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In accordance with A83 item 7 of the Ordinance of the Minister of Finance on current and periodical information provided by
issuers of securities and the conditions for regarding information required by the law of non-member state as equivalent
dated 19 February 2009 (Journal of Laws of 2014, item 133, as amended), report on activities of the Bank and the Group
was prepared in the single report. The information in the report refer to the Group (including the Bank) or only to the Bank as
specified in the individual chapters, tables or descriptions.
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l. Introduction

1. Description of activities of the Bank Handlowy w Warszawie S.A.

Bank Handlowy w Warszawie S.A. is a universal lending and deposit bank, which offers institutional and investment banking
and consumer banking services as well as providing brokerage services.

In the institutional client segment, Citi Handlowy focuses on maintaining its leading position among the banks which service
international corporations and the largest domestic companies. Enterprises from the SME sector are another group of clients
that are important to the Group. Focusing on acquiring new clients while actively expanding relations with existing clients in
selected sectors as well as providing support to clients planning international expansion (the Emerging Market Champions

initiative) are keys to further building the Groupds mar ket

Polish companies and to actively support the expansionof Pol ando6és industry. This is cl

by the Bank in which foreign exchange transactions and products related to trade finance and guarantees occupy an
important place. Additionally, the Bank strives to maintain its status as one of the safest places for institutional clients to
deposit their savings, providing many useful modern solutions related to operating accounts and the day-to-day management
of corporate finances.

The Bankds stabl e capit astandm® setwork af interesatonalwopitacts aesalsa appreciated thy
consumers. The Bank uses this competitive advantage to strengthen its leading position in the affluent banking segment. To
this end, the Bank continues to develop products for Citigold clients and its unique offering launched at the end of 2015 for
the most affluent clients i Citigold Private Client. In the consumer segment, the Bank focuses on investment products and its

ear

p
f

uni que ways of rewarding those clienes wehot demadagemeuts eprtdcu

international connections enable it to expand the range of products offered to consumers by providing them with a unique
global banking experience.

The Bank also stresses the importance of other groups of consumers, and especially so-called aspiring clients for whom the
Bank is developing the special Citi Priority range of products. Citi Handlowy enhances the package solutions offered to this
segment, tightening the cl| i ent s ihesdneedimesaddressmgthes meeddonleanswi t h

Moreover, Citi Handlowy is the unquestioned leader of the credit card market, since it offers products from the global Citi
product range, which are accepted all over the world and offer exceptional value for the client, e.g. in the form of loyalty
progr ams. The Bankds objective wild.l be also to increase
needs of the growing number of clients with a competitive offering of cash loans or hire purchase products as well as
innovative, fast processes.

t

t

he

he

The Bankédés brokerage house (Dom Makl er ski Banku Handl owego

capital market and a leading player in terms of share in Warsaw Stock Exchange turnover.

2.  History of the Bank Handlowy w Warszawie S.A.

Bank Handlowy w Warszawie S.A. was founded in 1870 and it is the oldest commercial bank in Poland and also one of the
oldest continuously operating banks in Europe. During the more 147 years of its existence, it has become a household
brand. Since 2001, Bank Handlowy has been part of Citigroup, which is a global financial institution, and it has operated in
Poland under the Citi Handlowy brand.

Today, Bank Handlowy w Warszawie S.A. is one of the largest financial institutions in Poland, operating as City Handlowy
and offering a varied range of modern corporate, investment and retail banking products and services. Being a member of
Citi, which is a leading global financial institution, Bank Handlowy is able to offer its clients access to financial services in
over 100 countries.

Citigroup is a leading global financial services company. It serves approximately 200 million consumers as well as corporate,
government and institutional clients in more than 100 countries. It provides a broad range of financial products and services
such as commercial and investment banking, consumer banking, lending and insurance as well as securities market and
asset management services. More information is available from: www.citigroup.com

S. /


http://www.citigroup.com/
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3.

Handl owydés history:

1870 — Bank Handlowy w Warszawie S.A. was founded by a group of investors headed by Leopold
Kronenberg. It is the oldest commercial bank in Poland and one of the oldest continuously operating banks in
Europe.

1914 — Before World War |, Bank Handlowy w Warszawie 5.4 was the largest private bank in Polish lands and
one of the few which provided financial services to companies which traded with Russia and Western Europe.
Its activity continued uninterrupted during both World Wars.

1945 — After 1945, Bank Handlowy w Warszawie 5.A. became the main Paolish foreign correspondent bank,
and from 1964 it held the official monopoly on Polish foreign trade transactions. As a result, the largest Polish
correspondent bank network was built — a branch in London opened and foreign representative offices
operated in Mew York, Moscow, Belgrade, Rome and Berlin, with additional offices in Vienna, Luxembourg and
Frankfurt.

1989 — The Bank gained the opportunity to expand its operations in the area of comprehensive banking
senvices. The rapid expansion of the branch network and the development of new financial services areas
alloweditto significantlyincreasethe volume of its operations both in Poland and abroad.

1991 - Citibank (Poland) 5.A. started operatingin Poland

1997 — After almost60 years, Bank Handlowy w Warszawie S.A. returned to the Warsaw Stock Exchange.
2001 — Merger of Bank Handlowyw Warszawie 3.A. with Citibank (Poland) 3.A.

2007 — Bank Handlowy w Warszawie 3.A. adopted the new Citi Handlowy logo.

2009 — Citi Handlowy was induded in the "RESPECT Index™ as member of the elite group of 16 most socially
responsible companies listed on the Warsaw Stock Exchange. The Bank received a high grade awarded to
companies which observe the highest business standards.

2013 - Transformation of the ConsumerBank distribution system into the SMART Bank Ecosystem

2016—2018 — The implementation ofthe current Strategy of Bank Handlowy w Warszawie S.A

Major developments in 2017

2017 was a year when income from client activities grew due to the growing volume of transactions with clients and the
Gr oup ds S$trategic areas, supported by the improving macroeconomic situation in Poland and globally as well as by
the positive sentiment prevailing in the financial markets. This was reflected in the following achievements and events:

1

1

An increase in income from client activities by 8% YoY, supported by growing consumer lending (+6% YoY) and
institutional lending (+5% YoY) volumes.

The main factor driving growth was net interest income on client activities, which grew by 12% YoY, translating into
an increase in interest margin on earning assets to 2.9%.

Consistent cost discipline despite making investments in advanced technologies and marketing to improve brand
awareness.

Continued development and promotion of electronic channels among consumers:

i The launch of the new version of the Citibank Online platform. The platform is based on responsive
technology, i.e. it adapts to the device used by the client and includes a number of functionalities such as the
management of credit card and hire purchase products; The new Investment Panel makes it possible to monitor
the current status of the clientds investment portfolio
related to saving and investing; the documentation management module makes it possible to send
correspondence, approve agreements and download certificates from home;

T The acquisition of the largest number of new credit card clients through online campaigns. The number of
cards sold increased by 20% YoY and accounted for 40% of total sales at the Bank;

i Digital users account for almost 73% of all clients who executed transactions, which translates to an
increase of almost 1 p.p. compared to 2016.

Leader in Asset Management i an increase in investment product sales by 44% YoY.

The development of relational banking among institutional clients:
T Increaseing |l obal asbkets®yn37% YoY;
T Increase in average current account balances by 16% YoY;
T Increase in trade finance assets (letters of credit, guarantees, supplier finance program) by 18% YoY;
i For the fourth year in a row, the prestigious Euromoney magazine awarded a prize to Citi Handlowy for its
transactional services.
Using global experience and unique local knowledge:
T The execution of leveraged M&A deals;
T Focus on companies which operate in the e-commerce market.

Leading position in the area of financial markets:
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I The Bankds strong position with respect to FX trading vo
CitiFX Pulse;
T The first place in the prestigious Ministry of Finance Dealers of Treasury Securities ranking (for the seventh time
in a row);
i The Bank maintained its leading position in depositary and custody activities;
i DM Citi Ha n d | is ampng (hé |IBalieBsHincthe capital market in terms of its share in turnover in stocks

traded on the secondary market (9.5%);

i DMBH reported an increase in the number of investment accounts by 10% YoY, primarily due to a steady
growth in the number of brokerage service agreements related to foreign markets which are performed using
the CitiFX Stocks platform.

1 High level o f t h e cdpidahdaféty: high quality of assets and capital, Tier 1 ratio at 17.9%. Its Tier 1 ratio is
approx. 6.8 p.p.! above the new minimum capital thresholds.

T Building value for shareholders i safety and stable position of the Bank confirmed by a consistent dividend policy.
At the same time, the Bank also maintained its listing in the new edition of the RESPECT Index i the WSE index
comprising the most socially responsible companies. Citi Handlowy is one of the two banks that have remained on
the list since its first edition.

4. Development prospects for the Bank Handlowy w Warszawie S.A.

4.1  General development objectives of the Group

The Group focuses on its competitive advantages. Credit cards and solutions for affluent clients have been among these
advantages in the consumer segment for many years. In the institutional segment, the Group stands out as a provider of
services to global companies and major domestic enterprises. In addition, the Group maintains a particular focus on products
related to the foreign exchange market, transactional banking and custody services.

General Group development objectives assume that the adopted strategy based on building its market position around the
strategic advantages identified above will be pursued further. In subsequent quarters, growth will be achieved owing to
deepening relationships with current clients as well as the acquisition of new clients who have not had a relationship with the
Bank to date. In the Consumer Bank area, the constantly developed remote service channels which add new functionalities
and improve service quality will be an important factor in this respect alongside the modern Smart and Smart Mini outlets.
Modern digital tools will be used to provide Asset Management services. As concerns Corporate and Commercial Bank,
business growth will be achieved through increasing focus on companies which operate in the e-commerce market, providing
comprehensive services to global companies in Poland and leveragingpr i vat e equity fundsd interest

Financing structure will continue to be largely based on operating accounts, with safety and a robust capital position
remaining priorities in treasury activities.

The Group in particular stresses continued building of shareholder value by improving operational efficiency and leveraging
its market advantages of a strong capital and liquidity position.

4.2 Institutional banking

The Group aims to acquire new clients as well as to deepen its existing relationships, especially with those clients who plan
to expand into new markets. Through its Emerging Market Champions program, the Bank plans to become a trusted partner
for companies and support their international development and expansion as well as to maintain close working relationships
in the long term. To this end, the Bank is constantly enhancing its range of trade finance products and its processes for
handling transactions in the foreign exchange market.

In the near future, focus on companies which operate in the e-commerce market will be important for the development of the
institutional segment, especially activities aimed at automating the management of receivables in online stores as well as
comprehensive services for global companies and leveragi ng t he private equity fundsdé in the

Keys to Corporate and Commerci al Bank success wildl include not
market position, robust capital position and extensive experience, but also its focus on innovative solutions and technological

development as well as global presence. In this manner, the Bank not only retains a leading position in strategic areas but is

also able to compete by offering state-of-the-art solutions.

4.3  Brokerage activity

The key factor that affects the results achieved by Dom Maklerski Banku Handlowego S.A. (DMBH) brokerage house is the
institutional investorso6 activity, which in turn dependes on th
house activity, an important element which affects the market is the implementation of the MiFID II. An additional significant

factor causing uncertainty are the planned changes to the pension system (replacing the 2" pillar with Occupational and

Individual Capital Plans).

New regul ations protecting investment firm clientsd interests
GDPR and similar laws) pose huge challenges, especially in organizational and technological terms. These laws are

increasingly contributing to the growing complexity of processes and driving up the break-even threshold for brokerage

activities in Poland.

1 The current minimum Tier 1 capital requirement for the Group is 11.1% after maintaining the OSII buffer at 0.25%.
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In parallel with regulatory changes, the domestic market is also becoming more and more concentrated. The largest
brokerages owned by banking groups are increasingly competing in the relatively weaker institutional client segment, which
was historically t he mai n area of DMBHO6 s activity. Thi
circumstances, i.e. in the light of the entry of new MiIFID Il regulations into force, this pressure has been additionally
exacerbated in an unprecedented manner by the need to list fees for research and consultancy activities separately.

Thanks to its market position to date, advanced infrastructure and the competences of its experienced team, DMBH sees an
opportunity to neutralize the probable adverse effects of the implementation of new regulations.

The brokerage house implements technological projects whose purpose is the further automation and streamlining of
processes and development towards offering solutions which enable the provision of cost-effective services to domestic and
international institutional clients who are interested in algorithmic trading and executing high-volume transactions.

In view of the changes taking place on the brokerage services market for institutional clients, the development of the
consumer segment is of particular importance for the Group. In this segment, there are opportunities to make the cooperation
between DMBH and the Bank even more efficient. Another important area whose development may be a key factor for
stabilizing DMBHO6s financi al position is <capital mar ket
continuing its long history of successes in this segment.

4.4  Consumer banking

In 2018, the Bank will consistently continue to pursue its strategy related to client segmentation and business model. The
Bank intends to develop a range of products and services in such a way as to provide the best value and to meet the
financial needs of clients in target segments as much as possible.

One of the strategic objectives will be to consolidate its leading position in banking services for affluent clients. To this end,
the Bank will continue to develop products for Citigold clients and its unique offer implemented on the market at the end of
2015 for the most affluent clients - Citigold Private Client (CPC). Among other things, the Bank plans to expand its range of
investment and insurance products and exceptional privileges offered to clients as well as to introduce online solutions which
will enable clients to manage their assets conveniently and safely at any place and time. For these groups of clients, the
Bank will continue to cooperate with other Citi entities around the world in order to provide clients with highest-quality
solutions in the area of global banking.

The Bank will also focus on attracting the so-called aspiring affluent clients by developing the Citi Priority offering especially
for them. Concerned about the expectations of this segment of clients, the Bank will implement package solutions, deepening
their deposit relations with the Bank and at the same time addressing their need for loans.

The Bank will seek to strengthen its leading position in the credit card market by offering products from the global Citi product
range, which are accepted all over the world and offer exceptional value for the client, e.g. in the form of loyalty programs. An
important objective will be also to increase the market share of unsecured loan products by meeting the credit needs of the
growing number of clients with a competitive offering of cash loans or hire purchase products. The Bank will also focus on
the strategic development of its cooperation with external partners, in particular with respect to e-commerce, in order to make
its banking products more attractive to clients.

The Bank intends to continue to pursue its strategy related to its network of consumer branches, concentrating outlets in
major cities in Poland (so-called G9). Aiming at maximum presence and recognition, the Bank will use the mobile Smart Mini
and Smart Mobile formats in order to follow its existing clients and enhance its capability of attracting new clients in attractive
and popular locations.

Since clients must be able to manage their finances easi
develop the functionalities of the online and mobile banking platforms as well as educating clients in the use of online
banking as the primary service channel. The Bank will also continue to automate banking operations in order to optimize
costs and improve client experience by expediting and simplifying its processes (e.g. instant credit decision).

A major challenge for the Bank and at the same time its strategic goal in 2018 will be the preparation, in both legal and
business terms, for regulatory changes in order to ensure compliance with, and leverage the potential benefits resulting from,
new regulations (e.g. MiFID Il, PSD2 and GDPR).

5. Awards and honors

In 2017, the Bank, DMBH and the Leopold Kronenberg Foundation at Citi Handlowy received a number of prestigious titles
and awards:

1 Dom Maklerski Citi Handlowy was also number one in the prestigious global ranking drawn up by the Institutional
Investor Magazine. Each year, the Magazine asks international institutional investors for their opinions on the

S con

ori gi

brokersdé analytical act i vi touse analysiAteam avas rramied first in CE3HRolanB,r ok er a g

Hungary, Czech Republic) according to brokerage house clients. In the specialist category (the power generation
sector), it came second.

1 During the annual gala held by the Warsaw Stock Exchange, CitiHandl owy won the AFirst

Accour

Gl obal Nati onal Depository for Securities Participanto an

awards. It also received a special award for particular contribution to the development of the Treasury BondSpot
Poland market in 2016. Dom Maklerski Citi Handlowy was awarded for the ninth consecutive time for the highest
share in stock trading in the Main Market.

1  The Bank, for the seventh time in a row, won the competition for Treasury Securities Dealers held by the Ministry
of Finance.
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1 For the fourthyearinarow,t he prestigi ous Euromoney magazine has named
services the best in Poland. This distinction is awarded based on ratings from clients who have once again
indicated that the Bank is the leader in the financial industry.

1  Citi Handlowy was included for the eleventh time in the RESPECT Index i the first index of responsible companies
in Central and Eastern Europe compiled by the Warsaw Stock Exchange. The Bank is among the few listed
companies which have been rewarded in this way each year since the Index was created in 2009. The area
evaluated by the index is the incorporation of sustainable development principles in long-term business strategies.

1 Citi Handlowy received the A Et hi c al Fi r m®ulsaBizaesw Inthe e di t i on of the daily
competition, 15 companies were selected with the highest ethical standards that engage in comprehensive,
systemic measures in order to build and strengthen an organizational culture based on values and that are the
most active companies in Poland in this respect.

1 20initiatives in the field of corporate social responsibility (CSR) launched by Citi in Poland were featured in

t hi s vy ehaedifiom ofltfe Responsible Business Forum report. i Responsi bl e Business in
Practiceso is the only publication summarizing the most i
long-term practices, initiatives such as, inter alia, the Citi Employee Volunteering Pr ogr a m, the fAPol eso

Towards Financeo survey and the Aleksander Gieysztor Awar
mentioned in the report for the first time is the ArtSherlock app, which revolutionizes the identification of works of art
that were plundered during wars.

T Citi Hand | owy Benafacteriof thel Yeardh et ifit | e i n tNewoTechrelogéeg io Comenanity A
I nvol vement 0 and AStaff Volunteeringo. The prize in the f
was created in partnership with the Communi Hereditate Foundation, the Leopold Kronenberg Foundation at Citi
Handlowy and the Ministry of Culture and National Heritage. The Employee Volunteering Program coordinated by
the Leopold Kronenberg Foundation at Citi Handlowy, which has operated since 2005, was voted the best program
of its type.

1 In the Corporate Responsibility Ranking 2017 compiled by the Gazeta Prawna daily, Citi Handlowy was
classified at the crystal level, i.e. among mature companies that are active in the CSR area.

1 Citi Handlowy was also awarded the White Leaf by the Polityka weekly. This accolade goes to those companies
which declare that they implement all of the most important management measures recommended by ISO 26000
and continuously improve their activities in this area to efficiently manage the impact of their business.

1  The Citi Simplicity card was awarded the Golden Banker award in the best credit card product category for the
second time in a row. In the eighth edition of the ranking compiled by the Bankier.pl website and the Puls Biznesu
dai l vy, Citi Handl owy was also singled out for best practic
the podium in the mortgage loan category.

1 For the fourth time (and for the third time in a row), the Citi Handlowy CitiPhone Customer Service Department won
an awar dGlobal Conthct Cefiter Top Performing Markets Award Programdé annual competition

. Pol andds 2686 onomy i n

1. Main macroeconomic trends

External environment

2017 was a year of improving macroeconomic prospects in the major economies, especially in the eurozone and the United
States. Last year was the first period in more than four years in which economic growth forecasts were revised up rather than
down. As a result, global GDP growth was close to 3.2% compared to 2.6% in 2016, growth in the eurozone accelerated to
ca. 2.3% from 1.7%, and in the U.S. to 2.3% from 1.6%. The improvement in economic situation was accompanied by a
change i n the mapfjhetoric tonands moaetary poticy kghténing. The U.S. Federal Reserve continued its
interest rate increase cycle and the European Central Bank signaled the tapering of the asset purchase program in 2018. In
parliamentary elections in France and Germany, pro-European parties emerged victorious, which contributed to greater risk
appetite. The U.S. Congress enacted an act which will lower taxes by around USD 1.5 trillion in the next few years, which will
have a positive impact on U.S. growth prospects as well as global growth in the coming years. The upbeat economic mood
translated into increases in stock indices both in Europe and the U.S. where they reached historical peaks. Moreover,
Treasury bond yields rose in both the United States and Germany. In 2018, we expect positive trends to continue and global
growth to accelerate to 3.4%, further monetary policy tightening by the Fed to follow and the eurozone asset purchase
program to be phased out, accompanied by announcements that the ECB will only increase interest rates in 2019.

Gross Domestic Product

According to the data prepared by the Central Statistical Office, gross domestic product increased by 4.6% YoY in 2017 as
against 2.9% YoY in 2016. Economic growth surprised on the upside throughout the year and amounted to around 4% on
average in the first half of the year, subsequently accelerating to 4.9% in the third quarter, i.e. the highest rate since 2011.
The main growth driver was domestic demand, combined with further improvement in consumption and a rebound in
investments. In 2017, household consumption accelerated to 4.8% YoY from 3.9% at the end of 2016, which reflected on the
one hand the continued improvement in the labor market, and on the other hand the still positive contribution of the transfer
of funds from the state budget to households. Throughout 2017, investments increased by 5.2% YoY after a decline by 7.9%
YoY in 2016, assisted, inter alia, by the greater inflow of EU funds.
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Foreign trade had a slight negative impact on the GDP, although trade accelerated and major trading partners experienced
faster GDP growth. The final balance was influenced by the fact that imports rebounded more than exports, which was
consistent with the acceleration in domestic demand. The Polish economy still benefited from very low oil prices on the global
markets. On the other hand, the relatively weak Polish zloty continued to provide support for exports.

In 2018, we expect a slight deceleration in economic growth (to ca. 4%), which will result in a slowdown in household
consumption, partially offset by accelerating investments. In our view, consumption will be boosted by further improvement in
the labor market, but the positive contribution related to transfers to households will decline. On the other hand, investments
may grow faster thanks to the continuously rising inflow of EU funds.

Contribution to GDP growth (%)
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Source: Chief Statistical Office, Citi Handlowy forecast

Labor market

Labor market conditions further improved and the unemployment rate declined to 6.6% at the end of 2017 compared to 8.3%

at the end of 2016. The demand for labor remained robust and the number of new job offers per unemployed person rose to

record high levels. As a result, nominal wage growth accelerated to 5.6% YoY (from 4.1% YoY in 2016), and employment

growth accelerated to 4.5% (from 2.9%). We expect that in 2018, economic growth will remain rapid and the unemployment

rate wildl continue to decline; i n view lifidd emplyees andtisgng pflatios e s 6 ¢ |
this will contribute to a further intensification in wage pressure, which will make itself felt. We believe that wage growth will

accelerate to more than 7% this year, and in some industries it will exceed 10% on average.

Inflation

Prices of consumer goods and services rose by 2% YoY on average in 2017 as against a decrease of 0.6% YoY in 2016.
Higher inflation was contributed to by more significant increases in food and transportation prices. Additionally, net inflation,
i.e. excluding food, fuel and energy prices, also rose to 0.8% from -0.3% in 2016. In November 2017, inflation reached the
target set by the Monetary Policy Council for the first time since the end of 2012. Despite the robust growth and price
increase, the MPC decided to maintain the benchmark rate at a historically low level of 1.50%. As a result, interest rates fell
below zero in real terms. Additionally, in their recent statements representatives of the Monetary Policy Council indicated that
interest rates may remain unchanged in 2018. In our opinion, the Monetary Policy Council will raise rates by 50 to 75 bps in
2019.

CPI vs unemployment
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Source: National Bank of Poland, Chief Statistical Office, own calculations

2.  Money and foraxarkets

In 2017, the Polish zloty appreciated by ca. 5.2% against the euro and by ca. 16.8% against the U.S. dollar. Versus the euro,
the zloty was among the best-performing emerging market currencies. During the year, the U.S. dollar gradually weakened
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against the euro, which partly resulted from the decreasing gap in the economic growth rate between the eurozone and the

United States, the ECBO6s announcement concerning the tapering
surplus in the eurozone accompanied by the U.S. trade deficit. The volatility of the zloty exchange rate dropped, nearing

historically low levels. Election results in France and Germany brought relatively positive news for risk appetite. As a result of

those developments, the EUR/PLN rate decreased from 4.40 to 4.18 during the year while the USD/PLN decreased from

4.18 to 3.48 and the CHF/PLN rate fell from 4.11 to 3.57.

Money market rates remained relatively stable in 2017. WIBOR 3M stood at 1.72% at the end of the year against 1.73% at
the end of 2016. Despite the slight increase in swap rates, bond yields decreased by around 20 to 30 bps during the year,
which was largely due to narrower credit spreads. Yields were driven down by the fact that the supply of Treasury bonds was
significantly smaller than expected owing to the much lower budget deficit. As a result, the yield of 2-year Treasury bonds
decreased from 2.04% at the end of 2016 to 1.71% while the yield of 10-year ones fell from 3.63% to 3.30%.

Exchange rates

ol ‘ . . . . . . . ‘ .
Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

EURPLN —USDPLN CHFPLN

Source: Reuters, own calculations

3. Capital market

The upbeat mood in the global financial markets, which was triggered by the presidential election in the U.S. in the fourth
quarter of 2016, was also reflected in the upward trend observed on the Warsaw Stock Exchange in 2017. The domestic
stock market was additionally supported by robust economic figures and improving earnings (particularly in the case of blue
chips). Rising commodity prices, which translated into positive investor sentiment towards companies from the mining, fuel
and chemical industries, were important as well.

In the past 12 months, all major indices recorded positive returns, with the WIG broad market index advancing by 23.2% and
reaching 63,745 points (6% below the 2007 record). Meanwhile, prices of blue chip stocks surged the most rapidly with the
WIG20 (net of dividend) gaining 26.4% YoY. The mWIG40 mid-cap index rose by 15% YoY. The lack of inflows to domestic
equity funds and deteriorating corporate results (which were caused, among others, by wage pressure) translated into a
clearly slower growth rate of small-cap share prices; the sSWIG80 index, which groups companies from this segment, gained
just 2.4% YoY. Among sector sub-indices, the improving condition of banks (+35.4% YoY) and commodity companies are of
note (compared to the end of 2016, WIG-Fuels gained 26% YoY, while WIG-Mining advanced by 25% YoY). On the other
hand, the food (-12.7% YoY), IT (-5.3% YoY) and construction (-1.3% YoY) subindices lost ground.

In 2017, the number of companies listed on the WSE main market decreased for the first time since 2003. In the last 12
months, 20 companies were delisted (the highest number in history), and there were just 15 new listings (including 7 for
companies which moved from the New Connect market), i.e. the lowest number since 2009. The total value of initial public
offerings exceeded PLN 7.5 billion, reaching the highest level since 2011, but just two companies (Dino Polska and Play
Communications) accounted for 80% of the entire amount. As at the end of December, shares in 482 companies (including
50 foreign ones) with a total capitalization of PLN 1,419 billion (an increase by 27% YoY) were traded on the Warsaw Stock
Exchange.

Stock market indices, as3t December 2017

Index 2017 Change (%’ 206 Change (% 206
WIG 63,7480 232% 51,7543 11,4% 46,46 B8
WIGPL 65,2630 241% 52,5831 109% 47,4124
WIGdiv 1,21388 168% 1,039 84% 95866
WIG20 2,46121 264% 1,94P02 48% 1,85915
WIG20TR 4,26188 293% 3,29632 79% 3,0549
WIG30 2,827 259% 2,24330 81% 2,07%1
mWIG40 4,84727 150% 4,21%4 182% 3,565
sWIG80 14,5956 24% 14,2597 79% 13,2123

Sector subndices
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Index 2017 Change (%, 206 Change (%, 206
WIGBank 8,48197 354% 6,26383 29% 6,08660
WIGConstruction 2,81916 (13%) 2,85741 (24%) 292628
WIGChercals 15,2983 112% 13,7530 (164%) 1645851
WIGEnergy 2,997 172% 1,82906 (129%) 292840
WIGMining 4,39493 250% 2,55121 797% 1,95685
WIGIT 2,04180 (53%) 2,15%10 337% 161173
WIGMedia 4,79134 5.0% 4,56193 157% 394207
WIGDevelopers 2,19805 202% 5,6684 209% 151335
WIGOIl & Gas 714043 260% 4,1542 269% 4,46832
WIGFood 362759 (127%) 3,51644 214% 3,42099
WIGTeleom 74544 21% 73002 (96%) 80799

Source: WSE, Dom Maklerski Btamdiowego S.A.
Value of trading in shares and bonds, volume of trading in derivatives on WSE, as at 312D&cember

2017 Change (%, 20B Change (%, 201
Shares (PLN million)* 521957 290% 405585 (102%) 450574
Bonds (PLMillion) 2893 15% 2851 577% 1808
Futures (06000 cc 14637 (37%) 15195 (22%) 15534
Options (6000 cc 609 (193%) 754 (139%) 876

Source: WSE, Ddfaklerski Banku Handlowegd $1éluding session Hindk transactions.

4. Banking sector
Net profit of the banking sector (PLN b)llion

(2.3%)
|
1.2
4.6 mm—
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11.2 (1.4) (0.4) (0.4)
2013 2014 2015 2016 Net interest Net fee & Ctherincome  Expenses Net Tax and 2017
income comimission impairmment other P&L
income losses components

Source: Polish FSA, own calculations

Financial results
According to PFSA figures, net profit of the banking sector in 2017 declined by 2.3% (PLN 314 million) compared to the last

year , to the | evel of PLN 13.6 billion. Despite the decrease i
was observed (+12.1% YoY, PLN 4.6 billion), which was achieved through an increase in lending and reducing the cost of
financing. Net fee and commi ssion income also increased signif

was adversely affected by other income categories, which were down by as much as 34.1% (PLN 3.9 billion) compared to

the previous year, and this was primarily due to the absence of non-recurring events. 2016 earnings had been significantly

affected by the sale of Visa Europe to Visa International, which resulted in more than PLN 2 billion of additional income in the

second quarter of 2016. Despite this fact, the total income of the banking sector increased by PLN 1.9 billion to PLN 63.8

billion. Among the remaining factors whic h had a negative i mpact on the banking sect
by 4.0% YoY (PLN 1.4 billion) played the most important role. This increase included higher depreciation and amortization

expenses, higher administrative expenses as well as a significant increase in bank tax (+23.8% YoY, PLN 834 million). The

increase in the amount of bank tax paid stemmed, inter alia, from the fact that in 2017 it accrued for 12 months rather than 11

as it was the case in 2016. Impairment write-downs, which increased by 4.5% YoY (PLN 414 million), also had a negative

impact on net income. In 2017, the banking sector paid PLN 570 million (+13.6% YoY) more income tax than in the previous

year . Owing to the simultaneous i mcmaerakasgesi imthetefficencypod thekbankingi nc o me
sector were recorded with the cost/income ratio remaining at 56% (-0.5 p.p. YoY). A clear improvement in the quality of the
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loan portfolio as measured by the NPL ratio was recorded (-0.3 p.p. YoY to 5.9%). The most important improvement was
noted for the portfolio of corporate loans for which the ratio of non-performing loans (NPL) decreased during the year by 1.0
p.p. to the level of 8.2%. The improvement of the ratio took place in the area of loans granted to large enterprises (-1.1 p.p.
YoY to the level of 5.8%) as well as in loans to small and medium-sized enterprises (-1.0 p.p. YoY to the level of 10.0%). In
the portfolio of loans to households, the NPL ratio remained unchanged at 6.1%. Improvement was reported in the consumer
loan area (-0.4 p.p. to 11.5%) while the ratio for mortgage loans, which account for a much larger portion of the retail loan
portfolio, dropped only slightly by 0.1 p.p. YoY to 2.8%.

Loans to households and corporates
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Loans to households - YoY change (right axis) Corporate loans - YoY change (right axis)

Source: NBP, own calculations

In 2017, growth in lending to the non-financial sector decelerated from 5.1% YoY (PLN 52 billion) at the end of December
2016 to 3.2% YoY (PLN 35 billion). This occurred despite the fairly significant acceleration in the growth rate of corporate
loans (+6.1% YoY, PLN 19 billion) whose volume reached PLN 325 billion as at end 2017. As concerns the purpose of the
loans contracted by enterprises, the highest growth was reported for investment loans (+10.9% YoY). Current loans grew
slightly slower (+7.3% YoY) while real estate loans remained at a level similar to that recorded in the last year (+1.6% YoY).
In terms of their original tenors, the highest growth was recorded for medium-term loans granted for periods from one to five
years (+14.4% YoY). The volume of long-term loans grew much more slowly with their volume as at the end of 2017 having
increased by 5.1% YoY, while short-term loans (up to 1 year) recorded a slight decline in volume of 0.3% YoY. The growth
rate of loans to households fell considerably. In this category, the increase in volume decelerated to just 1.9% YoY (an
increase by PLN 13 billion to PLN 661 billion). The fastest-growing category were current loans to entrepreneurs and
individual farmers (+13.0% YoY). Consumer lending volume also continued to grow rapidly (+6.9% YoY, by PLN 10.8 billion
to PLN 168 hillion). The value of real estate loans taken out by households reached PLN 405 billion at the end of 2017, i.e.
0.1% (PLN 419 million) less than at the end of 2016. The decrease was driven by the significant appreciation of the zloty
against major foreign currencies in the past year. This was confirmed by the dramatic fall in the volume of real estate loans
expressed in currencies other than the zloty (-18.9% YoY, PLN -30.7 billion). At the same time, the market of real estate
loans in Polish zloty recorded a significant increase by 12.5% YoY (PLN 30.3 billion).

Households and corporates deposits
1200 === === mm e o oeoooooooooooo- - 20%

000 === == o e L 16%

800

PLN B

F 12%
600
r 8%
400

200 I A%

0 - 0%
Dec'12 Jun'13 Dec'l3 Jun'14 Dec'14 Jun'l5 Dec'l5 Jun'16 Dec'16 Jun'l7 Dec'l7

= | iabilities towards households (left axis) Liabilities towards corporates (left axis)

Liabilities towards households - YoY change (right axis) Liabilities towards corporates - YoY change (right axis)

Source: NBP, own calculations

In 2017, corporate deposits in the banking sector increased by just 2.4% YoY (by PLN 6.4 billion to PLN 276 billion). This
growth was largely due to the still high growth rate of current deposits (10.2% YoY to PLN 187 billion). On the other hand,
time deposits declined by as much as 11.0% YoY (with the volume dropping to just PLN 89 billion). Similar trends could be
observed in the household segment. The balance of deposits for this client category increased by 4.2% YoY (by PLN 30.2
billion to PLN 744 billion). Similarly to corporate deposits, the growth was driven by current deposits (an increase by 12.8%
YoY, by PLN 51.2 billion to PLN 451 billion), while time deposits declined by 6.7% YoY (by PLN 21 billion to PLN 293 billion).

Most forecasts indicate that similar market conditions will prevail in 2018. Interest rates are likely to remain unchanged for at
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least most of the year, and banks will still be burdened by higher bank tax and Bank Guarantee Fund charges. At the same
time, most banks have already adjusted their asset structures to the current environment, which is reflected in higher interest
income and lower interest expenses. Banks will maintain their focus on high-margin products.

The appreciation of the zloty against the Swiss franc considerably mitigated the risk for banks arising from foreign-currency
mortgage loans. In the current circumstances, the probability of systemic solutions in this respect whose introduction could
prove costly for the sector appears very low. On the other hand, considerable risk persists in connection with the poor
financial standing of many credit unions whose possible collapse could result in a heavy burden for the banking sector.

Still, rapid economic growth and high growth of household consumption combined with a rebound in corporate investment
expenditures offer a number of development opportunities for banks. At least in the short term, it appears that upbeat
macroeconomic data will positively affect both lending growth and the quality of the loan portfolio.

During the last few years, heightened activity in the M&A area in the financial sector was clearly noticeable. The
consolidation of banking institutions has significantly altered the composition of the sector and has left, it appears, only very
limited room for further ownership changes. As a result, fewer such events are expected in 2018.

5. Tendencies in the Polish a@tbbal economiaa 2018

As the global economic recovery continues, the pace of monetary policy tightening by major central banks around the world,
including the pace of interest rate increases, may exert a significant impact on the scale of capital inflows to the emerging
markets. If interest rate increases in the United States and the eurozone proceed faster than expected, the risk of the foreign
investorso6 flight from the
on Treasury bonds.

Increasing geopolitical tensions may result in heightened volatility in the financial markets. Any flare-up in the Middle East or
Ukraine or conflict breaking out between North Korea and the United States could drive up the risk premium in emerging
market asset valuations, including the zloty. Moreover, geopolitical uncertainty could also limit the inflow of foreign direct
investment to the country, thus reducing the pace of fixed capital formation.

The work on the new European Union financial perspective will be affected by the planned departure of the United Kingdom
from the EU. As a result of these changes, among other things, the new financial perspective could involve the reduction in
the pool of EU funds available to Central European countries, including Poland. A lessened availability of cohesion funds
could affect the development plans of Polish enterprises, especially in the longer term.

Any further significant increases in wage pressure could drive up unit labor costs and reduce corporate profitability.

Additionally, uncertainty concerning changes in the domestic legal environment may contribute to Polish corporations putting
off new investment projects. In the longer term, this risks reducing the development potential of the enterprise sector.

domestic market wi || i ncr e aldse .

The above factors mayaf f ect t he Groupds performance in the reporting
Poland economic indicators (% 2011 2012 2013 2014 2015 2016 2017F 2018F
GLP growth, yoy 5.0 1.6 1.4 3.3 3.8 2.9 4.6 4.0
Domestic demandvgiin yoy 4.2 05 0.7 4.7 3.3 2.2 4.9 4.6
Private consumptioavgth, yoy 3.3 0.8 0.3 2.6 30 39 48 40
Investment growioy 88 -18 -11 100 61 -79 52 70
CPl(eop) 46 24 07 -10 05 08 21 20
Policy interest rgémp) 450 425 250 200 150 150 150 150

SourceCitHand| owyd6s esti mates as of March 6, 2018
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The organisational chart below depicts the corporate entities which jointly formed the Capital Group of Bank Handlowy
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Bank Handlowy w Warszawie S.A
I

: . N Giegd P i
Dom Maklerski Banku Handlowy Investments S.A. PPH Spomasz Sp. z o.0. Biuro Informaciji Wa rl te Og S Cai 04,-\,3) ch I;(éezai%\lzvgnlizot\nlvaa
Handlowego SA 10000% 10000% in liquidationi 100.00% Kredytowej S.A: 12.54% 0.05% SAT 574%
Brokerage Investing activity —{  Operation of a credit — Operation of a — Inferbank
intelligence unit financial exchange A
— ) market clearing
Gieg gi . oPoZOF ber-w Polmot Holding S.A. 13.89%
AL . (] : .
7| Operation of a financial exchange s(é:?\/risglse;g?;rzzuuﬁ:?r; P_Ola_nla Sp z 0.(3.
market machinery production F—  wlikwidacji i 6.06% -
yp Foodwareand leather goods VISA Inc. i
manufacturing; in liquidation | 0.0(1)%
BondSpot S.A. Payment processing
0.0(1)% - -
T Operation of an electronic Odlewnéesz)cjlsmés_A_
trading platform 250
op — Production of a full range
of foundry materials
Handlowyi Leasing

Sp. z 0.0i 97.47%
Leasing

HandlowyInwestycje
Sp. z 0.0i 10000%

Investing activity

Handlowy-Leasing
Sp. z 0.01 2.53%
Leasing

Affiliated companies

Parent of the Capital Group of
Bank Handlowy w Warszawie S.A.

Subsidiary undertakings of
Bank Handlowy w Warszawie S.A.

Minority holdings of
Bank Handlowy w Warszawie S.A.
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IV. The organizational structure of the Capital Group of Bank Handlowy
wWarszawie S.A.

The Capital Group of Bank Handl owy w Warszawie S.A. s(the AGrou

GROUP ENTITIES FULLY CONSOLIDATED

. . Capital % of authorized  Accounting Equity
Entity Core business relationship capital held method (PLN &
Bank Handlowy w Warszawie S.A. Banking parent - - 6874618
i <
Dom Mililerk' Banku Handlowego Brokerage subsidiary 100.00% full consolidatiol 112,254
(DMBH)
HandlowylLeasing Sp. z 0.0.*** Leasing subsidiary 100.00%** full consolidatiol 22,430
Handlowy Investments S.A.*** Investing activit subsidiary 100.00% full consolidatiol 17,869
S Ceased - o S
PPH Spomasz gm.o. w likwidacji*** . subsidiary 100.00% full consolidatior in liquidation
operations

*Equity of Bank Handlowy w Warszawie S.A. as per the statement of the financial posit@®Iof the Bank for
** Including indirect participations
** Pregudidata

GROUP ENTITIES NOT FULLY CONSOLIDATED

Core Capital % of Equit
Entity : pral authorized Accounting method quity
business relationship ) (PLN 01
capital held
Handlowjnwestycjgp.z .0. 'g‘(’:fl\s/f'tgg subsidiary 100.00% equity valuation 11077

***Preaudit data

V. Selected financial data of the Capital Group of Bank Handlowy
wWarszawie 8.

1. Summary financial data of Bank and th&roup

The financial data are presented both for the Bank and the Group in this report. Due to fact t hat Bankoés
major part of t he Groupds activity (total anlsmstitse respedively 996%,09.1% andevenue
98.8% of assets, equity and consolidated revenue of the Group), the financial results and statement of financial position

presentation base on consolidated figures except where expressly indicated that presented data regard Bank data.

- Bank Capital Group

PLN million

207 206 2017 206
Total assets 428640 45,0986 430376 45,209.¢
Equity 68746 6,723 6,9389 6,7905
Amounts due from customers* 197668 18,798 19,849.( 188601
Deposits * 31,98@ 33902.9 319452 33807.5
Netprofit 5371 6042 5356 601.6
Capital adequacy ratio 17.6% 172% 17.9% 17.4%

* Amounts due from and depositsiodmiking entities of the financial sector, entities difndwecradrsector, including the public sector.

2. Financial results ahe Bank anthe Group 2077

2.1 Income statement

The Groupds gross profit for 2017 reached PLN 535.6 million ar
the year 2016. The consolidated gross profit for 2017 was PLN 707.1 million and decreased by PLN 57.2 million (i.e. 7.5%)
as compared with the previous year.
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Selected income statement items

Bank Capital Group
PLN 60000 Change
2017 20B 2017 20B

PLN %
Net interest income 1,078921 999870 1082147  1,003571 78576 7.8%
Net fee and commission income 541523 526401 580661 561229 19432 35%
Dividend income 32939 29005 9428 8,050 1,378 171%
Net income on trading financial instruments and revaluatic 343910 345671 346275 347197 (922) (0.3%)
Netgain on debt investment securities a¥aisdlie 35772 44746 35772 44746 (8974)  (201%)
Net gain on capital investment instrawvestabléorsale 3377 95913 3377 95913  (92536)  (965%)
Net gain on hedge accounting 10261 9553 10261 9553 708 74%
Net other operating income (2747) 8,617 556 11205 (1Q649) -
Total income 2,043956 2,059776 2068477 2081464  (12987) (06%)
g\éﬁjrgiizds and general administrative expenses and dept (1166928)  (1177990) (1191745 (1202223) 10478 (09%)
Overheads and general administrative expenses (4,094472) (1,108862) (1118653 (1,132301) 13648 (L2%)
gsespé’tesciation/amortization of tangible and intangible (72456) (69128) (73092) (69922) (3170) 45%
Profit/loss on sale of other assets 437 104 10929 116 10813 -
Dl v o e sl O MRLO  (oqeor)  (ase)  (0mEY (o) (20 12
Share in nerofits of entities valued at equity method - - 242 50 192 3840%
Tax on some financial institutions (77634) (69311) (77634) (69311) (8323) 120%
Profit before tax 700340 763820 707,080 764328 (57249 (7.5%)
Income tax expense (163238) (159%621) (171514 (162748) (8766) 54%
Net profit 537102 604199 535566 601580 (66014 (110%)

The impact of individual items of the income statement on net profit is shown on the graph below:

An impact of the Profit & Loss Statement cofnponens on net profit in 2017 (PLN million)

(9.2)
194 | -
T78.6
10.5
L |
B14) (8.3) 22
.( (11%)
.................. .
Met profit 2018 Met interect income  Fees & comissions Treazury Other revenue Expenzes & Provisions Bank levy rosme t2x & cther

compenents

depredation

Met profit 2017

The following factors contributed to a change in net profit for 2017 as compared with 2016:

T  Operating income (including net interest, fee and commission result, dividend income, the result on financial
instruments held for trading and revaluation, the result on investment debt securities, the result on investment
equity instruments, the result on hedge accounting and the result on other operating income and expenses) at PLN
2,068.5 million as against PLN 2,081.5 million in 2016 i a decrease of PLN 13.0 million (i.e. 0.6%). 2016 income
had been affected by the posting of PLN 93.0 million in connection with the transaction whereby Visa Europe

Limited was acquired
by 4% YoY.

by

Vi

sa | nc.

Wi t h

t hi

S

transact.i

1 In 2017, the Group pursued a consistent cost discipline policy, as a result of which overheads and administrative

expenses, depreciation and amortization fell by PLN 10.5 million (i.e. 0.9%).

1  Net impairment write-downs and provisions for financial and guarantee commitments granted stood at PLN 103.2
million in 2017 as compared to PLN 45.8 million in the same period of the previous year, which translates to an
increase of PLN 57.4 million. Higher write-downs were recorded by Corporate and Commercial Bank, which
resulted from the establishment of loan provisions in the Commercial Bank segment, mostly for clients assessed on

an individual basis.
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2.1.1 Revenue

In 2017, operating income was PLN 2,068.5 million compared to PLN 2,081.5 million in the previous year, a decrease of PLN
13.0 million, i.e. 0.6%.
Group’s revenue (PLN MM) Breakdown of revenues by segments (%)

2547 2,417

2,052 2,081 2,068

n Retail
B
43%

2013 ‘ 2014 ' 2015 ‘ 2016 2017

Net interest income mMNet fee & commission income mTreasury income = Net other operating income

The Groupbs operating result in 2017 was affected, without | im

1 net interest income was the most important source of income for the Group in 2017 (52.3% of total income). It
amounted to PLN 1,082.1 million compared to PLN 1,003.6 million in 2016, an increase of PLN 78.6 million, i.e.
7.8%. Interest income in 2017 increased by PLN 92.8 million (i.e. 7.4%) and amounted to PLN 1,351.4 million.
Receivables from clients were the main source of interest income, which reached PLN 915.8 million and was higher
by PLN 78.4 million (i.e. 9.4%) compared to 2016 as a result of the positive contribution of lending margins in the
Corporate and Commercial Bank segment, combined with rising lending volumes and the increase in the average
volume of unsecured receivables from consumers. Interest expenses in 2017 increased by PLN 14.2 million (i.e.
5.6%) compared to 2016. However, after the fAlnterest exper
has been excluded, interest expenses decreased by PLN 4.7 million (i.e. 2.3%) owing to the lower average volume
of liabilities to banks. Liabilities to non-financial clients were the main source of interest expenses and remained
almost unchanged;

1 netfee and commission income amounted to PLN 580.7 million as against PLN 561.2 million in 2016 i the increase
by PLN 19.4 million (i.e. 3.5%) was primarily due to the favorable situation in the financial markets in 2017, which
translated into an improved result on custody services and the sale of structured products and the result on
brokerage activities. Income from payment and credit cards, which was the largest source of fee and commission
income, remained almost unchanged,;

Net interest income (PLN MM) Net fee and commission income (PLN MM)

642 619 631

1,164 561
1,004 1,082 | 62 | |77 | |37 |

977
532 457 o |35 | |30 |
371 360
= [=] o

2013 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017

Payment and credit cards m Payment services

1242 581

— T T = = T T = -

2013 2014 2015 2016 2017

Insurance and investment products Custody services
Financial sector (incl. banks) Non-financial sector ® Debt securities =Other mBrokerage operations Other

1 the result on financial instruments held for trading and on revaluation, which amounted to PLN 346.3 million as
against PLN 347.2 million in 2016, and the result on investment debt securities amounting to PLN 35.8 million as
against PLN 44.7 million in 2016, i.e. a decrease by PLN 9.0 million;

1 net income on investment equity instruments available for sale amounted to PLN 3.4 million as against PLN 95.9
million in 2016, i.e. a decrease of PLN 92.5 million due to the settlement of the acquisition of Visa Europe Ltd. by
Visa Inc. having been posted in 2016.
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2.1.2 Expenses
Generakxpenses &lepreciation
Bank Capital Group
PLN 6000 Change
2017 2016 2017 2016 =

PLN %
Personnel costs 516363 537894 531316 552718 (214023 (39%)
General administrative expenses, including: 578109 570968 587337 579583 7,754 13%
Telecommunication fees and IT hardware 182848 183938 188484 189622 (4,138) (06%)
Building maintenance and rent 69248 84290 69409 84469 (15060) (178%)
Costs of external services, including advisory, ®
consulting services 52745 54872 53447 55356 (1,909) (34%)
Total overheads 1,094472 1,108862 1118653 1,132,301 (13649 (12%)
Depreciation 72456 69128 73092 69922 3170 45%
Total general expenses & depreciation 1166928 1,177990 1,191745 1,202,223 (10479 (09%)
Overheads and administrative expenses along with General administrative expenses and
amortization and depreciation of PLN 1,191.7 million as depreciation (PLN MM)
against PLN 1,202.2 million in the same period last year. The 1,365 1274 1278
decrease in expenses by PLN 10.5 million (i.e. 0.9%) 3 — —r 1,202 1,192

70 1] AT

resulted primarily from lower personnel costs, which were
partially offset by higher overheads and administrative
expenses. In 2017, there was a reduction in personnel [ 191
expenses by PLN 21.4 million (i.e. 3.9%) versus 2016 as a
result of the lower headcount. In the period examined,
average employment in the Group declined by 221 FTEs.

The increase in overheads and administrative expenses was ' 2013 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017
caused by the increase in costs relating to the sale of Stffexpenses  Telecommunication fees and hardware purchasss
_banklng pr_OdUCtS by PLN 153 m|”|0n YOY and the |nCr9a.Se Advertising & Marketing Other general administrative

in advertising and marketing expenses by PLN 15.1 million = Depreciation

YoY, which was related to promotional campaigns conducted

in order to build awareness of the Citi Handlowy brand. Those increases were partially offset by lower real estate rental and
maintenance costs (by PLN 15.1 million YoY) in connection with the shift in the distribution system towards building the
Smart Banking Ecosystem.

At the same time, depreciation and amortization expenses increased by PLN 3.2 million YoY in connection with the
implementation of technological projects.

2.1.3 Net impairment losses on financial assets and provisidinsaiocial and guarantee commitments

Net impairmerand provisions

Bank Capital Group
PLN 6000 Change
2017 2016 2017 2016
PLN %

Net impairment lossesurred but not reported
(IBNR) (898) (11229) (852) (8527) 7,675 (900%)
El:k:i ;irt?g:wment losses on loans dadavite shee (98338) (39243) (98210) (39179) (59031) 1507%

accounted for individually (39818) 17999 (39702) 18008 (57710) (3205%)

accounted for collectively, on a portfolio (58520) (57242) (58508) (57187) (1,321) 2.3%
Netimpairment losses on equity investments 3872 (225) - - - -
Other (4127) 1,938 (4127) 1,938 (6065) -
Net impairment losses @inancial assets and
provisions for financial and guarantee (99491) (48,759) (103,189) (45,768) (57421) 1255%

commitments

The establishment of net impairment write-downs amounting to PLN 103.2 million as against net write-downs amounting to
PLN 45.8 million in 2016 i the deterioration, amounting to PLN 57.4 million, concerned primarily the Corporate and
Commercial Bank (PLN 51.4 million of net impairment write-downs established in 2017 as against PLN 25.5 million reversed
in 2016). This resulted from the establishment of additional loan provisions in the Commercial Bank segment, mostly for
clients assessed on an individual basis. At the same time, in 2016, recoveries were observed for written-off receivables from
some clients, which had a positive impact on net write-downs. In the Consumer Bank segment, a lower negative result was
reported in the net impairment category, i.e. PLN 51.8 million as against PLN 71.2 million in 2016 in connection with the
further improvement in portfolio quality, especially with respect to the receivables covered by IBNR provisions.
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2.1.4 Ratio analysis

The Groupds efficiency ratios

207 20b
Return on equity (ROE)* 8.5% 9.6%
Return on assets (ROA)** 1.2% 1.3%
Net interest margin (NIM)*** 2.5% 2.2%
Margin oimteresbearing assets 2.7% 2.4%
Earnings per share in PLN 4.10 4.60
Cost/income**** 58% 58%
Nonfinancial sector loans tefmamcial sector deposits 66% 59%
Nonfinancial sector loans to total assets 41% 38%
Net interest income to total revenue 52% 48%
Net fee and commission income to total revenue 28% 27%

* Net profit to average equity (excluding net profit for the current year) calculated on a quarterly basis;
** Net profit to average total assetdated on a quarterly basis;

*** Net interest income to average total assets calculated on a quarterly basis;

**+x Qverheads, general administrative expenses, depreciation and amortization to operating income.

TheBankb s ef fi ciency ratios

207 206
Return on equity (ROE)* 8.6% 9.8%
Return on assets (ROA)** 1.2 13%
Net interest margin (NIM)*** 2.5% 22%
Earnings per ordinary share in PLN 4.11 462
Cost/Income**** 57% 57%
*Net profit to average equity (including net profit for freacucadotlated on a quarterly basis
**Net profit to average total assets calculated on a quarterly basis
***Net interest income to average total assets calculated on a quarterly basis
****Qverheads, general administrative expenses, depreaiatartizatidn to operating income
In 2017, the Groupbs returns on equity and assets remained at
Return on assets Return on equity
96 14.8%
o 10.0%
1.26% 1.10% 8.4% 8.5%
2013 2014 2015 | 2016% 2017 2013 2014 2015 2016~ 2017

*Net profit from 2016 was adjusted by VISA transaction in thieLaxi6uvivbf

As concerns cost efficiency, the cost-income ratio remained almost unchanged at 58% as at the end of 2017. The year-on-
year decline in income (due to the non-recurring event which had boosted income in 2016) was mostly offset by a decrease
in operating expenses. Excluding the one-off 2016 transaction, the cost-income ratio fell by 3 p.p. compared to the previous
year.

In 2017, interest margin improved, increasing to 2.5% on total assets and to 2.7% on interest-bearing assets, mainly due to
rising lending margins.
2.2  Consolidatedtatement dfinancial position

As at 31 December 2017, total assets of the Group reached PLN 43,037.6 million and were 4.8% lower than at the end of
2016.
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Consolidated statement of financial position

Bank Capital Group

PLN 6000 As at As at Change

31.120T7 31.1206 31.12017 31.1206 tys %
ASSETS
Cash and balances with central bank 462126 665755 462126 665755  (203629) (306%)
Receivables from banks 836166 586973 836774 587087 249687 425%
Financial assets heldrfmting 2,162040 3772162 2179925 3781405 (1,601480) (424%)
Hedging derivatives - 12244 - 12244 (12244) (1000%)
Debt securities availdbisale 17439439 19072371 17439439 19072371 (1,632932) (86%)
Equity investments, het&hatty value - - 10664 10471 193 1.8%
Equity investments 132539 125107 26500 22842 3,658 160%
Receivables from customers 19766803 18795341 19849033 18860053 988980 52%
Property and equipment 375673 332336 376775 342971 33804 9.9%
Intangible assets 1,351583 1,349810 1352413 1,350861 1552 0.1%
Receivables due to current income tax - 12911 667 13901 (13234) (952%)
Asset due to deferred income tax 176979 199354 175904 198383 (22479) (113%)
Other assets 158688 165356 325448 289644 35804 124%
Noncurrent assets availdbksale 1,928 1,928 1,928 1,928 - -
Total assets 42863964 45091648 43037596 45209916 (2172320) (48%)
LIABILITIES
Liabilities towards banks 1568261 2,303627 1568376 231Q742  (742366) (321%)
Financial liabilities held for trading 1,351031 1,305614 1,353215 1,305614 47601 3.6%
Hedging derivatives 50191 39897 50191 39897 10294 258%
Liabilities towards customers 32172441 34031947 32136698 33936511 (1,799813) (5:3%)
Provisions 17871 22068 18300 22856 (4556) (199%)
Current income tax liabilities 52340 - 52340 - 52340 -
Other liabilities 777211 664569 919593 803846 115747 144%
Total liabilities 35989346 38367722 36098713 38419466 (232Q753) (6.0%)
EQUITY
Issued capital 522638 522638 522638 522638 - -
Supplementary capital 2,944585 2,944585 3,003969 3,003082 887 -
Revaluation reserve (9376) (215061) (9118) (214843) 205725  (958%)
Other reserves 2,879669 2,867565 2,895598 2,885044 10554 0.4%
Retained earnings 537102 604199 525796 594529 (68733  (116%)
Total equity 6,874618 6,723926 6,038883 6,790450 148433 22%
Total liabilities and equity 42863964 45091648 43037596 45209916 (2172320) (48%)
221 Assets
Grossreceivables from clients

Bank Capital Group
| As at As at Change
PLN 060000
31.12.200 31.12.2H 31.12.200 31.12.2H PLN %

Nonbanking financial entities 1931845  1,653137 2,012490 1,708064 304426 178%
Nonfinancial sector entities 11251852 10903632 11255022 10917310 33772 31%
Individuals 7,092086 6696898 7,092665 6,697209 395456 5.9%
Publientities 76626 100889 76626 100889 (24263) (240%)
Other nofinancial sector entities 3 2 3 2 1 500%
Total gross receivables from clients 20352412 19354558 20436816 19423474 101332 52%
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Netreceivables from clients
Bank Capital Group
| As at As at Change
PLN 6000
31.12.204 31.12.28 31.12.200 31.12.2H PLN %
Receivables from financial sector entities 1,914372 1,635327 1,995,017 1,690,254 304,763 180%
i'?]ilcue(;‘i’%b_'es from ndmancial sector entities, 17852431 17160014 17,854,01€ 17,169,79¢ 684,217 40%
Corporate clients* 11,055884 10747898 11,056,89C 10,757,372 299,518 2.8%
Individuals, including: 6,796547 6412116 6,797,12€ 6,412,427 384,699 6.0%
Unhedged liabilities 5322620 5,095954 5,323,19¢ 5,096,265 226,934 45%
Mortgage loans 1,473927 1,316162 1,473,927 1,316,162 157,765 120%
Total net receivables from clients 19766803 18795341 19,849,03: 18,860,052 988,980 52%

*Corporate clients include enterpmitis, sector, staened and private companiexpematives, individual enterprisespnmonercial institutions acting
for the benefit of households

The value of net receivables from clients at the end of 2017 was PLN 19.8 billion, i.e. higher by PLN 1.0 billion (5.2%)
compared to the end of 2016. Net receivables from clients acco
in total assets increased to 46.1% compared to 41.7% at the end of December 2016; this resulted primarily from the increase

in lending to non-financial clients (by PLN 0.7 billion, i.e. 4.0%). Receivables from the non-financial sector increased for both

consumers (PLN 0.4 billion, i.e. 6.0%, owing to the increase in credit card and mortgage loan balances) and institutional

clients (PLN 0.3 billion, i.e. 2.8%, with growth in the global client segment).

Debt securities portfolaf the Bank

3 As at Change

PLN 6000
31.120T7 31.1206 PLN %
Treasury bonds, including: 17020453 19312519 (2292065) (119%)
covered bonds in fair value hedge accounting 2492215 4,794696 (2302481) (480%)
Bank bonds 32577 66866 (34289) (513%)
Bills issued by financial entities 130604 58299 72305 1240%
NBP bills 1,399713 2239715 (840002) (375%)
Total 18583347 21677399 (3094022) (143%)

The volume of the debt securities portfolio decreased by PLN 3.1 billion (i.e. 14.3%) as at the end of 2017. This was the
result of a decreased position in Treasury bonds.

2.2.2 Liabilities

Liabilities towards customers

Bank Capital Group
As at As at Change
PLN 6000
31.12.200 31.12.2@ 31.12.200 31.12.2H PLN %

Deposits of financial sector entities 4977728 4884985 4853148 4,685960 167188 36%

Deposits of nofinancial sector entities, including 27003168 29017910 27092005 29121499 (2029494) (7.0%)
Nonfinancial sector entities 1341523 15359629 13403515 15371189 (1,967674) (128%)
Noncommercial institutions 416064 564636 416064 564636 (148572) (263%)

Individuals 10248163 9856946 10348720 9,948975 399745 4.0%
Public sector entities 2923706 3,236699 292376 3,236699 (31299) (97%)

Other liabilities 191545 129052 191545 129052 62493 484%

Total liabilities towards customers 32172441 34031947 32136698 33936511 (,799813) (53%)

Deposits of financial and nfinancial sector

entities, including:

Liabilities in PLN 23799960 26483501 23764217 26390065 (2625848) (100%)
Liabilities in foreign currency 8,180936 7417394 8180936 7417394 763542 103%

Zg:;atilec;eposns of financial and Horancial sector 31980896 33902895 31945153 33807459 (1862306) (55%)

In 2017, l'iabilities to clients constituted the dominant sour

74. 7% of the Groupds I|liabilities and equity. As at thereend of

PLN 1.8 billion (5.3%) lower compared to the end of 2016, which resulted from the high baseline level at the end of 2016,
mainly consisting of time deposits from institutional clients, including budgetary units. At the same time, consumer deposits
rose by PLN 0.4 billion (i.e. 4.0%), with the increase primarily concerning the current account area.

23



Report on Activities of the Capital Group of Bank Handlowy w Warszawie S.A. in 201

TRANSLATION
2.2.3  Source and use of funds
, Bank Capital Group

PLN 6000

31.12.200 31.12.28 31.12.200 31.12.2H
Source of funds
Funds of banks 1568261 2,303627 1568376 2,31Q742
Funds of customers 32172441 34031947 32136698 33936511
Own funds with net income 6,874618 6,723926 6,938883 6,790450
Other funds 2,248644 2,032,14¢ 2,393639 2,172,213
Total source of funds 42863964  45,091,64¢ 43037596  45,209,91¢
Use of funds
Receivables from banks 836,166 586973 836,774 587087
Receivables from customers 19766803 18795341 19,849,032 1886Q053
Securities, shares and other financial assets 19734018 22,969,64( 19656528 22,887,08¢
Other uses of funds 2526977 2,739694 2,695261 2,875687
Total use of funds 42863964 45,091,64¢ 43037596 45,209,91¢

2.3 Equity and the capital adequacy ratio

In 2017, equity increased by PLN 214.4 million or 3.5% compared to the end of 2016. The increase mostly involved the
revaluation reserve (by PLN 205.7 million).

Gr ouquilys e

3 As at Change

PLN 6000

311207 31.1206 PLN %
Issued capital 522638 522638 - -
Supplementary capital 3,003969 3,003082 887 0.0%
Othereserves 2,3561M 2,356107 2 0.0%
Revaluation reserve (9118) (214843) 205725 (958%)
General risk reserve 540200 529000 11,200 21%
Other equity (10483 (7114) (3367 47.3%
Total equity 6,403317 6,188870 214447 35%

* Equity net of nabfit/(loss)

The capitals are fully sufficient to ensure the financial security to the institution and the deposits it accepts, and to ensure
business growth of the Group.

The Table below presents financial data needed for the calculation of the capital adequacy ratio based on the separate and
consolidated financial statements of the Bank and of the Group.

Gr o u gpibakadeguacy ratio*

Bank Capital Group
PLN 6000 31.12.20n 31.12.2@8 31.12.20n 31.12.28
I Common Equity Tier 1 Capital 4916,526 4727393 4981895 4,796869
Il Total capital requirements, of which: 2237431 2,204888 2,230567 2199922
credit risk capital requirements (11*8%) 1,759541 1,698683 1,749046 1,687217
counterparty risk capital requirements 57,098 65487 57819 65908
Credit valuation correction capital requirements 49033 63927 49033 63927
excess concentration and large exposures risks capital 5,353 3176 3746 1792
requirements
total market risk capital requirements 81813 74245 82411 74357
operational risk capital requirements 284593 299370 288512 306721
Common Equity Tier 1 Capital ratio 176% 172% 179% 174%

* Capital Adequacy Ratio calculated according to the rules Rpgciétitin(ENP575/2013 of the European Parliament and of the Council of
26June 2013 on prudential requirements for credit institutions and investment firms and amending@&e04ion (EU) No

24



Report on Activities of the Capi

tal Group of Bank Handlowy w Warszawie S.A. in 201
TRANSLATION

I n 2017, t he Groupds
remained safe and significantly above
supervisory limits.

As at 31 December 2017

adequacy ratio increased by 0.42 p.p. compared
to 31 December 2016, reaching 17.9%. This
enables the Group to further grow its lending.

The increase in the capital adequacy ratio in
2017 was caused by the increase in own funds
by ca. PLN 185 million, mainly resulting from the
higher revaluation reserve.

On the other hand, the 2017 increase in capital
requirement by ca. PLN 31 million compared to
the previous year stemmed mainly from the
raised capital requirement for credit risk rising

Capital adequacy of Group

17.5 17.5 171 17.4 17.9
- P - = —
% ﬁ

2013 2014 2015 2016 2017

Total own funds (PLN B) s Total capital charge (PLN B) —=—Total capital ratio (%)

from growing lending volumes.

20142017 the Capital Adequacy Ratio was calculated according to the rules stated in Regulation (EU)
the European Parliament and of the Council of 26 June 2013 on prudential requirements for credi

invest ment

firms amending Regulation (EU) N

o 6

2013/ the Capital Adequacy Ratio was calculated according to the mulResatédn No 76/2010 of the Pc
Financial Supervision Authority of 10 March 2010 regarding the scope and detailed rules for the cal
requirements against individual risks.

and covers t

VI. Activities of the Capital
Group of Bank Handlowy w Warszawie S2A81in
1. Lending and other rigkposures
1.1 Lending
The Groupds |l ending policy is consistent

he-

Leasing Sp. z 0.0.), excluding special purpose entities (so-called investment vehicles), companies in liquidation or
bankruptcy and entities that ceased their statutory operations. The policy is based on active portfolio management and
precisely specified target markets, designed to facilitate exposure and credit risk analysis within a given industry of each
client. Borrowers are continuously monitored so that any signs of deterioration in creditworthiness can be detected promptly
and appropriate corrective measures can be taken as needed.

In 2017, the Group focused its credit risk management activities on:

1  supporting the growth of assets;

optimization of the |
maintaining the high quality of the loan portfolio;
intensification of debt collection activities for the
efficient allocation of capital;

improvement of management processes for the

= =2 -4 -4 -—a -a

Gross loans to customen$the Group

endi

ng and

process

portfolio of retail credit exposures;

risk of the models used to measure credit risk;

continued development of credit risk measurement methods.

adjust ment

of

i As at Change

PLN 6000

31.120T7 31.12086 PLN %
Loans in PLN 18059110 16520674 153843% 9.3%
Loans in foreign currency 2377706 2,902800 (525094) (181%)
Total 20436816 19423474 101332 5.2%
Loans to ndinancial sector entities 18424326 17715410 708916 4.0%
Loans to financial sector entities 2,012490 1,708064 304426 178%
Total 20436816 19423474 101332 5.2%
Nonbank financial entities 2,012490 1,708064 3044% 178%
Nonfinancial sector entities 11,2550 10917310 33772 31%
Individuals 7,092665 6,697209 395456 5.9%
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As at Change
PLN 6000
31.1201 31.120B PLN %
Public sector entities 76626 100889 (24263) (240%)
Noncommercial institutions 3 2 1 500%
Total 20436816 19423474 101332 52%

As at 31 December 2017, gross credit exposure to
clients amounted to PLN 20,436.8 million, representing
an increase of 5.2% compared to 31 December 2016.
Tr_]e largest part of the portfoli(_) of .receivables f_r(_)m 19,561 19,423 20,437
clients represents loans to non-financial sector entities 17,569 T ss% 9.8%
(55.4%), which increased by 3.1% in 2017. Compared 16,215 g . :

to 2016, receivables from individual clients increased by 4%

5.9% and their share in total gross loan receivables
amounted to 34.7%.

Customer gross loans (min zi)

34.7%

32.9% 34.5%

The share of foreign currency loans, which in December
2016 stood at 14.9%, decreased to 11.6% by December
2017. It should be stressed that the Group does not
grant foreign currency loans to individual clients but only
to business entities who have foreign currency cash
flows or to entities whic
able to predict or absorb the foreign exchange risk
without a significant threat to their financial position.

31.12.2013 31.12.2014 31.12.2015 31.12.2016 31.12.2017

Non-financial corporates and public sector ~ mIndividuals ~ mNon-banking financial institutions

To avoid exposing the portfolio to a limited group of clients, the Group monitors the concentration of its exposures on
a regular basis.

Concentration of exposuto customeref the Group

31.120T7 31.1206
PLNG6OOO Balance sheet Cranted financia Total Balance sheet Cranted financia Total
exposure* an(_J guarantee exposure exposure* an(_j guarantee exposure
liabilities liabilities

CLIENT 1 1,000,00( - 1,000,00¢ 1,000,00( - 1,000,00¢
GROUR 828,101 115,65¢ 943,75¢ 431,85¢ 156,71¢ 588,571
GROUP 3 261,317 574,317 835,63¢ 115,751 763,72¢ 879,47¢
CLIENT 4 191,40C 558,60( 750,00( 316,90C 433,10( 750,00(
CLIENB 251,522 475,98( 727,50z 564,79¢ 500,18¢ 1,064,98:
GROUP 6 557,052 83,53C 640,58 216,83¢ 85,96¢ 302,80¢
GROUR 18 618,34¢ 618,36¢ 14 641,33z 641,34¢
GROUP 8 396,00( 205,18t 601,18¢ 396,00( 205,44¢ 601,44t
CLIEN® 600,00( - 600,00( 600,00( - 600,00(
GROUP 10 74,439 495,37¢ 569,81¢ 187,41F 323,31( 510,72¢
GROUP 11 - - - 531,14¢ 53,37C 584,51¢
Total 4,159,85( 3,126,99: 7,286,84- 4,360,71¢ 3,163,15! 7,523,86!
* Net of equity and other securities exposures
Concentration of exposure in individual industidse Group
tsrzcltfglic')sfhtrglelaics(i)f?coa?gnag?cl)irgg;\%rtr? ic Activity (PKD)* 311207 311208

PLNS % PLNGG %
Wholesale trade, excluding trade in vehicles 4,458,07¢ 18,3% 4,122,90¢ 17,3%
Financial intermediation, excluding insurance and pension f 3,039,42¢ 12,5% 2,492,60! 10,5%
gl(l)ir:jl:tflz:\)(r:]tllrj]r: and supply of electricity, gas, steam, hot wa 2645 82; 10,86 2.526.26¢ 10,6%
Production of food and beverages 1,071,76: 4,4% 1,169,61: 4,9%
Production and processing of coke and petroleum products 884,02 3,6% 936,47% 3,9%
Retail trade, excluding retail trade in vehicles 825,311 3,4% 1,313,36t 5,5%
\r/(\elggilfcs)?lri;g?Jeert]?gletrsmxeludlngf retail trade in motor vehi 739,417 3.0% 582,697 2.5%
Metabre mining 727,502 3,0% 1,064,98: 4,5%
Production of metal goedsludingnachines and equipment 657,37¢ 2,7% 615,38( 2,6%
Ercc))tocl)u;lé:)t;;r:;‘ motor vehicles, trailers and-tsslmis, excludil 633,97¢ 2.6% 512,187 2.1%
10 business sectors 15,682,68: 64,3% 15,336,47. 64,4%
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Sector of the economy according to
the Polish Classification of Economic Activity (PKD)* 311207 31.120%6
Other sectors 8,709,22: 35,7% 8,480,89« 35,6%
Total 24,391,90! 100,00% 23,817,36 100,00%

*Grosbalancsheet and dfilanceheet exposure to institutional customers (includjrizabadl@sNACE Revision 2.

1.2  Loan portfolio quality

Al l of the Groupbs receivables are attributed to tlolooofnpmrtf ol i
impaired receivables (IBNR). In the impaired portfolio, classifiable exposures that are considered significant are assessed
individually while exposures that are not individually significant are collectively tested for impairment.

Loans to cummers per portfolio with not recognized credit losses vs. portfolio with recognized credit losses

As at Change

31.12.20n 31.12.28 PLN %

With not recognized credit losses, including 19714 21. 18 790 32 923 88¢ 4.9%

nonfinancial sectentities 17 718 85 17 099 40 619 45¢ 3.6%

institutional clients* 10 946 50! 10 719 57 226 932 21%

individual clients 6 772 35( 6 379 82 392 527 6.2%

With recognized credit losses, including: 660 094 564 591 95 497 169%

nonfinancial sectentities 642 95¢ 547 461 95 497 174%

institutional clients* 322 64< 230 07¢ 92 568 402%

individual clients 320 31¢ 317 38¢ 2929 0.9%

Dues related to matured derivative transactions 62 508 68 54¢ (6041) (88%)

Total loans to customers, grosg;luding: 20 436 81 19 423 47. 1013 34: 52%

nonfinancial sector entities 18 361 81 17 646 86 714 957 41%

institutional clients* 11 269 15: 10 949 65. 319 501 29%

individual clients 7 092 66! 6 697 20! 395 45¢ 5.9%

Impairment, including: (587783) (563421) (24362) 43%

dues related to matured derivative transactions (54295) (60057) 5762 (96%)

Total loans to customers, net 19 849 03 18 860 05: 988980 5.2%
Provision coverage ratio** 80.80% 89.20%
institutional clients* 68.30% 87.30%
individuals 92.30% 89.70%
Nonperforming loans ratio (NPL) 3.2% 2.9%

*Institutionallients include enterprises, the public sectowrsdtend private companiespearatives, individual enterprisesn - c o mmer ci al in

actindor the benefit of households
**|Including IBNR provision

In comparison with 2016, the value of impaired loans increased by PLN 95.5 million (i.e. 16.9%) as a result of the
deterioration in the quality of tdusedbythsfinantial dificadtiessekperiericeddyat s 6 por
few clients from the Commercial Bank segment. The Bank sees no industry concentrations which could cause an

uncontrolled increase in the NPL portfolio in the future. In 2017, the ratio of non-performing loans (NPL) increased from 2.9%

to 3.2% but still remained well below the sector average.

The Bankds Management Board believes that provisions for | oan
estimate of the actual impairment of the portfolio. Individual accounting for receivables is based on the discounted forecast of

future cash flows associated with repayment of the receivables or recoveries from the collaterals. Group accounting is based

on loss indicators calculated based on a reliable, historical database of clients who have problems with paying their liabilities

to the Bank. For exposures with no indication of impairment, depending on the risk profile and on the basis of the Limit Risk

Rating, taking account of expected recoveryrat es based on coll ateral, the probability
default, impairment write-downs are calculated.

As at 31 December 2017 the impairment of the portfolio was PLN 587.8 million, which represented an increase by 4.3% from
PLN 563.4 million at the end of December 2016. The increase in impairment concerned mainly those clients whom the Bank
treats collectively as a portfolio (by PLN 16.6 million, i.e. 7.3%).The provision coverage ratio remains stable at 2.9%.

Impairment of gacustomer loan portfolio

As at Change
PLN 6000
31.12017 31.1206 PLN %
Impairment due to incurred but not reported (IBNR) losses 7938 79735 (3&7) (05%)
Impairment of receivables 508415 483686 24729 51%
accounted for individually 26362 255605 8,087 32%
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As at Change
PLN 6000
31.12017 31.1206 PLN %
accounted for collectively 244723 228081 16642 7.3%
Total impairment 587783 563421 24362 43%
Provision coverage ratio (total loans) 2.9% 2.9%

1.3 Offbalancesheet commitments

As at 31 December 2017, exposure from conditional commitments granted by the Group amounted to PLN
16,816.5 million, representing a decrease of 0.4% compared to 31 December 2016. The largest share in the total conditional
commitments granted are still promised loan commitments (i.e. 85%), which increased by PLN 961,1 million. Promised loan
commitments consist of committed but currently unutilized credit lines and unutilized overdraft facilities.

Contingent offbalance sheet liabilities granted

3 As at Change

PLN 6000

31122017 31.1206 PLN %
Guarantees 2,312023 2131868 18Q155 85%
Letters of credit issued 148607 144829 3,778 2.6%
Thirdparty confirmed letters of credit 19376 1,023 18353 -
Committed loans 14292534 13331401 961133 72%
Underwriting othes suer sd securities - 1,246100 (1,246100) (1000%)
Other 43942 33944 9,998 295%
Total 16816482 16889165 (72683) (04%)
Provisions for-bfilance sheet liabilities 12789 7,215 5574 773%
Provision coverage ratio 0.08% 0.04%
As at 31 December 2017, the total amount of coll ateral establishe

amounted to PLN 3,762 million, whereas as at 31 December 2016 it stood at PLN 3,993 million.

2. External funding
The total external funding of the Bank (from both clients and banks) stood at PLN 33.7 billion as at the end of 2017 and was
PLN 2.5 billion (i.e. 7. 0%) | ower than at the end of 20

operations was attributable to funds obtained from clients, which decreased by PLN 1.8 billion (i.e. 5.5%) due to the high
baseline level at the end of 2016, mainly consisting of corporate time deposits.

Gr o uynding from banks

As at Change
PLN 6000
31.12017 31.1206 PLN %
Current account 1,108,68¢ 1,466,80¢ (358120) (244%)
Term deposits 248,373 173,422 74951 432%
Loans and advances received 36,467 128,026 (91559) (715%)
Liabilities from securities sold under agreement to repurchase 9,085 212,372 (203287) (957%)
Other liabilitieimcluding: 165,762 330,113 (164351) (498%)
margin deposits 163,769 330,099 (166330) (504%)
Total funding from banks 1,568,37€ 2,310,742 (742366) (321%)
Gr o uynding frofn customers
As at Change
PLN 6000
31.12017 31.1206 PLN %
Deposits of financial sector entities
Current accounts 531361 671625 (14Q264) (209%)
Term deposits 4321787 4,014335 307452 7.7%
4853148 4,685960 167188 3.6%
Deposits of nofinancial sector entities
Current accounts, including: 22129625 22301469 (171844) (0.8%)
Corporate clients 10766475 10895348 (128873) (12%)
Individuals 8536410 8,280082 256328 31%
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As at Change
PLN 6000
31.12017 31.1206 PLN %
Public entities 2826740 3,126039 (299299) (96%)
Term deposits, including: 4962380 6,820030 (1,857650) (272%)
Corporate clients 3,053104 5040477 (1,987373) (394%)
Individuals 1812310 1668893 143417 86%
Public entities 96966 110660 (13694) (124%)
27092005 29121499 (2029494) (7.0%)
Totaldeposits 319435153 33807459 (1,862306) (55%)
Other liabilities
Other liabilities, including: 191545 129052 62493 484%
Cash collateral 112611 80622 31989 397%
Margin deposits 40671 11548 29123 2522%
191545 129052 62493 484%
Total funding from customers 32136698 33936511 (4,799813) (53%)

3. Interest rates

The table below presents weighted average effective interest rates of receivables and payables by the respective business

segments of the Group:

As at31December 2017

InstitutionaBank

Consumer Bank

in %
PLN EUR uUsD PLN EUR UsD

ASSETS
Receivables from banks and customers

-fixed term 3.09 134 2.66 844 4.0C -
Debt securities 216 0.09 208 - - -
LIABILITIES
Liabilitiemwards banks and customers

- fixed term 0.94 0.19 1.03 0.96 0.1C 0.54
As at31 December 2016
o InstitutionaBank Consumer Bank
In %

PLN EUR UsD PLN EUR UsD

ASSETS
Receivables from banks and customers

-fixed term 293 135 1.8C 9.5C 4.00 -
Debt securities 194 011 113 - - -
LIABILITIES
Liabilities towards banks and customers

- fixed term 1.30 0.36 0.57 0.74 0.10 0.22
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4. InstitutionaBanking Segment

41 Summary of segmentdés results

Institutional Banking Segment -
an impact of the Profit & Loss Statement components on EBIT in 2017 (PLN MM)

7.4 (7.3)

(5.9) 10.9
—l— —
.............................................. |
------ (5%) |
598.6 e
EBIT 2018 het inferest income Fess & commissions Treasury Other revenue Expenses & Met impaiment Bank lewy Other EBIT 2017

components Depreciaticn losses

In 2017, Corporate and Commercial Bank recorded a decline in pre-tax profit of PLN 27.7 million, i.e. 4.6%. The profit before
tax of the Corporate and Commercial Bank segment in 2017 compared to the previous year was driven mainly by the
following factors:

1 Net interest income at PLN 501.7 million as against PLN 439.6 million in 2016 i an increase by PLN 14.1 million
which was mainly the consequence of higher net interest income on client activities owing to the positive
contribution of lending margins and increased lending volumes.

1 Net fee and commission income in the amount of PLN 282.7 million as compared to PLN 275.3 million in 2016,
caused, inter alia, by an increase in net fee and commission income on brokerage activities as a result of the
favorable situation in the financial markets in 2017.

1  The result on financial instruments held for trading and on revaluation, which amounted to PLN 346.3 million as
against PLN 347.2 million in 2016, and the result on investment debt securities amounting to PLN 35.8 million as
against PLN 44.7 million in 2016, i.e. a decrease by PLN 9.0 million;

1  The posting of the acquisition of Visa Europe Ltd. by Visa Inc., which resulted in an income of PLN 29.4 million, had
affected the result on investment equity instruments available for sale in 2016, while no material non-recurring
events took place in 2017,

I Overheads and depreciation and amortization of PLN (503.8) million against PLN (514.0) million in 2016 i a
decrease by 10.2 million, largely as a result of declining personnel costs (reduced headcount).

1  Anincrease in the result on the disposal of other assets by PLN 10.5 million in 2017 in connection with the sale of
perpetual usufruct right to real estate;

1 An increase of net write-downs (PLN 51.4 million of net impairment write-downs in 2017 as against PLN 25.5
million in write-down reversals in 2016), mainly as a result of the establishment of new loan provisions, especially in
connection with the portfolio of clients assessed on an individual basis in the Commercial Banking segment.

4.2 InstitutionaBank

As regards corporate and commercial banking, the Group provides comprehensive financial services to the largest Polish
companies and strategic enterprises with a strong growth potential as well as to the largest financial institutions and public
sector entities.

At the end of 2017, the number of institutional clients (including strategic, global and corporate banking clients) amounted to
6,200, a decline of 1% compared to 2016 when the number of clients was slightly above 6,200. As part of the Commercial
Bank (small and medium businesses, large enterprises and the public sector) the Group provided services to 3,600 clients as
at the end of 2017 (which means a decrease of 5% as compared to 3,800 clients at the end of 2016).

What institutional banking clients have in common is their demand for advanced financial products and advisory related to
financial services. In that area, the Group provides coordination of the investment banking, treasury and cash management
products offered, and prepares loan offers involving diverse forms of financing. The innovative, competitive and innovative
financing structures offered by the Group rely on the combination of its expertise and experience as well as on collaboration
within the global Citigroup structure.

The table below presents balances of assets and liabilities in the particular segments according to the management reporting
format.
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Assetd
PLNmillion 311207 31.1206 Change
PLN millior %

Enterprises*, including: 4,494 4,669 (175) (4%)

SMEs 1671 1873 (202) (11%)

Large enterprises 2,823 2,796 27 1%
Public Sector 66 92 (26) (28%)
Global Clients 3271 2,389 882 37%
Corporate Clients 4,819 5016 (197) (4%)
Other* 2 7 (5) (71%)
Total Institutional Bank 12652 12173 4P 4%
Liabilities
PLN ritlion 31.120T7 31.1206 Change

PLN million %

Enterprises*, including: 3,865 3876 (11) (0%)

SMEs 2129 2428 (299) (12%)

Large enterprises 1,736 1,448 288 20%
Public Sector 3313 3823 (510) (13%)
Global Clients 7,745 9,031 (1,286) (14%)
Corporate Clients 5,8% 6,225 (369 (6%)
Other* 71 86 (15) (17%)
Total Institutional Bank 20850 23041 (2191) (10%)
* Enterprises include clients with annual turnover from PLN 8 million to PLN 150 million (SMEshairehftorRIENLN. 858llion (MMES).
*** G0Other6 include, among ot her deasinglSp. 2mot, who are rot ckents of thedBank.e st r uct

Structure of the Institutional Bank assets Structure of the Institutional Bank

as of 31.12.2017 liabilities as of 31.12.2017

m Enterprises m Enterprises
Public Sector

m Global Clients
Corporate Clients

m Other

Public Sector
® Global Clients
Corporate Clients
m Other

Key transactions and successes of the Institutional Bank in 2017:

1 In 2017, developing its cooperation with private equity funds in Poland, the Bank successfully completed significant
transactions related to leveraged financing of M&A deals, including the following:

- in February 2017, Citi Handlowy arranged (as Mandated Lead Arranger and Underwriter) guaranteed financing
amounting to PLN 2.7 billion, enabling one of the largest private equity funds to sign an agreement concerning
the acquisition of 100% of shares in the largest convenience store chain in Poland. In April 2017, the funds
obtained were used to finance the transaction. The provision of financing included the syndication and
distribution of part of the loan to other local and regional as well as Chinese banks;

- in September 2017, Bank Handlowy acceded to a PLN 1.9 billion consortium loan agreement with a power
industry client from the investment portfolio of a leading private equity fund. The Bank is the Organizer and
Original Lender, with total exposure of PLN 250 million.

1 Inaddition, in 2017 the Bank i consistently pursuing its strategy of supporting its clients i also signed:

- l4longt erm | oan agreements where the Bankds share amounted
- seven overdraft facility, revolving loan and multi-purpose facility agreements for the total amount of PLN 441
million;
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- two syndicate agreements for the issue of 3-year bonds for a total amount of PLN 2.9 billion and one syndicated
agreement for a public bond issue amounting to PLN 120 million for a company owned by the State Treasury;
- two loan commitments amounting to PLN 75 million.
1  Owing to its strategy of winning new business and to the support it received from its global network as well as to a
set of unique technological solutions, in 2017 the Bank:
- was selected as the provider of comprehensive banking services or managed to extend its cooperation with
clients in 15 cases;
- was selected to manage municipal accounts for a city with a budget of PLN 1.1 billion.
1  Atthe Bank, 2017 was another year of focus on:
- promotingitse-c o mmer ce sol uti ons by opmametricei pSatainmdg ridrdo tclhoen ffeE enc e
event in the market, which concentrates on effective online sales of products and services; it also promoted
those solutions in a special supplement to the Forbes monthly;
- promoting cooperation and advisory services for Polish companies who wish to expand internationally by
participating in the AfASelect USA0O conference held by th
Brazilian Cooperation.Pr ospects for Expanding in SouRzbhczpAspditadatyad conf

9 Acquisition of clients: the Commercial Banking segment acquired 223 new clients in 2017, including 46 Large
Enterprises, 159 Small and Medium-Sized Enterprises, and 18 Public Sector entities. The Bank acquired 28 client
relationships in the Strategic Clients and Global Clients segment.

4.3  Treasunpbivision Operations

The CitiFx Pulse platform, which has operated in the mthe ket si
fact that the platform accounts for approximately 80% of all FX transactions. Using the platform, a client can conclude

transactions in the self-service model at any time, executing up to 300 transactions at once with a single click. The platform
provides the Bankds clients with ganrstrg accessdo mgriedibf@rsatiod, naltlimgur s a d
currency exposures to be managed, convenient reports to be generated and online transactions to be confirmed. The tool is

both innovative and functional and it offers automated FX solutions.

In 2017, the Bank participated in the following transactions in the market of debt securities:

1 syndicated issue of PLN 1.5 billion worth of bonds for the European Investment Bank, increasing the volume of the
5-year series to a total of PLN 3.25 billion;

M  syndicated issue of PLN 900 million worth of bonds for the European Investment Bank, increasing the volume of the
10-year series to a total of PLN 2 billion;

M syndicated issue of PLN 1.2 billion worth of 3-year bonds for a domestic bank;

1  syndicated issue of PLN 750 million worth of bonds for the European Investment Bank, increasing the volume of the
5-year series to a total of PLN 4 billion;

1 syndicated issue of PLN 500 million worth of 4-year bonds for a domestic bank;

1 involvement in a syndicated issue of PLN 252 million worth of 3-year bonds for a commercial bank.

4.4  Transactioal banking

Citi Handlowy is a leading provider of transactional banking services. For the fourth year in a row, the prestigious Euromoney
magazine has named Citi Handl owyés transactional services the
from clients who have once again indicated that the Bank is the leader in the financial industry.

The current range of transactional products and services on offer includes:
9  electronic banking:
deposits and current accounts;
liquidity management products;
cross-border fund transfers;
card products;
payment and receivables processing: Direct Debit and SpeedCollect;

cash products;

= = =a o -4 -a -

EU-oriented advisory services;

9 trade finance products.

Electronic banking
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Keeping up with the development of state-of-the-art banking technologies as well as responding to the complex needs of
clients who use electronic and mobile solutions, the CitiDirect BE system was streamlined. The primary focus was on
simplifying the creation and authorization of payments, and a new mechanism for handling bulk payments was developed as
well. The need to exchange traditional documentation was reduced owing to the introduction of the eWnioski [e-Application]
electronic document exchange platform.

In 2017, the Bank processed 26 million electronic transactions. Its participation in the modern electronic banking service
market is an important element of its current strategy which aims to provide convenient solutions to clients.

Deposits and current accounts

One of the mo s t i mp ortant el ements of Average current account balances (PLN B) g y in p
on selling operating accounts to clients and on servicing such accounts. A current
account enables clients to access the full range of Citi Handlowy services. The ”E/

funds accumulated by a client in a current account which are not required to
finance day-to-day operations may be invested in time deposits or be left in the
current account with an increased interest rate. The Bank also sells, among
others, negotiated, automatic and blocked deposits.

Liquidity management products

2016 2017

Liquidity management solutions can reduce the overall debt and its servicing costs

whi |l e mai nt ai nilityp meehits lialelities ontayudrent badisi Liquidity management instruments optimize cash
flows for a single client or within a group of companies. The Bank enables optimal management of cash surpluses at over-
liquid companies and firms with increased demand for capital. Liquidity management products include:

1 consolidated accounts;
9 actual cash pooling;

f netbalance.

Crossborder fund transfers

The Bank boasts a comprehensive and very extensive settlement offering in more than 130 currencies throughout the world.
Responding to client needs, the Bank has extended the functionality of its multicurrency account product, adding the ability to
receive foreign payments in exotic currencies (e.g. the Chinese yuan, Mexican peso, Indian rupee and Brazilian real). This is
a unique solution on the Polish market.

Card products

In 2017, the Bank completed the mass migration of clients to its new card handling system. After the migration, Business
Card users obtained access to many unique functionalities such as the ability to generate and change PINs, transaction
notifications, mobile access and also the ability to generate reports on the basis of over 600 variables related to the cards
themselves and to the transactions conducted using them.

The Bank also launchedas er vi ce t hat is the first of its kind in the mar k
comprehensive support during business trips, can be accessed via the kartybiznes.pl website. Its users can gain quick
access to many functionalities and information such as:

9  scope of insurance cover;

claim submission instructions;
card limit change;

search for the nearest ATM,;
checking foreign exchange rates;

the ability to cancel a lost card,;

== = =4 -4 -8 -

PIN recovery.

Payment and receivables processing: Direct Spieied@adllect

The Bank offers convenient and efficient tools for handling payments and receivables to its clients. These modern solutions
have been designed for companies and institutions with multiple recipients of their products and services.

Direct Debit

This tool makes it possible to efficiently collect receivables from payers while reducing enforcement costs. Citi Handlowy is
the market leader in servicing direct debits with the most transactions handled in the market; additionally, as the only bank in
Poland, it offers the SMS alert option for payers (as part of the Direct Debit Comfort service).
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1 SpeedCollect

SpeedCollect is a service that allows automated booking of receivables for creditors who are recipients of bulk payments.
The virtual account functionality allows information which is important for the creditor to be encoded in the account number
such as e.g. the number of the counterparty or the number of its own sales unit that accounts for the revenue. The number of
SpeedCollect transactions conducted by Citi Handlowy in this market segment remains very high.

Cash products

The Bank provides its clients with comprehensive cash management services. The sealed deposit service may be provided
nationwide at more than 1,200 cash centers. Additionally, the Bank provides open deposit services at more than 4,500
locations thanks to its partnership with Poczta Polska S.A.

In 2017, the steps related to deposit preparation, tracking the status of sealed deposits and reporting the funds expected

were optimized . I'n addition to cash deposits, the Bankds clients al sc

the Bankés partnership with the national post al operator

Polska S.A. nationwide.

EU advisory

Pocz

Under the agreement signed in 2014 with the Kreditanstalt fer

offered to its clients repayable (loans) and non-repayable (grants) financing. The ELENA (European Local Energy
Assistance) program supported local and regional authorities and other public entities in facilitating the financing of energy
efficiency improvement projects by local authorities. In 2016 and 2017, a project was implemented that involved the thermal
efficiency improvement of 17 multi-family residential buildings belonging to a municipality that was a BHW client. The
implementation of the project resulted in annual energy savings of 5,326 MWh for the upgraded buildings.

Trade finance products

The numerous trade service products offered by Citi Handlowy include letters of credit, bank guarantees, collection, trade
credit, supplier and distributor finance as well as factoring. Compared to the previous year, an increase in assets by 18% was
recorded, which means a significant increase in sales volumes in this segment. The Bank maintains its leading position in the
supply chain financing area with a market share of around 20 percent. In 2017, an increase in its share in the export letters of
credit market (in terms of the number of transactions) by 3 percentage points was observed as well.

To maximize the clientsd conveni ence an d-Gsamntae]rsolutionn Aprin26l7,Bank | a

which makes it possible to secure all liabilities and receivables online.

4.4.1  Custodyand depositargervices

The Bank provides custody services under Polish regulations and in compliance with international standards for custody
services offered to investors and intermediaries active on international securities markets. The Bank is able to meet the
requirements of the largest and most demanding institutional clients.

The Bank provides custody services to domestic and foreign institutional investors and depositary bank services to domestic
pension and investment funds. Citi Handlowy has maintained its position of a market leader among depositary banks in
Poland for many years.

As part of its statutory activities provided on the basis of a permit from the Securities and Exchange Commission (currently
the Polish Financial Supervision Authority), the Bank operates securities accounts, clears securities trades, executes
dividend and interest payments, performs asset portfolio valuations, provides individual reports, and arranges representation
of clients at gener al sharehol der sd mtairstommbgssaccouhts fpruabthorized
foreign entities. The Bank also provides the service of maintaining a registry of foreign securities, which includes mediation in
clearing transactions of domestic clients in foreign markets.

In the reporting period, the Bank successfully handled the first operations within the framework of a new service related to
operating accounts in the clientés name with KDPW S. A.

compan

(Nati or

instructions received from the client to KDPW S.A. andviceversai s et t | ement confirmations and st a
accounts opened at KDPW S. A. for the Bankodés client. Theut servic

limitation depository and settlement institutions (financial entities with the ICSD status), and includes the handling of
securities accounts and omnibus accounts of such entities.

The Bank maintained a leading position in the market for the clearing of transactions in securities executed for remote

members of Giegda Papier-w WartoSciowych w Warszawie S.A. ( War

the Bank remained the leader in the clearing of transactions made by foreign institutional clients on the electronic platform for
trading in debt securities operating under the name of Treasury BondSpot Poland, organized by BondSpot S.A.

The Bank made considerable efforts to adjust its fiduciary activities to the provisions of the directive on markets in financial
i nstr ume nt curreftily beindg-immemented whose purpose is to further improve the transparency of investment firm
and bank operations and enhance investor protection in the capital market.

As at 31 December 2017, the Bank maintained over 9,200 securities accounts.

At the same time, the Bank was the depositary for three open-end pension funds (OFE): Aviva OFE Aviva BZ WBK,
Nationale-Nederlanden OFE, Pekao OFE; three voluntary pension funds: Nationale-Nederlanden DFE, DFE Pekao and
Generali DFE, and also for the Orange Polska Occupational Pension Fund.
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The Bank was a depositary for investment funds managed by the following fund management companies (TFI): BZ WBK TFlI
S.A., PKO TFI S.A., Esaliens TFI S.A., Aviva Investors Poland TFI S.A. and Templeton Asset Management (Poland) TFI S.A.

In 2017, the Bank continued its activities aimed at improving the legal regulations concerning the securities market. A
representative of the Bank was the Chair of the Bureau of the Council of Depositary Banks at the Polish Bank Association
(ACouncil 0) for the fifth consecutive term of of fice.
improving agreement standards and recommending good practices related to the performance of depositary functions in
connection with the performance of investment fund depositary duties in view of the requirements of the EU AIFMD and
UCITS V Directives.

The Council was actively involved in the evaluation of other draft legal acts related to operations of domestic depositary

banks. Basedon t he Bankdéds resources, experience and competences,

Financial Supervision Authority, KDPW S.A. (National Depository for Securities), KDPW_CCP S.A. (National Depository for
Securities T Central Counterparty) and the Warsaw Stock Exchange participated in consultations on the implementation of
new solutions in the Polish capital market through working groups established at the Polish Bank Association and also
through market working groups. The Council participated in agreeing the plan for launching the projects related to adapting to
the provisions of the Central Securities Depository Regulation (CSDR), and analyzed the opportunities for participating in
new technology projects based on the distributed ledger concept.

4.5  Brokerage Activity

The Group pursues brokerage activity on the capital mar ket v

brokerage house, which is wholly owned by the Bank. DMBH is an active participant of the Polish capital market as a
member of the Warsaw Stock Exchange (WSE) and BondSpot. It also provides brokerage services in foreign markets.

In 2017, DMBH brokered 9.5% of transactions involving shares and allotment certificates during WSE main market sessions
(as against 10.3% a year earlier), eventually being ranked second among stock exchange members in this category. The
value of session transactions executed via DMBH on the main market on the Warsaw Stock Exchange (WSE) amounted to
PLN 44.9 billion and rose by 15.2% in relation to the previous year while trading on the WSE increased by 24.8%.

The decline in DMBHO6s market share and the | oss of its
associated with a significant change in market structure and an increase in the share of transactions executed by participants
for their own account. However, the change mainly results from the operations of foreign brokers, who increased their trading
scale on the WSE in 2017 by executing algorithmic and high volume trading operations. DMBH has not been involved in this
market segment so far.

I n terms of transactions for its clientsd account, DMBH
highly cost-effective.

At the end of June 2017, DMBH was the Market Maker for the shares of 64 companies listed on the Warsaw Stock Exchange
(including all covered by the WIG20 blue chip index). That represented 13.3% of all shares traded on the WSE main market.

In the DMBH consumer segment, the strategy of intensifying their cooperation with the Bank was pursued further in 2017.
The number of brokerage accounts maintained by DMBH as at the end of 2017 was 13,700 and increased by 10.3%
compared to the end of 2016. The number of accounts increased primarily due to a steady growth in the number of
brokerage service agreements concerning foreign market services performed via the CitiFX Stocks platform.

2017 also saw increased activity by consumers as regards trading in shares and ETFs listed on major foreign exchanges.
Owing to advisory services, which are increasingly popular among CPC clients, revenues from fees in foreign markets
supplemented the traditional revenue stream from client activity on the Warsaw Stock Exchange to a significant extent.

Once again, subscriptions for closed-end investment fund certificates and Treasury and corporate bond sales contributed to
maintaining record-high results in that segment for DMBH.

In 2017, DMBH carried out the following transactions on the capital market:

1 Cyfrowy Polsat i DMBH was the Book Runner in the sale of own shares by EBRD; transaction value was PLN 384
million (the transaction was settled in January);

1 Uniwheels AG 7T DMBH served as the Agent under the tender offer for 100% of shares in Uniwheels AG announced
by Superior Industries International Germany AG. The transaction value amounted to PLN 2.7 billion (May 2017);

1 Uniwheels AG i DMBH was an intermediary in the tender offer for a 7.7% stake in Uniwheels AG announced by
Superior Industries International Germany AG (the transaction was finally settled in August 2017);

1 CCCS.A.i DMBH acted as the Global Coordinator and Offeror in the procedure of accelerated sale of newly
issued common shares of CCC S.A.; the value of the transaction amounted to PLN 530 million (September 2017).

Summary financial data as3&tDecember 2017

% of authorized

Capitalvotes in GMeld Balance sheet Equity Net financial
Company Headquarter by the total q profit/loss for2016
Bank
% PLN 60 PLN 060 PLN 060«
DomMaklerski Banku Warszawa 100.00 433070 112254 14669

Handlowego S.A.

*preaudit data
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4.6 Leasing

In the fourth quarter 2016, a decision was made on the purchase by the Bank of the remaining working lease portfolio from
Handlowy Leasing Sp. z 0.0. The transaction was executed at the end of the first quarter 2017.

The |l easing product continues to be offered by the Banke,; howeyv
the Bankés partnership with organizations from outside its Gro

Summary financial data as3étDecember 2017

% of authorized

. . Balance sheet . Net financial
Capitalvotes in GMeld Equit .
cOmpany Headquarter p by the Bank tOtal q y prOfIt/lOSS f0|2016
% PLN 60 PLN 60 PLN 60C
Handlowleasing Sp. z 0.0. Warszawa 100.00 23134 22430 (678)

*preaudit data

5. ConsumeBanking Segment

517 Summary of the segmentds results

Consumer Banking Segment -
an impact of Profit & Loss Statement components on EBIT in 2017 (PLN MM)
121
(75.5)
(2.4) 01
....................... i (18%) )
........................... >
EBIT 2016 Met interest income  Fees & commissions Other revenues Expenses & Met impsiment losses Bank levy Other EBIT 20187
components Depreciation

In 2017, Consumer Bank recorded a decline in pre-tax profit of PLN 29.5 million, i.e. 17.8%. The profit before tax of the
Consumer Banking segment in 2017 compared to the previous year was driven mainly by the following factors:

1  The increase in interest income as a result of the growing loan portfolio (+6% YoY) and a material increase in
deposit balance (4% YoY) combined with a favorable shift in deposit portfolio composition (an increase in current
deposits at the expense of time deposits);

1  The decrease in net fee and commission income on loan insurance (due to new regulations on group insurance),
offset by an increase in income on investment products by 28% YoY.

1  The decrease in other income components as a result of the recognition in 2016 of the acquisition of Visa Europe
Ltd. by Visa Inc., amounting to PLN 66.5 million in investment equity instruments available for sale;

1 A decrease in operating costs as a result of restructuring; a large part of the savings generated was invested in
marketing and technology;

1  Alower negative result in the net impairment category, i.e. PLN 51.8 million as against PLN 71.2 million in 2016 in
connection with the further improvement in portfolio quality, especially with respect to the receivables covered by
IBNR provisions.

52 Selected business data

207 208 oL NCh‘j‘”ge %

Number of individual customers 691.7 680.8 10.9 1.6%
Number of current accounts, including: 463.2 457.9 5.3 1.2%
number of operating accdunts 100.9 95.1 5.8 6.1%
Number of operating accounts newly acquired in*the period 43.8 54.6 (10.7) (19.6%)
Number of savings accounts 144.4 150.1 (5.6) (3.8%)
Number of credit cards, including: 702.9 698.6 4.3 0.6%
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Change
2017 206 PLN . %
Number of debit cards, including 251.2 248.3 2.9 1.2%

*n thefirstquarter of 2@1there was a change in the classification of operatin@@t6ouassadjusted.

5.3  Key business achievements
Bank accounts

Current accounts

The total account balance increased by over 12% and exceeded PLN 5.1 billion. The number of personal accounts at the
end of 2017 increased to 463,000 (at the end of 2016 it had amounted to 458,000). Of those, 265,000 were Polish zloty
accounts, and 197,000 were foreign currency accounts.

Savings accounts

The number of savings accounts as at the end of 2017 decreased to 144,000. The total balance of funds accumulated in
them also dropped to PLN 2.7 billion as against 150,000 savings accounts with a total balance of almost PLN 3 billion in the
same period last year.

Changes in the offering

In March 2017, the revised Table of Fees and Charges took effect. For holders of CitiKonto personal accounts, charges for
debit card issuance and for withdrawals from ATMs other than those owned by Citi Handlowy were increased, among other
things. Some fees for transactions conducted with a Relationship Manager at a branch or via CitiPhone were increased as
well. For holders of Citi Priority personal accounts, fees for account maintenance were increased and, as in the case of
CitiKonto, fees for transactions conducted with a Relationship Manager at a branch or via CitiPhone went up. For holders of
Citigold accounts, the Bank also decided to increase the account maintenance fee, while at the same time offering attractive
deposits which made it possible for clients to top up the balance to the amount entitling them to free account maintenance.
Most clients took advantage of the offer. No new or higher charges were introduced for clients from the Citigold Private Client
segment.

The changes introduced are consistent with the Bankos
clients to tighten their relationship with the Bank so that they satisfy the criteria for Citi Priority or Citigold clients and also to
use online banking where most services are offered free of charge.

In 2017, the Bank introduced a number of solutions that have made using its accounts more comfortable and secure. Among

strateg

other things, it l aunched the new Guthai nonaberloffnewCiunttionalides $uehrak i ng we
debit card cancellation, account closure, the ability to update personal details and new ways of making domestic transfers.
The AForeign Citi Accounts Previewod s er viéents aith wireatienlasoat theirmunc hed

bank accounts maintained with branches of foreign banks belonging to Citigroup, Inc. which support this service.

In 2017, the Bank focused on winning new clients in the Citigold, Citigold Private Client and Citi Priority segments. This goal
was pursued through promotions for new clients and through advertising in traditional and electronic media as well as
acquisition activities via the telephone customer service channel (Tele Gold and Tele Priority). In 2018, the Bank plans to
further implement its strategy consisting in increasing the client portfolio in these segments, stressing digital acquisition. The
Bank also plans to develop its Citigold recommendation program by strengthening communications via the Citibank Online
banking service, and via social media, and by educating Citi Handlowy employees.

Credit cards

At the end of 2017, the number of credit cards amounted to 703,000. The debt balance on credit cards as at the end of 2017
amounted to PLN 2.5 billion, i.e. was 8.1% higher than that reported for the same period in the previous year. As a result, the
Bank retained its leading position in the credit card market in terms of the value of credit facilities extended, holding a market
share of 25.5% according to figures as at end December 2017.

In 2017, credit card acquisition was at a stable and high level similar to that in the previous year and amounted to around
65,000 cards. This was made possible by the Bacrddibcard offarings
more attractive. As a result, in 2017 the Bank was awarded the Golden Banker title for its Citi Simplicity card, which was
named the best credit card.

The quality of the clients acquired and the share of the cards issued onthe basisof t he <c¢l i entsd do
improved, which translated into a higher level of card activations and a greater number of card transactions among the newly
acquired clients.

The Bank consistently diversifies its acquisition channels while further optimizing its sales processes.

Credit products

Cash advances and instalment products to credit card account

The balance of cash products at the end of 2017 amounted to PLN 2.7 billion, an annual increase of 1.6%. Total sales of
cash products reached PLN 1.3 billion in 2017.

In 2017, the Bank continued its focus on remote sales (e.g. via its online platform and on the phone) and also on direct sales
processes, among others at modern Smart branches and at Smart Mini outlets.
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Mortgage products

The mortgage loan portfolio stood at PLN 1.5 billion at the end of 2017, which represented an increase of 12.0% compared
to the end of 2016. Sales of mortgage products in 2017 amounted to PLN 318 million.

Investment and insurance products

Investment products

At the end of 2017, the total value of investment products (including investment-type insurance products, net of bi-currency
investments) purchased by consumers via the Bank was 17% higher than at the end of the same period of 2016.

This increase was in the area of investment funds and structured bonds as well as the instruments accumulated on accounts
maintained by Dom Maklerski Banku Handlowego S.A. (DMBH).

Within the scope of its cooperation with DMBH, the Bank granted its clients access to 29 issues of investment certificates of
closed-end investment funds.

As regards structured products, the Bank offered 118 structured bond subscriptions denominated in PLN, USD, GBP and
EUR in the entire 2017.

As concerns open-end investment funds, in 2017 the Bank introduced six bond funds into its range of products on offer.

Insurance QI’OdUCtS

The Bank also introduced a customer service model at Citigold branches that involves insurance experts who provide
specialist support to clients related to financial planning with the use of insurance products.

A new product has been introduced into the Bank6s range

Ubezpiecze®® na tycie WARTA S. A.: l'ife insurance ¢ onobALME
million, with flexible coverage scopes and levels for different client segments.

6. Development of distribution channels

6.1 Direct acquisition

In 2017, the Universal Bankers retail distribution channel continued to pursue its strategy of winning new clients by focusing
on three basic products: credit cards, Citi Priority accounts and cash loans. As in previous years, the mobile sales force,
which includes more than 80 Relationship Managers, operated nationwide from local offices in six cities.

Stayingtrue t o t he model of the channel és operation, mobil e
relocations of Smart Mini sales points between shopping malls in accordance with the assumption that sales potential had to
be periodically refreshed while keeping the formula cost-effective and maintaining presence at both corporations and public
administration bodies.

Universal Bankers also supported the celebrations of the 20™ anniversary of the Citibank Credit Card by holding a roadshow
during holidays: they conducted sales during social and cultural events such as performances and air shows, automotive
fairs and sports events in ten cities. In addition to acquisition activities, the initiative, which was supported by an interactive
game zone, free Wi-Fi access, a laser show and 3D video mapping, focused on building the image of Citi Handlowy as an
innovative institution which promotes modern solutions a

The mobile channel has been the largest beneficiary of the new sales application which was launched on tablets in May
2017. Owing to its entirely new user interface, the application is simple and easy to use compared with the solution it
replaced. The new tool enables cash loans to be sold outside branches, and owing to its full integration with banking
systems, it is also possible to process credit card applications in an entirely automatic manner.

Modern technological solutions and consistently pursued goals have enabled high sales efficiency in this channel, which is
focused on acquiring new clients.

6.2 Branch network

Construction of a Smart Bank Ecosystem

Rel at i

nd i s

I'n the branch network of Citi Handl owy, 2017 was the period

consolidated around the Smart Bank Ecosystem. Blue segment Relationship Managers were withdrawn from Citigold
branches, which improved their operational efficiency, and by the end of the period they served clients by operating in 16
branches in the ten largest cities where the Bank continues to see the greatest potential in those client segments on which it
bases its consumer banking development strategy.

In the last year, the Smart Mini sales outlets, which had been launched in 2016 and manned by Universal Bankers
Relationship Managers,s er ved as tools for building the Bankds i mage
acquisition through handling markets whose sales potential does not justify investments in brick-and-mortar branches. In
2017, the Smart Mini format was supplemented by the first entirely mobile point designed for serving mass events and for the
organization of other marketing and sales activities. The opening hours of Smart Mini outlets are the same as the opening
hours of shopping malls or the duration of outdoor events.

Customer service both at Smart Branches and Smart Mini outlets involves the use of modern banking systems and the new
sales application designed for tablets. A client who applies for credit products (a credit card or a cash loan) for the first time
has access to a unified user interface irrespective of the point of contact, i.e. online, at a branch or on a tablet. The tool also
makes it possible to safely interrupt the application process at any time and to resume it without losing data, also when the
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acquisition channel is changed. The solution adopted allows for the complete elimination of paper documents from the sales
process, leveraging electronic signatures and text message and e-mail communication.

Number of branchdat the end gberiod)

December 31, 201 December 31, 201 Change

Number of branches (at the end of period): 26 25 1
-HUB Gold 8 7 1
-Smart Hub Gold 2 2 -
- Investment Center 1 1 -
- Smart Branches 14 14 -
- Corporation Branches 1 1 -
Other POS:

Smart Mini 4 3 1

6.3 Internet and telephone banking

Online banking

The number of active Citibank Online users, i.e. those who logged in to the online or mobile banking service using their
browser or used the Citi Mobile app at least once every 30 days amounted to 342,000 at the end of 2017, representing an
increase of over 6,000 in relation to the corresponding period of 2016. The share of active Citibank Online users in the total

portfolio of the Bankdds clients amounted to 50.03% at the

As at the end of 2017, digital users (i.e. those who used Citibank Online or Citi Mobile services on various devices at least
once a month) accounted for 72.7% of all clients who executed transactions, which constituted an increase of almost one
percentage point compared to the same period of 2016.

In February 2017, the Bank made a new Citibank Online transaction service available to consumers. In line with previous
announcements, the platform was built using the RWD (Responsive Web Design) technology, which allows clients to access
the full functionality of the Citibank Online service on any device.

After three months of parallel operation of the old and new services, the Bank decided to decommission the old system.
Since August, micro-enterprise clients have also been granted access to the new platform.

The Bank added new functionalities at quarterly intervals and by the end of 2017, there were more than 300 of them,
including, inter alia, full credit card and hire purchase product management, full transactional functionalities associated with
personal accounts and comprehensive visibility of investment and insurance products. The new Investment Panel makes it
possible to monitor the current status of the clientdy
functions related to saving and investing easier. Other functions in this area (such as profiling and transactions) are to be
launched in the first quarter of 2018.

The new Citibank Online platform has also been a success with respect to the sale of hire purchase products. Contextual

end

nves:|

of ferings which addressed the clientsd needs made it possible

by 134% YoY.

At the end of June 2017, Bank Handl owy | athensalhotahshioansandicseRiEEDO a p

cards. While clients see the new electronic application form, under the surface there have also been numerous changes to
the processes and tools related to three channels i iPad, online and Workbench (available at SMART branches).

Thanks to the introduction of the new application processing tool, client authentication occurs in real time, Relationship
Managers may engage in price negotiations and the preliminary credit decision is issued instantly. SPEED is also a truly
digital process, which eliminates paper documents and enables comprehensive self-service in a simple and flexible online
process.

Last year, credit card acquisition through online campaigns was the source of the largest number of new clients. The number
of cards sold increased by 20% compared to the previous year and accounted for 40% of total sales at the Bank.

Mobile banking

At the end of 2017 the number of active mobile banking users, i.e. those who accessed mobile banking at least once every
30 days via the app or Citibank Online using responsive technology, exceeded 126,000, an increase of more than 53%
compared to December 2016. The share of active users of mobile banking in the group of clients who executed transactions
stood at over 28%, which represents an increase of 10 p.p. over the same period of 2016.

Social media

In 2017, the Bank continued its efforts in the social media, which remained an important channel for contacting its clients. In
everyday communications, the Bank focused not just on providing information about current offerings or promotions, but also
invited its fans to participate in unusual events and competitions; the posts shared by the Bank reached almost 1 million
Facebook users each month.

In 2017, Facebook was among the key tools for handling client queries and all fan engagement indicators improved
significantly: the average response time to inquiries was 7 minutes. The Bank has more than 144,000 fans.
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7.  Changes in IT technologies
In 2017, the Bankédés strategic goal in the I T area remmstned mak
quality services and products with broad support for innovative solutions, digitization and automation while optimizing costs
at the same ti me. In Iline with market trends, the Banko6s techn
Service centralization processes allow the Bank to achieve savings, improve quality and standardize processes as well as
ensuring high control and information security |levels. Since

distribution channels and basing banking products on the latest technologies, including online and mobile solutions,
Technology focuses on developing and implementing solutions that further these business goals.

IT processes at the Bank operate according to international standards, as recognized in the first quarter of 2017 by the
positive outcome of the 1SO 20000 (IT service management), ISO 27001 (information security management) and 1SO22301
(business continuity) surveillance audits.

The most important modifications and improvements introduced in 2017 include:

9 inthe Institutional Bank area:

1 the deployment of a new platform for handling commercial cards for institutional clients. The new
platform was deployed in order to enable the further development of card products for enterprises; as a result
of this deployment, corporate clients gained additional opportunities to use chip cards and to access data via
digital front-end systems. As a result of the new platform having been launched, the Bank expects to increase
client acquisition in the corporate card area;

1 the implementation of solutions that further digitize communications between the Bank and its clients.
New solutions are implemented to increase the digitization of communication between clients and the Bank. As
a result of the changes, clients will be able to submit documents to the Bank and download them using digital
channels. The Bank expects that the changes implemented will increase the level of digitization and reduce
the number of hard copy documents in its transactions with clients.

I inthe Consumer Bank area:

I the implementation and launch of a new electronic banking platform for consumers. The new platform
wasimplement ed as a continuation of the Bankés Online Strate
to electronic channels, increase the acquisition of credit products via such channels and enable changes to be
introduced more rapidly to the new platform compared to the previous one. Within the new platform, clients
have also gained access to new functionalities, including related to the handling of investment products, and
responsive design allows the content displayed to be adjusted to each individual device. The expected result
of the change is an improvement in customer satisfaction as measured using the NPS and an increase in the
acquisition of the Bankds products via the online channe

1 Q22 i the opening of a new flagship branch for Gold segment consumers. For affluent clients, Citigold
branches remain an important contact point with the Ban
affluent clients and improve their experience, a strategic decision was made to transform the Gold network in

Warsaw. This resulted in a branch being opened at the most prestigious location in the capital, i.e. on the 31

floor of the Q22 building. The new location offers state-of-the-art solutions to clients, leveraging technology

(iPads) and wireless connectivity. As a result of the changes, an increase in the sales of investment products

and the acquisition of new affluent clients are expected.

f in the area of adapting the Banké6s systems to ensure compl

1 the adapt at i odT sgsfemsttchtee refuarenieriissof the new Regulation on markets in financial

instruments (MiFIDI)7t he i ntroduction of changes to the Bankds sys
EU MIFID 2/MIFIR into force on 3 January 2018; as a result of implementing those changes, the Bank

achieved compliance with the Regulation;

1 the adaptation of the Bankés | T systems to regulations
sector for fiscal fraud it he i ntroduction of ¢ h awag mesessttated ly hthe plddreech k 6 s sy
entry of Act on Counteracting the Use of the Banking Sector for Banking Fraud into force; as a result of
implementing those changes, the Bank achieved compliance with the Act.

f in the ar ea @ fnfrastuetur8and ikforsation security:

1 the implementation of improvements to make using the Citibank Online platform more secure, including the
introduction of additional server-level checks to protect against potential attacks and tampering with the
defined bedetil;i ci ari es?d

I the introduction of i mprovements to mobil e banking fo
vulnerability to fraudulent transactions.

Technol ogy wunits proactively develop and i mpr otaedfutufedusinesss er vi c e
needs. They propose and provide to their business partners optimal technological solutions which make it possible to
achieve competitive advantage. Technology units actively support initiatives aimed at the broader use of information
technol ogies that automate the Bankés processes and increase t

I nformation on pending (unfinished) initiatives and sysidem mod
presented below:
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9 inthe Institutional Bank area:

1 the implementation of systems that support the work of the Financial Markets Sub-Sector in the derivatives
area; the new platform is being implemented in order to leverage more advanced product solutions offered by
the Citi group and to pursue the product solution consolidation strategy; as a result of the implementation, the
Bank expects to increase the efficiency and automation levels of derivative services;

I the implementation of solutions which audepaymmenteof thehe Bank
business process automation platform is meant to drive the efficiency of the back-office processes conducted

at the Bank; as a result of the implementation, the Bank expects to make back-office processes more efficient

and automated.

I inthe Consumer Bank area:

1 the launch of Google Pay for MasterCard debit and credit cards. Online banking and mobile banking are
the two fastest growing areas of the cashless payment market. Poland is among the markets where mobile
payments are the most widespread, have immense potential and the number of virtual cards is surging. This is
facilitated by the fact that almost 100% of terminals already support contactless payments, and such
transactions account for more than 60% of the total. For this reason, the Bank decided to implement the
modern Google Pay solution, which allows clients to make contactless payments via smartphones without
using a physical card in a quick, easy and convenient manner;

1 the introduction of instant KIR (National Clearing House) transfers for consumers. The introduction of a
new innovative method for executing instant transfers for consumers and microentrepreneurs; the transfers are
effected in less than 30 seconds while maintaining consistently high transaction security standards. The
purpose is to improve customer experience as measured by the NPS and grow revenue as a result of the
expected increase in the total number of transactions executed.

f in the area of adapting the Bank6s systems to ensure compl
T continuing to adapt the Bankdés | T systenmgthe aseofehpul at i on
financial sector for fiscal fraud. The i ntroduction of <c¢changes to the Bank¢
planned entry of Act on Split Payment into force in July 2018; as a result of implementing these changes, the
Bank will achieve compliance with the Act;
I adapting the Bankdéds | T systems to General Dat aThePr ot ect
introduction of changes to the Bankds systems is necess

Protection Regulation in May 2018; as a result of implementing these changes, the Bank will achieve
compliance with the Regulation;

1 adapting the Bankdéds | T systems t o t hTheirredyctive of than§estovi ces L
the BankoO6s systems i s ne ctg sfsthetnewt EJdPSOR2ywhithhcencems maymerd d e n
services; as a result of implementing these changes, the Bank will achieve compliance with the Directive.

f in the area of the Bankdéds I CT infrastructure and informat.i

1 the implementation of further new-generation security mechanisms in banking systems.

8.  Equity investments

Equity investments of the Bank are divided into the strategic investment portfolio and the portfolio of investments intended for

sale. In 2017, the Bank continued to pursue its existing equity investment policy. The Bank managed the strategic investment
portfolio in order to maximize profits in the Il ong term, i nc
relations and expand t he Bank 06 sestmdnt pertfoiionirgarderttohoptimiBeagaiks omemjuita ged t h
transactions and minimize the risk inherent in such transactions.

8.1  Strategic portfolio

This portfolio includes companies running a business in the fi
bring prestige to the Bankds operations and strengthen its com

Strategic holdings also include infrastructure providers operating for the benefit of the financial sector. The Bank holds
minority interest in such companies but they are of strategic importance to the Bank in view of their operations as well as
their cooperation with the Bank.

The Bank intends to retain its strategic holdings in infrastructure providers and play an active role in defining the strategic
directions of their development by exercising its right of vote. The overall aim of the Bank when exercising corporate
governance over such companies is to maintain their development without affecting their business operations, which is taken
advantage of by the Bank as well as other financial market participants.

8.2  Divestment portfolio

The divestment holdingsareent i ti es in which the Bankds investment is not st
indirectly by the Bank, as well as special purpose vehicles. Some of these holdings are restructured exposures which
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originate from debt-to-equity conversion performed by the Bank.

The strategic aims for the Bank with regard to such companies is to gradually reduce the Group commitment. The
assumption is that individual participations will be sold whenever market conditions are most favorable. The portfolio of
companies intended for sale locks capital without a predetermined rate of return. The Bank is not planning to do any new
capital investments which would be sold later. The portfolio of companies intended for sale might be increased with additional
exposure taken over by the Bank as part of debt for capital swap or acquired in the course of operating activities.

8.3  Special purpose investmemghiclescompanies
As at 31 December 2017, the Group included two special investment vehicles. The activity of the companies was financed
with the partnerés returnable contributions to capital and wi't
As the Bank continues to pursue a strategy of restricting the activity run through special-purpose investment vehicles, it is
expected that further investment vehicles will be gradually sold or liquidated.
According to information available as at the date of preparation of the financial statements, the (preliminary unaudited) basic
financial data of the companies in question as at 31 December 2017 were as follows:
Special purpose investment vehicle companies
. . . Net financial
. Authorized capitalotes  Balance sheet Equity .
Entity Headquarter in GMheld by the Bank profg/éoﬂss for
% PLN 6¢C PLN 6¢( PLN 6¢(
Handlowinwestycje Sp. z o.0. Warszawa 100.00 11,118 11,077 242
Handlowy Investments S.A.* Luksemburg 100.00 18298 17,869 61
* Financial data of Handlowy Investments S.A. originate from the financial statement®gfepara@8at whi ch i s t he ent
sheet date.
VII.  Significant risks related to the activities of the Capital Group of Bank Handlowy
w Warszawie S.A.

1. Significant risks and threats related t

1.1 Regulatorand legatisks

The following factors, among others, affected the financial and organizational situation of the Group in 2017:

Legal acts/regulations Effective date and the summary of new requirements

Recommendation C
management of
concentration risk

on the | §
exposure |

Time limit: January 2017

The Recommendation concerns the management of concentration risk and
covers the following areas: duties of the Management Board and of the
Supervisory Board; rules for the identification, measurement or estimation of
concentration risk and tools supporting the process for managing concentration
risk; rules for preventing and mitigating concentration risk; concentration risk
monitoring and reporting; internal control system; managing the risk arising
from interactions between concentrations within a single risk and within
different risks.

EBA guidelines concerning the | § Time limit: January 2017

appropriate  remuneration policy | ¢ The guidelines pre s e n't EBAGs position on app
referred to in Articles 74(3) and within the European System of Financial Supervision and on the proper

75(2) of Directive 2013/36/EU as application of European law in the area of remuneration. The guidelines set

well as disclosure of information forth the requirements regarding remuneration policy for all employees as well

under Article 450 of Regulation as for members of governing bodies, for persons who have a significant impact

(EU) No 575/2013. on the Banké6s risk profile and for s
Act of 23 March 2017 on Mortgage | § 22 July 2017 (with exceptions).

Credit and on the Supervision of | § Concerns the implementation of Directive 2014/17/EU of the European

Mortgage Credit Intermediaries

and Agents

Parliament and of the Council of 4 February 2014 on credit agreements for
consumers relating to residential immovable property to ensure a high level of
protection for consumers who conclude loan agreements secured by real
estate.
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Recommendation H on the system
of internal control in banks

Legal acts/regulations

== =4

Time limit: December 2017

Recommendation H covers the establishment of an internal control based on
three lines of defense alongside the assignment of appropriate control
mechanisms and the independent monitoring of their application by all units
which constitute a given line of defense, in addition to building the internal
control system on the concept of a set of control mechanisms which ensure the
accomplishment of statutory objectives.

""""""""""""""""" The folfowing factors, among others, will affect the financial and organizational situation of the Group in 2018:

Effective date and the summary of new requirements

Regulation (EU) No 1286/2014 of | § Time limit: 1 January 2018.

the European Parliament and of | ¢ The Regulation requires entities that create and sell PRIIPs (including the Bank

the Council of 26 November 2014 and DMBH) to meet a number of new obligations, primarily with respect to the

on key information documents for provision of certain information to investors. The aim is to strengthen the

packaged retail and insurance- protection of individual investors who purchase these products.

based investment products

(PRIIPs)

Regulation (EU) 2016/1011 of the | § Time limit: 1 January 2018.

European Parliament and of the | § The regulation introduces, inter alia, a common framework to ensure the

Council of 8 June 2016 on indices accuracy and integrity of the indices used in the EU as benchmarks in financial

used as benchmarks in financial instruments and financial contracts or to measure the performance of investment

instruments and financial funds as well as to enhance the protection of consumers and investors.

contracts or to measure the | § The regulation applies, inter alia, to entities which develop benchmarks and

performance of investment funds provide input data for benchmarks and to supervised entities which use

and amending Directives benchmarks in financial contracts and financial instruments.

2008/48/EC and 2014/17/EU and

Regulation (EU) No 596/2014

EBA Guidelines on remuneration | § Time limit: January 2018

policies and practices related to | § EBA Guidelines on remuneration policies and practices related to the provision

the provision and sale of retail and sale of retail banking products and services set forth requirements for the

banking products and services development and implementation of remuneration policies and practices related
to the offering or distribution of banking products and services to consumers.
They are designed to protect consumers against undesirable adverse effects of
remuneration policies for sales staff.

Directive  2014/65/EU of the | § Time limit: MiFID Il and MiFIR have been in force since 3 January 2018.

European Parliament and of the | § The main purpose of the MIFID Il and MiFIR is to enhance the protection of

Counci l of 15 M clients who use investment services and to increase the transparency of financial

F1o), Regul ation markets as well as to ensure improved competitiveness and efficiency of financial

of the European Parliament and markets in Poland and in the European Union.

of the Council of 15 May 2014

(AMiI FI Ro) toget h

legislation and the related draft

Act Amending the Act of 29 July

2005 on Trading in Financial

Instruments and Certain Other

Acts

Directive (EU) 2015/2366 of the | § Time limit: 13 January 2018.

European Parliament and of the | § The PSD2 is the basis for creating a single payment services market in the EU,

Council of 25 November 2015 on based on secure and innovative payment services. The transposition of the

payment services in the internal PSD2 directive should be completed until 12 January 2018, but work on

mar ket (APSD20) introducing amendments to the Act on Payment Services has not finished yet.
The expected date for the amendments to be enacted is the first quarter of 2018,
and there will be a 6-month transition period for payment service providers to
comply with the amended regulations.

1 The most important changes are the introduction of a new provider category i
the list of payment services has been extended to include two new types of
services: t he payment i nitiati oformatoar
service (AAlI SO) ; the introduction of
concerning liability for unauthorized transactions and the introduction of small
payment institutions.

Act of 24 November 2017 |  Time limit: 13 January 2018.

Amending  Certain  Acts to | § The purpose of this regulation is to combat tax fraud, including without limitation
Counteract the Use of the VAT fraud.

Financial Sector for Fiscal Fraud 1 Banks and credit unions have been obliged to provide certain details on clients
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and their transactions to the clearing house in order to establish risk indicators.
The clearing house will provide information on risk indicators to the Head of the
National Tax Administration, banks and credit unions. The Act establishes a
system for exchanging information between banks and the tax administration.
The information provided by banks will enable the administration to carry out
financial analyses which allow the identification of flows characteristic of tax
fraud.

If it is suspected that an account is used for tax fraud, the National Tax
Administration willdl be able to bl
possibility of extending the block for up to three months.

ock

Act of 15 December 2017 on
Insurance Distribution

The Act concerns the establishment of new regulations resulting from the need to
implement the provisions of Directive (EU) of the European Parliament and of the
Council 2016/97 of 20 January 2016 into the Polish legal framework.

The Act sets forth the rules for performing activities related to the distribution of
personal, property and casualty insurance and the distribution of reinsurance.

Draft Act on Anti-Money
Laundering and Combating the
Financing of Terrorism

Pursuant to the draft of 15 January 2018, the Act is to enter into force 3 months
from the date of its publication in the Journal of Laws.

The purpose of the Act is to adapt Polish legal regulations to the 4™ AML
Directive.

The changes mainly involve new rules for reporting to the General Inspector of
Financial Information, a wider range of data about clients and beneficial owners,
a broader definition of client and basically increased responsibilities on the part of
banks.

Regulation (EU) 2016/679 of the
European Parliament and of the
Council of 27 April 2016 on the
protection of natural persons with
regard to the processing of
personal data and on the free
movement of such data, and
repealing Directive  95/46/EC
(General Data Protection
Regulation i GDPR)

Time limit: 25 May 2018.

The Regulation will be binding on all entities which process personal data in
connection with their business.

The Regulation introduces a number of changes and considerably extends the
scope of responsibilities for both data controllers and data processors. Another
purpose of the new provisions is to provide individuals and supervisory
authorities with effective tools to respond to breaches of the Regulation. The
most important changes include newand extended rights
right to be forgotteno (designed to
deleted), the right to demand data to be transferred and the enhanced right to
access oneods
processing of their data will also be extended. Restrictions on profiling have been
introduced, including the obligation to obtain consent for profiling before data
collection commences, a strict obligation to inform about profiling and the
obligation to accept any objection to profiling.

GDPR provisions introduce new or strengthened rules for obtaining consent for
the processing of personal data from data subjects. GDPR provisions also
indicate numerous types of information which must be included in
communications on the processing of personal data addressed to data subjects.
Data controllers will be obliged to report to the competent supervisory authority,
within 72 hours of detection, any breaches which may threaten the rights and
freedoms of the individuals whose data have been breached.

h

dat a Thendhta subje ctesvd emwi ¢ thte m

Recommendation Z laying down
internal governance principles for
banks

Time limit: June 2018.

Recommendation Z will be a selection of good practices in the field of internal
governance. In particular, the document will address such issues as the general
corporate governance principles for banks, the organizational structure, roles,
responsibilities, composition and the functioning of the Supervisory Board, the
Management Board and senior exec ut i ves, the Bankds
principles) and conflict of interest, compensation policy, risk management and
internal control policy, information systems and communication, the introduction
of new products by the Bank, the dividend policy, the outsourcing policy,
continuity of business and transpare
provisions of Recommendation Z are being drafted in accordance with the
guidelines of the European Banking Authority.

EBA and ESMA Guidelines to
assess the suitability of members
of management bodies and key
function holders

Time limit: June 2018

EBA and ESMA Guidelines to assess the suitability of members of management
bodies and key function holders establish a suitability assessment process as
well as a number of requirements for assessing the suitability of both individuals
(Supervisory Board members, Management Board members and key function
holders) and entire bodies (collective assessment). The Guidelines will come into
force on 30 June 2018, superseding the existing EBA guidelines published on 22
November 2012.
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Act of 30 November 2016
Amending the Act on Payment
Services and Certain Other Acts

f
f

= =4

Time limit: 8 February 2017 (transition period: 18 months of the date on which the
Act comes into force).

The purpose of the Act is to implement into the Polish legal framework Directive
2014/92/EU of the European Parliament and of the Council of 23 July 2014 on
the comparability of fees related to payment accounts, payment account
switching and access to payment accounts with basic features.

The most important changes include access to accounts with basic features i the
Act introduces provisions which ensure that consumers have access to a basic
payment account and to basic payment services associated with that account
free of charge.

The Act introduces provisions on payment account switching.
Websites comparing payment service provider offerings
maintenance of payment accounts.

Information obligations concerning the fees charged by providers which maintain
payment accounts.

related to the

Regulation (EU) No 648/2012 of
the European Parliament and of
the Council of 4 July 2012 on
oTC derivatives, central
counterparties and trade
repositories and European
Commission implementing
regulations(so-c al | ed AE

The EMIR has been implemented in stages from since 2012. Subsequent
implementation stages related to EMIR, including without limitation the extension
of the group of entities which are obliged to apply the initial margin to derivative
transactions, will follow in 2018.

The EMIR imposes on entrepreneurs who are both financial and non-financial
counterparties obligations related to the execution of derivative transactions,
including without limitation transactions executed in the OTC market (e.g.
reporting derivative transactions, the settlement of derivative transactions through
a central counterparty (CCP), transaction confirmation, reconciliation and
securing the exposures arising from the transaction).

Act of 15 December 2017
Amending the Act on Tax on
Goods and Services and Certain
Other Acts

== =4

Time limit: 1 July 2018.

The Act introduces a split payment mechanism, which means that taxpayers who
have received an invoice with the tax amount stated may use the split payment
mechanism when paying the amount due. The split payment mechanism is
applied as follows: the payment of the amount corresponding to all or part of the
tax amount stated on the invoice received is made to the VAT account and the
payment of all or part of the amount corresponding to the net sales value arising
from the invoice is made to the bank account or to the account at a credit union
for which the VAT account is maintained or is settled in another manner.

The taxpayerso6 freedom of using the f
client will be able to use this account to pay VAT to its counterparties (also to the
VAT account) or to settle its VAT liabilities to the tax office. The purpose of the
solution is to help reduce VAT fraud.

Under the Act, banks are obliged to open one VAT account for each client free of
charge. The solution assumes a change in the technology used in the interbank
settlements system and may affect the manner in which some products are made
available. The regulation does not apply to consumers.

EBA Guidelines on the
management of interest rate risk
arising from non-trading book
activities

Time limit: December 2018

The purpose of the published Guidelines is to determine supervisory
expectations concerning the management of interest rate risk arising from non-
trading book activities. The Guidelines build upon the previous version published
on 22 May 2015 and they take into account supervisory expectations and
practices, including interest rate risk standards for the banking book published by
the Basel Committee in April 2016 (BCBS standards). The updated Guidelines
include, without limitation, requirements for determining the strategy with respect
to IRRBB, including risk appetite and risk mitigation methods, the definition of the
IRRBB management framework (policies, processes and controls) as well as the
division of responsibilities in this area and conducting the proper assessment of
new products and activities from the point of view of IRRBB. The Guidelines are
the first step and at the same time a bridge leading to the full implementation of
the IRRBB requirements reflected in CRD V/CRR Il i the banking reform
package launched in November 2016. Consultations will last until 31 January
2018.

Recommendation R concerning
the rules for credit risk
management and the recognition
of expected credit losses.

== =4

Time limit: 2018/2019

On 17 October 2017, the PFSA adopted draft assumptions for an amendment to
Recommendation R, which is addressed to banks and concerns the rules for
credit risk management and the recognition of expected credit losses. The
purpose of the draft amendment of Recommendation R is to adjust it to the
requirements of International Financial Reporting Standard 9, which will replace
International Accounting Standard 39 as of 2018. The new classification of
financial assets will depend on the results of the assessment of the business
model for managing the asset portfolio in question and of financial asset
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characteristics.

1 The amendment is designed to indicate to banks which apply IAS/IFRS principles
supervisory expectations concerning good practices for the identification of credit
exposures that have become impaired as well as the determination of impairment
write-downs for on-balance sheet credit exposures and provisions against off-
balance sheet credit exposures.

Draft Act Amending the Civil Code | § The draft is designed to shorten the basic statutory limitation period from ten
and Certain Other Acts years to six years and to introduce a separate regulation concerning the effect of
claims against consumers becoming time-barred. In addition, it provides for
changes concerning the limitation period for claims under statutory warranty and
enforcement against bank accounts in judicial and administrative enforcement
proceedings.

Draft Act Amending the Act of 9 | § The draft concerns a change in the mechanism for providing financial support to

October 2015 on Support for persons who, as a result of objective circumstances, have found themselves in a
Home Loan Borrowers in a difficult financial situation, and at the same time are obliged to make payments
Difficult Financial Condition related to a housing loan which places a significant burden on their household

budgets; it involves the introduction of a new instrument which supports the
voluntary restructuring of loans denominated in, or indexed to, currencies other
than those in which borrowers earn their income.

2. Significant risks and threats related to the Group and its activity

2.1 Risk management principles

The Group manages its risk by introducing consistent rules, control mechanisms and tools that account for supervisory
requirements and best market practices.

The risk management system implemented by the Group, which is based on the concept of joint responsibility, includes three
independenteet ileirnse s( fiotfh def ensed) :

1 Tier 1, i.e. organizational units responsible for the business operations which result in risk-taking and responsible
for risk management in the Bankods entire operati &tne
units;

M Tier 2, i.e. risk management at organizational units irrespective of first-line risk management and compliance
function activities i organizational units of the Risk Management Sector, Compliance, Finance, Legal, HR;

9  Tier 3, i.e. Audit units which provide independent assessment of risk management processes and of the internal
control system.

When structuring its risk management processes, the Group takes into account its risk profile, strategic and business
objectives, available capital and liquidity resources, the macroeconomic environment and regulatory requirements which
constitute the framework of the risk control and management system.

Risk management processes are implemented on the basis of written policies and rules concerning the identification,
measurement, mitigation, control, monitoring and reporting of the risk to which the Bank is exposed, which policies and rules
are approved by the Management Board, persons authorized pursuant to the rules of issuing internal Bank regulations or
duly appointed Committees, including:

1 the Assets and Liabilities Committee (ALCO);

1 the Risk and Capital Management Committee, which includes the Business Risk Control and Compliance
Committee (BRCC);

1 the Consumer Banking Risk Committee.

The risk inherentin t he Groupdés operations is mitigated by a syst
management information system enables risk level monitoring through the systematic provision of portfolio information to the
management.

The Group manages all material risks resulting from the pursuit of its adopted business strategy. Within the framework of
identification of significant ri sks, in 2017 the Bankods
the point of view of risk management and the process of estimating and maintaining internal capital:

credit risk;
counterparty credit risk;

market risk in the trading book;

1
1
1 interest rate risk in the banking book;
T liquidity risk;

1

operational risk;
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1  compliance risk;
T risk of information security (including cyberspace risk);
1  outsourcing risk;

1  models risk.
Main changes in the risk management area

In connection with the implementation of PFSA Recommendation C, which became effective on 1 January 2017, in order to
improve the efficiency of concentration risk management, the following measures were undertaken, inter alia: concentration
risk appetite was determined, rules for the identification, measurement, monitoring and reporting of concentration risk were
introduced, including for risks other than credit risk, i.e. operational, market and liquidity risks, and the scope of
responsibilities of the Management Board and of the Supervisory Board in the area of concentration management was
extended.

In 2017, the Group also i mplemented, as part of its Key Projec
Instrumentso. The entire i mplementation process, in line with
Aut hority and of the Office of the PFSA, was supervised by th

regularly received information on project status and on the issues relevant to individual implementation stages.

At the same time, the Group implemented the changes resulting from the new Recommendation. The Group enhanced its
internal control system, including through the introduction of vertical monitoring, which is carried out by the second line of
defense in the case of control mechanisms implemented by first line of defense units.

Liquidity risk

Definition
9 Liquidity risk is the risk of being unable to meet a financial commitment to a client, creditor or
investor when due as a result of a cash flow mismatch.

Management Strategy L . . -
1 The objective of liquidity risk management is to ensure that the Bank and Group entities have

access to liquidity in order to meet all their financial obligations when due, including under
extreme but probable stress conditions.

1 Liquidity risk management is based on:
¢ applicable laws, including without limitation the Banking Act;
¢ requirements of Polish regulatory institutions, and especially resolutions of the Polish

Financial Supervision Authority;
¢ rules of prudent and stable management of risk within the Group as well as general risk
|l evel s approved by the Bankds Supervisory
¢ taking into account best market practice.

1 The Group analyses and manages liquidity risk in several time horizons while distinguishing
current, short-, mid- and long-term liquidity, to which appropriate risk measurement methods
and limits apply. The purpose of the measures and limits adopted is to limit excessive
concentration within the adopted structure of the balance sheet or of funding sources.

1 Long-term liquidity management is the responsibility of the Assets and Liabilities Committee
and as such it is reflected in the oBkmlankeisheets
structural ratios and on long-term regulatory liquidity measures and includes the analysis of
liquidity gaps, the ability to acquire in the future sufficient funding sources as well as funding
costs in the light of the overall business profitability.

1 Mid-term liquidity management, in the one-year time horizon, is the responsibility of the Assets
and Liabilities Committee and is based on the process of the Annual Funding and Liquidity
Plan defining the size of internal limits taking into account the business plans for asset and
liability changes prepared by business units of the Bank as part of financial plans for the next
budget year.

1 Short-term liquidity management, in the three-month time horizon, is the responsibility of the
Financial Markets Sub-Sector and is performed based on short-term regulatory liquidity
measures as well as internal limits. In addition, the Bank analyses liquidity under stress
scenarios, assuming the lack of liquidity gaps in all tenors up to three months as a necessary
condition.

9 Current liquidity management is the responsibility of the Financial Markets Sub-Sector and
comprises the management of the balances or
mandatory reserve account with NBP while applying available money market products and
central bank facilities.

Risk Measurement T . . . .
1 Liquidity risk measurement is conducted using external supervisory measures (the M1i M4 and

LCR/NSFR measures) as well as additional measures which were developed in-house:
¢ gap analysis i MAR/S2;

stress scenarios;

structural liquidity ratios;

market triggers;

significant funding sources;

contingency funding plan.

N NN NADN
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Monitoring L I . . L
T Liquidity risk monitoring and management are performed using the supervisory liquidity risk

limits set by the Office of the Polish Financial Supervision Authority, and also the internal limits
and prudential thresholds for liquidity risk set by the Asset and Liability Committee:
¢ limits for the S2 Report i for pre-defined currencies and time periods;
¢ alert thresholds for structural liquidity ratios;
¢ the alert threshold for stress tests.
The Market Risk Department and a dedicated reporting unit within the Risk Management
Sector regularly submit to competent management liquidity position reports, results of stress
tests related to liquidity risk and information on the allocation of capital requirements for
liquidity risk.
Additionally, liquidity analysis results are systematically presented during meetings of
committees such as: the Assets and Liabilities Committee, the Risk and Capital Management
Committee and the Risk and Capital Committee of the Supervisory Board.

Market risk

Definition

Mar ket risk is the risk of negative i mpact
changes in:

market interest rates;

foreign exchange rates;

equity prices;

commodity prices;

and all volatilities of these rates and prices.

D NN NN

Management Strategy

The objective of market risk management is to ensure that the extent of risk accepted within
the Group corresponds to the level acceptable to the shareholders and banking supervision
authorities and to ensure that all exposures to market risk are properly reflected in the
calculated risk measures, communicated to relevant persons and bodies responsible for the
management of the Group.

The purpose of the market risk measures and limits adopted is preventing excessive
concentration of exposure to a single risk factor or a group of related risk factors as well as
determining the overall maximum level of risk assumed in the trading book or banking book.
Market risk management at the Bank is based on the requirements of Polish regulatory
institutions, including without limitation resolutions of the Polish Financial Supervision
Authority, rules of prudent and stable management of risk within the Group as well as general
risk levels approved by the Supervisory Board of the Bank, taking best market practices into
account.

Market risk management applies to all portfolios generating income exposed to the negative
impact of market factors including interest rates, foreign exchange rates, equity prices,
commodity prices and the parameters of their volatility. Two types of books have been defined
for the purpose of market risk management: the trading book and the banking book.

Trading books include transactions in financial instruments (balance-sheet and off-balance-
sheet instruments) expected to generate income owing to change in market parameters over a
short period. Trading books include balance-sheet items such as debt securities held-for-
trading, i.e., debt securities acquired to be further traded and meeting pre-defined liquidity
criteria, as well as all derivative instrument positions broken down into portfolios acquired
purely for trading and transactions executed in order to provide an economic hedge for
banking book positions. The trading books are valued directly at market prices or using market
pricing-based valuation models. Trading book operations are performed by the Interbank
Market Trading Division in the Financial Markets Sub-Sector in respect of interest rate risk
portfolios and FX risk portfolios. The trading book also includes options, manly foreign
exchange options, interest rate options and option structures which reflect the economic nature
of the products offeredtothe Bank 6s cl i ents and the risk re
Bank concludes transactions in a way which ensures concurrent (at each time and immediate)
conclusion of an opposite transaction with the same parameters and, in consequence, the
option portfolio does not generate an open exposure to market risk. The only item related to
the conclusion of option transactions which is reflected in market risk measurement, and in
particular in foreign exchange risk, is the premium paid/received in a foreign currency.

Risk Measurement

The following methods are applicable to the measurement of risk in trading books: the Factor

Sensitivity/DV01 method, the value at risk (VaR) method and stress tests.

Factor Sensitivity measures the change in the value of positions in an underlying instrument in

the case of a specific change in a market risk factor (e.g., change of the interest rate by 1 basis

point at a given point on the interest rate curve, change of the currency exchange rate or share

price by 1%).

¢ Inthe case of interest rates, the sensitivity measure is DV01,

¢ Inthe case of foreign exchange (FX) risk, the Factor Sensitivity value is equal to the value
of the FX position in a given currency;

¢ In the case of positions held in equities, the Factor Sensitivity value is equal to the net
value of the positions held in the respective instruments (shares, indices, participation
units).

1 Value at Risk (VaR) is the integrated measure of the market risk of trading books which
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