Resolution No. 391/2008 of the
Polish Financial Supervision
Authority

of 17 December 2008

on issue of Recommendation S (II) concerning gooddactices related to mortgage-secured
credit exposures

Pursuant to article 137 point 5 of the act of 29#é&t 1997, Banking law (consolidated text
Journal of Laws of 2002. No. 72, item 665 as amdjdad article 11 item 1 of the act of 21 July 2006
on financial market supervision (Journal of Laws. N57, item 1119 as amended) the following is
adopted:

§ 1. Recommendation S (ll) is issued concerningdgpactices related to mortgage-secured
credit exposures, which constitutes an appendikisoresolution.

§ 2. The recommendation referred to in 8 1 becaeffestive as of 1 April 2009.

§ 3. The resolution of the Bank Supervision Commis®f 15 March 2006 concerning the issue
of Recommendation S on good practices related tbgage-secured credit exposures.

8 4. The resolution is subject to publication ia Dfficial Journal or the Financial Supervision
Authority.

§ 5. The resolution becomes effective as of itgptdn, except for § 3, which becomes effective
as of 1 April 2009.

On behalf of the Polish Financial Supervision Auifyo
Chairman of the Polish Financial Supervision Auityor
Stanistaw Kluza
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Financial Supervision Commission

Recommendation S (I1)

concerning good practices related to mortgage-sdcur
credit exposures

Warsaw, 2008
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L. Introduction

This document is issued pursuant to article 13'ntpdiof the Banking Law and article 11
item 1 of the act on financial market supervisiamd as a collection of good practices
concerning mortgage-secured credit exposures.

The risk related to the portfolio of mortgage-secucredit exposures may have a significant
impact on the financial standing of the bank. Tiread threat resulting from the fact that
banks finance undertaking in the real estate mamiegtinclude factors related to:

1) lack of long-term experience of market participant®oland,

2) difficulties in evaluation of the loss ratio of theortgage credit portfolio and low
efficiency of pursuing claims by the banks,

3) insufficient quality of internal bank regulations scope of risk control of mortgage-
secured credit exposures, including in particudatmg to their current monitoring,
limit definition and term structure analysis.

4) mismatch between the term structure of liabiliteesl term structure of assets (long-
term financing of assets with short-term liabiklie

5) lack of procedures concerning the foreign exchargfeand interest rate risk covered
by the customer,

6) limited scope of procedures applied by the bankseeming the current monitoring of
value and quality of securities,

7) low quality of real estate valuations resulting,cenm others, from lack of statistic data
concerning the real estate market and mortgagselitied portfolio, including in
particular from lack of real estate value databases

8) malfunctioning land and mortgage register system,
9) unregulated property rights issues of many realtest

10) lack of developed standards in scope of social@spelated to the debt collection and
security execution,

11) poorly developed procedures related to customatioals.

The above issues relate in particular to the bdimesncing the real estate market, however
they also refer to a great extent to financingtbko areas where the security takes a form of
mortgage.Therefore, these recommendations are not limited dy to the area of real
estate financing, but should be applied to all cratdexposures secured by a mortgage or
where the mortgage will be the target security.

The real estate financing activity is or graduddgcomes for many banks one of the basic
areas of operation. However, due to: the valuecofimulated assets, policy, experience and
level of competition at a given market, there aignificant differences between banks

concerning the value, quality and composition @f plortfolio of credit exposures secured by
a mortgage.

The credit policy of banks should therefore be a multant of regulations and limits
determined by supervisory authorities and internalbank standards.

Despite many years of experience, many countridis &tk harmonized standards and
requirements concerning the concept of comprehenapproach to management of the
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portfolio of mortgage-secured credit exposures.

Similar trends could also been noticed in Polanalvéler, the growing share of the portfolio
of mortgage-secured credit exposures in receivdldes non-financial sector and the related
risk come to form the grounds to develop a set efommendations which should be
implemented at the level of particular bank uniid as part of an integrated approach to the
risk of the portfolio of mortgage-secured credipesures Poland-wide.

The recommendations refer to the following areas:

1) management,

2) risk control,

3) foreign exchange risk and interest rate risk ofdébtor,
4) securities,

5) relations with customers.

The following recommendations should be considereas particularly important:

1) Recommendation 1 - specifying the terms of acceptin implementing and
controlling the policy concerning the management oportfolio of mortgage-secured
credit exposures.

2) Recommendation 6 - indicating the need for the banto develop specific tools for the
correct measurement of risk related to mortgage-seed credit exposures.

3) Recommendation 7 - containing remarks about the nate and scope of internal
concentration limits maintained by the banks.

4) Recommendation 8 - indicating the need to adopghe term structure of liabilities to
the term structure of assets.

5) Recommendations 11 and 12 - indicating the importare of regular analysis of the
foreign exchange risk and interest rate risk incured by the debtor.

6) Recommendations 13 and 15 - indicating the need @malyse the risk related to the
real estate serving as the security of the creditxposure (13) and appropriate
verification of its value (15).

The recommendations below form the framework farexi identification of management
and supervision of risk of the mortgage-securedlitrexposures and are a collection of
recommendations for internal control system whicbud, directly and indirectly, provide
for an integration of the recommendation as paralbthe processes related to mortgage-
secured credit exposures.

Excluding the areas where due to their operati@pacificity some banks were treated
differently than the rest, all recommendationsteeldirectly to universal banks, cooperative
banks and mortgage banks, unless the scope of neendation was separately regulated by
way of an act on mortgage bonds and mortgage bamitsacts of lower rank issued on its
basis. The exclusion referred to above relates mwioatl to banks significantly involved in
mortgage-secured credit exposures, on which additicequirements have been imposed in
addenda to particular recommendations. The follgvgimould be mentioned:

1) Recommendation 5, point 2.1.2. - forming of an argational unit or group of persons
whose only task would be to monitor the portfolfonmortgage-secured credit exposures.
The above recommendation does not relate to ba@aadizing in the discussed activity,
in case of which such separate unit would be pesstl

2) Recommendation 7, point 2.3.4. - the need to useeree condition tests to determine
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internal limits.

3) Recommendation 8, point 2.4.2. - the need to makketailed analysis of long-term
solvency at least once a year.

4) Recommendation 11, point 3.1.6. and Recommenddtiynpoint 3.2.4 - the need to
conduct, at least once a year, extreme conditists i@ scope of impact of the foreign
exchange risk and interest rate risk borne by #i#at on the quality of the portfolio of
mortgage-secured credit exposures,

5) Recommendation 17, point 4.5.2. - need to analyseg extreme condition tests, the
impact of sudden changes of real estate valuekeopdrtfolio of mortgage-secured credit
exposures owned by the bank.

Many provisions included in the recommendationssigally emphasizes the importance of

building databases relative to the real estate etgldoth internal and external). Operation of
such databases may be helpful to a large extemeating and verifying real estate valuations
and therefore, it may contribute to the improvedaldqy of mortgage securities held by the

bank. The banks should use their own databasedemnal databases if they do not have their
own databases. Respective guidelines are includefecommendation J of 20 July 2000

concerning the creation of databases relativedadhl estate market by banks.

All the provisions of the recommendation, unlesgspnted otherwise, refer to both
residential and commercial real estates. Theretoeeterm of significant commitment and
mortgage-secured credit exposures (explained iglthesary) shall be directly referred to the
financial commitment of banks related to commerarad residential real estates.

On the other hand, the recommendations do not ttlireefer to areas covered by other
regulations, such as: capital requirements, foreighange risk and interest rate risk incurred
by the bank, solvency, etc. These issues were edvenly in scope necessary for the
application of a given recommendation.

The Financial Supervision Authority expects thast recommendations will be implemented
by the banks at the latest by 1 April 2009, witlser@ation that point 5.2.4 will be
implemented not later than by 1 July 2009. At thms time, it is stressed that by 31 March
20009, it is recommended to apply the provisionRetommendation S.

! Definition of banks significantly committed in mgage-secured credit exposures is
included in the glossary.
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Glossary

Relative to the recommendations

1

Database- shall mean internal databases and external als¢abto which the bank has
access, allowing to collect and process data onethleestate market.

Credit exposure - shall mean the balance-sheet receivables foditsreand loans,
purchased liabilities, cheques and bills of excleamyecuted guarantees, other liabilities
of similar natures and granted off-balance-shesillties.

Foreign exchange credit exposure credit exposure the PLN value of which is made
dependent on the fluctuations of foreign exchamagest

Mortgage-secured credit exposure shall mean the credit exposure in case of which
security has already been established in form aftgage or such security is the target
security. In case of credit exposures which joimtlget the conditions below:

a) related to the financing of areas other than rstaite,
b) apart from a security in form of mortgage, they sgeured by other sureties,

credit exposures shall be treated as mortgageeganedit exposures, if they have the
following features:

a) the initial maturity is longer than three yearsd an

b) the mortgage is or will be the dominant surety #mel change of value of the real
estate forming the security may have a signifidampact on the valuation of the
credit exposure.

Individually significant credit exposure - shall mean the credit exposure in case of
which the change of value may have a significamaot on the bank's financial result.
The bank is obligated to define which credit expestare individually significant for it.
However, independently from internal definitions toe bank, exposures the value of
which exceeds the equivalent of EUR 3 million oriethare more than 5% of the bank's
own funds shall be considered as individually gigant credit exposures.

Dominant security - shall mean a security in the form of mortgage share of which
amounts to more than 50% of the initial value given credit exposure.

Significant commitment to mortgage-secured credit)posures-

shall mean the bank's commitment to the mortgagersd credit exposures (valuation
according to the balance-sheet value) which amtumbhore than 10% of the balance-
sheet sum or more than 20% of the credit portfQleduation according to the balance-
sheet value).

Total cost of credit - shall mean the total amooingll interest, commissions and other
fees the borrower must cover with relation to tihedt, loan or other product being

obtained.LtV ratio - this ratio expresses the relation of the cregposure value to the

market value of the real estate which securesitcdse of mortgage banks, this ratio
expresses the relation of the credit exposure waltiee mortgage lending value of the real
estate which secures it.

10. Market value of the real estate- shall mean the value of the real estate defined
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according to article 151 of the act of 21 augus®719n real property management
(Journal of Laws of 2004

11. 261, item 2603, of 2004 No. 130, item 1087, Ng®, item 1420, No. 175, item 1459 and
No. 281, item 2782).

12. Mortgage lending value- shall mean the value of the real estate defexambrding to
article 2 point 1 of the act of 29 August 1997 oortgage bonds and mortgage banks
(Journal of Laws of 2003 No. 99, item 919, of 200k 184, item 1539 and No. 249, item
2104).

13. Consumer - shall mean a consumer in the meaning of arfiéfeof the act of 23 April
1964 - Civil Code (Journal of Laws of 1964 No. kém 93 as amended).

14. Currency spread - difference between the saleamatiethe purchase rate of the foreign
currency announced by the bank in the foreign exgbaate table.
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Recommendations

I. Management

1.1. Recommendation 1

The management board of the bank is responsibladopting a policy of management of the
risk of mortgage-secured credit exposures portfdliee mortgage-secured credit exposures
risk management policy should reflect the levebaink's acceptance for the risk related to this
portfolio.

1.2. Recommendation 2

The supervisory board, within its functions, shosigbervise the application of the mortgage-
secured credit exposures portfolio management yoticepared and approved by the
management board of the bank.

1.3.Recommendation 3

The management board of the bank should appoisbpsresponsible for implementation of
the policy of mortgage-secured credit exposuretfglmr risk management.
1.4.Recommendation 4

The management board of the bank should conduidiervaluations of adopted policy in

scope of mortgage-secured credit exposures andfyribdin case new circumstances occur.
The management board of the bank should infornmstipervisory board about the results of
the evaluation conducted.

Il. Risk control

2.1. Recommendation 5

The bank should have systems for constant mongasinthe entire portfolio of mortgage-
secured credit exposures, with special consideraéiken of procedures that ensure that both
internal and external regulations requirementsweee

2.2. Recommendation 6

The bank should have IT systems, databases angtiartabls allowing to measure the level
of the risk related to mortgage-secured credit sMpes.

2.3. Recommendation 7

The bank should have internal limits relating te émtire portfolio, particular types of mortgage-
secured credit exposures and entities as well @is gnoups. These limits should take into
consideration the differentiation of both credipegures and securities.

2.4. Recommendation 8

The bank should analyse in detail the term strectdirsources of financing and adapt it to the
structure of assets.

2.5.Recommendation 9
In the bank's organizational chart, the followitgistures should be separated:
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- related to canvassing of customers and sales efeaffproducts,

- related to direct analysis of credit applicationsk evaluation and making the credit
decision, as well as monitoring of mortgage-securedit exposure during its term,

- related to the verification of adopted control mdares.

2.6.Recommendation 10

The bank should control on an ongoing basis whetheall the terms of the contract are
met by the customer and whether funds paid by the dnk are used according to the
contract.

lll. Foreign exchange risk and interest rate risthe debtor

3.1.Recommendation 11

The bank should regularly analyse the impact oharge rate fluctuations on the credit risk
incurred by the bank.

3.2. Recommendation 12

The bank should regularly analyse the impact afrgdt rate fluctuations on the credit risk
incurred by the bank.

V. Securities

4.1. Recommendation 13

In case of mortgage-secured credit exposures tiné bBhould analyse analyze both the
debtor's risk and the risk related to the realtestdnich forms the security.

4.2. Recommendation 14

The bank should ensure that the value of the dg@ifra mortgage-secured credit exposure be
sufficient during the whole term of the contract.

4.3.Recommendation 15

The bank should have appropriate procedures arsl ised to verify and update the value of
real estates which form the security of the credposures held by the bank.
4.4. Recommendation 16

The bank should monitor on a continued basis tla@gés occurring on the real estate market,
and at least once a year, it should conduct aiwatidn of the value of the real estates which
form a security of the credit exposures held bytttek.

4. 5. Recommendation 17

The bank should have appropriate procedures alpwm undertake quick prevention
measures in case unforeseen events occur which mresudecrease of the value of the real
estates which form the security of the credit expes of the bank.

4.6. Recommendation 18
Special attention should be paid to those casesewhe value of the real estate depends to a
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large extent to the financial standing of the delmtothe financial standing of the debtor
depends largely on changes in the real estate.value

V. Relations with customers

5.1. Recommendation 19

The bank should make all efforts to ensure that itffermation communicated to the
customers are understandable, unequivocal andéegib

5.2. Recommendation 20

In relations with customers, in the operationalaarelated to mortgage-secured credit
exposures, the bank should apply the principlegrofessionalism, reliability, diligence and
best knowledge.
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L.

Management

1.1. Recommendation 1

The management board of the bank is responsible fadopting a policy of management
of the risk of mortgage-secured credit exposures pibolio. The mortgage-secured credit
exposures risk management policy should reflect thkevel of bank's acceptance for the
risk related to this portfolio.

11.1.

11.2.

113

1.1.4.

1.1.5.

The management board of the bank should definekélyeareas of the policy of
mortgage-secured credit exposures portfolio riskagament, which will be subject to
the direct control of the management board.

The management board of the bank should appointbeenof the management board
directly responsible for implementation of the lagments of the policy of mortgage-
secured credit exposures portfolio risk managemiéns recommendation refers to, in
particular, banks significantly committed to moggeasecured credit exposures.

The management board of the bank may delegatehallfunctions related to the
implementation of the remaining elements of theraygd policy to persons appointed
by it.

It is recommended that the policy of mortgage-seduwredit exposures portfolio risk
management contains in particular the followingredats:

a) criteria of awarding credits, loans and sale ofeotproducts and services which
may become in the future mortgage-secured cregib®xes,

b) a system of monitoring the portfolio of mortgagetsed credit exposures,
allowing to identify the threats resulting from arcessive concentration around
one of the features (e.g. concentration due taype of the real estate, sector of
economy, length of the contract, method of chargmgrest), for which the
quality rations are significantly inferior,

c) procedures of administering the credit exposuresf@io, ie.e. collecting and
archiving documents, concerning the payment of egibsnt tranches, and making
claims in case the debtor breaches the terms afahiact,

d) principles concerning the determination, verifioatiand update of the security
value,

e) regulations specifying the method of evaluatiorci&dit exposures, which do not
meet the basic requirements defined by the banésrmtuded in appropriate bank
regulations,

f) principles of considering the foreign exchange raskd the interest rate risk
incurred by the debtor.

The policy of the bank with respect of thertiplio of mortgage-secured credit
exposures should be characterized by continuitat E©hwhy when defining the policy
for future periods, the management board of the& Isfiould take into consideration
the cyclical nature of economy and changes ocayriin the very portfolio of

mortgage-secured credit exposures. These charlgege all, relate to the amount of
share of particular types of exposure in the pbafand the quality and value of
securities. The policy should be reviewed periddiciowever in the longer term, it
should be constant and it should implement thecbassumptions of the general
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strategy of the bank.

1.2. Recommendation 2

The supervisory board, within its functions, shouldsupervise the application of the
mortgage-secured credit exposures portfolio managesnt policy prepared and approved
by the management board of the bank.

1.3. Recommendation 3

The management board of the bank should appoint peons responsible for
implementation of the policy of mortgage-secured @dit exposures portfolio risk
management.

1.3.1.

1.3.2.

1.3.3.

1.3.4.

1.3.5.

This recommendation refers to, in particular, bamkgnificantly committed to
mortgage-secured credit exposures.

The basis for operation in the area related to gaget-secured credit exposures
should be formed by written procedures preparedimpiemented by the bank and
relating to identification, measurement, currentnitaying and control of the risk
related to this portfolio. All the internal proceds should be defined and compliant
with external; standards and legal regulationssiralld correspond to the nature and
profile of the operation conducted by the bank. Timplementation of internal
procedures should be preceded by an analysis dfahk's market position, area of
operation, technological and organizational advance

Persons appointed by the management board of thle s¥sould be responsible for
preparation, implementation and correct applicatbthe internal procedures related
to identification, measurement, monitoring and canof this risk. All the activities
within the key area of management of portfolio ajrtgage-secured credit exposures
should be approved by the management board ofathie b

The basic tasks of the persons appointed by thegeemnent board of the bank should
also include:

a) ensuring compliance of internal procedures with tidicy adopted by the
management board of the bank,

b) assignment of the scope of tasks and duties ambmembilities to particular
employees,

C) ensuring periodic, independent control of adoptedrnal procedures and method
of their implementation.

The procedures developed by the bank should, arotegs, specify the principles
of:

a) involvement of the bank in mortgage-secured itrexiosure, including tasks,
duties, competencies and scope of liability retdtethe process of credit analysis
and decision making with respect of involvementtioé bank, including in
particular relative to the evaluation of the custos) creditworthiness before the
credit is granted, taking into consideration, amotiger, minimum revenues and
amounts to be left at the disposal of the borroafear payment of all recurring
liabilities (in this scope, the bank may use thiawsoural scoring method),

b) relative to the change of terms and conditions adraract being in force,
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1.3.6.

c) refinancing of credit exposures resulting from ott@ntract,
d) pursuing claims in case of lack of servicing oragslin servicing of the credit exposure.

Other areas, in which it is required to developtten internal procedures, have been indicated
in respective recommendations.

The adopted procedures relating to the portfolimoftgage-secured credit exposures should
be presented to the employees of the bank in theamd at dates specified by the bank.
Employees which implement the bank's policy in tlsisope should understand its
assumptions and should be accountable to theirrisupefor meeting all the adopted
procedures and regulations.

1.4. Recommendation 4

The management board of the bank should conduct pedic evaluations of adopted
policy in scope of mortgage-secured credit exposwseand modify it in case new
circumstances occur. The management board of the bk should inform the supervisory
board about the results of the evaluation conducted

1.4.1. The management board of the bank should conduataregvaluation of the adopted
policy of mortgage-secured credit exposures pootfosk management, in particular
by checking the correctness of the conducted aperaind test the correctness and
reliability of submitted reports and informationhd findings of the bank's internal
audit units from the conducted tests, in accordavite the adopted procedures, mode
and dates, should be presented to the supervisanyl land the management board of
the bank, which will conduct an assessment of tditaesults and determine and
implement appropriate procedures.

1.4.2. The bank should have internal systems allowingtta@agement board of the bank to
assess the work of particular organizational uoftshe bank involved in operations
related to the mortgage-secured credit exposurissrespect of quality, efficiency and
compliance with regulations adopted by the bank.

1.4.3. The above mentioned evaluations should be madedieaily, no less than once a
year, by employees not related to the processenfitcanalysis, credit award and credit
administration. The above analyses may be madeteyral entities provided that the
Banking Law requirements concerning the outsourairegmet.

1.4.4. As part of the internal control system, the ban&usth also monitor on a current basis
whether the tasks and obligations related to th#fgim of mortgage-secured credit
exposures are correctly performed - in accordandh wternal and external
regulations. The internal control system shoula a&ssure that the exceptions from
the adopted rules, applicable procedures, regukatand limits are submitted to the
bank at an appropriate moment.
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II. Risk control

2.1. Recommendation 5

The bank should have systems for constant monitorgn of the entire portfolio of
mortgage-secured credit exposures, with special ceideration taken of procedures that
ensure that both internal and external regulationgequirements are met.

2.1.1. Internal procedures and regulations speufyithe principles, methods of
administering credit exposures, scope of dutiesraggonsibility of persons should be
prepared in writing and adopted by the managemesairdb of the bank. When
implementing or amending internal procedures agdlegions relative to monitoring
of mortgage-secured credit exposures, the bankdlake into consideration:

a) the quality and efficient of all operations of dtezkposure administrating,
b) the precision and punctuality of periodic reportinghe management board,
c) division of duties,

d) compliance of procedures and regulations approyethé management board of
the bank with external regulations.

2.1.2. Due to the specific characteristics of mortgagensst credit exposure, the banks
should provide for separate units or groups of feeaphose task would be to monitor
the portfolio of mortgage-secured credit exposui®sch allocation is especially
recommended in case of credit exposures to houd®hOh the other hand, in case of
other customers, the bank should consider sucleaditm taking into consideration
the technical and administrative possibilities toitd This recommendation relates to,
in particular, banks significantly committed in rtgage-secured credit exposure,
which have different types of credit products igitfoffer.

2.1.3. Information and reports created as part of the todng system should allow the
management board of the bank to correctly perfoimirt duties related to
management of the bank. The quality, level of detad time limits of the collected
and presented findings of analyses should allowntheagement board of the bank
the determination whether the bank's policy in scgb mortgage-secured credit
exposures is implemented and to what extent.

2.1.Recommendation 6

The bank should have IT systems, databases and ay@ét tools allowing to measure the

level of the risk related to mortgage-secured cretlexposures.

2.2.1. The basic objective of managing the risktesl to mortgage-secured credit exposures
is to maintain the level of risk related to thigtbalio within the framework and scope
provided for in the policy adopted by the bank. Blgstems of the bank should allow
to obtain necessary information concerning thecsine of the portfolio of mortgage-
secured credit exposures in various sections, dk aseits quality and changes
occurring in it.

2.2.2. The bank should develop techniques used to medkaresk included i particular
mortgage-secured credit exposures and in the gmntéolio of these liabilities. The
risk measurement should include in particular:
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2.2.4.

2.2.5.

a) the specificity of mortgage-secured credit exposure

b) the profile of exposure to risk taking into consaten the correlation with
changes occurring in the real estate market,

c) existence of the possibility to apply additionaleties,

d) potential value of loss resulting from failure t@@h the terms and conditions of the
contract.

The analysis of data defining the risk level shduddperformed on an on-going basis.
Measuring techniques should be adapted to the &f\amplexity and size of the risk
contained in the portfolio and the technical posiidgs of the bank.

The bank's policy concerning the management ofittheof mortgage-secured credit
exposures should specify the procedures appliechse of credit exposures at risk.
Procedures in this scope should be developed itingriand approved by the
management board of the bank. Internal controlguores should allow for an early
identification of credit exposures the quality ohieh starts to deteriorate. The
responsibility for execution of the adopted regolad should be assigned to a bank's
organizational unit which is independent from uniisich handle the credit analysis
and issue decisions about granting credits.

A particularly prudent approach should be appleedredit exposures in case of which
the repayment of instalments, both interest ratk capital, is made at the end of the
contract period (so-called balloon credits). Thakbahould develop tools relating to
such type of credit exposure to be able to appaitglyi evaluate their risk throughout
the contract duration.

2.3. Recommendation 7

The bank should have internal limits relating to the entire portfolio, particular types of
mortgage-secured credit exposures and entities asellv as their groups. These limits
should take into consideration the differentiation of both credit exposures and
securities.

2.3.1.

2.3.2.

The implemented procedures should contain an apptepportfolio diversification
compliant with the general strategy of the bank tedtarget area of operation. That
Is why an important element of managing the rigiatesl to mortgage-secured credit
exposures is the determination by the bank of #peeed structure of the exposures
portfolio and adapting the bank's commitment limatshis structure.

In order for the defined limits to meet their fuoais, the banks should conduct an
effective measurement of the potential level ofesyse to risk before implementing

them. The limits, determined according to the aaflie regulations, should

guarantee the appropriate diversification of thertgame-secured credit exposures
portfolio. In particular, the adopted limits shouédate to:

a) specific entity or group of entities,

b) specific sector of the economy,

c) debtors or securities from a specific geographeaar

d) type of credit exposure (credit, loan, off-balasteet liability),
e) length of the contract period,
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2.3.3.

2.3.4.

2.3.5.

2.3.6.

f) currency of the credit exposure,
g) interest rate method (fixed, variable), h)
type of security.

The implementation of particular limits by banksld@heir individual values should be

made dependent on the level of commitment of thk i mortgage-secured credits.

The specified limit creation criteria are thereforéeria that may be used, but are not
mandatory. In justified cases, it is possible thatbank uses its own solutions in this
scope.

Moreover, an important factor impacting the valddimits should be the extreme
conditions tests taking into consideration, in jeatar: economic cycles, real estate
market cycles, interest rate fluctuations, chargjesjuidity of the banking sector and
particular banks, fluctuations of the exchangestale banks significantly committed
to mortgage-secured credit exposures, these testddsbe carried out at least once a
year. Tests should be carried out more frequenttase significant changes of market
conditions occur.

Recommendations concerning the internal conceatrdimits relative to the whole

portfolio, particular credit exposures, entitiesldheir groups as well as control of the
committment concentration listed above are a spatibn of the provisions of

Recommendation C of the Bank Supervision Authocibpcerning the commitment
concentration risk management of 3 March 1997 (textated in 2002), in particular
with relation to securities.

The information about exceeding concentration Bnsihould be each time presented
to the management board of the bank.

2.4. Recommendation 8

The bank should analyse in detail the term structue of sources of financing and adapt it
to the structure of assets.

241

24.2

2.4.3.

Bank's exposure to the risk of liquidity loss retiatto the portfolio of mortgage-
secured credit exposures should be subject to @asmmalysis. This in particular
related to banks with significant commitment to tgage-secured credit exposures.

At least once a year, the bank with significant oatment to mortgage-secured credit
exposures, which finances long-term assets withtg¢éon liabilities, should conduct

an in-depth analysis of long-term liquidity. Depemglon the nature of commitment,
the analysis should contain at least the follovetegments:

a) term structure of the significant commitment of tank, including the analysis of
guality of the mortgage-secured credit exposures,

b) policy of securing the liquidity risk, which in gawular should contain a detailed
description of reliable sources of long-term ligtydfor the bank and an
evaluation of their renewability, with special caesation of costs of obtaining
such funds,

c) simulation concerning the impact of possible changé market conditions,
including the change (decrease) of the value of@ted securities to the situation
of the bank.

The bank should undertake measures aimed diversification of the sources of
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operation financing in order to mitigate the ligtydrisk, in particular long-term
liquidity. These measures include, among othersyrgezation of liabilities based on
uniform credit portfolios. Another solution possbis the use of mortgage banks
operating as part of the capital group, which issuatgage bonds secured by
liabilities purchased from universal banks.

2.5. Recommendation 9
In the bank's organizational chart, the following gructures should be separated:

- related to canvassing of customers and sales of @féd products,

- related to direct analysis of credit applicationsrisk evaluation and making the
credit decision, as well as monitoring of mortgagsecured credit exposure during
its term,

- related to the verification of adopted control proedures.

2.5.1. The above division should be maintained, if possibat all levels of the
organizational structure of the bank, also in thgecof banks significantly committed
to mortgage-secured credit exposures also at ¥el & the bank's management
board. In particular, this refers to processes Imclv technical means (e.g. scoring
systems) are used. This division should also bkeated in appropriate internal
procedures.

2.5.2. The separation of analytical functions as well is&k control and monitoring from
sales functions is of special importance at thditevard decision-making level. It is
important that the persons responsible for theyarsabf credit applications and risk
evaluation had a decisive voice in relation to pessrelated to customer canvassing
and sales of products.

2.6.Recommendation 10

The bank should control on an ongoing basis whethaall the terms of the contract are
met by the customer and whether funds paid by the dnk are used according to the
contract.

Apart from the current control of compliance wittetterms and conditions of the contract, it
is also recommended to conduct a periodic contfabtber factors that may significantly
impact the risk related to mortgage-secured cedibsures. In addition, the quality and the
value of real estates which form the security given credit exposure should be controlled
at regular intervals. This should be made on thsisbaf documents submitted by the
borrower or information and data collected diredily bank's employees competent in this
respect. In case of real estates financed durimgtaaction, the level of advancement of
construction works and their compliance with proggsumptions submitted to the bank must
be controlled.

2.6.1. Additional controls of quality of both the credixmosure and the obtained security
should be carried out if the bank receives inforomaindicating a negative change of
exposure to risk. Any information of this type haweebe immediately reported and
submitted to units and bank's employees resporfsibtlis area.
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III. Foreign exchange risk and interest rate risk of the debtor

3.1. Recommendation 11

The bank should regularly analyse the impact of ex@ange rate fluctuations on the credit
risk incurred by the bank.

3.1.1. The below explanations concerning the recommendatger to cases in which the
debtor does not obtain regular and documented vegern the credit exposure
currency, sufficient to correctly service the ctediposure.

3.1.2. The foreign exchange risk, resulting from suddeustflations of the exchange rate of
zloty to foreign currencies may lead to an increafsthe credit risk, that is why the
bank's policy with respect of currency mortgagessed credit exposures should be
especially prudent.

3.1.3. When verifying the creditworthiness of the borrovegplying for a credit, loan or
another product, the value of which is dependenfoozign currency exchange rates,
the bank should take into consideration the foregohange risk resulting from the
fluctuation of the exchange rate of Polish zlotydreign currencies and its impact on
the creditworthiness of the borrower.

3.1.4. It is recommended that the bank, in case of grgntiredits in foreign currencies,
analysed the creditworthiness of the customer asguthat the interest rate for the
foreign currency credit is at least equal to theriest rate for the credit in Polish zloty
and the credit capital is 20% larger.

3.1.5. At least once a year, the bank should analysentipagt of the foreign exchange risk
on the quality of the portfolio of mortgage-secuddit exposures and real estates
which form the security.

3.1.6. At least once a year, the bank with significant oatment to mortgage-secured credit
exposures should conduct extreme conditions tass€ape of impact of the foreign
exchange risk of the debtor on the credit risk irex by the bank. Tests should be
carried out more frequently in case significantrdes of market conditions occur. As
a minimum requirement, it is recommended to cattytests assuming a decrease of
the zloty exchange rate to particular foreign cucres by 30%, and assuming that the
drop of the exchange rate will be maintained fpeaod of 12 months.

3.1.7. It is recommended that the bank sends the restilextoeme conditions tests and
related assumptions to the Financial Supervisiothéwty. The results of extreme
conditions tests should be made as part of reviedvugndating of the bank’s policy in
scope of credits granted in foreign currencies.

3.1.8. The bank should not determine foreign exchanges Hatecredit, loan or other credit
product contracts in a foreign currency or indexedthe foreign currency less
favourably than for other products and transactwifered by the bank to customers.
The provisions of this point of Recommendation dIndt apply to:

a) exchange rates applied to settle credit transactidatermined by external
institutions independently of the bank,

b) exchange rates applied in scope of non-standangacions concluded with the
customer as a result of negotiations.
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3.2. Recommendation 12

The bank should regularly analyse the impact of irgrest rate fluctuations on the credit
risk incurred by the bank.

3.2.1.

3.2.2.

3.2.3.

3.2.4.

3.2.5.

In case of credit exposures with a variable interate, a significant increase of the
interest rates may lead to an increase of the tcris#i That is why the policy of the

bank in scope of mortgage-secured credit exposuitbsvariable interest rate should
be especially prudent.

When verifying the creditworthiness of the borrovegaplying for a credit, loan or
another product with variable interest rate, thelkshould take into consideration the
interest rate risk and its influence on the credrtivness of the borrower.

In the scope of the interest rate risk, the bardukh at least once a year, analyse the
impact of the interest rate risk on the qualitypoftfolio of mortgage-secured credit
exposures.

At least once a year, the bank with significant oatment to mortgage-secured credit
exposures should conduct extreme conditions tesseape of impact of changes in

interest rates on the quality of the portfolio obmgage-secured credit exposures.
Tests should be carried out more frequently in cagaificant changes of market

conditions occur. As a minimum requirement, itdsammended to conduct tests with
the assumption that interest rates grow by 400 Ipasats, and assuming that the
higher interest rates will be maintained for a peémf 12 months.

It is recommended that the bank sends the restilextoeme conditions tests and
related assumptions to the Financial Supervisiothéwty. The results of extreme
conditions tests should be made as part of revievugndating of the bank's policy in
scope of credits granted in foreign currencies.
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IV. Securities

4.1. Recommendation 13

In case of mortgage-secured credit exposures therdashould analyse both the debtor's
risk and the risk related to the real estate whicHorms the security.

4.1.1.

4.1.2.

4.1.3.

4.1.4.

The basis source of repayment for the bank isekienue of the debtor. That is why
even the fact that the bank accepted a mortgageigsedoes not exclude the need to
prepare a precise and detailed analysis of thatapglication in compliance with
internal procedures of the bank.

The bank should have in place appropriate intgpnatedures allowing for a current

evaluation of the value of the real estates acdemsesecurity of credit exposures and
for evaluation of the factual possibility of usitigem as a potential source of making
the bank's claims.

The analysis of the application submitted by thet@mer should include ratios related
to the potential debtor as well as ratios relatethé real estate accepted as security.

The bank should take into consideration the valuthe® security possible to obtain

during a possible debt collection procedure, takimg consideration legal, economic and
other restrictions that may affect the actual gobti for the bank to satisfy itself from the
subject of the security. The minimum requirementdé met by the security should be set
forth in internal procedures of the bank.

4.1.5.

When analysing the risk related to a given secutiity bank should at least take into

consideration the following:

4.1.6.

4.1.7.

a) type of the mortgage and its impact on risk mitmat
b) position of the bank in the order of satisfyingalaims from the mortgage,
c) order of satisfying claims in case of consortiudis,

d) risk in case of security on a form of possessidiothan ownership, for instance
cooperative right to real estate, co-ownershighefreal estate, on real estates with
which rights of easement are related, etc.

Moreover, the existing experience shows that thes latio of the portfolio of
mortgage-secured credit exposures is higher wherrdhl estate which forms the
security of the exposure is not owned by the debtas therefore recommended to
pay special attention to the exposures for whi@ sécurity is established on a real
estate which is not owned by the debtor.

When analysing the risk related to a given reahteséstablished as security of the
credit exposure, and in particular, when analysiregactual possibility of satisfying
the bank's claims from the given real estate, teklshould take into consideration
the requirements of article 1046 of the Code ofil(Rvocedure (Journal of Laws of
1964, No. 43, item 296 as amended) and requiremainthe Ordinance of the
Minister of Justice of 26 January 2005 on the tedamode of procedure in cases
concerning the vacation of an establishment or rooraurrender of real estate and
detailed conditions to be met by a temporary accodation (Journal of Laws No.
17, item 155). The bank should have in place dgesigrocedures in case there is a
need to satisfy the claim from the real estate WwHarms the security, taking into
consideration the requirements of the regulatioaationed above.
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4.1.8.

4.1.9.

The assessment of risk in case various tgpenortgage (e.g. general mortgage,
collateral mortgage) should be an important elensérthe bank's policy in scope of
management of the risk of the portfolio of mortgageured credit exposures.

The fact of registering the collateral mortgagéeh® land and mortgage register of the
debtor is not an argument that is clearly decisoreassessment of efficiency of this
mortgage. One should consider that the mortgagegistered in a special procedure
(land and mortgage register proceeding) rather thatourt examination proceeding.
When examining the application to register the gege, the court only examines the
contents and the form of the application, attaatheciments and the contents of the
land and mortgage register. In a typical situatimhen the mortgage is registered
based on a declaration of the bank, the compliahdee entry with the actual legal
status and the efficiency of the entry in case idppealed depend on the correctness
and truthfulness of the bank's declaration rathan the entry itself, which the court is
obligated to make.

When establishing a collateral mortgagestiuee the future liabilities, one has also to
consider the effects of determining the highest sdirsecurity under this mortgage.
With relation to a correctly established collateralrtgage to secure future liabilities,
the limit (the highest sum) results in the fact thiathe bank grants subsequent credits
within the limit, they all will be secured by thisortgage. If however the bank grants
further credits, these are not secured by the ragegas not within the limit of the
higher sum. The principle of accessoriness andladtdne mortgage provides that the
repayment of each of the credits which (as pathefhighest sum) was secured by a
mortgage, does not "make place" for another cgrditited on the basis of a long-term
agreement. The collateral mortgage to secure fdialdities cannot be treated as a
certain "mortgage facility”, renewable with repayrmhef subsequent credits granted
within the limit.

4.2. Recommendation 14

The bank should ensure that the value of the secuyi of a mortgage-secured credit
exposure be sufficient during the whole term of theontract.

4.2.1.

4.2.2.

4.2.3.

Most frequently, the mortgage-secured credit expsswill be credits to finance real
estates which in most cases are long-term crebhiat is why ensuring an adequate
value of the security throughout the contract dareis of special importance.

In case of real estates, the ratio most used tiu&eathe adequateness of the security
is the LtV ratio. The bank should evaluate the lefethis ratio before making the
decision on granting the credit, and during thentef the contract, it should monitor
its level at least once a year. A more frequentitodng should be performed in case
of significant changes of market conditions.

Due to important differences in the level and rewirthe risk related to the specificity
of the real estates, it is recommended that th& datermines the maximum LtV ratio
level for different types of securities. One of tm®st important factors taken into
consideration when determining the maximum levehef LtV ratio includes the level

of recoverability of funds committed by the bansnfr a given type of security. For this,
the bank should collect data about the amount nddurecovered by way of debt
collection from particular types of security. Othaiteria the bank should consider
while determining the maximum levels of the LtVieahclude:

a) type of the real estate (e.g. residential reakestacommercial real estate),
b) period of the contract (the longer the term of toatract, the more prudent the
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LtV ratio should be),

c) currency of the credit exposure (in case of foremgimrency, it is necessary to
include the band of fluctuations of a given cursetygpe the national currency
while determining the LtV ratio). One should alserify whether the contract
provides for the possibility of changing the cumgn

d) method of interest rate (fixed - lower requirementgriable - higher
requirements),

e) form of ownership - there is a different risk inseaof ownership and a different
one in case of, for instance, cooperative righhtpremises,

f) value of a possible additional (apart from the mpage) security of the credit
exposure (e.g. insurance).

The maximum levels of the LtV ratio determined lthee the above criteria should
be included in internal procedures of the bank.

4.2.4. Monitoring of changes of the value of th¥ katio aims to allow the bank to quickly

respond to an increase of the LtV ratio value, amtipular when the determined
maximum limits are exceeded. Also in this scope, llank should have in place
internal regulations and procedures made in wrjtohggermining the method of the
bank's response to the changes of the LtV ratioeyalhich in particular should relate
to:

a) application of additional securities,

b) change of security,

c) partial or complete termination of the contrae),
renegotiation of the terms of the contract.

4.3. Recommendation 15

The bank should have appropriate procedures and tds used to verify and update the
value of real estates which form the security of # credit exposures held by the bank.

43.1

4.3.2

The policy of the bank in scope of determinationtloé value of the real estate

forming the security should be especially prudéntorrect analysis of the real estate
valuation made by the bank requires a complete rstateding of the approaches,

methods and techniques used in the valuation psodé® analyses made by the bank
should take into consideration various areas relate¢he specificity of the security.

The management board of the bank should be redpentir adopting internal

regulations and procedures concerning the veridinadf the value of security, and
the persons appointed by the management boare difathk should be responsible for
implementation of the procedures and regulationpeetl by the management board.

4.3.3 As part of verification of the real estatéuations made both by order of the bank and

delivered by the customers, the bank should perfarmmontrol of credibility and
reliability of assumptions and market parameterepgetl for the purposes of the
appraisal prepared by the real estate surveyomyhith the real estate valuation
process is presented. The level of parameters eddyytthe real estate surveyor in the
valuation of the real estate should be verifiedi®ybank based on available databases
concerning the real estate market and the banksriexce, as it is the bank which is
responsible for the quality of the credit and trsk rincurred. The level of the real
estate value thus verified by the bank should fonpaént of reference for the
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4.3.4.

4.3.5.

determination of the amount of the credit (e.g. wit@king into consideration the
assumed LtV level).

The bank should perform a periodic verification tbe value of the real estates
forming the security of credit exposures held by whcomparing the value from the
valuations with the amount of funds recovered by whexecution of the security.
For this, the bank should implement an internakedure specifying the scope, the
methods and the frequency of verification as weltree procedure in case of finding
significant discrepancies. When at the bank, fragjueases of significant
discrepancies between the value from the valuamhthe value of funds recovered
by way of execution of the security are found, thenagement board of the bank
should modify the adopted policy in scope of vesdtfion and updating of the security
value.

In order to determine the value of the security, tfee needs of risk management
related to mortgage-secured credit exposures,dimgufor the need of calculation of
the LtV ratio, the bank may use data from reliatid¢abases. The reliability of the
database is evaluated by the bank; the evaluatisnbmitted to the Bank Supervision
Commission, which may not consider the databaseliable, if the database:

- does not allow for a correct and reliable detertnomeof the security value,
- does not contain a sufficient amount of data ofeypate quality,

- does not meet other requirements specified in Resamdation J of the Bank
Supervision Commission of 20 July 2000 concernimg ¢reation of databases
relative to the real estate market by banks.

4.4. Recommendation 16

The bank should monitor on a continued basis the @nges occurring on the real estate
market, and at least once a year, it should conduet verification of the value of the real
estates which form a security of the credit exposes held by the bank.

4.4.1. A more frequent verification should be perfed in case of significant changes of

4.4.2.

4.4.3.

4.4.4,

market conditions. If there are premises indicatingt the value of the real estate
could drop significantly with relation to the matkealue of other real estates with
similar features, a revaluation of the real estat®uld be made. In case of
individually significant credit exposures as of therification date, a revaluation

should be made at least once every three yearsow frequent verification of the

value of security may be needed in case there r@mipes of loss of value of the
credit exposure and there is a risk that the vafube security will be lower than the
value of the credit exposure.

In case of mortgage-secured credit exposures wdmemot individually significant,
the banks has the possibility to apply simplifiectthods of verification of the
security value based on statistical methods.

The revaluation may not be needed when appropyiteashed employees of the bank
verify the initial assumptions of market parametatopted for the needs of the
appraisal prepared by the real estate surveyorchadk whether these assumptions
remain at an unchanged level or their change issigoiificant enough to impact the

valuation of the real estate. This verification @lidbe appropriately documented and
presented in writing.

If as a result of initial analysis it turns out thea significant change of previous
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assumptions occurred, it is recommended to pregpamv valuation. This means that
the bank should conduct market monitoring and nooimi¢y of assumptions and legal
and economic framework which were adopted for theds of valuations and which
significantly impact their values

4.5. Recommendation 17

The bank should have appropriate procedures allowig to undertake quick prevention
measures in case unforeseen events occur which riéso a decrease of the value of the
real estates which form the security of the crediéxposures of the bank.

4.5.1. The bank should have in place determined internadqulures in writing concerning
the procedure in case of sudden changes of the wdlgecurity. Simulation models
and extreme conditions tests may be helpful inrdaeteng these procedures, as they
allow to simulate the behaviour of the entire puitf and particular mortgage-
secured credit exposures in case significant cleofjthe real estate value occur, and
above all, they allow to assess the results oktlebanges.

4.5.2. At least once a year, the banks with significantncotment to mortgage-secured
credit exposures should conduct extreme conditiesss in order to evaluate the
influence of sudden changes of the security vatughe quality of portfolio of
mortgage-secured credit exposures. Tests shoulchtveed out more frequently in
case significant changes of market conditions occur

4.6.Recommendation 18

Special attention should be paid to those mortgageecured credit exposures where the
value of the real estate depends to a large extetat the financial standing of the debtor
or the financial standing of the debtor depends lagely on changes in the real estate
value. \

4.6.1. The above recommendation relates in paatidol financing of purchase, construction,
adaptation etc. of commercial real estates by HrkbIin such case, the bank when
analysing the credit application should pay spe&itdntion to: the sources of credit
repayment (e.g. rent agreements signed beforerorgdproject execution), terms and
conditions of rent agreements.

4.6.2. When evaluating the mortgage-secured ceggibsure in the portfolio, the bank should
evaluate the legal and financial structure of thgget, taking into consideration the
concluded and effective contracts and binding datins which mitigate particular
risks of the project, with special considerationfinbncial assumptions of the project
which were the basis of granting the credit, laan,
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V. Relations with customers

The recommendations below and the related exptamatielate to cases when consumers are
the customers of the banks.

5.1. Recommendation 19

The bank should make all efforts to ensure that thenformation communicated to the
customers are understandable, unequivocal and ledi

5.1.1. This relates to information presented both befor@ after the contract is signed. The
bank should take into consideration the level obwdedge of the customer, who in
most cases is not a specialist in banking.

5.1.2. Before concluding the contract, the customer shaeiceive all the information
important for the assessment of risk and costdeelé#o the contract conclusion,
including in particular information about foreigmalange risk, variable interest rate
risk and influence of the currency spread on clergtated to credit repayment. This
information should be presented in writing (e.g.sap&cified in points 5.1.10 and
5.1.11). Before concluding the contract, the custorshould also receive all the
important information concerning the terms and dionk of the contract, in particular
in scope of rights and obligations of the custonmater this contract. At the request of
the customer, the bank should also provide himyhigr a draft contract. The bank
should provide any additional explanations andrimfation requested by the customer.

5.1.3. When submitting the contract to the customer fgnisig, the bank should provide the
customer with time needed to read the contentd@icontract and analyse the terms
proposed in it, so as to allow the customer to makeéecision about signing the
contract with full knowledge of terms and condisacontained in the contract, after all
the necessary information and explanations wereigied to the customer.

5.1.4. The bank should regularly provide its customersvaill information concerning the
terms and conditions as well as rights and oblgatiunder the contract. In particular,
the customer should be informed in writing about elmanges which directly influence
the terms and conditions of the credit contractpamticular the level of charged for
credit repayment (e.g. change of interest ratesygef defining the currency spread).
Upon consent of the customer, such information t&gubmitted in other form than
in writing (e.g. by Internet).

5.1.5. The bank should present to the borrowers the irdtion about the total cost of credit
and actual annual interest rate taking in constaerdahe costs known at the moment
of contract conclusion. This purpose should be atmet by including, in
announcements and ads about the credit which cotitaiterms and conditions of the
credit, the actual annual interest rate calcul&tmah the total cost of credit.

5.1.6. The bank should also present to the custamgradditional information related to the
mortgage-secured credit exposure requested byusteroer, provided the access to
this information is compliant with the regulation$ the Banking law on banking
secret, personal data protection act and inteatpllations.

5.1.7. It is recommended that the banks offerezlgtomers credits, loans or other products in
zlotys in the first place. The bank may offer ctettian or other product in a foreign
currency or indexed to the foreign currency onlieathe bank's customer submits a
written declaration confirming that he/she selecdtediforeign currency credit or credit
indexed to the foreign currency being fully awafdéh® foreign exchange risk related
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5.1.8.

5.1.9.

to credits, loans and other products taken in treign currency or indexed to the
foreign currency and of the influence of currenpyesd to the amount of the provided
credit and the amount of charge in credit repayment

The bank should have in place internal procedurademn writing specifying the

method and the scope of informing each customendakp the credit or the loan in a
foreign currency or indexed to the foreign curreradyout the related risk and its
consequences as well as of the influence of coyrepread to the amount of the
provided credit and the amount of charge in creelftayment. Any questions and
doubts in this scope should be explained to théomey by an appropriately trained
employee having the necessary knowledge abouttshredated to the mortgage-
secured credit exposures foreign exchange risk. alfeve principles also apply to
credit exposures other than credits and loans.

The bank should have in place internal proceduragenm writing defining the method
and the scope of informing each customer takingthg credit or the loan with a
variable interest rate about the related risk daacconsequences. Any questions and
doubts in this scope should be explained to théoouwer by an appropriately trained
employee having the necessary knowledge abouttshmetated to the mortgage-
secured credit exposures interest rate risk. ité®@mmended that the customer taking
up a credit or loan with a variable interest ragned a declaration that he/she was
informed by the bank about the interest rate ristt that he/she is aware of incurring
such a risk. The above principles also apply talicrexposures other than credits and
loans.

5.1.10.In order to ensure the comparability of policiektige to determination of currency

spreads applied by the banks, the bank should ersyossibility of free access of
customers to information about foreign exchangesratpplied by the bank, and in
particular in form of a set of information in scopie

a. foreign currency purchase and sales rates dppijethe bank (this information
should relate to all the foreign exchange rateemlplublished by the bank for the
period of repayment of active credits).

b. separate statement of currency spreads appiethd bank (this information
should relate to all the foreign exchange rateemlplublished by the bank for the
period of repayment of active credits).

The minimum scope of presented information shouldompass the period from 1
January 2008, unless the bank is able to providager history of data.

5.1.11. It is recommended that the bank, when ptegeto the customer the offer of the

credit, loan or another product, in the foreignreocy or indexed to the foreign

currency, calculated the amount and the costsesfitcaccording to currency exchange
rates used by the bank and informed the custonwartdbe costs of servicing of credit
exposure in case of a change of the exchange ratecarrency spread which is
disadvantageous for the customer. Such informatiey be submitted in form of a

simulation of credit instalments, for example. Timformation submitted to the

customer should contain in particular:

a. costs of servicing of the credit exposure atcilmeent level of exchange rate of the
Polish zloty to the credit exposure currency, withany change of interest rates.

b. costs of servicing of the credit exposure asagrthat the interest rate for the credit
exposure currency is equal to the interest ratéii@Polish zloty and the capital of the
credit exposure is 20% higher.
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c. costs of servicing of the credit exposure withe@reciation of the exchange rate of

the Polish zloty to the credit exposure currencyadevel corresponding to the
difference between the maximum and minimum exchaate of the Polish zloty
to the credit exposure currency within the lastndénths, without any change of
interest rates.

costs of servicing of the credit exposure witthange of the currency spread at a
level corresponding to the difference between thaximum and minimum
currency spread within the last 12 months, withemy change of interest rates or
exchange rates.

5.1.12. It is recommended that the bank, when pteggto the customer the offer of the

credit, loan or another product with a variableeiatt rate, informed the customer
about the costs of servicing of the credit exposurease of change of the interest rate
level which is disadvantageous for the customer @mdavhich the interest rate of the
credit exposure depends. Such information may bendted in form of a simulation of
credit instalments for the credit exposure, forregke. The information submitted to
the customer should contain in particular:

a. The costs of servicing of the credit exposurdatcurrent level of the interest rate,

on which the interest rate of the credit expos@eends.

The costs of servicing of the credit exposuri\an increase of the interest rate, on
which the interest rate of the credit exposure ddpgby 400 base points.

The costs of servicing of the credit exposurén\an increase of the interest rate, on
which the interest rate of the credit exposure ddpgeat a level corresponding to
the difference between the maximum and the mininhewel of the interest rate
within the last 12 months.

5.2. Recommendation 20

In relations with customers, in the operational ara related to mortgage-secured credit
exposures, the bank should apply the principles gbrofessionalism, reliability, diligence
and best knowledge.

5.2.1. The credit contract should be concluded iiing and the lender is obligated to hand

the contract to the borrower when it is signeds Itecommendable that the contract
contains, apart from the elements indicated ircler69 of the Banking law:

a) fees and other costs related to granting ottédit, including fee for examination of

the credit application and preparation and conclugif the credit contract which
are an element of the total cost of credit andtérms relative to their change,
information about the total cost of credit and attannual interest rate, including
the costs known at the moment of contract conciysio

total amount of all liabilities to the payment ohieh the borrower is obligated (except for
mortgage-secured credit exposures based on a leaimddrest rate),

information about rights and effects of earlieragment of credit,

information about the time limit and the methoderécuting the right to withdraw from the
contract by the borrower,

information about the effects of failure to meet tlerms of the contract, in particular in
scope of the method and time limits of repaymerihefmortgage-secured credit exposure.
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Each contract relating to the currency credit expes should at least contain provisions
concerning the following:

a)

b)

f)

the value of the credit exposure in foreign curyetic case of credit exposures indexed to
the foreign exchange rate, it is allowed to infdha customer about the value of the credit
exposure and the amount of capital and interedalments in the foreign currency
separately once the credit is disbursed),

amount of capital instalments and interest instabs& the foreign currency,

methods and time limits of determination of theefgn exchange rate based on which, in
particular, the amount of the disbursed creditatmunt of credit tranches and capital and
interest rates are calculated, as well as the iptex of conversion of disbursement and
repayment of credit to the currency.

information that the change of the exchange ratk impact the value of the credit
exposure and the amount of capital and intereslments,

information that the change of the currency spmsdidimpact on the value, expressed in
Polish zlotys, of the disbursed credit in the fgrecurrency and on the amount of capital
and interest instalments of the credit,

terms and consequences of changes in credit ex@ostrency.

Each contract relating to the credit exposures wéttiable interest rate should at least contain
provisions concerning the following:

a)
b)

c)

methods and time limits of determining the intenede based on which the amount of
capital and interest instalments is calculated,

information that the change of the interest raté impact the value of the credit exposure
and the amount of capital and interest instalments,

terms and consequences of change of the methodeoést rate.

At the request of the customer, the bank shoulthg@ddahe method of repayment of the credit
indexed to the foreign currency so that the repayrigeemade in the indexation currency. The
change of the method of repayment should applyl tmstalments from the date of contract
amendment. In the credit contract, the bank cahmot the possibility for the customer to
obtain foreign currency intended for credit repagim® the scope of services offered by the
bank.

Recommendation S Page of 29



TABLE OF CONTENTS

TR [ o Yo (U1 i oo PSPPSR 3
L1101 TT- VUSSR 6
=T ot ] 101 4 T=T o F=UiTo] 0 T PR 8

I Y = T F= To [T ¢ 1T o OSSP PRPROTUTRN 11
1 1] oo 1 (o | U PUUPPPTRRP 14
[ll. Foreign exchange risk and interest rate riskhe debtor ...ttt 18
Y S 1o U 1= U PUUPPRTRRP 20
V. Relations WIth CUSLOMENS ......ooiiiiiiii ittt ettt e e e e e e ettt et e et eaaaaaaaaaeaeesaaaanrene 25
Approved by:

Managing Director, Bank Supervision Division of th#fice of Financial Supervision Authority.
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