@ NLB Group

'This 1s Our Home

Annual Report 2020

Wisely
% without
paper



Annual Report 2020 Risk Management 58
C Ontents IT and Cyber Security 69

Human Resources 71

Corporate Governance 73
Statement by the Management Board of NLB 5

Compliance and Integrity 80
Statement by the Chairman of the Supervisory Board of NLB 8

Internal Audit 81
Strategic Members Overview 11

Corporate Governance Statements 83
Key Highlights 13

Disclosure on Shares and Shareholders of NLB 92
Key Events 17

Events after the end of the 2020 financial year 93
Macroeconomic Environment 18
Regulatory Environment 22

Financial Report 95
Business Report 24

Alternative Performance Indicators 180
Acquisition of Komercijalna banka a.d. Beograd 25

NLB Group Chart 189
Strategy 26

Organisational Structure of NLB 190
Risk Factors and Outlook 28

NLB Group Directory 191
Sustainability 30

Definitions and Glossary of Selected Terms 193
Overview of Financial Performance 32

Further information on sustainability
is available in the

Segment Analysis 42
Retail Banking in Slovenia 43

Report format Forward-looking statements
Corporate and Investment Banking in Slovenia 47

The Annual Report in PDF format The expectations, forecasts and statements

represents its unofficial version. The regarding future developments that are
Strategic Foreign Markets 51 Annual Report in ESEF format is pursuant contained in this report are based on

to Commission Delegated Regulation assumptions and are contingent on a
Financial Markets in Slovenia 53 (EVU) 2019/815 and paragraph one of number of factors that will come into play

Article 134 of the Market in Financial in the future. Consequently, the actual

Instruments Act (ZTFI-1) and represents situation may turn out to be different.
Non-Core Members 56 its official version published on SEOnet.

4 2 P> CONTENTS Annual Report 2020

MB Statement SB Statement Key highlights Acquisition of KB Risk factors & Outlook Performance Overview Risk Management Financial Report



http://www.nlb.si/sustainability-report-2020.pdf
http://www.nlb.si/sustainability-report-2020.pdf

Home 1s where people
who matter the most are.

Our home is here in this region. With you, among you.

Who we are

The Group, headquartered in
Ljubljana, is the largest banking
and financial group in Slovenia
with a strategic focus on selected
markets in SEE — our home region.
It covers markets with a population
of approximately 17 million people.
The Group is comprised of NLB as
the main entity in Slovenia and
nine subsidiary banks in SEE, several
companies providing ancillary
services (asset management, real
estate management, leasing, etc.),
and a limited number of non-core
subsidiaries in a controlled wind-
down. NLB has an investment grade
rating by S&P and is a publicly listed
company owned by a diversified
investor base and whose largest
shareholder is the RoS with a

25% plus one share. With the
acquisition of Komercijalna Banka,
Beograd in December 2020, the
Group further strengthened its
strategic and systemic position in
the region and now holds a top 3
position in six out of seven markets
where it has a banking presence.
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The Group will take
care of the financial
needs of its clients and
improve the quality of
life in its home region.
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The Group values

and understands its
home region, and strives
to improve and develop
it for all generations.

Our
strategic
focus

Become regional
champion

Putting clients first

Defend our market
position

Exploit opportunities
and synergies

SB Statement Key highlights Acquisition of KB

* |nvestments

in NLB brand

e Availability and

support anytime/
anywhere

e Robust cyber security

e Improved human

talent management

e Simplification and

quality of services

¢ Benefiting

from emerging
opportunities

e Prudent risk

management

e Capital optimisation

e Cost and investment

optimization

Sustainable

banking

NLB is the first bank in Slovenia
that has signed the UN Principles
of Responsible Banking and has
also made decisive steps on the
path of sustainable banking by
undertaking commitments to
EBRD and MIGA on the Group
level. With the sustainability
ambition anchored in the purpose
of our functioning, the Group
ensures products and services
meet the needs of this generation
and simultaneously preserve

the opportunities of future
generations.

The Group employees operate in
a family-friendly environment.
The Bank received the ‘Top
Employer certificate already for
the 6th consecutive year. The
Group has one of the broadest
social responsibility programmes
in the region. It supports many
humanitarian and cultural projects,
as well as promotes sports among
young people — all this to ensure a
better quality of life in the region
it calls and treats as its home.

Risk factors & Outlook Performance Overview Risk Management Financial Report
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A new boost
for sustainable
development

The COVID-19 pandemic caused a downturn in the
economy, but on the other hand it also brought us some
positives. We pay more attention to what is happening in
the environment and wonder how we influence it with
our actions. In doing so, we have become enthusiastic
about finding sustainable, especially local solutions.

One of the most recognised projects of 2020 in the entire
region of SEE is certainly the #HelpFrame project. With
the #HelpFrame project, we offered our own advertising
space to 274 entrepreneurs, farmers, and micro and small
businesses — which would be difficult for them to afford
in these times — and thus helped them to reach potential
customers, thereby making an important contribution

to strengthening the domestic small business.
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Statement by the
Management

Board of NLB

Dear Stakeholders,

2020 was an extremely challenging and, yet in many ways, a ground-breaking year, not soon
to be forgotten. In more ways than one it was also very memorable for the Group, although
by far not only due to the COVID-19 pandemic and its consequences as one might think. The
pandemic has, of course, had an impact on our business operations and day-to-day work, but
even more notable were the lessons learned and new practices we have since adopted.

A divestment

of insurance
company NLB Vita
fulfilled the last
commitment to
the EC, by which
a highly limiting
state aid process
was officially
completed and
after many years
the Group could
resume its full
business capacity.
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Also notable are a couple of essential milestones. In the middle of the year
we managed to complete a divestment of insurance company NLB Vita as
the last commitment to the EC, by which a highly limiting state aid process
was officially completed and after many years the Group could resume

its full business capacity. This enabled us to again address eventual value
accretive business opportunities, and we very proudly ended the year

with the game-changing acquisition of Komercijalna banka a.d. Beograd
(Komercijalna Banka, Beograd). With this transaction, we further solidified
the Group’s presence in all our markets in SEE, our home region.

High responsibility, supported by knowledge, experience, professionalism,
and finally the strong market position of NLB Group as a regional player
proved once again to be especially effective in times of crisis, brought by
the COVID-19 pandemic. We have responded successfully and effectively
to the new circumstances, maintaining as a priority the concern for the
health of our employees. We provided protective equipment in our
offices, while enabling as many of them as possible to work from home.
In the meantime, the latter has also been supported as the regular
working mode, wherever applicable and mutually acceptable. As the
utmost priority, we also protected the health of our customers by securing
preventive measures in our branches, while at the same time providing
significantly enhanced accessibility and quality of our key services through
online channels. Clients of NLB in Slovenia can now get cash loans,
overdrafts, credit cards and can order any other services 24/7 via a mobile
bank without direct personal interaction, and as unique experience can
sign any contract with the Bank digitally through our mobile bank Klikin.
All of that is supported by 24/7 chat and the video chat service from our

Annual Report 2020

Contact Centre with a closing capacity for the majority of services. With
that, NLB has already surpassed the client experience levels of majority
of FinTech challengers. We have a clear plan for further enhancements
and consistent replication of this delivery model in all our markets.

After witnessing economic hibernation during a substantial part of the
first half-year, various factors contributed to a robust revival of especially
industrial activities by the end of the year. As a result, in the second half of
the year the Group recorded a normalisation of revenues to pre-COVID-19
levels and generated a sound net profit of EUR 141.3" million, with all SEE
subsidiary banks reporting solidly positive net earnings and contributing
36%" to the result.

This outcome was clearly strongly supported by a quick and determined
response from governments and regulators with measures that helped
stabilise the economic environment, but also by a very proactive response
of our whole Group. We have learnt our lessons in the period from
2008-2014 and we are fully aware that concrete actions speak the loudest,
especially in times of crisis. That is why we decisively addressed clients’
needs as soon as the pandemic hit, and its potential consequences were
assessed. We have, for instance, secured stable liquidity by instituting
significant working capital lines to vital businesses, maintaining regular
lending activity and releasing eventual liquidity squeeze to all client
segments through moratoria.

We enhanced relationships and maintained the high quality of portfolios
with very limited NPL migration by intensified daily contacts with clients
and prompt reactions. During the first wave of epidemic we anticipated
material impacts to credit quality, resulting in significant pool impairments
and provisions and cautious guidance regarding the cost of risk. However,
in the second half of the year the economy and clients proved to be more
resilient and actual cost of risk did not follow the initial estimates. This is
clear proof that the underwriting criteria and practices we introduced in
2013 have been very robust across economic cycles.

Structural profitability challenges, in contrast, escalated further. Due to
lockdowns, prohibiting consumption, along with governmental measures,
defending employment and boosting household income, and the influx
of predominantly retail deposits introduced further significant drag on
interest income. We managed to partially mitigate this impact by strongly
focusing on additional fee and commission income, thus defending the
financial intermediation margin, though it has become obvious that in the
EUR-denominated Slovenian market there is no alternative to following
the logic of corporate deposits and also introducing charges for household
balances. Given that a decision was taken to start charging fees from

1 April 2021 on for the balances exceeding EUR 250 thousand with the
ambition to reduce the threshold to EUR 100 thousand in the second half
of 2021.

High responsibility,
supported by
knowledge,
experience,
professionalism,
and finally strong
market position
of NLB Group as

a regional player
proved once again
to be especially
effective in times
of crisis, brought
by the COVID-19
pandemic.

Significantly
enhanced
accessibility and
quality

of our key services
through online
channels.

1. Without the effect of the acquisition

of Komercijalna Banka, Beograd.
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net profit including EUR 137.9
million negative goodwill from
acquisition of Komercijalna Banka,

Beograd, while net profit would be

141.3 W

without the effect of acquisition

of Komercijalna Banka, Beograd.

With the implementation of capital relief measures, the inclusion of two
successfully issued subordinated Tier 2 bonds and undistributed profit

for the year 2019 into capital (due to the BoS restricted dividend payout in
2020 following ECB recommendation) the Group even after the sizeable
acquisition concluded the year with a diversified capital structure and solid
capital position above the regulatory requirements and management buffer.
This besides very high liquidity reserve balances provides a solid foundation
for our further business operations and resumed targeted dividend payouts
as soon as supported by regulators. This position has been also shared by
Moody's rating agency when upgrading the long-term local and foreign
currency deposit ratings of the Bank from Baa2 to Baa1.

Despite the pandemic and numerous related challenges, measures,

key activities and achievements, we positioned the Group in the most
important growth market through the successfully completed acquisition of
Komercijalna Banka, Beograd. Consequently, we have assumed a unique top
3 banking positions with more than a 10% market share in six out of seven
of our markets. Moreover, we further improved our international footprint
by supporting selected cross-border corporate projects, we reintroduced
leasing services in Slovenia through the subsidiary NLB Lease&Go with the
firm ambition of a regional roll-out, we adopted a consistent and decisive
IT strategy with the aim to build the best digital bank and IT team in the
SEE with cyber security being at its core, and we undertook several strategic
initiatives and measures for strategic cost optimisation and boosting sales -
among them an ambitious channel strategy with further swift digitization,
paperless operations, corporate real-estate optimisation, etc.

The Group closed 2020 in a very good shape. We realised that this crisis
offered us many opportunities to differentiate in the market and above all
by being relevant and further strengthening our relationships with clients.
One of these insights resulted in the first Group-wide CSR project that has
a clearly defined sustainability component, #HelpFrame project, with which
we further demonstrated our genuine interest in improving the quality

of life in our region we call and therefore treat as home. We have been
supporting people with an entrepreneurial spirit and creative ideas who
have introduced products and services with a sustainable local footprint.

In the Group, we acknowledged their efforts and provided almost 274
entrepreneurs, farmers, and micro and small businesses from all our markets,
not only with our financial mentorship and professional support, but also
with advertising space that they would otherwise not have been able to
afford.

We consciously and decisively committed to sustainability by signing the
UN Principles for Responsible Banking and commitments toward EBRD and
MIGA. NLB Group decided to discontinue any financing support to coal-
based technologies and has been actively seeking and supporting energy
efficiency improvement and renewable energy production projects. We
are genuinely focusing on the sustainability of our business decisions and
actions, as well as customers’ needs and expectations. As a systemic player,

we are in the position to truly influence the environment and the quality
of life. We know that sustainability is an ongoing series of decisions and
actions. We thus aim to create a regional sustainability platform with an
important positive impact on the environment and society, while being
recognised as a role model in governance. By that we strive to become one
of the most meaningful businesses and the most desirable employers in our
region. We wish to partner in these endeavours with like-thinking clients,
associations and other entities to create an ecosystem of relevant services,
delivered in a sustainable way.

All this cannot be secured without a dedicated team of colleagues who
truly care about our customers and our mission and go the extra mile when
needed. Year 2020 was truly an exceptional year and colleagues deserve
clear recognition of extraordinary efforts and a resounding gratitude. We
have learnt that in times of great uncertainty and concern, things that
once seemed unfeasible, undesirable, or even unacceptable, can become
possible.

In 2020 the Supervisory Board of NLB added members, appointed by the
Workers' Council, enabling the inclusion of employees in the strategic
steering of the Group. The Supervisory Board acknowledged the team’s
efforts and demonstrated trust in the Management Board by extending
the mandates of the CEO/CMO, CFO and CRO until July 2026.

Our plan for 2021 is to continue to act prudenly to leave COVID-19 behind
us as soon as possible, while in parallel to further enhance our capabilities
in the field of knowing our clients, in order to provide even more relevant,
personalised services, whenever and wherever necessary. Our goal is no
longer to just be an excellent distributor of universal financial services, but
also one of the most ambitious, technologically-driven banking groups

in our home region providing top quality experience to our existing and
prospective clients.

We truly believe that the best for the Group is yet to come and we
confidently look forward to the challenges in front of us. We are convinced
that we will not only overcome them, but also learn from them and
become even stronger. With full motivation and energy we will take the
Group to another level as one of the most meaningful businesses in the
region with great positive impact in the environment and society we live
in. This is our home, we respect it and we will support it, nurture it, invest
in it, and make sure that it is ready — for whatever may come.

YW= =4

Archibald Kremser Andreas Burkhardt Petr Brunclik
CFO CRO coo

Yours truly,
Management Board of NLB

Normalisation of
revenues to pre-
COVID-19 levels.

The acquisition

of Komercijalna
Banka, Beograd
further solidified
the Group's
presence in all our
markets in SEE.

We aim to
create a regional
sustainability
platform with
an important
positive impact
on environment
and society.

Blaz Brodnjak
CEO & CMO
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Statement by
the Chairman

of the Supervisory
Board of NLB

To Our Shareholders,

A simple statement, like ‘Not only we have survived,

but we came out leaner, fitter, and readier to run . ..

for the ride that is ahead of us, and for whatever may
come,” would probably fit well into the Darwinism of the
moment. But it actually describes the year 2020 and our
banking business model, as run by your bank, our NLB.

Primoz Karpe
Chairman of the
Supervisory Board
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As McKinsey rightfully points out, unlike many past shocks, the COVID-19
crisis is not a banking crisis; it is a crisis of the real economy, caused by a
tiny virus particle. Banks will naturally be affected, as credit losses cascade
down their balance sheets. Still, the problems are not self-made. The Group
entered the crisis extremely well-capitalised and is far more resilient than it
was 12 years ago. | dare to say we are actually in the best shape ever, when
it comes to regulatory capital robustness.

However, the road ahead is not so much the road of credit impairments and
loan loss provisions, it's the road that tackles the real issue of the forgone
banking revenue years down the line — the foregone revenue for those

not adapted. And | wholeheartedly believe that the traditional banks that
allow their cost bases to evolve quickly, and digitize their service delivery
efficiently, will win. The incumbency of multi-product relationship sales
performs better than monoline product-based businesses. The seemingly
never-ending cash burn rate of banking FinTechs proves this point.

Rest assured, the Group responded extraordinarily well to the first phases of
the crisis, keeping employees and customers safe and keeping the financial
system operating well across all our core markets. Not only that, 2020 was a
year marked by our strong pursuit of our strategic goals, a set of promises
we made in order to deliver for you, our employees, and our society.

Annual Report 2020

MB Statement

We grew our capital base and acquired Komercijalna banka a.d. Beograd
(Komercijalna Banka, Beograd), in what we believe will be a major value
accretive transaction, increasing both our DPS and EPS potentials by
more than 30% and 20%, respectively, over the course of the next few
years. Furthermore, we see opportunities on both the numerator and
denominator of our ROE: not only in the capital management exercises
we regularly promote, such as RWA consumption and optimisation, but
predominantly on the side of an increased productivity. But most of all,
we are transitioning towards the core of our strategy, to be the talent
magnet for tech and consumer behaviour savvy job-seekers.

We will remain and further strengthen our unique banking play
proposition. We will stay focused on our core region, where fragmented
geographies sometimes represent some challenges for us, but also
provides solid protection from most other regional bank players. In the
aftermath of the Komercijalna Banka, Beograd acquisition, we will hold
meaningful market shares in all our core markets. We now simply have to
continue focusing on our dividend capacity as the main shareholder value
proposition.

SB Statement Key highlights Acquisition of KB Risk factors & Outlook Performance Overview Risk Management

Financial Report
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If | tell you that we know we have to: (i) speed up our going-to-digital
transformation, (ii) take costs out faster, (iii) place a focus on a ‘charge or
change’ commercial policy at the retail level, (iv) further increase of our fee

vs. net interest ratio with an alternative business mix on the corporate level,

(v) quickly integrate Komercijalna Banka, Beograd and optimise this

joint market undertaking, and (vi) last but not least, further increase

the productivity of our employees, then you know we are aware of the
challenges ahead. Even more, we are aware of our focus in value creation
efforts. Additionally, Supervisory Board is committed to promote and
monitor the implementation of sustainability governance in the Group,
as well as giving special focus on raising the overall level of cyber security

resilience.

That said, | believe the Group will deliver on its promises to all of its key
constituencies (shareholders, clients, employees, and society), not only in
the year of 2021, but over the mid- to long- term cycle as well.

2020 business developments

The course of the global economy in 2020 was determined by the COVID-19

pandemic, and consequently the Group’s region was not able to remain
intact because of the pandemic and its economic implications. The Group’s
region recorded a substantial drop in economic growth, although the
implications of the COVID-19 pandemic hit countries of the Group’s

region disproportionally due to underlying differences in exposure to the
hardest hit sectors. For instance, countries with a strong reliance on the
tourism sector were particularly more affected by the imposed COVID-19

containment measures.

In general, economic contraction was driven by a reduction in demand,
with restrictive containment measures negatively affecting all demand
components except government consumption that partially offset the
reduction. Fiscal measures aimed at mitigating COVID-19 economic
implications weighed on fiscal balances and public debts, while external
sector was influenced by restrictive measures abroad.

Nevertheless, the pandemic also initiated or accelerated some structural
shifts, most notably the digitization of work and consumption which was
reflected in an increase of online purchases and working from home.
Thereby, the world became much more digital due to the COVID-19
pandemic.

But digital or non-digital, what we could not avoid were the restrictions
of regulators (ECB and BoS) regarding dividend payments, therefore the
General Meeting of shareholders on 15 June 2020 adopted the decision
that the total distributable profit for 2019 in the amount of EUR 228.04
million would remain undistributed, representing the profit carried

forward. We do aim to reverse no-dividend trend with meaningful dividend

distribution subject to regulatory approval during this year.
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2020 - a year that will never be forgotten — and a year
that brought new energy into our business story

In the financial year 2020, we all faced a challenging environment, due

to the already mentioned challenges of the COVID-19 pandemic and
following economic hibernation, but for us it was also a year that brought
new energy into our business story. The Group has further strengthened
the position in SEE market with acquisition of Komercijalna Banka,
Beograd, that increased the Group’s total assets to almost EUR 20 billion
and to a more than 12% market share in the Serbian market. The Group
also managed to defend a stable level of profit before impairments and
provisions of EUR 210.5 million, supported by non-recurring income from
the sale of NLB Vita and debt securities.

Profit after tax amounted to an impressive EUR 269.7 million, and was
strongly affected by the acquisition of Komercijalna Banka, Beograd, with
positive impact of negative goodwill in the amount of EUR 137.9 million.
Without this acquisition the profit after tax of the Group would amount
to a solid EUR 141.3 million, lower than a year before due to additional
impairments and provisions related to the COVID-19 pandemic. The Bank
reached a profit after tax in the amount of EUR 114.0 million, lower than
a year before, but mostly due to retained dividends in the Group member
banks and established impairments and provisions, both related to the
COVID-19 pandemic. All SEE subsidiaries finished the year with a profit
and significantly contributed to the Group’s result.

The operations of the Group were underpinned by strong liquidity

and capital positions, with the TCR reaching 16.6%, which is above the
regulatory requirements, demonstrating the Group’s financial resilience.
In these COVID-19 circumstances, the Group has been perceived as a safe
heaven, and therefore faced growing excess liquidity. The impacts of the
pandemic did not cause any material liquidity outflows.

The overall risk appetite profile of the Group continues to be moderately
conservative. Despite the crises, the NPL ratio (EBA definition) of the
Group remained below 5%, which shows the strong resilience of the
Group. The acquired Komercijalna Banka group has a similar business
model to the existing NLB Group, and its impact on the Group's risk
profile was moderate. The overall slow-down of the economy caused by
pandemic, had some negative impacts on the loan portfolio, though its
quality remained solid and well diversified. The cost of risk increased due
to the impact of the downturn in the macroeconomic environment, still, it

remains within the set outlook.

MB Statement SB Statement
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NLB Group maintains its corporate governance
principles in line with the highest standards

The Supervisory Board performed its work in accordance with applicable
laws (predominantly, but not exclusively the Companies Act (ZGD-1)

and the Banking Act (ZBan-2)), as well as powers and procedures as set

by the Articles of Association of NLB and the Rules of Procedure of the
Supervisory Board of NLB. It carried out its function of assuring efficient
supervision over the management of NLB and the Group in its duty of
careful and scrupulous performance, while adhering to the internal acts of
the Bank.

In performing its duties, the Supervisory Board followed the
recommendations of the Corporate Governance Code for Listed Companies,
exclusively. The Corporate Governance Statement of NLB adopted by the
Supervisory Board on its session dated 18 February 2021 reveals deviations
from the mentioned code, as well as explains key aspects of the Bank’s
corporate governance, particularly the composition and work of the
Bank’s Management Board and Supervisory Board and its committees,
internal control mechanisms, and internal control functions (Internal
Audit, Risk Management, Compliance, Information Security Function and
AML/CTF Function). It also provides a description of the implementation
of the Diversity Policy related to representation in the management and
supervisory bodies and senior management. This statement is published in
the business report of this annual report.

In 2020, there were seven regular and 12 correspondence sessions. The
Supervisory Board received expert assistance from its five operational
committees, namely Audit, Risk, Nomination, Remuneration, Operations,
and IT. The committees of the Supervisory Board met at its regular meetings
and discussed topics and adopted decisions related to the areas that they

oversee.

The Supervisory Board issued approvals to the Management Board related
to the Bank’s business policy and financial plan, adopted NLB Group Annual
Report, adopted decisions with regards to the convocation of the General
Meeting of shareholders, adopted decisions related to management of risk,
adopted the annual Internal Audit Plan and annual Plan of Compliance and
Integrity, and reported on their activities.

The Supervisory Board also adopted decisions on establishment of new
companies, cross-border financing and international syndicated financing,
large exposures, sale of receivables, claim write-offs, the divestment of the
Group companies, legal proceedings involving NLB and the Group members,
transactions with persons in special relations with the Bank, etc. Supervisory
Board endorsed Sustainability programme together with roadmap with key
milestones in the mid-term period.

Risk factors & Outlook Performance Overview Risk Management

Financial Report
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Additionally, the Supervisory Board approved achievements of the
Management Board and proposed new goals for the Management Board,
adopted decisions on succession planning for members of the Management
Board, and acknowledged new candidates for members of the Supervisory
Board. In addition to the already appointed Petr Brunclik, the Supervisory
Board in its session in November 2020, also reappointed Blaz Brodnjak as
CEO & CMO, Archibald Kremser as CFO, and Andreas Burkhardt as CRO of the
Bank.

Through the year the Supervisory Board acknowledged regular reports on
documents received from the regulator(s), namely BoS and ECB, and on the
implementation of the requirements of mentioned regulators, adopted
changes to the Corporate Governance Policy of the NLB, and adopted other
amendments to the internal policies.

The year 2020 was remarkably challenging also from the corporate
governance perspective, as NLB, as the first bank in Slovenia, implemented
Constitutional Court’s decision dated June 2019 that enabled workers’
participation in the management bodies. To that extent, amendments to
the Articles of Association of NLB were adopted on the General Assembly
of shareholders in June 2020 that changed the composition of the
Supervisory Board, that now consists of 12 members, out of which eight
are representatives of the capital and four are employee representatives.

At the end of 2020, the Supervisory Board was composed of 11 members,
of which eight were representatives of shareholders (in addition to Primoz
Karpe and Andreas Klingen, members were also Gregor Rok Kastelic, Mark
William Lane Richards, Shrenik Dhirajlal Davda, Peter Groznik, David Eric
Simon, and Verica Trstenjak) and three were representatives of employees
(Sergeja Kocar, Bojana Steblaj, and Janja Zabjek Dolinsek). The procedure
for election of another member of the Supervisory Board — worker
representative was still ongoing at the end of December 2020.

While members of the Supervisory Board have proper and complementary
knowledge, experience and skills to perform their duties, they all have
different professional, national, and educational backgrounds. All the
members of the Supervisory Board have the necessary personal integrity
and professional ethics to hold their positions, which was confirmed by
the positive Fit & Proper assessment. This provides the assurance that they
can carry out their supervisory roles in a responsible manner and make
decisions that benefit NLB and add value to the Group. The delivery of
critical and assertive opinions has been and will always remain at the
core of our decision-making principles through the expected engaged
participation of all the members.
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Throughout the year, the Supervisory Board has maintained a well-
balanced professional relationship with the Management Board and
enjoyed timely, comprehensive, and data-supported inputs from the latter,
enabling the Supervisory Board to adopt all its decisions in line with the
professional interests of the Bank, whilst adhering at all times to banking
regulations and its statutory powers.

The Supervisory Board continued to act in accordance with the highest
ethical standards of management, considering the prevention of conflict
of interest. Throughout the year, there were some potential conflicts of
interest identified and all were handled with due care. Supervisory Board
members took precautionary measures to avoid any conflicts of interest
that might have influenced their decisions.

Despite extremely demanding times during the COVID-19 pandemic, the
Supervisory Board members assess NLB's operations in 2020 as strong and
solid and performance of the NLB Management Board as successful and
trustworthy. As per that special appreciation needs to be extended to

the Management Board and the employees for their contributions and
achievements. Additionally, it has to be highlighted that due to COVID-19
and its impact on the performance the voluntary solidaritary salary
reduction was introduced for the Supervisory Board, Management Board,
and employees holding service contracts.
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Review and approval of the NLB Group Annual Report 2020

The NLB Group Annual Report 2020 and unaudited financial statements
of NLB Group were examined by the Supervisory Board at the meeting on
18 February 2021. The external audit firm, Ernst & Young d.o.o., Ljubljana,
reported to the Audit Committee on the findings and 2020 audit
procedures on session of the Supervisory Board held on 11 March 2021.

Within the legal deadline, the Management Board of NLB submitted

to the Supervisory Board the NLB Group Annual Report 2020, including
the Business Report and Financial Report, with the audited financial
statements of the Bank, the audited consolidated financial statements of
the Group and the auditor's opinion. The Supervisory Board considered
mentioned reports on 8 April 2021. According to the auditor, the
financial statements with accompanying notes present fairly, in all
material respects, the financial position of the Bank and the Group as of
31 December 2020, and their financial performance and cash flows for
that year in accordance with the IFRS as adopted by the EU. It was also
established that the information contained in the business section of the
Annual Report is consistent with the audited financial statements of the
Bank and the Group.

For the session dated 8 April 2021, the Supervisory Board also prepared

a written report on the verification results for the General Meeting of
shareholders. This report was made in accordance with Article 34 of the
Articles of Association of NLB and the second paragraph of Article 282 of
the Companies Act (ZGD-1). At the end of its report, the Supervisory Board
indicated that as a result of completion of its verification it does not have
any comments in relation to the NLB Group Annual Report 2020, and gave
its approval to it, therefore it is considered adopted.

Yours truly,
Supervisory Board of NLB

Z——’ &‘7

Primoz Karpe
Chairman
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We are from this region and understand business
environment, customs and, most of all, its people. With our
commitment, knowledge, and innovative solutions, the
Group takes superior care of its customers and creates a
better life, a better future for us all. Welcome to our home.

NLB, Ljubljana

.
Slovenia
NLB Banka,
Beograd
NLB Banka, Komercijalna °
CENERRIIE] ® Banka, Banja Luka Komercijalna

) . Banka, Beograd
Bosnia and Herzegovina

° Serbia
NLB Banka,
Sarajevo
NLB Banka,
Prishtina

Montenegro °

NLE Banka, SEETE
. [

Podgorica NLB Banka,

Komercijalna . Skopje

Banka, Podgorica 5
North Macedonia
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298" @ 269.7

Number of branches in NLB Group Result after tax in EUR million

Ko 1,874,804

Total active clients of NLB Group

Strategic Members Overview

Presentation of the NLB Group

Slovenia Mal\::;t:nia Bosnia and Herzegovina Kosovo Montenegro Serbia
NLB NLB NLB NLB NLB  Komercijalna NLB NLB  Komercijalna NLB  Komercijalna Kombank
NLB NLB, Lease&Go, Skladi, Banka, Banka, Banka, Banka, Banka, Banka, Banka, Banka, Banka, INvest,
Group Ljubljana Ljubljana Ljubljana Skopje Banja Luka Sarajevo ELERRTE] Prishtina Podgorica Podgorica Beograd Beograd Beograd
Market position in 2020
Branches® 2980 80 - - 50 51 36 19 34 19 19 28 203 -
Active clients® 1,874,804 668,270 - - 417,298 214,634 136,511 46,173 231,490 64,735 15,491 141,866 849,488 -
Total assets (in EUR million) 19,566 11,027 34 1,626 1,586 796 647 2360 879 538 155iid 687 3,907 i
Net loans to customers (in EUR million) 9,645 4,595 24 - 957 431 399 155 559 367 104vii) 472 1,630 -
gﬁgﬁgsr:i’m’:nsusmme“ 16,397 8,851 - - 1,289 634 522 153ii 748 432 1200 496 3,194 -
Result after tax (in EUR million) 269.7 114.0 -1.1 5.5 19.2 10.1 5.9 0.7 13.3 1.4 0.5 2.6 24.9vi -
Market share by total assets - 24.7% - 34.9%™ 16.5% 18.6%" 5.3%M 5.5% X 17.2% 1.7% 3.4%i % 1.9%Y0  10.2% Vil -
Macroeconomic indicators for 2020
GDP (real growth in %) -6.0 -5.5 -4.5 -5.2 -7.0 -13.0 -1.0
Average inflation (in %) 0.2 -0.3 1.2 -1.0 0.2 -0.3 1.6
Unemployment rate (in %) 15.5 4.9 16.4 18.0 26.5 18.0 9.0
Current account of the balance
of payments (as a % of GDP) -4.7 7.3 -3.5 -4.9 -7.5 -15.4 -4.3
Budget deficit/surplus = a5 & G &7 o &

(as a % of GDP)

Branch offices of Komercijalna Banka, Banja Luka, Komercijalna Banka, Podgorica and Komercijalna Banka, Beograd
not included in total number of NLB Group branches.
Number of active clients of Komercijalna Banka, Banja Luka, Komercijalna Banka, Podgorica and Komercijalna Banka, Beograd
not included in total number of NLB Group active clients due to different definitions.
Assets under management.
Y Market share of assets under management in mutual funds
Market share in the Republic of Srpska as at 30 September 2020.
Market share in the Federation of BiH as at 30 September 2020.
Market share as at 30 September 2020.
Data from internal reports of Komercijalna Banka group.

¥ Data from CBs and own calculations.
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* Business ceased to exist for Vedran Grebo and Samra

- Comor, owners of the touristic agency CoolTour
Sarajevo, as it absolutely stopped with borders closing
during the COVID-19 pandemic. The focus was shifted
to local and regional market through offering of
the hiking tours to Lukomir Village. The benefit of
the tour is in establishing personalised experience
through offering knowledgeable local guides and
whose roots originate from the village, with family
members still living in the area. The new situation
considerably decreased their assets and required
investments in promotion. The #HelpFrame project
significantly helped Vedran and Samra reach a wider
audience and be recognised as an authentic provider
of touristic experiences locally and regionally.
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Financial Performance

Robust performance given
challenging environment

Very solid year with core
revenues from lending and
fee and commission business
at pre-COVID-19 levels.

Defending a stable level of
profit before impairments and
provisions (EUR 210.5 million,
-1% YoY), supported by non-
recurring income (the sale of
NLB Vita and debt securities).

Profit after tax (EUR 269.7 million)
strongly affected by the acquisition
of Komercijalna Banka, Beograd
with positive impact of negative
goodwill in the amount of EUR
137.9 million and additional
impairments and provisions in the
amount of EUR 71.4 million, mostly
related to COVID-19 outbreak.

Continuing focus on the cost
discipline (4% lower costs YoY;
CIR 58.3%). Costs remain well
contained through all cost
categories and geographies.
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Business Overview

Strengthened market
position in Serbia

The divestment of insurance
company NLB Vita (on 29 May the
Bank sold its 50% stake in the share
capital of the company in a joint
sales process together with the
KBCQ) fulfilled the last commitment
to the EC, by which state aid
process was officially completed.

Acquisition of Komercijalna
Banka, Beograd added EUR 4.3
billion to the Group's balance
sheet, becoming top 3 market
player on the Serbian market.

Although business in 2020 has
been marked by COVID-19, the
Group’s results demonstrated
the robustness and resilience of
its sustainable business model.

Strong deposit base demonstrating
client confidence in the Group.

Wider array of digital solutions
(increased number of digital users
and number of digital payments)

and improved customer experience.

Healthy generation of
housing loans.

New business opportunities
pursued to generate
additional revenues.

Annual Report 2020

Asset Quality

Well diversified
asset portfolio

Large share of retail in the credit
portfolio structure — positively
contributing to the diversification
and credit portfolio quality.

The COVID-19 pandemic impacted
the realised cost of risk (62 bps?),
however, remaining within

the set outlook.

Stable NPE (EBA def.) of 2.3% with
confident coverage ratio of 57.3%.

Proactive workout approaches
and other precautionary measures
to minimise potential future
losses; NPL reduction recorded.

2. Komercijalna Banka group
is excluded from calculation.

MB Statement

Capital & Liquidity

Well-capitalised, well
above regulatory
requirements

Capital position comfortably
above regulatory requirements
(TCR of 16.6%, 0.3 p.p. higher
YoY). Due to acquisition of
Komercijalna Banka, Beograd
TCR was reduced by 5.7 p.p.

Adequate capitalisation
throughout 2020 due to inclusion
of subordinated Tier 2 bonds
into capital, undistributed profit
from 2019, minority capital and
other capital relief measures.

Liquidity position of the Group

remains very strong, with high level
of unencumbered liquidity reserves.

SB Statement Key highlights

Acquisition of KB

Response to COVID-19 Pandemic

Quick adaptation of business
operations, proactive
response to clients

Instant adaptation of processes
to ensure higher availability and
use of digital channels — a wider
range of 24/7 accessible digital
solutions offered to clients.

Supporting clients through
the downturn by offering
moratoriums (EUR 2.4 billion),
and new financing (EUR 148.9
million), of which majority is
subject to public guarantee
schemes (EUR 134.6 million).
Most of approved moratoria
(81%) already expired.

Due to positive experience
and effects during the
COVID-19, the Bank will
continue with work-from-
home initiative in the future.

Risk factors & Outlook

Performance Overview

Strategy & Outlook

Committed to pursue its
strategic objectives

Integration of Komercijalna Banka
group enabling synergy extraction.

Special focus on stable revenues
and cost sustainability.

Dividend payout in 2021 will
be conditional on regulatory
requirements and in line
with NLB's capacity.

Striving to become regional
champion, whereby clients
remain the first priority.

Continue to serve the community
aiming to improve the quality
of life in the region.

Meeting stakeholder needs and
expectations and driving business
value through sustainability.

Risk Management Financial Report




Key performance indicators

Table 1a: Key financial indicators for NLB Group and NLB

2020 2019 2018
NLB Group NLB NLB Group NLB NLB Group NLB
Income statement data (in EUR million)
Net interest income 300 139 318 158 313 158
Net non-interest income® 205 173 199 197 184 167
Net non-interest income (BoS)" 360 180 219 204 206 175
Total costs"” -294 -180 -305 -191 -292 -180
Operating costs (BoS)? =311 -188 -321 -198 -309 -189
Result before impairments and provisions 211 131 212 164 205 144
Impairments and provisions -71 -17 -1 14 23 33
Gains less losses from capital investments in
subsidiaries, associates, and joint ventures ! B 4 B > .
Result before tax 278 114 215 178 233 177
Result of non-controlling interests 3 - 8 - 8 -
Result after tax 270 114 194 176 204 165
Financial position statement data (in EUR million)
Total assets 19,566 11,027 14,174 9,802 12,740 8,811
Gross loans to customers 10,033 4,753 7,938 4,718 7,627 4,704
Impairments and deviations from FV -388 -158 -334 -129 -479 -226
Net loans to customers 9,645 4,595 7,605 4,589 7,148 4,478
Financial assets 5,120 3,017 3,830 3,169 3,399 2,869
Deposits from customers 16,397 8,851 11,612 7,761 10,464 7,033
Equity 1,953 1,451 1,686 1,333 1,616 1,295
Non-controlling interests 170 - 45 - 41 -
Total off-balance sheet items 4,671 3,684 4,222 3,644 3,996 3,473
Key financial indicators
a) Capital adequacy
Total capital ratio 16.6% 27.1% 16.3% 22.6% 16.7% 24.1%
Tier 1 ratio 14.2% 22.3% 15.8% 21.8% 16.7% 24.1%
CET 1 ratio 14.1% 22.3% 15.8% 21.8% 16.7% 24.1%
Total RWA (in EUR million) 12,421 6,029 9,186 5,225 8,678 5,024
RWA / Total assets 63.5% 54.7% 64.8% 53.3% 68.1% 57.0%
b) Asset quality
perfonming loans with mpaimants for ol loans) B1.8% 76.0% 89.2% 762% 77.1% 65.8%
PLoengnlod e dgosionpeomns g sew  eow  sw mee s
NPL coverage ratio (EBA definition)™ 56.9% 55.3% 64.5% 55.5% 63.7% 55.0%
NPL coverage ratio (EBA definition) (BoS)™ 56.9% 55.3% 64.5% 55.5% 63.7% 55.0%
NPL volume (in EUR million) 475 208 375 169 622 343
NPL ratio (internal def.; NPL/ Total loans) 3.5% 3.0% 3.8% 2.8% 6.9% 6.3%
Net NPL ratio (internal def.; net NPL/ Total net loans) 1.5% 1.3% 1.4% 1.3% 2.6% 2.8%
NPL ratio (EBA definition) 4.5% 4.0% 4.6% 3.3% 7.9% 6.8%
NPL ratio (EBA definition) (BoS)™ 3.4% 2.8% 3.8% 2.7% 6.8% 6.0%
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2020 2019 2018
NLB Group NLB NLB Group NLB NLB Group NLB
NPE ratio (EBA definition) 2.3% 1.9% 2,7% 2.0% 4.7% 3.9%
Received collaterals / NPL 60.7% 65.8% 66.6% 72.0% 67.4% 71.1%
NPL Collateral received / NPL (EBA definition) 42.4% 43.5% 35.4% 33.6% 41.2% 39.9%
Credit impairments and provisions / RWA 0.5% 0.1% -0.1% -0.3% -0.3% -0.6%
) Profitability
Net interest margin (BoS)" 2.0% 1.3% 2.4% 1.7% 2.5% 1.8%
Financial intermediation margin (BoS)® 4.4% 3.1% 4.0% 3.9% 41% 3.8%
Operational business margin® 32% 2.5% 3.8% 2.9% 3.9% 3.0%
ROE b.t. 15.4% 8.2% 12.7% 13.4% 13.2% 12.4%
ROA b.t. 1.8% 1.1% 1.6% 1.9% 1.9% 2.0%
ROE a.t. 15.4% 8.2% 11.7% 13.3% 11.8% 11.6%
ROA a.t. 1.8% 1.1% 1.5% 1.9% 1.6% 1.9%
d) Business costs
Operating costs / Average total assets (BoS)" 2.1% 1.8% 2.4% 2.2% 2.5% 2.1%
CIRY 58.3% 57.9% 59.0% 53.9% 58.8% 55.5%
Total costs / RWA® 2.4% 3.0% 3.3% 3.7% 3.4% 3.6%
Total costs / Total assets” 1.5% 1.6% 2.2% 2.0% 2.3% 2.0%
e) Liquidity
auity assets / Short-term financial 56.1% 65.8% 54.7% 63.8% 54.1% 48.2%
iabilities to non-banking sector
Liquidity assets / Average total assets 51.8% 54.9% 44.7% 52.1% 38.0% 42.5%
f) Other
Market share in terms of total assets - 24.7% - 23.8% - 22.7%
LTD 58.8% 51.9% 65.5% 59.1% 68.3% 63.7%
Total revenues / RWA? 4.1% 5.2% 5.6% 6.8% 5.7% 6.5%
Key indicators per share
Shareholders"" B 2,455 - 2,100 N 1,716
Shares - 20,000,000 - 20,000,000 - 20,000,000
The corresponding value of one share (in EUR) - 10 - 10 - 10
Book value (in EUR) 97.6 72.5 84.3 66.7 80.8 64.8
International credit ratings
S&P BBB- BBB- BB+
Fitch BB+ BB+ BB+
Moody's"" Baal Baa2 Baa2
Employees
Number of employees 8,792 2,591 5,878 2,659 5,887 2,690

Further details on the definition of certain indicators in this table are available in chapter Alternative Performance Indicators.

@ Data for 2019 and 2018 are adjusted to the changed schemes as prescribed by the BoS (relocation of some items from net other income to other general and administrative expenses). More details are
available in note 2.3. of the Audited Financial Statements of NLB Group and NLB d.d. of this report.

(M Result before impairments and provisions of NLB Group for the year 2020 does not include Negative Goodwill.

Gi) | oans and advances without loans and advances classified as held for sale, cash balances at CBs and other demand deposits.

™ Loans and advances including cash balances at CBs and other demand deposits.

“ Calculated on the basis of average total assets.

“) Calculated as Net income from operational business (NIl - Tier 2 bonds expenses + Net fee and commission income + Recurring net income from financial operations) / Average total assets.

i As per share register of KDD. The shares are listed on Ljubljana Stock Exchange. The Bank of New York Mellon (the ‘GDR Depositary) represented in the share register of KDD as one holder is not the
beneficial owner of shares, it holds shares in its capacity as the depositary for the GDR holders. The GDRs representing shares are issued against the deposit of shares and are listed on London Stock Exchange.
Therefore, the number in the share register of KDD does not represent all final beneficial owners of the Bank shares. The rights under the deposited shares can be exercised by the GDR holders only through
the GDR Depositary and individual GDR holders do not have any direct right to either attend the general meeting of bank’s shareholders or to exercise any voting rights under the deposited shares.

il Unsolicited rating.
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Table 1b: Selected indicators presenting performance with and without inclusion of Komercijalna Banka group

2020 2019
NLB Group (w/o
NLB Group Komercijalna NLB Group
Banka group)

Net loans to customers (in EUR million) 9,645 7,778 7,605

Financial assets (in EUR million) 5,120 3,755 3,830

Deposits from customers (in EUR million) 16,397 12,954 11,612

ROE a.t. 15.4% 8.1% 11.7%

NPL coverage ratio 1 (coverage of gross non-performing 81.8% 86.9% 89.2%

loans with impairments for all loans)

oans nih mpatrments or romperoring s 573% 62.6% 65.0°%

NPL volume (in EUR million) 475 435 375

NPL ratio (internal def.; NPL/ Total loans) 3.5% 3.9% 3.8%

NPE ratio (EBA definition) 2.3% 2.6% 2.7%
Table 2: Information on the LCR® (in EUR thousands)

Q1 2020 Q2 2020 Q3 2020 Q4 2020

NLB Group NLB NLB Group NLB NLB Group NLB NLB Group NLB

Liquidity Coverage Ratio (LCR) 333.4% 381.5% 321.3% 370.1% 311.4% 357.8% 302.9% 351.2%

High Quality Liquid Assets (HQLA) 3,538,373 3,274,751 3,853,203 3,553,904 4,187,441 3,857,502 4,493,341 4,119,661

Net Liquidity Outflows 1,066,212 864,163 1,208,445 967,226 1,353,319 1,083,882 1,495,611 1,177,269

@ Table 2 illustrates the values and data for each of the four calendar quarters.

They are calculated as a simple average of observations on the last calendar day of each month for a period of 12 months before the end of each quarter.
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Table 3: Market performance and outlook for the period 2021-2023

Regular income

Performance in 2020

EUR 504.5 million

Outlook 2021

> EUR 600 million

Outlook 2023

> EUR 700 million

Costs EUR 293.9 million ~ EUR 430 million® < EUR 400 million
ROE a.t. 8.1%" High single digit > 10% (RORAC > 12%)
Loan growth 3% Mid single digit number High single digit CAGR (2021-2023)
Cost of risk 62 bps®™ 70-90 bps 40-60 bps
Dividend payout / EUR 92.2 million > EUR 300 million®

@ 1nitial increase in cost base in 2021; projected costs include restructuring charges.

@ Komercijalna Banka group is excluded from calculation to ensure comparability with previous years.

(i RORAC calculated as Result after tax excl. Tier 2 bonds expenses divided by average RWA at 15.25% capital requirement.

® Cumulative in the period 2021-2023.
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Shareholder structure of NLB

The Bank shares are listed on the Prime Market sub-segment of the Ljubljana
Stock Exchange (ISIN SI0021117344, Ljubljana Stock Exchange trading
symbol: NLBR) and the GDRs, representing shares, are listed on the Main
Market of the London Stock Exchange (ISIN: US66980N2036 and
US66980N 1046, London Stock Exchange GDR trading symbol:

NLB and 55VX). Five GDRs represent one share of NLB.

Table 4: NLB’s main shareholders as at 31 December 2020

Shareholder Number of shares  Percentage of shares

Bank of New York Mellon on behalf of the GDR holders® 11,769,972 58.85
of which Brandes Investment Partners, L.P / >5and <10
of which EBRD™ / >5and <10
of which Schroders plci / >5and <10

Republic of Slovenia (RoS) 5,000,001 25.00

Other shareholders 3,230,027 16.15

Total 20,000,000 100.00

@ Information is sourced from NLB’s shareholders book accessible at the web services of CSD (Central Security Depository, Slovenian:
KDD - Centralna klirinsko depotna druzba) and available to CSD members. Information on major holdings is based on the self-
declarations by individual holders pursuant to the applicable provisions of Slovenian legislation, which requires that the holders of
shares in a listed company notify the company whenever their direct and/or indirect holdings pass the set thresholds of 5%, 10%,
15%, 20%, 25%, 1/3, 50%, or 75%. The table lists all self-declared major holders whose notifications have been received. In reliance
of this obligation vested with the holders of major holdings, the Bank postulates that no other entities nor any natural person holds
directly and/or indirectly 10 or more percent of the Bank’s shares.

The Bank of New York Mellon holds shares in its capacity as the depositary (the GDR Depositary) for the GDR holders, and is

not the beneficial owner of such shares. The GDR holders have the right to convert their GDRs into shares. The rights under the
deposited shares can be exercised by the GDR holders only through the GDR Depositary and individual GDR holders do not have any
direct right to either attend the shareholder's meeting or to exercise any voting rights under the deposited shares.

(i) The information on GDR ownership is based on self-declarations by individual GDR

holders as required pursuant to the applicable provisions of Slovenian law.

Market performance of NLB's securities (shares and GDRs)

The COVID-19 pandemic weighed heavily on banking sector stocks in 2020.
After reaching an annual peak in the middle of February 2020, European
banking sector stocks dropped significantly as the COVID-19 pandemic
spread. A moderate pick-up in value followed during the summer, but with
the arrival of autumn, banking sector stocks returned to levels observed in the
middle of March 2020. Despite rising at the end of the year, banking sector

stocks still recorded an annual decrease in value of around 25%.

The price movement of the Bank’s stocks did not differ substantially in
comparison to European banking sector stocks. The Bank stocks experienced
approximately a 25% drop in value in 2020. The difference was that the Bank’s
stocks decreased at a higher pace over the summer and reached levels similar
to March 2020 already by the end of August 2020. Nevertheless, a subsequent
uptick in value caused that by the beginning of September 2020. The Bank’s
stocks price movement was relatively synchronized with the price movement of
European banking sector stocks. Similar to those stocks, the price of the Bank’s
stocks rose in the last couple of months in 2020. However, it should be noted

that the substantial drop in price in the February—March period was not offset.

Annual Report 2020
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Figure 1: NLB shares’ price movement on the Ljubljana Stock Exchange (in EUR)
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Figure 2: NLB GDR's price movement on the London Stock Exchange (in EUR)

Table 5: NLB share information

Share information

31 December 2020

Total number of shares issued 20,000,000
Highest closing price (in 2020) EUR 65.0
Lowest closing price (in 2020) EUR 34.1
Closing price as at 30 December 20207 EUR 45.8
NLB Group book value per share EUR 97.6
NLB Group earnings per share (EPS) EUR 13.5
Price / NLB Group book value (P/B) 0.47

Dividend per share (for the previous business year)

/

Market capitalisation®

EUR 916,000,000

@No market on 31 December 2020.
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Indices

The Bank’s shares are included in several indices: the SBITOP index and
ADRIA prime index of the Ljubljana Stock Exchange, the FTSE Frontier
Index, MSCI Frontier and MSCI Slovenia, S&P Eastern Europe BMI, S&P
Emerging Frontier Super Composite BMI, S&P Extended Frontier 150, S&P
Frontier BMI, S&P Frontier Ex-GCC BMI, S&P Slovenia BMI, STOXX All
Europe Total Market, STOXX Balkan Total Market, STOXX Balkan Total
Market ex-Greece & Turkey, STOXX EU Enlarged Total Market, STOXX
Eastern Europe 300, STOXX Eastern Europe 300 Banks, STOXX Eastern
Europe Large 100, STOXX Eastern Europe Total Market, STOXX Eastern
Europe Total Market Small, STOXX Global Total Market and STOXX
Slovenia Total Market.

Investor Relations’ function

Since the listing of the Bank’s shares and GDRs in November 2018, the
importance of the Investor Relations (IR) function has increased substantially,
requiring engagement with investors and the broader community. The Bank
participated in varied forms of engagement, such as investor meetings,

calls, and conferences, reflecting the diverse nature of the Bank’s ownership
structure. Open and regular communication with investors and analysts
allowed for dialogue promotion on strategic developments, as well as on the
recent financial performance of the Group. The Bank promoted greater
awareness and understanding of operating businesses, developments, and

events which have an influence on the performance of the Bank’s share price.

The IR section of the Bank’s website is an important communication channel
that provides comprehensive information on the Group and share price
performance of the Bank. In addition, it enables the effective distribution of
information to the market in a clear and consistent manner. IR presentations,
financial reports, and important information are uploaded to the Bank’s

website in line with IR’s Financial Calendar.

Since the listing, four analysts released research reports about the Group. The
Bank’s share is covered by analysts from JP Morgan, Deutsche Bank, Wood &
Company, Citi, InterCapital, and Raiffeisen Bank International.

Risk factors & Outlook Performance Overview Risk Management
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Key Events

Top Employer
certificate

NLB Lease&Go
founded Meeting

N

JANUARY FEBRUARY MARCH

February

On 4 February, the Bank announced that for the fifth
consecutive year it is ranked among the best employers

in the world. Top Employers Institute, an independent
international certification company, has once again awarded
the Bank the acclaimed ‘Top Employer’ Slovenia certificate.

On 5 February, the Bank issued 10NC5 subordinated Tier

2 bonds in the amount of EUR 120 million (ISIN code
XS2113139195) on international debt capital markets to
strengthen and optimise its capital structure. On 25 March,
the Bank obtained the ECB’s permission for the instrument’s
inclusion in the calculation of Tier 2 capital.

On 26 February, NLB entered into a share purchase
agreement with the Republic of Serbia for the acquisition
of an 83.23% ordinary shareholding in Komercijalna Banka,
Beograd for EUR 387 million.

March

On 4 March, NLB obtained the ECB’s permission to include
the 10NC5 subordinated Tier 2 bonds in the amount of EUR
120 million the Bank issued on 19 November 2019 (ISIN code
XS2080776607) in the calculation of Tier 2 capital.

In March, the COVID-19 pandemic became a global
phenomenon with wide and far-reaching consequences
including implications for the global and regional banking
sector and therefore for the Group as well.

Annual Report 2020

APRIL MAY JUNE

April

On 9 April, the Bank disclosed the amended decision on the
composition of Pillar 2 additional own funds requirement
(P2R) of the currently applicable decision establishing
prudential requirements (SREP). The decision was applied
retroactively from 12 March 2020.

On 9 April, the Bank received the decision of the BoS
relating to the MREL requirement, which amounts to 15.56%
of TLOF on a sub-consolidated level of the NLB Resolution
Group (consisting of the Bank and non-core part of the
Group). The MREL requirement shall be reached by 31
December 2021 and shall be met at all times from that date
onwards.

The NLB Cultural Heritage Management Institute, Ljubljana
(entered in the register of companies on 16 April 2020) was
established based on the concept of the Bank art collection
management.

May

On 13 May, the ECB gave its consent to the appointment

of Petr Brunclik as a member of the Management Board of
the Bank and COO. Petr Brunclik, who was appointed by the
Supervisory Board of the Bank at the end of November 2019,
joined NLB in February 2020.

On 29 May, having met all the suspensive conditions under
the sales agreement of 27 December 2019, the Bank sold its
50% stake in the share capital of NLB Vita in a joint sales
process together with the KBC.

On 29 May, the Bank announced that the newly founded
company, NLB Lease&Go, provider of leasing services, has
entered the Slovenian market and joined the Group. The
company offers leasing for personal vehicles and lorries,
buses, and agricultural and construction machinery.

35th General

Moody’'s upgrade to Baa1

JuLy AUGUST SEPTEMBER

June

On 9 June, the Workers’ Council of NLB elected and
appointed Petra Kakovic Bizjak, Sergeja Kocar, and
Bojana Steblaj as members of the Supervisory Board — and
representatives of the employees.

On 15 June, the shareholders of the Bank gathered at the
35th General Meeting of NLB where 56.85% shares with
voting rights were present. Primoz Karpe and David Eric
Simon were re-elected for a new term of office; additionally,
Verica Trstenjak was elected as a new member of the
Supervisory Board.

On 26 June, the members of the Supervisory Board of the
Bank elected Primoz Karpe as their Chairman for the second
time in a row. Andreas Klingen remains his deputy.

On 30 June, the Bank entered into contracts with MIGA
(part of the World Bank Group) in the amount of EUR 303.1
million for the purpose of risk-weighted assets optimisation.

August

Between 14 and 18 August, the Management Board
members of NLB, Blaz Brodnjak, CEO & CMO; Andreas
Burkhardt, CRO; Archibald Kremser, CFO; and Petr Brunclik,
COO together acquired 1,382 ordinary shares of NLB, ISIN:
S10021117344, LJSE ticker NLBR, in the total amount of EUR
51,031.20.

September

On 1 September, the Bank received a letter of resignation
from Petra Kakovic Bizjak, a member of the Supervisory
Board (the workers' representative).

At the end of September, NLB as the first bank in Slovenia,
joined more than 180 banks from all over the world as a
signatory of the UN Principles for Responsible Banking.

=

OCTOBER NOVEMBER DECEMBER

October
On 6 October, Moody's upgraded the long-term local and
foreign currency deposit ratings of NLB from Baa2 to Baa1.

November

On 20 November, the Bank received information from the
Workers’ Council of NLB that they elected Janja Zabjek
Dolinsek as member of the Supervisory Board of the Bank -
and representative of the workers. Her term of office shall
run from 20 November 2020 and will last until the conclusion
of the Annual General Meeting of NLB that decides on the
allocation of distributable profit for the fourth financial

year after her election, counting the year in which she was
appointed as the first one.

On 12 November, the existing members of the Bank's
Management Board were reappointed for another term in
office; Blaz Brodnjak as the CEO & CMO, Archibald Kremser
as the CFO; and Andreas Burkhardt as CRO of the Bank, all
for a period of five years from the end of their term on 6
July, 2021.

December

In relation to the completion of the transaction
contemplated in the Sale and Purchase Agreement relating
to 83.23% of the ordinary shares of Komercijalna Banka,
Beograd, dated 26 February, 2020 (the ‘SPA’), concluded
between the Republic of Serbia as the Seller, and NLB as

the Buyer, the Bank announced on 22 December that it has
obtained all the required regulatory approvals contemplated
by the SPA, while on 30 December the Bank completed the
acquisition.
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Macroeconomic
Environment

Global and European Economy

The course of the global economy in 2020 was determined by the COVID-19
pandemic, causing unprecedented contraction. Governments were forced

to implement drastic measures to contain the pandemic despite significant
economic implications. The COVID-19 shock disrupted production chains
around the world when manufacturing in China came to a standstill. This
caused supply-side disruptions while containment measures disrupted the
demand side by weighing heavily on private consumption. Supported by the
Chinese recovery, world trade and industrial production recovered after a
significant decline in Q2 2020. A clear divergence between manufacturing
and services sectors was observed as measures for containing the spread of
the virus hit sectors disproportionally. The manufacturing sector remained
somehow resilient to further waves while the services sector contracted on the
back of re-introduced containment measures. To mitigate adverse negative
impacts of the pandemic, governments and CBs provided fiscal support and
monetary policy easing which mutually reinforced. Large-scale fiscal support
and liquidity assistance have been extended to economies to avoid mass
lay-offs, preserve incomes, and protect businesses. They could be categorised
into (i) jobs retention schemes, (ii) household and self-employed income
support, (iii) tax and loans forbearance and deferment, and (iv) liquidity and

guarantees‘

In the EU, fiscal measures adopted on the national level were complemented
by a common European rescue package, which included (i) precautionary
credit lines for member states, (i) a programme to finance loans to businesses,
and (ii1) a jobs support programme. The agreement on a recovery plan, Next
Generation EU, and the EU’s long-term budget is set to ensure support to
the hardest hit member states and underpin growth in subsequent years.

National authorities also implemented capital, liquidity, and borrower-based

macroprudential measures to support banks facilitating the real economy. The

ECB provided abundant liquidity and conducted large-scale asset purchases
with the objective to keep favourable financing conditions and to maintain

the smooth working of the transmission mechanism. The ECB introduced
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and recalibrated existing and new monetary policy instruments several times
over 2020. Key interest rates remained unchanged, though. Most importantly,
the ECB introduced and recalibrated the Pandemic Emergency Purchases
Programme (PEPP). The envelope of PEPP was increased over the year to a
total of EUR 1,850 billion, and the duration of the programme was extended
to March 2022. The ECB recalibrated Temporary Long-Term Refinancing
Operations (TLTRO-III) and introduced Pandemic Emergency Long-Term
Refinancing Operations (PELTRO).

In the US, the Fed ramped up its asset purchases programme to prevent
financial tightening in the markets and introduced a monetary policy
shift by allowing for a temporary overshoot in inflation after a period of

undershooting the inflation target.

European governments in particular managed to achieve that the COVID-19
shock had only a very moderate effect on the unemployment rate, mainly
due to jobs retention schemes masking the real impact of the crisis on the
labour market. The downward pressures on prices amplified over the year.
Nevertheless, a significant part of the downward pressure on prices could

be credited to temporary factors, e.g. energy prices and the German VAT

reduction.

The global economy is expected to rebound in 2021. However, countries

all over the world are likely to continue with the alternating relaxations and
restrictions until the broad vaccine rollout enables a sustainable easing of
containment measures. The Euro area economy is expected to grow 4.0%

in 2021. The rebound in the Euro area should be underpinned by fiscal
measures on the national, as well as European levels and the accommodative
monetary policy. The revival of private consumption and pent-up demand,
underpinned by preserved stable incomes and households gradually releasing
accumulated savings, should be important drivers of the rebound in the Euro
area. Inflation is expected to rise in 2021, as drivers of deflation in 2020 are
set to become drivers of reflation in 2021. The economic recovery should

also play its part as an upward pressure on prices. Nevertheless, inflation

1s expected to remain in check due to the substantial output gap, as well

as elevated unemployment in comparison to pre-crisis levels. The cost of
mitigating the pandemic will continue to be felt in 2021, although pressures on
public finances are expected to ease. Fiscal deficits are expected to narrow due
to a growth-induced rise in budget revenues, gradual unwinding of pandemic-
related emergency measures, and the projected rebound in economic activity.
Public debts are expected to move in line with narrowing fiscal deficits and the

economic rebound.
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The Economy in the Group'’s region

The Group’s region was not able to circumvent the COVID-19 pandemic
and its economic implications. As a consequence, the Group’s region recorded
a substantial drop in economic growth. However, economic implications of
the COVID-19 pandemic differed between countries of the Group’s region
due to underlying differences in features of economies. Countries with the
strong reliance on the tourism sector were severely affected by restrictions
on domestic and international travel. The disruption to global supply chains
and a decline in remittances and FDI inflows weighed on economies as well.
The lowest annual contraction was registered by Serbia, while the highest
contraction was experienced by Montenegro. In general, inflation fell
mainly because of downward pressure on consumer prices due to depressed
domestic demand and a drop in oil prices. Fiscal balances and public debts
were affected by implementation of fiscal measures aimed at cushioning
COVID-19 economic implications. Current accounts worsened and deficit
financing needed to be complemented by external loans due to a decrease in

regular sources of financing;, i.e., FDIs and remittances.

Table 6: Movement of key macroeconomic indicators in the Euro area and NLB Group region

GDP Average inflation Unemployment rate
(real growth in %) (in %) (in %)

2018 2019 2018 2019 2020 2018 2019
Euro area 1.9 13 -6.6 1.8 1.2 0.3 8.2 7.6 8.0
Slovenia 4.4 3.2 -5.5 1.9 1.7 -0.3 5.1 45 4.9
BiH 3.1 2.9 1.4 0.6 -1.0 18.4 15.7
Montenegro 5.1 4.1 -13.0 2.6 0.4 -0.3 15.2 15.1
N. Macedonia 2.8 3.2 -4.5 1.4 0.8 1.2 20.7 17.3 16.4
Serbia 45 4.2 -1.0 2.0 1.9 1.6 12.7 10.4 9.0
Kosovo 3.8 49 1.1 2.7 0.2 29.6 25.7

Source: Statistical offices, Focus Economics.
Note: NLB Forecasts are highlighted in grey.

In Slovenia, the economic growth had a similar path as other Euro area
economies throughout 2020. After a significant contraction in H1 2020 due
to containment measures negatively affecting all demand components except
government consumption, the economy experienced a strong rebound in

Q3 2020. However, re-imposed stringent containment measures due to a
surge in COVID-19 infections interrupted the recovery in Q4 2020. The
labour market was supported by policy measures, so, losses in employment
were protected from a large drop in GDP, and much smaller than expected.
The measures taken have also avoided a surge in insolvencies. Sizeable fiscal
measures taken to support the economy and lost revenues reflected in a large

deficit of public finances and elevated public debt.
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In Montenegro, the COVID-19 pandemic had devastating implications for
the economy due to its underlying features of being particularly vulnerable to
external shocks and being exposed to hardest hit sectors. The pandemic and
travel restrictions weighed heavily on Montenegro’s tourism sector. The latter
had spillover effects on domestic consumption and investment, which together

with the weakened external demand weighed heavily on economic growth.

In North Macedonia, notable economic contraction was recorded as output
contracted on the back of decreased private consumption with household
spending being adversely affected by a drop in remittances and with the
external sector being influenced by containment measures abroad. Despite
fiscal measures and the toned-down effect on the labour market, domestic

demand was suppressed.

In Serbia, the economy experienced a moderate contraction as a consequence
of a swift and sizeable fiscal and monetary support measures. Another factor
was the underlying feature of the economy being less exposed to sectors
hardest hit by the pandemic in relation to their peers in the Group’s region.
The contraction was mostly driven by a reduction in private consumption,
which was only partially offset by increased government consumption and net

exports.

In BiH, the COVID-19 pandemic has pushed the country into a recession
underpinned by the drop in domestic and external demand, and a drop in

remittances.

In Kosovo, the COVID-19 pandemic had severe implications for the economy
due to shortcomings in its consumption-based growth model. The economy
contracted on the back of a decline in services exports due to lower diaspora
visits, and a drop in private consumption and investment due to uncertainty
and containment measures. Strong remittances inflows managed to offset some

of the pandemic impact.

Table 7: Movement of the balance of payment and fiscal indicators in the Euro area and NLB Group region

Current account balance Fiscal balance Public debt
(% GDP) (% GDP) (% GDP)
2018 2019 2018 2019 2018 2019
Euro area 2.9 2.3 -0.5 -0.6 85.8 84.0
Slovenia 5.8 6.5 7.3 0.7 0.5 70.3 65.6
BiH -3.3 -3.0 2.3 1.9 34.3 32.8
Montenegro -17.0 -15.0 -3.6 -2.9 70.1 76.5
N. Macedonia -0.1 -2.8 -3.5 -1.8 -2.0 40.4 40.7 51.0
Serbia -4.8 -6.9 -4.3 0.6 -0.2 -8.1 53.6 52.0 56.8
Kosovo -7.6 -5.7 -2.6 -2.9 16.9 17.5

Source: Statistical offices, Focus Economics.

Note: Consensus Forecasts are highlighted in grey.
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In Slovenia, in 2021 economic activity is expected to rebound, backed

by growth in private consumption. However, the household saving rate is
expected to remain elevated in 2021 with households only gradually releasing
accumulated savings. Investment growth is expected to be supported by

large public investments and the recovery of private investment. Net exports
are also expected to have a positive contribution to growth. However, a
sustainable recovery is conditional on the vaccine rollout and containment of

the pandemic.

In Montenegro, the economy should rebound in 2021 on the back of
investments supporting construction works and the revival of private

consumption driven by remittances and bank lending.

In North Macedonia, the rebound in 2021 is expected to be underpinned
by strengthening domestic demand with remittances inflow boding well for

consumption.

In Serbia, a recovery to pre-crisis levels is expected already in 2021. The
rebound is projected to be driven by investment and private consumption,
while a positive contribution from net exports depends on the recovery in the

EU

In BiH, the economy is expected to rebound in 2021 as a consequence
of arevival in domestic demand and the gradual easing of COVID-19
containment measures in main export markets — which bodes well for the

external sector.

In Kosovo, the economy should rebound in 2021 on the back of pent-up
demand following the easing of domestic restrictions, while the external sector

should be supported by gradual reopening of economies.

The economic growth in the Group’s region could be around 4.8% in 2021.
The return to growth of the economies of the Group region should be
underpinned by a revival in consumer and investment spending, assuming that
consumer and business confidence are restored when the pandemic is under
control. Gradual easing of COVID-19 restrictions across the globe should
boost external demand and release travel restrictions, resulting in tourism-
dependent countries experiencing a more robust rebound. Nevertheless,
lingering uncertainty regarding the course of the pandemic and the vaccine
rollout cloud the outlook, in general. The economic growth in the Group’s
region also depends on the pace of the recovery in the EU because it affects
the external trade and determines the remittance inflows, underpinning a

significant part of consumption in several countries of the Group’s region.
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MB Statement

The Banking System in the Group's region

The banking systems in the Group’s region were not able to remain intact by
the overall pandemic implications. Nevertheless, lending exhibited diverging
degrees of resilience to the adverse effects of weakened economies on the
banking systems in the Group’s region. The highest corporate loans growth
was recorded in Serbia and Kosovo, while BiH and Slovenia recorded
negative growth in corporate loans. The highest surge of household loans was
registered by Serbia, North Macedonia, and Kosovo, while BiH recorded a
slight decrease in household loans, as well. With the exception of Montenegro,
where corporate and household deposits registered negative annual growth,
all countries of the Group’s region recorded high growth in corporate and
household deposits. Corporate deposits increased the most in Serbia, followed
by Slovenia and BiH. Household deposits recorded the highest annual growth
in Kosovo, which was closely followed by Serbia and Slovenia. The net
interest margin was the highest in Kosovo and Montenegro. In Slovenia, the
decrease in net interest margin was driven by the decline in credit growth and
falling returns on assets. The NPL ratio as a measure of the quality of bank
portfolio improved in Slovenia, BiH, North Macedonia, and Serbia, while

it deteriorated in Montenegro and Kosovo. The improvement in the NPL
ratio could be deceiving due to macroprudential measures put in place by
regulatory and supervisory institutions, e.g. moratoria. The capital adequacy
of the banking systems remains solid and resilient to the increased risks, with
banking systems remaining well-capitalised. The capital adequacy either
improved or stagnated in almost all countries of the Group’s region, with

Serbia being an exception in this regard.

Table 8: Movement of key banking systems indicators in the NLB Group region, 2020

Corporate loans Household loans  Corporate deposits Household deposits Net interest margin NPL CAR
in million in million in million in million 2018, 2019,
EUR A % YoY EUR A % YoY EUR A % YoY EUR A % YoY in % in % in % A pp YoY in % A pp YoY
Slovenia 8750 w -14 10,712 0.1 8,031 18.8 22,437 10.2 1.8 1.6 26 w -03 183 w -02
BiH 4392 w -49 5059 w -0.38 2,407 16.1 7,036 3.9 2.6 2.40 6.6 w -1.1 1830 0.2
Montenegro 1,186 1.7 1,411 2.7 1,277 w 55 1,750 w» -1.3 4.5 4.30 5.5 0.7 18.5 0.8
N. Macedonia 2,761 1.1 3,021 8.0 2,004 10.1 4,638 4.6 3.4 3.20 34" - -16 169 — 0.0
Serbia 14,856 10.9 9,544 13.8 9,600 26.3 14,897 12.4 3.3 3.0 37 w -04 224" - -12
Kosovo 2,055 7.2 1,180 7.1 943 15.1 2,844 13.2 4.8 4.5 2.7 0.7 16.5 0.8

Source: Statistical offices, CBs, NLB.

Note: Net interest margin calculated on interest-bearing assets; Net interest margin calculated on average total assets for Serbia; @ Data in Q3 2020.
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Figure 3: LTD ratio in the Euro area and NLB Group region Figure 4: ROE ratio in the Euro area and NLB Group region

The LTD ratio increased in Montenegro, while in other countries of the

Group’s region the LTD ratio registered a decrease. The profitability of Kosovo

banking systems in the Group’s region was not immune to the economic

< C Montenegro

implications of the pandemic, hence the ROE ratio decreased in all countries

. . . . . N. Macedonia
of the Group’s region with North Macedonia being an exception.

BiH
Serbia
Slovenia
Euro area
0% 10% 20% 30% 40% 50% 60%
W Households loans, % GDP Loans to non-financial corporations, % GDP

Source: National CBs, National Statistical Offices.
Note: Q3 2020 annualised data for BiH and Kosovo.

Figure 5: Loans to non-financial corporations and households’ loans in the Euro area and the NLB Group region in 2020

Looking at the loans to non-financial corporations and households’ loans as a
percentage of GDP, it can be observed that the whole Group has the potential
for further growth compared to the levels in the Euro area. The expected
return of economies in the Group’s region to growth in 2021 bode well for
loans potential. The economic recovery should be underpinned by the revival
in private consumption and fixed investments, both important components

of loans potential, and both expected to exhibit growth in 2021 after the
pandemic-induced drop in 2020. Private consumption, as the strongest part of
the GDP, is forecasted to increase somewhere between 3.3%, as is the case for
BiH, and 6.2%, as is the case for Montenegro. Iixed investment is forecasted
to increase somewhere between 5.3%, as is the case for Montenegro, and
8.9%, as is the case for Serbia. The projected government consumption
growth, although lower than in 2020, should support the expected return to

economic growth in 2021 as well.
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Regulatory Environment

During 2020, more than 100 changes in the EU and Slovenian
regulatory environment were adopted with material effects
on the Bank and its Group. The Group strives to be fully
compliant with the existing and new requirements. Disclosure
of the most relevant changes of legislation and regulation
which has an effect on the Group is presented herein.

The Regulatory Environment in Slovenia

The Bank is subject to capital adequacy and liquidity rules imposed by the
EU (CRR/CRD), which govern the activities in which banks may engage,
and are designed to maintain the safety and soundness of banks as well as
limit their exposure to risk. Even though the majority of the new provisions
will apply from June 2021, the Bank started its implementation activities to
ensure the timely implementation of CRR2 provisions. The CRD V, which
will be further transposed into the Banking Act (ZBan-2), will also regulate the
participation of employees in the management of the Bank, which the Bank

already encourages.

As a financial institution offering benchmark-based products, the Bank meets
its obligations under the Regulation 2016/1011 (BMR) and regularly monitors
developments in this area by adapting its operations to the requirements of

regulators and industry.

Due to the constant care for the interests of its customers, especially the
protection of their data, the legislation in the field of personal data protection
1s also important for the Bank. The Bank strictly adheres to its obligations
imposed on it by GDPR in both Slovenia and the Group. As the Slovenian
law, which would further supplement the regulation, was not adopted either in

2020, further obligations for the Bank may arise when the law will be adopted.

As a provider of services and products in the field of financial markets, the
Bank complies with the provisions of MIFIR / MIFID 2 regarding financial
markets transactions, enhanced investor protection, transparency, and

reporting obligations.
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The Group also takes into account and complies with the regulations in the
field of preventing money laundering and terrorist financing. In 2020, an
amendment to the Prevention of Money Laundering and Terrorist Financing
Act was adopted that transposed the AMLD 5 into the Slovenian legislation.

At the end of 2020, a new amendment to the law was proposed.

Compliance with the Payments Act (PSD2) and regulatory technical standards,
which brought open banking into the financial environment, required major
changes to the Bank’s information systems. The Bank is constantly monitoring
new regulatory requirements imposed by the regulator and is adapting to

them, taking into account the best user experience.

Due to the COVID-19 epidemic in 2020, the RoS adopted several intervention
laws and measures which mainly affected the Bank in the area of credit
moratoriums. The Bank was also involved in economic measures as a lender

with state guarantees on loans.

An ongoing activity from 2019 included the amendment of policies and
contracts due to EBA Guidelines on outsourcing arrangements, that provide a
clear definition of outsourcing and specify the criteria to assess whether or not
an outsourced activity, service, process, or function (or part of it) is critical or

important.

In the EU’s policy context under the European Green Deal, ‘sustainable
finance’ is understood as finance to support economic growth while reducing
pressures on the environment, and taking into account social and governance
aspects. The Bank is approaching the development of a comprehensive policy
on sustainable finance, comprising the action plan on financing sustainable
growth and the development of a renewed sustainable finance strategy in the

ESG EU regulatory framework as well.

Regarding upcoming legislation in the corporate governance area, an
amendment to the Companies Act (ZGD-1) is in the process of adoption,
which will have an impact on the Bank, mainly in the area of relations with
shareholders and the exercise of shareholders’ rights, as well as information on

corporate actions (following SRD2).
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Regulatory Environment in the Group's region

The regulatory environment in the rest of the region where the Group
operates was dominated by legislative and regulatory changes related to
COVID-19 pandemic and minimising its consequences in the financial
sector and economies. There were also local regulatory (prudential and
macroeconomic) measures adopted to ensure stable functioning of the

financial systems.

In BiH, there were important changes related to introduction of the law on
factoring, as well as changes to the DGS and labour law. The local regulator
also adopted a number of regulations related to changes of regulatory reporting
and risk management rules (liquidity, operational risk, collateral valuation,
outsourcing, [ICAAP/ILAAP, LCR).

Montenegro was, adding to the COVID-19 related changes, highly active,
changing banking laws (together with a number of by-laws) and bank recovery
and resolution law (together with a number of by-laws), which were later
postponed to come into force on 1 January 2022, bankruptcy and liquidation law,

law on DGS (together with a number of bylaws), and the law on companies.

In Kosovo, the local CB adopted a number of regulatory rules on reporting,
I'T management, the advertising of financial services, electronic
money issuance and electronic payment systems, credit risk management,

NPL, and restructuring prudential treatment.

Serbia made important legislative steps towards implementation of FATCA,
additionally there were changes to CB’s rules on regulatory reporting and risk
management rules (liquidity, operational risk, collateral valuation, outsourcing,
ICAAP/ILAAP, LCR, IFX transactions). Serbia also made changes to the
corporate and personal income tax law, law on VAT, and introduced digital

property law and amended the AML law related to the treatment of digital assets.

In North Macedonia, COVID-19 pandemic-related laws focused mostly on social
support for vulnerable social groups, loan restructuring, and write-offs, but there
were also important EU-accession activities in legislation, introducing new rules
for trade companies (in line with EU laws on cross-border mergers). AML law
was amended to transpose the EU legislation in the relevant area, the law on
classified information, the law on personal data protection, harmonising with
GDPR regime in the EU, and last but also important were CB decisions on risk

management rules and on the use of banking laws in emergency situations.
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SHIMMPO is a team of young people, led by sculptor
Bogdan Darmanovi¢, gathered around the idea of
applied sculpture.Their starting point is to combine
ancient techniques with modern aesthetics, offering a
new dimension of ceramic products, for full enjoyment
around the table. All plates and cups are made in a
studio in Podgorica, from 100 % natural materials.
Each piece is hand sculpted, baked and glazed to a
most beautiful shine. Thanks to NLB Banka, Podgorica
and the #HelpFrame project, their products are
becoming increasingly popular in restaurants and
hotels. The team is grateful for such generous support.
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Acquisition of
Komercyjalna banka

a.d. Beograd

On 30 December 2020, NLB Group achieved another key milestone by
successfully concluding the acquisition process of an 83.23% shareholding
in Komercijalna banka a.d. Beograd (Komercijalna Banka, Beograd) on the
Serbian market. The final purchase price was EUR 394.7 million. As a result
of the acquisition of Komercijalna Banka, Beograd the Group obtained four

new members — Komercijalna Banka group:

e three banks in Serbia, BiH and Montenegro: Komercijalna banka a.d.
Beograd (Komercijalna Banka, Beograd), Komercijalna Banka a.d.,
Banja Luka (Komercijalna Banka, Banja Luka), Komercijalna Banka a.d.

Podgorica (Komercijalna Banka, Podgorica); and

* one investment fund company in Serbia: Kombank INvest a.d.
Beograd (Kombank INvest, Beograd).

The acquisition further strengthened the Group’s long-standing presence

in the SEE region and ensured strategic and systemic position on all the
markets where the Group operates. NLB Group now consists of nine
banking members, locally even more firmly embedded as important financial
institutions and market leader in various business segments. Going forward,
the strategy for the next two years is to merge three pairs of banks that
operate on the same market and by that simplify the Group’s steering and

provide benefit for clients and shareholders.

Serbia has long been a strategically important market for the Group in the
context of its strategy to be the leading international bank headquartered in
and focused on the SEE region. The acquisition has significantly increased
NLB Group’s presence in Serbia whose market is among the fastest growing
in the region and will offer opportunities for long-term growth, profitability,
and regional contribution due to stable core deposits and strong capital
position. Following the acquisition, NLB became the third largest banking

group in Serbia, with the market share increasing from pre-acquisition share
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Table 9: Market shares of Komercijalna Banka group®

Serbia Republic of Srpska Montenegro
Total assets 10.2% 5.5% 3.4%
Loans 7.5% 5.9% 3.6%
Deposits 12.0% 4.9%" 3.7%

@ Data from CBs and own calculations as at 30 September 2020.
@ Includes deposits from banks.

of approximately 1.9% to over 12% (measured by total assets). Komercijalna
Banka, Beograd adds more than 800,000 active retail customers and 203
branches, the largest distribution network in Serbia to NLB Group’s existing
operations. The business operations of NLB Group in Serbia will be (besides
the Slovenian market) the largest and the most important one. Through the

subsidiary banks of Komercijalna Banka, Beograd in BiH and Montenegro,

NLB Group further solidified its already strong position in those two markets.

The enlarged Group will benefit from the diversification of its portfolio

and given the improved product offering of Komercijalna Banka, Beograd
combined with NLB Group staff local expertise, cost, and capability-related
business synergies derived from its integration within the Group. It is
estimated that synergy effects could be over EUR 20 million p.a. from 2023.
In addition to classic banking products, the Group will also be able to extend

the number of products and services on the Serbian market by distributing

insurance products and asset management as well. Besides that, greater cross-

border activity within the Group could be achieved by using the untapped

potential for enhanced intra-regional trade in the Western Balkans.

Since the transaction was closed on 30 December 2020, only negative

goodwill in the amount of EUR 137.9 million and 12-month expected credit

losses on the performing portfolio in the amount of EUR 13.4 million are

included in the NLB Group income statement for 2020 (partial influence also

on income tax and result of non-controlling interests). This contributed to the

strong result of NLB Group in 2020 (EUR 269.7 million of net profit).

Komercijalna Banka group contributed EUR 4,252.2 million to the balance
sheet of NLB Group which reached EUR 19,565.9 million as at 2020 YE.
This is close to the EUR 20 billion, the mark NLB Group once already
achieved, this time, however, with substantially better dispersed risk and
stronger capital and liquidity positions. The acquisition increased gross loans
to customers of NLB Group by EUR 1,877.3 million (NLB Group year-end

MB Statement SB Statement

Key highlights

By acquiring the most attractive
target in the region, NLB Group
became the third largest bank on
the promising Serbian market.

balance: EUR 10,033.3 million) and deposits by EUR 3,443.5 million (NLB
Group year-end balance: EUR 16,397.2 million). The acquired Komercijalna
Banka, Beograd with a similar business model to the existing NLB Group, has
moderate impact on the Group’s risk profile and cost of risk. The Group’s
TCR after acquisition (16.6%) remained above regulatory requirements and
management TCR target. The acquisition is expected to positively contribute

to the achievement of NLB Group’s outlook.

Acquisition of KB Risk factors & Outlook Performance Overview Risk Management

Financial Report




For us, this region
is not just a point
on the map, it

is our home.

As a leading
player, the Bank
would like to best
serve its clients’
financial needs.
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Strategy

Despite the challenging and uncertain economic environment caused by COVID-19 pandemic,
the Group has not changed its course and continues to pursue its strategy, putting focus on
protecting and strengthening its market position in its home region, and actively participating

in the growth and consolidation of the market. Digitalization, client centricity and cost efficiency
remain some of key strategic orientations in order to deliver the Group’s mission and vision.

Strategic focus

Become regional champion

The Group aims to further strengthen its role as a systemically important
financial institution in SEE region and strives to become a market leader in all
of its core markets. With the completion of the acquisition of Komercijalna
Banka, Beograd in 2020, the Group made an important step in this direction.
The Group believes there is a significant potential from the deal for the whole
region given the complementing product offerings of Komercijalna Banka,
Beograd combined with cost- and capability-related business synergies derived
from its integration within the Group. It is estimated that synergy effects could
be over EUR 20 million p.a. from 2023.

Putting clients first

In retail banking, the Bank continues to strive to get closer to its clients by
offering anchor products and personalised, most accessible digital services (e.g.
omnichannel, marketplace) that suit their lifestyles. In corporate banking, the
Bank is looking to provide more complex, cross-border products and services,
and find new entry points in order to suit all its clients’ financial needs. The

whole Group strives to have a prominent role in the region’s development.

One of the key efforts is improved availability for all clients. The Group has
made itself available anywhere and anytime by building a strong customer
centre and upgrading its portfolio of digital sales channels. These now offer
a growing set of banking products and services, both for retail and corporate
clients. This has also become a very important issue due to the COVID-19

outbreak.
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MB Statement

Defend our market position

The Group is working to protect and strengthen its market position as a
systemic player in its home region. It also works to actively participate in
the expected growth and consolidation of the market, while focusing on
increasing profitability through a more customer-centric approach and

digitalization.

Exploit opportunities and synergies

Significant strategic business efforts are undertaken to achieve business
synergies across the Group, both in costs and operational efficiency. The
Group believes these can help offset significant negative economic effects of
the COVID-19 pandemic on the Group’s future business results. The Bank
1s pursuing growth through entering/expanding its presence into selected
adjacencies (e.g. leasing, bancassurance) and diversifying its services on a
horizontal level. By publishing takeover bid for the remaining regular and
priority shares of Komercijalna Banka, Beograd, we reaffirmed our belief
in the bank and confirmed strong investment case aimed at securing all
synergy potential. The Bank is simultaneously monitoring additional M&A
opportunities (within consolidation processes in banking sectors in the SEE),

which are not part of the immediate strategic plan.

SB Statement Risk factors & Outlook
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As a systemic
bank, it is our
responsibility to
keep and protect
our current strong
market position.

One of the more
important strategic
topics for the
Group is the full
exploitation of
potential synergies
within the Group.
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Continuing transformation

To facilitate the aforementioned strategic focus and support continuous
transformation in an everchanging environment, the Group is following an
elaborated, comprehensive, and detailed program plan to deliver its mission
and financial targets. The Group has identified a series of projects and
mitiatives and has also dedicated considerable investment funds for their
implementation. With the projects, all major running change efforts are

channelled into one overall strategic transformation program.

The backbone of the strategy is strengthening customer-centricity

by establishing customer-based market management, improving the
understanding of the clients, reimagining digital client journeys, and
accelerating innovation to provide lifestyle and value chain services to lock

relationships.

The transformation program also focuses some efforts into increased
operational efficiency, cost management and the improved utilisation of the
Group’s capital. Simultaneously, overall operational capabilities are being
enhanced by improving human capital, optimising I'T] digitalizing internal
processes, and leveraging information capital. To drive transformation, a new

change management platform was set up.

COVID-19 response

COVID-19 pandemic resurfaced in the second part of 2020, on an even
larger scale than during the first wave in H1. This reignited economic
uncertainty across Europe. However, the Group entered the crisis well
capitalised and prepared and has managed to exhibit profit resilience

in 2020 results.

The Bank responded successfully to the COVID-19 pandemic, maintaining a

concern for the health of our employees and customers as a top priority.

Customers have been offered an even wider range of 24/7 accessible digital
solutions, while also providing uninterrupted branch operations and cash
services. The Bank was continuously supporting its customers and their vital
businesses and households by offering them moratoria and liquidity lines

where needed.
Acquisition of Komercijalna Banka, Beograd
After receiving all relevant regulatory approvals, at the end of December

2020, the Bank successfully completed the formal process of acquiring

Komercijalna Banka, Beograd. This represents an important step toward

Annual Report 2020

delivering our vision and mission. The deal was completely in line with
Group’s strategic focus and has enabled the Group to reinforce and strengthen
its strategic position as a market leader in the SEE region. Also, the Group will
be able to extend the number of products and services in the Serbian market,

and allow greater cross-border activity within the Group.

Further information is available in the chapter

Acquisition of Komercijalna banka a.d. Beograd.

Digitalization

Highly correlated with the COVID-19 pandemic, the Group continues to
implement comprehensive and substantial strategic efforts toward digital
transformation. The new circumstances related to the pandemic and the
economic uncertainty continue to affect the growth and acceptance of digital
channels by our customers. The Group was prepared for such a market trend,
since it was already the leading provider and innovator in its core markets

before the outbreak.

At the same time, the Group is striving to simplify and automate processes in
order to minimise costs and uses digitalization as the main tool. The focus on
digitalization is to enable quicker and better customer service, a higher level

of internal processes efliciency, and consequently additional cost savings.

The Group will continue to invest substantially in I'T infrastructure and its
capabilities. The focus will be on improving the speed I'T can deliver results
by adopting agile methodology principles, the provision and implementation
of the best online experience for customers in the SEE, and how to enhance
capabilities for processing data, modelling, and the relevance of services to

clients.

Sustainable development vision

The Group has an important social responsibility mission, which is to
contribute to a higher quality of life for all inhabitants in the environment
where it operates. The Bank recognises its responsibility toward clients, its

employees, the environment, and society as a whole.

Sustainability became a Group-wide initiative. In 2020, we developed the
basis for the intensive integration of ESG factors into the Group’