to
policyholders.

2.25.5 Liability adequacy test
At each reporting date, liability adequacy tests are performed to ensure the adequacy of insurance contract
liabilities. In performing these tests, current best estimates of discounted future contractual cash flows and

claims, expenses and investment returns are used. Any deficiency is charged to the consolidated income
statement.
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2.26 Repurchase and reverse repurchase agreements

Securities sold under agreements to repurchase (repos) at a specific future date are not derecognised from
the consolidated balance sheet. The corresponding cash received, including accrued interest, is recognised
on the consolidated balance sheet as ‘Repurchase agreements’, reflecting its economic substance as a loan
to the Group. The difference between the sale price and repurchase price is treated as interest expense and
is accrued over the life of the agreement using the effective interest rate method. The investments pledged
as security for the repurchase agreements can be sold or repledged by the counterparty. When the
counterparty has the right to sell or repledge the securities, the Group reclassifies those securities in its
consolidated balance sheet to ‘Investments pledged as collateral’.

Securities purchased under agreements to resell (reverse repos) at a specific future date, are recorded as
reverse repo transactions. The difference between the purchase and the resale price is treated as interest
income and is accrued over the life of the agreement using the effective interest rate method.

2.27 Leases - The Group as lessee

The Group recognises right of use assets (RoU assets) and lease liabilities for contracts that convey the
right to control the use of an identified asset for a period of time in exchange for consideration.

The Group has the right to direct the use of an identified asset throughout the period of use when it has the
right to direct how and for what purpose the asset is used and has the right to change the purpose,
throughout the period of use (i.e. the decision-making rights that most significantly affect the economic
benefits that can be derived from the use of the underlying asset). Essentially, this right permits the Group
to change its decisions throughout the contract term without approval from the lessor.

The lease liabilities are initially measured at the present value of the future lease payments, discounted at
the lessee’s incremental borrowing rate (IBR) given that the interest rate implicit in the lease cannot be
readily determined. Subsequently, the lease liability is adjusted for interest and lease payments, as well as
the impact of lease modifications. Interest is computed by unwinding the present value of the lease liability
and charged to the consolidated income statement within 'Interest expense'.

RoU assets are measured at cost, less any accumulated depreciation and impairment losses, and adjusted
for any remeasurement of lease liabilities. The cost of the RoU asset comprises the amount of the initial
measurement of the lease liability, initial direct costs and the provision for restoration costs, adjusted for
any related prepaid or accrued lease payments previously recognised. Depreciation is computed on a
straight line basis up to the end of the lease term, and recognised in the consolidated income statement
within 'Other operating expenses'. RoU assets are subject to impairment under IAS 36.

The Group elected to use the recognition exemption for lease contracts that, at the commencement date,
have a lease term of 12 months or less and do not contain a purchase option (‘short term leases’), and
lease contracts for which the underlying asset is of low value (‘low value assets’). Payments associated with
short term leases and leases of low value assets are recognised on a straight line basis as an expense in the
consolidated income statement.

Leases are monitored for significant changes that could trigger a change in the lease term and at the end of
each reporting period the impact on the lease liability and the RoU asset is reassessed. Lease liability is
remeasured if there is a change in future lease payments, a change in the lease term, or as appropriate, a
change in the assessment of whether an extension option is reasonably certain to be exercised or a
termination option is reasonably certain not to be exercised. When the lease liability is remeasured, a
corresponding adjustment is made to the RoU asset and/or profit or loss, as appropriate.

The lease term is calculated as the non-cancellable term of the lease, together with any periods covered by
an option to extend the lease (if reasonably certain to be exercised), or any periods covered by an option to
terminate the lease (if reasonably certain not to be exercised). The assessment of whether the Group is
reasonably certain to exercise such options impacts the lease term, which significantly affects the amount of
lease liabilities and RoU assets recognised. Judgement is used in calculating the lease term, as further
disclosed in Note 5.13.

Lease payments generally include fixed payments and variable payments that depend on an index (such as
an inflation index).
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2.27 Leases - The Group as lessee (continued)

Variable lease payments that are determined by reference to an index or a rate are taken into account in
the lease liability only when there is a change in the cash flows resulting from a change in the reference
index or rate. In cases where the lease contract includes a term relating to increase in the lease payment
based on variable lease payments, this increase is applied on the lease when it becomes effective (when the
actual cash outflow occurs). The assessment is performed at each reporting date. In cases where the lease
contract includes a term with fixed increments in the lease payments, the increase is accounted for in the
initial recognition of lease liability.

When a lease contains an extension or termination option that the Group considers reasonably certain to be
exercised, the expected lease payments or costs of termination are included within the lease payments in
determining the lease liability.

2.28 Property and equipment

Owner-occupied property is property held by the Group for use in the supply of services or for
administrative purposes. Investment property is property held by the Group to earn rentals and/or for
capital appreciation, as further disclosed in Note 2.29. If a property of the Group includes a portion that is
owner-occupied and another portion that is held to earn rentals or for capital appreciation, the classification
is based on whether or not these portions can be sold separately. Otherwise, the whole property is
classified as owner-occupied property unless the owner-occupied portion is insignificant. The classification
of property is reviewed on a regular basis to account for major changes in its use.

Owner-occupied property is initially measured at cost and subsequently measured at fair value less
accumulated depreciation and impairment. Valuations are carried out periodically between 3 to 5 years,
(but more frequent revaluations may be performed where there are significant and volatile movement in
values), by independent, qualified valuers or by the internal qualified valuers of the Group applying a
valuation model recommended by the internationally accepted valuation standards. Depreciation is
calculated on the revalued amount less the estimated residual value of each building on a straight line basis
over its estimated useful life. Gain or losses from revaluations are recognised in other comprehensive
income in ‘Property revaluation reserve'.

The ‘Property revaluation reserve’ includes revaluation of property initially used by the Group for its
operations which was subsequently transferred to ‘Investment properties’ and/or 'Stock of property'. Useful
life is in the range of 30 to 67 years. Freehold land is not depreciated. On disposal of freehold land and
buildings, the relevant revaluation reserve balance is transferred to ‘Retained earnings’.

The cost of adapting/improving leasehold property is amortised over 5 years.

Equipment is measured at cost less accumulated depreciation. Depreciation of equipment is calculated on a
straight line basis over its estimated useful life of 5 to 10 years.

RoU assets recognised as property are measured at cost less accumulated depreciation and adjusted for
certain re-measurements of lease liabilities. Depreciation of the recognised RoU assets is calculated on a
straight line basis over the lease term, as further disclosed in Note 2.27.

At the reporting date, when events or changes in circumstances indicate that the carrying value may not be

recovered, property and equipment is assessed for impairment. Where the recoverable amount is less than
the carrying amount, property and equipment is written down to its recoverable amount.

80



BANK OF CYPRUS GROUP Annual Financial Report 2021
Notes to the Consolidated Financial Statements

2. Summary of significant accounting policies (continued)
2.29 Investment properties

Investment properties comprise land and buildings that are not occupied for use by, or in the operations of
the Group, nor for sale in the ordinary course of business, but are held primarily to earn rental income
and/or for capital appreciation. Additionally, leased properties which are acquired in exchange for debt and
are leased out under operating leases are also usually classified as 'Investment properties'.

Investment properties are measured initially at cost, including transaction costs. Subsequent to initial
recognition, investment properties are measured at fair value as at the reporting date. Gains or losses
arising from changes in the fair values of investment properties are included in ‘Net gains/(losses) from
revaluation and disposal of investment properties’ in the consolidated income statement. Valuations are
carried out by independent, qualified valuers or by the Group's internal qualified valuers.

Transfers are made to (or from) investment property only when there is a change in use. For a transfer
from owner-occupied property to investment property, the Group accounts for such property in accordance
with the policy described in Note 2.28 ‘Property and equipment’ up to the date of change in use. For a
transfer from investment property to stock of property, the property’'s deemed cost for subsequent
accounting is its fair value at the date of change in use.
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2.30 Stock of property

The Group in its normal course of business acquires properties in exchange of debt, which are held either
directly by the Company or by entities set up and controlled by the Group for the sole purpose of managing
these properties with an intention to be disposed of. These properties are recognised in the Consolidated
Financial Statements as ‘Stock of property’, reflecting the substance of these transactions.

Stock of property is initially measured at cost and subsequently measured at the lower of cost and net
realisable value. Net realisable value is the estimated selling price, less the estimated costs necessary to
make the sale.

If net realisable value is below the cost of the stock of property, impairment is recognised in ‘Impairment of
non-financial assets’ in the consolidated income statement.

2.31 Non-current assets held for sale and discontinued operations

The Group classifies non-current assets and disposal groups as held for sale if their carrying amounts will be
recovered principally through a sale or distribution rather than through continuing use.

The condition for such classification is regarded as met only when the sale is highly probable and the asset
or disposal group is available for immediate sale in its present condition. Actions required to complete the
sale should indicate that it is unlikely that significant changes to the plan will be made or that the plan will
be withdrawn. Management must be committed to the sale, which should be expected to qualify for
recognition as a completed sale within one year from the date of classification.

Such non-current assets and disposal groups held for sale are measured at the lower of their carrying
amount and fair value less costs to sell, except for those assets and liabilities that are not within the scope
of the measurement requirements of IFRS 5 ‘Non-current assets held for sale and discontinued operations’
such as deferred taxes, financial instruments, investment properties measured at fair value, insurance
contracts and assets and liabilities arising from employee benefits. These are measured in accordance with
the Group’s relevant accounting policies described elsewhere in this note.

Immediately before the initial classification as held for sale, the carrying amount of the asset (or assets and
liabilities in the disposal group) is measured in accordance with applicable IFRSs. On subsequent
remeasurement of a disposal group, the carrying amounts of the assets and liabilities noted above that are
not within the scope of the measurement requirements of IFRS 5 are remeasured in accordance with
applicable IFRSs before the fair value less costs to sell of the disposal group is determined.

If fair value less costs to sell of the disposal group is below the aggregate carrying amount of all of the
assets and liabilities included in the disposal group, the disposal group is written down. The impairment loss
is recognised in the consolidated income statement for the year. Where an impairment loss is recognised
(or reversed) for a disposal group, it is allocated between the scoped-in non-current assets using the order
of allocation set out in IAS 36 and no element of the adjustment is allocated to the other assets and
liabilities of the disposal group. In case that the carrying amount of scoped-in non-current assets is less
than the amount by which a disposal group’s carrying amount exceeds its fair value less costs to sell, the
excess is not recognised.

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

Assets and liabilities classified as held for sale are presented separately in the consolidated balance sheet.

A disposal group qualifies as a discontinued operation if an entity or a component of an entity has been
disposed of or is classified as held for sale and a) represents a separate major line of business or
geographical area of operations, b) is part of a single co-ordinated plan to dispose of a separate major line
of business or geographical area of operations, or c) is a subsidiary acquired exclusively with a view to
resale. Net profit/loss from discontinued operations includes the net total of operating profit and loss before
tax from discontinued operations (including net gain or loss on sale before tax and gain or loss on
measurement to fair value less cost to sell of a disposal group constituting a discontinued operation) and
discontinued operations tax expense.
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2.31 Non-current assets held for sale and discontinued operations (continued)

Discontinued operations are excluded from the results of continuing operations and are presented as a
single amount, as profit or loss after tax from discontinued operations in the consolidated income
statement.

2.32 Intangible assets

Intangible assets include among others computer software (including internally developed software) and
acquired insurance portfolio customer lists. Intangible assets acquired separately are measured on initial
recognition at cost. The cost of intangible assets acquired in a business combination is their fair value as at
the date of acquisition. The Group recognises an intangible asset that arises from development or the
development phase of an internal project if, and only if, it can demonstrate all of the following:
1) The technical feasibility of completing the intangible asset so that it will be available for use or sale;
2) Its intention to complete the intangible asset and use or sell it;
3) Its ability to use or sell the intangible asset;
4) How the intangible asset will generate probable future economic benefits;
5) The availability of adequate technical, financial and other resources to complete the development and
to use or sell the intangible asset; and
6) Its ability to reliably measure the expenditure attributable to the intangible asset during its
development.

The expenditures arising on research or the research phase of an internal project are expensed as incurred.
Research expenditure cannot be subsequently capitalised.

Following initial recognition, intangible assets are carried at cost less any accumulated amortisation and any
accumulated impairment losses.

Amortisation is calculated on a straight line basis over the estimated useful life of the assets which is 3 to 8
years for computer software, including computer software development costs. For the accounting policy of
in-force life insurance business, refer to Note 2.25.2.

Intangible assets are reviewed for impairment when events relating to changes in circumstances indicate
that the carrying value may not be recoverable. If the carrying amount exceeds the recoverable amount
then the intangible assets are written down to their recoverable amount.

2.33 Share capital
Ordinary shares are classified as equity.

Any difference between the issue price of share capital and the nominal value is recognised as share
premium. The costs incurred attributable to the issue of share capital are deducted from equity.

2.34 Other equity instruments

An instrument is an equity instrument if the instrument includes no contractual obligation to deliver cash or
another financial asset to another entity, or to exchange financial assets or financial liabilities with another
entity under conditions that are potentially unfavourable to the issuer.

Other equity instruments are recorded at their residual amount and are not subject to any re-measurement
after initial recognition. The cost incurred attributable to the issue of other equity instruments is deducted
from retained earnings. Any subsequent write-down or write-up results to a credit or debit in retained
earnings respectively. Coupon payments are recorded directly in retained earnings.

2.35 Treasury shares
Own equity instruments which are acquired by the Company or by any of its subsidiaries are presented as
treasury shares at their acquisition cost. Treasury shares are deducted from equity until they are cancelled

or reissued. No gain or loss is recognised in the consolidated income statement on the purchase, sale, issue
or cancellation of the Company’s own equity shares.
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2.36 Provisions for pending litigation, claims, regulatory and other matters

Provisions for pending litigation, claims, regulatory and other matters against the Group are made when:
(a) there is a present obligation (legal or constructive) arising from past events, (b) the settlement of the
obligation is expected to result in an outflow of resources embodying economic benefits, and (c) a reliable
estimate of the amount of the obligation can be made.

2.37 Comparative information

Comparative information was restated in relation to the presentation of Credit risk concentration of loans
and advances to customers as detailed in Notes 45.2, 45.3, 45.4, 45.7 and 45.11. In addition, comparative
information was restated in relation to the presentation of segmental analysis as detailed in Note 6.

3. Going concern

The Directors have made an assessment of the Group’s ability to continue as a going concern for a period of
12 months from the date of approval of these Consolidated Financial Statements.

The Directors have concluded that there are no material uncertainties which would cast significant doubt
over the ability of the Group, BOCH and the Company to continue to operate as a going concern for a period
of 12 months from the date of approval of these Consolidated Financial Statements.

In making this assessment, the Directors have considered a wide range of information relating to present
and future conditions, including projections of profitability, cash flows, capital requirements and capital
resources, taking also into consideration, the Group’s Financial Plan approved by the Board in February
2022 (the ‘Plan’) and the operating environment (as set out in Section ‘Operating Environment’ in the
Directors Report). The Group has sensitised its projection to cater for downside scenarios and has used
conservative economic inputs to develop its medium term strategy. The Group is working towards
materialising its Plan.

Capital

The Directors and Management have considered the Group’s forecasted capital position, including the
potential impact of a deterioration in economic conditions. The Group has developed capital projections
under base and adverse scenario and the Directors believe that the Group has sufficient capital to meet its
regulatory capital requirements throughout the period of assessment.

Funding and liquidity
The Directors and Management have considered the Group’s funding and liquidity position and are satisfied
that the Group has sufficient funding and liquidity throughout the period of assessment. The Group
continues to hold a significant liquidity buffer at 31 December 2021 that can be easily and readily monetised
in a period of stress.

4. Economic and geopolitical environment

As a result of the pandemic, the market environment within which the Group operates has continued to
evolve in 2021. Throughout 2021, measures adopted to contain the COVID-19 virus, included certain
business closures, social restrictions and social distancing, which have had an impact on the current
financial and operational performance of the Group. However, the economic performance and outlook has
continued to improve with the lifting of economic restrictions in 2021. The low interest rate environment
continues to impact the profitability of the overall financial sector in which the Group operates having a
resultant impact on the Group’s net interest income. The Group assessed the financial impacts of the
economic environment through the Group’s planning process and believes it is reasonably well positioned to
withstand any volatility from a resurgence of the virus or other economic events, particularly given the
Group’s continued management of its financial position through NPE reduction and capital management.
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The potential impacts from the Russian invasion of Ukraine remain uncertain, including but not limited to,
on economic conditions, asset valuations, interest rate expectations and exchange rates. The extent of
these impacts on the Group is unclear at this stage. Although the Group’s direct exposure to the region is
limited, the invasion of Russia to Ukraine could result in prolonged/elevated geopolitical instability, trade
restrictions, disruptions to global supply chains, increases in energy prices with flow-on global inflationary
impacts, and a potential adverse impact on markets and a downturn in the global economy. Beginning in
February 2022, the EU, UK and the U.S., in a coordinated effort joined by several other countries, imposed
a variety of new sanctions with respect to certain regions of Ukraine, Russia and various Russia-related
parties as a result of these escalating tensions and Russia’s invasion of Ukraine, which may have an impact
on the Group’s business and operations as well as impact the regional and global economic environment.
Secondary effects of these developments, for example the cost and sufficiency of energy supplies in Europe
and the economic impact of various scenarios, are hard to predict and could be significant.

5. Significant and other judgements, estimates and assumptions

The preparation of the Consolidated Financial Statements requires the Company’s Board of Directors and
management to make judgements, estimates and assumptions that can have a material impact on the
amounts recognised in the Consolidated Financial Statements and the accompanying disclosures, as well as
the disclosures of contingent liabilities. Uncertainty about these assumptions and estimates could result in
outcomes that require a material adjustment to the carrying amount of assets or liabilities affecting future
periods.

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting
date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities are described below. The Group based its assumptions and estimates on parameters available
when the Consolidated Financial Statements were prepared. Existing circumstances and assumptions about
future developments may, however, change due to market changes or circumstances beyond the control of
the Group. Such changes are reflected in the assumptions when they occur.

The most significant judgements, estimates and assumptions relate to the classification of financial
instruments and the calculation of expected credit losses (ECL), the estimation of the net realisable value of
stock of property and the provisions for pending litigation, claims, regulatory and other matters, which are
presented in Notes 5.1 to 5.4 below. Other judgements, estimates and assumptions are disclosed further
below in Notes 5.5 to 5.13.

5.1 Classification of financial assets

The Group exercises judgement upon determining the classification of its financial assets, which relate to
business models and future cash flows.

Judgement is also required to determine the appropriate level at which the assessment of business models
needs to be performed. In general, the assessment for the classification of financial assets into the business
models is performed at the level of each business line. Further, the Group exercises judgement in
determining the effect of sales of financial instruments on its business model assessment.

The Group also applies judgement upon considering whether contractual features including interest rate
could significantly affect future cash flows. Furthermore, judgement is required when assessing whether
compensation paid or received on early termination of lending arrangements results in cash flows that are
not SPPI.

5.2 Calculation of expected credit losses

The calculation of ECL requires management to apply significant judgement and make estimates and
assumptions, involving significant uncertainty at the time these are made. Changes to these estimates and
assumptions can result in significant changes to the timing and amount of ECL to be recognised. The
Group’s calculations are outputs of models, of underlying assumptions on the choice of variable inputs and
their interdependencies.

It has been the Group’s policy to regularly renew its models in the context of actual loss experience and
adjust when necessary.

Elements of ECL models that are considered accounting judgements and estimates include:
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5.2 Calculation of expected credit losses (continued)

Assessment of significant increase in credit risk (SICR)

IFRS 9 does not include a definition of significant increase in credit risk. The Group assesses whether
significant increase in credit risk has occurred since initial recognition using predominantly quantitative and
in certain cases qualitative information. The determination of the relevant thresholds to determine whether
a significant increase in credit risk has occurred, is based on statistical metrics and could be subject to
management judgement. The relevant thresholds are set, monitored and updated on a yearly basis by the
Risk Management Division and endorsed by the Group Provisions Committee.

Determining the probability of default (PD) at initial recognition requires management estimates in
particular cases. Specifically in the case of exposures existing prior to the adoption of IFRS 9, a
retrospective calculation of the PD is made in order to quantify the risk of each exposure at the time of the
initial recognition. In certain cases estimates about the date of initial recognition might be required.

For the retail portfolio, the Group uses a PD at origination incorporating behavioural information (score
cards) whereas, for the corporate portfolio, the Group uses the internal credit rating information. For
revolving facilities, management estimates are required with respect to the life-time and hence a
behavioural maturity model is utilised assigning an expected maturity based on product and customer
behaviour.

Scenarios and macroeconomic factors

The Group determines the ECL, which is a probability weighted amount, by evaluating a range of possible
outcomes. Management uses forward looking scenarios and assesses the suitability of weights used. These
are based on management’s assumptions taking into account macroeconomic, market and other factors.
Changes in these assumptions and in other external factors could significantly impact ECL. Macroeconomic
inputs and weights per scenario are monitored by the Economic Research Department and are based on
internal model analysis after considering external market data supplemented by expert judgement.

Economic activity recovered strongly in 2021, driven by domestic demand in the first half of 2021 and by
external demand in the second half of 2021 reflecting a strong recovery in tourist activity in the period.
Government support to businesses and households remained substantial in the year and inflation
accelerated in the second half of 2021. The unemployment rate remained largely unchanged from the
previous year. Over the medium term, prospects remain positive aided also by the Recovery and Resilience
Fund of Next Generation EU. The Next Generation EU is a significant initiative. Its purpose is ultimately
about the future, to help fund the key investments that will be needed for the green and digital transitions,
and so enhance the potential and economic resilience of member states. Structural reform is an integral
part of this process, and ultimately a critical factor that will determine the effectiveness of the investments.
The bulk of the funds will be released in 2022-2024 depending on the strict implementation of reform
priorities agreed with the EU. These include increasing the efficiency of public and local administrations,
improving the government of state-owned enterprises, reducing further the levels of non-performing loans
in the banking sector, improving the efficiency of the judicial system and accelerating anti-corruption
reforms.

There have been distinct improvements in Cyprus’ risk profile, but substantial risks remain in terms of the
domestic operating environment, as well as the external environment on which it depends. Cyprus’ overall
country risk is a combination of sovereign, currency, banking, political and economic structure risk,
including external developments with substantial potential impact on the domestic economy. The large
stock of public debt weighs heavily on Cyprus’ sovereign credit risk. In the banking sector, despite
significant progress since the financial crisis of 2012-2014, risks remain elevated and non-performing loans
were 15.2% of gross loans at the end of October 2021 compared to a Euro area average of just over 2%.
Cyprus has a large and relatively undiversified export base. While the current account deficit will be
narrowing as exports services recover in the medium term, it will remain sizable. Tourism will continue to
be impacted by COVID-19 in the EU. Parliament is fragmented and majorities for passing legislation
including reforms may be difficult to form. The monetary policy of the European Central Bank can change
abruptly if inflation pressures persist. The extent of the crisis in Ukraine can lead in elevated tensions for a
considerable period of time. Given that the banking sector has linkages with business and professional
services with Russia and that Russia has become a major market for Cypriot tourism, adverse events and
developments in the Russian economy may potentially have an impact on the Cyprus economy.

For the ECL, the Group updated its forward looking scenarios, factoring in updated macroeconomic

assumptions and other monetary and fiscal developments at the national and the EU level based on
developments and events as at the reporting date, i.e. 31 December 2021.
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5.2 Calculation of expected credit losses (continued)

The tables below indicate the most significant macroeconomic variables as well as the scenarios used by the
Group as at 31 December 2021 and 2020 respectively. The Group uses three different economic scenarios
in the calculation of default probabilities and provisions. The Group has used the 30-50-20 probability
structure for the adverse, base and favourable scenarios respectively compared to the 25-50-25 structure
derived using the method described in Note 2.19.5. This reflects the management's view of specific
characteristics of the Cyprus economy that render it more vulnerable to external and internal shocks.
Despite the more positive outlook for 2022 and the continued recovery, given the added uncertainties and
downside risks in the global economy as well as the local economy, especially in view of inflation
uncertainties and added geopolitical risks, management decided to maintain an elevated weight on the
adverse scenario.

The economy continues to face financial and macroeconomic risks, including a high public debt ratio and a
relatively high level of NPEs that together maintain elevated vulnerabilities and limit the policy reaction
space thus sustaining conditions, which can lead to a deeper recession in response to shocks than under
normal times.

In the banking sector, non-performing loans dropped sharply from about 48% of gross loans at the end of
2014 to 15.2% of gross loans at the end of October 2021 but compare unfavourably to a Euro area average
of just over 2%. However, adverse developments such as real estate sector shocks that can emanate for
instance from a prolonged COVID-19 pandemic, or post COVID-19 permanent shifts in travel and hospitality
preferences, can lead to a rapid increase in the creation of non-performing loans and weaken bank balance
sheets.

These factors and the overall risk profile discussed in the previous section, including economic structure risk
given a very large external sector and high concentration to geographical areas render the economy more
susceptible to external shocks and weaken its resilience. This may, in management's view, not be fully
captured in the weights as calculated using the method described in Note 2.19.5. Hence management has
decided to keep the weight of the adverse scenario to 30%, and correspondingly keep a reduced weight of
the favourable scenario to 20%.

31 December 2021

Consumer RICS House
Unemployment

. Weight Real GDP Price Index Price Index
Year Scenario % (% change) rate (% of (average (average

9 labour force) % changge) % changge)
2022 Adverse 30.0 -0.4 7.6 0.5 -3.7
Baseline 50.0 4.3 6.5 2.2 2.6
Favourable 20.0 4.5 5.8 3.0 3.1
2023 Adverse 30.0 0.1 7.7 1.6 -1.0
Baseline 50.0 3.3 6.4 1.6 3.3
Favourable 20.0 3.3 5.8 1.6 4.0
2024 Adverse 30.0 1.8 7.6 1.8 3.0
Baseline 50.0 3.0 6.2 1.8 3.1
Favourable 20.0 3.2 5.7 1.8 3.2
2025 Adverse 30.0 2.4 7.2 1.9 3.3
Baseline 50.0 2.9 5.8 1.9 3.0
Favourable 20.0 3.0 5.5 1.9 2.9
2026 Adverse 30.0 3.0 6.7 1.8 3.2
Baseline 50.0 2.7 5.3 1.8 2.7
Favourable 20.0 2.6 5.1 1.8 3.1
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5.2 Calculation of expected credit losses (continued)
31 December 2020

Consumer RICS House
Unemployment

. Weight Real GDP Price Index Price Index
Year Scenario % (% change) rate (% of (average (average

9 labour force) % changge) % changge)
2021 Adverse 30.0 -0.6 9.6 -2.2 -4.0
Baseline 50.0 4.0 7.4 -0.8 -2.3
Favourable 20.0 4.8 6.4 -0.1 -0.8
2022 Adverse 30.0 4.3 8.7 -1.1 -2.3
Baseline 50.0 3.9 6.2 0.8 0.3
Favourable 20.0 4.4 5.8 1.4 2.4
2023 Adverse 30.0 4.0 7.4 0.3 2.5
Baseline 50.0 3.4 5.7 1.4 4.1
Favourable 20.0 3.5 5.6 1.4 5.2
2024 Adverse 30.0 3.5 6.7 0.8 5.3
Baseline 50.0 3.0 5.7 1.6 5.3
Favourable 20.0 3.0 5.6 1.6 5.9
2025 Adverse 30.0 2.7 6.6 1.5 5.8
Baseline 50.0 2.7 5.7 1.9 5.5
Favourable 20.0 2.7 5.5 2.0 6.1

The adverse scenarios may outpace the base and favourable scenarios after the initial shock has been
adjusted to and the economy starts to expand from a lower base. Thus, in the adverse scenario GDP will
follow a growth trajectory that will ultimately equal and surpass the baseline before converging. Property
prices are determined by multiple factors with GDP growth featuring prominently. However, the relationship
between GDP growth and property prices entails a lag. Thus, property prices will initially adjust less steeply
than GDP, and will start to accelerate after the recovery in GDP has been entrenched. After this point,
property prices will accelerate and will match and surpass the pace in the baseline scenario, before finally
converging.

The baseline scenario was updated for 31 December 2021 reporting, considering available information and
relevant developments until then, and is described next. Economic activity recovered strongly in 2021 aided
by continuing fiscal stimulus supporting jobs and businesses, and by aggressive monetary expansion from
the ECB. Real GDP increased by 5.5% in 2021 and is projected to rise by 4.1% in 2022 according to the
winter forecasts of the European Commission. Consumer price inflation averaged 2.4% in 2021 but
accelerated sharply in the second half of the year. Inflation is expected to remain elevated in the first half of
2022 and start to ease from the second half of 2022. The unemployment rate will continue to drop steadily
in the medium term. Property prices will continue to rise modestly in 2022 as domestic demand for housing
picks up.

The adverse scenario is consistent with assumptions for the COVID-19 related disruptions under the
baseline scenario but to a higher degree of severity, and with negative influences from new sanctions
against Russia over developments in the Ukraine crisis as estimated at the time of the projections for 31
December 2021. The Cypriot economy relies on services, particularly on tourism. This makes the economy
more exposed than other countries to travel restrictions and quarantine measures that have been adopted
in Cyprus and abroad due to COVID-19. Developments with Russia over the Ukrainian crisis and subsequent
sanctions, lead to negative implications for tourism travel, investment flows and energy prices. The hit to
the Cyprus economy from falling external demand for travel and tourism services and the knock-on effects
to related sectors will be significantly more severe than under the baseline scenario. Real GDP is expected
to contract mildly in 2022, under the adverse scenario, by 0.4%. Economic recovery will remain weak in the
medium term. In the labour market the unemployment rate will remain stuck near the 2021 levels and even
rise modestly in the medium term before dropping again. Property prices will be affected more steeply and
drop by about 3.7% in 2022 and by 1% in 2023 before recovering from 2024 onwards.
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5.2 Calculation of expected credit losses (continued)

Since 1 January 2018, the Group has reassessed the key economic variables used in the ECL models
consistent with the implementation of IFRS 9. The Group uses actual values for the input variables. These
values are sourced from the Cyprus Statistical Service, the Eurostat, the Central Bank of Cyprus for the
residential property price index, and the European Central Bank for interest rates. Interest rates are also
sourced from Bloomberg. In the case of property prices the Group additionally uses data from the Royal
Institute of Chartered Surveyors. For the forward reference period, the Group uses the forecast values for
the same variables, as prepared by the Bank’s Economic Research Department. The results of the internal
forecast exercises are consistent with publicly available forecasts from official sources including the
European Commission, the International Monetary Fund, the European Central Bank and the Ministry of
Finance of the Republic of Cyprus.

Qualitative adjustments or overlays are occasionally made when inputs calculated do not capture all the
characteristics of the market. These are reviewed and adjusted, if considered necessary, by the Risk
Management Division and endorsed by the Group Provisions Committee. Qualitative adjustments or
overlays were applied to the positive future property value growth to restrict the level of future property
price growth to 0% for all scenarios for loans and advances to customers which are secured by property
collaterals.

The RICS indices, which are considered for the purposes of determining the real estate collateral value on
realisation date have been used as the basis to estimate updated market values of properties supplemented
by management judgement where necessary given the difficulty in differentiating between short term
impacts and long term structural changes and the shortage of market evidence for comparison purposes
and are capped to 0% in case of any future projected increase, whereas any future projected decrease is
taken into account.

For Stage 3 customers, the calculation of individually assessed provisions is the weighted average of three
scenarios: base, adverse and favourable. The base scenario focuses on the following variables, which are
based on the specific facts and circumstances of each customer: the operational cash flows, the timing of
recovery of collaterals and the haircuts from the realisation of collateral. The base scenario is used to derive
additional either more favourable or more adverse scenarios. Under the adverse scenario operational cash
flows are decreased by 50%, applied haircuts on real estate collateral are increased by 50% and the timing
of recovery of collaterals is increased by 1 year with reference to the baseline scenario, whereas under the
favourable scenario applied haircuts are decreased by 5%, with no change in the recovery period with
reference to the baseline scenario. Assumptions used in estimating expected future cash flows (including
cash flows that may result from the realisation of collateral) reflect current and expected future economic
conditions and are generally consistent with those used in the Stage 3 collectively assessed exposures.

For collectively assessed customers the calculation is also the weighted average of three scenarios: base,
adverse and favourable.

Assessment of loss given default (LGD)
A factor for the estimation of loss given default (LGD) is the timing and net recoverable amount from
repossession or realisation of collaterals which mainly comprise real estate assets.

Assumptions have been made about the future changes in property values, as well as the timing for the
realisation of collateral, taxes and expenses on the repossession and subsequent sale of the collateral as
well as any other applicable haircuts. Indexation has been used as the basis to estimate updated market
values of properties supplemented by management judgement where necessary given the difficulty in
differentiating between short term impacts and long term structural changes and the shortage of market
evidence for comparison purposes. Assumptions were made on the basis of a macroeconomic scenario for
future changes in property prices, and these are capped to zero for all scenarios, in case of any future
projected increase, whereas any future projected decrease is taken into consideration.

At 31 December 2021 the weighted average haircut (including liquidity haircut and selling expenses) used in
the collectively assessed provisions calculation for loans and advances to customers is approximately 32%
under the baseline scenario (2020: approximately 32%) excluding those classified as held for sale.

The timing of recovery from real estate collaterals used in the collectively assessed provisions calculation for

loans and advances to customers has been estimated to be on average seven years under the baseline
scenario (2020: average of seven years), excluding those classified as held for sale.
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5.2 Calculation of expected credit losses (continued)

For the calculation of individually assessed provisions, the timing of recovery of collaterals as well as the
haircuts used are based on the specific facts and circumstances of each case. For specific cases judgement
may also be exercised over staging during the individual assessment including cases where no specific
model has been developed.

The above assumptions are also influenced by the ongoing regulatory dialogue the Group maintains with its
lead regulator, the ECB, and other regulatory guidance and interpretations issued by various regulatory and
industry bodies such as the ECB and the EBA, which provide guidance and expectations as to relevant
definitions and the treatment/classification of certain parameters/assumptions used in the estimation of
provisions.

Any changes in these assumptions or a variance between assumptions made and actual results could result
in significant changes in the amount of required credit losses of loans and advances to customers.

Expected lifetime of revolving facilities

The expected lifetime of revolving facilities is based on a behavioural maturity model for revolving facilities
based on the Company's available historical data, where an expected maturity for each revolving facility
based on the customer's profile is assigned.

The credit conversion factor model for revolving products was calibrated in the fourth quarter of 2021, to
include additional data points covering the period up to moratorium and in order to be aligned with the
behavioural maturity model for revolving facilities. The impact on the ECL for the year ended 31 December
2021 was a release of ECL of €1,790 thousand.

Modelling adjustments

Forward looking models have been developed for ECL parameters PD, EAD, LGD for all portfolios and
segments sharing similar characteristics. Model validation (initial and periodic) is performed by the
independent validation unit within the Risk Management Division and involves assessment of a model under
both quantitative (i.e. stability and performance) and qualitative terms. The frequency and level of rigour of
model validation is commensurate to the overall use, complexity and materiality of the models, (i.e. risk
tiering). In certain cases, judgement is exercised in the form of management overlay by applying
adjustments on the modelled parameters. Governance of these models lies with the Risk Management
Division, where a strong governance process is in place around the determination of the impairment
measurement methodology including inputs, assumptions and overlays. Any management overlays are
prepared by the Risk Management Division, endorsed by the Provisions Committee and approved by the
joint Risk and Audit Committee.

ECL allowances also include off-balance sheet credit exposures represented by guarantees given and by
irrevocable commitments to disburse funds. Off-balance sheet credit exposures of the individually assessed
assets require assumptions on the probability, timing and amount of cash outflows. For the collectively
assessed off-balance sheet credit exposures, the allowance for provisions is calculated using the Credit
Conversion Factor (CCF) model.

During the third quarter of 2021, cure model recalibration was performed mainly to address the low
default/cure environment observed in the recent period prior to moratorium and investigate the considered
model development period such that is retains the through the cycle nature of the model. The calibration
was performed on the most recent changes in definition of default introduced in January 2021 and had an
ECL impact of €28 million for the year ended 31 December 2021.

Overlays in the context of COVID-19

Following the COVID-19 pandemic, the Group considered the complexities of governmental support
programmes and regulatory guidance on treatment of customer payment breaks by the ECL models. In this
context, management has considered the data and measurement limitations arising from the extraordinary
impact of COVID-19 and addressed them through management overlays in relation to the significant credit
risk deterioration, behavioural ratings and PD. The majority of COVID-19 related management overlays
applied in 2020 and up to the first six months of 2021 were removed in the third quarter of 2021 following
the availability of recent financial information (such as financial statements) and continuing signs of
recovery in 2021 (such as the repaying percentage of moratorium customers nine months after the end of
moratorium).
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5.2 Calculation of expected credit losses (continued)

SICR adjustment

Following an assessment performed for SICR for customers that had taken up the moratorium in 2020, a
management overlay was applied, in order to capture any bias introduced in the customer’s credit ratings
by defining collective rules that can assess Stage 1 and Stage 2 misclassified customers, due to skewed
outlook of the idiosyncratic risk. The exercise carried out compared the observed with the expected
score/rating (adjusted for the days past due and arrears elements that did not apply during the moratorium
period so as to assess if any customers exhibit severe deterioration/improvement). Additionally, stricter
customers' credit ratings thresholds have been applied for customers in the hotels and catering industry
sector. A staging overlay was then applied on these customers in order to classify them accordingly to
Stage 2. At 31 December 2021, this overlay continued to apply only for the customers in the hotel and
catering industry. The impact of this overlay resulted in a transfer of loans of €42 million from Stage 1 to
Stage 2 and maintaining the classification of €28 million loans in Stage 2 had an impact on the ECL of €91
thousand and €383 thousand respectively for the year ended 31 December 2021. The removal of this
overlay from the remaining exposures resulted in a transfer of €109 million exposures from Stage 2 to
Stage 1 and an ECL reversal of €0.4 million for the year ended 31 December 2021.

Given the data available since the expiry of the moratorium, any exposures that were assessed as having
experienced a SICR in 2020 and were classified to Stage 2 following overlays performed (other than the
overlay described in the previous paragraph), were allowed to return to Stage 1, if no SICR was identified
by the models. The removal of this overlay led to a transfer back to Stage 1 of €424 million exposures,
resulting in the release of ECL of €2 million for the year ended 31 December 2021.

Additionally, exposures that did not participate in the 2020 moratorium but were identified as having
experienced a SICR during 2020 and therefore transferred to Stage 2 were allowed to migrate back to
Stage 1 if they did not exhibit a SICR as at 30 June 2021. This overlay has been removed and led to a
transfer back to Stage 1 of €186 million exposures, resulting in an ECL release of €1 million for the year
ended 31 December 2021.

Probability of default and behavioural ratings adjustment

A PD overlay maintained from 2020 in order to avoid extreme values in the model predictions whilst
ensuring that the moratorium will not cause a timeline misalignment between the model-projected and
observed 2021 defaults was removed during the third quarter of 2021. This overlay had an isolated ECL
impact of €11 million in 2020 and a corresponding ECL release upon its removal during the year ended 31
December 2021.

The PD overlay applied in 2020 relating to behavioural ratings, where a prudent logic was applied in order
to prevent any moratorium-biased rating to reflect an improved asset quality, was removed in 2021. This
overlay did not allow any moratorium facilities to have improved ratings when compared to their
corresponding February 2020 rating and resulted in an ECL increase of €5 million during 2020. The overlay
was removed during the first quarter of 2021 and resulted in an ECL release of €5 million for the year ended
31 December 2021.

Portfolio segmentation

The individual assessment is performed not only for individually significant assets but also for other
exposures meeting specific criteria determined by management. The selection criteria for the individually
assessed exposures are based on management judgement and are reviewed on a quarterly basis by the
Risk Management Division and are adjusted or enhanced, if deemed necessary. During 2020, in response to
the COVID-19 pandemic, the selection criteria were expanded to include significant Stage 1 exposures
within highly impacted sectors to assess potential increase in credit risk and significant exposures which
transitioned from Stage 1 to Stage 2 to assess potential indications for unlikeliness to pay. These expanded
selection criteria were also applied in the year ended 31 December 2021.

Further details on impairment allowances and related credit information are set out in Note 45.
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5. Significant and other judgements, estimates and assumptions (continued)
5.3 Stock of property - estimation of net realisable value

Stock of property is measured at the lower of cost and net realisable value. The net realisable value is
determined through valuation techniques, requiring significant judgement, which take into account all
available reference points, such as expert valuation reports, current market conditions, the holding period of
the asset, applying an appropriate illiquidity discount where considered necessary, and any other relevant
parameters. Selling expenses are deducted from the realisable value. Depending on the value of the
underlying asset and available market information, the determination of costs to sell may require
professional judgement which involves a high degree of uncertainty due to the relatively low level of market
activity.

More details on the stock of property are presented in Note 27.
5.4 Provisions for pending litigation, claims, regulatory and other matters

The accounting policy for provisions for pending litigation, claims, regulatory and other matters is described
in Note 2.36. Judgement is required in determining whether a present obligation exists and in estimating
the probability, timing and amount of any outflows. Provisions for pending litigation, claims, regulatory and
other matters usually require a higher degree of judgement than other types of provisions. It is expected
that the Group will continue to have a material exposure to litigation and regulatory proceedings and
investigations relating to legacy issues in the medium term. The matters for which the Group determines
that the probability of a future loss is more than remote will change from time to time, as will the matters
as to which a reliable estimate can be made and the possible loss for such matters can be estimated. Actual
results may prove to be significantly higher or lower than the estimated possible loss in those matters,
where an estimate was made. In addition, loss may be incurred in matters with respect to which the Group
believed the probability of loss was remote.

For a detailed description of the nature of uncertainties and assumptions and the effect on the amount and
timing of pending litigation, claims, regulatory and other matters refer to Note 39.

5.5 Tax

The Group, other than in Cyprus, is subject to tax in the countries that it has run-down operations mainly in
Greece, Russia and Romania. Estimates are required in determining the provision for taxes at the reporting
date. The Group recognises income tax liabilities for transactions and assessments whose tax treatment is
uncertain. Where the final tax is different from the amounts initially recognised in the consolidated income
statement, such differences will impact the income tax expense, the tax liabilities and deferred tax assets or
liabilities of the period in which the final tax is agreed with the relevant tax authorities.

Deferred tax assets

In the absence of a specific accounting standard dedicated to the accounting of the asset that arose
pursuant to amendments in the Income Tax Law effected in March 2019 which provides for the
recoverability of tax assets arising from transfer of tax losses following resolution of a credit institution,
within the framework of 'The Resolution of Credit and Other Institutions', to be guaranteed (Note 17), the
Company had exercised judgement in applying the guidance of IAS 12 in accounting for this asset item as
the most relevant available standard. On the basis of this guidance, the Company had determined that this
asset should be accounted for on the basis of IAS 12 principles relating to deferred tax assets.

For further details on such deferred tax assets refer to Note 17.
5.6 Fair value of investments and derivatives

The best evidence of fair value is a quoted price in an actively traded market. If the market for a financial
instrument is not active, a valuation technique is used. The majority of valuation techniques employed by
the Group use only observable market data and so the reliability of the fair value measurement is relatively
high.

However, certain financial instruments are valued on the basis of valuation techniques that feature one or
more significant inputs that are not observable. Valuation techniques that rely on non-observable inputs
require a higher level of management judgement to calculate a fair value than those based wholly on
observable inputs.
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5. Significant and other judgements, estimates and assumptions (continued)
5.6 Fair value of investments and derivatives (continued)

Valuation techniques used to calculate fair values include comparisons with similar financial instruments for
which market observable prices exist, discounted cash flow analysis and other valuation techniques
commonly used by market participants. Valuation techniques incorporate assumptions that other market
participants would use in their valuations, including assumptions about interest rate yield curves, exchange
rates, volatilities and default rates. When valuing instruments by reference to comparable instruments,
management takes into account the maturity, structure and rating of the instrument with which the position
held is being compared.

The Group only uses models with unobservable inputs for the valuation of certain unquoted equity
investments. In these cases, estimates are made to reflect uncertainties in fair values resulting from a lack
of market data inputs, for example, as a result of illiquidity in the market. Inputs into valuations based on
unobservable data are inherently uncertain because there is little or no current market data available from
which to determine the level at which an arm’s length transaction would occur under normal business
conditions. Unobservable inputs are determined based on the best information available.

Further details on the fair value of assets and liabilities are disclosed in Note 22.
5.7 Retirement benefits

The cost of defined benefit pension plans is determined using actuarial valuations. The actuarial valuations
involve making assumptions about discount rates, the expected rate of return on plan assets, future salary
increases, mortality rates as well as future pension increases where necessary. The Group’s management
sets these assumptions based on market expectations at the reporting date using its best estimates for
each parameter covering the period over which the obligations are to be settled. In determining the
appropriate discount rate, management considers the yield curve of high quality corporate bonds. In
determining other assumptions, a certain degree of judgement is required. Future salary increases are
based on expected future inflation rates for the specific country plus a margin to reflect the best possible
estimate relating to parameters such as productivity, workforce maturity and promotions. The expected
return on plan assets is based on the composition of each fund’s plan assets, estimating a different rate of
return for each asset class. Estimates of future inflation rates on salaries and expected rates of return of
plan assets represent management’s best estimates for these variables. These estimates are derived after
consultation with the Group’s advisors, and involve a degree of judgement. Due to the long-term nature of
these plans, such estimates are inherently uncertain.

Further details on retirement benefits are disclosed in Note 14.
5.8 Non-life insurance business

The Group is engaged in the provision of non-life insurance services. Risks under these policies usually
cover a period of 12 months.

The liabilities for outstanding claims arising from insurance contracts issued by the Group are calculated
based on case estimates using facts known at the reporting date. With time, these estimates are
reconsidered and any adjustments are recognised in the financial statements of the period in which they
arise.

The principal assumptions underlying the estimates for each claim are based on experience and market
trends taking into consideration claims handling costs. Other external factors that may affect the estimate
of claims, such as recent court rulings and the introduction of new legislation, are also taken into account.

Provision is also made for claims incurred but not reported (IBNR) by the reporting date. Past experience as
to the number and amount of claims reported after the reporting date is taken into consideration in
estimating the IBNR provision.

Insurance contract liabilities are sensitive to changes in the above key assumptions. The sensitivity of
certain assumptions, such as the introduction of new legislation and the rulings of certain court cases, are
very difficult to quantify. Furthermore, the delays that arise between the occurrence of a claim and its
subsequent notification and eventual settlement increase the uncertainty existing at the reporting date.

Further information on non-life insurance business is disclosed in Note 12.
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5. Significant and other judgements, estimates and assumptions (continued)
5.9 Life insurance business

The Group is engaged in the provision of life insurance services. Whole life insurance plans (life plans) are
unit-linked contracts associated with assets where the amount payable in the case of death is the greater of
the sum insured and the value of investment units. Simple insurance or temporary term plans (term plans)
relate to fixed term duration plans for protection against death. In case of death within the coverage period,
the insured sum will be paid. Endowment insurance (investment plans/mortgage plans/horizon plans) refer
to specific duration plans linked to investments, to create capital through systematic investment in
association with death insurance coverage whereby the higher of the sum insured and the value of
investment units is payable on death within the contract term.

Further information on life insurance business is disclosed in Note 12.
5.9.1 Value of in-force business

The value of the in-force business asset represents the present value of future profits expected to arise
from the portfolio of in-force life insurance. The valuation of this asset requires assumptions to be made
about future economic and operating conditions which are inherently uncertain and changes could
significantly affect the value attributed to these assets.

The methodology used and the key assumptions that have been made in determining the carrying value of
the in-force business asset at 31 December 2021, are set out in Note 26.

5.9.2 Insurance liabilities

The calculation of liabilities and the choice of assumptions regarding insurance contracts require the
management of the Group to make significant estimates.

The assumptions underlying the estimates for each claim are based on past experience, internal factors and
conditions, as well as external factors which reflect current market prices and other published information.
The assumptions and judgements are determined at the date of valuation of liabilities and are assessed
systematically so that the reliability and realistic position can be ensured.

Estimates for insurance contracts are made in two stages. Initially, at the start of the contract, the Group
determines the assumptions regarding future deaths, voluntary terminations, investment returns and
administration expenses. Subsequently, at each reporting date, an actuarial valuation is performed which
assesses whether liabilities are adequate according to the most recent estimates.

The assumptions with the greatest influence on the valuation of insurance liabilities are presented below:

Mortality and morbidity rates

Assumptions are based on standard international tables of mortality and morbidity, according to the type of
contract. In addition, a study is performed based on the actual experience (actual deaths) of the insurance
company for comparison purposes and if sufficient evidence exists which is statistically reliable, the results
are incorporated in these tables. An increase in mortality rates will lead to a larger expected number of
claims (or claims could occur sooner than anticipated), which will increase the expenditure and reduce
profits for shareholders.

Investment return and discount rate

The weighted average rate of return is derived based on assets that are assumed to back liabilities,
consistent with the long-term investment strategy of the Group. These estimates are based on current
market returns as well as expectations about future economic and financial developments. An increase in
investment returns would lead to an increase in profits for shareholders.

Management expenses

Assumptions are made for management fees and contract maintenance as well as for general expenses, and
are based on the actual costs of the Group. An assumption is also made for the rate of increase in expenses
in relation to the annual inflation rate. An increase in the level of expenses would reduce profits for
shareholders.
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5. Significant and other judgements, estimates and assumptions (continued)
5.9 Life insurance business (continued)
5.9.2 Insurance liabilities (continued)

Lapses

Every two years an analysis of contract termination rates is performed, using actual data from the insurance
company incorporation until the immediate preceding year. Rates vary according to the type and duration of
the plan. According to the insurance legislation of Cyprus, no assumption is made for policy termination
rates in the actuarial valuation.

Further details on insurance liabilities are disclosed in Note 32.
5.10 Exercise of significant influence

The Group determines whether it exercises significant influence on companies in which it has shareholdings
of less than 20% if other factors exist that demonstrate significant influence. In performing this assessment
it considers its representation in the Board of Directors which gives rise to voting rights of more than 20%
and participation in policy-making processes, including participation in decisions about dividends and other
distributions.

5.11 Classification of properties

The Group determines whether a property is classified as investment property or stock of property as
follows:

o Investment properties comprise land and buildings that are not occupied for use by, or in the
operations of the Group, nor for sale in the ordinary course of business, but are held primarily to
earn rental income and/or capital appreciation. These buildings are substantially rented to tenants
and not intended to be sold in the ordinary course of business. Additionally they comprise leased
properties which are acquired in exchange of debt and are leased out under operating leases.

o Stock of property comprises real estate assets held with an intention to be disposed of. This
principally relates to properties acquired through debt-for-property swaps and properties acquired
through the acquisition of certain operations of Laiki Bank in 2013 (except from those that are
leased out and are classified as investment properties).

5.12 Fair value of properties held for own use and investment properties

The Group’s accounting policy for property held for own use, as well as for investment property requires
that it is measured at fair value. In the case of property held for own use, valuations are carried out
periodically so that the carrying value is not materially different from the fair value, whereas in the case of
investment properties, the fair value is established at each reporting date. Valuations are carried out by
qualified valuers by applying valuation models recommended by the internationally accepted valuation
standards.

In arriving at their estimates of the fair values of properties, the valuers used their market knowledge and
professional judgement and did not rely solely on historical transactional comparable information, taking
into consideration that there is a greater degree of uncertainty than that which exists in a more active
market. Depending on the nature of the underlying asset and available market information, the
determination of the fair value of property may require the use of estimates such as future cash flows from
assets and discount rates applicable to those assets. All these estimates are based on local market
conditions existing at the reporting date.

Further information on inputs used is disclosed in Note 22.
5.13 Leases

Incremental Borrowing Rate (IBR)

The determination of an IBR term structure which is used in the measurement of the present value of the
future lease payments as described in Note 2.27, inherently involves significant judgement. The IBR used
was based on the Cyprus Government yield curve, with no further adjustment, as a fair proxy for the
Group’s secured borrowing cost, for a time horizon in accordance to the lease term. The sensitivity analysis
on the yield curve performed by the Company showed that the value of the lease liability and corresponding
RoU assets is relatively insensitive to changes in the IBR.
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5. Significant and other judgements, estimates and assumptions (continued)
Leases (continued)

Lease term

In determining the lease term, management considers all facts and circumstances that could make a
contract enforceable, such as the economics of the contract. The following assumptions were made for the
duration of lease term depending on the contract terms:

. For cancellable leases, an assessment was made at the initial application of the standard and
subsequently updated where considered appropriate, based on the horizon used in the Group’s
financial plan. The current medium term financial plan assessment is for a duration of 4 years.
The lease term was therefore based on an assessment of either 4 years (being the medium time
horizon) or 8 years (being an assessment of a longer time horizon).

. For non-cancellable leases, the lease term has been assessed to be the non-cancellable period.

. For leases with an option for renewal, the Group’s past practice regarding the period over which it
has typically used properties (whether leased or owned), and its economic reasons for doing so,
provide information that is helpful in assessing whether the lessee is reasonably certain to
exercise, or not to exercise, an option.

Low value assets
The Group has exercised judgement in determining the threshold of low value assets which was set at
€5,000.

Further details on the leases are disclosed in Note 43.
6. Segmental analysis

The Group’s activities are mainly concentrated in Cyprus. Cyprus operations are organised into operating
segments based on the line of business. As from 2021, the results of the overseas activities of the Group,
namely Greece, Romania and Russia, which were previously grouped together and presented into segment
‘Overseas’, are now presented within segment ‘Other’, given the size of these operations which are in a run-
down mode in the last years. Further, the results of certain small subsidiaries of the Group have been re-
allocated from segment ‘Other’ to different segments based on their key activities as to better align with
current management information. The impact of this alignment was not material to the presentation of the
individual segments results. Comparative information in analysis by business line, analysis of total revenue
and analysis of assets and liabilities were restated to account for these changes.

The operating segments are analysed below:

. The Corporate, Small and medium-sized enterprises and Retail business lines are managing loans
and advances to customers. Categorisation of loans per customer group is detailed below.
. Global corporate is managing loans and advances to customers within the large corporate

section, the Shipping centre, the International Corporate Lending, the International Syndicate
and Project Finance.

. Restructuring and recoveries is the specialised unit which was set up to tackle the Group’s loan
portfolio quality and manages exposures to borrowers in distress situation through innovative
solutions.

. International banking services specialises in the offering of banking services to the international

corporate and non-resident individuals, particularly international business companies whose
ownership and business activities lie outside Cyprus.

. Wealth management oversees the provision of private banking and wealth management, Market
execution and Custody along with Asset Management and Investment Banking. The business line
Wealth also includes subsidiary companies of the Group, whose activities relate to investment
banking and brokerage, investment holding and management, administration and safekeeping of
UCITS units.

. The Real Estate Management Unit manages properties acquired through debt-for-property swaps
and properties acquired through the acquisition of certain operations of Laiki Bank in 2013, and
executes exit strategies in order to monetise these assets. The business line REMU also includes
other subsidiary property companies of the Group.

. Treasury is responsible for liquidity management and for overseeing operations to ensure
compliance with internal and regulatory liquidity policies and provide direction as to the actions
to be taken regarding liquidity availability.

. The Insurance business line is involved in both life and non-life insurance business.
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6. Segmental analysis (continued)

. The business line 'Other' includes central functions of the Company such as finance, risk
management, compliance, legal, corporate affairs and human resources. These functions provide
services to the operating segments. 'Other' includes also other subsidiary companies in Cyprus
(excluding the insurance subsidiaries, property companies under REMU and subsidiary companies
under Wealth) as well as the overseas activities of the Group.

The Company broadly categorises its loans per customer group, using the following customer sectors:

. Retail - all physical person customers, regardless of the facility amount, and legal entities with
facilities from the Company of up to €260 thousand, excluding business property loans.
. SME - any company or group of companies (including personal and housing loans to the directors

or shareholders of a company) with facilities from the Company in the range of €260 thousand to
€6 million and a maximum annual credit turnover of €10 million.

. Corporate - any company or group of companies (including personal and housing loans to the
directors or shareholders of a company) with available credit lines with the Company in excess of
an aggregate principal amount of €6 million or having a minimum annual credit turnover of €10
million. These companies are either local-larger corporations or international companies or
companies in the shipping sector (lending also includes direct lending or through syndications).

Management monitors the operating results of each business segment separately for the purposes of
performance assessment and resource allocation. Segment performance is evaluated based on profit after
tax and non-controlling interests. Inter-segment transactions and balances are eliminated on consolidation
and are made on an arm’s length basis.

Operating segment disclosures are provided as presented to the Group Executive Committee.

Income and expenses associated with each business line are included for determining its performance.
Transfer pricing methodologies are applied between the business lines to present their results on an arm’s
length basis. Income and expenses incurred directly by the business lines are allocated to the business lines
as incurred. Indirect income and expenses are re-allocated from the central functions to the business lines.
For the purposes of the Cyprus analysis by business line, notional tax at the 12.5% Cyprus tax rate is
charged/credited to profit or loss before tax of each business line.

The loans and advances to customers, the customer deposits and the related income and expense are

generally included in the segment where the business is managed, instead of the segment where the
transaction is recorded.
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Analysis by business line

2021

Net interest income/(expense)

Net fee and commission income/(expense)
Net foreign exchange gains/(losses)

Net (losses)/gains on financial instrument transactions and on
disposal/dissolution of subsidiaries and associates

Insurance income net of claims and commissions
Net losses from revaluation and disposal of investment properties
Net gains on disposal of stock of property

Other income

Staff costs
Staff costs-voluntary exit plan and other termination benefits
Special levy on deposits and other levies/contributions

Other operating (expenses)/income (excluding advisory and other restructuring
costs)

Other operating expenses - advisory and other restructuring costs

Net gains/(losses) on derecognition of financial assets measured at amortised
cost

Credit (losses)/gains to cover credit risk on loans and advances to customers
Credit gains/(losses) of other financial instruments

Impairment net of reversals of non-financial assets

Share of profit from associates

Profit/(loss) before tax

Income tax

Profit/(loss) after tax

Non-controlling interests-profit

Profit/(loss) after tax attributable to the owners of the Company

Annual Financial Report 2021

Global Smmeadliluar"tr:ij Restructurin International Wealth
Corporate corporate sized Retail and recoveriegs banlfing management REMU Insurance  Treasury Other Total
enterprises services

€000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000
50,576 55,589 29,175 77,110 48,138 7,823 747 (3,445) (52) 22,273 8,682 296,616
14,634 9,048 9,465 45,537 13,041 54,782 5,592 (179) (7,616) 1,632 25,860 171,796
534 278 511 1,872 77 5,868 2,814 - - 4,035 514 16,503
- (113) - - (17,179) - (338) 6 (541) (6,797) 2,915 (22,047)
- - - - - - - - 60,871 - 173 61,044
- - - - - - - (2,674) 245 - 601 (1,828)
- - - - - - - 12,422 - - 874 13,296
5 5 12 502 52 3 347 5,874 63 - 7,968 14,831
65,749 64,807 39,163 125,021 44,129 68,476 9,162 12,004 52,970 21,143 47,587 550,211
(5,284) (3,009) (6,074) (60,775) (14,975) (12,731) (4,080) (3,972) (11,303) (1,526) (78,758) (202,487)
(842) (363) (1,470) (8,464) (1,911) (1,724) (79) (483) (1,113) (178) 481  (16,146)
(2,294) (1,165) (1,802) (23,197) (110) (7,095) (687) - - - - (36,350)
(18,225) (18,021) (16,838) (73,283) (23,874) (9,886) (3,921) (17,054) (9,077) (9,724) 53,232 (146,671)
- - - - (21,612) - - (1,201) - - (311) (23,124)
39,104 42,249 12,979 (40,698) (18,353) 37,040 395 (10,706) 31,477 9,715 22,231 125,433
4,363 2,108 1,058 304 (3,872) (104) 2 - - - - 3,859
1,382 (6,655) 1,967 12,880 (42,098) 804 (307) - - - (8,314) (40,341)
- - - - - - 7 (2,118) (8) 129 (3,813) (5,803)
- - - - - - - (47,062) - - (2,394) (49,456)
- - - - - - - - - - 137 137
44,849 37,702 16,004 (27,514) (64,323) 37,740 97 (59,886) 31,469 9,844 7,847 33,829
(5,606) (4,713) (2,000) 3,439 8,040 (4,717) (158) 7,255 (4,733) (1,230) 262 (4,161)
39,243 32,989 14,004 (24,075) (56,283) 33,023 (61) (52,631) 26,736 8,614 8,109 29,668
- - - - - - - - - - (2,168) (2,168)
39,243 32,989 14,004 (24,075) (56,283) 33,023 (61) (52,631) 26,736 8,614 5,941 27,500
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6. Segmental analysis (continued)

Analysis by business line (continued)

Global Sr?e?i?u?ﬁ? Restructurin International Wealth
Corporate corporate sized Retail and recoveriegs banlfing management REMU Insurance  Treasury Other Total
enterprises services

2020 (restated) €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000
Net interest income/(expense) 65,524 66,953 36,579 125,818 26,162 17,410 2,271  (15,075) (12) (183) 4,569 330,016
Net fee and commission income/(expense) 11,484 7,364 8,570 37,370 8,229 50,222 4,822 (174) (6,896) 1,735 21,948 144,674
Net foreign exchange gains/(losses) 622 220 540 1,856 105 5,686 2,919 - - 5,545 (958) 16,535
Net gains/(losses) on financial instrument transactions and on disposal/dissolution of
subsidiaries and associates - 3,966 - - (360) - 669 2 250 808  (3,614) 1,721
Insurance income net of claims and commissions - - - - - - - - 54,744 - 1,319 56,063
Net (losses)/gains from revaluation and disposal of investment properties - - - - - - - (1,038) 292 - (753) (1,499)
Net gains on disposal of stock of property - - - - - - - 7,958 - - 231 8,189
Other income 3 3 12 133 118 2 361 8,716 175 - 5,434 14,957

77,633 78,506 45,701 165,177 34,254 73,320 11,042 389 48,553 7,905 28,176 570,656
Staff costs (5,070) (2,719) (5,766) (60,267) (15,929) (11,993) (4,237) (4,322) (9,939) (1,517) (73,468) (195,227)
Staff costs-voluntary exit plan and other termination benefits (149) (79) (400) (3,521) (1,021) (252) (30) (50) - (217) (106) (5,825)
Special levy on deposits and other levies/contributions (1,952) (1,241) (1,451) (18,769) (138) (6,111) (548) - - - (3,446) (33,656)
Other operating (expenses)/income (excluding advisory and other restructuring costs) (11,695) (8,214) (14,646) (77,840) (27,784) (13,332) (3,364) (8,913) (8,808) (12,211) 13,839 (172,968)
Other operating (expenses)/income - advisory and other restructuring costs - - (117) - (14,437) - - (1,106) - - 171 _ (15,489)

58,767 66,253 23,321 4,780 (25,055) 41,632 2,863 (14,002) 29,806 (6,040) (34,834) 147,491
Net (losses)/gains on derecognition of financial assets measured at amortised cost (460) 2,137 692 (916) 1,103 41 147 - - - 205 2,949
Credit (losses)/gains to cover credit risk on loans and advances to customers (8,669) (17,523) (1,096) (4,378) (228,980) (779) 496 - - - (14,151) (275,080)
Credit losses of other financial instruments - - - - - - (48) (412) (87) (3,625) (413) (4,585)
Impairment net of reversals of non-financial assets - - - - - - - (34,328) - - (3,258) (37,586)
Share of profit from associates - - - - - - - - - - 69 69
Profit/(loss) before tax 49,638 50,867 22,917 (514) (252,932) 40,894 3,458 (48,742) 29,719 (9,665) (52,382) (166,742)
Income tax (6,205) (6,358) (2,865) 64 31,616 (5,112) (678) 5,285 (4,379) 1,208 (20,496) (7,920)
Profit/(loss) after tax 43,433 44,509 20,052 (450) (221,316) 35,782 2,780 (43,457) 25,340 (8,457) (72,878) (174,662)
Non-controlling interests-losses - - - - - - - - - - 3,251 3,251
Profit/(loss) after tax attributable to the owners of the Company 43,433 44,509 20,052 (450) (221,316) 35,782 2,780 (43,457) 25,340 _ (8,457) (69,627) _(171,411)
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6. Segmental analysis (continued)

Analysis of total revenue

Total revenue includes net interest income, net fee and commission income, net foreign exchange gains, net gains/(losses) on financial instrument
transactions, insurance income net of claims and commissions, net gains/(losses) from revaluation and disposal of investment properties, net gains/(losses) on
disposal of stock of property and other income. There was no revenue deriving from transactions with a single external customer that amounted to 10% or
more of Group revenue.

Global Small and International

Corporate medium-sized Retail Restructurlpg banking Wealth REMU Insurance  Treasury Other Total
corporate ; and recoveries . management
enterprises services
2021 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000
Revenue from third parties 75,871 75,421 42,834 137,180 48,153 64,739 9,927 15,132 59,770 (25,756) 46,940 550,211
Inter-segment (expense)/revenue (10,122) (10,614) (3,671) (12,159) (4,024) 3,737 (765) (3,128) (6,800) 46,899 647 -
Total revenue 65,749 64,807 39,163 125,021 44,129 68,476 9,162 12,004 52,970 21,143 47,587 550,211
2020 (restated)
Revenue from third parties 79,822 84,858 44,666 130,841 83,940 58,921 9,625 14,792 48,078 (15,393) 30,506 570,656
Inter-segment (expense)/revenue (2,189) (6,352) 1,035 34,336 (49,686) 14,399 1,417 (14,403) 475 23,298 (2,330) -
Total revenue 77,633 78,506 45,701 165,177 34,254 73,320 11,042 389 48,553 7,905 28,176 570,656
Analysis of assets and liabilities
Small and ) International
Corporate Global medium-sized Retail Restructurlpg banking Wealth REMU Insurance Treasury Other Total
corporate ; and recoveries . management
enterprises services
2021 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000
Assets
Assets 2,012,908 2,139,025 1,036,958 4,011,930 703,926 134,596 73,512 1,282,342 1,023,678 11,412,964 1,582,956 25,414,795
Inter-segment assets - - - - - - (12,036) (16,240) (20,367) - (14,893) (63,536)
2,012,908 2,139,025 1,036,958 4,011,930 703,926 134,596 61,476 1,266,102 _1,003,311 11,412,964 _1,568,063 ,5 354 559
I ’
Assets between Cyprus and overseas operations (388,474)
Total assets —24,962,785
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6. Segmental analysis (continued)

Analysis of assets and liabilities (continued)

Global

Small and

Restructuring

International Wealth
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Corporate corporate medlum-§|zed Retail and recoveries banlflng management REMU Insurance Treasury Other Total
enterprises services
2020 (restated) €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000
Assets
Assets 1,918,726 2,043,938 1,079,633 3,798,897 1,354,964 132,900 62,716 1,552,685 935,705 7,736,802 1,364,650 21,981,616
Inter-segment assets - - - - - - (13,154) (16,751) (18,334) - (17,751) (65,990)
1,918,726 2,043,938 1,079,633 3,798,897 1,354,964 132,900 49,562 1,535,934 917,371 _7,736,802 _1,346,899 , 915626
e —— r ’
Assets between Cyprus and overseas operations (401,412)
Total assets —21,514,214
Small and . International
Corporate Global medium-sized Retail Restructurlrjg banking Wealth REMU Insurance Treasury Other Total
corporate ; and recoveries N management
enterprises services
2021 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000
Liabilities
Liabilities 1,117,148 631,002 866,860 11,051,397 45,994 3,500,183 335,587 13,359 826,816 4,162,943 785,518 23,336,807
Inter-segment liabilities - - - - - - - - - (63,536) - (63,536)
1,117,148 631,002 866,860 11,051,397 45,994 3,500,183 335,587 13,359 826,816 4,099,407 785,518 53 573271
y '
Liabilities between Cyprus and overseas operations (389,599)
Total liabilities M
2020 (restated)
Liabilities
Liabilities 1,037,430 607,467 832,576 10,525,819 58,389 3,180,061 309,518 6,394 747,410 1,721,601 880,927 19,907,592
Inter-segment liabilities - - - - - - - - - (65,990) - (65,990)
1,037,430 607,467 832,576 10,525,819 58,389 3,180,061 309,518 6,394 747,410 1,655,611 880,927 19 841602
r r
Liabilities between Cyprus and overseas operations (402,537)
Total liabilities 19,439,065

Segmental analysis of customer deposits and loans and advances to customers is presented in Notes 31 and 45.2 and 45.4 respectively.

101



BANK OF CYPRUS GROUP Annual Financial Report 2021

Notes to the Consolidated Financial Statements

6. Segmental analysis (continued)

Analysis of turnover for the BOC Group

2021 2020

€000 €000
Interest income and income similar to interest income 388,568 436,727
Fees and commission income 180,212 151,091
Net foreign exchange gains 16,503 16,535
Gross insurance premiums (Note 12) 190,432 176,706
Losses of investment properties and stock of properties (35,307) (30,903)
Other income 14,831 14,957
755,239 765,113

The analysis of 'Losses of investment properties and stock of properties' is provided in the table below:

2021 2020

€000 €000
Net losses from revaluation and disposal of investment properties (1,828) (1,499)
Net gains on disposal of stock of property (Note 27) 13,296 8,189
Impairment of stock of property (Note 16) (46,775) (37,593)
(35,307) (30,903)

Analysis of turnover for the Company

2021 2020

€000 €000
Interest income and income similar to interest income 415,136 462,584
Fees and commission income 168,808 141,247
Net foreign exchange gains 15,518 19,631
Losses of investment properties and stock of properties (13,967) 158
Dividend income 25,205 25,567
Other income 4,704 5,281
615,404 654,468

The analysis of 'Losses of investment properties and stock of properties is provided i the table below:

2021 2020
€000 €000
Net gains/(losses) from revaluation and disposal of investment properties 214 (1,043)
Net gains on disposal of stock of property 10,831 7,888
Impairment of stock of property (Note 14 of the Company Financial
Statements) (25,012) (6,687)
(13,967) 158
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7. Interest income and income similar to interest income

Interest income

2021 2020
€000 €000
Financial assets at amortised cost:
- Loans and advances to customers 309,299 355,395
- Loans and advances to banks and central banks 1,117 1,467
- Debt securities 7,574 10,710
- Other financial assets (Note 28) 5,335 -
Debt securities at FVOCI 12,528 16,319
Negative interest on funding from central banks 25,094 5,306
360,947 389,197
Income similar to interest income
2021 2020
€000 €000
Loans and advances to customers at FVPL 12,382 13,216
Derivative financial instruments 15,239 34,314
27,621 47,530
8. Interest expense and expense similar to interest expense
Interest expense
2021 2020
Financial liabilities at amortised cost: €000 €000
- Customer deposits 5,707 14,034
- Funding from central banks and deposits by banks 1,623 1,573
- Loan stock 27,390 23,329
- Repurchase agreements - 3,784
Negative interest on loans and advances to banks and balances with central
banks 31,919 18,782
Interest expense on lease liabilities (Note 43) 121 489
66,760 61,991
Expense similar to interest expense
2021 2020
€000 €000
Derivative financial instruments 25,192 44,720
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9. Fee and commission income and expense

Fee and commission income

2021 2020

€000 €000
Credit-related fees and commissions 46,445 40,782
Other banking commissions 96,325 81,105
Fees on servicing loans disposed of under Project Helix 2/Helix 7,009 2,170
Mutual funds and asset management fees 3,896 3,381
Brokerage commissions 1,029 966
Other commissions 25,508 22,687
180,212 151,091

Mutual funds and asset management fees relate to fiduciary and other similar activities.

Credit-related fees and commissions include commissions from credit card arrangements amounting to
€24,810 thousand (2020: €19,806 thousand). Other banking commissions include commissions from
payment orders amounting to €27,462 thousand (2020: €26,659 thousand) and account maintenance fees
of €23,388 thousand (2020: €20,089 thousand). Liquidity fee is also included within other banking
commissions.

Fee and commission expense

2021 2020

€000 €000
Banking commissions 8,013 5,848
Mutual funds and asset management fees 278 274
Brokerage commissions 125 295
8,416 6,417

10. Net foreign exchange gains
Net foreign exchange gains comprise of the conversion of monetary assets and liabilities in foreign currency

at the reporting date, realised exchange gains/(losses) from transactions in foreign currency settled during
the year and the revaluation of foreign exchange derivatives.
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11. Net (losses)/gains on financial instrument transactions and disposal/dissolution of
subsidiaries and associates

2021 2020
€000 €000
Trading portfolio:
- derivative financial instruments 132 (747)
Other investments at FVPL:
- debt securities 5,534 (3,779)
- mutual funds (829) 680
- equity securities 3,139 794
Net gains on disposal of FVOCI debt securities - 2,865
Net loss on early redemption of subordinated loan stock (Note 33) (12,558) -
Net (losses)/gains on loans and advances to customers at FVPL (Note 22) (17,292) 3,606
Revaluation of financial instruments designated as fair value hedges:
- hedging instruments (Note 21) 19,878 (5,205)
- hedged items (Note 21) (19,327) 5,760
Net losses on financial liabilities at FVPL - (34)
Loss on disposal/dissolution of subsidiaries and associates (724) (2,219)
(22,047) 1,721

In April 2021, the Company invited the holders of its €250 million unsecured and subordinated Tier 2
Capital Note (issued in January 2017) to tender it for purchase by the Company at a price of 105.5% plus
accrued interest. The Company received valid tenders for approximately €207 million in aggregate nominal
amount, all of which were accepted and subsequently repurchased a further €7 million in the open market.
As a result, the Company incurred a loss of €12,558 thousand, while at the same time forfeiting the
relevant obligation for future coupon payments. Further information is provided in Note 33.

The loss on disposal/dissolution of subsidiaries for 2021 relates mainly to the loss on the disposal of the
subsidiary Global Balanced Fund of Funds Salamis Variable Capital Investment Company PLC and to the loss
on the disposal of the subsidiary CLR Investment Fund Public Ltd (Note 51) and to the loss on the disposal
of the associate Apollo Global Equity Fund of Funds Variable Capital Investment Company PLC (Note 52).
The loss on disposal/dissolution of subsidiaries for 2020 mainly arises on the agreement signed between
the Group's life insurance subsidiary and NN Hellenic Life Insurance Company S.A. for the disposal of the
portfolio of the life insurance subsidiary's branch in Greece and the dissolution of the subsidiary Bank of
Cyprus (Channel Islands) Ltd.

12. Insurance income net of claims and commissions
2021 2020
Insurance Insurance
Claims and income net of Claims and income net of
Income L . Income . .
commissions claims and commissions claims and
commissions commissions
€000 €000 €000 €000 €000 €000
Life insurance
business 153,351 (124,354) 28,997 114,805 (87,544) 27,261
Non-life
insurance
business 52,510 (20,463) 32,047 51,605 (22,803) 28,802
205,861 (144,817) 61,044 166,410 (110,347) 56,063
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12,

Income
Gross premiums

Reinsurance premiums

Net premiums

Change in provision for unearned premiums
Total net earned premiums

Investment income and other income
Commissions from reinsurers and other
income

Change in value of in-force business before
tax (Note 26)

Claims and commissions

Gross payments to policyholders

Reinsurers' share of payments to
policyholders

Gross change in insurance contract liabilities
Reinsurers’ share of gross change in
insurance contract liabilities

Commissions paid to agents and other direct
selling costs

Insurance income net of claims and commissions (continued)
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2021 2020
Life Non-life Life Non-life
insurance insurance insurance insurance
€000 €000 €000 €000
113,171 77,261 101,740 74,966
(17,084) (35,311) (16,143) (33,749)
96,087 41,950 85,597 41,217
- (649) - -
96,087 41,301 85,597 41,217
45,766 - 12,594 -
7,784 11,209 7,071 10,388
149,637 52,510 105,262 51,605
3,714 - 9,543 -
153,351 52,510 114,805 51,605
2021 2020
Life Non-life e Non-life
. . Life insurance .
insurance insurance insurance
€000 €000 €000 €000
(51,101) (22,766) (49,464) (26,277)
4,970 8,858 4,455 10,857
(64,375) 1,171 (29,463) (2,605)
2,939 (1,833) 1,150 2,198
(16,787) (5,893) (14,222) (6,976)
(124,354) (20,463) (87,544) (22,803)

In addition to the above, the following income and expense items related to the insurance operations have
been recognised in the consolidated income statement:

2021 2020
Life Non-life Life Non-life
insurance insurance insurance insurance

€000 €000 €000 €000
Net (expense)/income from non-linked
insurance business assets (85) 205 (129) (34)
Net gains/(losses) on financial instrument
transactions and other non-linked insurance
business income 1,114 (535) (1,077) 836
Staff costs (6,357) (6,249) (5,312) (4,813)
Other operating expenses (6,851) (2,832) (6,934) (2,591)
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13. Other income
2021 2020
€000 €000
Dividend income 1,774 294
Profit/(loss) on sale and write-off of property and equipment and intangible
assets 7 (90)
Rental income from investment properties 4,630 5,720
Rental income from stock of property 357 835
Income from hotel, golf and leisure activities 2,539 2,121
Other income 5,524 6,077
14,831 14,957

The income from hotel, golf and leisure activities primarily relates to activities of subsidiaries acquired in
debt satisfaction as part of loan restructuring activity.

14. Staff costs
Staff costs
2021 2020
€000 €000
Salaries 160,605 156,263
Employer’s contributions to state social insurance 28,186 26,582
Retirement benefit plan costs 13,696 12,382
202,487 195,227
Restructuring costs - voluntary exit plans and other termination benefits 16,146 5,825
218,633 201,052

The number of persons employed by the Group as at 31 December 2021 was 3,438 and includes 49 persons
that have accepted the voluntary exit plan (VEP) and left the Group in early 2022 (2020: 3,573).

In December 2021, the Group completed a VEP, through which 102 of the Group’s full-time employees were
approved to leave at a total cost of €16,146 thousand. In December 2020, the Group proceeded with a
targeted voluntary exit plan for its employees in Cyprus, with a cost amounting to €5,825 thousand. In total
27 employees accepted the targeted voluntary exit plan and left the Group in early 2021.

In July 2021, the Company reached an agreement with the Cyprus Union of Bank employees for the renewal
of the collective agreement for the years 2021 and 2022. The agreement relates to certain changes
including the introduction of a new pay grading structure linked to the value of each position of
employment, and of a performance related pay component as part of the annual salary increase, both of
which have been long-standing objectives of the Company and are in line with market best-practice.

During the year ended 31 December 2021 an amount of €1,235 thousand (2020: nil) relating to staff costs
has been capitalised as internally developed computer software (Note 26).
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14. Staff costs (continued)

The following table shows the analysis per geographical location of the Group’s average number of
employees (full time) and analysis of the average number of employees in Cyprus per business line for 2021
and 2020.

2021 2020

Corporate 92 91
Global Corporate 69 67
Small and medium-sized enterprises 107 107
Retail 1,091 1,127
Restructuring and recoveries 247 304
International banking services 243 248
Wealth management 37 39
Treasury 23 23
REMU 55 56
Insurance 203 189
Other (primarily head office functions) 1,348 1,322
Total Cyprus 3,515 3,573
United Kingdom - 1
Other countries 15 19

3,530 3,593

Retirement benefit plan costs

In addition to the employer's contributions to state social insurance, the Group operates plans for the
provision of additional retirement benefits as described below:

2021 2020

€000 €000
Defined benefit plans 586 592
Defined contribution plans 13,110 11,790
13,696 12,382

Cyprus

The main retirement plan for the Group’s permanent employees in Cyprus (88% of total Group employees)
is a defined contribution plan. This plan provided for employer contributions of 9% for the period 1 January
2021 to 31 August 2021, revised to 8% from 1 September 2021 (2020: 8%) and employee contributions of
3%-10% of the employees’ gross salaries. This plan is managed by an Administrative Committee appointed
by the members.

A small number of employees who do not participate in the main retirement plan, are members of a pension
scheme that is closed to new entrants and may receive part or all of their retirement benefit entitlement by
way of a pension for life. This plan is managed by an Administrative Committee composed of
representatives of both the members and the employer.

A small number of employees of Group subsidiaries in Cyprus are also members of defined benefit plans.
These plans are funded with assets backing the obligations held in separate legal vehicles.

Greece

Following IFRIC's decision in May 2021 about the periods of service to which an entity attributes benefit for
a particular defined benefit plan, the Group as at 31 December 2021 does not have any retirement benefits
obligation for its employees in Greece, and as a result the accumulated actuarial gains/losses attributable to
these plans were derecognised as at 31 December 2021. As at 31 December 2021 and 2020 the remaining
retirement benefit obligation in Greece related to Group subsidiaries.

United Kingdom

The Group has assumed in prior years the obligation of the defined benefit plan of its employees in the
United Kingdom which was closed in December 2008 to future accrual of benefits for active members.
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14. Staff costs (continued)

Other countries
The Group does not operate any retirement benefit plans in Romania and Russia.

Analysis of the results of the actuarial valuations for the defined benefit plans

. . . 2021 2020
Amounts recognised in the consolidated balance sheet €000 €000
1,673 9,568

Liabilities (Note 34)

Two of the plans have a total funded status surplus of €5,462 thousand (2020: one plan with surplus
€2,759 thousand) that is not recognised as an asset on the basis that the Group has no unconditional right
to future economic benefits either via a refund or a reduction in future contributions.
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The amounts recognised in the consolidated balance sheet and the movement in the net defined benefit obligation for the years ended 31 December 2021 and
2020 are presented below:

Impact of
Present value of Fair value of Net a_mount minimum Net defined
s before impact of funding A
obligation plan assets - . benefit liability
asset ceiling requirement/
asset ceiling
€000 €000 €000 €000 €000

1 January 2021 93,012 (86,203) 6,809 2,759 9,568
Current service cost 533 - 533 - 533
Net interest expense/(income) 1,178 (1,125) 53 - 53
Total amount recognised in the consolidated income

Remeasurements:

Return on plan assets, excluding amounts included in

net interest expense - (5,563) (5,563) - (5,563)
Actuarial loss from changes in financial assumptions (2,530) - (2,530) - (2,530)
Demographic assumptions (170) - (170) - (170)
Experience adjustments 409 - 409 - 409
Change in asset ceiling - - - 2,703 2,703
Total amount recognised in the consolidated OCI (2,291) (5,563) (7,854) 2,703 (5,151)
Exchange differences 5,291 (4,993) 298 - 298
Contributions:

Employer - (3,585) (3,585) - (3,585)
Plan participants 185 (185) - - -
Benefits paid from the plans (2,827) 2,827 - - -
Benefits paid directly by the employer (43) - (43) - (43)
31 December 2021 95,038 (98,827) (3,789) 5,462 1,673
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1 January 2020
Current service cost
Net interest expense/(income)

Total amount recognised in the consolidated income

statement
Remeasurements:

Return on plan assets, excluding amounts included in
net interest expense

Actuarial loss from changes in financial assumptions
Demographic assumptions

Experience adjustments

Change in asset ceiling
Total amount recognised in the consolidated OCI
Exchange differences

Contributions:

Employer

Plan participants

Benefits paid from the plans
31 December 2020

Annual Financial Report 2021

Impact of

Present value of Fair value of befNo?-teaimO:::‘tt of n:::::jr::m Net defined

obligation plan assets asset cel?ling requiremgnt/ benefit liability
asset ceiling
€000 €000 €000 €000 €000

89,726 (83,441) 6,285 2,927 9,212
501 - 501 - 501
1,560 (1,469) 91 - 91
2,061 (1,469) 592 - 592
- (6,105) (6,105) - (6,105)
9,692 - 9,692 - 9,692
(133) - (133) - (133)
129 - 129 - 129
- - - (168) (168)
9,688 (6,105) 3,583 (168) 3,415
(3,961) 3,587 (374) - (374)
- (3,277) (3,277) - (3,277)

180 (180) - - -

(4,682) 4,682 - ) -
93,012 (86,203) 6,809 2,759 9,568
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The actual return on plan assets for year 2021 was a gain of €6,688 thousand (2020: gain of €7,574
thousand).

The assets of funded plans are generally held in separately administered entities, either as specific assets or
as a proportion of a general fund, or as insurance contracts and are governed by local regulations and
practice in each country.

Pension plan assets are invested in different asset classes in order to maintain a balance between risk and
return. Investments are well diversified to limit the financial effect of the failure of any individual
investment. Through its defined benefit plans, the Group is exposed to a number of risks as outlined below:

The Group is exposed to interest rate risk due to the mismatch of the duration
of assets and liabilities.

A decrease in corporate bond yields will increase the liabilities, although this
will be partially offset by an increase in the value of bond holdings.

The Group faces inflation risk, since the liabilities are either directly (through
increases in pensions) or indirectly (through wage increases) exposed to
inflation risks. Investments to ensure inflation-linked returns (i.e. real returns
through investments such as equities, index-linked bonds and assets whose
return increases with increasing inflation) could be used to better match the
expected increases in liabilities.

The liabilities are calculated using a discount rate set with reference to
Asset volatility corporate bond vyields; if assets underperform this yield, a deficit will be
created.

Interest rate risk

Changes in bond yields

Inflation risk

The major categories of plan assets as a percentage of total plan assets are as follows:

2021 2020
Equity securities 20% 28%
Debt securities 48% 40%
Loans and advances to banks 15% 12%
Funds 17% 20%
100% 100%

The assets held by the funded plans include equity securities issued by the Company, the fair value of which
as at 31 December 2021 is €57 thousand (2020: €41 thousand).

The Group expects to make additional contributions to defined benefit plans of €3,847 thousand during
2022.

At the end of the reporting period, the average duration of the defined benefit obligation was 18.0 years
(2020: 18.5 years).
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14. Staff costs (continued)

Principal actuarial assumptions used in the actuarial valuations

The present value of the defined benefit obligations of the retirement plans is estimated annually using the
Projected Unit Credit Method of actuarial valuation, carried out by independent actuaries. The principal
actuarial assumptions used for the valuations of the retirement plans of the Group during 2021 and 2020 are
set out below:

2021 Cyprus Greece UK
Discount rate 0.88% n/a 1.80%
Inflation rate 1.50% n/a 3.25%
Future salary increases 2.00% n/a n/a
Rate of pension increase 2.00% n/a 3.10%
. . 23.5 years M
Life expectancy for pensioners at age 60 29.6 years F n/a n/a
. . 22.9 years M
Life expectancy for pensioners at age 65 n/a n/a 24.3 years F
2020
Discount rate 0.33% 0.70% 1.45%
Inflation rate 1.50% 1.50% 2.85%
Future salary increases 2.00% 1.75% n/a
Rate of pension increase 2.00% n/a 2.75%
. . 23.5years M
Life expectancy for pensioners at age 60 29.6 years F n/a n/a
. . 22.5 years M
Life expectancy for pensioners at age 65 n/a n/a 24.9 years F

The discount rate used in the actuarial valuations reflects the rate at which liabilities could effectively be
settled and is set by reference to market yields at the reporting date in high quality corporate bonds of
suitable maturity and currency. For the Group’s plans in the Eurozone (Cyprus and Greece) which comprise
16% of the defined benefit obligations, the Group adopted a full yield curve approach using AA- rated
corporate bond data from the iBoxx Euro Corporates AA10+ index. For the Group’s plan in the UK which
comprises 84% of the defined benefit obligations, the Group adopted a full yield curve approach using the
discount rate that has been set based on the yields on AA- rated corporate bonds with duration consistent
with the scheme’s liabilities. Under this approach, each future liability payment is discounted by a different
discount rate that reflects its exact timing.

To develop the assumptions relating to the expected rates of return on plan assets, the Group, in
consultation with its actuaries, uses forward-looking assumptions for each asset class reflecting market
conditions and future expectations at the reporting date. Adjustments are made annually to the expected
rate of return assumption based on revised expectations of future investment performance of asset classes,
changes to local legislation that may affect investment strategy, as well as changes to the target strategic
asset allocation.

The impact of significant assumptions' fluctuations on the defined benefit obligation as at 31 December
2021 and 2020 is presented below:

2021 2020

Variable Change Change Change Change

+0.5% -0.5% +0.5% -0.5%
Discount rate -8.7% 9.4% -9.0% 9.7%
Inflation growth rate 5.5% -5.4% 6.1% -5.7%
Salary growth rate 1.0% -0.9% 1.1% -1.1%
Pension growth rate 0.1% -0.1% 0.1% -0.1%
Plus 1 year Minus 1 year Plus 1 year Minus 1 year
Life expectancy 2.9% -2.9% 2.8% -2.8%

113



BANK OF CYPRUS GROUP Annual Financial Report 2021
Notes to the Consolidated Financial Statements

14. Staff costs (continued)

The above sensitivity analysis (with the exception of the inflation sensitivity) is based on a change in one
assumption while holding all other assumptions constant. In practice this is unlikely to occur and some
changes of the assumptions may be correlated. The inflation sensitivity above includes changes to any
inflation-linked benefit increases. When calculating the sensitivity of the defined benefit obligation to
significant assumptions, the same method has been applied as when calculating the pension liability
recognised on the consolidated balance sheet. The methods and types of assumptions used in preparing
the sensitivity analysis did not change compared to previous years.

15. Other operating expenses
2021 2020
€000 €000
Repairs and maintenance expenses 33,083 31,701
Other property-related costs 12,448 12,907
Consultancy and other professional services fees 13,797 12,409
Insurance 6,160 5,740
Advertising and marketing 9,836 8,036
Depreciation of property and equipment (Note 25) 16,313 19,224
Amortisation of intangible assets (Note 26) 18,615 18,263
Communication expenses 7,254 6,852
Provisions for pending litigations, claims, regulatory and other matters
(Note 39.4) (523) 30,897
Printing and stationery 1,851 1,953
Cash transfer expenses 2,664 2,526
Other operating expenses 25,173 22,460
146,671 172,968
Advisory and other restructuring costs 23,124 15,489
169,795 188,457

Advisory and other restructuring costs comprise mainly fees to external advisors in relation to: (i) customer
loan restructuring activities which are not part of the effective interest rate and (ii) the disposal of
operations and non-core assets.

During the year ended 31 December 2021, the Group recognised €255 thousand relating to rent expense
for short term leases, included within 'Other property-related costs' (2020: €355 thousand) and €7,520
thousand relating to the depreciation of right-of-use assets, included within 'Depreciation of property and
equipment' (2020: €8,855 thousand) (Note 43).

Within total other operating expenses an amount of €734 thousand (2020: €1,037 thousand) relates to
investment property that generated rental income.
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Special levy on deposits and other levies/contributions as presented in the consolidated income statement
are set out below:

2021 2020
€000 €000
Special levy on deposits of credit institutions in Cyprus and contribution to
Single Resolution Fund 25,145 24,727
Guarantee fee on annual deferred tax credit (Note 17) 5,300 3,445
Contribution to Deposit Guarantee Fund 5,905 5,484
36,350 33,656

The special levy on credit institutions in Cyprus (the Special Levy) is imposed on the level of deposits as at
the end of the previous quarter, at the rate of 0.0375% per quarter. Following an amendment of the
Imposition of Special Credit Institution Tax Law in 2017, the Single Resolution Fund contribution, which is
charged annually by the Single Resolution Board, reduces the charge of the Special Levy up to the level of
the total annual Special Levy charge.

As from 1 January 2020 and until 3 July 2024 the Company is subject to a contribution to the Deposit
Guarantee Fund (DGF) on a semi-annual basis. The contributions are calculated based on the Risk Based
Methodology (RBM) as approved by the management committee of the Deposit Guarantee and Resolution of
Credit and Other Institutions Schemes (DGS) and is publicly available on the CBC’s website. In line with the
RBM, the contributions are broadly calculated on the covered deposits of all authorised institutions and the
target level is to reach at 0.8% of covered deposits by 3 July 2024.

Consultancy and other professional services fees and advisory and other restructuring costs include fees
(including taxes) to the independent auditors of the Group, for audit and other professional services
provided both in Cyprus and overseas, as follows:

2021 2020

€000 €000
Audit of the individual and the Group financial statements 1,628 1,602
Other assurance services 659 368
Tax compliance and advisory services 298 211
Other non-audit services 78 385
2,663 2,566

Other assurance services include fees relating to the interim review.
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16. Credit losses of financial instruments and impairment of non-financial assets
2021 2020
€000 €000
Credit losses to cover credit risk on loans and advances to customers
Impairment loss net of reversals on loans and advances to customers (Note
45.7) 33,956 284,969
Recoveries of loans and advances to customers previously written off (11,907) (20,621)
Changes in expected cash flows 15,951 12,866
Financial guarantees and commitments (Notes 45.6.1 and 45.6.2) 2,341 (2,134)
40,341 275,080
Credit losses of other financial instruments
Amortised cost debt securities (Note 20) (32) 54
FVOCI debt securities (Note 20) (91) 78
Loans and advances to banks (Note 19) (5) 6
Other financial assets (Note 28) 5,931 4,447
5,803 4,585
Impairment net of reversals of non-financial assets
Stock of property (Note 27) 46,775 37,593
Other non-financial assets 2,681 (7)
49,456 37,586
17. Income tax
2021 2020
€000 €000
Current tax:
- Cyprus 5,202 3,934
- Overseas - 93
Cyprus special defence contribution 163 136
Deferred tax charge 641 1,611
Prior years’ tax adjustments (1,882) 838
Other tax charges 37 1,308
4,161 7,920
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The reconciliation between the income tax expense and the loss before tax as estimated using the current
income tax rates is set out below:

2021 2020
€000 €000
Profit/(loss) before tax 33,829 (166,742)
Income tax at the normal tax rates in Cyprus 4,229 (20,706)
Income tax effect of:
- expenses not deductible for income tax purposes 29,194 23,899
- income not subject to income tax (16,453) (11,504)
- differences between overseas income tax rates and Cyprus income tax
rates 2,041 2,593
- deferred tax charge 641 45
- losses on which deferred tax was not recognised - 11,447
- utilisation of prior years' tax losses (13,809) -
5,843 5,774
Cyprus special defence contribution 163 -
Prior years' tax adjustments (1,882) 838
Other tax charges 37 1,308
4,161 7,920

Income tax in Cyprus is calculated at the rate of 12.5% on taxable income (2020: 12.5%).

For life insurance business there is a minimum income tax charge of 1.5% on gross premiums. Special
defence contribution is payable on rental income at a rate of 3% (2020: 3%) and on interest income from
activities outside the ordinary course of business at a rate of 30% (2020: 30%).

The Group’s profits from overseas operations are taxed at the rates prevailing in the respective countries,
which for 2021 were: Greece 22% (2020: 24%), Romania 16% (2020: 16%), Russia 20% (2020: 20%)
and UK 19% (2020: 19%).

The Group is subject to income taxes in the various jurisdictions in which it operates and the calculation of
the Group’s income tax charge and provisions for income tax necessarily involves a degree of estimation
and judgement. There are transactions and calculations for which the ultimate income tax treatment is
uncertain and cannot be determined until resolution has been reached with the relevant tax authority. The
Group has a number of open income tax returns with various income tax authorities and liabilities relating
to these open and judgemental matters are based on estimates of whether additional income taxes will be
due. In case the final income tax outcome of these matters is different from the amounts that were initially
recorded, such differences will impact the current and deferred income tax assets and liabilities in the
period in which such determination is made.

Deferred tax

The net deferred tax assets arise from:

2021 2020

€000 €000
Difference between capital allowances and depreciation (10,990) (10,820)
Property revaluation (13,582) (14,188)
Investment revaluation and stock of property (2,847) (2,847)
Unutilised income tax losses carried forward (guaranteed deferred tax
asset) 265,364 341,182
Value of in-force life insurance business (16,236) (15,772)
Other temporary differences (2,663) (2,177)
Net deferred tax assets 219,046 295,378
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The net deferred tax assets comprise:

2021 2020
€000 €000
Deferred tax assets 265,481 341,360
Deferred tax liabilities (46,435) (45,982)
Net deferred tax assets 219,046 295,378
The deferred tax assets relate to Cyprus operations.
The movement of the net deferred tax assets is set out below:
2021 2020
€000 €000
1 January 295,378 333,111
Deferred tax recognised in the consolidated income statement (641) (1,611)
Deferred tax recognised in the consolidated statement of comprehensive
income 127 1,787
Transfer to current tax receivables following conversion into tax credit (75,818) (37,909)
31 December 219,046 295,378

The Group offsets income tax assets and liabilities only if it has a legally enforceable right to set-off current
income tax assets and current income tax liabilities.

The analysis of the net deferred tax charge/(credit) recognised in the consolidated income statement is set
out below:

2021 2020

€000 €000
Difference between capital allowances and depreciation 170 449
Value of in-force life insurance business 464 1,193
Other temporary differences 7 (31)
641 1,611

The analysis of the net deferred tax recognised in other comprehensive income in the consolidated
statement of comprehensive income is set out below:

2021 2020
€000 €000
Timing differences on property revaluation-income 127 1,787

During the year ended 31 December 2021 an amount of €479 thousand (2020: nil) that relates to the
balance of deferred tax arising from property revaluation, has been transferred from the deferred tax
liability - property revaluation to the deferred tax liability - other temporary differences following the
respective transfer of the related property from the category 'Property and equipment' (Note 25) to
'Investment properties (Note 22).

Income Tax Law Amendment 28 (I) of 2019
On 1 March 2019 the Cyprus Parliament adopted legislative amendments to the Income Tax Law (the 'Law')
which were published in the Official Gazette of the Republic on 15 March 2019 ('the amendments').

The main provisions of the legislation are set out below:

. The amendments allow for the conversion of specific tax losses into tax credits.

. The Law applies only to tax losses transferred following resolution of a credit institution within the
framework of ‘The Resolution of Credit and Other Institutions Law’.
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. The losses are capped to the amount of Deferred Tax Assets (DTA) recognised on the balance sheet
of the audited financial statements of the acquiring credit institution in the year of acquisition. Tax
losses in excess of the capped amount could only be utilised in cases involving transfers of tax losses
in relation to tax reorganisations, completed before 1 October 2019. Post 1 October 2019, any
excess tax losses expired.

. Acquired tax losses are converted into 15 equal annual instalments for credit institutions that will
enter into resolution in the future or into 11 equal annual instalments for credit institutions which
were in resolution pre 31 December 2017.

. Each annual instalment can be claimed as a deductible expense in the determination of the taxable
income for the relevant year. Annual instalments are capped and cannot create additional losses for
the credit institution.

. Any amount of annual instalment not utilised is converted into a tax credit (with reference to the
applicable tax rate enacted at the time of the conversion) and it can be utilised in the tax year
following the tax year to which this tax credit relates to. The tax credit can be used against a tax
liability (Corporate Income Tax Law, VAT Law or Bank levy Law) of the credit institution or any other
eligible subsidiary for group relief. Any unutilised tax credit in the relevant year is converted into a
receivable from the Cyprus Government.

. In financial years where a credit institution has accounting losses the amount of the annual
instalment is recalculated. Upon recalculation, the mechanics outlined above remain unchanged.

. In case a credit institution in scope goes into liquidation the total amount of unused annual
instalments are converted to tax credits and immediately become a receivable from the
Government.

. A guarantee fee of 1.5% on annual tax credit is payable annually by the credit institution to the
Government.

The Company has DTA that meets the requirements of the Income Tax Law Amendment 28(I) of 2019 (the
‘Law"), which allow for the conversion of specific tax losses into tax credits and subsequently any such
unutilised tax credits into a receivable from the Government, relating to income tax losses transferred to
the Company as a result of the acquisition of certain operations of Laiki Bank, on 29 March 2013, under ‘The
Resolution of Credit and Other Institutions Law’. The DTA recognised upon the acquisition of certain
operations of Laiki in 2013 amounted to €417 million for which the Company paid a consideration as part of
the respective acquisition. Under the Law, the Company could convert up to an amount of €3.3 billion tax
losses to tax credits (which led to the creation of DTA amounting to €417 million), with the conversion being
based on the tax rate applicable at the time of conversion. The period of utilisation of the tax losses which
may be converted into tax credits is eleven years following the amendment of the Law in 2019, starting
from 2018 i.e. by end of 2028.

As a result of the above Law, the Group has deferred tax assets amounting to €265,364 thousand as at 31
December 2021 (2020: €341,182 thousand) that meet the requirements under this Law, the recovery of
which is guaranteed. On an annual basis an amount is converted to annual tax credit and is reclassified from
the DTA to current tax receivables.

The DTA subject to the Law is accounted for on the same basis, as described in Note 2.13.

The Group understands that, in response to concerns raised by the European Commission with regard to the
provision of state aid arising out of the treatment of such tax losses, the Cyprus Government is considering
the adoption of modifications to the Law, including requirements for an additional annual fee over and
above the 1.5% annual guarantee fee already acknowledged, to maintain the conversion of such DTAs into
tax credits.
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The Group, in anticipation of modifications in the Law, acknowledges that such increased annual fee may be
required to be recorded on an annual basis until expiration of such losses in 2028. The determination and
conditions of such amount will be prescribed in the Law to be amended and the amount determined by the
Government on an annual basis. Amendments to the Law will need to be adopted by the Cyprus Parliament
and published in the Official Gazette of the Republic for the amendments to be effective. The Group,
however, understands that contemplated amendments to the Law may provide that the minimum fee to be
charged will be 1.5% of the annual instalment and can range up to a maximum amount of €10,000
thousand per year. The Group estimates that such increased fees could range up to €5,300 thousand per
year (for each tax year in scope i.e. since 2018) although the Group understands that such fee may
fluctuate annually as to be determined by the Ministry of Finance. To this respect, an amount of €5,300
thousand (2020: €3,445 thousand) (Note 15) has been recorded during the year ended 31 December 2021,
to bring the total amount provided for years 2018-2021 to €21,200 thousand, being the maximum expected
increased amount for these years.

Accumulated income tax losses
The accumulated income tax losses are presented in the table below:

Income tax Income tax

losses for losses for
Total income which a which no
tax losses deferred tax deferred tax
asset was asset was
2021 recognised recognised
€000 €000 €000
Expiring within 5 years 251,448 - 251,448
Utilisation in annual instalments up to 2028 2,122,909 2,122,909 -
2,374,357 2,122,909 251,448
2020
Expiring within 5 years 648,401 - 648,401
Utilisation in annual instalments up to 2028 2,729,454 2,729,454 -
3,377,855 2,729,454 648,401

In relation to the tax losses that were transferred to the Company in 2013, the income tax authorities in
Cyprus issued their tax assessments in March and April 2019. On the basis of these assessments the
quantum of Laiki Bank tax losses was approximately €5 billion and lower than the initial amount of €7.4
billion estimated in 2013.

The tax losses in excess of the €3.3 billion transferred from Laiki Bank to the Company in March 2013
cannot be utilised by the Company, in line with the March 2019 Law amendments, except in cases where
there are transfers arising due to reorganisations made prior to 1 October 2019.

18. Earnings per share

Basic and diluted profit/(loss) per share attributable to the owners
2021 2020
of the Company
Profit/(loss) for the year attributable to the owners of the Company 27.500 (171,411)
(€ thousand) L :

Weighted average number of shares in issue during the year (thousand) 9,597,945 9,597,945
Basic and diluted profit/(loss) per share (€ cent) 0.3 (1.8)
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19. Cash, balances with central banks and loans and advances to banks

2021 2020

€000 €000
Cash 142,915 139,686
Balances with central banks 9,087,968 5,513,629
9,230,883 5,653,315

2021 2020

€000 €000
Loans and advances to banks 291,705 402,862
Allowance for expected credit losses (73) (78)
291,632 402,784

An analysis of the movement of the gross carrying amount of balances with central banks is presented in

the table below:

2021 2020
Gross carrying amount €000 €000
1 January 5,513,629 4,908,487
Net increase 3,574,339 673,567
Transfer to disposal groups held for sale (Note 29) - (68,425)
31 December 9,087,968 5,513,629

Balances with central banks are classified as Stage 1.

There was no ECL allowance on balances with central banks for the years 2021 and 2020.

An analysis of the movement of the gross carrying amount and ECL of loans and advances to banks is

presented in the table below:

2021 2020
Gross Gross
carrying ECL carrying ECL
amount amount
€000 €000 €000 €000
1 January 402,862 (78) 320,953 (72)
Net (decrease)/increase (109,485) - 83,380 -
Disposal/dissolution of subsidiaries - - (398) -
Changes to models and inputs used for
ECL calculation (Note 16) - 5 - (6)
Foreign exchange adjustments (1,672) - (1,073) -
31 December 291,705 (73) 402,862 (78)

All loans and advances to banks are classified as Stage 1.

Balances with central banks include obligatory deposits for liquidity purposes as at 31 December 2021 which
amount to €166,987 thousand (2020: €158,031 thousand) (Note 42).

The credit rating analysis of balances with central banks and loans and advances to banks by independent
credit rating agencies is set out in Note 45.12.

Loans and advances to banks earn interest based on the interbank rate of the relevant term and currency.
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2021 2020
Investments €000 €000
Investments mandatorily measured at FVPL 199,194 207,943
Investments at FVOCI 259,889 658,232
Investments at amortised cost 419,922 1,009,834

879,005 1,876,009

The amounts pledged as collateral are shown below:

2021 2020
Investments pledged as collateral €000 €000
Investments at FVOCI 488,806 14,069
Investments at amortised cost 771,352 23,036

1,260,158 37,105

Investments pledged as collateral as at 31 December 2021 related to debt securities collaterised mainly for
the additional amounts borrowed from the ECB Targeted Longer-Term Refinancing Operations (TLTRO III) in
March 2021 and June 2021 of a total nominal amount of €2 billion, as further described in Note 30.
Encumbered assets are disclosed in Note 47.

The maximum exposure to credit risk for debt securities is disclosed in Note 45.1 and the debt securities
price risk sensitivity analysis is disclosed in Note 46.

There were no reclassifications of investments during the years 2021 and 2020.
The credit rating analysis of investments is disclosed in Note 45.12.
Investments at fair value through profit or loss

Investments mandatorily
measured at FVPL

2021 2020
€000 €000
Debt and other non-equity securities 6,034 19,118
Equity securities 9,053 3,277
Mutual funds 184,107 185,548
199,194 207,943
Debt and other non-equity securities
Banks and other corporations 6,034 19,118
Unlisted 6,034 19,118
Equity securities
Listed on the Cyprus Stock Exchange - 2,155
Listed on other stock exchanges 9,053 626
Unlisted - 496
9,053 3,277
Mutual funds
Listed on other stock exchanges 88,963 131,771
Unlisted 95,144 53,777
184,107 185,548

The debt securities which are measured at FVPL are mandatorily classified, because they failed to meet the
SPPI criteria.
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The majority of the unlisted mutual funds relate to investments whose underlying assets are listed on stock

exchanges and are therefore presented in Level 2 hierarchy in Note 22.

Investments at FVOCI

Debt securities
Equity securities (including preference shares)
Mutual funds

Debt securities

Cyprus government

Other governments

Banks and other corporations

Listed on the Cyprus Stock Exchange
Listed on other stock exchanges

Geographic dispersion by country of issuer
Cyprus

France

Other European Union countries
Supranational organisations

Other countries

Equity securities

Listed on the Cyprus Stock Exchange
Listed on other stock exchanges
Unlisted

2021 2020
€000 €000
733,080 656,856
15,615 14,835
- 610
748,695 672,301
2021 2020
€000 €000
408,708 382,742
87,295 41,235
237,077 232,879
733,080 656,856
- 2,983
733,080 653,873
733,080 656,856
408,708 382,742
66,116 51,784
143,538 90,226
- 10,364
114,718 121,740
733,080 656,856
1,752 1,483
76 81
13,787 13,271
15,615 14,835

An analysis of the movement of debt instruments before ECL and the changes on the ECL are presented in

the table below:
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20. Investments (continued)
2021 2020
Gross _d_ebt ECL Gross _d.ebt ECL
securities securities
€000 €000 €000 €000

1 January 657,633 (777) 886,509 (699)
New assets acquired in the year 116,290 - 61,983 -
Assets derecognised and redeemed in the
year (Note 16) (34,083) 6 (263,335) 7
Interest accrued and amortisation (2,448) - (4,170) -
Foreign exchange adjustments 14,852 - (17,410) -

Changes to models and input used for ECL
calculations (Note 16) - 85 - (85)

Changes in fair value (18,478) - (5,944) -
733,766 (686) 657,633 (777)

31 December

All debt securities measured at FVOCI are classified as Stage 1.

The Group irrevocably made the election to classify its equity investments as equity investments at FVOCI
on the basis that these are not held for trading. Their carrying value amounts to €15,615 thousand at 31
December 2021 and is equal to their fair value (2020: €14,835 thousand).

Equity investments at FVOCI comprise mainly investments in private Cyprus registered companies, acquired
through loan restructuring activity and specifically through debt for equity swaps.

Dividend income amounting to €1,774 thousand has been received and recognised for 2021 in other income
(2020: €223 thousand).

During the years ended 31 December 2021 and 31 December 2020 no material equity investments
measured at FVOCI have been disposed of. There were no transfers from OCI to retained earnings during
the year.

The fair value of the financial assets that have been reclassified out of FVPL to FVOCI on transition to IFRS
9, amounts to €11,066 thousand at 31 December 2021 (2020: €12,134 thousand). The fair value loss that
would have been recognised in the consolidated income statement during the year ended 31 December
2021 if these financial assets had not been reclassified as part of the transition to IFRS 9, amounts to €97
thousand (2020: gain of €28 thousand). The effective interest rate of these instruments is 1.6%-5.0%
(2020: 1.6%-5.0%) per annum and the respective interest income during the year ended 31 December
2021 amounts to €98 thousand (2020: €304 thousand).
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2021 2020
€000 €000
Debt securities 1,191,274 1,032,870
Cyprus government 326,953 440,983
Other governments 223,813 132,267
Banks and other corporations 431,282 292,918
European Financial Stability Facility and European Investment Fund 209,226 166,702
1,191,274 1,032,870
Listed on the Cyprus Stock Exchange 48,463 318,141
Listed on other stock exchanges 1,142,811 714,729
1,191,274 1,032,870
Geographic dispersion by country of issuer
Cyprus 326,953 440,983
Germany 67,747 49,870
UK 25,043 33,671
France 100,388 25,646
Other European Union countries 239,781 184,804
Other countries 222,136 135,302
Supranational organisations 209,226 162,594
1,191,274 1,032,870
An analysis of changes in the gross carrying amount (before ECL) is presented in the table below:
2021 2020
Stage 1 Stage 2 Total Stage 1 Stage 2 Total
€000 €000 €000 €000 €000 €000
1 January 984,739 48,981 1,033,720 779,770 49,130 828,900
New assets acquired in the year 503,089 - 503,089 513,655 - 513,655
Assets derecognised and redeemed
in the year (348,151) - (348,151) (294,756) - (294,756)
Fair value due to hedging
relationship (2,156) (392) (2,548) 644 (123) 521
Interest accrued and amortisation (4,744) (30) (4,774) (2,289) (26) (2,315)
Foreign exchange adjustments 10,756 - 10,756 (12,285) - (12,285)
31 December 1,143,533 48,559 _ 1,192,092 984,739 48,981 _ 1,033,720
An analysis of changes on the ECL is presented in the table below:
2021 2020
Stage 1 Stage 2 Total Stage 1 Stage 2 Total
€000 €000 €000 €000 €000 €000
1 January (545) (305) (850) (320) (476) (796)
Assets derecognised or redeemed
(Note 16) 155 - 155 12 - 12
Change to models and inputs used
for ECL calculation (Note 16) (332) 209 (123) (237) 171 (66)
31 December (722) (96) (818) (545) (305) (850)
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The contract amount and fair value of the derivative financial instruments is set out below:

2021 2020
Fair value Fair value
Contract  ,ccets  Liabilities O3 Ascets Liabilities
amount amount
€000 €000 €000 €000 €000 €000

Trading derivatives
Forward exchange rate contracts 11,344 81 55 37,912 834 346
Currency swaps 991,117 4,388 1,342 970,645 4,458 2,832
Interest rate swaps 21,690 86 61 92,305 271 597
Currency options 83 62 21 2,628 72 302
Interest rate caps/floors 518,950 223 218 527,883 83 25

1,543,184 4,840 1,697 1,631,373 5,718 4,102
Derivatives qualifying for hedge
accounting
Fair value hedges - interest rate
swaps 700,835 1,813 30,025 877,783 18,907 39,720
Net investments - forward exchange
rate contracts and currency swaps 107,193 - 730 84,588 2 2,156

808,028 1,813 30,755 962,371 18,909 41,876

Total 2,351,212 6,653 32,452 2,593,744 24,627 45,978

The use of derivatives is an integral part of the Group’s activities. Derivatives are used to manage the
Group’s own exposure to fluctuations in interest rates and exchange rates. Derivatives are also sold to
customers as risk management products.

Credit risk for derivatives arises from the possibility of the counterparty’s failure to meet the terms of any
contract. In the case of derivatives, credit losses are a significantly smaller amount compared to the
derivatives’ notional amount. In order to manage credit risk, the Group sets derivative limits based on the
creditworthiness of the involved counterparties and uses credit mitigation techniques such as netting and
collateralisation.

Interest rate risk is explained in Note 46. The interest rate risk is managed through the use of own balance
sheet solutions such as plain vanilla interest rate swaps and interest rate options. In fair value hedges of
interest rate risk, the Group converts fixed rate assets/liabilities to floating. In cash flow hedging of interest
rate risk, the Group converts floating rate assets/liabilities to fixed.

Currency risk is explained in Note 46. In order to eliminate the risk, the Group hedges its open position by
entering into foreign exchange deals such as: foreign exchange spot, foreign exchange forwards, foreign
exchange swaps or foreign exchange options. The foreign currency risk mainly arises from customer-driven
transactions on deposits and loans and advances.

Forward exchange rate contracts are irrevocable agreements to buy or sell a specified quantity of foreign
currency on a specified future date at an agreed rate.

Currency swaps include simple currency swaps and cross-currency swaps. Simple currency swaps involve
the exchange of two currencies at the current market rate and the commitment to re-exchange them at a
specified rate upon maturity of the swap. Cross-currency swaps are interest rate swaps in which the cash
flows are in different currencies.

Interest rate swaps are contractual agreements between two parties to exchange fixed rate and floating
rate interest, by means of periodic payments, based upon a notional principal amount and the interest rates
defined in the contract.

Currency options are contracts that grant the holder the right, but not the obligation, to buy or sell currency
at a specified exchange rate during a specified period of time.

Interest rate caps/floors protect the buyer from fluctuations of interest rates above or below a specified
interest rate for a specified period of time.
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The credit exposure of derivative financial instruments represents the cost to replace these contracts at the
reporting date. The exposure arising from these transactions is managed as part of the Group’s credit risk
management process for credit facilities granted to customers and financial institutions.

The contract amount of certain types of derivative financial instruments provides a basis for comparison
with other instruments recognised on the consolidated balance sheet, but does not necessarily indicate the
amounts of future cash flows involved or the current fair value of the instruments and, consequently, does
not indicate the Group’s exposure to credit or market risk.

The fair value of the derivatives can be either positive (asset) or negative (liability) as a result of
fluctuations in market interest rates and foreign exchange rates in accordance with the terms of the
relevant contract. The aggregate net fair value of derivatives may fluctuate significantly over time.

Hedge accounting

The Group elected, as a policy choice permitted by IFRS 9, to continue to apply hedge accounting in
accordance with IAS 39. The Group implements the amended IFRS 7 hedge disclosure requirements.

The Group applies fair value hedge accounting using derivatives when the required criteria for hedge
accounting are met. The Group also uses derivatives for economic hedging (hedging the changes in interest
rates, exchange rates or other risks) which do not meet the criteria for hedge accounting. As a result, these
derivatives are accounted for as trading derivatives and the gains or losses arising from revaluation are
recognised in the consolidated income statement.

Changes in the fair value of derivatives designated as fair value hedges and the fair value of the item in
relation to the risk being hedged are recognised in the consolidated income statement.

Fair value hedges
The Group uses interest rate swaps to hedge the interest rate risk arising as a result of the possible adverse
movement in the fair value of fixed rate debt securities measured at FVOCI.

Hedges of net investments

The Group’s consolidated balance sheet is affected by foreign exchange differences between the Euro and all
non-Euro functional currencies of overseas subsidiaries and other foreign operations. The Group hedges its
structural currency risk when it considers that the cost of such hedging is within an acceptable range (in
relation to the underlying risk). This hedging is effected by financing with borrowings in the same currency
as the functional currency of the overseas subsidiaries and forward exchange rate contracts.

As at 31 December 2021, deposits and forward and swap exchange rate contracts amounting to nil and
€107,193 thousand respectively (2020: €9,988 thousand and €84,588 thousand respectively) have been
designated as hedging instruments and have given rise to a gain of €7,797 thousand (2020: loss of €23,756
thousand) which was recognised in the ‘Foreign currency translation reserve’ in the consolidated statement
of comprehensive income, against the profit or loss from the retranslation of the net assets of the overseas
subsidiaries and other foreign operations.

Gains/(losses) attributable to Hedged in-

hedged risk effectiveness
2021 Hedged items inl-sl(tafugr;negnt
Derivatives qualifying for hedge accounting €000 €000 €000
Fair value hedges
-interest rate swaps (19,327) 19,878 (551)
Net investments
-forward exchange rate contracts (8,422) 8,422 -
Total (27,749) 28,300 (551)
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21. Derivative financial instruments (continued)
Gains/(losses) attributable to Hedged in-
hedged risk effectiveness
. Hedging
2020 Hedged items instrument
€000 €000 €000

Derivatives qualifying for hedge accounting

Fair value hedges

-interest rate swaps 5,760 (5,205) (555)

Net investments

-forward exchange rate contracts 25,236 (25,236) -
Total 30,996 (30,441) (555)

The accumulated fair value adjustment arising from the hedging relationships is presented in the table

below:

2021

Derivatives qualifying for hedge
accounting

Fair value hedges - interest rate swaps
Interest rate swaps

-debt securities

Net investments - forward and swap
exchange rate contracts

Net assets
Total

2020

Derivatives qualifying for hedge
accounting

Fair value hedges - interest rate swaps
Interest rate swaps

-debt securities

-subordinated loan stock

Net investments - forward and swap
exchange rate contracts

Net assets
Total

Accumulated amount of fair
Carrying amount of hedged value hedging adjustments

items gains/(losses) on the
hedged item
Assets Liabilities Assets Liabilities
€000 €000 €000 €000
746,432 - 729 -

- 107,193 - (730)
746,432 107,193 729 (730)
712,925 - 21,084 -

- 272,152 - (1,374)
434 84,154 - (2,158)
713,359 356,306 21,084 (3,532)

For assets hedged using fair value hedges the fixed rate is 2.38% and the floating rate is 0.94% as at 31
December 2021 (2020: 2.35% and 1.03% respectively). For liabilities hedged using fair value hedges, the
fixed rate was 9.25% and the floating rate was 8.93% respectively as at 31 December 2020. There were no
liabilities hedged using fair value hedges as at 31 December 2021.
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The maturity of the Group's contract amount of the derivatives is presented in the table below:

2021

Trading
derivatives
Forward
exchange rate
contracts
Currency swaps
Interest rate
swaps
Currency options
Interest rate
caps/floors

Derivatives
qualifying for
hedge
accounting

Fair value
hedges - interest
rate swaps

Net investments
- forward
exchange rate
contracts and
currency swaps

Total

Annual Financial Report 2021

On demand Between one Between Between one over five Total
and up to one and three three months and five ears contract
month months and one year years y amount
€000 €000 €000 €000 €000 €000
4,923 4,493 1,928 - - 11,344
875,897 114,852 368 - - 991,117
- - 6,219 15,471 - 21,690
83 - - - - 83
- - 500,000 - 18,950 518,950
880,903 119,345 508,515 15,471 18,950 1,543,184
44,182 41,530 101,465 247,158 266,500 700,835
107,193 - - - - 107,193
151,375 41,530 101,465 247,158 266,500 808,028
1,032,278 160,875 609,980 262,629 285,450 2,351,212
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On demand Between one Between Between one over five Total
and up toone and three three months and five contract
2020 month months and one year years years amount
€000 €000 €000 €000 €000 €000
Trading
derivatives
Forward
exchange rate
contracts 17,125 15,510 5,277 - - 37,912
Currency swaps 791,644 178,227 774 - - 970,645
Interest rate
swaps 44,069 23,970 14,169 10,097 - 92,305
Currency options 2,628 - - - - 2,628
Interest rate
caps/floors - - - 527,883 - 527,883
855,466 217,707 20,220 537,980 - 1,631,373
Derivatives
qualifying for
hedge
accounting
Fair value
hedges - interest
rate swaps - - 30,358 653,925 193,500 877,783
Net investments
- forward
exchange rate
contracts and
currency swaps 66,849 17,739 - - - 84,588
66,849 17,739 30,358 653,925 193,500 962,371
Total 922,315 235,446 50,578 1,191,905 193,500 2,593,744

Interest rate benchmark reform

As at 31 December 2021 and 2020 the interest rate benchmarks to which Company's hedge relationships
are exposed to, are Euro Interbank Offered Rate (Euribor) and US Dollar London Interbank Offered Rate
(Libor) in relation to the cash flows of the hedging instruments. The Group has applied judgement in
relation to market expectations regarding hedging instruments. The key judgement is that the cash flows
for contracts currently indexing Interbank Offered Rate (IBOR) are expected to have broadly equivalent
cash flows upon the transition of the contracts to IBOR replacement rates.

The table below indicates the nominal amount of derivatives in hedging relationships that are subject to the
IBOR reform, analysed by interest rate basis. The derivative hedging instruments provide a close
approximation to the extent of the risk exposure the Company manages through hedging relationships.

2021 2020
Interest Rate Swaps €000 €000
Euribor (3-month) 529,831 699,831
Libor USD (3-month) 171,004 177,952
Total 700,835 877,783

As at 31 December 2021, the Group’s assessment regarding the on-going transition to the new risk-free
rates (RFRs) indicates that the impact on the hedging relationships and in value terms is not significant.
Further details in relation to interest rate benchmark reform are disclosed in Note 46.
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The following table presents the carrying value and fair value of the Group's financial assets and liabilities.

2021 2020
Carrying Fair value Carrying Fair value
value value

Financial assets €000 €000 €000 €000
Cash and balances with central banks 9,230,883 9,230,883 5,653,315 5,653,315
Loans and advances to banks 291,632 289,519 402,784 402,979
Investments mandatorily measured at FVPL 199,194 199,194 207,943 207,943
Investments at FVOCI 748,695 748,695 672,301 672,301
Investments at amortised cost 1,191,274 1,196,753 1,032,870 1,050,271
Derivative financial assets 6,653 6,653 24,627 24,627
Loans and advances to customers 9,836,405 9,642,212 9,886,047 9,687,663
Life insurance business assets attributable to
policyholders 540,827 540,827 462,977 462,977
Financial assets classified as held for sale 250,370 250,370 561,462 561,462
Other financial assets 393,464 393,464 102,211 102,211

22,689,397 22,498,570 19,006,537 18,825,749
Financial liabilities
Funding from central banks and deposits by
banks 3,426,639 3,328,987 1,386,643 1,325,538
Derivative financial liabilities 32,452 32,452 45,978 45,978
Customer deposits 17,530,883 17,532,995 16,533,212 16,535,842
Loan stock 644,928 647,774 272,152 274,414
Other financial liabilities and lease liabilities 275,519 275,519 282,510 282,510

21,910,421 21,817,727 18,520,495 18,464,282

The fair value of financial assets and liabilities in the above table is as at the reporting date and does not
represent any expectations about their future value.

The Group uses the following hierarchy for determining and disclosing fair value:
Level 1: investments valued using quoted prices in active markets.

Level 2: investments valued using models for which all inputs that have a significant effect on fair value are
market observable.

Level 3: investments valued using models for which inputs that have a significant effect on fair value are not
based on market observable data.

For assets and liabilities that are recognised in the Consolidated Financial Statements at fair value, the
Group determines whether transfers have occurred between levels in the hierarchy by re-assessing
categorisation at the end of each reporting period.

The following is a description of the determination of fair value for financial instruments which are recorded
at fair value on a recurring and on a non-recurring basis and for financial instruments which are not
measured at fair value but for which fair value is disclosed, using valuation techniques. These incorporate
the Group’s estimate of assumptions that a market participant would make when valuing the instruments.

Derivative financial instruments

Derivative financial instruments valued using a valuation technique with market observable inputs are
mainly interest rate swaps, currency swaps, currency rate options, forward foreign exchange rate contracts
and interest rate collars. The most frequently applied valuation techniques include forward pricing and
swap models, using present value calculations. The models incorporate various inputs including the credit
quality of counterparties, foreign exchange spot and forward rates and interest rate curves.

131



BANK OF CYPRUS GROUP Annual Financial Report 2021
Notes to the Consolidated Financial Statements

22. Fair value measurement (continued)

Credit Valuation Adjustments (CVA) and Debit Valuation Adjustments (DVA)
The CVA and DVA are incorporated into derivative valuations to reflect the impact on fair value of
counterparty risk and Company’s own credit quality respectively.

The Group calculates the CVA by applying the PD of the counterparty, conditional on the non-default of the
Group, to the Group’s expected positive exposure to the counterparty and multiplying the result by the loss
expected in the event of default. Conversely, the Group calculates the DVA by applying its own PD,
conditional on the non-default of the counterparty, to the expected positive exposure of the counterparty to
the Group and multiplying the result by the loss expected in the event of default. Both calculations are
performed over the life of the potential exposure.

The expected exposure of derivatives is calculated as per the CRR and takes into account the netting
agreements where they exist. A standard LGD assumption in line with industry norms is adopted.
Alternative LGD assumptions may be adopted when both the nature of the exposure and the available data
support this.

The Group does not hold any significant derivative instruments which are valued using a valuation technique
with significant non-market observable inputs.

Investments at FVPL, investments at FVOCI and investments at amortised cost

Investments which are valued using a valuation technique or pricing models, primarily consist of unquoted
equity securities and debt securities. These assets are valued using valuation models which sometimes only
incorporate market observable data and at other times use both observable and non-observable data. The
rest of the investments are valued using quoted prices in active markets.

Loans and advances to customers

The fair value of loans and advances to customers is based on the present value of expected future cash
flows. Future cash flows have been based on the future expected loss rate per loan portfolio, taking into
account expectations for the credit quality of the borrowers. The discount rate includes components that
capture the risk-free rate per currency, funding cost, servicing cost and the cost of capital, considering the
risk weight of each loan. The discount rate used in the determination of the fair value of the loans and
advances to customers measured at FVPL during the year ended 31 December 2021 ranges from 2.34% to
8.50% (2020:1.95%-8.50%).

Customer deposits

The fair value of customer deposits is determined by calculating the present value of future cash flows. The
discount rate takes into account current market rates and the credit profile of the Company. The fair value
of deposits repayable on demand and deposits protected by the Deposit Protection Guarantee Scheme are
approximated by their carrying values.

Loans and advances to banks

Loans and advances to banks with maturity over one year are discounted using an appropriate risk free rate
plus the appropriate credit spread. For short-term lending, the fair value is approximated by the carrying
value.

Deposits by banks and funding from central banks

Deposits by banks and funding from central banks with maturity over one year are discounted using an
appropriate risk-free rate plus the appropriate credit spread. For short-term lending, the fair value is
approximated by the carrying value.

Loan stock
Loan stock issuances are traded in an active market with quoted prices.

Investment properties

The fair value of investment properties is determined using valuations performed by external accredited,
independent valuers. Further information on the techniques applied is disclosed in the remainder of this
note.

Owned property

The freehold land and buildings consist of offices and other commercial properties. The fair value of the
properties is determined using valuations performed by external, accredited, independent valuers. Further
information on the techniques applied is disclosed in the remainder of this note.
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Model inputs for valuation

Observable inputs to the models for the valuation of unquoted equity and debt securities include, where
applicable, current and expected market interest rates, market expected default rates, market implied
country and counterparty credit risk and market liquidity discounts.

The following table presents the fair value measurement hierarchy of the Group's financial and non-financial
assets and liabilities recorded at fair value and financial assets and financial liabilities for which fair value is
disclosed, by level of the fair value hierarchy:

Level 1 Level 2 Level 3 Total
2021 €000 €000 €000 €000
Assets measured at fair value
Investment properties
Residential - - 11,937 11,937
Offices and other commercial properties - - 55,805 55,805
Manufacturing and industrial properties - - 28,610 28,610
Hotels - - 536 536
Land (fields and plots) - - 20,857 20,857
- - 117,745 117,745
Investment properties held for sale
Residential - - 1,790 1,790
Offices and other commercial properties - - 2,635 2,635
Manufacturing and industrial properties - - 896 896
- - 5,321 5,321
Freehold property
Offices and other commercial properties - - 195,666 195,666
Freehold property held for sale
Offices and other commercial properties - - 10,408 10,408
Loans and advances to customers measured
at FVPL - - 281,868 281,868
Trading derivatives
Forward exchange rate contracts - 81 - 81
Currency swaps - 4,388 - 4,388
Interest rate swaps - 86 - 86
Currency options - 62 - 62
Interest rate caps/floors - 223 - 223
- 4,840 - 4,840
Derivatives qualifying for hedge accounting
Fair value hedges-interest rate swaps - 1,813 - 1,813
- 1,813 - 1,813
Investments mandatorily measured at FVPL 98,016 95,144 6,034 199,194
Investments at FVOCI 734,832 - 13,863 748,695
832,848 101,797 630,905 1,565,550
Other financial assets not measured at
fair value
Loans and advances to banks - 289,519 - 289,519
Investments at amortised cost 1,074,144 98,238 24,371 1,196,753
Loans and advances to customers - - 9,360,344 9,360,344
1,074,144 387,757 9,384,715 10,846,616
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For loans and advances to customers measured at FVPL categorised as Level 3, an increase in the discount
factor by 10% would result in a decrease of €4,647 thousand in their fair value and a decrease in the
discount factor by 10% would result in an increase of €784 thousand in their fair value.

For one investment included in debt securities mandatorily measured at FVPL as a result of the SPPI
assessment and categorised as Level 3 with a carrying amount of €5,534 thousand as at 31 December
2021, a change in the conversion factor by 10% would result in a change in the value of the debt securities

by €553 thousand.

For additional disclosures on sensitivity analysis of equity securities refer to Note 46.

The fair value measurement hierarchy for life insurance business assets attributable to

disclosed in Note 24.

2021
Liabilities measured at fair value

Trading derivatives

Forward exchange rate contracts
Currency swaps

Interest rate swaps

Currency options

Interest rate caps/floors

Derivatives qualifying for hedge accounting
Fair value hedges-interest rate swaps

Net investments-forward exchange rate
contracts and currency swaps

Other financial liabilities not measured
at fair value

Funding from central banks
Deposits by banks
Customer deposits

Loan stock

policy holders is

Level 1 Level 2 Level 3 Total
€000 €000 €000 €000
- 55 - 55
- 1,342 - 1,342
- 61 - 61
- 21 - 21
- 218 - 218
- 1,697 - 1,697
- 30,025 - 30,025
- 730 - 730
- 30,755 - 30,755
- 32,452 - 32,452
- 2,950,646 - 2,950,646
- 378,341 - 378,341
- - 17,532,995 17,532,995
332,310 315,464 - 647,774
332,310 3,644,451 17,532,995 21,509,756
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22. Fair value measurement (continued)
Level 1 Level 2 Level 3 Total
2020 €000 €000 €000 €000
Assets measured at fair value
Investment properties
Residential - - 16,735 16,735
Offices and other commercial properties - - 57,041 57,041
Manufacturing and industrial properties - - 35,326 35,326
Hotels - - 626 626
Land (fields and plots) - - 18,360 18,360
- - 128,088 128,088
Investment properties held for sale
Manufacturing and industrial properties - - 1,248 1,248
Freehold property
Offices and other commercial properties - - 202,146 202,146
Freehold property held for sale
Offices and other commercial properties - - 10,408 10,408
Loans and advances to customers measured
at FVPL - - 289,861 289,861
Trading derivatives
Forward exchange rate contracts - 834 - 834
Currency swaps - 4,458 - 4,458
Interest rate swaps - 271 - 271
Currency options - 72 - 72
Interest rate caps/floors - 83 - 83
- 5,718 - 5,718
Derivatives qualifying for hedge accounting
Fair value hedges-interest rate swaps - 18,907 - 18,907
Net investments-forward exchange rate
contracts and currency swaps - 2 - 2
- 18,909 - 18,909
Investments mandatorily measured at FVPL 134,918 53,347 19,678 207,943
Investments at FVOCI 655,813 2,984 13,504 672,301
790,731 80,958 664,933 1,536,622
Other financial assets not measured at
fair value
Loans and advances to banks - 402,979 - 402,979
Investments at amortised cost 695,666 321,612 32,993 1,050,271
Loans and advances to customers - - 9,397,802 9,397,802
695,666 724,591 9,430,795 10,851,052

For loans and advances to customers measured at FVPL categorised as Level 3, an increase in the discount
factor by 10% would result in a decrease of €5,027 thousand in their fair value and a decrease in the
discount factor by 10% would result in an increase of €1,681 thousand in their fair value.

For one investment included in debt securities mandatorily measured at FVPL as a result of the SPPI
assessment and categorised as Level 3 (Note 20) with a carrying amount of €18,618 thousand as at 31
December 2020, a change in the conversion factor by 10% would result in a change in the value of the debt

securities by €1,862 thousand.
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22. Fair value measurement (continued)
Level 1 Level 2 Level 3 Total
2020 €000 €000 €000 €000
Liabilities measured at fair value
Trading derivatives
Forward exchange rate contracts - 346 - 346
Currency swaps - 2,832 - 2,832
Interest rate swaps - 597 - 597
Currency options - 302 - 302
Interest rate caps/floors - 25 - 25
- 4,102 - 4,102
Derivatives qualifying for hedge accounting
Fair value hedges-interest rate swaps - 39,720 - 39,720
Net investments-forward exchange rate
contracts and currency swaps - 2,156 - 2,156
- 41,876 - 41,876
- 45,978 - 45,978
Other financial liabilities not measured
at fair value
Funding from central banks - 992,494 - 992,494
Deposits by banks - 333,044 - 333,044
Customer deposits - - 16,535,842 16,535,842
Loan stock 274,414 - - 274,414

274,414 1,325,538 16,535,842 18,135,794

The cash and balances with central banks are financial instruments whose carrying value is a reasonable
approximation of fair value, because they are mostly short-term in nature or are repriced to current market
rates frequently. The carrying value of other financial assets and other financial liabilities and assets
classified as held for sale is a close approximation of their fair value and they are categorised as Level 3.

During the year ended 31 December 2021 and 2020 there were no significant transfers between Level 1 and

Level 2.
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Fair value measurement (continued)

Movements in Level 3 assets measured at fair value
Transfers from Level 3 to Level 2 occur when the market for some securities becomes more liquid, which eliminates the need for the previously required
significant unobservable valuation inputs. Following a transfer to Level 2 the instruments are valued using valuation models incorporating observable market
inputs. Transfers into Level 3 reflect changes in market conditions as a result of which instruments become less liquid. Therefore, the Group requires significant
unobservable inputs to calculate their fair value.

The movement in Level 3 assets which are measured at fair value is presented below:

Annual Financial Report 2021

2021 2020
Investment Own use Loans and . . Investment Own use Loans and : )
Investment properties Own use properties advances to Financlal | Investment properties Own use properties  advances to Financial
properties held for sale properties held for sale customers instruments  properties held for sale properties held for sale customers instruments
€000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000 €000

1 January 128,088 1,248 202,146 10,408 289,861 33,182 136,197 - 235,277 - 369,293 38,507
Additions 2,774 - 857 - - 396 2,649 - 303 - - -
Disposals (10,425) (1,656) - - - (903) (6,674) - (159) - - -
Transfers from investment
properties/own use properties to non-
current assets and disposal groups
held for sale (Note 29) (5,729) 5,729 - - - - (1,248) 1,248  (10,408) 10,408 - -
Transfers from own use properties to
investment properties (Note 25) 5,616 - (5,616) - - - - - - - - -
Transfers from/(to) stock of property
(Note 27) - - - - - - 74 - (21,805) - - -
Conversion of instruments into
common shares - - - - - (18,618) - - - - - -
Depreciation charge for the year - - (2,129) - - - - - (2,612) - - -
Fair value (losses)/gains (2,783) - 408 - - 5,840 (2,055) - 1,550 - - (4,109)
Net (losses)/gains on loans and
advances to customers measured at
FVPL
(Note 11) - - - - (17,292) - - - - - 3,606 -
Derecognition of loans - - - - (3,083) - - - - - (96,254) -
Interest on loans (Note 7) - - - - 12,382 - - - - - 13,216 -
Foreign exchange adjustments 204 - - - - - (855) - - - - (1,216)
31 December 117,745 5,321 195,666 10,408 281,868 19,897 128,088 1,248 202,146 10,408 289,861 33,182
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Valuation policy and sensitivity analysis

Investment properties, investment properties held for sale and own use properties

The valuation technique mainly applied by the Group is the market comparable approach, adjusted for
market and property specific conditions. In certain cases, the Group also utilises the income capitalisation
approach. The key inputs used for the valuations of the investment properties, investment properties held
for sale and own use properties are presented in the tables below:
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Valuation policy and sensitivity analysis (continued)

Fair value measurement (continued)

Analysis of investment properties and investment properties held for sale

Type and country

Residential
Cyprus
Greece

Offices and other commercial properties
Cyprus
Greece

Russia

Manufacturing and industrial
Cyprus
Greece

Hotels
Russia

Land (fields and plots)
Cyprus

Russia

Total

2021

€000
9,577
4,150
13,727

54,553
3,742
145
58,440

21,822

7,684
29,506

536

17,701
3,156

20,857

123,066

Estimated
rental value

per m?2 per
annum

€35-€100
€3-€115

€25-€352
€19-€272

n/a

€14-€67
€43

n/a

n/a

Analysis of own use properties and own use properties held for sale

Type and country

Offices and other commercial properties
Cyprus

Total

2021

€000
206,074

206,074

Estimated
rental value

per m?2 per
annum

€24-€277

Estimated

building cost

per m?2

€134-€1,370

€131-€2,296

€1,172
€207-€3,615
€107

€427
€71-€450

€356

n/a

Estimated

building cost

per m?2

€580-€1,855

139

Yield

4.5%-5%
0.7%-8.4%

4%-8%
5.3%-11.3%

n/a

3.5%-7%
5.2%-10%

n/a
n/a
n/a
Yield
5.8%-6%

Estimated fair
value per m

€380-€2,297
€50-€1,892

€498-€6,981
€74-€3,615
€79

€305-€1,646
€8-€425

€356

€550
€15

Estimated fa'zrland value per

value per m

€14-€6,164

Estimated

2 land value per

m2

€110-€800
€3-€2,437

€580-€5,000
€258

€77

€550
€399

n/a

€550-€1,127
€15-€23

Estimated

m2

€70-€2,274
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[ Age of
Land Building area building
m?2 m2 Years
89-1,203 19-559 7-48
5,147 51-825 10-49
152-35,413 16-2,533 9-76
8,582 6-4,692 17-63
1,792-26,046 212-3,288 12-18
2,202-15,965 743-7,500 9-37
57-34,495 349-5,858 12-83
n/a 7,436 16
2,316-29,398 n/a n/a
58,600-689,000 n/a n/a
[ Age of
Land Building area building
m?2 m2 Years
390-598,767 122-11,233 14-78
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Valuation policy and sensitivity analysis (continued)

Fair value measurement (continued)

Analysis of investment properties and investment properties held for sale

Type and country

Residential
Cyprus
Greece

Offices and other commercial properties
Cyprus
Greece
Russia

Manufacturing and industrial
Cyprus
Greece

Russia

Hotels
Russia

Land (fields and plots)
Cyprus
Greece

Russia

Total

2020

€000
13,013

3,722
16,735

52,021
4,774
246

57,041

26,908
9,627
39

36,574
626

18,095
49
216

18,360

129,336

Estimated
rental value

per m?2 per
annum

€29-€86
€3-€86

€26-€250
€15-€259

n/a

€21-€67
€1-€37

n/a

n/a

n/a
€1

n/a

Estimated

building cost

per m?2

€134-€1,370
€136-€2,132

n/a
€157-€3,483
€19-€448

€448
€80-€603

€8-€357

€324
€1,000-€1,250

n/a

n/a
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Yield

n/a
2.14%-9.91%

4%-8%
5.31%-10.07%

n/a

5%-6%
1.79%-10.57%

n/a

n/a

n/a
6.43%

n/a

Estimated fair
value per m

€380-€2,206
€45-€1,455

€550-€7,103
€52-€1,842

€10-€153

€350-€1,602
€13-€396

€5-€185

€324

€524-€1,002
€12

€13

Estimated

2 land value per

m2

€110-€900
€3-€1,176

€550-€1,050
€19-€259

€2-€70

n/a
€3-€302
€5-€86

n/a

€524-€1,002
€12

€13
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Land

m?2
89-1,203

4-5,147

150-35,413
5-8,582
1,460-26,046

1,593-15,965
56-34,495
2,162-10,500

n/a

2,316-29,398
3,988
58,600

Building area

m?2
19-1,356

44-825

16-9,369
6-4,692
212-15,898

421-7,340
349-5,858
304-1,246

7,436

n/a

n/a

n/a

Age of
building

Years
6-130
12-63

10-75
16-62

n/a

8-36
11-82

n/a

15

n/a

n/a

n/a
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22, Fair value measurement (continued)
Valuation policy and sensitivity analysis (continued)

Analysis of own use properties and own use properties held for sale

Estimated
Type and country 2020 r:::an:;la;:f
annum
Offices and other commercial properties €000
Cyprus 212,554 €23-€277
Total ___ 212554

Sensitivity analysis

Estimated
building cost

per m?2

€750-€1,855

Annual Financial Report 2021

Estimated fair, EStimated Age of
Yield 2 land value per Land Building area 9

value per m m2 building
m?2 m?2 Years
5%-6% €14-€6,163 €70-€3,171 390-598,767 122-11,233 13-78

Most of the Group’s property valuations have been classified as Level 3. Significant increases/decreases in estimated values per square meter for properties
valued with the comparable approach or significant increases/decreases in estimated rental values or yields for properties valued with the income capitalisation
approach could result in a significantly higher/lower fair value of the properties.
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23. Loans and advances to customers
2021 2020
€000 €000
Gross loans and advances to customers at amortised cost 9,840,535 10,400,603
Allowance for ECL for impairment of loans and advances to customers (Note
45.7) (285,998) (804,417)
9,554,537 9,596,186
Loans and advances to customers measured at FVPL 281,868 289,861

9,836,405 9,886,047

Loans and advances to customers pledged as collateral are disclosed in Note 47.

Additional analysis and information regarding credit risk and analysis of the allowance for ECL of loans and
advances to customers are set out in Note 45.

24. Life insurance business assets attributable to policyholders

2021 2020

€000 €000
Equity securities 1,098 898
Debt securities 36,400 43,064
Mutual funds 441,410 378,511
Bank deposits and other receivables 61,919 40,504
540,827 462,977
Property 10,970 11,210
551,797 474,187

Financial assets of life insurance business attributable to policyholders are classified as investments at FVPL.

Bank deposits and other receivables include other financial receivables of €3,079 thousand (2020: €3,074
thousand).

In addition to the above assets, the life insurance subsidiary of the Group holds shares of the Company, as
part of the assets attributable to policyholders with a carrying value as at 31 December 2021 of €143
thousand (2020: €101 thousand). Such shares are presented in the Consolidated Financial Statements as
treasury shares (Note 35).

The analysis of the financial assets of life insurance business attributable to policyholders measured at fair
value by level is presented below:

Level 1 Level 2 Level 3 Total
2021 €000 €000 €000 €000
Equity securities 1,098 - - 1,098
Debt securities 17,287 - 19,113 36,400
Mutual funds 438,258 - 3,152 441,410
456,643 - 22,265 478,908
2020
Equity securities 898 - - 898
Debt securities 16,778 5,991 20,295 43,064
Mutual funds 374,673 698 3,140 378,511
392,349 6,689 23,435 422,473

Bank deposits are financial instruments whose carrying amount is a reasonable approximation of fair value,
because they are short-term in nature or are repriced to current market rates frequently.
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24. Life insurance business assets attributable to policyholders (continued)

The movement of financial assets classified as Level 3 is presented below:

1 January

Unrealised losses recognised in the consolidated income statement

31 December

During years 2021 and 2020 there were no significant transfers between Level 1 and Level 2.

25. Property and equipment

2021

Net book value at 1 January

Additions

Revaluation

Transfers to investment properties (Note 22)
Disposals and write-offs

Depreciation charge for the year (Note 15)
New leases (Note 43)

Derecognition of RoU assets (Note 43)

Net book value at 31 December

1 January 2021
Cost or valuation

Accumulated depreciation
Net book value

31 December 2021
Cost or valuation

Accumulated depreciation
Net book value

143

2021 2020

€000 €000
23,435 25,646
(1,170) (2,211)
22,265 23,435

Property Equipment Total

€000 €000 €000
251,023 21,451 272,474
1,546 4,741 6,287
408 - 408
(5,616) - (5,616)
(7) (134) (141)
(10,489) (5,824) (16,313)
1,148 - 1,148
(6,117) - (6,117)
231,896 20,234 252,130
305,645 139,495 445,140
(54,622) (118,044) (172,666)
251,023 21,451 272,474
296,406 141,220 437,626
(64,510) (120,986) (185,496)
231,896 20,234 252,130
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25. Property and equipment (continued)
2020
Net book value at 1 January 267,684 20,370 288,054
Additions 1,896 8,225 10,121
Revaluation 1,550 - 1,550
Transfers to stock of property (Note 27) (21,805) - (21,805)
Transfer to non-current assets and disposal groups held for
sale (Note 29) (10,408) - (10,408)
Re-assessment of RoU Asset (Note 43) 26,936 - 26,936
Derecognition of RoU Asset (Note 43) (2,399) - (2,399)
Disposals and write-offs (191) (160) (351)
Depreciation charge for the year (Note 15) (12,240) (6,984) (19,224)
Net book value at 31 December 251,023 21,451 272,474
1 January 2020
Cost or valuation 317,994 140,681 458,675
Accumulated depreciation (50,310) (120,311) (170,621)
Net book value 267,684 20,370 288,054
31 December 2020
Cost or valuation 305,645 139,495 445,140
Accumulated depreciation (54,622) (118,044) (172,666)
Net book value 251,023 21,451 272,474
The net book value of the Group's property comprises:
2021 2020
€000 €000
Freehold property 195,666 202,146
Improvements on leasehold property 2,649 2,807
RoU asset (Note 43) 33,581 46,070
Total 231,896 251,023

Freehold property includes land amounting to €78,591 thousand (2020: €81,221 thousand) for which no
depreciation is charged.

The Group’s policy is to revalue its properties periodically (between 3 to 5 years) but more frequent
revaluations may be performed where there are significant and volatile movements in values. The Group
performed revaluations as at 31 December 2020. The valuations were carried out by independent qualified
valuers, on the basis of market value using observable prices and/or recent market transactions depending
on the location of the property. Details on valuation techniques and inputs are presented in Note 22.

There were no charges against the freehold property of the Group as at 31 December 2021 (2020: the
freehold property against which charges existed was transferred to stock of property as at 31 December
2020).

The net book value of freehold property, on a cost less accumulated depreciation basis, as at 31 December
2021 would have amounted to €134,000 thousand (2020: €135,657 thousand).
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26. Intangible assets

2021
Net book value at 1 January

Additions

Increase in value of in-force life insurance business (Note

12)
Disposals and write-offs

Amortisation charge for the year (Note 15)
Net book value at 31 December

1 January 2021
Cost

Accumulated amortisation and impairment

Net book value

31 December 2021
Cost
Accumulated amortisation and impairment

Net book value
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Computer Ir_‘l—force life
software insurance Total
business

€000 €000 €000
59,080 126,176 185,256
16,053 - 16,053
- 3,714 3,714
(2,374) - (2,374)
(18,615) - (18,615)
54,144 129,890 184,034
224,722 126,176 350,898
(165,642) - (165,642)
59,080 126,176 185,256
236,526 129,890 366,416
(182,382) - (182,382)
54,144 129,890 184,034

Computer software includes acquired computer software and internally developed computer software.

2020
Net book value at 1 January

Additions

Increase in value of in-force life insurance business (Note

12)
Disposals and write-offs

Amortisation charge for the year (Note 15)
Net book value at 31 December

1 January 2020
Cost
Accumulated amortisation and impairment

Net book value

31 December 2020
Cost
Accumulated amortisation and impairment

Net book value

145

Computer Ir_‘l—force life
software insurance Total
business

€000 €000 €000
62,313 116,633 178,946
15,129 - 15,129
- 9,543 9,543
(99) - (99)
(18,263) - (18,263)
59,080 126,176 185,256
209,692 116,633 326,325
(147,379) - (147,379)
62,313 116,633 178,946
224,722 126,176 350,898
(165,642) - (165,642)
59,080 126,176 185,256
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26. Intangible assets (continued)
Valuation of in-force life insurance business
The actuarial assumptions made to determine the value of in-force life insurance business relate to future

mortality, redemptions, level of administration and selling expenses and investment returns. The main
assumptions used in determining the value of the in-force business are:

2021 2020
Discount rate (after tax) 10.0% 10.0%
Return on investments 5.0% 5.0%
Expense inflation 3.5% 3.5%
Smokers M: 68% A67/70 M: 68% A67/70
Non-Smokers M: 48.25% A67/70 M: 48.25% A67/70
F: 68% A67/70 F: 68% A67/70
Mortality assumption* Smokers rated down rated down
by 4 years by 4 years
F: 48.25% A67/70 F: 48.25% A67/70
Non-Smokers rated down rated down
by 4 years by 4 years

* The Group uses A67/70 UK standard mortality table in setting the mortality assumption, since the Group’s
own claim experience is not sufficient to allow the development of its own mortality table. To reflect the
Group’s specific claims experience more accurately, a percentage is applied on the A67/70 UK standard
mortality table.

27. Stock of property

The carrying amount of stock of property is determined as the lower of cost and net realisable value.
Impairment is recognised if the net realisable value is below the cost of the stock of property. During 2021
an impairment loss of €46,775 thousand (2020: €37,593 thousand) was recognised in 'Impairment net of
reversals of non-financial assets' in the consolidated income statement. At 31 December 2021, stock of
€519,978 thousand (2020: €523,927 thousand) is carried at net realisable value. Additionally, at 31
December 2021 stock of property with a carrying amount of €116,987 thousand (2020: €104,149
thousand) is carried at approximately its fair value less costs to sell.

The stock of property includes residential properties, offices and other commercial properties,
manufacturing and industrial properties, hotels, land (fields and plots) and properties under construction.
There is no stock of property pledged as collateral for central bank funding facilities under Eurosystem
monetary policy operations.

The carrying amount of the stock of property is analysed in the tables below:

2021 2020

€000 €000
Net book value at 1 January 1,349,609 1,377,453
Additions 34,347 121,168
Disposals (123,520) (75,478)
Transfers to investment properties (Note 22) - (74)
Transfers from own use properties (Note 25) - 21,805
Transfers to disposal group (Note 29) (101,978) (57,525)
Impairment (Note 16) (46,775) (37,593)
Foreign exchange adjustments (79) (147)
Net book value at 31 December 1,111,604 1,349,609
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27. Stock of property (continued)

As at 31 December 2021 there are charges against stock of property of the Group with carrying value
€21,015 thousand (2020: €21,805 thousand).

The table below shows the result on the disposal of stock of property in the year:

2021 2020
€000 €000
Net proceeds 136,816 83,667
Carrying value of stock of property disposed of (123,520) (75,478)
Net gains on disposal of stock of property 13,296 8,189

The carrying value of the stock of property transferred to non-current assets and disposal groups held for
sale as at the transfer date (Note 29) amounted to €101,978 thousand.

Analysis by type and country Cyprus Greece Romania Total
2021 €000 €000 €000 €000
Residential properties 74,248 18,350 32 92,630
Offices and other commercial properties 163,789 19,462 - 183,251
Manufacturing and industrial properties 33,170 15,972 43 49,185
Hotels 24,619 456 - 25,075
Land (fields and plots) 755,663 4,986 814 761,463
Total 1,051,489 59,226 889 1,111,604
2020 €000 €000 €000 €000
Residential properties 144,915 20,214 109 165,238
Offices and other commercial properties 189,172 21,302 5,135 215,609
Manufacturing and industrial properties 47,647 19,839 49 67,535
Hotels 24,684 465 - 25,149
Land (fields and plots) 868,615 5,694 1,769 876,078
Total 1,275,033 67,514 7,062 1,349,609
28. Prepayments, accrued income and other assets
2021 2020
€000 €000
Financial assets
Debtors 36,540 39,011
Receivable relating to tax 4,558 4,706
Deferred purchase payment consideration 299,766 -
Other assets 52,600 58,494
393,464 102,211
Non-financial assets
Reinsurers’ share of insurance contract liabilities (Note 32) 55,323 53,479
Current tax receivable 124,267 48,198
Prepaid expenses 701 469
Other assets 42,552 45,603
222,843 147,749
616,307 249,960
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28. Prepayments, accrued income and other assets (continued)

An analysis of changes in the gross carrying amount of the financial assets included in prepayments,
accrued income and other assets is presented in the table below:

Simplified

Stage 1 Stage 2 Stage 3 method Total
2021 €000 €000 €000 €000 €000
1 January 81,508 - 35,031 13,865 130,404
Net increase 295,904 - 2,126 406 298,436
31 December 377,412 - 37,157 14,271 428,840
2020
1 January 102,098 23,779 33,724 14,197 173,798
Net (decrease)/increase (20,590) (23,779) 1,307 (332) (43,394)
31 December 81,508 - 35,031 13,865 130,404

An analysis of the changes on the ECL of the above financial assets is presented in the table below:

Simplified
Stage 1 Stage 2 Stage 3 melihod Total
2021 €000 €000 €000 €000 €000
1 January - - 29,372 1,063 30,435
Changes to models and
inputs used for ECL
calculations 2,557 - 2,389 (5) 4,941
31 December 2,557 - 31,761 1,058 35,376
Simplified
Stage 1 Stage 2 Stage 3 melihod Total
2020 €000 €000 €000 €000 €000
1 January - - 28,464 980 29,444
Changes to models and
inputs used for ECL
calculations - - 908 83 991
31 December - - 29,372 1,063 30,435

There were no financial assets measured at FVPL as at 31 December 2021 (2020: €2,242 thousand).

On the completion date of the sale of Project Helix 2 (the ‘Transaction’) as described in Note 29, the Group
has recognised an amount of €381,567 thousand in other financial assets, which represented the fair value
of the deferred consideration receivable from the Transaction (the ‘DPP’). This amount is payable in four
instalments up to December 2025 and each instalment carries interest up to each payment date. The first
instalment in the amount of €84,579 thousand was received in December 2021. An amount of €5,335
thousand, which represents the interest income on DPP has been recognised in the Consolidated Income
Statement for the year ended 31 December 2021 within 'Interest income-Financial assets at amortised cost-
Other financial assets' (Note 7). There are no other conditions attached. An amount of €13,983 thousand
which represents the effect of discounting the DPP at the date of derecognition of the loan portfolio was
recorded as part of the transaction within 'Credit losses to cover credit risk on loans and advances to
customers'. The DPP is classified as Stage 1 as at 31 December 2021.

During 2021, credit losses of €5,931 thousand were recognised in relation to prepayments, accrued income
and other financial assets. This includes ECL losses of €4,941 thousand (of which €2,557 thousand relate to
12-months ECL of the DPP), €1,178 thousand write-offs and €188 thousand reversal of impairments. During
2020, credit losses of €991 thousand were recognised in relation to prepayments, accrued income and other
financial assets.
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29. Non-current assets and disposal groups held for sale

The following non-current assets and disposal groups were classified as held for sale as at 31 December
2021 and 2020:

2021 2020

€000 €000
Disposal group 1 340,622 -
Disposal group 2 7,921 -
Disposal group 3 - 387,990
Disposal group 4 - 224,476
Disposal group 5 - 7,769
Freehold property (Note 25) 10,408 10,408
Other exposures held by Serbian subsidiary - 288

358,951 630,931

2021 2020

Disposal Disposal Disposal Disposal Disposal
Group1l Group 2 Group 3 Group 4 Group 5

€000 €000 €000 €000 €000
Gross loans and advances to customers 543,663 12,126 820,429 488,777 32,049
Allowance for ECL for impairment of loans and
advances to customers (Note 45.7) (300,608)  (4,811) (510,310) (313,628) (24,280)

243,055 7,315 310,119 175,149 7,769
Stock of property (Note 27) 92,246 606 32,490 25,035 -
Investment property (Note 22) 5,321 - - 1,248 -
Cash (Note 42) - - 45,381 23,044 -

340,622 7,921 387,990 224,476 7,769

Disposal Group 1

Disposal group 1 comprises a portfolio of loans and advances to customers and a property portfolio
(comprising stock of property and investment property) known as Project Helix 3 ('Project Helix 3' or the
'Helix 3 Transaction').

In November 2021, the Group reached an agreement for the sale of Project Helix 3 with Pacific Investment
Management Company LLC ('PIMCO'). The Group will dispose Project Helix 3 through the transfer of the
portfolio to a licensed Cypriot Credit Acquiring Company (the CyCAC) by the Company. The shares of the
CyCAC will be subsequently acquired by certain funds affiliated with PIMCO.

The gross consideration for the transaction amounts to approximately €385 million, before transaction and
other costs, payable at completion. An amount of €19,225 thousand was received as a deposit shortly after
signing of the agreement (Note 34). The gross book value of the loans and advances to customers
amounted to €550 million and the carrying value of the property portfolio amounted to €102 million as at
30 September 2021 (the reference date).

The completion of the Helix 3 Transaction is currently estimated to occur in the first half of 2022 and
remains subject to a number of conditions, including customary regulatory and other approvals. The
disposal group has been classified as held for sale since 30 September 2021 as management is committed
to sell it and has proceeded with an active programme to complete this plan.

Disposal Group 2
Disposal group 2 comprises a portfolio of loans and advances to customers and stock of properties in
Romania known as Project Sinope ('Project Sinope' or the 'Sinope Transaction').

In December 2021, the Group entered into an agreement for the sale of Project Sinope. The gross book

value of the loans and advances to customers amounted to €12 million and the carrying value of the stock
of properties in Romania amounted to €0,6 million as at 31 December 2021.
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29. Non-current assets and disposal groups held for sale (continued)

The completion of the Sinope Transaction is currently estimated to occur in the first half of 2022 and
remains subject to the necessary customary approvals. The disposal group has been classified as held for
sale as at 31 December 2021 as management is committed to sell it and has proceeded with an active
programme to complete this plan.

Disposal groups 3 and 4

Disposal group 3 comprised a portfolio of loans and advances to customers (the 'Portfolio 2A") and other
assets (comprising stock of property and cash already received since the reference date of Portfolio 2A
being 30 September 2019) known as Project Helix 2A ('Helix 2A"), classified as held for sale on 30 June
2020.

Disposal group 4 comprised a portfolio of loans and advances to customers (the 'Portfolio 2B') and other
assets (comprising stock of property, investment property and cash already received since the reference
date of Portfolio 2B being 30 September 2019) known as Project Helix 2B ('Helix 2B'), classified as held for
sale on 31 December 2020.

In August 2020 and January 2021, the Group reached agreement for the sale of the Portfolio 2A and
Portfolio 2B respectively with PIMCO. The Group disposed of Project Helix 2 through the transfer of the
portfolios 2A and 2B to a licensed Cypriot Credit Acquiring Company (the CyCAC) by the Company. The
shares of the CyCAC were subsequently acquired by certain funds affiliated with PIMCO, the purchaser of
Helix 2. The Transaction was completed on 28 June 2021 and as at the date of completion of the sale, the
total gross book value of the loans and advances to customers amounted to €1,287 million (net book value
€436 million) and the carrying value of the stock of properties amounted to €73 million.

The gross consideration for the transaction amounted to approximately €560 million, of which €165 million
had been received in cash by the completion (including deposit received). The remaining amount is payable
in four instalments up to December 2025 without any conditions attached of which €85 million were
received in December 2021 (Note 28). The consideration reflects adjustments resulting from, inter alia, loan
repayments received on the Portfolios since the reference date of 30 September 2019. The consideration
can be increased through an earnout arrangement, depending on the performance of each of the Portfolios.
The net consideration for the transaction after transaction costs and other adjustments upon completion,
corresponds to the net book value of the loans and advances to customers and the carrying value of the
stock of properties as at the date of completion of the sale.

Disposal group 5

Disposal group 5 comprised loans and advances to customers of Project Helix tail, which related to a
portfolio of credit facilities related to Project Helix (a portfolio of loans and advances to customers for which
the sale was completed in June 2019) with a carrying value of €7,769 thousand as at 31 December 2020.
The disposal group was first classified as held for sale as at 31 December 2019. The Group has reclassified
Project Helix tail from 'Non-current assets and disposal groups held for sale' to 'Loans and advances to
customers', since 30 June 2021 when the criteria of IFRS 5 were no longer met.

Further analysis of the loans and advances to customers, included in these disposal groups, is disclosed in
Note 45.3.

Freehold property

Freehold property classified as held for sale as at 31 December 2021 and 2020 relates to properties which
management is committed to sell and proceeded with an active programme to complete this plan. The
disposal is expected to be completed within 12 months from the reporting date. Freehold property classified
as held for sale is measured at fair value less cost to sell.

Other exposures held by Serbian subsidiary

The portfolio held by Serbian subsidiary classified as held for sale as at 31 December 2020 related to
properties in Serbia. The properties which had a carrying value of €288 thousand, were disposed during the
year ended 31 December 2021 for a total consideration of €730 thousand.
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30. Funding from central banks

Funding from central banks comprises funding from the ECB under Eurosystem monetary policy operations
as set out in the table below:

2021 2020
€000 €000
Targeted Longer-Term Refinancing Operations (TLTRO III) 2,969,600 994,694

As at 31 December 2021, ECB funding amounted to €3 billion (2020: €1 billion) borrowed from various
TLTRO III operations.

The interest rate that will be applicable to the TLTRO III funding will depend on the eligible net lending
during the specified periods laid out in the terms of the ECB operation.

In recognition of the challenging credit environment during the pandemic period, the Governing Council of
the ECB announced that the interest rate on all outstanding TLTRO III operations for the periods from 24
June 2020 to 23 June 2021 and 24 June 2021 to 23 June 2022 will be 50 basis points below the average
rate applicable in the Eurosystem’s main refinancing operations over the same period. The interest rate on
the main refinancing operations is currently at 0%. For the counterparties whose eligible net lending
reaches the lending performance thresholds, the interest rate applied over the periods from 24 June 2020
to 23 June 2021 and 24 June 2021 to 23 June 2022 on all TLTRO III operations outstanding will be 50 basis
points below the average interest rate on the deposit facility prevailing over the same period, and in any
case not higher than minus 1%. The deposit facility rate is currently minus 0.5%. In calculating the
applicable interest the Company follows a discrete approach by applying the estimated interest rate
applicable for each period. The Company has exceeded the eligible net lending benchmark applicable for the
first period of 24 June 2020 to 23 June 2021 and was entitled to the beneficial rate of minus 1%. Based on
internal estimations (subject to confirmation from CBC), the Company has also exceeded the eligible net
lending benchmark and therefore expects to be entitled to the beneficial rate of minus 1% for the period
June 2021-June 2022.

The maturity of TLTRO III is three years from the settlement of each operation but there is an option
available to early repay or reduce the amounts borrowed before their final maturity.

Details on encumbered assets related to the above funding facilities are disclosed in Note 47.
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31. Customer deposits

By type of deposit
Demand

Savings

Time or notice

By geographical area
Cyprus

Greece

United Kingdom
Romania

Russia

Ukraine

Belarus

Other Countries

2021 2020
€000 €000

9,221,791 8,149,688
2,423,086 1,970,975
5,886,006 6,412,549
17,530,883 16,533,212
11,992,960 11,391,316
1,906,854 1,890,915
713,621 648,172
54,306 50,160
661,820 592,650
276,248 277,631
55,738 37,074
1,869,336 1,645,294

17,530,883 16,533,212

Deposits by geographical area are based on the country of passport of the Ultimate Beneficial Owner.

By currency

Euro

US Dollar
British Pound
Russian Rouble
Swiss Franc
Other currencies

By customer sector
Corporate

Global corporate
SMEs

Retail

Restructuring

- Corporate

- SMEs

- Retail other
Recoveries

- Corporate
International banking services
Wealth management

2021 2020
€000 €000
15,736,030 14,929,662
1,373,584 1,199,069
312,918 288,102
28,539 28,618
10,865 9,901
68,947 77,860
17,530,883 16,533,212
2021 2020
€000 €000
1,117,148 1,037,430
631,002 607,467
866,860 832,576
11,051,397 10,525,819
21,658 27,889
13,091 16,688
9,862 10,561
1,383 3,251
3,500,183 3,180,061
318,299 291,470
17,530,883 16,533,212
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32. Insurance liabilities
2021 2020
Gross Reinsurers' Net Gross Reinsurers' Net
share share
Life insurance €000 €000 €000 €000 €000 €000
Life insurance contract
liabilities 672,973 (32,714) 640,259 608,591 (29,775) 578,816
Non-life insurance
Provision for unearned
premiums 27,565 (9,988) 17,577 26,178 (9,250) 16,928
Other liabilities
Claims outstanding 35,629 (12,621) 23,008 36,756 (14,454) 22,302
Unexpired risks reserve 34 - 34 78 - 78
Non-life insurance contract
liabilities 63,228 (22,609) 40,619 63,012 (23,704) 39,308
736,201 (55,323) 680,878 671,603 (53,479) 618,124

Reinsurers' share of insurance contract liabilities and other reinsurance balances receivable are included in
'Prepayments, accrued income and other assets' (Note 28).

Life insurance contract liabilities

The movement of life insurance contract liabilities and reinsurance assets during the year is analysed as
follows:

2021 2020
Gross Reinsurers Net Gross Reinsurers Net
share share
€000 €000 €000 €000 €000 €000
1 January 608,591 (29,775) 578,816 579,128 (28,625) 550,503
New business 28,449 (4,297) 24,152 13,811 (3,367) 10,444
Change in existing
business 35,933 1,358 37,291 15,652 2,217 17,869
31 December 672,973 (32,714) 640,259 608,591 (29,775) 578,816

Non-life insurance contract liabilities

The movement of non-life insurance contract liabilities and reinsurance assets during the year is analysed as
follows:

2021 2020
Gross Reinsurers Net Gross Reinsurers Net
share share
Provisions for unearned  ¢gqp €000 €000 €000 €000 €000
premiums
1 January 26,178 (9,250) 16,928 26,656 (9,728) 16,928
Premium income 77,261 (35,311) 41,950 74,966 (33,749) 41,217
Earned premiums (75,874) 34,573 (41,301) (75,444) 34,227 (41,217)
31 December 27,565 (9,988) 17,577 26,178 (9,250) 16,928

The provision for unearned insurance and reinsurance premiums represents the portion of premiums that
relate to risks that have not yet expired at the reporting date.
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32. Insurance liabilities (continued)
2021 2020
Gross Reinsurers Net Gross Reinsurers Net
share share
Claims outstanding €000 €000 €000 €000 €000 €000
1 January 36,756 (14,454) 22,302 34,155 (12,256) 21,899
Amount paid for claims
settled in the year (22,766) 8,858 (13,908) (26,277) 10,857 (15,420)
Increase in liabilities
arising from claims 21,639 (7,025) 14,614 28,878 (13,055) 15,823
31 December 35,629 (12,621) 23,008 36,756 (14,454) 22,302
Reported claims 33,809 (11,815) 21,994 34,683 (13,510) 21,173
Incurred but not reported 1,820 (806) 1,014 2,073 (944) 1,129
31 December 35,629 (12,621) 23,008 36,756 (14,454) 22,302
33. Loan stock
2021 2020
€000 €000 €000 €000
Contractual interest I Nominal Carrying Nominal Carrying
ssuer
rate value value value value
Subordinated Tier 2 o
Capital Note - January 2.25% upzt(;)2§9 January BOC PCL
2017 35,605 38,561 250,000 272,152
Subordinated Tier 2 6.625% up to 23 October BOCH
Capital Note - April 2021 2026 300,000 303,812 - -
Senior Preferred Notes - 2.50% up to 24 June
June 2021 2026 BOC PCL 300,000 302,555 - -
635,605 644,928 250,000 272,152

BOCH and the Company maintain a Euro Medium Term Note (EMTN) Programme with an aggregate nominal
amount up to €4,000 million.

Subordinated Tier 2 Capital Note - January 2017

In January 2017, the Company issued a €250 million unsecured and subordinated Tier 2 Capital Note under
the EMTN Programme. The note was priced at par with a coupon of 9.25% per annum payable annually up
to 19 January 2022 and then a rate at the then prevailing 5 year swap rate plus a margin of 9.176% per
annum up to 19 January 2027, payable annually. The note had a maturity date on 19 January 2027. The
Company had the option to redeem the note early on 19 January 2022, subject to applicable regulatory
consents. The note was listed on the Luxembourg Stock Exchange’s Euro Multilateral Trading Facility (MTF)
market. In April 2021, the Company invited the holders of this note to tender it for purchase by the
Company at a price of 105.5% plus accrued interest. The Company received valid tenders of €207 million
nominal amount, all of which were accepted. By 31 December 2021, the Company purchased from the open
market a further €7 million nominal amount of the notes, which were held by the Company. The Company
incurred a cost of €12,558 thousand (Note 11). In December 2021, the Company decided to exercise its
option to redeem the remaining €43 million nominal amount outstanding (of which €7 million are held by
the Company) of the notes on 19 January 2022 and notified the noteholders accordingly. The full amount
was redeemed at par on 19 January 2022.

Subordinated Tier 2 Capital Note - April 2021

In April 2021, BOCH issued a €300 million unsecured and subordinated Tier 2 Capital Notes (the 'Notes')
under the EMTN Programme and immediately after, BOCH and the Company entered into an agreement
pursuant to which BOCH on lent to the Company the entire €300 million proceeds of the issue of the Notes
(the 'T2 Loan') on term substantially identical to the terms and conditions of the Notes issued by BOCH. The
note was priced at par with a coupon of 6.625% per annum payable annually in arrears and resettable on
23 October 2026 at the then prevailing 5-year swap rate plus a margin of 6.902% per annum up to 23
October 2031, payable annually. The note matures on 23 October 2031. The Company has the option to
redeem the T2 Loan early on any day during the six-month period from 23 April 2026 to 23 October 2026,
subject to applicable regulatory consents.
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33. Loan stock (continued)

Senior Preferred Notes - June 2021

In June 2021, the Company issued a €300 million senior preferred note under the EMTN Programme. The
note was priced at par with a fixed coupon of 2.50% per annum, payable annually in arrears and resettable
on 24 June 2026. The note matures on 24 June 2027. The Company has the option to redeem the note
early on 24 June 2026, subject to applicable regulatory consents. The note is listed on the Luxembourg
Stock Exchange’s Euro MTF market. The note complies with the criteria for the minimum requirement for
own funds and eligible liabilities (MREL) and contributes towards Company’s MREL requirements.

The fair value of the loan stock as at 31 December 2021 is disclosed in Note 22.

34. Accruals, deferred income, other liabilities and other provisions
2021 2020
€000 €000
Income tax payable and related provisions 11,163 8,977
Special defence contribution payable 462 971
Retirement benefit plans liabilities (Note 14) 1,673 9,568
Provisions for financial guarantees and commitments (Notes 45.6.1 and
45.6.2) 21,945 19,658
Liabilities for investment-linked contracts under administration 33,809 18,747
Accrued expenses and other provisions 79,214 63,697
Deferred income 16,441 13,411
Items in the course of settlement 64,024 66,217
Lease liabilities (Note 43) 33,981 45,955
Advances received for disposal group held for sale (Note 29) 19,225 21,100
Other liabilities 80,089 91,579
362,026 359,880

Other liabilities include an amount of €26,476 thousand (2020: €21,176 thousand) relating to the annual
guarantee fee for the conversion of DTA into tax credits (Note 17).

The ECL allowance for financial guarantees and commitments is analysed by stage in the table below:

2021 2020
€000 €000
Stage 1 39 168
Stage 2 293 1,120
Stage 3 21,613 18,370
21,945 19,658
35. Share capital
2021 2020
Number of Number of
shares €000 shares €000
(thousand) (thousand)
Authorised
Ordinary shares of €0.10 each 47,677,593 4,767,759 47,677,593 4,767,759
Issued
1 January and 31 December 9,597,945 959,794 9,597,945 959,794

Authorised and issued share capital
All issued ordinary shares carry the same rights.

There were no changes to the authorised or issued share capital during the year ended 31 December 2021
and 2020.
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35. Share capital (continued)
Share premium reserve

2021
There were no changes to the share premium reserve during the year ended 31 December 2021.

2020

The Company, having obtained approval by its shareholders, the ECB and Court of Cyprus implemented a
capital reduction process in October 2020, which resulted in a reclassification of €619 million of the
Company's share premium balance as distributable reserves (retained earnings). Such reduction of capital
did not have any impact on regulatory capital or the total equity position of the Company.

Treasury shares of the Company
There were no treasury shares of the Company as at 31 December 2021 and 2020.
Share-based payments - share options

Following the incorporation of BOCH and its introduction as the new holding company of the Company in
January 2017, the Long-Term Incentive Plan was replaced by the Share Option Plan which operates at the
level of BOCH. The Share Option Plan is identical to the Long-Term Incentive Plan except that the number of
shares in BOCH to be issued pursuant to an exercise of options under the Share Option Plan should not
exceed 8,922,945 ordinary shares of a nominal value of €0.10 each and the exercise price was set at €5.00
per share. The term of the options was also extended to between 4-10 years after the grant date.

No share options were granted since the date of replacement of the Long-Term Incentive Plan by the Share
Option Plan at the level of BOCH and the Share Option Plan remains frozen. Any shares related to the
Share Option Plan carry rights with regards to control of BOCH that are only exercisable directly by the
employee.

Other equity instruments

2021 2020
€000 €000
Reset Perpetual Additional Tier 1 Capital Securities 220,000 220,000

In December 2018 BOCH issued €220 million Subordinated Fixed Rate Reset Perpetual Additional Tier 1
Capital Securities (the BOCH AT1). On the same date, the Company and BOCH entered into an agreement
pursuant to which BOCH lent to the Company the entire €220 million proceeds of the issue of the BOCH AT1
(the AT1 Loan) on terms substantially identical to the terms and conditions of the BOCH AT1. The AT1 Loan
constitutes an unsecured and subordinated obligation of the Company. The coupon is at 12.50% and is
payable semi-annually. During the year ended 31 December 2021, two coupon payments to AT1 holders
were made of a total amount of €27,500 thousand and have been recognised in retained earnings (2020:
€27,500 thousand). The Company may elect to cancel any interest payment for an unlimited period, on a
non-cumulative basis, whereas it mandatorily cancels interest payment under certain conditions. The AT1
Loan is perpetual and has no fixed date for redemption but can be redeemed (in whole but not in part) at
the Company's option on the fifth anniversary of the issue date and each subsequent fifth anniversary
subject to the prior approval of the regulator.

36. Dividends

Based on the 2019 SREP decision which remained in effect during 2021 following relevant communication
by the ECB, BOCH and the Company are under a regulatory prohibition for equity dividend distribution,
similar to prior years. Following the 2021 SREP decision, BOCH and the Company remain under equity
dividend distribution prohibition. This prohibition does not apply if the distributions are made via the
issuance of new ordinary shares to the shareholders which are eligible as Common Equity Tier 1 capital. No
dividends were declared or paid during the years 2021 and 2020.

No prohibition applies to the payment of coupons on any AT1 capital instruments issued by BOCH and the
Company.
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37. Retained earnings

For the purpose of dividend distribution, retained earnings determined at the Company level, are the only
distributable reserve.

Companies, tax resident in Cyprus, which do not distribute at least 70% of their profits after tax as defined
by the Special Defence Contribution Law during the two years after the end of the year of assessment to
which the profits refer, will be deemed to have distributed this amount as dividend. Special defence
contribution (SDC) at 17% is payable on such deemed dividend distribution to the extent that the
shareholders of the Company at the end of the period of two years from the end of the year of assessment
to which the profits refer, are directly or indirectly Cyprus tax residents or individuals who are domiciled in
Cyprus. Deemed distribution does not apply in respect of profits that are directly or indirectly attributable to
shareholders that are non-Cyprus tax residents and individual shareholders who are not domiciled in
Cyprus. From 1 March 2019, the deemed dividend distribution is subject to 1.70% contribution to the
General Health System (GHS), increased to 2.65% from 1 March 2020, with the exemption of April 2020
until June 2020 when the 1.70% rate was applicable.

The amount of this deemed dividend distribution is reduced by any actual dividend paid out of the profits of
the relevant year.

This SDC and GHS are paid by the Company on account of the shareholders. The Company had no profits
after tax for the relevant year as defined by the Special Defence Contribution Law and as such no payment
was made during 2021 and 2020.

38. Fiduciary transactions

The Group offers fund management and custody services that result in holding or investing financial assets
on behalf of its customers. The Group is not liable to its customers for any default by other banks or
organisations. The assets under management and custody are not included in the consolidated balance
sheet of the Group unless they are placed with the Group. Total assets under management and custody at
31 December 2021 amounted to €1,577,173 thousand (2020: €1,266,399 thousand).

39. Pending litigation, claims, regulatory and other matters

The Group, in the ordinary course of business, is involved in various disputes and legal proceedings and is
subject to enquiries and examinations, requests for information, audits, investigations, legal and other
proceedings by regulators, governmental and other public bodies, actual and threatened, relating to the
suitability and adequacy of advice given to clients or the absence of advice, lending and pricing practices,
selling and disclosure requirements, record keeping, filings and a variety of other matters. In addition, as a
result of the deterioration of the Cypriot economy and banking sector in 2012 and the subsequent
restructuring of the Company in 2013 as a result of the bail in Decrees, the Company is subject to a large
number of proceedings and investigations that either precede, or result from the events that occurred
during the period of the bail in Decrees. There are also situations where the Group may enter into a
settlement agreement. This may occur only if such settlement is in the Company’s interest (such settlement
does not constitute an admission of wrongdoing) and only takes place after obtaining legal advice and all
approvals