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mBank Group at a glance

Who we are

mBank Group is the fourth largest financial institution in Poland as measured by
total assets. We are a truly digital bank focused on offering our clients the best mobile
and transactional services backed by an agile bank infrastructure and award-winning
traditional internet service and quick and reliable contact center. On the Corporate and
Investment Banking side, we are a leader in providing advanced solutions in terms of

transactional banking and successfully integrate our traditional lending business with
investment banking and specialized services offered by Group subsidiaries. We are present
in Poland, Czech Republic and Slovakia.

Capitalization PLN 19.7 B

Share price PLN 465.0 Member of WIG20 index

& ey Our clients:
. ‘ 'To‘# Retail customers: 5.3 million

Key financial data (PLN M)

v T 002 | 200> | 201s | 2015 | 2016 | 2017

Total assets 102,145
Net loans 66,947
Deposits 57,984
Equity 9,619
Net interest income 2,280
Net fees and commissions 787
Total income 3,571
Total costs -1,661
Loan loss provisions -447

Net interest margin 2.4%
Cost/Income ratio 46.5%
Return on Equity (ROE net) 14.6%
Return on Assets (ROA) 1.23%
CET 1 ratio* 13.0%
Total Capital Ratio* 18.7%
Loan/Deposit ratio 115.5%
Employment (FTEs) 6,138

Not

ﬂannoy. Corporate clients: 22.0 thousand

To delight... 55% share of clients accessing their bank accounts

via mobile devices

Anywhere. Our employees:

104,283
68,210
61,674 72,422 81,141 91,418 91,496
10,256 11,073 12,275 13,051 14,292
2,226

835

3,674
-1,678
-478

Net profit attributable to
shareholders of mBank

2.2%
45.7%
13.1%
1.14%
14.2%
19.4%

110.6%

6,073

8.6 thousand (6.5 thousand of FTESs)

Income structure

117,986 123,523 133,744 131,424 Financial Markets
and Other
74,582 78,434 81,763 84,476

2,491 2,511 2,833 3,136
902 897 906 992
3,939 4,093 4,295 4,454 C?rporate and
nvestment
-1,771  -2,053  -1,963  -2,043 h
Banking Retail
-516 -421 -365 -508

Banking

mBank’s ratings

23%  2.1%  2.3%  2.5%
ARl Fitch
13.1%  11.8% 10.1%  8.3% Long-term IDR BBB
1.13%  1.04%  0.95%  0.83%
2 > > 2 Short-term IDR F2
12.2% 14.3% 17.3% 18.3%
\ ]
14.7%  17.3%  20.3%  21.0% Standard & Poor's
103.0% 96.7% 89.4% 92.3% Long_term IDR BBB+
6,318 6,540 6,528 6,455
Short-term IDR A-2

* till March 2014 - Core Tier 1 and Capital Adequacy Ratio

Core mBank Group subsidiaries

L.} Bank Hipoteczny

is a specialized mortgage bank with

the longest track record of issuing

covered bonds on the Polish capital
market

['l] Leasing Ii{] Faktoring

offers financial and operating offers domestic and export
leasing of vehicles of up to factoring with recourse,
3,5 tons, heavy transport non-recourse factoring,
vehicles, machines and properties import guarantees
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Introduction

Compared with the turbulent 2016, the year 2017 was a much more peaceful period for the economy,
markets and global politics. From the perspective of the world economy, 2017 was the most prosperous
year since 2011, with particularly strong synchronization of economic cycles in all major economies.
Such positive developments were attributable to fiscal and credit stimulation in China, returning investment
demand in the euro zone, better consumer sentiment in the USA and economic revival in the emerging
markets.

These trends were also present in Poland. Not only did 2017 turn out to be one of the best years for the
economy in the post-crisis period looking at it ex post, but it was also marked with constant upward
revisions of forecasts during the year. The economic growth was primarily driven by private consumption,
but also boosted by investment. The year 2017 was marked by normalization of inflation. Interest rates
remained unchanged in 2017, and the last announcements imply that the monetary tightening will start
only at the beginning of 2019. Better perspectives for the Polish economy contributed to the strengthening
of the zloty.

The positive economic trends in 2017 pushed the volumes of both loans to households and corporate loans.
The hike in lending to households was, in particular, attributable to housing loans - according to data from
AMRON, their production at the level of approximately PLN 45 billion was the highest since 2011. At the
same time, deposits slowed down significantly as a result of a number of factors: dynamic increase of
salaries and tightening of the tax system (affecting corporate deposits) as well as the fact that households
are looking for alternative forms of capital investment.

Since the Polish Monetary Policy Council reduced the reference rate to a historical low level of 1.5% in
March 2015, the Polish banking sector has taken steps to rebuild the interest margin. Repricing affected
mainly the cost of financing while credit margins improved mainly thanks to a shift in the structure of the
loan portfolio. Owing to these actions, net interest income of the banking sector went up by 12.1%
compared with the previous year. At the same time, net fee and commission income rose by 9.1%. Due to
the positive impact of one-off events on the sector’s results in 2016, the banking sector reported a 2.5%
year-on-year decrease in its total net profit in the period under review (data of the Polish Financial
Supervision Authority).

For mBank Group, 2017 was a successful year. Growing core income translated into an increase in total
income as compared with 2016, despite a one-off event reported in 2016, that is the settlement of the Visa
Europe takeover by Visa Inc. Net profit attributable to the shareholders of mBank stood at
PLN 1,092 million, which in comparable terms (that is excluding the 2016 base effect caused by one-off
events) represents a hike by 6.0% year on year.

The key events of 2017 include:
B Increase in total income by 3.7% year on year or 10.0% excluding the 2016 one-off events, which is

primarily attributable to the record-high core income comprising net interest income (growth by 10.7%)
and net fee and commission income (growth by 9.5%).

B Higher operating expenses (up by 4.1%) caused by further investments in the future growth.
Effectiveness measured by the cost to income ratio remained stable and amounted to 45.9%.
B Rising volumes:
B Increase in gross loans by 7.4% year on year, excluding the FX effect.

B Stable deposit base with dynamic inflow of funds into current and saving accounts of retail
clients (+14.9%).

B Retail lending expansion reflected in the record-high sale of non-mortgage loans, which stood at
PLN 7.1 billion representing an increase by PLN 1 billion year on year; the sale of mortgage loans went
up by 19.1%.

As a result of rapid growth of loans, the loan to deposit ratio increased to the level of 92.3%.

Risk costs at the expected level (61 bps) accompanied by slight improvement in loan quality despite
the changing structure of the portfolio and continuous growth of the share of non-mortgage loans.
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High quality of capital base - capital ratios surpassing regulatory requirements: CET 1 ratio at 18.3%,
Total Capital Ratio at 21.0%.

Accelerating client acquisition — in 2017, 290.8 thousand individual and 1.1 thousand corporate clients
were acquired.

Strengthening of mBank’s position as a mobile and transactional bank: the highest number of active
mobile app users on the market and increasing number of logins via the app, which exceeded the
number of computer logins.

Further investments in the future growth and projects enhancing innovation of the business activity
and offer addressed to clients:

B A new version of the mobile app was launched, inspired by user opinions and upgraded with
new functionalities, including contactless AndroidPay payments for Visa and MasterCard
holders, spending tracker and mobile authorisation in outlets;

B CompanyNet - a new version of online banking for corporates, which is simpler and more
intuitive, and can be tailored to meet individual user needs;

B Creation of the mAccelerator fund investing in start-ups which which will focus on developing
and commercialising high-potential projects in the field of new technologies for the financial
services sector (fintech);

B The very first transaction within the mBox project: the sale of licence covering mBank’s mobile
and online service to a French bank, La Banque Postale.
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2017 in numbers

mBank

Revenues

rN 4,454

million

8.3%

Increase in loans

Excluding reverse repo and FX effect

7.4% %

YoY

Stable deposit base

0.1% t

YoY

No. of clients

(retail and corporate)

5.4

million

No. of employees

6,455

FTEs

Share of logins with mobile
devices

55%

Market positioning

#4

in terms of assets




mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

RETAIL BANKING Profit before tax: PLN 925.2 M

Y

mBank runs its retail i No. of
operations in Poland, ']i ﬁﬁ branches: 169%*
Czech Republic and ’
Slovakia, providing service o
to individual clients as well 60.6% m No. of clients: 5.3 million
as micro-enterprises. of the
Group’s pre- Increase in
Many innovations are tax profit loans (excluding 3.7%
introduced each year in ’ FX effect):
order to satisfy needs of Increase in
the clients. deposits: 4.1%

CORPORATE AND INVESTMENT
BANKING

3

Profit before tax: pPLN 505.6 M

The aim of commercial ’ m No. of branches 46
operations of the bank is and offices:
supporting the 33.1%
development of companies of the Group's ;
from SME and corporate pre-tax profit No. of clients 22.0 thou.
sector. Increase in loans
, (excluding FX effect 13.59%9
Many years of bank’s and reverse repo). .
experience in providing b )
services to this segment ecrease in o
Iead to a successful dep'OSItS (eXC/. reverse -4'6 /o
cooperation with the repo:)
companies and support for
entrepreneurs’ potential.
FINANCIAL MARKETS [‘ Profit before tax: PLN 79.1 M

Among the main tasks of ’ IRS/FRA market 12.5%
this business line there d share: ]
are- direct sale of financial 5.29%

products, management of of the Group’s
liquidity, management of pre-tax profit
assets and liabilities of the

bank, interest rate risk
management, depositary

. Market share of
services. “, treasury bills and 14.8%

Increase of number of
‘ [ phone transactions: 32.1%

bonds:

* Including 136 in Poland and 33 in Czech Republic and Slovakia; excluding mFinanse (41) and mKiosks (123).
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1. About mBank Group
1.1. History of mBank Group

1986 Establishment of Bank Rozwoju Eksportu as a joint-stock company

1991 Start of BRE Bank Group: BRE Brokers, the Group’s first subsidiary, is established

1992 Listing of BRE Bank on the Warsaw Stock Exchange

1994 Signing of a strategic partnership agreement with Commerzbank AG

1998 Acquisition and merger with Polski Bank Rozwoju SA

2000 Establishment of mBank - the first Internet-only bank in Poland - completed in just one
hundred days

2001 Launch of Multibank, the second retail arm of BRE Bank, targeting affluent customers

2007 Foreign expansion of retail operations, the first branches of mBank are set up in the

Czech Republic and Slovakia
2012 ~One Bank” Strategy for 2012-2016 is announced

2013 Rebranding — Replacing of three existing brands by one: mBank
New mBank transactional platform is launched

2016 ~mobile Bank” Strategy for 2016-2020 is announced

Start of mAccelerator - fund aimed at the development and commercialization of

2017 technology for financial institutions

2018...

1.2. mBank Group’s business model

mBank Group is the fourth-largest financial institution in Poland as measured by total assets. It offers retail,
corporate and investment banking as well as other financial services such as leasing, factoring, financing
of commercial real property, brokerage operations, wealth management, corporate finance and advisory in
the scope of capital markets.

The bank was established in 1986 as Bank Rozwoju Eksportu (BRE Bank). Since 1992, we have been listed
on the Warsaw Stock Exchange. Over subsequent years, we have systematically developed our
competencies in the area of providing services to various groups of clients, continuously enriching our offer
- initially for corporate customers, entrepreneurs, and then also for individual clients. We have been
operating in the segment of individual clients since 2000, i.e. from the moment of launching the online
version of mBank and the establishment of MultiBank in 2001, which complemented the bank’s business
model with the provision of client services in the outlet network in the largest cities in Poland.

Today we are a universal bank, specialising in servicing all client groups. In 2013, we unified our brand.
The mBank name replaced not only the name of the company, but also the BRE and MultiBank brands.
At the same time, we reorganised our offer for all groups of clients, integrating the best solutions developed
by the bank and its subsidiaries. Operating under the mBank logo, which has different colours depending
on the target group of the offer, we provide comprehensive banking services for individual clients, including
private banking services, for corporate clients, as well as for SMEs and large companies. Over the last few
years, we have successfully strengthened our offer of convenient banking for corporate clients.

Since the very beginning, mBank has relied on organic growth, which means that the current scale of its
business has been achieved without takeovers of other banks and financial institutions. At the end of 2017,
the bank’s client base reached 5,342 thousand retail clients and 22,0 thousand corporate customers.

mBank is the only bank in Poland with successful track record of rolling out its domestic business model
into foreign markets. Since 2007, we have been operating in the Czech Republic and Slovakia.

Over the past few years, mBank has consistently strengthened its client-oriented approach and has been
pursuing a stable, focused strategy as a modern and innovative transactional bank providing an integrated
range of multiple products and services meeting the needs of its clients. In 2013, mBank developed from
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scratch and launched a modern, convenient, easily accessible and user-friendly Internet platform (New
mBank) with more than 200 new features, which won global recognition for innovation in banking taking
home many international awards. The bank has been also systematically expanding its mobile application
to provide the customers with the possibility of managing their finances wherever they are.

mBank’s widely recognised operational excellence is based on its state-of-the-art user interface for online
banking, next-generation mobile application, video banking, as well as real-time, event-driven customer
relationship management (CRM) based on client behaviour patterns. The whole product offer is centred
around the current account with a broad spectrum of financial services accessible in just “one click”, as the
strategic aim of mBank is to be the most convenient transactional bank on the market.

In the corporate and investment banking area, mBank’s offer for business clients includes a range of fully
integrated commercial banking products, services and solutions, with particular emphasis on the advanced
transactional banking platform. This comprehensive product offer is complemented by investment banking
services, such as ECM, DCM and M&A advisory services.

mBank’s distribution concept combines the most technologically advanced solutions adapted for the Polish
banking market as well as current and future operating environment. It has been primarily based on
Internet and mobile-based tools, tailored separately to the needs of both retail and corporate clients, and a
mid-sized physical distribution network, offering premium service quality, located throughout Poland.

With its proven ability to achieve the communicated targets, mBank is well positioned to continue its
successful business growth in selected client segments through exploiting attractive market opportunities.
The IT platform architecture allows the bank to develop and introduce new products, services and sales
channels rapidly, efficiently and with a low operational risk. Thanks to such a flexible infrastructure, mBank
is able to manage its business expansion strategy.

10
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1.3. Composition of mBank Group
Composition of mBank Group and main areas of its activity

mBank continued its efforts towards introducing a leaner structure of mBank Group in 2017 (started in
2015). In past year there have been significant changes in the Group structure. On June 2, 2017, mBank
concluded a preliminary conditional agreement on the sale of mLocum shares to Archicom. The subject
matter of the agreement was the sale of shares accounting for 79.99% of mLocum'’s share capital and the
voting rights at the Annual General Meeting of the company for PLN 87.6 million. The transaction will be
completed in two stages. The first stage consisting in the sale of a 51.0% stake in the company was
completed in Q3 2017.

Closure of the second stage of the transaction, in which 28.99% of the company’s shares will be sold, is
planned to be finalised by the end of 2018; however, it may be postponed until June 30, 2020, on the
terms and conditions stipulated in the agreement. The transaction reflects mBank Group’s focus on its core
business. Selling mLocum to one of the leaders of the Polish real property development industry will enable
the company to better use its potential and expand in all Poland.

Q4 2017 was marked by the sale of an organised part of mFinanse, a company whose activities involved,
among other things, providing insurance intermediary services in the area of group insurance. The bank
and mFinanse signed a conditional agreement on November 27, 2017. mBank undertook to sell the entire
stake (i.e. 100,000 shares) in Latona to Phoebe IVS from Denmark, after which mFinanse will sell an
organised part of its business to Latona. The investor will finance the transaction with funds provided by
the Purple Star Receivable Funding DAC fund based in Ireland supported by a consortium of institutional
investors. Purple Star Receivable Funding DAC is a guarantor and a party to the agreement. Indigo Agencies
Holdings Limited is the other guarantor and another party to the agreement. The transaction will be closed
in Q1 2018 after the fulfiiment of conditions precedent stipulated in the agreement.

Moreover, in Q2 2017, the bank acquired 100% of investment certificates in the Future Tech FIZ Closed-
End Investment Fund (the Fund) for PLN 221.2 million. At the end of 2017 mBank held 98.04% of the
investment certificates. The Fund was established as an investment vehicle within the mAccelerator project,
which will focus on developing and commercialising high-potential projects in the field of new technologies
for the financial services sector (fin-tech) (for more information on mAccelerator see section 1.7. Key
projects of mBank Group in 2017). The Fund is managed by Quercus TFI S.A.

11
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Consequently, mBank Group (including consolidated subsidiaries) as at the end of 2017 was composed as

presented on the diagram below.

mBank Hipoteczny
S.A.

mFaktoring S.A.

BDH Development
Sp. z o0.0.

Future Tech FIZ

mFinance France

S.A.

mBank
S.A.
100% 100%
100% | 100%
100% 100%
99,01%  100%
~100% | 100%

mLeasing
Sp. z o.0.

mFinanse S.A.

mCentrum Operacji
Sp. z o.0.

Garbary
Sp. z o0.0.

Tele-Tech

Investment
Sp.z o. o.

12
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The division of the operations of mBank Group into segments and business areas at the end of 2017 was
the following:

Composition of mBank Group

Corporates and Financial Markets

el
c
[}
g Retail Banking
8 Corporate and_Investment Financial Markets
Banking
M Corporations and B Banks
B Retail customers, Private non?bankin financial
Banking clients N 9 . B Corporate clients in scope
. . institutions (capital .
and microenterprises of trading and sales
’é groups) (K1)
(] . . o .
o0 | AffI.uent retalllcustomers B Large Companies (K2) B Market and Liquidity Risk
(Private Banking and Management
Wealth Management) B SME (K3)
B mLleasing Sp. z 0.0. - Retail B mLlLeasing Sp. z 0.0. - B mFinance France S.A.
. Corporate (special purpose entity
| A - . .
mBa.nk Hipoteczny S.A . reserved for financing
Retail B mBank Hipoteczny S.A. - activities of the bank)
Corporate

| i A. . s
mFinanse S.A B mLlLeasing Sp. z 0.0. - within

B mFaktoring S.A. the scope related

B Garbary Sp. z o.0. to fund raising
B Tele-Tech Investment Sp. B mBank Hipoteczny S.A. -
Z 0. 0. within the scope related

to fund raising

Consolidated subsidiaries

mCentrum Operacji Sp. z 0.0. (outsourcing services provider)

Other subsidiaries BDH Development Sp. z 0.0. (a real estate management

company)
Future Tech FIZ

Subsidiaries of mBank Group

L1l Bank Hipoteczny

mBank Hipoteczny (mBH) is a mortgage bank with the longest track record of issuing covered bonds on
the Polish capital market.

The main role of mBH is a ability to raise long-term financing in the form of mortgage covered bonds in
order to improve the stability and diversification of financing activities of mBank Group.

mBH finances commercial investments on the real property market, including office buildings, commercial
centres and facilities, hotels, warehouses, logistics centres, housing estates. Another important area of
mBH’s operation is lending to the public sector in the area of municipal investments and real properties of
local government units.

In addition to its lending activity, mBH offers also market analyses and advisory services addressed to
investors and entities active on the commercial real property market.

According to Fitch Ratings, mBH’s long-term and short-term ratings are “BBB” and “F2”, respectively.
The mortgage covered bonds issued by mBH are rated “A”. For more information about mBH'’s ratings, see
later in the chapter.
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iu Finanse

mFinanse is a financial services intermediary operating as an open platform for selling financial products of
various institutions including mBank. Its product offer includes loans, accounts, insurance as well as
investment and savings products for both individuals and companies. The subsidiary offers the products of
17 financial entities, in more than 164 outlets across Poland.

L1l Leasing

mLeasing is one of the largest leasing companies in Poland and ranks first on the real property leasing
market and fourth on the leasing market in 2017. In 2016 the company was ranked third on the market.
The decrease resulted from the merger of 2 large leasing companies: PKO Leasing and Raiffeisen Leasing.

The subsidiary offers lease financing, loans, and car fleet rental and management services addressed to
both corporate and retail clients.

In the corporate segment mLeasing offers various types of leasing products, including lease of private
and commercial cars and heavy transport vehicles, car fleet management, lease of machines and
equipment, and real property lease.

In the retail segment the subsidiary operates the “Leasing in Retail” programme addressed to micro-
enterprises and SMEs, which are offered lease contracts using dedicated lease processes.

L] Faktoring

mFaktoring is the eight largest player on the Polish factoring market among the members of the Polish
Factors Association.

The services provided by mFaktoring are complementary to mBank’s corporate offer. mFaktoring offers the
financing of ongoing business operations, receivables management, credit protection, maintenance of
debtors’ settlement accounts and enforcement of receivables. In addition, the offer includes domestic
and export factoring with recourse and credit protection, as well as import guarantees.

Products offered by mFaktoring are available in all mBank branches providing services to SMEs
and corporations in Poland.

L] Centrum Operaciji

mCentrum Operacji (mCO) provides back-office support to the members of mBank Group through the
years.

In particular, the subsidiary handles the instructions and applications of retail and corporate clients of
mBank Group. In addition, mCO supports the Group in terms of professional data archiving solutions, both
electronic and paper-based.

The company’s services enable quick access to information, as well as support in planning, controlling and
reducing costs and monitoring of data security and confidentiality. This ensures the timeliness and quality
of services, which translates into an increase in the efficiency of customer service processes.

14



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

mBank’s Authorities

'_ Supervisory Board of mBank

i As of December 31, 2017, the Supervisory Board of mBank was composed as follows:

' 1. Maciej Lesny - Chairman of the Supervisory Board
2. Stephan Engels - Deputy Chairman of the Supervisory Board

>
. Tomasz Bieske - Member of the Supervisory Board

. Andre Carls - Member of the Supervisory Board

. Marcus Chromik - Member of the Supervisory Board
. Janusz Fiszer - Member of the Supervisory Board

. Mirostaw Godlewski - Member of the Supervisory Board

. Jorg Hessenmudller - Member of the Supervisory Board

© 00 N O U M W

. Thorsten Kanzler - Member of the Supervisory Board
10. Michael Mandel - Member of the Supervisory Board
11. Teresa Mokrysz - Member of the Supervisory Board
12. Agnieszka Stomka-Gotebiowska - Member of the Supervisory Board.

The 4 independent members of the Supervisory Board are: Tomasz Bieske, Janusz Fiszer, Mirostaw
Godlewski and Agnieszka Stomka-Gotebiowska.

‘ Management Board of mBank
As of December 31, 2017, the Management Board of mBank was composed as follows:
k 1. Cezary Styputkowski - President of the Management Board, Chief Executive Officer
A , 2. Adam Pers - Vice-President of the Management Board, Head of Corporate
and Investment Banking (until October 25, 2017, the position was held by Przemystaw
Gdanski)

3. Andreas Boger - Vice-President of the Management Board, Chief Financial Officer (until June 30,
2017, the position was held by Christoph Heins)

4. Lidia Jabtonowska-Luba - Vice-President of the Management Board, Chief Risk Officer

Frank Bock - Vice-President of the Management Board, Head of Financial Markets (until April 30,
2017, the position was held by Hans-Dieter Kemler)

6. Cezary Kocik - Vice-President of the Management Board, Head of Retail Banking

7. Krzysztof Dabrowski - Vice-President of the Management Board, Head of Operations and
Information Technology (until March 31, 2017, the position was held by Jarostaw Mastalerz).

Detailed résumés of all members of mBank authorities are available on https://www.mbank.pl/en/about-
us/bank-authorities/.

For more information on changes in the Management Board and Supervisory Board of mBank, see chapter
14. Statement of mBank on application of corporate governance principles in 2017.
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1.4. mBank Group geographical presence
mBank Group operates successfully not only in Poland, but also in the Czech Republic and Slovakia.

In Poland, retail distribution network consists of 300 several types of branches:

102 mBank branches (former MultiBank),
24 light branches,
10 Advisory centres,

123 mKiosks,

B 41 Financial centres and agency service points of mFinanse.

In the Czech Republic, retail distribution network consists of 11 financial centres and light branches and 12
mKiosks. In Slovakia there are 4 financial centres, 1 light branch in Bratislava and 5 mKiosks.

In 2017 the restructurization of the existing branch network was continued and 11 new outlets were
opened: 4 advisory centres and 7 light branches. The same number of advisory centres and light branches
will be opened in 2018.

Corporate distribution network amounts to 29 corporate branches (including 8 advisory centres) and 17
corporate offices (including 1 advisory centres). Additionally, the distribution network include subsidiaries
outlets: mLeasing - 21, mFaktoring - 8 i mBank Hipoteczny - 5.

1.5. Information for investors

The table below presents the basic share price data for mBank:

mBank share price data 2016 2017

Total number of shares 42,280,127 42,312,122
Nominal value per share (PLN) 4 4
Registered share capital (PLN) 169,120,508 169,248,488
Share price at closing of the year’s last trading session (PLN) 335.25 465.00
P/E ratio 11.6 18.0
P/BV ratio 1.1 1.4
Maximum share price (PLN) 393.0 487.80
Minimum share price (PLN) 268.15 338.00
Company capitalisation at the year-end (PLN billion) 14.2 19.7
Average traded volume (PLN million) 8.8 8.7
Dividend per share - -

mBank shares have been listed on the Warsaw Stock Exchange since 1992. They are part of the following
WSE indices: WIG, WIG-Poland, WIG20, WIG30 and WIG-Banks. Moreover, on December 15, 2017, mBank
shares were added by the Warsaw Stock Exchange to an index of socially responsible companies,
the Respect Index. The shares are also included in derivative indices based on WIG20.

In 2017, the number of mBank shares increased by 31,995. Consequently, the registered share capital
increased by PLN 128 thousand. New shares have been issued pursuant to Resolution No. 21 of the 21st
Annual General Meeting of the bank dated March 14, 2008, and Resolution No. 3 of the 16t Extraordinary
General Meeting of the bank of October 27, 2008, on issuing bonds with the pre-emptive right to take up
mBank shares and the conditional share capital increase by way of issuing shares with exclusion of the pre-
emptive right of the existing shareholders in order to enable persons participating in the incentive/employee
programme to take up the shares, and on applying for admission of the shares to trading on the regulated
market, and dematerialisation of the shares.
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mBank shareholders and share price on the WSE

mBank shareholders

Commerzbank AG has been the majority shareholder of mBank since 1994. The stake of Commerzbank
increased gradually, from 21.0% in 1995 to 50.0% in 2000 and 72.2% in 2003. Starting from 2005,
Commerzbank’s stake has declined due to the implementation of the managerial options programme at the
bank.

As at the end of 2017, Commerzbank AG held 69.4% of shares and votes at the Annual General Meeting.
The remaining 30.6% of mBank shares in free float are held mainly by financial investors (Polish pension
funds, Polish and foreign investment funds). Nationale Nederlanden Otwarty Fundusz Emerytalny is the
only investor with more than 5% of votes at the AGM. According to lists of shares of stock listed companies
in the portfolios of Polish pension funds (OFE) at the end of 2017 published by OFE, Nationale-Nederlanden
OFE held 5.0% of mBank’s shares. The third largest shareholder of mBank was AVIVA OFE AVIVA BZ WBK,
which held a 4.5% stake.

Performance of mBank shares in 2017

The situation on the WSE in 2017 was influenced by favourable global and domestic factors. The general
improvement in investors’ sentiment globally translated into growing interest in emerging markets.
In Poland, investors saw that the government’s economic policy did not lead to a budget collapse. The GDP
dynamics gathered pace, accompanied by strong consumer demand; the unemployment rate decreased
and the Polish zloty was one of the strongest currencies on the market. The good situation on the WSE was
supported by the Monetary Policy Council maintaining relaxed monetary policy. With a low interest rate
level and growing inflation, shares became an attractive option for investors. Despite the good economic
situation in 2017, only 15 new companies entered the Warsaw market, marking the worst result in eight
years. In addition, during the year 20 companies were withdrawn from the WSE. On the other hand, thanks
to the debut of Play Communications, the owner of the Play mobile operator, the value of shares sold under
public offerings was several times higher than the levels reached in the last five years.

In 2017, investors’ sentiment changed following different revelations. In Q1 2017, the share prices of banks
were helped by the reduced probability of conversion of CHF-denominated mortgage loans and growing
expectations of interest rate hike in Poland. In Q2, the possibility of interest rates being raised in the
following quarters became significantly less likely. A decrease in share prices of banks with FX mortgages
loans portfolios after August 2, 2017, was connected with the fact that the presidential bill amending the
act on assistance to home loan borrowers in a difficult financial situations was submitted to the Sejm. In Q4
2017 banks’ share prices were helped by the macroeconomic situation, higher probability of dividend
payouts and belief that the potential legal acts on FX mortgage loans, which the parliament is still working
on, would only have a limited impact on banks’ earnings.
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The chart below presents relative changes in mBank’s share prices compared with the WIG and WIG-Banks
indices over the last five years.

Relative changes in mBank’s share prices and WSE indices
(December 31, 2012 = 100)
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Changes in mBank’s share prices compared with WIG-Banks and EURO STOXX Banks Index

mBank +53.4% -0.4% -36.9% +6.8% +38.7%
WIG-Banks Index +20.5% -0.7% -23.5% +2.9% +35.4%
EURO STOXX Banks Index +25.9% -4.9% -4.9% -8.1% +10.9%

In 2017, the WIG index increased by 23.2%.The year brought very good news for the shareholders of
largest companies. The WIG-20 index gained 26.4% over that time and 18 companies from WIG-20
reported positive rates of return. The mWIG40 index, made up of medium-sized companies, went up by
15.0%, while sWIG80, comprising 80 small-sized companies listed on the main market of the WSE, rose
by 2.4%. Against this background, the WIG-Banks index, which at the end of 2017 increased by 35.4%
year on year, performed very well.

The closing price of mBank’s shares on the last trading day in 2017 stood at PLN 465.00 and was 38.7%
higher than a year before. The company’s capitalisation increased by PLN 5.5 billion and at the end of 2017
and stood at PLN 19.7 billion. Among the banks listed on the WSE, only 3 banks performed better in 2017:
Millennium, PKO BP and Alior. The P/BV (price/book value) ratio for mBank Group stood at 1.4 at the end
of 2017 compared with 1.1 a year before. The P/E (price/earnings per share) ratio was at 18.0 compared
with 11.6 in 2016.
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Investor Relations at mBank

mBank pays close attention to ensuring effective communication with its investors and analysts. Investor
relations are part of the responsibilities of the Analysis and Investor Relations Department which, through
cooperation with the Management Board and a number of units across the bank, ensures that stakeholders
receive correct and complete information about mBank Group.

In 2017, investors and stock market analysts participated in four conferences on mBank’'s quarterly
performance, both in person and via the Internet. Each time such a conference is attended by around
twenty representatives of brokerage houses and investors. All the meetings with the Management Board
accompanying the announcement of quarterly financial figures were broadcast on the Internet in Polish and
English and made available on the bank’s website.

Relations with analysts, shareholders and potential investors are also strengthened through meetings at
conferences held in Poland and abroad. In 2017, mBank participated in three conferences in Warsaw, five
conferences held abroad and organised one-on-one meetings with representatives of the Management
Board for institutional investors after publication of Q1 2017 results. Moreover, the bank organised two
roadshows: in the United States, and in Europe. During the year, in addition to meetings at conferences
and roadshows, the bank held individual meetings of representatives of the Board and/or the Investor
Relations team with investors and analysts.

Like every year, in 2017 two sessions were organised as part of regular meetings with the bank’s rating
agencies and a number of teleconferences with the rating agencies were held.

Analysts and investors of mBank are kept informed about important events related to mBank Group via
monthly newsletters and e-mails.

The website of the bank’s investor relations (https://www.mbank.pl/en/investor-relations/) was designed
with Polish and English speaking investors and analysts in mind. It offers up-to-date and thematically
grouped information on mBank Group’s financial results, shareholding structure, Annual General Meetings,
ratings and performance of mBank shares on the WSE. It also includes current and periodic reports
and details on consensus estimates for the Group. A dedicated interactive business intelligence application
called mBank Analyzer offers a quick and easy insight into mBank Group’s financial results and business
data. A dedicated section for new investors includes a factsheet and an introductory presentation on mBank
Group’s operations, frequently asked questions as well as details of “mobile bank” Strategy.
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1.6. Ratings of mBank and mBank Hipoteczny

mBank has ratings from Fitch Ratings, S&P Global Ratings, Moody’s Investors Service and Capital
Intelligence Ratings. Fitch and S&P ratings have been assigned at mBank’s request, which means that they
are based on detailed information provided to the agencies and talks between agencies’ analysts
and mBank’s representatives. The Fitch rating of mBank Hipoteczny and the covered bonds it issues has
also been assigned at its request.

Ratings of mBank and mBank Hipoteczny assigned by Fitch Ratings

In 2017, Fitch Ratings did not change the ratings and rating outlooks of mBank and mBank Hipoteczny.
The latest rating change took place on March 7, 2016, when Fitch Ratings upgraded mBank’s long-term
foreign currency IDR from “BBB-" to "BBB” and the short-term foreign currency IDR from “F3” to “F2".
The outlook on the long-term rating is stable. On December 8, 2017, Fitch affirmed all the ratings
and the outlook on the long-term rating of mBank and mBank Hipoteczny.

. . Ratings of Ratings of mBank

Long-term IDR BBB (stable outlook) BBB (stable outlook)
Short-term IDR F2 F2

Viability rating bbb-

Support rating 2 2

Rating of unsecured debt issued under the Euro Medium BBB

Term Note Programme (EMTN)

Ratings of mortgage covered bonds issued by mBank A (positive outlook)

Hipoteczny

Rating of mBank assigned by S&P Global Ratings

On March 28, 2017, S&P Global Ratings upgraded mBank’s long-term rating from “BBB” to "BBB+" as
a result of upgrading the rating of Commerzbank AG from “BBB+" to “A-". The long-term rating outlook for
mBank after the upgrade is negative and so is Commerzbank’s long-term rating outlook. Together with the
upgrade of mBank’s rating, the rating of bonds issued by mFinance France under the Euro Medium Term
Note Programme (EMTN) was also upgraded to “BBB+".

S&P Global Ratings Ratings of mBank

Long-term Deposit Rating BBB+ (negative outlook)
Short-Term Rating A-2
Stand-alone Credit Profile (SACP) bbb-

Rating of unsecured debt issued under the Euro Medium

Term Note Programme (EMTN) BBB+

Other ratings of mBank

Rating assigned by Moody’s Investors Service

Moody's ratings for mBank are based solely on publicly available information, and the bank does not take
part in the rating process, having the “non-participating issuer” status.

On December 18, 2017, Moody’s upgraded the following ratings: mBank’s long-term deposit rating from
Baa2 to Baal, counterparty risk assessment (CRA) from Baal(cr) to A3(cr), baseline credit assessment
(BCA) from ba2 to bal and adjusted BCA from bal to baa3. The long-term rating outlook was changed
from stable to positive. As the agency communicated, the main reasons for the rating change included
greater clarity of legislation proposals concerning FX mortgage loans and the belief that the potential
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conversion of FX mortgage loans would not undermine mBank’s capital position and that the bank would
be able to manage the costs related to draft legal acts on FX mortgage loans.

Moody’s Investors Service Ratings of mBank

Baal (positive outlook)

Long-term deposit rating

Short-Term Rating

Prime-2

Counterparty risk assessment (CRA)

A3 (cr)/ P-2 (cr)

Baseline credit assessment (BCA)

bal

Adjusted BCA

baa3

Rating assigned by Capital Intelligence Ratings (CI Ratings)

mBank’s rating assigned by CI Ratings is based solely on publicly available information. In 2017, mBank’s

ratings remained unchanged and on June 6, 2017, they were confirmed by the agency.

Capital Intelligence Ratings Ratings of mBank

BBB+ (stable outlook)

Long-Term Rating

Short-Term Rating A2
Financial strength rating (FSR) BBB
Support rating 2

Ratings of Poland, mBank and Commerzbank - comparison

The table below compares the long-term ratings of Poland, mBank and Commerzbank assigned by the

three major agencies, as at the end of 2017.

Rating agency mBank S.A. Commerzbank AG

Fitch Ratings A- (stab.) BBB (stab.) BBB+ (stab.)
S&P Global Ratings BBB+ (stab.) BBB+(neg.) A- (neg.)
Moody’s Investors Service A2 (stab.) Baal* (pos.) A2* (pos.)

* Long-term deposit rating.
Rating outlook in brackets: pos. — positive, stab. — stable, neg. - negative
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1.7. Key projects and innovations of mBank Group in 2017
mBank invested EUR 50 million in Fintech start-ups

mAccelerator is an mBank's EUR 50m VC fund launched in June

2017. The fund engages in seed as well as later-stage I

investments in startups with solutions applicable to the banking E u Accelerator
and financial sectors, currently focusing on cybersecurity, &

biometry, robotic process automation, artificial intelligence and

digital marketing with focus on chatbots and messengers. mAccelerator has no limit on the geographical
presence of a prospective startup and seeks investments with tickets ranging from EUR 100 thousand to
a maximum of EUR 9 million. The team members are deep-rooted in the banking industry with the fund’s
partners having previously assumed high managerial positions at financial institutions. Apart from

banking, mAccelerator's experience also includes company-building, consulting, investment banking
and law.

mBank's support is highly appreciated also as a corporate partner for the investments. mBank sets
direction of the mobile and on-line banking development in Poland and abroad (which is proven by
international acclaim and rewards) and offers a range of collaborative options for our portfolio startups.

Given the above, mAccelerator VC identifies as smart money - apart from growth capital it provides sector
knowledge and expertise together with a range of partnership options with a major Polish bank and other
corporates from our wide network. With those attributes we aim to be a long-term partners to the startups
we support.

Currently, our portfolio contains 2 companies: Cyber Rescue (cybersecurity solution based on passive
biometrics) and Digital Teammates (pure-play Robotic Process Automation company) and further projects
are currently reviewed.

The investment decisions are made by an Investment Committee which apart from mAccelerator's
managing partners, consists of key mBank’s managers.

mBox project - mBank licensed its electronic banking to a foreign partner

Within the scope of the mBox project, mBank sells its retail banking solutions, which
have received numerous awards both in Poland and abroad, to partners outside
Poland. The bank will give its partners access to its electronic platforms (the internet
platform and the mobile application) as well as product and marketing know-how.
mBank will also provide its partners with project management support, help them
shape an optimum organisational structure and support them in other areas making
up a successful digital retail banking provider.

The first partner to use mBank’s know-how will be La Banque Postale, owned by the

French postal service company La Poste. The bank has already signed a licence agreement and commenced
work related to the implementation. mBank plans to grant licences for banking systems and intellectual
property to further companies in the future.

The mBox project has been run in cooperation with mBank’s strategic partner, Accenture, which acts as an
intermediary in selling mBank’s licence and provides comprehensive support to the buyer in implementing
the project.
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The mobile application, launched in February 2014, has won a large group of new
users over the last three years and has been enriched with a number of new features
based on a survey of actual needs of the clients. Following the warm welcome for the
new features added to the app in 2016, such as the “Payment Assistant”, mobile
authorisation - a service allowing users to authorise transactions made in the internet
banking system via the mobile application - and the possibility of logging in to the
application using a fingerprint, mBank focused on further development.

On April 12, 2017, a new mobile application was made available to mBank clients.

New enhanced mobile application

mBank designed the application based on the opinions and customs of the users.
The software has a new interface and is easier to navigate. It also offers new features. These include:

Android Pay payments (for holders of Visa and MasterCard cards) which allow users to pay contactless
using a smartphone;

A spending tracker - a graphic presentation of the client’s spending behaviour that helps them manage
their budget;

mLine at a click - a feature that makes it possible for the user to talk to an mBank consultant without
having to enter their ID and telephone password. In 2017 we have already recorded 1 million
connections, and this functionality was used at least once by 345 thousand clients (compared with 220
thousand in 2016);

Online expert - the possibility of video and chat connection to mBank for customers using the
application on both iOS and Android;

Fast cash loans with credit decisions issued within 1 minute from submitting an application based on
a pre-defined limit assigned to the client;

Instant money transfers in the BLIK system using a mobile phone number instead of an account
number;

Mobile authorisation in branches - clients performing cash transactions in brick-and-mortar branches
can now confirm transactions in the mobile application; they no longer have to sign paper documents;

Businessman’s Task Centre - the feature which before had been available only in the internet banking
system can now be used in the mobile application;

A new version of mSaver called "My Objectives”, which enables the user to set and manage saving
objectives (money is saved by rounding up the amounts of card transactions and transfers).

Mobile eMakler - integration with the mobile application of Dom Maklerski mBanku - mBank clients
using the eMakler service have been offered mobile access to the full range of services related to
investing in the stock-market; eMakler already serves 250 thousand customers, who submit even up
to tens of thousands of orders a day.

The new eMakler - version 2.0 is just the first stage of changes in mBank’s brokerage services. In the
next version of the service, implemented in 2018, the plan is to to provide the application with
analytical support in the form of recommendations and a compendium of knowledge about companies
and news from the market. The application will also be enriched with a functionality allowing investing
on foreign markets and for a service for an advanced investor.

mBank’s mobile application received several national and international awards in 2017. mBank’s mobile
authorisation won the Special Award in the Mobile Trend Awards 2016 competition. The bank came second
in an internet vote. In addition, the mobile authorisation secured mBank the second place in the
“Innovation” category of the “Golden Banker 2017” competition.

In addition, in February 2017, mBank’s mobile application was named one of the best in Europe (second
place) according to Forrester Research - a global research and advisory company. At the same time,
mBank’s application has been recognized as the easiest and most user-friendly.
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Taking the third spot in the ranking of the “Newsweek’s Friendly Bank” (in Polish: “Przyjazny Bank
Newsweeka”), the application was also appreciated by Newsweek Polska which evaluated the quality of
retail banking services.

Almost 20% of all transfers at mBank are made via the mobile app. Furthermore, 30% of travel insurance
policies are sold through the mobile channel. Every fifth cash loan was granted via the app. It is also worth
noting that BLIK is very popular with mBank clients - in 2017, it was used by 479 thousand persons.

July 2017 has been the first month in mBank’s history with the number of logins in the mobile channels
exceeding the number of logins in the internet banking platform. The share of clients accessing their bank
accounts via mobile devices stood at 55% at the end of 2017 compared with 37% a year before and 28%
in 2015.

CompanyNet: on-line banking for corporates in a new version

Corporate banking solutions are used by hundreds of thousands of users

across Poland. So far, such platforms have differed from those
addressed to individuals as little focus was put on user-friendliness and k
comfort. These elements, however, have become crucial from the point

of view of users, who have started to pay more attention to the way the

services are designed. In response to the demand, big companies and CompangNet
corporates gained access to a new version of mBank’s transactional

service CompanyNet - easier, more intuitive and adjustable to the

individual needs of the user.

CompanyNet has been designed in line with the newest "user experience” standards. The main features of
the new system include customisation, mobility, intuitiveness and efficiency The system is equipped with
the function of assistant providing help to service users. Customisation means that every user can adjust
the system to suit their needs - for example, define a list of shortcuts for the key functions and set plug-
ins displaying e.g. account balances or information about transactions. This is important from the point of
view of big corporates, where there are many users within one client, each of whom has different needs
and adjusts their workstation to their liking. The system can be used in a comfortable way on a computer
or a tablet as it automatically adapts to the screen size. Corporate clients can also use the advanced mobile
application mBank CompanyMobile, which makes it possible to manage their company’s finances on the
move. The application enables swift authorisation of orders and access to key information necessary to
manage company finances.

mBank’s new headquarters in Lodz

At the end of 2017 mBank officially opened its new headquarters in [—"—
the New Centre district of td6dz. Until then over 2 thousand : . .
employees, responsible mainly for retail banking, had worked in 6
different buildings. From the end of 2017 all units have been
consolidated at one place, which will facilitate work on joint projects.

The Przystanek mBank building is located at ul. Kilinskiego, right
next to the £ddz Fabryczna Railway Station, the EC1 Complex as well
as. Piotrkowska street. The building offers over 24 thousand square
metres of office space. mBank is the only tenant.

The final interior design was based on consultations with employees and a pilot programme, which tested
the latest office solutions. Moreover, nearly 80 ambassadors of the new headquarters assessed office
equipment, meeting rooms and even canteen caterers. In consequence, the new building, whose name was
chosen in an internal vote, provides everyone with a workplace tailored to individual needs.

Every floor is different and has a distinct theme - from movies, nature, cities or world colours to new
technologies. All of those are represented, among others, in names and design of office rooms. The new
building is also equipped with mobile technologies - smartphones works as a key to entrance gates, allow
users to find a room and reserve it, and in the foreseeable future they will also guide guests through the
office using QR codes allowing access to designated zones. Full Wi-Fi coverage enables employees to work
anywhere within the building - even on the roof.
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Additionally, Przystanek mBank features relax areas with swings, gaming sites, spacious kitchens and 263
office rooms providing up-to-date video-conference solutions and wireless phone chargers. Employees also
have access to terraces with a total surface area of over 1 thousand square metres. Furthermore, more
than 80 square metres of walls have been covered with moss and lichen.

1.8. Awards and distinctions

mBank’s mobile application

B After last year's appreciation of the mobile application, both by the jury and Internet users, mBank won
the second Special Award for Mobile Authorisation, i.e. the innovative method for authorising
transactions ordered in the transactional system without SMS passwords at the Mobile Trends Awards
2016.

B In its newest report "2017 European Mobile Banking Benchmark”, Forrester Research, a global research
and consulting company, examined the mobile offer of eleven European banks and ranked mBank
second. At the same time, mBank’s application was hailed as the most convenient and user-friendly.
In particular, the app was praised for the way account history is presented, easy access to the most
frequently used functionalities and the way of executing transfers.

B In the next edition of the “Newsweek’s Friendly Bank”, the mobile application was appreciated by
Newsweek Polska which evaluated the quality of retail banking services and took third place.

Product offer and customer service quality

B In the competition organised by Bankier.pl and Puls Biznesu, for the sixth time mBank won the “Golden
Banker” title for the highest quality of service provided in all channels and a distinction for applying the
best practices in the security area. Additionally, mBank gained recognition as it was granted a distinction
for the most secure financial institutions in the market for the second time in a row. We were also
praised for our educational activities in the security area, i.e. our pioneering campaign called: “You don't
do it in real life? Don’t do it on-line!” (in Polish: “Nie robisz tego w realu? Nie rob tego w sieci!”) and our
new secure way of authorising internet transactions - mobile authorisation.

B mBank received the title of "Bank appreciated by customers" (in Polish: ,Bank doceniony przez
klientow”), based on the results of the ARG Rynek i Opinia survey named “Monitor of retail customer
satisfaction” (in Polish: ,Monitor satysfakcji klientow detalicznych bankéw"). In the core ranking, which
is mainly influenced by the image, stability and profitability of using products and services, mBank took
fifth place. mBank also joined the top banks, which are the highest rated in the ranking "Assessment of
contact points" (fourth place).

B mBank received 5 awards for its achievements in the Polish capital market in 2016. These awards
include:

B the award for the highest total value of IPOs on the WSE organised in 2016;

B the award for the largest share in trading in shares in the NewConnect market in 2016 (without
market maker’s transactions);

B the award for the highest value of trading in non-treasury bonds and for the highest value of issues
of non-treasury debt instruments listed on Catalyst.

B a distinction for distributing information for stock exchange investors.

B mBank in the Czech Republic received 7 awards in the ,Zlata koruna” competition, held under the
patronage of the Minister of Finance of the Czech Republic and aimed at awarding the best financial
products in the Czech market: - 2 golden, 2 silver and 3 bronze. The prizes were awarded for:

B mKonto in the audience category (first place);

B mKonto Business (first place) and mKonto Business eMAX (third prize) in the entrepreneur
category;

mKonto Business in the company account category (second place);

the mKreditka Plus credit card in the payment card category (third place);
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B the Prvni mPujcka credit in the credit category (second place);
B mKonto - with no fee guarantee in the account category (third place).

Other awards

B mBank was included in the new RESPECT Index, the first Central and Eastern European index of
responsible companies, established by the Warsaw Stock Exchange.

B mBank became a winner of the 17t edition of the annual Global Finance magazine competition, for the
best bank and the provider of financial management services in Poland (Best Treasury and Cash
Management Banks and Providers). In addition, mBank became the best bank in Poland in the ranking
of the best corporate/institutional digital banks in Central and Eastern Europe. The award confirmed the
bank's strong market position and following the latest trends in digital banking, aimed at satisfying the
needs of corporate clients.

B In the competition for the best bank for companies from the SME sector in Poland, organized by Forbes
magazine, mBank won for the second time in a row and was recognized as a financial institution that
meets the needs of entrepreneurs to the highest standard. mBank was appreciated for the quality of
customer service, both in branches and via remote channels, and a product offer for companies.

B mBank was among the most transparent companies from the WIG20 index in 2016 in the first edition
of the ranking prepared by Parkiet and the Accounting and Tax Institute.

B For the third time, mBank was awarded the Top Employers Polska Certificate, which is granted to the
best employers - organisations which demonstrate top standards of HR practices.

B During the 17t Kantar TNS Financial Conference, mBank was ranked third in “The Most Admired Creation
of the Bank Brand” category and received the Leopard award.

B For the third time in a row, mBank won the “Private Equity Diamonds” (in Polish: ,Diamenty Private
Equity”) prize in the “Bank of the Year” category. The bank was awarded by Executive Club.

B mBank turned out to be one of the main winners of the “Fifty Biggest Banks in Poland 2017” (in Polish:
.50 najwiekszych bankdéw w Polsce 2017”) ranking, which was organised for the 22" time by the BANK
financial monthly We took the first place in the “"Retail Banking” and “Corporate Banking” categories and
the third place in the “Efficiency of the Banks’ Operations” category. Additionally, Jarostaw Mastalerz
was distinguished for his achievements and recognised as the market innovator by the award committee.

B mFaktoring has been recognized as the best employer in the Aon Best Employers program aimed at
selecting companies that create the most engaging jobs (by examining employees' opinions in terms of
engagement, engaging leadership, high performance culture and a reliable employer brand).

B mBank's "Entrepreneur win" campaign (in Polish: “Przedsiebiorco zyskaj”) received the bronze Effie of
the "Effie Awards" in the business-to-business category. The campaign was aimed at highlighting the
brand's distinctiveness and displaying an attractive offer - mBiznes account with guaranteed invariability
of pricing conditions and moneybacks.

B mBank won the prestigious , The Best of the Best” award for the best 2017 annual report, in ,The Best
Annual Report” contest for listed companies organised by the Tax and Accounting Institute.

More information on awards and distinctions can be found on the bank’s website in the “Press Center”
section: http://media-mbank.pl/ .
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2. mBank Group’s environment
2.1. Macroeconomic environment

Development of economy and banking sector in in Poland

Key macroeconomic parameters 2017 Banking sector indicators 2017

Real GDP growth rate (forecast) 4.5% Base interest rate 1.5%
Nominal GDP per capita (EUR) 11,100%* Loan to Deposit ratio 97.7%
GDP per capita in PPS (EU-28=100) 68%* Non-performing loans ratio 6.8%
Average annual inflation rate 2.0% Total Capital Ratio (TCR) 18.6%**
Average annual unemployment rate 4.9% Return on Assets (ROA) net 0.8%
Population 38 M Return on Equity (ROE) net 7.1%

Source: Central Statistical Office (GUS), Eurostat, Polish Financial Supervision Authority.
* Data as of the end of 2016.
** Cumulative data for 9 months (as of September 30, 2017) or latest available.

Summary of changes

Compared with the turbulent 2016, the year 2017 was a much more peaceful period for the economy,
markets and global politics. From the perspective of the world economy, 2017 was the most prosperous
year since 2011, with particularly strong synchronization of economic cycles in all major economies.
In other words, all of them (except for the United Kingdom) reported considerably higher growth rates.
In some cases (e.g. industry in the euro zone), the year brought results which had been last seen at the
beginning of the century. Such positive developments were attributable to fiscal and credit stimulation in
China, returning investment demand in the euro zone, better consumer sentiment in the USA and economic
revival in the emerging markets. According to many experts, the year 2017 also proved that the short-
term impact of political factors on the economic situation is negligibly low.

The said trends were also present in Poland. Not only did 2017 turn out to be one of the best years for the
economy in the post-crisis period looking at it ex post, but it was also marked with constant upward
revisions of forecasts during the year. Each quarter surpassed the expectations formulated both a few
months before the publication and at the moment of publication. The growth structure implies that the
prosperity in 2017 can be credited to several factors. Firstly, the contribution of private consumption
increased further (from 2.3 to 2.9 percentage points), reaching the level last observed only in 2008.
Secondly, the investment sector stopped hindering the growth. Even though its contribution turned out to
be relatively small (3.2%), it was still enough to boost the economic expansion from the very beginning of
the year. Thirdly, net exports had a surprisingly high contribution, which stood at nearly zero (typically, it
is noticeably negative at this stage of the expansion and with consumption and investment growth at
current levels).
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The role of private consumption as the main driver for the economic growth should surprise no one.
The high increase in this area stems from a combination of factors: (1) record-high consumer sentiment in
2017 (for the first time in the history, the share of optimists exceeded the share of pessimists); (2)
substantial increase in household incomes stimulated primarily by higher salaries; (3) unprecedented
tightening of the labour market, with the unemployment rate hitting a new 25-year low every month
(currently, it is 1 bp lower than in the best month of 2008); (4) positive effects of the 500+ programme,
which eliminated liquidity constraints of a part of relatively poorer households.

Private consumption and household income
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The 2017 investment performance should be considered disappointing. The rebound in this sphere took
place later and was weaker than expected at the beginning of the year, and only Q3 reversed the stagnation
trend observed from Q2 2016 until mid-2017. Moreover, the Q3 increase in investment (3.3% year on
year) is almost solely attributable to local governments’ outlays. While the public investment rebound was
thus only slightly delayed (reflecting slower spending of EU funds as compared with the beginning of the
previous EU budget perspective for 2007-2010), the poor results of private investment (especially
businesses’ expenditures) raise a cause for concern for public institutions and private-sector economists.
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In the bank’s opinion, the private investment performance should be blamed on growing difficulties in
finding employees and worse investment profitability due to higher labour costs and high competitive
pressure (which decreases companies’ ability to shape prices). At the same time, the need to generate
more production capacity and carry out efficiency-increasing investment projects will demand higher
outlays - according to the data available, investment is not curbed by a lack of funds or access to external
financing.

Construction output and investment in buildings and structures
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The very good result of net exports (with the expected contribution at zero for the whole 2017) is mainly
attributable to substantial growth reported by Poland’s key trade partners. In addition, the cyclical revival
in Western Europe is accompanied by long-term external balancing trends and higher exports of services
thanks to the relocation of outsourcing and shared services centres to Poland.

The year 2017 was marked by normalization of inflation. After an abrupt increase at the turn of 2016
and 2017 (the annual inflation rate exceeded 2%), consumer prices stabilized within the acceptable
volatility range, but below the NBP’s 2.5% inflation target. The rise was at first caused by higher fuel prices,
and then, by higher food prices. The growth in the latter category stood at over 6% in the last months of
the year, marking one of the highest rates in recent years. To consumers, it was mostly visible in a two-
digit rise in the prices of butter, eggs and some other products (e.g. domestic fruit hit by unfavourable
weather conditions). However, these effects are in part only temporary. The fundamental (internal,
demand-related) price pressure did not increase much in 2017: excluding food and energy prices, inflation
stayed at a moderate level of 0.9% year on year as at the end of 2017. Relatively small growth of core
inflation is mainly connected with deflation trends prevalent in the consumer goods segment. A decrease
in prices of consumer goods has continued for many years now and can, at least in part, be explained by
global trends, that is growing popularity of e-commerce and stronger competition. Prices of services, which
are especially sensitive to salary increases, may be going up at a steady pace, but their overall contribution
to inflation is minimal.

CPI inflation and NBP reference rate

3% -

P e S
0% i P—\/A~’ :.

- e ,—--- -

1% -
0%
-1%
-2%
2014 2015 2016 2017 2018
Repo rate = = = Repo rate forecast CPI inflation

= == = CPI forecast Core inflation = == == Core CPI forecast

29



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

With GDP gaining momentum and stable inflation, the Monetary Policy Council remained dovish and, at the
same time, optimistic in its assessments of the economic situation in Poland. Dismissing the possibility of
inflation growth, the Council systematically postponed the first interest rate increase in Poland in its
announcements. Eventually, interest rates remained unchanged in 2017, and the last announcements imply
that the monetary tightening will start only at the beginning of 2019. The Council’s decisions in 2017 were
limited to technical changes in the mandatory reserve system, which aimed at matching the mandatory
reserve rates on long-term deposits of domestic and foreign banks and decreasing the mandatory reserve
interest to the level of the deposit rate.

Last year was marked by the strengthening of the zloty. The appreciation against the euro amounted to
ca. PLN 0.25 (from PLN 4.40 to PLN 4.16), against the Swiss franc to over PLN 0.50 (from PLN 4.10 to
PLN 3.55) and against the American dollar to nearly PLN 0.70 (from PLN 4.10 to PLN 3.40 at the end of the
year). The changes in USDPLN and CHFPLN derive, to a large extent, from the euro strengthening in basket
terms in 2017, whereas the appreciation of the zloty against the euro is discussed below in detail. It can
be attributed to the improvement in prospects for the Polish economy (the investor sentiment for Polish
assets went up alongside the revisions of GDP growth forecasts), inflows of portfolio capital into the
emerging markets as well as very good fiscal and domestic risk indicators (stabilization of the political
situation and falling risk premium). Occasional increases in EURPLN (i.e. occasional depreciations of the
zloty against the euro) can be blamed on the dovish rhetoric of the Monetary Policy Council, geopolitical
tensions in the Korean Peninsula and temporary escalation of political risk in Poland in July 2017. However,
the general trend remained positive. The zloty’s overall strengthening in relation to the currency basket
was substantial and will affect the inflation prospects for the coming quarters. To some extent, the
PLN strengthening proved to be a substitute of active monetary tightening on the part of the Monetary

Policy Council.
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Lower domestic political risk was also visible in the Treasury securities market, mostly in the segment of
long-term bonds (over 7 years). Yields dropped from 3.80% at the beginning of the year to 3.25%,
approaching the level of 3.10% in some periods (in June and September 2017). Yields on short-end bonds
did not report such a considerable drop: for 2-year Treasury securities, it was only ca. 30 bps, but remained
virtually unchanged throughout 2017. Consequently, the yield curve stopped flattening in mid-2017, giving
place to a slight steepening trend. The interbank market rates were stable in 2017.
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Bond yields in Poland
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Banking sector

The year 2017 was marked by an acceleration in credit volumes. The growth rate of loans to households
net of strong FX effects increased from 3.9% year on year in December 2016 to 4.7% year on year in
December 2017. The hike in lending to households was, in particular, attributable to housing loans -
according to data from AMRON, their production at the level of approximately PLN 45 billion was the highest
since 2011. In 2017, the growth rate of consumer loans and other categories of non-mortgage loans was
similar to that recorded in 2016 (5.5% year on year). In the bank’s opinion, such a structure of the retail
segment credit revival resulted from the improved situation on the labour market and better public
sentiment, which strengthened the tendency to make larger purchases and decreased the demand for non-
housing loans due to a larger amount of own funds. In the case of corporate loans, the rebound was
significant — their growth rate went up from 3.9% to 7.5% year on year, the main driver being the category
of current loans (the dynamics of investment loans remained at ca. 10%). The growth in enterprises’
demand for loans was attributable to two factors, i.e. faster economic growth and the year-end revival in
investments as well as a deterioration in some companies’ liquidity and own funds, which stimulated the
demand for current loans, revolving loans and liquidity loans.

Poland: Corporate loans and deposits
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At the same time, worse liquidity of the enterprises sector (also noticeable in the data on non-financial
enterprises’ finances published by the Central Statistical Office), which was connected both with a dynamic
increase in salaries and the effects of the tightening of the tax system, contributed to lower dynamics of
corporate deposits. Their slower growth (3.7% in 2017 against 7.2% year on year in 2016) was also
a consequence of the strengthening of the zloty, which reduced the value of exporters’ profits in the zloty.
The growth rate of retail deposits was also dropping systematically in 2017 - at the end of the year, it
amounted to 4.8% year on year, which is significantly below the level of 9.4% year on year reported in
December 2016. The slowdown in household deposits is, in the bank’s opinion, the mirror image of the
increase in consumption, accompanied by a lower nominal growth rate of total nominal household incomes
(the direct influence of the Family 500+ benefit programme is on the wane). Also, it was triggered by the
fact that households are looking for alternative forms of capital investment.

Poland: Household loans and deposits
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Development of economy and banking sector in the Czech Republic

Key macroeconomic parameters m Banking sector indicators 2017

Real GDP growth rate (forecast) 4.3% Base interest rate 0.50%
Nominal GDP per capita (EUR) 16,700* Loan to Deposit ratio 74.0%
GDP per capita in PPS (EU-28=100) 88%* Non-performing loans ratio 4.0%

Average annual inflation rate 2.4% Total Capital Ratio (TCR) 18.5%%*
Unemployment rate 3.0% Return on Assets (ROA) 1.2%*
Population 10.6 M Return on Equity (ROE) 14.7%*

Source: Eurostat, Ceské nérodni banka (CNB).
* Cumulative data for 9 months (as of September 30, 2017) or latest available.

GDP, inflation, interest and FX rates

The economic growth in the Czech Republic is estimated to have accelerated to 4.3% in 2017 from 2.6%
a year earlier driven mainly by a strong increase in consumption and a positive contribution of public
and private investment. Due to the strong commercial links to the euro zone and its export-oriented nature,
the Czech economy has been profiting from the ongoing revival in the global economy. A tightening labour
market (the Czech Republic has the lowest unemployment rate in whole EU) and considerable growth in
salaries bode well for private consumption. The Czech GDP is expected to grow by an average of 3% in
2018-2019, which will still be above the potential GDP growth rate.
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The dynamic increase in salaries and relatively fast economic growth (compared with the potential GDP
growth rate) keep inflation high. The average annual inflation rate stood at 2.4% in 2017 with even higher
core inflation measures. In view of the mounting risk of the inflation target being exceeded permanently in
the medium term, the Czech National Bank (CNB) decided to start monetary policy normalisation in 2017.
On April 6, 2017, the Czech National Bank withdrew its earlier commitment to sell any amount of korunas
to prevent the currency from appreciation. On August 3, 2017, the central bank raised the reference rate
by 20 basis points starting a cycle of modest rate hikes. The bank increased the rates once again on
November 2, 2017 following further positive surprises in macro-economic data. Consequently, CNB's
reference rate stood at 0.5% at the year-end. As the external environment of the Czech economy was in
equilibrium, the start of monetary policy normalisation did not cause rapid appreciation of the koruna.

Banking sector

The favourable developments recorded in the Czech financial sector in past years continued into 2017.
Good economic conditions were reflected in growth of the assets of the banking sector, which managed to
maintain high profitability and strong capital position. For most of 2017, Czech banks faced a prolonged
pressure on core income stemming from low interest rate environment, but the long-lasting decline in
interest margins halted in the final quarter of the year. At the same time, exceptionally low risk costs were
recorded thanks to a decrease of default rate. Funding and liquidity profiles continued to be solid with the
sector’s loan-to-deposit ratio of 74.0%. Asset quality remained very resilient as demonstrated by a further
decrease of NPL ratio to 4.0% at the end of 2017 from 4.8% observed a year earlier. Better risk indicators
in the Czech Republic compared to other countries in the CEE region reflect the country’s relatively strong
industrial base and limited foreign-currency lending (predominantly to corporate customers and almost
non-existent in retail segment). The situation was also supported by the sales of impaired receivables
concluded by some banks and rapid growth in the stock of loans.

The Czech Republic: Household Loans and Deposits
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The growth in total retail lending was predominantly driven by mortgage loans, which expanded by 9.7%
in 2017, while the volume of consumer and other loans showed a slower increase of 3.9% during the same
period. The share of non-performing loans in the total volume of loans to households was 2.5% in December
2017, declining from 3.2% at the end of 2016. The annual growth pace of household deposits decelerated
slightly in the second half of 2017 and reached 7.3% in December. However, the maturity structure of
deposit base has been evolving significantly over the last four years, with demand deposits rising at double-
digit rate and term deposits falling on average by 5% annually.
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The Czech Republic: Corporate Loans and Deposits
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After subdued growth in corporate loan volume in 2014, the year-on-year dynamics accelerated visibly
during 2015 and stabilized at a moderate pace of around 6% in 2016. Expansion of the outstanding portfolio
slowed down slightly in the second half of 2017 and reached 4.8% in December. The share of non-
performing loans in the total volume of loans to non-financial corporations has been constantly declining
since 2011 and amounted to 4.2% at the end of 2017, compared to 5.2% a year earlier. Corporate deposits
decelerated visibly in 2016, while dynamics rebounded to high single-digit levels in 2017.

Development of economy and banking sector in Slovakia

Key macroeconomic parameters 2017 Banking sector indicators 2017

Real GDP growth rate (forecast) 3.3% Base interest rate 0.00%
Nominal GDP per capita (EUR) 14,900%* Loan to Deposit ratio 103.8%
GDP per capita in PPS (EU-28=100) 77%* Non-performing loans ratio 3.2%
Average annual inflation rate 1.4% Total Capital Ratio (TCR) 18.8%%*
Unemployment rate 8.2% Return on Assets (ROA) 0.8%
Population 54 M Return on Equity (ROE) 7.7%

Source: Eurostat, Narodnd banka Slovenska (NBS).
* Cumulative data for 9 months (as of September 30, 2017) or latest available.

GDP, inflation, interest and FX rates

The Slovak economy continues to grow steadily. After a 3.3% increase in GDP in 2016, the country’s
economy is estimated to have grown by another 3.3% in 2017 thanks to stronger private consumption and
a higher net contribution of exports. Even though the increase in private investment is unlikely to have
fully offset the considerable decrease in public investment in 2017 related to the spending cycle of EU
funds, solid growth in total investment is expected in 2018 and 2019 thanks to considerable investment in
the car industry and higher spending on big infrastructure projects. Private consumption was on an upward

trajectory throughout 2016 and 2017 profiting from an improving labour market, modest inflation and the
resulting growth in real wages.

As a eurozone member, the country has main interest rate set by the European Central Bank (ECB).
The reference rate did not change in 2017.

The inflation rate stood at 2.0% in December 2017, up from 0.2% at the end of 2016. The reading was
inflated by some components of the core part of the inflation basket. The average annual inflation rate was
1.4% in 2017, which represents an increase of 1.9 percentage points on the previous year.
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The unemployment rate has been falling gradually since 2014 thanks to a growing economy and creation
of new jobs. The seasonally adjusted unemployment rate stood at 8.2% in December 2017 and decreased

by 1.5 percentage points year on year.

Banking sector

Slovak banks have operated in a relatively strong economic environment, but their profitability net of
extraordinary income (in particular the sale of holdings in Visa in June 2016) fell slightly in the last two
years. Continuing interest margin compression was moderated by the increasing credit growth and
declining loan impairment losses. The modest drop in return on equity resulted predominantly from the
strengthening of banks’ capitalisation through earnings retention. With strong lending growth, the overall
loan-to-deposit ratio has been gradually increasing and exceeded 100% in 2017. However, the Slovak
banking sector’s capital adequacy has remained among the highest in the CEE region, along with the Czech
Republic. The overall improvement of the NPL ratio was mainly the result of the dynamic expansion in retail
loans and small decline in the stock of non-performing loans. The NPL ratio for Slovakia is the lowest in the
CEE region at 3.2% at the end of December 2017, dropping from 3.8% a year earlier.

Slovakia: Household Loans and Deposits
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Further growth in employment and wages, accompanied by low interest rates, have remained important
preconditions for the increase in consumer demand for loans in Slovakia. Retail lending has continued to
rise rapidly over the recent years, mainly due to housing loan acceleration, with the year-on-year growth
pace exceeding 12% in 2017. Also, non-mortgage portfolio has expanded at a fast, albeit lessening, pace.
The share of non-performing loans in the total volume of loans to households declined to 3.2% in December
2017 from 3.7% at the end of 2016. Development of retail deposits showed clearly upward trend from Q1
2014, with the annual dynamics oscilating around 8-9% in 2016. Client inflows decelerated in 2017 and
the annual growth pace declined to below 5% in December. Since the mid-2013 the structure of household
deposit base have been changing. The volume of term deposits has been decreasing over the past quarters,
what is more than compensated by strong inflows of retail demand deposits, which expanded by more than

11% in 2017.
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Slovakia: Corporate Loans and Deposits
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The corporate credit market is in the expansionary phase of its cycle, with the average annual growth rate
remaining at around 7-8% in 2017. This increase has been broad-based across virtually all loan categories,
including purpose, maturity, economic sector and borrower size. The share of non-performing loans in the
total volume of loans to non-financial corporations decreased to 5.0% at the end of 2017 from 6.3% in
2016. After acceleration of corporate deposits at the end of 2015, the year-on-year dynamics visibly slowed

down in 2016 and finally were negative in the last month of the year. In the second half of 2017, the annual
growth rebounded to high single-digit figures.
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2.2, Regulatory environment

Amendments to legal acts affecting banks in Poland and changes in recommendations of the
Polish Financial Supervision Authority (PFSA)

Amendments to legal acts affecting banks in Poland and changes in recommendations of the Polish Financial
Supervision Authority (PFSA) are presented in the table below:

Influence on the main
areas of the bank

Legal act/
Recommendation

Date of entry into force
and summary of new challenges

YES - the regulation impacts on
a given area

NO - the regulation does not
impact on a given area, or
impacts on a given area to a
very limited extent

basis for determining contributions to the bank .
guarantee fund and the resolution fund, and Capital base  YES }
inclusion of the risk profile of particular
institutions in the calculation of individual IT & HR YES }
contributions, as well as procedures applied to . .
Act on the Bank O make a part of contribution in the form of Financial
Guarantee Fund, S payment commitments. result YES }
Deposit Guarantee Y (excluding
Scheme and ~ In line with the provisions of the Act, in 2017 IT/HR costs)
Forced ? banks worked on the preparation of recovery Clients and YES }
Restructuring, @ plans approved by the PFSA, and provided the offer
and o BFG with certain information on the basis of which
accompanying 'O the BFG drew up resolution plans for them, taking
regulations O account of minimum requirements for own funds
and eligible liabilities (MREL), stipulated in line
with the methodology published by the BFG.
Under the Act and accompanying regulations,
banks are working on the implementation of the
requirements concerning the provision of specific
data and information to the BFG, used in the
process of forced restructuring, thus significantly
expanding the reporting requirements applicable
hitherto.
Regulation of the
Minister of .
Development and Capital base ~ NO }
Finance of 6 The Regulation governs the risk management
March 2017 on system, remuneration policy, the internal control NO
the Risk N system and internal capital adequacy IT & HB
b . - Financial
Management © assessment. The Regulation defines the rules for It
System, Internal N determination of fixed and variable components :esn: di NO }
Control System, 5‘ of remuneration of risk takers. Other important 1:')/(;: c'::ts)
Remuneration = provisions of the Regulation refer to the obligation Clients and }
Policy as well as imposed on banks to implement comprehensive offer NO

Detailed Method
for Banks’
Internal Capital
Assessment

In 2017 banks for the first time paid contributions
to the BFG in line with the rules introduced by the
Act and accompanying regulations. The main
amendments referred to the modification of the

violation reporting systems.
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Act on Trading in
Financial
Instruments and
Certain Other Acts

Act on Mortgage
Credit and
Supervision of
Mortgage Credit
Intermediaries
and Agents

Regulation of the
Minister of
Development and
Finance of 25 May
2017 on the
Higher Risk
Weight for
Exposures
Secured by
Mortgage on Real
Property

May 2017

July 2017

December 2, 2017

As a result of the implementation of the Market
Abuse Directive (MAD) and in connection with the
Market Abuse Regulation (MAR), the
Amendments to the Act on Trading in Financial
Instruments and Certain Other Acts entered into
force in May 2017. They refer to the procedures
of detecting and preventing the use of confidential
information and anonymous reporting of
violations of the law, procedures and ethical
standards in investment firms, as well as
sanctions imposed by the PFSA. Another purpose
of the Amendments was to adjust the regulations
applicable hitherto to MAR. Another amendment,
which came into force in April 2017, replaces the
notions of the stock exchange market and the
OTC with the single term “regulated market” and
stipulates the rules of obtaining the permit for
carrying out the activity on the regulated market
and participating in the market.

The Act regulates in detail the issues concerning
the conclusion of mortgage loan agreements, i.e.
granting such a loan only in the currency in which
the client receives most of his/her income,
limiting the entities authorised to grant mortgage
loans only to those supervised by the PSFA (ban
on loan companies) and the obligation to provide
the borrower with detailed information prior to
conclusion of the agreement, as well as the
possibility of earlier loan settlement by the client
during the agreement term and solutions for debt
restructuring in justified cases.

The regulation assigns the risk weight of 150% to
exposures secured by mortgage on residential
real property for which the amount of the principal
and/or interest instalment depends on
fluctuations of the exchange rate of a currency or
currencies other than the currencies of the
debtor’s income, and the risk weight of 100% to
exposures secured with mortgage on office
premises or other types of commercial real
property located on the territory of the Republic
of Poland. On September 19, 2017, the PFSA
announced that it is necessary to apply the
indicated risk weights to the entire exposure, and
not only to the fully secured part.

Capital base

IT & HR
Financial
result
(excluding
IT/HR costs)

Clients and
offer

Capital base

IT & HR
Financial
result
(excluding
IT/HR costs)
Clients and
offer

Capital base

IT & HR
Financial
result
(excluding
IT/HR costs)
Clients and
offer

=2
(@)

5
D 4 4 4 4

=<
m
n

=2
©]

NO

NO

NO

YES

D 4 4 4 4

YES }

NO

NO

NO

b
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Starting from 2018, the banks applying IFRS will
be obliged to apply new rules for classifying,
recognizing and evaluating financial instruments,
among others, loans granted to clients. Apart
from methodological and system changes, * Capitalbase YES
adjusting banks to the IFRS 9 requirements has a
tangible impact on the capital and financial results
due to the manner in which particular items of
balance sheet are priced. In line with Regulation

(EU) 2017/2395 of the European Parliament and result YES }

= IT&HR YES
= Financial

of the Council of 12 December 2017 amending (excluding
) IT/HR costs)

Regulation (EU) No 575/2013 as regards cli

. - . . ients and NO
transitional arrangements for mitigating the offer
impact of the introduction of IFRS 9 on own funds
and for the large exposures treatment of certain
public sector exposures denominated in the
domestic currency of any Member State, banks,
upon agreeing it with the regulator, will have five
years (starting from 2018) to include expected
credit loss provisions arising from IFRS 9 in

January 2018

equity.
= Capital base YES }
Regulation of the ©
I\Dlllnlslter of " g The Regulation introduces the system risk buffer . 11t & HR NO }
evelopment an N at the level of 3% of the total exposure amount . Financial
Finance of 1 = with respect to exposures located on the territory result
September 2017 Q  of the Republic of Poland. The requirement applies  (excluding NO
;'_1 ::(h; Sf\f(stem S both at a stand-alone and consolidated level. IT/HR costs)
isk Buffer :
= Clients and NO }
offer
Following the publication of the Regulation of the
Minister of Development and Finance on the
system risk buffer, the Polish Financial
Supervision Authority defined minimal capital = Capital base YES
ratios for banks in 2018. They include: capital
3 requirement arising from CRR (6% for Tier I and
Q 8% for TCR), additional capital requirement * IT & HBI NO
: _ arising from the mortgage loans portfolio and * Financia
ﬁg}f‘g:‘:ﬂ:{nﬁgf ™ combined buffer requirement, being the total of result NO
capital ratios 2 the capital conservation buffer (1.875% in 2018 (excluding
P 8 and 2.5 % from 2019), a countercyclical capital g_/"'R C°Stsd)
¢ buffer (0% in 2018), an O-SII buffer (individual " f'fe“ts an NO
2 for particular banks, its values were revised and otrer

published by the PFSA after the meeting on
December 19, 2017) and a systemic risk buffer
(3%), which replaced the capital requirements
recommended so far by the PFSA, which were
higher than those arising from CRR.
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Dividend Policy

Recommendation
H

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 (GDPR)

Regulatory reform
of interest rate
indices

2018

January 2018

May 2018

2018

The PFSA’s standpoint of November 24, 2017, on
the dividend policy of commercial banks in 2018
addresses in particular the criteria for the
payment of dividend by banks with a significant
exposure to FX loans. Apart from the criteria
applied so far: lack of recovery plan activation,
positive result of supervisory review and
evaluation process (BION score), adequate level
of financial leverage and fulfiiment of relevant
capital requirements, banks will be obliged to
observe an individual “stress-test add-on” and
adjust the dividend rate for the indicators arising
from the scale of exposure to FX housing loans.

Recommendation H published by the PFSA in April
2017 addresses the issue of good practices
concerning the internal control system. Pursuant
to the recommendation, the internal control
system, separated from the risk management
system, has to be based on three lines of defence.
In addition, the recommendation introduces the
concept of control function and puts greater
emphasis on the role of internal audit and the
compliance unit in banks’ operations.

The Regulation applies to all organisations
processing personal data and pursuing operations
on the territory of the European Union. The
Regulation standardizes the rules of personal data
protection between countries, introduces severe
penalties and sanctions for the violation of the
rules and establishes responsibility for the
security of personal data processing. The
obligation to inform clients in an intelligible and
clearly legible manner about their rights and to
acquire their consent to personal data processing
impacts the possibility of using these data in the
business practice. One of the examples for the
implementation of the regulation is the
appointment of the Data Protection Inspector
responsible, among others, for processing of
sensitive data; the Inspector reports directly to
the top management in the organisation.

In line with Regulation (EU) 2016/1011, since
January 1, 2018, new rules of fixing,
documentation and control of reference rates
have been applied on the market. The adjustment
to the reform in the long term has resulted,
among others, in the takeover by GPW
Benchmark of the reference rate fixing obligation
in Poland from ACI (the Financial Markets
Association). From February 1, 2018, GPW
Benchmark, banks being fixing participants and
reference rate users will be obliged to follow the
principles of the New Reference Rate
Documentation.

Capital base
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Financial
result
(excluding
IT/HR costs)
Clients and
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Capital base

IT & HR
Financial
result
(excluding
IT/HR costs)
Clients and
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Financial
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IT/HR costs)
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= Capital base NO

IT/HR costs)
= Clients and YES
offer

about concluded transactions.

@ At the beginning of 2018, the regulations of the }
© ESMA on the transparency requirements applied

N to trading venues and investment firms came into * IT & HR YES }
2 force. Their aim is to offer clients products that * Financial

8 are better adjusted to their risk profile and result NO

g provide them with a wide range of information (excluding

) )

Impact of the appreciation of the Swiss franc on the position of borrowers, the banking
sector, and mBank

Proposal of the Polish Bank Association

Several days after the Swiss franc’s abrupt surge in mid-January 2015 the Polish Banks Association (ZBP)
proposed solutions to help CHF borrowers repay inflated credit instalments.

The package of solutions, the so-called “Six-pack”, was implemented by banks and includes:

taking into account the negative CHF LIBOR,

narrowing the currency spread,

|

|

B extending the repayment period at the client’s request,

B resignation of new collateral or loan insurance from the borrowers who repay their instalments on time,
|

option to convert the loan using the fixing rate of the National Bank of Poland (NBP), and
B introducing more flexible rules for restructuring mortgage loans applicable to clients.

In May 2015, ZBP followed up with new measures. Banks declared financial and organisational involvement
in the introduction of additional support for clients who took out housing loans, especially loans in foreign
currencies. These measures include:

B extending the applicability period of the first ZBP package by the end of 2015 with an option to extend
the applicability of certain solutions even further,

setting up internal stabilization funds dedicated solely to CHF borrowers,

allocating PLN 125 million from banks’ own resources to the Mortgage Loans Restructuring Support
Fund, whose creation by way of an act is requested by the banks declaring financial support,

B making it possible for the borrowers who took out mortgage loans in foreign currencies to meet their
own housing needs to transfer mortgage collateral in order to facilitate the sale or exchange of flats.

The subsidies from internal stabilization funds would be granted if the exchange rate of the Swiss franc
exceeded a pre-defined threshold. This solution would be available to the borrowers who are ready to
undertake to convert their loans at a specified exchange rate and meet specific income criteria. The support
would be addressed to the borrowers whose income at the time of requesting for an amending annex is
below the average monthly income in the national economy and whose flat or house is not bigger than 75
or 100 square metres respectively. Another condition is regular repayment. According to the declaration
signed by banks, the subsidies would be granted when the CHF exchange rate exceeded PLN 5, yet the
amount of the subsidy cannot be higher than PLN 0.33 per 1 CHF. According to ZBP’s estimations, in 10
years the amount of subsidies paid by banks from the stabilization funds would reach approximately
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PLN 3.5 billion. Certain aspects of ZBP’s proposal were later incorporated into the Presidential Bill on the
Borrowers Support Fund.

The Mortgage Loan Restructuring Support Fund has been in operation since February 19, 2016. It aims at
helping mortgage borrowers, regardless of the loan currency, who found themselves in financial straits due
to an adverse event such as unemployment or illness. The support would account for up to 100% of the
principal and interest instalment over 12 months, but would not be higher than PLN 1,500 monthly.
Except for special cases, the support would be reimbursable. The fund is financed by banks (initial value of
PLN 600 million) proportionally to the volumes of their portfolios of mortgage loans to households, for which
the delay in repayment exceeds 90 days. mBank’s contribution to the Fund in 2015 amounted to
PLN 52.1 million.

Presidential bill on Refunding Certain Amounts due under Loan and Credit Agreements

On August 2, 2016, the Chancellery of the President published the presidential bill on refunding certain
amounts due under loan and credit agreements. The act covers agreements concluded from July 1, 2000
to August 26, 2011, when the so-called Anti-Spread Act came into force, and provides for reimbursement
of the currency spreads charged in this period, i.e. the difference between the reference rate (NBP buy/sell
rate plus 0.5%) and the exchange rate adopted by the bank at the time of disbursement and repayment
of the loan, plus 50% of statutory interest. The act applies to loans of up to PLN 350,000 per person and is
addressed to individuals and entrepreneurs who did not apply depreciation charges and did not deduct
interest from tax. The funds to be reimbursed will be deducted from the outstanding loan principal, and in
the case of already repaid loans, the amount will be returned in cash. The act adopted a heterogeneous
approach to denominated and indexed loans by using different reference exchange rates for the two types
of loans. The Chancellery of the President estimated the cost for the banking sector at PLN 3.6-4 billion.

Moreover, it was announced that an additional capital requirement for FX mortgage loans would be imposed
on banks to encourage them to voluntarily convert these loans into PLN. The requirement is supposed to
be much higher than 150% (currently it is 100%) and it will increase gradually so that loans are converted
over time. Should banks refuse to voluntarily convert the loans, legislative and court measures will be
taken.

On September 1, 2016, NBP published its remarks about the bill. They referred, among others, to the
provision on the level of the limit adopted, the fact that the act would cover repaid loans and entrepreneurs,
and the name of the act. NBP also said that the implementation of the new law would cost banks more
than the sponsors of the bill estimated - according to the initial estimates of NBP, the costs may be twice
as high. NBP expressed its doubts about the fact that the amount of the spread refund would be calculated
in a foreign currency instead of PLN as this would create an unjustified benefit for the borrowers, and
consequently, inflate the costs to be borne by banks. In the opinion of NBP, there are no reasonable grounds
for calculating (50% of) statutory interest on the spread refund. Another issue that NBP was concerned
about was the method of setting the “reference” rate (any excess over this rate has to be refunded by
banks to their clients) for indexed loans at the level of the NBP sell rate adjusted by 0.5%, whereas for
denominated loans the reference rate is the NBP buy rate adjusted by 0.5%. According to NBP, in order to
ensure equal treatment of borrowers who took out denominated and indexed loans, the legislator should
consider replacing the NBP sell rate (adjusted by 0.5%) with the buy rate (adjusted by 0.5%) in the formula
proposed in the bill.

According to PSFA, the costs of the spread refund to be borne by banks would total PLN 9.3 billion, whereas
the Polish Banks Association (ZBP) estimated that the cost of implementing the act in the proposed form
would stand at PLN 7.7-14 billion depending on the level of spreads applied.

On October 20, 2016, the Sejm (lower chamber of the Polish parliament) discussed the bill for the first
time. The Sejm decided to refer the presidential bill to the public finance committee.

Recommendations of the Financial Stability Committee of January 13, 2017

On January 13, 2017, the Financial Stability Committee (KSF) composed of the representatives of the
National Bank of Poland (NBP), the Polish Financial Supervision Authority (PFSA), the Ministry of Finance
and the Bank Guarantee Fund (BFG), issued a resolution on the recommendation regarding the
restructuring of the FX housing loans portfolio. The Committee is of the opinion that the portfolio of FX
loans does not generate any significant risk to the stability of the financial system in economic terms.
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The situation of the vast majority of households which took out FX loans is good, and their resilience to
further exchange rate shocks is high. This stems from higher initial income buffers, the high increase in
nominal wages that took place since loan origination, and low level of interest rates in foreign currencies.
According to KSF, any potential invasive legal solutions that would lead to general conversion of FX housing
loans, regardless of their form, are inadequate. Hence, the portfolio of FX housing loans generates
a systemic risk in the context of potential consequences of the invasive legal solutions advocated in the
public debate. PSFA recommended that the Minister of Finance, PSFA and BFG take actions aimed at
encouraging the banking system to convert exposures in foreign currencies into the Polish zloty.

Recommendations for the Minister of Finance:

Increasing the risk weight for FX loans immediately, from current 100% to 150%.
Increasing the minimum LGD (Loss Given Default) for FX mortgage loans.

Introducing changes in the Borrowers Support Fund to increase the use of the fund. The resources
could be used to support voluntary restructuring.

Neutralising the excessive tax burden arising from the restructuring of CHF loans.

Introducing a systemic risk buffer at the level of 3% applicable to all exposures (within the existing
capital buffers).

Recommendations for PSFA:
B Updating the supervisory review and evaluation process (Polish: BION) methodology and expanding it
with rules, which will make it possible to assign an appropriate capital add-on to relevant risk factors.

B Supplementing the additional capital requirements applied currently in the 2nd pillar, which are related
to operational risk, market risk and risk of cross default

B Issuing a set of good practices for the restructuring of FX loans, stipulating:
B that it is necessary to identify all risk and cost types

B that excessive concentration of FX housing loans and the risk related to these loans may lead
to the conclusion that there is no guarantee of safe and stable management of the bank

B that, as far as the stability of the sector is concerned, it is justified to actively restructure the
portfolio of FX loans by means of individual agreements with borrowers

B that the restructuring process should be conducted in an organised way so that it does not
threaten the appropriate levels of regulatory capital

that banks are obliged to draw up plans for the restructuring process

effective incentives to restructuring for banks and borrowers, making it possible to waive any
future claims in exchange for more favourable conditions of restructuring

desirable practices accompanying the restructuring process

and taking into account the opinion of the European Central Bank regarding bills on FX housing
loans

Recommendations for BFG:

B Taking account of the risk arising from FX housing loans in the method of calculating contributions
to the banks’ guarantee fund.

Presidential Bill on Amending the Act on Assistance to Home Borrowers in a Difficult Financial Situation

Owing to insignificant utilization of the Borrower Support Fund, on August 2, 2017, the Chancellery of the
President presented a bill aiming to modify the mechanism of providing financial support to borrowers who
took out a housing loan heavily burdening their household budget, and to introduce a new instrument
supporting voluntary restructuring of loans in foreign currencies.

The draft act provides for setting up two special funds within the Borrower Support Fund: Supporting
and Restructuring Fund. The Supporting Fund would take over the current functions of the Borrower
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Support Fund, and the Restructuring Fund would support a voluntary conversion of housing loans in foreign
currencies.

The bill also includes the proposals for increasing the limit of subsidies from the Supporting Fund up to
PLN 2,000, decreasing the DtI ratio from 60% to 50% and increasing the income threshold up to which the
borrower is entitled to support. Contributions to the Bank Guarantee Fund made by banks with FX housing
loans portfolios would total up to 1% of the value of the portfolio of loans with overdue above 90 days.

The maximum contributions of banks to the new Restructuring Fund were defined at 2% of exposures to
mortgage loans in foreign currencies p.a. Banks would have six months to propose their clients loan
conversion, and contributions made by banks to the fund would cover the loss in the balance sheet value
of the loan before and after the voluntary restructuring. The funds that have not been used would be
provided to other banks proportionally to their contributions. The value of contributions would be defined
by the Financial Stability Committee, and the Polish Financial Supervision Authority may issue
a recommendation stipulating the order in which particular housing loans would be subject to restructuring.

On October 13, 2017, the Sejm discussed the bill for the first time.

mBank Group’s portfolio of FX mortgage loans

In response to market demand, based on funding provided by its parent entity in the form of medium-term
and long-term loans, mBank offered mortgage loans in foreign currencies, mainly the Swiss franc (CHF),
to its retail clients in 2003-2011. The volume of these loans grew the fastest in 2008-2009; their sales
started going down gradually as of 2010; finally, the sale of CHF loans was discontinued in August 2011.
Consequently, the CHF mortgage loan portfolio has been falling steadily, by ca. CHF 350 million p.a., with
a part of this amount being repaid in the form of early payments. At the end of 2017, the value of the
portfolio of CHF mortgage loans granted to individual clients stood at CHF 4.2 billion (PLN 14.9 billion).
The mortgage loan portfolio of mBank Group stands out as the best-quality credit product of the bank.
The non-performing loans ratio (NPL) totalled 3.3% at the end of 2017, while for the entire sector it stood
at 6.8%.

44



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

2.3. Market environment

mBank Group operates in a changing market environment. Currently, the following factors impact the
operations of the banking sector in Poland:

B A low interest rate environment - interest rates in Poland are at historically low levels - the NBP
reference rate stood at 1.5% and WIBOR 3M reached 1.72% at the end of 2017. The low interest rate
environment depresses generation of net interest income.

B Limited interchange rates, i.e. commissions paid to the bank by the settlement agent for every non-
cash transaction made with a payment card issued by the bank, to the level of 0.2% for debit cards
and 0.3% for credit cards (from the end of January 2015). It restricts the generation of net fee
and commission income.

B The introduction of a new tax on certain financial institutions (so called ,bank tax”) in February 2016 in
the amount of 0.44% of assets annually. 2017 was the first year when banks paid tax for 12 months.

B Stricter regulatory requirements, putting pressure on capital, costs as well as operations.

B Proposals to convert the mortgage FX loans, mainly CHF loans, to PLN, and currently ongoing work on
the President’s bill changing the act on the support of troubled borrowers who have taken out a mortgage
loan. It assumes the creation of two funds, of which one would support the voluntary conversion of
mortgage loans in foreign currency (for more information see chapter 2.2. Regulatory environment).

B Consolidation of the banking sector - banks with insufficient scale give way to bigger and stronger
entities. Consequently, the share of five largest institutions in total banking assets in Poland grew from
43.9% in 2010 to 47.8% at the end of 2017 (according to PFSA).

B Challenges related to the management and storage of personal data and deposits security in the Internet
- so-called cyber risk.

B Spreading technological solutions and demographic processes change clients’ behaviour. Customers
increasingly prefer to bank outside of the branches as their main contact center with banks.

B Declining trust in the banking sector as a result of the ongoing debate in relation to the FX mortgage
loans, started on 2015.

B Non-financial sector players (FinTechs) are gradually entering traditional banking territories and offer
innovative financial solutions. Additionally, the PSD2 Directive (Payment Services Directive 2) as of
November 2015 will abolish banks” monopoly in the market for payment services (Poland will implement
the EU law in Q1 2018).
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mBank Group’s market position of segments
At the end of 2017, mBank was among the largest Polish banks across all relevant market segments.

Most of the Group subsidiaries also rank high in their respective financial services market segments.
The table below presents the market share and the position of mBank and of selected subsidiaries at the
end of 2017 compared to 2016 and 2015:

Business category Marill(1e; (';:;ition Market share
2015 2016 2017
Corporate Banking
Corporate loans 6.3% 6.1% 6.4%
Corporate deposits 9.8% 10.1% 6.9%
Leasing 4 7.6% 6.9% 7.4%
Factoring 8 7.8% 7.3% 7.4%
Retail Banking in Poland
Total loans 6.5% 6.5% 6.3%
of which mortgage loans 7.7% 7.5% 6.9%
Non-mortgage loans 4.7% 5.0% 5.4%
Deposits 5.7% 6.1% 5.9%
Retail Banking in the Czech Republic
Total loans 1.4% 1.4% 1.4%
Of which mortgage loans 1.8% 1.8% 1.7%
Non-mortgage loans 0.6% 0.7% 0.8%
Deposits 1.4% 1.6% 1.6%
Retail Banking in Slovakia
Total loans 0.8% 0.7% 0.6%
Of which mortgage loans 1.0% 0.8% 0.6%
Non-mortgage loans 0.4% 0.4% 0.6%
Deposits 1.4% 1.6% 1.7%
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Investment Banking

Financial markets

Treasury bills and bonds 12.8% 16.2% 14,8%

IRS/FRA 15.4% 11.5% 12,5%
Non-Treasury securities (the value of debt)

Short-term debt securities 3 6.8% 9.8% 7.4%

Corporate bonds 3 12.4% 11.5% 12.9%

Bank debt securities** 1 36.4% 34.6% 31.2%
Brokerage

Equities trading 6 5.0% 4.4% 5.3%

Futures 3 16.1% 12.3% 11.9%

Options 4 12.8% 9.7% 12.8%

Source: Own calculations based on data from mBank, NBP, WSE, CNB, NBS, Fitch Polska, Polish Factors Association, Polish Leasing

Association, press reports.
* Where determinable.
** Excluding “road bonds” issued by Bank Gospodarstwa Krajowego (BGK).
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mBank Group with reference to the Polish banking sector performance in 2017

Net Interest Margin (NIM)* Cost/Income ratio (incl. banking tax)

2.38% 2.44%

-_l my‘. 3% -56-4%
mBank Sector Sector

Return on Assets (RoA) Return on Equity (RoE)

8.3%

1%
mo.%% -0.78% _ M
Sector Sector
Loan to Deposit ratio Costs to Assets

92.3% 97.7% 2.06%

H ml = -
Sector Sector
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2.4, Outlook for the banking sector and mBank for 2018
What will 2018 be like for the Polish economy?

GDP growth (YoY) 2.9% 4.6% 4.6%
Domestic demand (YoY) 2.2% 4.7% 5.4%
Private consumption (YoY) 3.9% 4.8% 4.2%
Investment (YoY) -7.9% 5.4% 9.0%
Inflation (EOP) 0.8% 2.1% 2.2%
NBP reference rate (EOP) 1.5% 1.5% 1.5%
CHF/PLN (EOP) 4.11 3.57 3.45
EUR/PLN (EOP) 4.40 4,18 4.10

Source: mBank’s estimates as of February 6, 2018.

Despite the market consensus predicting a slight slowdown in Poland, the bank expects GDP growth at the
level of 4.6% on a yearly average in 2018. The 2018 growth will be more balanced - the contribution of
private consumption is likely to decrease slightly. At the same time, the role of investment will grow
considerably.

The factors of private consumption mentioned in the earlier part of this report will still be present
throughout 2018. Nominal salaries are likely to grow by 10% this year. What's important, the contribution
of credit to the current growth in consumption is marginal, which means that the consumption cycle is still
far from maturity. Consumption will be also helped by the real property market which has entered 2018
with a great deal of momentum.

2018 is likely to see further revival on two fronts: in private and public investment. Growth in public
investment will be helped by the launch of new investments financed with EU funds and the election season
beginning with the local election in 2018. High capacity utilization accompanied by the need to improve
efficiency, mitigate the consequences of employee shortages and replace obsolete fixed assets will result
in an increase in private investment in the short term. Its pace in Poland may be lower than in Hungary
and the Czech Republic, but its contribution to GDP growth will be higher than in 2017.

In the bank’s opinion, the contribution of the remaining GDP components will be close to zero. The expected
revival in investment will probably result in an increase in imports, which in turn will offset the positive
impact that the good condition of the global economy will have on the Polish exports. The public sector pay
cap will not be eased in 2018, putting a curb on private consumption. The contribution of change in
inventories will be positive, which is typical of the current phase of the economic cycle.

The trajectory of inflation which the bank forecasts for 2018 resembles a reverse U. After a decrease at the
beginning of the year attributable to the base effects in the food category, inflation will approach (or even
exceed) the inflation target in mid-year due to an increase in fuel prices compared with the previous year
and an upward trend in the base categories. It will then start to decrease modestly at the year-end due to
a high base in the food category and will reach 2%. With inflation close to the target and economy growing
dynamically, the MPC will not change the policy and will keep rates at the current levels throughout the
year. In the bank’s opinion, the MPC will take a more symmetric approach towards the inflation target than
the previous councils and will tighten the policy only when inflation permanently exceeds 3% and a strong
increase in the price pressure occurs in the base categories. This will not happen until 2019.

Zloty

The bank expects the zloty to strengthen in 2018. However, the appreciation will not be considerable and
fast. The MPC’s approach mentioned above is negative from the point of view of the exchange rate of the
zloty in both short and medium term due to negative real interest rates. As interest rates are rising globally,
the disparity of nominal interest rates is shrinking as well, which makes the Polish currency less popular.
Nevertheless, the positive factors, in particular cyclicity, should prevail in one year’s horizon.
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Banking sector and monetary aggregates

Banking sector - monetary aggregates m 2017 m

Corporate loans 5.0% 5.9% 12.9%
Mortgage loans 4.8% -0.1% 3.7%
Non-mortgage loans 5.5% 5.4% 8.0%
Corporate deposits 7.9% 2.4% 8.7%
Household deposits 9.7% 4.2% 7.4%

Source: mBank’s estimates as at February 6, 2018.

Credit volumes are expected to grow further in 2018 in both the retail and corporate area. Housing loans
will have a slightly bigger contribution to the overall lending to households, but due to the high base
(i.e. the volume of loans originated in the previous years) even a considerable increase in loan production
would have only a limited impact on the overall growth in volumes in this category. The already solid growth
in consumer loans will continue throughout 2018. Corporate loans are expected to grow at a faster pace
driven by all sub-categories, in particular investment and real estate loans. Deteriorating liquidity may
additionally boost companies’ demand for overdraft facilities and working capital loans.

Deposits of the non-financial sector will be growing slightly faster than dynamics of loans in 2018. The
year-on-year growth in household deposits is likely to accelerate slightly helped by more attractive long-
term deposits and a further increase in nominal incomes. Growth in corporate deposits will also be higher
as it will no longer be impacted by the factors which pushed it down considerably in 2017 (including the
significant strengthening of the zloty, the negative effects of the government’s efforts to close the tax gap
and the impact of rising labour costs on the liquidity position of some companies). Nevertheless, growth in
household and corporate deposits will be curbed by growing popularity of alternative ways of saving and
investing.

Outlook for mBank

Net interest income & NIM (slightly positive)

B Continued gradual increase of margin driven by changing structure of loan portfolio (more higher-
yielding products).

B No room for further reduction of funding costs.

Net Fee & Commission income (neutral)

B Constantly rising client transactionality and strong acquisition in both retail and corporate segment.

B Adjustment of fees difficult due to fierce competition.

Total costs (slightly negative)

B Business-driven costs to be kept well-contained.

B Contribution to the BFG expected to remain stable.

B Rising amortisation due to ongoing investments in IT.

Loan Loss Provisions (slightly negative)

B Small downside risk due to changing loan book mix.

B Potential increase in provisioning due to IFRS 9.

B Resilient asset quality supported by good macroeconomic situation and low unemployment.
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3. Strategy of mBank Group
3.1. mBank Group Strategy for 2016-2020
Since mid-2016, mBank has been guided by its

“mobile Bank” strategy. It is based on three pillars iy ) &
forming a framework for business initiatives and ’ "
operational activities to be undertaken over the . .To \

next years. These include client-centricity Not Qannoy.

(empathy), developing the bank’s competitive To delight...
advantage in the area of mobility (mobility) and
continued improvement of efficiency (efficiency).
In addition, the “mobile Bank” strategy defines Anywhere.
the foundations for its implementation, which
include engagement of mBank employees and
principles of the organization development. It also places great emphasis on the bank’s technological agility,
which is of critical importance nowadays.

/

e

By developing business in terms of the aforementioned strategic priorities, mBank is becoming more:
1. Empathic to clients:

We want our clients to stay with mBank “forever” and recommend it to their friends and family, being
satisfied with its services. In order to systematize and shape initiatives supporting the bank’s focus on
its clients, the Management Board has appointed a Management Board Plenipotentiary for Client-
Centricity Culture and Client Relations. The Plenipotentiary coordinates mBank Group's strategic actions
aimed at ensuring that the client-centric perspective is firmly rooted in the bank’s business, and
represents clients and their interests before the bank and the Group.

2. Mobile and modern - ,,icon of mobility”:

mBank relies on multi-channel distribution centered on mobile banking. Our mobile first model is:

B “light” when it comes to operational effectiveness thanks to optimal use of our distniguishing
feature, that is remote channels (online and mobile banking) supported by network of mBank
branches and the Contact Center, as well as

B “tailored” to the age of digital revolution, i.e. adjusted to changing customer preferences (contact
with banking institutions is largely transferring to remote channels). mBank employs digital
channels for sale and client acquisition to a greater extent than competing banks in Poland, which
have historically maintained a more traditional and outlet-based distribution model. Two years ago,
we launched “mLine in a click”, which allows clients to connect with a consultant without any
additional identity verification, straight from the mobile application. In 2017, a third of calls to
mLine came from that mobile application. Today clients using the application can also connect with
the bank by video and chat, i.e. contact an online expert whenever they need to and wherever they
want to.

Our mobile first vision assumes that regardless of the channel of first contact - local branch, contact
center or digital channels - any other distribution channel should be available within a maximum of “one
click” in the mobile application.

3. Effective:

mBank relies on efficient and light digital processes (developed in parallel and built from scratch
alongside the online banking model). We design new processes as fully mobile (automatic and using
mobile devices) and not requiring printing of any paper documentation (including at our outlets; since
Q4 2017, clients have been able to deposit and withdraw funds at a branch without any paper documents
by using the mobile authorization).

We are also developing mBank’s digital back-office in the operations area. The bank analyses top-notch
market solutions in the field of effective process management and the possibilities of expanding the
platform for digital documentation management. The team members continue to work on a series of
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minor optimisation changes, which will make it possible to save time and costs, reduce the number of
printouts and minimise the risk of errors.

The bank’s business is developed responsibly and reasonably with the long-term growth based on
business efficiency indicators (especially ratio of costs to income, C/I, which places us in the lead of
Polish banking sector). In addition, mBank is now one of the most efficient Polish banks in terms of
income and profit per employee or per outlet.

3.2. The pillars of the "mobile Bank” Strategy in mBank’s activities

The pillars of mBank Group’s strategy for 2016-2020 have been developed in response to the most
important challenges faced by banks in terms of running business activities. According to mBank, these
pillars include the client era, the mobility era and the efficiency era. At present, mBank focuses on these
three pillars which are also to set the directions for the bank’s future operations. Below you can find our
activities within the three most important trends in banking which, at the same time, constitute the pillars
of our strategy.

Empathy

It has been a year since we adopted the “Mobile Bank” Strategy with empathy as its first pillar. We analyse
the context of changes worldwide and in the banking area. In addition to the pace and abruptness of these
changes, the ubiquity of convergence plays an important part. No business operates in isolation. As bankers
we cannot rely solely on figures since our work is also affected by the world of design, demography and
technology. Clients transfer their expectations from non-banking industries to the relationship with the
bank.

We live in the era where the client reigns supreme, being the centre of attention of any business. The most
innovative market players focus primarily on meeting consumers’ needs and solving their problems. Special
treatment has become a standard practice in customer service and beyond.

Considering that mBank operates in the era of client-centricity, we have adopted and apply three rules to
interactions with clients:

client needs come first — we fulfil client’s real needs, and solve their real problems;
simplicity is the key - we work in a clear and client-friendly manner, being almost inconspicuous;

client experience reflects mBank’s brand - we create positive emotions, in line with the brand
positioning. We are the icon of mobility and support our clients at all times and all places.

People are at the core of our vision and strategy. That is why, we equip our employees with know-how and
point them in the direction of our company’s development. We want them to use our products and be the
ambassadors of what they provide to clients everyday:

B We encourage our employees to visit other places in the company for short “work experience”.
This allows them to see the big picture of a given process. Back office employees should be able to
understand their work in the context of delivering positive client experience.

B Work experience is organised in places where the bank meets the client: in retail and corporate outlets
as well as the contact center.

B We encourage our employees to be active clients and users of the bank’s functionalities, monitoring
the percentage of those who choose to do so.

B In 2017, we invited more than 100 managers of the bank to take part in an empathy-dedicated
workshop. Diversified groups enabled them to talk about emotions and active listening.

B The organisation culture is also developed with the help of agents of change. We have selected a group
of empathy strategy ambassadors from among employees of the bank, its subsidiaries and foreign
branches. We meet and talk with them, inspire them and spread mBank’s positive energy.

B To identify the needs and expectations of our clients, we use traditional methods (NPS, mystery
shopper) alongside less conventional approaches such as eye tracking (aimed at finding out how clients
read their contracts) and ethnography.
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B The client perspective is the foundation of our structure. We have changed product departments into
segment departments.

B The way we communicate with clients should embody the nature and values of our brand.
The principles of simple and empathetic communication have been summed up as a set of rules titled
mCanon (mKanon). Our efforts are supported by the state-of-the-art technology: mBank’s IT
specialists have developed an algorithm that verifies our letters or e-mails against mCanon.

®m In 2017, we took steps to optimise our mobile app as part of the Banking Without Borders
programme. We want it to be better adjusted to screen readers used by the blind. We organised
a number of employee training sessions dedicated to empathy in relations with disabled clients,
and created a group of advisors for these clients in the Contact Center. The clients who are blind may
now submit the “500 plus” application in the transaction system on their own.

B We listen to our clients and improve our services for them - we collect their suggestions through all
the channels and then analyse them. We have introduced a new form of collecting feedback, namely
the “Share your opinion” option in the transaction system, thanks to which thousands of clients can
now share their thoughts about the bank.

B Our managers talk and meet with clients, even though they do not work in contact channels.
The effects are often surprising, even to us: clients are willing to take the time, also in the evening,
to tell us what we can improve. Thanks to them, we published our book “First business” (“Pierwszy
biznes”) including not only theory, but also the stories of Polish companies.

Mobility

The mobile application, launched in February 2014, has won a large group of new users over the last three
years and has been enriched with a number of new features based on a survey of actual needs of the
clients. Following the warm welcome for the new features added to the app in 2016, such as the “Payment
Assistant”, mobile authorisation — a service allowing users to authorise transactions made in the internet
banking system via the mobile application - and the possibility of logging in to the application using a
fingerprint, mBank focused on further development.

On April 12, 2017, a new mobile application was made available to mBank clients. mBank designed the
application based on the opinions and customs of the users. The software has a new interface and is easier
to navigate. It also offers new functionalities. These include among others: Android Pay payments, Payment
assistant, mLine at a click, e-Makler or Ekspert online (for more information on mobile application see
chapter 1.7. Key projects and innovations of mBank Group in 2017).

mBank’s mobile application received several national and international awards in 2017. mBank’s mobile
authorisation won the Special Award in the Mobile Trend Awards 2016 competition. The bank came second
in an internet vote. In addition, the mobile authorisation secured mBank the second place in the
“Innovation” category of the “"Golden Banker 2017"” competition.

Moreover, in February 2017, mBank’s mobile application was recognized as one of the best solutions offered
by European banks (the second place in the ranking) according to Forrester Research, a global research
and advisory company mBank’s application was deemed as the easiest and the most user-friendly among
the analysed solutions.

Taking the third spot in the ranking, the application was also appreciated by Newsweek Polska which
evaluated the quality of retail banking services.

The bank boasts the highest number of mobile clients in Poland (according to a peer group review including
the largest Polish banks listed on the WSE as at the end of September 2017). More than one million clients
regularly use our mobile application, which is considered one of the best in Poland according to user
reviews. Clients that log in to the bank via the mobile application on a regular basis constitute 45% of all
active retail clients (an increase from 26% in December 2015). Almost 2/3 of active clients access the
bank’s services via mobile channels, while the number of monthly logins with mobile devices has been
higher than the number of monthly logins via desktops and laptops since July 2017. The share of clients
accessing their bank accounts via mobile devices stood at 55% at the end of 2017 compared with 37%
a year before and 28% in 2015.
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Almost 20% of all transfers are made at mBank via the mobile app. Furthermore, 30% of travel insurance
policies are sold through the mobile channel. Every fifth cash loan was granted via the app. It is also worth
noting that BLIK is very popular with mBank clients - in 2017, it was used by 479 thousand persons.

In the first half of the year, mBank presented companies and corporations with a new version of the
transactional systemm CompanyNet. The portal has been thoroughly redesigned. It is easier to use, more
intuitive and highly customizable to match customer’s expectations, which is crucial as corporate clients
often use it for hours a day.

CompanyNet has been designed in line with the newest "user experience” standards We have simplified
the menu layout to enhance transparency and clarity of the system. The most significant tasks executed
by clients have been highlighted while the number of clicks needed to execute an operation has been
reduced to an essential minimum. Also, the new version of the system features contextual suggestions
developed after analyzing client activities in the previous version. All the new CompanyNet functions allow
customers, who often spend many hours using internet banking, to work easier and faster. Corporate
clients can also use the advanced mobile application mBank CompanyMobile, which makes it possible to
manage their company’s finances on the move.

Operations/Efficiency

At mBank, we equate efficiency, first and foremost, with effective processes, which are operated by the
Operations and IT business line. In 2017, in pursuit of dynamic development in the spirit of technology
and modernity, the Operations and IT business line focused on implementing state-of-the-art solutions
and technologies aiming at the optimisation and simplification of processes and procedures, as well as
promoting them among employees and clients. We worked primarily on automating and digitalising our
processes because we know that our clients appreciate full efficiency of the organisation’s operation - thus,
efficient operations are just as important as innovative products and contact channels.

We made a significant step toward digitalisation in 2017 in that we migrated the old repository containing
retail banking documents to the documentation management system ECM 1.0 (Enterprise Content
Management, i.e. a class of integrated systems for IT resources management in an enterprise
or institution). This task, which entailed transferring over 30 million images, considerably shortened the
time needed to access documents which had earlier been archived in the paper form.

We also implemented the PaymentHUB platform, thereby significantly contributing to the centralisation of
all settlement systems. In the first stage, we achieved fully automated file exchange between the bank
and the National Clearing House (KIR), which tightened the process and enhanced its efficiency. Thus, we
provided our clients with the possibility of ordering payments one hour longer than before within individual
clearing sessions.

Moreover, in 2017, we automated the enforcement seizure process in cooperation with business units, as
a result of which ca. 82% of the seizure volume is now handled automatically.

In 2017, we created a dedicated operation management team and launched the DigitALL programme.
The team’s main objective is the development of the digital back office at mBank. Additionally, the team
analyses top-notch market solutions in the area of effective process management and the possibilities of
expanding the digital documentation management platform. The team members will continue to work on
the catalogue of minor optimisation changes which will make it possible to save time and costs, reduce the
number of printouts and minimise the risk of errors.
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3.3.

Financial objectives achieved in 2017

While determining the financial targets for the years 2016-2020, mBank took an ambitious approach
regarding cost effectiveness as well as returns on equity and assets. Moreover, mBank’s intention is to pay
dividend of at least 50% of profits every year, subject to the expectations of the Polish Financial Supervision
Authority in this respect, as well as to strengthen its funding base.

The table below presents mBank Group’s financial aspirations and their achievement:

Target point Comment on achievement

Cost efficiency, Top 3 in Poland, each B After Q3 2017, C/I amounted to 46.8%; mBank was
Costs/Income year classified as fourth among peer banks listed on the WSE
(c/D) i.e. to be one of the three (the average ratio for the banking sector in Poland

most cost-efficient banks reached 50.9% (excluding the banking tax) according to

listed in Poland Polish Financial Supervision Authority’s data for January-

September 2017).
B C/I reached 45.9% at the end of 2017.

Return on Equity, Top 3 in Poland, each B After Q3 2017, ROE amounted to 7.9%; mBank was

Net ROE

year
i.e. to be among the three
most profitable banks
listed in Poland from the
standpoint of ROE
adjusted for dividend
distribution

classified as sixth among peer banks listed on the WSE,
whereas the Bank did not pay dividends from the previous
years’ profits

(the ratio for the banking sector in Poland reached 7.1%
according to Polish Financial Supervision Authority’s data
at the end of 2017).

B ROE reached 8.3% at the end of 2017.

Return on Assets,

Net ROA

Top 3 in Poland, in
2020

i.e. to be one of the three
banks listed in Poland with
the highest return on
assets

B After Q3 2017, ROA amounted to 0.80%; mBank was

classified as seventh among peer banks listed on the
WSE

(the ratio for the banking sector in Poland reached 0.78%
according to Polish Financial Supervision Authority’s data
at the end 2017).

B ROA reached 0.83% at the end of 2017.

Capital position,
capital adequacy in
terms of core capital
CET1

Maintain the ability to pay
out dividend in terms of
CET1 ratio, each year -
maintain the CET1 ratio at
least 1.5 pp. above the
capital requirement for
mBank

B According to the data as at September 2017, mBank had

the second best capital position among the peer group of
entities listed on the WSE; as at the end of September
2017, the CET1 ratio (17.83%) exceeded the minimum
capital requirement for mBank Group by over 4.6 pp.,
whereas the capital requirement includes the capital buffer
connected with the foreign-currency mortgage portfolio,
which is the largest of the buffers imposed on banks in
Poland

(the average CET1 ratio for the banking sector in Poland
reached 17.2% according to Polish Financial Supervision
Authority’s data as at the end of September 2017).

B CET1 ratio reached 18.3% at the end of 2017

Financial stability,
Loans/Deposits
ratio (L/D)

Maintain an L/D ratio of
no more than slightly
above 100%, every
year

B The L/D ratio amounted to 92.3% at the end of 2017 (the

ratio for the banking sector in Poland reached 97.7%
according to Polish Financial Supervision Authority’s data
as at the end of 2017).
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4. Risk management
4.1. Risk management foundations

mBank Group manages risk on the basis of regulatory requirements and best market practice by developing
risk management strategies, policies and guidelines.

The risk management process is conducted at all levels of the organizational structure, starting at the levels
of the Supervisory Board (including the Risk Committee of the Supervisory Board) and the bank’s
Management Board, through specialised committees and units responsible for risk identification,
measurement, monitoring, control and reduction, down to each business unit.

Lines of defence

Risk management roles and responsibilities in mBank Group are organised around the three lines of
defence scheme:

B The first line of defence is Business (business lines), whose task is to take risk and capital aspects
into consideration when making all business decisions, within the risk appetite limits set for the Group.

B The second line of defence, mainly Risk (risk management area), IT, Security and Compliance
function, is responsible for determining framework and guidelines concerning managing individual
risks, supporting Business in their implementation as well as supervising the control functions and risk
exposure. To ensure that the Business is supported and supervised in an objective manner, the second
line functions act independently of the Business.

B The third line of defence is Internal Audit, ensuring independent assessment of activities connected
with risk management performed by the first and the second line of defence.

Business and Risk Forum of mBank Group

In the risk management process, the bank attaches high importance to the communication between
organizational units in the area of risk management and lines of defence in mBank as well as between the
bank and the Group subsidiaries. An important role in this regard is played by the Business and Risk
Forum of mBank Group which is a formal decision and communication platform dedicated for finding
solutions ensuring the optimal relation between profits and risk taking, in accordance with the risk appetite
approved by the Management Board. The Forum is constituted by the following Committees assigned to
individual business lines:

B Retail Banking Risk Committee (KRD),
B Corporate and Investment Banking Risk Committee (KRK),
B Financial Markets Risk Committee (KRF).

The Committees are composed of the representatives of business lines and respective risk management
area departments of mBank and the respective organizational units of the Group subsidiaries. Each
Committee is responsible for all risks generated by business activity of the given business line.

Structure and tasks of the risk management area

The management function at the strategic level and the function of control of credit, market, liquidity and
operational risks and risk of models used to quantify the aforesaid risk types are performed in the risk
management area supervised by the Vice-President of the Management Board, Chief Risk Officer.

Individual units have specific roles in the process of identifying, measuring, monitoring and controlling risk.
Within the scope of their powers, the units develop methodologies and systems supporting the aforesaid
areas. Furthermore, the risk control units report the risk and support the major authorities of the bank.
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The risk management area is functioning within the following organizational structure:

Vice-President of the Management Board, Chief Risk Officer

Integrated risk, capital and liquidity management in the bank and the Group,
in particular through: control of risk profile, capital and liquidity adequacy,
and risk bearing capacity; integration of risk valuation; integration of control
of non-financial risks and Internal Control System Self-assessment (ICS).

Integrated Risk
and Capital Identifying, measuring, controlling, monitoring and developing methods for
Management measuring market risk, interest rate risk of the banking book, liquidity risk
Department and counterparty risk.

B Monitoring of overall risk profile of organizational units in the area of financial
markets.

B Managing the process of integrated risk, capital and liquidity reporting.

B Risk Projects Portfolio Management.

B Performing the function of competence centre in the area of process
Projects and Risk management.

Architecture B Development and optimization of the architecture of IT processes

Management and applications of Risk.
Department
Management of the IT applications of Risk (maintenance and development).

Risk data management and cooperation with the Finance Division within the
scope of centralized management information system.

B Implementation of the bank’s credit policy regarding corporate customers,

te Risk
Sl CULE countries and financial institutions.

Assessment
Department B Credit risk management in the bank and the Group subsidiaries in
the abovementioned areas.

B Developing and implementation of corporate credit process and supervision
over its effectiveness.

B Preparing corporate credit risk management strategy of mBank Group as well
as credit policies including policies regarding industrial risk appetite.

Processes and Risk

Measurement B Preparing portfolio analysis and reports for the purpose of management of
Department corporate credit risk.

B Developing and monitoring the quality of rating models for retail and corporate
clients and financial institutions (credit risk modelling).

B Verification of value, liquidity and attractiveness of real estate and movables
provided for collateral of loans.

B Development of risk management principles and processes.

B Acceptance of retail banking products, including the impact on the different

Retail Risk
etail Ris types of risk and capital requirements.

Management
Department B Development of reports for monitoring of risk management policies.

Development and management of systems supporting the risk assessment
and decision-making process.

Retail Debt B Handling the processes of debt restructuring and collection of receivables
Restructuring arising from retail loans granted on the Polish market.
and Collection

B Debt sale transaction of NPL for receivables arising from retail loans granted
Department

on the Polish market.
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Making credit decisions concerning retail banking products.

Monitoring credit agreements and performing administrative activities.

Credit Processes

and Retail Risk
Assessment Preventing credit fraud and exercising control over operational risk in the

Department credit process for retail and corporate banking products, as well as developing
the methodology of these processes.

Developing and effectively using anti-fraud systems and tools.

B Identifying gaps in processes, products and systems that impact an increase
in fraud exposure and applying measures to eliminate such gaps.

Validation Unit Integration of model and their risk management.

Validation of quantitative models.

Position for risk B Managing development activities of the managerial staff and employees of the
development risk management area.

Organizational units outside the risk management area are in charge of the management and control of
other risks (capital risk, business risk, reputational risk, legal risk, compliance risk, outsourcing risk, IT
risk, cyber risk).

Vision and mission of the risk management area

Vision of the risk management area

We take advantage of the opportunities in a dynamically changing environment, using
innovative methods of risk management.

Bearing in mind the bank’s efficiency and safety, we create value for the customer in a
partner dialogue with the business.

The Mission of the risk management area is to be actively involved in the initiatives and actions undertaken
while realization of the strategy of the mBank Group. This support is organized around five challenges
facing the risk management area in the coming years:

B Empathy understood as active adaptation of risk management to the changing needs of different
groups of customers.

B Promoting the experience of mobility.

B Efficiency understood as: measuring, improving and automating risk processes in the culture of Lean;
shaping - through a partner dialogue - risk appetite ensuring safe and profitable balance sheet of
the bank.

B Engaged employees. This challenge is realized through building a work environment which fosters
innovation, attracts, maintains and develops employees with knowledge of business and risk
management, curious to find solutions and openly communicating.

B Technological advantage, which means the implementation of risk management based on a common
integrated data platform (CDL, Common Data Layer) and the search for technological solutions enabling
innovative risk management.
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4.2, Key changes in the risk management area in 2017

The risk control and management process in the mBank Group is subject to continuous improvement with
emphasis on the improvement of customer-oriented integrated risk management. Selected activities
carried out in 2017 are described below:

Establishment of the Investment Banking Committee. The Committee is responsible, in particular, for
the control and management of risks (including market, credit, reputational and operational) of
the Brokerage House transactions and making decisions regarding the execution of these transactions.

The IFRS 9 implementation project was continued. The IFRS 9 standard has been in force since January
2018. The mBank Group completed key project work including the implementation of all critical
databases and calculators to the extent necessary for the application of the new standard from January
1, 2018. The project will be continued in 2018 in the scope of other changes and adaptations in IT
systems.

Risk appetite was defined for the subsequent planning horizon with special attention paid to 2018.
Conclusions from analyses and discussions on potential impact on the Group of several issues identified
during the managerial dialogue with particular emphasis on the package of non-financial risks, were
taken into account while formulating risk appetite.

The Limit Book was updated and limits for 2018 were set. Limits for new LAB measures (which replaced
previously used ANL measures) were introduced within liquidity limits.

Review and update of the Risk Management Strategy of the mBank Group and the other strategies for
managing particular risks (credit risk in the corporate and the retail areas, market risk, liquidity risk,
operational risk and reputational risk).

Implementation of the Concentration Risk Management Strategy of mBank Group. The strategy,
defining the framework for managing concentration risk using the existing system of limits and stress
tests, was approved by the Management Board and the Supervisory Board of the bank.

The internal capital adequacy assessment process (ICAAP) and the internal liquidity adequacy
assessment process (ILAAP) were reviewed. The results of the reviews were presented to
the Management Board and the Supervisory Board of mBank.

Periodic risk inventory process was carried out resulting in the update of the Risk Catalogue of mBank
Group. The process was carried out in accordance with the modified rules (as a result of ICAAP review).
The key change consisted in inclusion in the Catalogue of all risks identified in the Group’s operations
(previously the Catalogue included the list of material risks).

Programme of continuous increase of work efficiency based on the Lean Management rules was
continued. Further processes in the risk management area are reviewed and streamlined using the lean
philosophy and tools. The purpose of the programme is to allow the growing number of tasks
accompanying business growth and increasing number of regulatory requirements without the need to
significantly increase resources and to reallocate resources from the streamlined operating areas to the
areas where resources need to be increased due to the realized projects or growing scope of tasks.
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4.3. Main risks in the mBank Group’s business

The Management Board of mBank takes measures necessary to ensure that the Group manages all material
risks arising from the implementation of the adopted strategy of mBank Group, in particular, through
approving strategies and processes for managing material risks in the Group.

The following risks were recognized as material in the operations of the Group as of December 2017:

Credit risk =  Risk of losses resulting from unexpected default or deterioration in creditworthiness
which can threaten the performance of an obligation.

= Risk of adverse change in valuation of financial instruments held in the Group’s
portfolios as a result of changes in market risk factors, in particular: interest rates,
FX rates, stock prices and equity indices, commodity prices, implied volatilities of
options and credit spreads.

=  Risk of loss resulting from a mismatch or unreliability of internal processes, systems
and actions taken by the bank’s employee or external events.

®  Operational risk includes, in particular, the following sub-categories: legal risk, IT
risk, cyber risk, compliance risk, conduct risk, external fraud risk, outsourcing risk.

: : =  Risk of losses resulting from deviations between actual net operating result of the
Business risk
mBank Group and the planned level.
Liquidity risk =  Risk of Ios_s of ability to_t|mely repay_/ liabilities and raise funds for financing future
cash flow in the currencies of operations.
Reputational risk =  Risk resulting from a negatlve perception of the image of the bank or other members
of the group among their stakeholders.
=  Risk of negative consequences connected with the decisions made on the basis of
the output data of models which have been improperly constructed or are improperly
administered.

=  Risk resulting from the lack of capital as well as lack of the possibility to achieve
sufficient capital adequate to the business activity’s risk undertaken by the bank,
required to absorb unexpected losses and meet regulatory requirements assuring
further independent acting by bank.

Operational risk

Capital risk

"=  Regulatory risk is understood as the risk of changes in existing regulations
or introduction of new regulations concerning specific area of the bank’s activity
affecting capital adequacy or liquidity; in mBank Group in particular related to the
FX mortgage loan portfolio.

Regulatory risk

mBank monitors all the aforementioned risks. The following section presents the rules of monitoring credit,
market, liquidity and operational risk in mBank Group using risk measures applied by mBank and taking
into account differences in the profile and scale of business of the Group.

The detailed information on managing the abovementioned risks as well as information concerning the
management of other types of risk, that is business risk, reputational risk, model risk, capital risk and
regulatory risk are presented in Note 3 of the Consolidated Financial Statements of mBank S.A Group for
2017.

Credit risk

The bank organises credit risk management processes in line with the principles and requirements set out
in the resolutions and recommendations of the Polish Financial Supervision Authority (in particular
Recommendation S, T and C) and CRR/CRDIV, which address issues related to credit risk management.

Tools and measures

Credit risk inherent in financing of mBank Group clients is assessed based on shared statistical models
developed for the AIRB (Advanced Internal Rating-Based) approach and uniform tools, and is based on
common definitions of terms and parameters used in the credit risk management and rating process.
The bank ensures their cohesion at the Group level.
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The Group uses different models for particular client segments. The rules governing clear assignment of
clients to a system are defined in the bank and the Group subsidiaries internal regulations.

In their credit risk management process, the bank and the Group subsidiaries use the core risk measures
defined under the AIRB approach:

B PD - Probability of Default (%),

B LGD (Loss Given Default) - estimated relative loss in case of default (%),

B EAD (Exposure at Default) — estimated exposure at the time of default (amount),

B EL - Expected Loss taking into account the probability of default (amount);

and related measures including:

B RD (Risk Density) - relative expected loss defined as EL to EAD (%),

B LAD (Loss at Default) — estimated loss (amount) in case of default (the product of EAD and LGD).

In the decision-making process, for reporting and communication with business units, PD and EL are
expressed in the language of rating classes whose definitions (Masterscale) are uniform across
the Commerzbank Group.

In its credit risk management process, the bank also attaches great importance to the assessment of
unexpected loss. For this purpose, the bank uses the RWA (Risk Weighted Assets) measure, which is
applied, under the AIRB approach, to calculate regulatory capital required to cover credit risk (unexpected
loss).

In managing mortgage-secured credit exposures the Group uses the LtV ratio (Loan to Value), i.e. the value
of the loan to the market value (or mortgage banking calculated value) of the real estate which secures
the loan.

Stress testing is an additional tool of credit risk assessment. Stress testing of the regulatory capital
and economic capital required to cover credit risk is carried out quarterly.

In addition to the tools listed above, which are applied both in the corporate and in the retail credit risk
measurement, the Group uses tools specific to these areas.

For corporate credit risk the Group defines maximum exposure to a client/group of related clients using
the following credit risk mitigating measures:

B MBPZO (Maximum Safe Total Exposure), which defines the maximum level of financial debt of an entity
from financial institutions calculated under the bank’s methodology, approved by the bank’s competent
decision-making body.

B LG (General Limit), which defines the level of credit risk financial exposure to a client/group of related
clients acceptable to the Group, approved by the bank’s competent decision-making body. LG includes
a structured limit and products granted outside the structured limit.

In order to minimise credit risk, the Group uses a broad range of collateral for credit products, which also
enable active management of the capital requirement. In the assessment of the quality of collaterals for
risk products, mBank and mLeasing use the MRV ratio (Most Realistic Value) reflecting the pessimistic
variant of debt recovery from the collateral through forced sale.

In addition, the RORAC ratio (Return on Risk Adjusted Capital) is applied in the decision-making process
and the assessment of profitability of a client in the CRM system.

Retail credit risk measures are constructed to reflect the characteristics of this customer segment and,
in the case of portfolio measures, the high granularity of the loan portfolio:

B Dtl (Debt-to-Income) - i.e. monthly credit payments to the net income of a household (used for
individual customers).

B DPD (Days-Past-Due) - a family of portfolio risk measures based on the number of days past due date
(e.g. share of contracts which are from 31 to 90 days past due date in the total portfolio by humber or
by value).
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B Vintage ratios, which present the quality of cohorts of loans grouped by disbursement time at a different
phase of their lifetime.

B RCLLP (Risk Cost LLP) - cost of risk for a loan portfolio (segment), i.e. increment in loan loss provisions
to the performing loan portfolio balance.

B Roll-rates, which measure the migration of contracts between days-past-due brackets (1-30, 31-60,
61-90 DPD, etc.).

Strategy

Corporate and Investment Banking

In accordance with the Corporate Credit Risk Management Strategy in mBank Group, the main goal in this
area is defining a safe level of risk appetite in sales of risk-bearing products to the Group clients and use
synergies by integrating the offer of the bank and Group subsidiaries. The Strategy is realised by credit
risk policies, including industry policies, limits reducing the risk and the principles of risk assessment of
business entities applying for financing. The bank manages credit risk both at the single entity level and the
consolidated level. The Strategy as well as the credit risk policies were updated in 2017, taking into
consideration particularly risk appetite, present economic trends and prospects for development of sectors,
industries and groups of clients being financed by the bank.

In 2017 the project of restructuring corporate credit process was continued. The purpose was to improve
effectiveness of processes. The process of assessment of small exposures was centralized and the decision-
making powers were adjusted to these modifications.

The Group actively manages credit risk aiming to optimise profitability taking into account return on risk.
Analyses of the Group’s risks are performed on an on-going basis. Risk management is supported by
analyses of the Group’s credit portfolio structure, limits, guidelines and recommendations on the Group’s
exposure to selected sectors and geographic markets. In its current credit risk management
and determination of concentration risk, the bank performs quarterly portfolio analyses using a Steering
Matrix which incorporates PD rating and LAD.

The bank monitors credit portfolio on a quarterly basis including an analysis of the dynamics of change in
size and (sector) segmentation of the credit portfolio, client risk (analysis of PD rating), quality of collateral
against credit exposures, the scale of change in EL, Risk Density, and default exposures.

In the corporate banking the Group avoids concentration in industries and sectors where credit risk is
considered excessively high. The bank uses industry limits to manage the sector concentration risk. In 2017
new methodology of assigning industry limits was introduced and it enhances the existing mechanisms for
controlling industry concentration risk by using quantitative factors based on portfolio data while
maintaining the importance of expert’s opinions as well.

In 2017 the limit for shadow banking exposures was introduced; the limit is in line with EBA guidelines
regarding shadow banking entities (the limits for exposure to enties form the parallel banking system).

In compliance with the Recommendation S of the Polish Financial Supervision Authority, the bank has
identified a mortgage-secured credit exposure portfolio in retail and corporate banking and applies
the Mortgage-Secured Credit Exposure Risk Management Policy. The bank manages the mortgage-secured
credit exposure portfolio risk with a focus on defining an optimised portfolio structure in terms of quality
(rating), currencies, country regions, tenors, and types of properties.

mBank Group strives to unlock synergies with Commerzbank more broadly in syndicated finance of selected
Group clients. For international companies, non-banking financial institutions and biggest corporate clients,
mBank Group promotes innovative products with low capital consumption, in particular products of
investment banking (ECM, DCM, M&A), transactional banking and financial markets instruments.

mBank promotes financing alternative to banking loans by arranging public and private programmes and
club deals for bonds issued by clients with a stable financial position.

Retail Banking

Lending in retail banking is a key segment of the Group’s business model, both in terms of the share in
total assets and the contribution to its profits.
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The bank’s retail credit offer covers a broad range of products financing the needs of individual customers
(OF) and micro-companies (MF). The offered credit products in combination with the constantly upgraded
transactional platform, savings and insurance products address all financial needs of clients within the
Group.

Apart from the Polish market, the Retail Banking credit products are offered through the foreign branches
(0Z) of the bank in the Czech Republic and Slovakia in an online banking model similar to that operating
in Poland. The share of the foreign branches’ exposure portfolio was around 10% of the aggregate retail
portfolio at the end of 2017 (by value). The bank ensures the coherence of the credit risk management
policy on all markets; any differences in specific rules or parameter values in credit policy derive from the
specificities of local markets or different goals of business strategies and are at each time subject to
approval by the Retail Banking Risk Committee.

As credit exposures are highly granular (more than 2 million active loans), the retail banking credit risk
management process is based on a portfolio approach. This is reflected in the statistical profile of risk rating
models including the models which fulfil the regulatory requirements of the Advanced Internal Ratings-
Based approach (AIRB). The AIRB parameters (PD, LGD and EL) are used widely in order to estimate credit
requirements, to determine acceptance criteria and terms of transactions, and to report risks.

Furthermore, the Retail Banking credit risk management has the following characteristics:

B high standardisation and automation of the credit process, including decision-making, both in
acquisition, post-sale services, and debt collection;

B little (as compared to Corporate Banking) discretionary competences in the decision-making process
(e.g. no discretionary adjustment of clients’ ratings);

B extensive risk reporting system based on portfolio analysis of credit exposure quality, including vintage
analysis and roll-rates analysis.

Under the portfolio approach, exposures are classified (separately for each market) as ML (mortgage-
secured products) or NML (unsecured products or products with non-mortgage collateral). Furthermore,
the segmentation includes products for individuals (ML OF, NML OF) and products for business clients (ML
MF, NML MF).

The main point of reference in the retail banking credit risk management process is risk appetite defined
in correlation with the strategy of the mBank Group. The general principle underlying the lending strategy
of the Group in terms of sales of retail loans is to address the offer to clients who have an established
relationship with the bank or to address it to new clients for whom the loan is a product initiating a long-
term relationship of highly transactional nature. Consequently, the bank continues to focus its NML policies
on lending to existing clients with a high creditworthiness while systematically growing the acquisition of
external clients. To achieve this growth bank provides financing to clients doing shopping online. To reduce
risks of accepting new clients, the bank develops its credit policy using, among others, credit testing and
is actively developing its fraud prevention system.

mBank decided to restore acquisition of mortgage products for private individuals in mBank effective on
July 22, 2017. Until that day, the sale of loans for financing residential real estate took place in mBank
Hipoteczny. The new acquisition will be still restricted to products which may be financed with issue of
mortgage bonds - non-purpose mortgage loans and loans to finance cooperative ownership right to
premises are withdrawn from the offer. Those exposures will then be transferred to mBank Hipoteczny in
the pooling process to enable the issue of mortgage bonds. The conservative policy of assessing borrowers’
reliability and creditworthiness is maintained; taking into account, inter alia, current, historically lowest,
levels of interest rates, the Group attaches special attention to the application of long-term estimates of
interest rate while assessing creditworthiness.

Additionally, in order to mitigate the risk associated with a decrease in the value of mortgage collateral in
relation to the value of credit exposure, the Group’s credit offer is (and will be) directed mainly to clients
who buy properties within large urban areas.
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Quality of the loan portfolio

Quality of the mBank Group loan portfolio

As of December 31, 2017, the share of impaired exposures in the total (gross) amount of loans
and advances granted to clients decreased to 5.2% from 5.4% at the end of 2016.

Provision for loans and advances to customers increased from PLN 2,817.5 million at the end of December
2016 to PLN 2,911.9 million at the end of December 2017. The IBNI (Incurred But Not Identified) loss
provision increased from PLN 226.4 million to PLN 243.8 million in that period.

The ratio of provisions to non-performing loans increased to 59% from 57% in 2016.

In 2017 the demands for payment for corporate clients amounted to 37 compared to 7 a year earlier.
In 2017 in Retail Banking segment above 26 thousand actions were brought in order to obtain enforceable
title for non-mortgage loans in comparison to 14.5 thousand actions brought a year earlier. For mortgage
loans the number of actions amounted to 161 compared to 168 in 2016.

The manner of identifying evidence of default is based on all available credit data of a given client
and encompasses all of the client’s liabilities towards the bank.

At the end of December 2017, the loans and advances (net) to customers rose by 3.3%. The increase was
driven mainly by the rising volume of corporate portfolio loans. In the portfolio of individuals, the decrease
of term loans was nearly offset by the increase in current accounts.

The table below presents the quality of mBank Group loan portfolio as at the end of December 2017

compared to the end of 2016.

Jiams sz
Loans and advances to individuals: 48,949,829 48,142,786
- current accounts 6,458,369 7,324,329
- term loans, including: 42,491,460 40,818,457

- housing and mortgage loans 35,369,113 32,593,180
- other - -
Loans and advances to corporate entities: 34,174,289 37,941,722
- current accounts 4,125,405 5,187,588
- term loans: 28,267,897 30,599,981

- large enterprises 5,037,182 5,030,702

- medium & small enterprises 23,230,715 25,569,279
- reverse repo/buy sell back 56,676 57,119
- other 1,724,311 2,097,034
Loans & advances to public sector 1,228,230 995,570
Other receivables 228,424 307,627
Total (gross) loans and advances to customers 84,580,772 87,387,705
Provision for loans and advances to customers (negative amount) -2,817,495 -2,911,861
Total (net) loans and advances to customers 81,763,277 84,475,844
Short-term (up to 1 year) 26,909,693 29,191,490
Long-term (over 1 year) 54,853,584 55,284,354
Incurred but not identified (IBNI) losses
Gross balance sheet exposure 80,043,614 82,883,395
IBNI loss provision for portfolio exposures -226,430 -243,810
Net balance sheet exposure 79,817,184 82,639,585
Impaired exposures
Gross balance sheet exposure 4,537,158 4,504,310
Provisions for impaired exposures -2,591,065 -2,668,051
Net balance sheet exposure 1,946,093 1,836,259
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Quality of the mBank loan portfolio

As at December 31, 2017, the share of impaired exposures in the total (gross) amount of loans
and advances granted to clients remains stable at 5.2%.

Provision for loans and advances to customers increased from PLN 2,465.5 million at the end of December
2016 to PLN 2,564.5 million at the end of December 2017. The IBNI (Incurred But Not Identified) loss
provision increased from PLN 188.6 million to PLN 200.8 million in that period.

The ratio of provisions to non-performing loans increased from 58.3% to 59.5%.
In 2017, the demands for payment for corporate clients amounted to 37 compared to 7 a year earlier.

In 2017 in Retail Banking segment above 26 thousand actions were brought in order to obtain enforceable
title for non-mortgage loans in comparison to 14.5 thousand actions brought a year earlier. For mortgage
loans the number of actions amounted to 161 compared to 168 in 2016.

The manner of identifying evidence of default is based on all available credit data of a given client
and encompasses all of the client’s liabilities towards the bank.

At the end of December 2017, the loans and advances (net) to customers rose by 1.6%, where the increase
was driven by the rising volume of corporate portfolio loans. In the portfolio of individuals, the decrease of
term loans significantly exceeded the increase in current accounts.

The table below presents the quality of mBank’s loan portfolio as at the end of December 2017 compared
to the end of 2016.

. . 31.12.2016 31.12.2017
Quality of the mBank loan portfolio (in thou. PLN) (in thou. PLN)

Loans and advances to individuals: 44,707,271 42,429,287
- current accounts 6,458,369 7,324,329
- term loans, including: 38,248,902 35,104,958
- housing and mortgage loans 30,958,397 26,714,885
- other - -
Loans and advances to corporate entities: 28,746,183 32,388,582
- current accounts 4,185,972 5,310,093
- term loans: 24,337,263 26,814,762
- large enterprises 12,733,757 13,878,266
- medium & small enterprises 11,603,506 12,936,496
- reverse repo/buy sell back 56,676 57,119
- other 166,272 206,608
Loans & advances to public sector 1,087,740 870,705
Other receivables 228,424 307,623
Total (gross) loans and advances to customers 74,769,618 75,996,197
Provision for loans and advances to customers (negative amount) -2,465,487 -2,564,459
Total (net) loans and advances to customers 72,304,131 73,431,738
Short-term (up to 1 year) 26,716,486 28,078,761
Long-term (over 1 year) 45,587,645 45,352,977
Incurred but not identified (IBNI) losses
Gross balance sheet exposure 70,864,716 72,023,490
IBNI loss provision for portfolio exposures -188,644 -200,813
Net balance sheet exposure 70,676,072 71,822,677
Impaired exposures
Gross balance sheet exposure 3,904,902 3,972,707
Provisions for impaired exposures -2,276,843 -2,363,646
Net balance sheet exposure 1,628,059 1,609,061
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Market risk

mBank organises market risk management processes in line with the requirements resulting from the law
and supervisory recommendations, in particular the PFSA Recommendations (among others A, C, G and I)
and EBA guidelines, concerning market risk management.

Tools and measures

In its business, mBank is exposed to market risk, i.e. the risk of unfavourable changes in the present value
of financial instruments in the bank’s portfolios due to changes in market risk factors: interest rates,
FX rates, stock prices and index value, the implied volatility of options, and credit spreads. In terms of
the banking book mBank identifies interest rate risk, which is defined as a risk of adverse change in both
valuation of banking book positions and net interest income arising from adverse movements in interest
rates.

The bank identifies market risk related to positions of the trading book measured at fair value (using
the direct measurement method or the model measurement method) which may materialise in the form of
losses reflected in mBank’s financial performance. Moreover, the bank attributes market risk to the banking
book positions, regardless of the methods for calculating earnings generated from those positions used for
the purpose of accounting reporting. In particular, in order to measure the interest rate risk of Retail
and Corporate Banking products without a fixed interest revaluation date or with rates administered by
the bank, the bank uses replicating portfolio models. The bank uses the capital modelling concept, which
is reflected in market risk measurement at the level of the bank’s internal organisational structures. Market
risk measures of the interest positions of the banking book are calculated with the use of net present value
(NPV) models.

Market risk exposure is quantified by measurement of Value at Risk (VaR), Stressed Value at Risk (Stressed
VaR), expected loss under condition that this loss exceeds Value at Risk (ES - Expected Shortfall) and by
use of stress tests.

Market risk, in particular interest rate risk of the banking book, is also quantified by measurement of
Earnings at Risk (EaR) of the banking book.

mBank has limited risk appetite for interest rate risk in long term buckets by setting BPV (+1bp) limit for
total interest rate position of mBank Group for tenors above 20 years and above 30 years, as well as it
established an acceptable appetite for credit spread risk by setting CS BPV (+1bp) limits in the structure
described by rating categories for all debt papers (treasury, commercial and with own receivables status).

Cross currency basis risk of CIRS transactions position, resulting from realization of funding strategy
assumptions regarding CHF mortgage portfolio, is limited as part of stress test scenarios and within Value
at Risk calculation.

Strateqgy

The implementation of market risk management strategy involves managing the bank’s positions in a way
enabling to maintain market risk profile within the risk appetite defined by the bank.

The bank is focused on meeting customers’ business needs, while reducing trade in derivatives in terms of
currency, currency pairs, nominal values and tenors of transactions, as well as applying the principle of
lack of commodity open positions. The bank conducts trading activity on well-known markets using financial
instruments the bank has adequate expertise in and that have been approved for trading.

Bank stabilizes interest income using long-term fixed-rate assets and derivatives and assuming - for stable
parts of equity and current accounts - the maximum modelled maturity profile of 5 years. Managing interest
rate risk of the banking book takes into account the economic and accounting perspectives, and the financial
instruments used for hedging are adequate to the bank’s expertise and have been approved for trading.

The market risk profile is derived from the strategic goals of business units, the policy of the Committee
(ALCO) in charge of shaping the structure of the Group’s assets and liabilities and the limits on market risk
exposure established by the Financial Markets Risk Committee (KRF) at the bank level, and by the
Management Board and Supervisory Board at the Group level. The system of limits reflects in a quantitative
manner the defined risk appetite.
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In accordance with the previously described general principles of risk management, market risk
management is organized under so-called three lines of defence. The main principle of organisation of
the market risk management process stipulates separation between the market risk monitoring and control
function and the functions related with opening and maintaining open market risk positions.

In addition, the bank applies the rule of organizational separation between managing banking book
operations (including portfolios of Treasury Department, Debt Securities Issue Department and Structured
and Mezzanine Finance Department) and trading book operations (including portfolios of Financial Markets
Department and Own Transactions Division in Brokerage Bureau).

Measuring mBank’s market risk

Value at risk

In 2017, the bank’s market risk exposure, measured by Value at Risk (VaR, for one day holding period,
at 97.5% confidence level), was moderate in relation to the VaR limits.

The VaR figures for the bank’s portfolio were driven mainly by portfolios of instruments sensitive to interest
rates and to selected credit spread - T-bonds portfolios in the banking book and in the trading book
including interest rate swap positions. The portfolios of instruments sensitive to changes in exchange rates,
such as FX forwards and options, and the exposure of the portfolios to equity price risk and the risk of
implied volatility of options traded on the WSE had a relatively low impact on the bank’s risk profile.

The table below presents VaR statistics of mBank’s portfolio in 2017:

VaR IR 9,423 9,970 15,641 5,281 12,903 13,721 18,454 11,042
VaR FX 545 360 870 138 772 547 816 351
VaR EQ 53 140 1,151 15 199 214 791 62
VaR CS 11,441 13,980 23,320 10,431 21,249 27,172 30,150 19,856
VaR 14,038 18,685 34,560 13,429 28,037 35,306 40,726 27,124
VaR IR - interest rate risk
VaR FX - FX risk
VaR EQ - stock price risk
VaR CS - credit spread risk.
The graph below presents changes in VaR for mBank in 12 months to 31.12.2017 (PLN million):
VaR for mBank by risk factors
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In 2017, VaR decreased mainly due to shortening of average maturity of bonds portfolio and changes in
observations in the 12-month window taken to calculation.
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VaR statistics in stress conditions

In the bank, VaR in stress conditions is also observed. The table below presents VaR statistics in stress
conditions in 2017 in comparison to statistics of this measure for 2016:

PLN thou.

Stressed VaR IR 41,214 39,289 48,768 27,827 45,288 43,671 50,339 36,293
Stressed VaR FX 313 1,002 3,000 258 2,339 1,363 2,655 576
Stressed VaR EQ 188 315 2,720 22 422 342 1,495 2
Stressed VaR CS 81,534 82,007 91,849 73,903 87,930 87,516 96,278 74,731
Stressed VaR 112,531 112,242 124,823 101,868 124,833 | 119,771 130,662 | 105,462

Stress testing

The result of stress tests for mBank in 2017 in comparison to 2016 is presented in the table below:

I T S
oiimar | svarsge | o | in [ svaaae | sverese | x| i |
141 85 147 9 97 82 120 20

Base stress test

CS stress test 694 688 767 624 752 695 782 623

Total stress

test 835

774 882 638 849 777 892 656

Base stress test — standard stress test

CS stress test - stress test with scenarios including credit spread changes

Total stress test - total stress test (sum of the standard stress test and the stress test with scenarios including credit spread changes).
In 2017, the average utilisation of the stress test limit for mBank without capital modelling was 56%
(PLN 773.6 million). The main part of the presented stress test results is the value of stress tests for change
of the credit spread of T-bond portfolios because the stress test scenarios assume on average a 100 bps
increase of credit spreads.

Interest rate risk of the banking book

In 2017 the interest rate risk of the banking book as measured by EaR, i.e. potential decrease of interest
income within 12 months assuming an unfavourable 100 bps change of market interest rates (parallel shift
of the curve by 100 basis points) and based on a stable value of the portfolio over the period, was
as presented in the table below:

PLN M

PLN 186.0 137.4 254.3 86.8 171.8 78.3 180.0 34.7
uUsD 14.9 13.6 17.9 8.6 9.3 7.5 13.8 1.2
EUR 84.9 94.1 113.1 67.3 64.9 70.6 142.3 50.2
CHF 0.0 0.0 0.1 0.0 0.0 4.1 21.6 0.0
CZK 12.0 4.8 12.0 2.2 3.1 4.1 7.5 2.4

Measuring mBank Group’s market risk

The main sources of market risk of the Group are mBank’s positions. The table below shows VaR statistics
(VaR at a 97.5% confidence level for a one-day holding period) for mBank Group in 2017 for individual
members of the Group in which market risk positions were identified (i.e. portfolios of mBank, mBank
Hipoteczny, mLeasing) and their decomposition to the VaR corresponding to the main risk factor types -
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interest rate risk (VaR IR), foreign exchange risk (VaR FX), stock prices/index value risk (VaR EQ), and
credit spread risk (VaR CS).

The table below presents VaR statistics in 2017:

FEN Ehoussnd mBani Group m“m

VaR IR average 10,072 9,970

VaR FX average 362 360 20 19
VaR EQ average 140 140 0 0
VaR CS average 14,282 13,980 358 0
VaR average 18,965 18,685 358 101
VaR max 35,076 34,560 493 232
VaR min 13,527 13,429 227 28
VaR 31.12.2017 14,472 14,038 408 29

For comparison, at the end of 2016, VaR for mBank Group was PLN 28,438 thousand, including VaR of
mBank at PLN 28,037 thousand, mBank Hipoteczny — PLN 459 thousand and mLeasing — PLN 212 thousand.

The graph below presents changes in VaR for mBank Group in 12 months to 31.12.2017 (PLN million):

VaR for mBank Group by risk factors
50

40
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10 S
0 == . ———
2016-12-30 2017-03-30 2017-06-30
e ES* 97,5% e \/aR 97,5% total
e—\/aR 97,5% IR e—\/aR 97,5% EQ

2017-09-30 2017-12-31

eV/aR 97,5% CS
e=—\/aR 97,5% FX

Stress testing

The result of stress tests for mBank Group in 2017 is presented in the table below:

Base stress test

CS stress test 713 703 782 635 767 710 798 639

Total stress

test 859 792 903 655 869 797 914 679

Base stress test - standard stress test
CS stress test - stress test with scenarios including credit spread changes
Total stress test - total stress test (sum of the standard stress test and the stress test with scenarios including credit spread changes).

In 2017, the average utilisation of the stress test limit for mBank Group without capital modelling was 59%
(PLN 791.9 million) and with capital modelling was 61% (PLN 870.4 million).

Liquidity risk

mBank organises liquidity risk management processes in line with the requirements resulting from the law
and supervisory recommendations in particular the PFSA Recommendations (among others P, C, H and S)
as well as EBA guidelines concerning liquidity risk management.

69



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

Tools and measures

In its operations, mBank is exposed to liquidity risk, i.e. the risk of being unable to honour its payment
obligations, arising from the bank’s balance-sheet and off-balance-sheet positions, on terms favourable to
the bank and at a reasonable price.

In terms of its sources, liquidity risk may result from internal factors (reputation risk resulting for instance
in excessive withdrawal of cash by bank clients, materialisation of credit risk) and external factors
(turbulences and crises in the financial markets, country risk, turbulences in the operation of clearing
systems).

For this purpose, the bank has defined a set of liquidity risk measures and a system of limits and warning
thresholds which protect the bank’s liquidity in the event of unfavourable internal or external conditions.
Independent measurement, monitoring and controlling of liquidity risk is performed daily by the Integrated
Risk and Capital Management Department. The main measures used in liquidity risk management of the
bank include measures based on liquidity gap calculation in LAB methodology in force since December 6,
2017, ANL (Available Net Liquidity) measures until December 5, 2017, the regulatory measures (M1, M2,
M3, M4), LCR, and also NSFR (Net Stable Funding Ratio) for analysis only. LAB/ANL measures reflect the
projected future cash flow gap of assets, liabilities and off-balance-sheet commitments of the bank, which
represent potential risk of being unable to meet liabilities within a specific time horizon and under a certain
scenario.

The methodology for measuring the liquidity gap (LAB) includes normal conditions scenario LAB Base Case,

stress scenarios subject to limits:

B LAB Bank Stress (short-term) - short-term scenario (up to 2 weeks) of the idiosyncratic stress,

B LAB Market Stress (long-term) - long-term scenario (up to 2 months) of the market crisis,

B LAB Combined Stress I - combined stress scenario that presents the effects of the simultaneous
occurrence of short-term idiosyncratic stress and long-term market related stress,

as well as stress scenarios which are not limited:
B LAB Bank Stress (long-term),
B LAB Market Stress (short-term),

B LAB Combined Stress II.

ANL scenarios included base scenario (ANL Base), and three liquidity stress test scenarios: internal (ANL
Stress), systemic (ANL Stress Market) and a combination of both (ANL Stress Combined).

Cash flow projections used in LAB/ANL measures are based on crisis scenarios, which include excessive
withdrawal of cash by the bank’s clients and being unable to liquidate some assets due to an external crisis
occurring to various extent dependent on assumed scenario.

Moreover, the bank has a process of reporting and monitoring of intraday liquidity position including crisis
scenario for intraday liquidity. The reverse stress scenario is the complement of the liquidity stress testing
system.

In order to support the process of liquidity risk management, the bank has a system of early warnings
indicators (EWI) and recovery indicators. It is composed of indicators monitoring the level of regulatory
and internal limits and additionally, indicators monitoring significant changes of market factors, as well as
changes in the bank’s balance sheet. Exceedance of thresholds by defined indicators may be a trigger for
the launch of the Contingency Plan or the Recovery Plan.

LCR calculation and reporting is carried out in accordance with the Delegated Commission Regulation (EU)
2015/61 of October 10, 2014, which has been in force since October 2015.

With the respect of NSFR, the bank reports to the NBP according to the standards established by EBA in
2014, and reports to the PSFA in the form of a dedicated questionnaire.

70



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

Strateqgy

The liquidity strategy is pursued by active management of the balance sheet structure and future cash
flows as well as maintenance of liquidity reserves adequate to liquidity needs depending on the activity of
the bank and the current market situation as well as funding needs of the Group subsidiaries.

The bank manages liquidity risk at two levels: strategic (within committees of the bank) and operational
(Treasury Department).

Liquidity risk limiting covers supervisory and internal measures.

The first category includes four liquidity measures determined by the Polish Financial Supervision Authority:
M1, M2, M3, M4 and LCR measure, which is additionally reported to the National Bank of Poland. NSFR
measure is monitored.

The liquidity risk internal limit system is based mainly on defining acceptable level of gaps in stress
conditions in specific time horizons and for different liquidity risk profiles (for all currencies in aggregate
converted to PLN) and for specific foreign currencies.

The bank has a centralised approach to the Group’s funding management in order to increase the efficiency
of liquidity resources used. Financing of subsidiaries is done from mBank via the Treasury Department,
with the exception of mBank Hipoteczny and mLeasing. mBank Hipoteczny raises funding in the market by
issuance of covered bonds, short-term debt securities and from mBank, mlLeasing raises funding by
issuance of short-term debt securities and from mBank, while other subsidiaries raise all of their funding
from mBank.

The bank has the Contingency Plan in case of a threat of losing financial liquidity, which sets the strategy
and procedures to be implemented in the event of a situation connected with the risk of losing liquidity by
the mBank Group and aimed at neutralising this threat. The document defines the division of responsibility
for monitoring and identifying threats, and actions during the emergency situation. The Contingency Plan
is tested at least annually.

The bank has developed the Recovery Plan of mBank Group, functioning in parallel with the Contingency
Plan and covering situations where a broader range of actions, than those defined in the Contingency Plan,
is required.

Bank limits the volume and term concentration of foreign currency funding of mBank with FX swaps and
CIRS. The limit is set in order to determine the relevant risk appetite accepted by the bank in this respect.
In addition, the limit is decomposed into individual limits for CIRS and FX swaps as well as limits for funding
in EUR and CHF. The limit structure reflects the bank’s preference for currency funding with long tenors.

In the bank the review of internal liquidity adequacy assessment process (ILAAP) is conducted. The process
covers the bank and the mBank Group. The results of the review are presented to the Management Board
and the Supervisory Board.
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Measuring mBank’s liquidity risk

The liquidity of mBank remained at a safe level in 2017, as reflected in the high surplus of liquid assets
over short-term liabilities in ANL/LAB measures and in the levels of regulatory measures.

The table below presents the LAB and ANL gaps for tenors up to 1M and 1Y in 2017 as well as the regulatory

measures M1, M2, M3, M4 and the LCR:

ANL Base 1M** 14,947 17,188 22,210 13,373
ANL Base 1Y** 14,396 15,965 21,137 12,518
ANL Stress 1M** 12,529 14,602 19,471 10,992
ANL Stress 1Y** 11,978 13,380 18,398 10,138
ANL Market 1M** 9,702 13,230 18,278 8,064
ANL Combined 1M** 8,858 12,330 17,324 7,243
LAB Base Case 1M**x* 19,317 16,233 19,317 13,607
LAB Base Case 1Y**x* 11,405 11,331 12,426 10,134
LAB Bank Stress 1M**x* 13,057 11,240 13,133 9,512
LAB Market Stress 1M*** 16,571 14,550 16,632 12,973
LAB Combined Stress 1M*** 12,533 10,951 12,660 9,637
M1 12,867 12,881 17,995 9,658
M2 1.35 1.37 1.60 1.23

M3 4.52 4.71 4.93 4.29

M4 1.39 1.39 1.43 1.36

LCR 165% 178% 239% 142%

* ANL, LAB measures and M1 are shown in PLN million; M2, M3, M4 and LCR are relative measures presented as a decimal.
** The value as of 5th December 2017. Mean, maximum and minimum are calculated for period until December 5, 2017.

*** Mean, maximum and minimum are calculated for period starting from December 6, 2017.

Measuring the Group’s liquidity risk

The Group’s liquidity risk measurement includes in addition mBank Hipoteczny and mLeasing. mBank
monitors liquidity risk of the subsidiaries so as to protect liquidity also at the Group level in the event of
adverse events (crises).

The Group’s liquidity was at a safe level in 2017, as reflected in the high surplus of liquid assets over short-
term liabilities in the LAB, ANL measures and the LCR calculated at the Group level.

The table below presents the LAB, ANL gaps for tenors up to 1M and 1Y and the LCR at the mBank Group

level:
2017

ANL Stress 1M** 14,842 16,351 21,169 12,947
ANL Stress 1Y** 13,808 14,712 19,690 11,538
LAB Base Case 1M*** 20,934 17,791 20,934 15,617
LAB Base Case 1Y*** 15,337 14,716 16,666 10,039
LAB Bank Stress 1M**x* 14,674 12,847 14,853 10,879
LAB Market Stress 1M*** 18,188 15,923 18,352 13,783
LAB Combined Stress 1M*** 14,150 12,325 14,380 10,475
LCR Group 191% 190% 244% 161%

* ANL, LAB measures are shown in PLN million.
** The value as of December 5, 2017. Mean, maximum and minimum are calculated for period until December 5, 2017.
*** Mean, maximum and minimum are calculated for period starting from December 6, 2017.
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Operational risk

mBank organises the operational risk management process taking into account the rules and requirements
set out in external regulations, in particular in the Recommendations M, H and D of the Polish Financial
Supervision Authority, which constitute a starting point for the framework of the operational risk control
and management system in mBank Group.

Tools and measures

Operational risk accompanies all processes at banks and its consequences can be often very harmful. It is
characterized by an asymmetric distribution of losses; overwhelmingly, these are small value losses. Large
losses are rare but the size of such a loss may exceed the sum of all the remaining operational losses in
a given reporting period.

In order to effectively manage operational risk, the bank applies quantitative and qualitative methods
and tools. The tools applied by the bank intend to cause-oriented operational risk management.

The basic qualitative tool is the internal control system self-assessment carried out once a year by the
bank’s organizational units and the Group subsidiaries. The aim of the process is to increase the awareness
of operations risk in mBank Group, to ensure communication about the necessity of changes
and improvements in control processes, and thus a more active approach to operational risk management.
The end result of the self-assessment is the assessment of risks and control mechanisms as well as
the creation of recovery plans aimed at changing the structure or the optimization of the control
mechanisms in order to improve the adequacy and effectiveness of internal control system.

The bank prepares also scenario analyses describing risks associated with rare operational risk events with
potentially very serious consequences.

In accordance with the requirements of Recommendation M, the bank has a process for identifying threats
associated with operational risk in all relevant areas of the bank’s operations and for creating new
and modifying existing products, processes and systems, as well as for changes in the organizational
structure.

Quantitative tools of the operational risk methodology include mainly collection of data on operational
events and effects. With the use of the database available at the mBank Group, data on operational risk
losses are recorded with an emphasis on the cause. Recorded data are analysed by the Integrated Risk
and Capital Management Department and at organizational units, which allows organizational units to carry
out ongoing monitoring of their current risk profile. mBank has an access to external operational loss
databases and applies them to analyse operational risk and potential threats, that institutions operating in
the financial sector are exposed to.

The key risk indicators (KRI) are another tool. Ongoing monitoring of risk factors recognized as key at the
given moment will allow for prediction of an increased level of operational risk and adequate response by
the organizational units in order to avoid the occurrence of operational events and losses.

Strategy

The operational risk control and management system, forms an organisational basis in order to enable
effective control and management of operational risk at every level of mBank’s organisational hierarchy.
The structure of operational risk control and management covers in particular the role of the Management
Board of the bank, the Business and Risk Forum, the Chief Risk Officer, the Integrated Risk and Capital
Management Department, and the tasks assigned to persons managing operational risk in particular
organisational units and business areas of the bank. The operational risk control and management process
at mBank is developed and co-ordinated by the central operational risk control function while operational
risk management takes place in every organisational unit of the bank and in every subsidiary of mBank
Group. It consists in identifying and monitoring operational risk and taking actions aimed to avoid, mitigate
or transfer operational risk.

The entire operational risk control process is supervised by the Supervisory Board of the bank through its
Risk Committee.
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4.4. Capital adequacy

One of the bank's main tasks is to ensure an adequate level of capital. As part of the capital management
policy, the bank creates a framework and guidelines for the most effective planning and use of the capital
base, which:

B are compliant with external and internal regulations in force,

B guarantee a continuity of financial targets achievement, which render an appropriate rate of return for
shareholders,

B ensure the maintenance of a strong capital basis being a fundamental support for business
development.

The capital management policy in mBank is based on:

B maintenance of an optimal level and structure of own funds with the application of available methods
and means, like among others retention of net profit, subordinated loan or issue of shares,

B effective use of existing capital, among others through application of a set of measures of effective use
of the capital, limitation of activities that do not provide an expected rate of return and development
of products with lower capital absorption.

The strategic goals of mBank and mBank Group are aimed at maintaining the total capital ratio as well as
the Common Equity Tier 1 capital ratio above the levels required by the supervision authority. This allows
to maintain business development while meeting the supervisory requirements in the long perspective.

Capital adequacy of mBank Group

o
20.3% 21.0%
18.3%

14,280

31.12.2015 31.12.2016 31.12.2017
mmmm Total own funds (PLN M) === Total capital charge (PLN M)
==¢==Total capital ratio (%) === Common Equity Tier 1 ratio (%)
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Capital adequacy of mBank

B

31.12.2015 31.12.2016 31.12.2017
= Total own funds (PLN M) mmm Total capital charge (PLN M)
==¢==Total capital ratio (%) === Common Equity Tier 1 ratio (%)

The capital ratios of mBank Group in 2017 were driven by the following factors:

inclusion, in Common Equity Tier 1 capital, of the remaining part of the net profit of mBank Group for
the year 2016, not included in Common Equity Tier 1 capital on the basis of the PFSA decision obtained
in 2016;

inclusion, in Common Equity Tier 1 capital, of the verified net profit of the mBank Group for Q1, Q2
and Q3 2017, net of expected charges and dividends, on the basis of the PFSA decisions of May 29,
2017, September 7, 2017, and December 19, 2017, respectively;

classification of capital instruments issued within incentive programs in the period from August 1, 2016,
till June 30, 2017, as instruments in Common Equity Tier 1 capital on the basis of the PFSA decision of
December 8, 2017;

change of the limit for unrealized gains measured at the fair value included in the own funds calculation
from 60% in 2016 to 80% in 2017;

change of the limit for grandfathered subordinated instruments included in the own funds;

inclusion of the company Future Tech Fundusz Inwestycyjny Zamkniety in prudential consolidation from
June 2017;

extensions of the AIRB approach: confirmation of June 12, 2017, from ECB and PFSA regarding high
significance conditions that have been met in respect to the conditional consent to the application of
the advanced internal rating based approach (AIRB approach) to the calculation of own funds
requirement for credit risk for mBank non-mortgage portfolio;

implementation of the Resolution of the Ministry of Development and Finance of May 25, 2017,
regarding higher risk weight for exposures secured by mortgages (regarding mainly foreign exchange
mortgage exposures); the increase in risk weight from 100% to 150% for FX exposures secured by
mortgages on immovable property under standardised approach had no impact on the Group capital
charges as the Group applies advanced internal rating based approach for the given portfolio. However
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the accompanying change, implemented according with the PFSA communication of September 19,
2017, with regard to the application of the preferential risk weight for a part of the exposure secured
by mortgage on residential property up to 80% of the property market value had a significant influence
on Group RWAs;

B expansion of the mBank Group business activity;

B appreciation of the Polish zloty against the foreign currencies.

The level of the required capital ratios at the end of 2017 was among others affected by the following
administrative decisions:

B according to the PFSA decision, in 2016 mBank had been identified as other systemically important
institution (O-SII) subject to a capital buffer; according to the PFSA decision of December 19, 2017,
the capital buffer amounted to 0,75% of the total risk exposure amount, calculated in accordance with
the provisions of the CRR Regulation, to be maintained on individual and consolidated levels. The bank
has applied the required capital buffer, defined in the December decision, to December 31, 2017 end
data.

B according to the PFSA decision of November 20, 2017, and the subsequent communication of December
15, 2017 mBank should maintain additional own funds on individual basis with regard to the risks
related to the portfolio of FX retail mortgage loans of 4.10% at the level of total capital ratio and 3.07%
at the level of Tier 1 capital (on consolidated basis: 3.53% and 2.65% accordingly).

Consequently the level of the required capital ratios encompasses:

B the basic requirement of PFSA addressed to banks in Poland as at December 31, 2017, to maintain the
total capital ratio of 12% and the Tier 1 ratio of 9%;

B the additional capital charge in Pillar II with regard to FX mortgage loan portfolio - 3.53% at the level
of total capital ratio and 2.65% at the level of Tier 1 capital on consolidated basis (and on individual
basis 4.10% and 3.07% accordingly);

B the combined buffer requirement of additional 2.02%, which consists of the collateral buffer, the other
systemically important institution buffer and countercyclical capital buffer.

Capital ratios on consolidated and individual basis were above the values required throughout 2017.

With a considerable surplus of own funds mBank Group comfortably meets the additional own funds
requirement and the combined buffer requirement.

mBank Group mBank
Capital ratio Required level 31.12.2017 Required level 31.12.2017
Total capital ratio (TCR) 17.55% 20.99% 18.12% 24.62%
Tier 1 ratio 13.67% 18.31% 14.09% 21.51%

The second component of the adequacy assessment of Group’s capital base, alongside the calculation of
capital ratios and their comparison with the required levels (taking account of the combined buffer
requirement and the additional capital charge within Pillar II), is verification whether Group meets
requirements resulting from article 500 of the CRR Regulation. For this purpose, the value of the Group’s
own funds is compared to the value of 80% of the comparable standardised-driven total capital
requirement. This parallel calculation is to ensure that the Group’s own funds calculated under the internal
rating based approach are sufficient and that they will not fall below 80% of own funds that the Group
would have to maintain under the standardised approach. mBank Group’s own funds are well above
the level determined by the reference value.

The consolidated leverage ratio calculated in accordance with the provisions of the CRR Regulation
and Commission Delegated Regulation (EU) 2015/62 of October 10, 2014, amending Regulation (EU)
No 575/2013 of the European Parliament and of the Council with regard to the leverage ratio, including
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provisions regarding transitional period, amounted to 9.00%. The stand-alone leverage ratio amounted to
9.05%.

More details on capital adequacy of mBank Group in 2017 could be found in the Consolidated Financial
Statement of mBank Group and in the Disclosures regarding capital adequacy.

Stress tests

Stress tests are an essential tool used for managing the bank and the Group and for capital and liquidity
planning. In order to ensure compliance with regulatory requirements under normal and stress conditions
the Group and the bank carry out sensitivity analyses and scenario analyses for key concentration risks.
The Management Board decides on the choice of risk scenario used for management purposes to ensure
adequate capital resistance of the mBank Group in crisis situations.

Additionally integrated stress tests are conducted based on scenario of unfavourable economic conditions
that may adversely affect the bank’s financial position in at least a full two-year time horizon (for liquidity
risk: a one-year time horizon). The risk scenario, i.e. the most plausible (in at least a full two-year time
horizon) scenario of negative deviations from the base scenario, expressed in terms of macroeconomic and
financial ratios, is common for all risk types, applied at Group level and aligned with the corresponding
scenario accepted by the consolidating entity.

The Group and the bank carries out so called reverse stress tests the goal of which is to identify events
potentially leading to unviability of the Group and the bank. Reverse stress tests are used for the verification
of capital and liquidity contingency plans of the Group and for making strategic decisions concerning
accepted risk profile of the Group.
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5. mBank Group capital and funding
5.1. mBank Group capital base
Structure of own funds including Tier 1 and Tier 2 capital

The amount of capital maintained by mBank Group and mBank meets the regulatory requirements and
allows for the planned business expansion at the defined risk appetite level. This is reflected in the Common
Equity Tier 1 capital ratio (21.5% at the stand-alone level and 18.3% at the consolidated level at the end
of 2017) and the Total Capital Ratio (24.6% at the stand-alone level and 21.0% at the consolidated level
at the end of 2017), which are above the levels recommended in 2017 by the Polish Financial Supervision
Authority (PFSA). According to the PFSA requirements, Tier 1 ratio should not be below 14.09% for mBank
and 13.67% for mBank Group, as at the end of 2017. The required stand-alone Total Capital Ratio stood
at 18.12% for mBank and 17.55% for mBank Group.

The required levels of capital ratios include the capital buffers introduced in 2016 under the Act on
Macroprudential Supervision over the Financial System and Crisis Management in the Financial System:
the capital conservation buffer of 1.88% and the other systemically important institution buffer of 0.75%,
as well as an additional capital requirement to hedge against the risk related to the foreign currency
mortgage loans for households of 3.53% for the Total Capital Ratio at the consolidated level, and of 4.10%
at the stand-alone level. At least 75% of the additional capital requirement should be Tier 1 capital. The
factors which influenced the capital ratios of mBank Group in 2017 are described in chapter 4.4. Capital
adequacy.

mBank Group has a strong capital base, as reflected in its capital structure. At the consolidated level, own
funds stood at PLN 14.3 billion at the end of 2017, out of which PLN 12.5 billion (87%) was Tier 1 capital.
The main components of Tier 1 include: share capital, share premium, other reserve capital, undistributed
profit from previous years, funds for general banking risk, recognized current profits and accumulated other
comprehensive income. Tier 1 is strengthened mainly through retained earnings.

Tier 2 capital stood at PLN 1.8 billion at the end of 2017, which represents a decrease of PLN 115.2 million
year on year. The decrease in Tier 2 capital was driven by a regulatory change of the limit for subordinated
loans with indeterminate maturity dates (perpetual) grandfathered as Tier 2 (a decrease from 60% in 2016
to 50% in 2017).

The table below presents the balances of mBank Group’s subordinated debt as at December 31, 2017.

Nominal value Currency Maturity date Tier 2 Capital
Bond 170 M CHF perpetual partly
Bond 80 M CHF perpetual partly
Bond 500 M PLN 20.12.2023 Yes
Bond 750 M PLN 17.01.2025 Yes

Subordinated debt with a fixed maturity included in own funds is amortised on a daily basis for five years
prior to final maturity. In addition, subordinated debt with indeterminate maturity in the table above is
being gradually withdrawn and is included in own funds in line with grandfathering eligibility and limits as
laid down in CRR in respect of the grandfathering in the transitional period from January 1, 2014 to
December 31, 2021. The current structure of the bank’s capital base derives from prior decisions regarding
retained earnings and additional capital increases. Between 2002 and 2011, mBank retained all of its
earnings by decision of the Annual General Meeting, while the 2012 dividend made up 35% of mBank’s net
profit followed by a 67% dividend payment in 2013. The profit for 2014, 2015 and 2016 was included in
whole in the bank’s own funds. More information on capital adequacy are presented in Note 51 of the
Consolidated Financial Statements of mBank S.A Group for 2017.
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Capital and liquidity norms under Basel III and EU regulations

According to the BRRD and the Act on the Bank Guarantee Fund, the Deposit Guarantee Scheme and Forced
Restructuring, banks are obliged to meet the requirement for own funds and eligible liabilities (MREL), an
equivalent of TLAC Total Loss Absorption Capacity), which is binding on global systemically important
institutions. Both of these ratios address the need to ensure adequate level of liabilities, which can be
converted into capital in case of material financial distress, and consequently enable resolution without use
of taxpayers’ money.

In July 2017, BFG published a methodology for calculating MREL at its website, at the same time setting
a transitional period for banks to make necessary adjustments in order to meet the requirement imposed
by the resolution authority by January 1, 2023. Banks received their individual MREL levels as part of
development of their resolution plans. The individual levels depend on, among other things, the resolution
strategy adopted for a given bank: write down or conversion of liabilities, takeover or liquidation under
normal insolvency proceedings. MREL determines the relation between the amount for loss coverage
combined with the amount for recapitalisation and the total amount of own funds and liabilities. MREL-
eligible liabilities will be limited to issued and fully paid-up instruments, which are not secured or
guaranteed by the institution itself, with maturity of at least one year. Covered deposits are excluded from
the calculation. In addition, BFG formulated its expectations as regards MREL eligible liabilities, which shall
be purchased by professional investors at a nominal value per unit not lower than EUR 100,000. Until a new
category of unsecured debt in the hierarchy of claims is established, own funds and subordinated liabilities
may be used to achieve the required MREL. The BFG methodology may be subject to further changes due
to the implementation of the planned amendments to BRRD and the CRR/CRD 1V package. The schedule
for banks’ adjustments to meet MREL will be determined in individual consultations with the resolution
authority concerning the consolidation level and structure of MREL-eligible instruments in terms of their
supply and demand, which is largely dependent on the domestic legal regulations on the issue of debt
instruments.

Dividend

In 2012, after ten years, mBank resumed the payment of the dividend to its shareholders. The ability to
pay out dividends is provided for in the Mobile Bank Strategy of mBank Group for 2016-2020. However, in
its decision recommending the dividend payment to the Supervisory Board, the Management Board of
mBank mainly considers current recommendations of the Polish Financial Supervision Authority concerning
dividend payments by banks. In 2017, the PFSA issued the recommendation that a dividend could be paid
only by banks meeting the criteria below:

B the bank is not subject to a restructuring programme;

B the bank performed well in the Supervisory Review and Evaluation Process - final BION score not worse
than 2.5 (master scale - score 1 or 2);

B with financial leverage (LR) level higher than 5%;

B with Tier 1 ratio is not lower than the minimum value set for this ratio increased by 1.5%: 6% +
75%*add-on + the combined buffer requirement + 1.5%;

B with Total Capital Ratio not lower than the minimum set for this value increased by 1.5%: 8% + add-
on + the combined buffer requirement + 1.5%;

It is recommended that banks which meet all the above criteria can pay out up to 50% of the generated
profit in 2017.

Moreover, it is recommended to pay out dividend up to:
B 75% of the profit generated in 2017 by banks meeting all of the above criteria, as well as the
requirement for a buffer at the target level, i.e. 2.5% of the total risk exposure,

B 100% of the profit generated in 2017 by banks meeting all of the above criteria (including Conservation
Capital Buffer at the require d level), taking into account, within capital criteria, the bank’s sensitivity
to an unfavorable macroeconomic scenario (ST - an individual add-on measuring bank's sensitivity for
unfavorable macroeconomic scenario defined as: the difference between TCR in the reference scenario
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and TCR in the shock scenario including supervisory adjustments (in stress tests conducted by the
PFSA).

For banks with exposure to FX housing loans for households the dividend rate should be adjusted based on
following criteria:

Criterion 1 - based on the share of FX housing loans for households in the whole portfolio of receivables
from the non-financial sector:

B banks with the share exceeding 10% - dividend rate adjustment by 20 p.p.;

B banks with the share exceeding 20% - dividend rate adjustment by 30 p.p.;

B banks with the share exceeding 30% - dividend rate adjustment by 50 p.p.;
Criterion 2 — based on the share of FX housing loans granted in 2007 and 2008 in the portfolio of FX housing
loans for households:

B banks with the share exceeding 20% - dividend rate adjustment by 30 p.p.;

B banks with the share exceeding 50% - dividend rate adjustment by 50 p.p.

Whenever a bank with undistributed profit from previous years intends to pay out dividend, it is obliged to
report this plan to the Polish Financial Supervision Authority which will assess it on an individual basis.
Only banks which meet the criteria for paying out dividends may apply for such consent.

The table below presents information on mBank’s dividend payments since 2012.

Total dividend volume

Dividend per share Dividend as a % of net profit*
PLN M
2012 10.0 421.4 35
2013 17.0 717.0 67
2014 - - -
2015 - - -
2016 - - -

* The ratio of the total amount of dividends paid to mBank's individual net profit in the financial year.
MREL and TLAC and their impact on mBank

According to the BRRD directive and the Act on the Bank Guarantee Fund, the Deposit Guarantee Scheme
and Forced Restructuring, banks will be obliged to meet the requirement for liabilities subject to cancellation
or conversion in the form of the MREL indicator (Minimum required Eligible Liabilities), an equivalent of
TLAC (Total Loss Absorption Capacity), which is binding on global systemically important institutions. Both
of these ratios address the need to ensure adequate level of liabilities, which can be converted into capital
in case of material financial distress, and consequently enable resolution without use of public funds.

In July 2017, BFG published a methodology for calculating MREL level at its website, setting a transitional
period for banks to make necessary adjustments in order to meet the requirement imposed by the forced
restructuring authority by January 1, 2023. Banks received their individual MREL levels as part of
development of their restructuring plans. The individual levels depend on, among other things, the
resolution strategy adopted for a given bank: write down or conversion of liabilities, takeover or liquidation
under normal insolvency proceedings. MREL indicator determines the relation between the amount for loss
coverage combined with the amount for recapitalisation and the total amount of own funds and liabilities.
MREL-eligible liabilities will be limited to issued and fully paid-up instruments, which are not secured or
guaranteed by the institution itself, with maturity of at least one year. Covered deposits are excluded from
the calculation. In addition, BFG formulated its expectations as regards MREL-eligible debt instruments,
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which shall be purchased by professional investors at a nominal value per unit not lower than EUR 100,000.
Until a new category of unsecured debt in the hierarchy of claims is established, own funds and
subordinated liabilities may be used to achieve the required MREL. The BFG methodology may be subject
to further changes due to the implementation of the planned amendments to BRRD and the CRR/CRD IV
package. The schedule for banks’ adjustments to meet MREL indicator will be determined in individual
consultations with the forced restructuring authority concerning the consolidation level and structure of
eligible liabilities in terms of their supply and demand, which is largely dependent on the domestic legal
regulations on the issue of debt instruments.

5.2. mBank Group funding

The “One Bank” Strategy for 2012-2016 provided for optimisation of the Bank’s balance sheet in terms of
its profitability and structure by increasing the share of client deposits in funding, further diversification of
the funding base, and a bigger share of high-yield assets. The “"Mobile Bank” Strategy, implemented in
mid-2016, provides for the strengthening of the funding profile due to the increasing volume of covered
bonds and transaction deposits and maintaining the loan-to-deposit ratio on the level of at most slightly
above 100% every year (92.3% at the end of 2017).

It was reflected in the changes of the structure of mBank Group’s funding at the end of 2017.

Changes in mBank Group's funding structure
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Bond issued under the EMTN Programme

After the successful first eurobond issue in October 2012 and issue of CHF bonds in October 2013, mBank
Group completed further issues under the EUR 3 billion EMTN Programme in 2014. In 2015, there were no
issues under the EMTN Programme, whereas on October 12, 2015, bonds worth EUR 500 million were
repaid. On September 21, 2016, mBank, through its foreign subsidiary mFinance France, completed the
issue of bonds with a nominal value of EUR 500 million, maturing in 2020.

In 2017, there was one issue under the EMTN Programme. On March 28, 2017, mFinance France issued 6-
year bonds with a nominal value of CHF 200 million and 1.005% coupon.

The following table presents a summary of outstanding tranches:

Date of issue Nominal value Maturity date Coupon
05.09.2013 CHF 200 M 08.10.2018 2.500%
06.12.2013 CzZK 500 M 06.12.2018 2.320%
24.03.2014 EUR 500 M 01.04.2019 2.375%
20.11.2014 EUR 500 M 26.11.2021 2.000%
26.09.2016 EUR 500 M 26.09.2020 1.398%
28.03.2017 CHF 200 M 28.03.2023 1.005%
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mBank continues its efforts aimed to diversify the sources of funding and to ensure stable refinancing on
attractive terms.

Activity on the covered bond market

mBH is a mortgage bank with the longest track record of issuing covered bonds on the Polish capital market.
As of December 31, 2017, the value of issued mortgage covered bonds amounted to PLN 6.4 billion.

Covered bond issues conducted by mBank Hipoteczny constitute an important part of mBank Group’s
funding strategy The scale of mBH's issuing activity in 2017 and the parameters of individual issues mark
a significant change in the policy of the Bank, whose main function is to raise funding and refinance long-
term mortgage loans through covered bond issues. The main focus is on narrowing the maturity gap
between assets and liabilities, reducing the currency gap, and cutting the cost of new funding.

In 2017, mBank Hipoteczny placed six issues of mortgage covered bonds in the total nominal amount of
PLN 2.7 billion, including two private placements in the amount of PLN 700 million. The four issues
denominated in the Polish currency amounted to PLN 2.2 billion and the two issues denominated in EUR
stood at EUR 124.9 million.

On October 11, 2017, mBH placed the biggest issue of covered bonds in PLN in the history of the Polish
capital market in the amount of PLN 1 billion, a maturity of 6 years and interest of WIBOR 3M + 0.82% per
annum.

As part of debt restructuring in 2017, the Bank repurchased on the secondary market three series of
mortgage covered bonds issued under a private offering in the total nominal amount of PLN 700 million
and EUR 70 million.

Covered bonds issued by mBank Hipoteczny are characterised by low investment risk, which is a result of
the statutory obligation to apply complex security mechanisms while issuing and trading in such
instruments. This has been proven by the ratings of the Bank’s mortgage covered bonds assigned by Fitch
Ratings Ltd. On June 23, 2017, the rating of mortgage covered bonds was affirmed at A.

A summary of mBH activity on the public market in 2017 is presented in the following table.

Volume Currency Date of issue Maturity (i:::::s) Coupon

249 M EUR 02.02.2017 02.02.2024 7 Fixed (0.94%)
500 M PLN 29.09.2017 10.09.2022 5 WIBOR3M +0.75%
1,000 M PLN 11.10.2017 15.09.2023 5.9 WIBOR3M +0.82%
100 M EUR 30.10.2017 22.06.2022 4.6 Fixed (0.612%)
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6. Financial position of mBank Group and mBank in 2017
6.1. Financial position of mBank Group
Profit and loss account of mBank Group

mBank Group reported a profit before tax of PLN 1,527.9 million in 2017, compared with
PLN 1,637.7 million in 2016 (-PLN 109.8 million, i.e. -6.7%). Net profit attributable to the owners of mBank
reached PLN 1,091.5 million, compared with PLN 1,219.3 million in the previous year
(-PLN 127.8 million, i.e. -10.5%). Income tax paid by mBank Group amounted to PLN 432.8 million in 2017
vs. PLN 415.5 million in 2016 (+PLN 17.3 million or 4.2%).

A summary of financial results of mBank Group is presented in the table below.

| I |
PLN M 2016 2017 CLEEE ‘ CUEER

in PLN M in %

Total income 4,295.4 4,453.6 158.2 3.7%
Net impairment losses on loans and advances -365.4 -507.7 -142.3 38.9%
Overhead costs and amortization -1,963.3 -2,043.2 -79.9 4.1%
Profit before income tax 1,637.7 1,527.9 -109.8 -6.7%
Net profit attributable to shareholders of mBank S.A. 1,219.3 1,091.5 -127.8 ‘ -10.5%
ROA net 1.0% 0.8%
ROE gross 13.6% 11.6%
ROE net 10.1% 8.3%
Cost/Income ratio 45.7% 45.9%
Net interest margin 2.3% 2.5%
Common Equity Tier 1 ratio 17.3% 18.3%
Total capital ratio 20.3% 21.0%
Leverage ratio 8.2% 9.0%

The main drivers of the financial results of mBank Group in 2017 included:

B Increase of total income, which stood at PLN 4,453.6 million. The increase was recorded in net
interest income and net fee and commission income. In 2016, mBank Group reported gains on
the takeover of Visa Europe Limited by Visa Inc., whereas in 2017 no major one-off transactions took
place.

B Increase in operating expenses (including amortisation) to PLN 2,043.2 million compared with
2016. Amortisation charges remained stable throughout 2017, whereas material costs and staff-related
expenses increased.

B Stable efficiency measured by the cost to income ratio which stood at 45.9% in 2017 compared to
45.7% in 2016.

B Higher costs of risk at 61 bps, compared with 46 bps in 2016, when a major release of loan loss
provisions took place.

B Continued organic growth and business expansion as demonstrated by:
B Increase in the individual customer base in Poland, Slovakia and the Czech Republic and in
Orange Finanse to 5,342 thousand (up by 290.8 thousand customers compared with the
end of 2016).

B Increase in the number of corporate clients to 22,048 enterprises (+1,108 year on year).

83



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

Net loans and advances went up by 3.3%, compared with the end of 2016, while deposits remained almost
at the same level. As a result, the loan to deposit ratio went up to 92.3% v. 89.4% at the end of 2016.

The changes in the Group’s results translated into the following profitability ratios:
B Gross ROE of 11.6% (compared to 13.6% in 2016).
B Net ROE of 8.3% (compared to 10.1% in 2016).

Capital ratios of mBank Group increased in 2017. At the end of December 2017, the Total Capital Ratio
stood at 21.0% compared with 20.3% a year ago. The Common Equity Tier 1 capital ratio reached 18.3%,
compared with 17.3% at the end of 2016. The leverage ratio stood at 9.0% at the end of December 2017,
compared with 8.2% in 2016.

Income of mBank Group

Total income generated by mBank Group was PLN 4,453.6 million in 2017, compared with
PLN 4,295.4 million in 2016, which represents an increase of PLN 158.2 million, i.e. 3.7%. The increase
was mainly driven by improved net interest income and net fee and commission income.

Interest income 3,872.9 4,052.1 179.2 4.6%
Interest expense -1,040.0 -916.4 123.6 -11.9%
Net interest income 2,832.8 3,135.7 302.8 10.7%
Fee and commission income 1,550.8 1,659.7 108.8 7.0%
Fee and commission expense -644.4 -667.5 -23.1 3.6%
Net fee and commission income 906.4 992.2 85.7 9.5%
Dividend income 3.3 3.4 0.1 3.0%
Net trading income 244.6 294.1 49.4 20.2%
3| as|  aws2
The share in the profits (losses) of joint ventures -0.1 0.0 0.1 -
Other operating income 243.7 242.4 -1.4 -0.6%
Other operating expenses -196.8 -210.2 -13.4 6.8%
Total income 4,295.4 4,453.6 158.2 3.7%
| |

Similarly to 2016, net interest income remained mBank Group’s largest income source in 2017 (70.4%).
It reached PLN 3,135.7 million, compared with PLN 2,832.8 million in 2016 (+10.7%). High net interest
income was mainly driven by an increase in interest income combined with a simultaneous cost reduction.

Net interest margin, calculated as a relation between net interest income and average interest-earning
assets, stood at 2.5% compared with 2.3% in 2016.

Interest income grew by PLN 179.2 million or 4.6% year on year to PLN 4,052.1 million. With a share of
74.4%, loans and advances were the main source of the Group’s interest income. Interest income from
loans and advances increased by PLN 261.6 million or 9.5% on the previous year to PLN 3,014.8 million.
The growth resulted mainly from a growing volume of loans and a change in the structure of the loans
portfolio — increasing share of high margin products, with a simultaneous decrease in the share of mortgage
loans in foreign currencies characterised by lower margin. In 2017, interest income from investment
securities decreased by PLN 14.8 million, i.e. 2.1% due to lower average balance of NBP bonds in 2017.
Interest income on derivatives classified into the banking book amounted to PLN 133.6 million, i.e., declined
by 32.1% compared with 2016, due to lower volumes of such transactions.
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Change Change
PLN M 2016 2017 in PLN M in %
Loan.s_and gdvances including the unwind of the impairment 2,753.2 3,014.8 261.6 9.5%
provision discount
Investment securities 708.0 693.2 -14.8 -2.1%
Cash and short-term placements 57.3 59.9 2.6 4.6%
Trading debt securities 77.0 62.8 -14.2 -18.4%
Interest income on derivatives classified into banking book 196.8 133.6 -63.2 -32.1%
Interest income on derivatives concluded under the fair 59.9 66.8 6.9 11.5%
value hedge
Interest income on derivatives concluded under the cash 15.9 15.8 0.1 -0.6%
flow hedge
Other 4.9 5.2 0.3 6.8%

Total interest income

3,872.9 4,052.1

The decrease in interest expenses in 2017 was related mainly to lower interest expenses arising from
amounts due to customers (drop by PLN 145.7 million, i.e. 22.8%) resulting from lower interest rate of
deposits and a large inflow of funds to current accounts. Interest expenses arising from amounts due to
banks decreased by PLN 5.4 million, i.e. 8.5% driven by a drop in the balance of received loans and
advances (the repayment of some of mBank’s loans granted by Commerzbank in the total amount of CHF
750 million and by the European Investment Bank in the total amount of EUR 50 million, and taking out
loan totalling CHF 113 million). 2017 saw an increase in expenses arising from issue of debt securities by
PLN 23.2 million or 9.0% as a result of an increased value of issued debt securities (EMTN tranche in the
amount of CHF 200 million and 4 public issues of covered bonds totalling over PLN 2.0 billion carried out
by mBank Hipoteczny). Interest expenses related to subordinated liabilities remained stable year on year.

Net fee and commission income, accounting for 22.3% of mBank Group’s total income, increased

significantly year on year. It reached PLN 992.2 million in the period under review, representing an increase

of PLN 85.7 million, i.e. 9.5%.

Change Change
| | INnPLNM in %

Payment cards-related fees 361.9 372.9 11.0 3.0%
Credit-related fees and commissions 308.5 324.8 16.3 5.3%
Commissions for agency service regarding sale of o
insurance products of external financial entities 166.8 187.4 20.6 12.4%
Fees from brokerage activity and debt securities issue 142.0 135.5 -6.6 -4.6%
Commissions from bank accounts 170.2 186.7 16.5 9.7%
Commissions from money transfers 110.6 119.9 9.3 8.4%
C_ommlssmns <_:|u<_a to guarantees granted and trade 58.8 71.4 12.6 21.4%
finance commissions
Commissions for agency service rggardlng sale of 115.4 136.6 212 18.4%
products of external financial entities
Commissions on trust and fiduciary activities 25.0 26.3 1.3 5.3%
Fees from portfolio management services and other 13.5 14.8 1.3 9.3%
management-related fees
Fees from cash services 51.1 53.3 2.2 4.3%
Other 27.1 30.3 3.2 11.7%

Total fee and commission income
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Commission income increased by PLN 108.8 million, i.e. 7.0% year on year. Payment card-related fees
increased by PLN 11.0 million, i.e. 3.0% on the previous year. The increase was stimulated by a higher
number of clients and issued payment cards as well as by the number and volume of transactions (value
of non-cash transactions grew in 2017 by 20.3% year on year and the number of transactions rose by
23.8%). Credit-related fees and commissions surged by PLN 16.3 million, i.e. 5.3% due to the increased
sales of loans. Commissions for agency service regarding sale of insurance products of external financial
entities were by 12.4% higher in 2017 (an increase of PLN 20.6 million). Fees from brokerage activity and
debt securities issues decreased by 4.6%, i.e. PLN 6.6 million. Driven by a growing client base, commissions
from bank accounts rose (by PLN 16.5 million, i.e. 9.7%). The growth in transactional banking and a higher
number of transactions translated into an increase in commissions from money transfers (+8.4%). 2017
also saw an increase in commissions due to guarantees granted and trade finance commissions (+PLN 12.6
million or 21.4 %) and commissions on agency service regarding the sale of products of external financial
entities (+PLN 21.2 million or 18.4%).

Fee and commission expenses grew in the analysed period by PLN 23.1 million, i.e. 3.6%. The highest
growth was recorded in other fees and payment card-related fees and commissions, whereas the brokerage
fees fell significantly.

Dividend income amounted to PLN 3.4 million in 2017 compared with PLN 3.3 million in 2016.

Net trading income stood at PLN 294.1 million in 2017, which represents an increase of PLN 49.4 million
or 20.2% vyear on year. The growth was driven mainly by a higher foreign exchange result
(+PLN 18.7 million, i.e. 6.9%), as well as other net trading income and result on hedge accounting
(+PLN 30.8 million), predominantly due to the higher valuation of interest rate derivatives. The dynamically
developing and ever more popular FX Platform (mPlatforma Walutowa) largely contributed to the higher
foreign exchange result in 2017.

Gains less losses on investment securities and investments in subsidiaries and associates in 2017 was
negative (-PLN 3.9 million), which was a result of a write-off of mLocum’s shares due to the sale of the
subsidiary, the revaluation of Polski Standard Ptatnosci Sp. z 0.0., the revaluation of the available for sale
securities and the sale of bonds from the available for sale portfolio. In turn, gains less losses from
investment securities stood at PLN 261.3 million in 2016 when PLN 251.7 million in proceeds from the
takeover of Visa Europe Limited by Visa Inc. was posted.

Other net operating income (other operating income net of other operating expenses) amounted to
PLN 32.2 million in 2017, representing a decrease by PLN 14.7 million, i.e. 31.4% year on year. Other
operating income fell by PLN 1.4 million, i.e. 0.6%, mainly due to lower income from sale the liquidation of
fixed assets as a result of the sale of mLocum, as well as lower other income. At the same time, other
operating expenses increased by PLN 13.4 million, i.e. 6.8%, which was predominantly caused by provisions
for future commitments.
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Costs of mBank Group

In 2017, total overhead costs (including amortisation) of mBank Group stood at PLN 2,043.2 million, which
represents a 4.1% increase in comparison with 2016. The increase was mainly driven by higher material

costs and higher contributions to the Bank Guarantee Fund.

PLN M 2016 2017 iﬁh:L"I\f":,l C:‘:[,‘/ge
Staff-related expenses -876.7 -902.9 -26.2 3.0%
Material costs -671.3 -705.2 -33.9 5.0%
Taxes and fees -22.8 -23.2 -0.3 1.5%
contributions and transfers to the Bank -161.7 -180.1 -18.3 11.3%
Contributions to the Social Benefits Fund -7.0 -7.6 -0.6 8.4%
Amortization -223.6 -224.2 -0.6 0.3%
Total overhead costs and amortization

Cost/Income ratio 45.7% 45.9% - -
Employment (FTE) 6,528 6,455 -73 -1.1%

In 2017, staff-related expenses went up by PLN 26.2 million, i.e. 3.0%, mainly due to an increase
in remuneration costs. The number of FTEs decreased by 73 from 6,528 at the end of 2016 to 6,455 FTEs
at the end of 2017.

Material costs increased in the reported period by PLN 33.9 million, i.e. 5.0%. In 2017 mBank Group also
marked higher material costs in the logistics area and higher costs of consulting services, due to the
strategic and regulatory projects carried out at the bank.

The contribution to the Bank Guarantee Fund (BFG) paid by mBank Group increased by PLN 18.3 million
compared with 2016 as a result of modifications in the method for calculation of contributions to the deposit
guarantee scheme and forced restructuring.

Amortisation remained stable year on year.

As a result of changes in income and expenses, no major change was reported in the cost to income ratio,
which stood at 45.9% (45.7% in 2016).

Net impairment losses on loans and advances of mBank Group

Net impairment losses on loans and advances in mBank Group amounted to PLN 507.7 million in 2017,
compared with PLN 365.4 million in 2016, representing an increase of PLN 142.3 million, i.e. 39.0%.
The cost of risk in 2017 stood at 61 bps, compared with 46 bps in 2016.

Change

in PLN M
Retail Banking -284.9 -342.6 -57.7 20.3%
Corporates and Financial Markets -78.2 -166.0 -87.8 112.2%
Other -2.3 0.9 3.2 +/-

Total net impairment losses on loans and

advances

-142.3

39.0%
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Net impairment losses on loans and advances in Retail Banking stood at PLN 342.6 million in 2017 compared
with PLN 284.9 million in 2016. Provisions increased as a result of the higher volume and changes in the
structure of the retail credit portfolio with a growing volume of non-mortgage loans (unsecured loans).

Net impairment losses on loans and advances in Corporates and Financial Markets stood at
PLN 166.0 million in 2017 compared with PLN 78.2 million in 2016. The low level of provisions reported in
2016 was caused by the release of loan loss provisions related to the sale of non-performing receivables
and payment of the loan insurance by KUKE (Export Credit Insurance Corporation), whereas loan loss
provisions in 2017 reached a more standardised level.

Contribution of business lines and segments to the financial results

The contribution of Retail Banking to the Group’s financial results decreased in 2017 (to 60.6% from 62.5%
in 2016) as a consequence of higher overhead costs and net impairment losses on loans and advances,
and an increase in the amount of the banking tax paid by the Group. The segment’s income grew by 3.1%
year on year (with core income going up by 13.8%).

At the same time, the contribution of Corporate and Investment Banking in the Group’s results rose to
33.1% from 30.4% a year earlier. The increase was driven by higher income (up by 6% year on year)
coupled with lower operating expenses. Net impairment losses on loans and advances went up by
PLN 91.6 million on the previous year.

The Financial Markets segment generated an income of PLN 230.2 million in 2017, up by 2.9% compared
to 2016. The increase is attributable mainly to higher net trading income. However, the higher income was
offset by a considerable increase in overhead costs including amortization (up by 15.8% year on year).

A summary of financial results of individual business lines of mBank Group is presented in the table below.

1 [ ]
Change Change Share in profit
in PLN M in % before tax in %
Retail Banking 1,023.9 925.2 -98.7 -9.6% 60.6%
Corporates and Investment Banking 498.6 505.6 7.0 1.4% 33.1%
Financial Markets 90.9 79.1 -11.7 -12.9% 5.2%
Other 24.4 18.0 -6.4 -26.2% 1.2%

Profit before tax of mBank Group 1,637.7 1,527.9 -109.8 -6.7% 100.0%

88



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

6.2. Changes in the consolidated statement of financial position of mBank Group
Changes in the assets of mBank Group

In 2017, the assets of mBank Group decreased by PLN 2,319.5 million, i.e. 1.7%. Total assets stood at
PLN 131,424.0 million as at December 31, 2017.

The table below presents changes in particular items of mBank Group assets.

|
31.12.2016 31.12.2017 ighPaL“ﬁfd
Cash and balances with Central Bank 9,164.3 7,384.9 -1,779.4 -19.4%
Loans and advances to banks 3,082.9 1,707.7 -1,375.1 -44.6%
Trading securities 3,800.6 1,525.4 -2,275.3 -59.9%
Derivative financial instruments 1,808.8 1,236.3 -572.5 -31.7%
Net loans and advances to customers 81,763.3 84,475.8 2,712.6 3.3%
Investment securities 31,393.4 32,144.7 751.3 2.4%
Intangible assets 582.7 710.6 128.0 22.0%
Tangible assets 757.4 758.7 1.4 0.2%
Other assets 1,390.2 1,479.8 89.6 6.4%

Total assets of mBank Group

133,743.5

131,424.0

-2,319.5

I

Loans and advances to customers remained the largest asset category of mBank Group at the end of 2017.
Their net volume increased by PLN 2,712.6 million, i.e. 3.3% year on year. As at December 31, 2017, they

accounted for 64.3% of the balance sheet total compared with 61.1% at the end of 2016.

31.12.2016 31.12.2017 Change  Change
Loans and advances to individuals 48,949.8 48,142.8 -807.0 -1.6%
Loans and advances to corporate entities 34,174.3 37,941.7 3,767.4 11.0%
Loans and advances to public sector 1,228.2 995.6 -232.7 -18.9%
Other receivables 228.4 307.6 79.2 34.7%
Total (gross) loans and advances to customers 84,580.8 87,387.7 2,806.9 3.3%
Provisions for loans and advances to customers -2,817.5 -2,911.9 -94.4 3.3%
Total (net) loans and advances to customers 81,763.3 84,475.8 2,712.6 3.3%
| ]

In 2017, gross loans and advances to individuals decreased by PLN 807.0 million or 1.6%.The volume of
mortgage and housing loans decreased by PLN 2,775.9 million, i.e. 7.8%, on the previous year and was
mainly impacted by PLN/CHF fluctuations and a decrease in the FX mortgage portfolio. The value of sales
went up by 19.1% (it reached PLN 3,412.5 million in 2017 against PLN 2,864.8 million in the previous
year). In addition, in 2017, mBank Group sold PLN 7,124.3 million worth of non-mortgage loans, which
represents a 16.0% hike in sales year on year. Net of the FX effect, loans and advances to individuals grew
by 3.7% in 2017.
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The volume of gross loans and advances to corporate entities increased by PLN 3,767.4 million, i.e. 11.0%,
compared with the end of 2016. Net of reverse repo/buy sell back transactions and the FX effect, loans and
advances to corporate entities increased by 13.5% on the previous year.

The volume of gross loans and advances to the public sector decreased by PLN 232.7 million or 18.9%
in 2017.

Investment securities constituted mBank Group’s second largest asset category (24.5%). Their value
increased by PLN 751.3 million or 2.4% throughout 2017. The government bond and bills portfolio
decreased by 2.4% year on year, while the portfolio of debt instruments issued by the central bank and that
of remaining debt securities grew by 27.9% and 70.7%, respectively.

The balance of trading securities dropped by PLN 2,275.3 million in 2017, primarily as a result of a reduction
of the treasury bonds portfolio.

Changes in liabilities and equity of mBank Group

The table below presents changes in the liabilities and equity of the Group in 2017:

|
31.12.2016 31.12.2017  Chande
Amounts due to other banks 8,486.8 5,073.4 -3,413.4 -40.2%
Derivative financial instruments 1,599.3 1,095.4 -503.9 -31.5%
Amounts due to customers 91,418.0 91,496.0 78.1 0.1%
Debt securities in issue 12,660.4 14,322.9 1,662.5 13.1%
Subordinated liabilities 3,943.3 2,158.1 -1,785.2 -45.3%
Other liabilities 2,584.6 2,986.7 402.1 15.6%
Total Liabilities 120,692.3 117,132.5 -3,559.9 -2.9%
Total Equity 13,051.2 14,291.6 1,240.4 9.5%

Total Liabilities and Equity of mBank Group

133,743.5

131,424.0
]

Amounts due to customers are the principal source of funding of mBank Group. Their share in the Group’s
funding structure has been increasing systematically. They accounted for 69.6% of the Group’s liabilities
and equity at the end of 2017, compared with 68.4% at the end of 2016.

|
31.12.2016 31122017  Change
Individual customers 53,494.9 55,693.6 2,198.7 4.1%
Corporate customers 37,383.5 34,589.6 -2,793.9 -7.5%
Public sector customers 539.6 1,212.8 673.2 124.8%

Total amounts due to customers

91,418.0

91,496.0

Amounts due to customers remained at the same level throughout 2017 (+PLN 78.1 million, i.e. +0.1%
year on year) and totalled PLN 91,496.0 million. In 2017, a very positive change occurred in terms of the
cost of funding, reflected in the outflow of funds from term deposits to current accounts.

Amounts due to individual customers increased by PLN 2,198.7 million, i.e. 4.1%, compared with the end
of 2016. Funds in current and savings accounts increased by 14.9%, whereas the volume of term deposits
decreased by 23.2%.
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Throughout the year, amounts due to corporate customers decreased by PLN 2,793.9 million, i.e. 7.5%.
The drop was mainly attributable to lower volumes of current accounts (-2.7%) and term deposits
(-9.8%), as well as lower repo transactions (-72.5%). Excluding repo transactions, amounts due to
corporate clients dropped by 4.6% compared with the end of 2016.

Amounts due to other banks decreased by PLN 3,413.4 million or 40.2% vyear on year to
PLN 5,073.4 million. Loans and advances received went down by PLN 3,570.6 million, i.e. 51.3% on the
previous year. In 2017, mBank received a loan from the European Investment Bank in the amount of CHF
113 million and repaid loans of CHF 750 million and EUR 50 million. The amount of current deposits placed
by other banks with mBank fell slightly, whereas the value of term deposits, repo/sell buy back transactions
and liabilities related to cash collateral went up significantly over the same period.

The share of debt securities in issue in mBank Group’s financing structure grew from 9.5% at the end of
2016 to 10.9% at the end of 2017. Their value grew by PLN 1,662.5 million, i.e. 13.1%, year on year.
This change was driven mainly by the issue of covered bonds by mBank Hipoteczny, the issue of a tranche
of Eurobonds under the EMTN program, redemption of maturing debt securities and the appreciation of the
zloty against the euro.

Subordinated liabilities decreased by 45.3% in 2017, mainly as a result of redeeming subordinated bonds
in the amount of CHF 400 million.

Total equity grew by PLN 1,240.4 million, i.e. 9.5% in 2017 as a consequence of an increase in retained
profits and its share in total equity and liabilities of mBank Group stood at 10.9% at the end of 2017
(compared with 9.8% as at the end of 2016).

6.3. Financial position of mBank
Profit and loss account of mBank

mBank reported a profit before tax of PLN 1,470.2 million in 2017 compared with PLN 1,570.2 million a year
before (down by PLN 99.9 million or 6.4%). Net profit amounted to PLN 1,089.7 million compared to
PLN 1,219.3 million in 2016 (down by PLN 129.6 million, i.e. 10.6%). The income tax expense amounted
to PLN 380.5 million in 2017 compared to PLN 350.8 million a year before (i.e. up by 8.5%).

1
PLN M 2016 2017 CUERG SED
Total income 3,792.8 4,060.1 267.3 7.0%
Net impairment losses on loans and advances -312.2 -457.9 -145.7 46.7%
Overhead costs and amortization -1,691.4 -1,790.4 -99.1 5.9%
Tax on the Bank’s balance sheet items -312.3 -350.8 -38.6 12.4%

Profit before income tax

Net profit

ROA net 1.0% 0.9%
ROE gross 13.0% 11.2%
ROE net 10.1% 8.3%
Cost/Income ratio 44.6% 44.1%
Net interest margin 2.1% 2.3%
Common Equity Tier 1 ratio 20.6% 21.2%
Total capital ratio 24.1% 24.6%
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The main drivers of the financial results of mBank in 2017 included:

Total income increased by PLN 267.3 million. Core income, including net interest income and net
fee and commission income, improved considerably in 2017. Net trading income increased as well.
Gains less losses from investment securities and investments in subsidiaries and associates dropped
substantially due to the base effect related to the recognition of proceeds of PLN 251.7 million from the
Visa Europe takeover by Visa Inc. in 2016.

Higher operating expenses (including amortisation). Operating expenses increased by
PLN 99.1 million compared to 2016 due to higher staff-related expenses and material costs. No material
changes took place in amortisation over the same period.

Increase in efficiency measured by the cost to income ratio. The C/I ratio stood at 44.1% in 2017
compared with 44.6% in 2016.

Increase of cost of risk to 62 bps from 43 bps a year earlier. The increase of cost of risk is mainly
attributable to higher loan loss provisions in the corporate banking area.

Increase in the banking tax to PLN 350.8 million from PLN 312.3 million in 2016 (when the tax was
in force since February).

Continued organic growth and business expansion as demonstrated by:

B Increase in the individual client base in Poland, the Czech Republic and Slovakia and clients of
Orange Finanse, to 5,342 thousand (up by 290.8 thousand compared with the end of 2016).

B Increase in the number of corporate clients to 22,048 entities (+1,108 clients compared with
the end of 2016).

Net loans and advances increased by 1.6% year on year, whereas amounts due to customers grew by
0.4%. Consequently, the loan to deposit ratio rose slightly to 73.9% from 73.1% a year earlier.

The changes in the bank’s results translated into the following profitability ratios:

Gross ROE of 11.2% (compared to 13.0% in 2016).
Net ROE of 8.3% (compared to 10.1% in 2016).

mBank’s capital ratios remained high. The Total Capital Ratio stood at 24.6% at the end of December 2017
compared with 24.1% a year before. The Common Equity Tier 1 ratio increased to 21.2% from 20.6% at
the end of 2016.
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Income of mBank

In 2017, mBank generated a total income of PLN 4,060.1 million compared with PLN 3,792.8 million a year
earlier (up by PLN 267.3 million, i.e. 7.0%). The increase was predominantly driven by improvement of
core income including net interest income and net fee and commission income.

| I

PLN M 2016 2017 iﬁhpaLnrﬁa c:‘:':/ge
Interest income 3,394.1 3,551.0 156.9 4.6%
Interest expense -927.9 -792.5 135.4 -14.6%
Net interest income 2,466.2 2,758.5 292.3 11.9%
Fee and commission income 1,259.3 1,405.1 145.8 11.6%
Fee and commission expense -576.0 -588.2 -12.1 2.1%
Net fee and commission income 683.2 816.9 133.7 19.6%
Dividend income 166.8 166.3 -0.5 -0.3%
Net trading income 249.5 303.4 53.8 21.6%
_Gains less Ios_ses fro_m_ investment securities, 261.2 8.2 253.0 -96.8%
investments in subsidiaries and associates

Other operating income 68.8 113.9 45.2 65.7%
Other operating expenses -102.9 -107.1 -4.2 4.1%

Total income 3,792.8 4,060.1

As in 2016, net interest income remained mBank’s largest source of income in 2017. It increased to
PLN 2,758.5 million from PLN 2,466.2 million in 2016 (+11.9%) thanks to lower interest expenses
and higher interest income.

Net interest margin, i.e. the relation between net interest income and average interest-earning assets,
stood at 2.3% compared with 2.1% in 2016.

mBank’s average interest rate is presented in the table below.

Average interest rate (mBank)

Retail Banking
CorporateBa::i'I‘nvestment mBank total
(Poland and foreign branches) a 9
2015 2016 2017 2015 2016 2017 2015 2016 2017
.'3 PLN 1.10% 0.93% 0.67% 1.30% 1.00% 0.81% 1.20% 0.95% 0.72%
a
g FX 0.30% 0.24% 0.18% 0.10% 0.11% 0.07% 0.20% 0.19% 0.14%
59 PLN 6.60% 6.47% 6.70% 3.30% 3.13% 3.26% 5.00% 4.89% 5.07%
c
e
oM
o
== FX 1.40% 1.42% 1.41% 2.40% 2.17% 2.40% 1.60% 1.56% 1.60%
[}
o, PLN 3.60% 3.60% 3.52%
S c
£3
2 FX 1.30% 1.26% 1.23%

With a share of 72.2%, loans and advances were the main source of interest income in 2017. The interest
income from loans and advances increased by PLN 248.7 million, i.e. +10.8% as a result of changes in the
credit portfolio in which products earning higher margins have an ever higher share. Interest income from
investment securities decreased by PLN 17.3 million, i.e. 2.5%, in 2017, due to lower average balance of
NBP bonds in 2017. Interest income from debt securities held for trading fell by PLN 16.1 million,
i.e. 20.2%, following a decrease in the volume of these securities in 2017. Interest income on derivatives
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classified into banking book declined as well (-PLN 65.5 million, i.e. -35.7%) due to a decrease in the

volume.
1
Change (o ET T[]
PLN M 2016 2017 in PLN M in %
!_oan_s and advan_c_es inc_Iuding the unwind of the 2,313.7 2,562.5 248.7 10.8%
impairment provision discount
Investment securities 695.4 678.1 -17.3 -2.5%
Cash and short-term placements 56.4 57.6 1.2 2.2%
Trading debt securities 79.7 63.7 -16.1 -20.2%
Interest income on derivatives classified into o
banking book 183.8 118.3 65.5 35.7%
Interest income on derivatives concluded under the 45.1 49.7 4.7 10.4%
fair value hedge
Interest income on derivatives concluded under the o
cash flow hedge 15.9 15.8 0.1 0.6%
Other 4.1 5.3 1.2 30.2%

Total interest income

3,394.1

3,551.0

The decrease in interest expenses in 2017 was mainly driven by lower expenses arising from amounts due
to customers (down by PLN 122.7 million, i.e. 15.9%) resulting from lower interest rates of deposits.
Interest expenses arising from amounts due to banks decreased by PLN 16.2 million, i.e. 21.6%, following
the repayments of loans received from Commerzbank in the total amount of CHF 750 million and EUR 50
million from the European Investment Bank. Interest expenses related to subordinated liabilities remained
stable.

Net fee and commission income, accounting for 20.1% of mBank’s total income, increased year on year.
It reached PLN 816.9 million in the analysed period, which represents an increase of PLN 133.7 million,
i.e. 19.6% compared to the previous year.

Change

in PLN M
Payment cards-related fees 361.9 372.9 11.0 3.0%
Credit-related fees and commissions 244.5 271.4 26.9 11.0%
_Commlssmns for agency service rega_rdlng ;qle of 17.9 16.3 16 -8.9%
insurance products of external financial entities
!:ees from brokerage activity and debt securities 109.3 142.1 32.8 30.0%
issue
Commissions from bank accounts 168.9 186.7 17.8 10.6%
Commissions from money transfers 110.3 119.6 9.3 8.4%
(;ommlssmns <':|u§ to guarantees granted and trade 54.5 65.8 11.3 20.7%
finance commissions
Commissions for agency service regarding sale of o
products of external financial entities 81.1 103.9 22.8 28.2%
Commissions on trust and fiduciary activities 25.0 26.3 1.3 5.3%
Fees from portfolio management services and other 9.0 14.8 5.8 65.2%
management-related fees
Fees from cash services 51.1 53.3 2.2 4.3%
Other 25.9 32.0 6.1 23.6%

Total fee and commission income

1,405.1

11.6%
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Commission income increased by PLN 145.8 million, i.e. 11.6%, year on year. Payment card-related fees
grew by PLN 11.0 million, i.e. 3.0%, v. 2016 (the amount of non-cash transactions in 2017 increased by
20.3% year on year, whereas the number of transactions grew by 23.8%). Credit-related fees
and commissions increased by PLN 26.9 million, i.e. 11.0%, as a result of higher sales of loans. Fees from
brokerage activity and debt securities issue rose by PLN 32.8 million, i.e. 30.0%, as a consequence of the
merger of Dom Maklerski mBanku into mBank and several significant transactions on the primary market
carried out in 2017. Commissions from bank accounts increased (by PLN 17.8 million, i.e. 10.6%) driven
by a growing client base. Development of transactional banking and a higher number of transactions
translated into an increase in commissions from money transfers (+8.4%). Commissions for agency service
regarding sale of other products of external financial entities increased by PLN 22.8 million, i.e. 28.2%,
mainly as a result of higher sales of investment funds in the Investment Funds Supermarket.

Dividend income amounted to PLN 166.3 million in 2017 compared with PLN 166.8 million in 2016, driven
by dividends paid to the bank by mBank Group subsidiaries, including in particular PLN 135.4 million from
mFinanse, PLN 21.9 million from mLocum and PLN 5.5 million from mCO.

Net trading income amounted to PLN 303.4 million in 2017 and was higher by PLN 53.8 million, i.e. 21.6%,
compared with 2016. The growth was driven by an increase in the foreign exchange result as well as other
net trading income and result on hedge accounting (+PLN 24.8 million and +PLN 29.0 million, respectively),
predominantly due to the higher valuation of interest rate derivatives. The dynamically developing and ever
more popular FX Platform (mPlatforma Walutowa) largely contributed to the higher foreign exchange result
in 2017.

Gains less losses from investment securities stood at PLN 8.2 million in 2017 compared with
PLN 261.2 million in 2016, when PLN 251.7 million in proceeds from the takeover of Visa Europe Limited
by Visa Inc. was posted.

Net other operating income (other operating income net of other operating expenses) stood at
PLN 6.8 million in 2017 compared with -PLN 34.2 million in the previous year.

Costs of mBank

Total overhead costs of mBank (including amortisation) stood at PLN 1,790.4 million in 2017, which
represents an increase of PLN 99.1 million or 5.9% in comparison with 2016.

1

PLN M 2016 2017 Ch:l_“l\f":di" Cha'.:/ge in
Staff-related expenses -719.8 -764.5 -44.7 6.2%
Material costs -589.6 -624.9 -35.3 6.0%
Taxes and fees -18.4 -18.8 -0.4 2.4%
Elcj):(tjributions and transfers to the Bank Guarantee 158.2 174.9 16.7 10.6%
Contributions to the Social Benefits Fund -5.6 -6.4 -0.8 14.9%
Amortization -199.8 -200.9 -1.0 0.5%
Total overhead costs and amortization

Cost/Income ratio 44.6% 44.1% - -
Employment (FTE) 5,364 5,414 50 0.9%

Staff-related expenses grew by PLN 44.7 million, i.e. 6.2%, as a result of higher remuneration costs due
to an increase in the number of employees in 2017. The number of FTEs increased from 5,364 at the end
of 2016 to 5,414 at the end of 2017, what was related with the transfer of mortgage lending competence
from mBank Hipoteczny to mBank (increase in the number of FTEs in mBank’s Retail Banking segment and
in the mBank’s Risk Area).

Material costs increased by PLN 35.3 million, i.e. 6.0%, in the analysed period. In 2017, mBank reported
higher material costs in the logistics area. The increase was related to the construction of the new head
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office in kddz. Costs of consulting services grew due to the implementation of several regulatory
and strategic projects. Development of the mobile application and introduction of innovative digital
solutions pushed up IT costs.

The contribution to the Bank Guarantee Fund (BFG) paid by mBank grew by PLN 16.7 million v. 2016 as a
consequence of introduction of a new deposit guarantee scheme of forced restructuring fund in 2017.

Amortisation charges remained stable throughout 2017.

Changes in the income and costs of mBank translated into a slight decrease in the cost/income ratio. It fell
to 44.1% at the end of 2017 from 44.6% a year earlier.

Net impairment losses on loans and advances of mBank

Net impairment losses on loans and advances amounted to PLN 457.9 million in 2017 compared with
PLN 312.2 million in 2016, which represents an increase of PLN 145.7 million, i.e. 46.7%.

| I |
Change Change

PLN M 2016 2017 in PLN M in %

Retail Banking -268.7 -314.1 -45.4 16.9%
Corporates and Financial Markets -41.2 -144.6 -103.4 251.0%
Other -2.3 0.9 3.2 -139.1%

Total net impairment losses on loans and advances -312.2 -457.9

L |

Net impairment losses on loans and advances in Retail Banking stood at PLN 314.1 million in 2017 compared
with PLN 268.7 million in 2016. Provisions increased as a result of changes in the retail credit portfolio and
a growing volume of non-mortgage loans (unsecured loans).

Net impairment losses on loans and advances in Corporates and Financial Markets stood at PLN 144.6
million in 2017 compared with PLN 41.2 million in 2016. The low level reported in 2016 was attributable to
the release of provisions following the sale of a non-performing loans portfolio and compensation received
from KUKE (Export Credit Insurance Corporation).

6.4. Changes in the statement of financial position of mBank

Changes in the assets of mBank

mBank’s assets decreased by PLN 3,645.8 million, i.e. 2.8%, in 2017. They stood at PLN 124,569.5 million
as at December 31, 2017.

The table below presents year-on-year changes in mBank’s assets.
|

31.12.2016 31.12.2017 ighpaLnrﬁa
Cash and balances with Central Bank 9,158.8 7,383.5 -1,775.2 -19.4%
Loans and advances to banks 7,308.8 6,063.7 -1,245.1 -17.0%
Trading securities 3,837.6 1,547.8 -2,289.8 -59.7%
Derivative financial instruments 1,818.3 1,233.5 -584.8 -32.2%
Net loans and advances to customers 72,304.1 73,431.7 1,127.6 1.6%
Investment securities 30,467.8 31,110.6 642.8 2.1%
Intangible assets 540.5 648.2 107.7 19.9%
Tangible fixed assets 481.7 509.8 28.1 5.8%
Other assets 2,297.8 2,640.7 342.9 14.9%

Total assets of mBank 128,215.3 124,569.5 -3,645.8 -2.8%
I
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Loans and advances to customers retained the largest share in mBank’s balance sheet at the end of 2017.
Their share in total assets stood at 58.9% as of December 31, 2017, compared with 56.4% a year before.

The net volume of loans and advances to customers increased by PLN 1,127.6 million, i.e. 1.6%, year on

year.

1

PLN M 31.12.2016 31.12.2017 iﬁhPaLnl\lg:I C:‘:L‘/ge

Loans and advances to individuals 44,707.3 42,429.3 -2,278.0 -5.1%
Loans and advances to corporate entities 28,746.2 32,388.6 3,642.4 12.7%
Loans and advances to public sector 1,087.7 870.7 -217.0 -20.0%
Other receivables 228.4 307.6 79.2 34.7%
Total (gross) loans and advances to customers 74,769.6 75,996.2 1,226.6 1.6%
E’;Z\éiasti%r;s:g;olgsgs and advances to customers -2,465.5 -2,564.5 299.0 4.0%
Total (net) loans and advances to customers 72,304.1 73,431.7 1,127.6 1.6%

I

Gross loans and advances to individuals dropped by PLN 2,278.0 million, i.e. 5.1%.The volume of mortgage
and housing loans decreased by PLN 4,243.5 million, i.e. 13.7%, on the previous year and was mainly
impacted by PLN/CHF fluctuations and a decrease in the FX mortgage portfolio. In 2017, mBank sold
PLN 1,556.2 million worth of mortgage loans (up by 22.1% compared with 2016). The main growth driver
was the Group’s decision to transfer the offering of retail mortgage loans in Poland from mBank Hipoteczny
to mBank as of July 22, 2017. The bank sold PLN 7,124.3 million worth of non-mortgage loans (up by
16.0% vyear on year). At the end of 2017, non-mortgage loans amounted to PLN 15,714.4 million (up by
PLN 1,965.5 million, i.e. 14.3%, on the previous year).

Gross loans and advances to corporate customers grew by PLN 3,642.4 million (12.7%) over the same
period. Gross loans and advances to the public sector decreased by PLN 217.0 million, i.e. 20.0%.

Investment securities constituted mBank’s second largest asset category (25.0%). Their value increased
by PLN 642.8 million, i.e. 2.1%, throughout 2017. The portfolio of debt securities issued by central bank
grew by PLN 614.8 million, i.e. 38.8%, whereas the portfolio of other debt securities increased by
PLN 1,087.3 million, i.e. 73.3%. The T-bonds portfolio decreased by PLN 1,064.8 million, i.e. 3.9%, year
on year.

The other assets lines on mBank’s balance sheet represented 16.1% of total assets in aggregate.
Changes in the equity and liabilities of mBank
The table below presents changes in mBank’s equity and liabilities in 2017.

I
31.12.2017

Change Change

L in PLN M in %

31.12.2016

Amounts due to other banks 8,503.0 5,089.7 -3,413.3 -40.1%
Derivative financial instruments 1,644.3 1,141.0 -503.2 -30.6%
Amounts due to customers 98,960.3 99,331.6 371.3 0.4%
Debt securities in issue 0.0 0.0 0.0 -
Subordinated liabilities 3,943.3 2,158.1 -1,785.2 -45.3%
Other liabilities 2,140.5 2,561.5 420.9 19.7%
Total Liabilities 115,191.5 110,281.9 -4,909.5 -4.3%
Total Equity 13,023.8 14,287.6 1,263.8 9.7%

Total Liabilities and Equity of mBank

128,215.3

124,569.5
[ ]

-3,645.8
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Amounts due to customers remained the dominant funding source of mBank. Their share in equity
and liabilities rose to 79.7% at the end of 2017 from 77.2% a year before.

Amounts due to customers increased slightly in 2017 (+PLN 371.3 million or 0.4%) to reach
PLN 99,331.6 million. Amounts due to individuals and the public sector increased by 4.1% and 124.8%,
respectively. At the same time, amounts due to corporate clients went down by 5.6%.

|
PLN M 31.12.2016 31.12.2017

Change Change
in PLN M in %

Individual customers 53,494.8 55,693.5 2,198.7 4.1%
Corporate customers 44,926.0 42,425.3 -2,500.7 -5.6%
Public sector customers 539.5 1,212.8 673.2 124.8%

Total amounts due to customers

98,960.3

99,331.6

Amounts due to other banks decreased by PLN 3,413.3 million, i.e. 40.1% year on year to PLN 5,089.7
million. Loans and advances received declined by PLN 3,570.6 million, i.e. 51.3% on the previous year.
In 2017, mBank received a loan from the European Investment Bank in the amount of CHF 113 million and
repaid loans of CHF 750 million and EUR 50 million. The amount of current deposits placed by other banks
with mBank fell slightly, whereas the value of term deposits, repo/sell buy back transactions and liabilities
related to cash collateral went up over the same period.

Subordinated liabilities decreased by 45.3% in 2017 as a result of redeeming subordinated bonds in the
amount of CHF 400 million.

Equity grew by PLN 1,263.8 million, i.e. 9.7% in 2017 as a consequence of retaining the 2016 profit and
an increase in financial assets held for sale. Its share in total equity and liabilities of mBank stood at 11.5%
at the end of 2017 (compared with 10.2% as of December 31, 2016).
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7. Retail Banking

mBank’s Retail Banking segment serves 5,342 thousand individual clients and
microenterprises in Poland, the Czech Republic and Slovakia online, directly through mBa_'nk
the call centre, via mobile banking and other state-of-the-art technological solutions,

as well as in a network of 169* branches. The bank offers a broad range of products and services including
current and savings accounts, accounts for microenterprises, credit products, deposit products, payment
cards, investment products, insurance products, brokerage services, and leasing for microenterprises.
In 2013, the bank launched a modern, user-friendly online platform (New mBank) designed from scratch,

which provides more than 200 new functionalities and solutions and improvements and is constantly
improved.

Key financial data (at the end of 2017):

| 60.6% |; || PLN 925.2 M |f| PLN 2,675.9M |1

Key business data:

(thousand) 2013 2014 2015 2016 “ 2017

Number of customers** 4,229 4,551 4,663 5,052 5,342
Distribution network (pcs.) 261 281 302 316 333

Loans to retail clients, incl.: 38,308 41,560 46,259 48,950 48,143

Mortgage loans*** 28,693 30,514 34,184 35,369 32,593

Non-mortgage loans*** 9,615 11,046 12,074 13,581 15,550

Deposits of retail clients 34,203 39,285 46,117 53,495 55,694

Key highlights

B Increase of core income by 13.8% year on year.

B Sales of PLN 7.1 billion worth of non-mortgage loans, up by 16.0% year on year.

B Sales of PLN 3.4 billion worth of mortgage loans, up by 19.1% year on year.

B Increase in the retail customer base by almost 291 thousand during the year.

B Increase in the percentage of sign-in to the mobile application to 55% at the end of 2017,
compared with 37% a year before.

B Increase of retail deposits by 4.1%, mainly driven by growing current accounts (+14.9% year
on year).

B Increase of the value of payment card transactions carried out by mBank by 20.3%; increase in
the number of card transactions by 23.8% year on year.

B Providing mBank clients with a new version of the mobile application.

* Including 136 in Poland and 33 in Czech Republic and Slovakia; excluding mFinanse (41) and mKiosks (123).

** The number of retail clients in 2017 (and in 2015-2016) has been adjusted due to obligatory closing of inactive accounts and excluding
micro-company representatives, without individual products.

*** Data concerning mortgage and non-mortgage loans based on consolidated financial statement.



mBank S.A. Group
Management Board Report on Performance of mBank S.A. Group in 2017

7.1. Financial results

The Retail Banking segment generated a profit before tax of PLN 925.2 million in 2017, which represents
a decrease by PLN 98.7 million, i.e. 9.6% year on year.

1
Change Change

Net interest income 1,762.4 2,013.1 250.7 14.2%
Net fee and commission income 517.7 582.3 64.7 12.5%
Dividend income 0.0 0.0 0.0 -
Net trading income 100.3 114.2 13.9 13.9%
:
Net other operating income/expense -14.8 -33.7 -18.9 127.3%
Total income 2,596.0 2,675.9 79.9 3.1%
Net impairment losses on loans and advances -284.9 -342.6 -57.7 20.3%
Overhead costs and amortization -1,108.6 -1,212.2 -103.6 9.3%
Taxes on Group's balance sheet items -178.5 -195.8 -17.3 9.7%

Profit before tax of Retail Banking m 925.2 -98.7
L 1

The profit before tax of Retail Banking in 2017 was driven by the following factors:

Increase in total income by PLN 79.9 million, i.e. 3.1% year on year to PLN 2,675.9 million. Core
income increased by 13.8%: net interest income went up by PLN 250.7 million (due to the change in
the structure of credit portfolio - increasing share of high margin products), and net fee and commission
income was higher by PLN 64.7 million (rise in the number of payment cards issued, the number
and volume of transactions as well as in lending and insurance commissions).

Increase in operating expenses (including amortisation) by PLN 103.6 million, i.e. 9.3% year on
year, driven mainly by the growth in staff-related expenses.

Increase in net impairment losses on loans and advances by PLN 57.7 million, i.e. 20.3% year
on year caused by changes in retail credit portfolio and a growing volume of non-mortgage loans
(unsecured loans).

Banking tax paid by the Group at PLN 195.8 million.
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7.2. Activity of Retail Banking segment in humbers (mBank only)

31.12.2015

31.12.2016

31.12.2017

Annual change

in %

Number of retail clients*, including: 4,663.2 5,051.5 5,342.3 5.8%
Poland 3,866.3 4,182.5 4,437.0 6.1%
Foreign branches 796.9 869.0 905.3 4.2%
The Czech Republic 556.9 612.3 633.6 3.5%
Slovakia 240.0 256.7 271.8 5.9%
Loans to retail clients, including: 46,168.7 48,926.1 48,122.1 -1.6%
Poland 42,344.7 44,646.4 43,703.1 -2.1%
mortgage loans 33,473.4 34,112.7 31,294.8 -8.3%
non-mortgage loans 8,871.3 10,533.7 12,408.3 17.8%
Foreign branches 3,824.0 4,279.7 4,419.0 3.3%
The Czech Republic 2,899.6 3,310.9 3,585.3 8.3%
Slovakia 924.4 968.8 833.7 -13.9%
Deposits of retail clients, including: 45,645.4 53,662.8 55,749.8 3.9%
Poland 39,273.6 45,727.6 46,876.5 2.5%
Foreign branches 6,371.8 7,935.2 8,873.3 11.8%
The Czech Republic 4,488.0 5,630.5 6,346.0 12.7%
Slovakia 1,883.7 2,304.7 2,527.3 9.7%
Investment funds (Poland) 5,736.2 5,972.3 7,481.0 25.3%

Credit cards, including 332.4 340.3 362.8 6.6%
Poland 303.6 309.4 325.9 5.3%
Foreign branches 28.8 30.9 36.8 19.4%
Debit cards, including: 3,242.7 3,438.4 3,713.0 8.0%
Poland 2,701.0 2,876.0 3,138.1 9.1%
Foreign branches 541.8 562.4 575.0 2.2%

Distribution network

Advisory Centres 4 6 10
Light branches 9 17 24
mBank (former Multibank) 123 115 102
mKiosks (incl. Partner Kiosks) 83 98 123
mFinanse (f. Aspiro) Financial Centres 47 43 41
Czech Republic & Slovakia 36 37 33

* The number of retail clients in 2017 (and in 2015-2016) has been adjusted due to obligatory closing of inactive accounts and excluding
micro-company representatives, without individual products.
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7.3. Retail Banking of mBank in Poland
Retail banking offer for individuals
Loans

As a leader in online and mobile banking, mBank focuses on technological innovations which make mBank’s
processes even more efficient. With comfort of using the transactional system in mind, mBank decided to
further optimise credit processes. Within the NML Express process, the application for a loan and the release
of funds is done during one log-in session. The solution is addressed to clients who have already received
a special offer and been presented with an initial loan limit. Additionally, revolving loans and credit cards
were added to the pool of fast loans in the mobile channel - it now takes only 30 seconds to obtain these
products in the mobile application.

In its spring campaign advertising the credit offer, mBank continued its communication strategy based on
the “Follow What You Borrow” (Kredyt ma sie rozumiec) slogan. The campaign stressed the simple and
transparent rules of taking out a loan and the security of credit service. The main goal of the campaign was
to build mBank’s image of a bank boasting the simplest lending conditions.

In 2017, sales of non-mortgage loans in Poland stood at PLN 6,387.3 million, up by 13.0% year on year.
Sales of mortgage loans amounted to PLN 2,789.5 million (including sales of mBank Hipoteczny), which
represents an increase of 28.4% year on year.

In the area of non-mortgage loans, the online shopping loans offered by mBank reported record-breaking
growth of 50.1%. In addition, a notable rise in the sales of credit cards was observed. In the first half of
2017, we took a number of marketing measures supported with special offers and competitions for clients,
mainly for holders of the MasterCard Me and World MasterCard cards.

The vast majority (over 90%) of unsecured loans are granted exclusively via electronic channels (online
and mobile banking). The high share of online channel sales is also attributable to the best-ever monthly
sales of instalment loans granted by mBank via Poland’s largest e-commerce platform. Focusing on simple
and quick processes, we want to ensure prompt access to funds for clients. This is reflected by the fact that
over 2/3 of clients who submitted cash loan applications received funds within 30 minutes only. We keep
improving services in digital channels. In November, MasterCard card holders were granted access to
Android Pay, while the Priceless Special platform was extended with the “Travel for points” (Podrézuj za
punkty) service.

The graph below presents the structure of the Retail Banking loan portfolio in Poland (including mBank
Hipoteczny) at the end of 2017:

Retail loan portfolio in Poland (Household loans, mBank in Poland only)

Credit cards and charge cards;

4.2% Other loans;
1.8%

Credit line facilities and '
overdrafts;
7.3%
Cash loans;
10.5%

FX Mortgage loans;
46.7%

PLN Mortgage loans;
29.5%

The NPL ratio of the mortgage loan portfolio in Poland dropped slightly year on year and stood at 3.3% at
the end of 2017 (compared to 3.7% a year before).
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Deposits and investment funds

In 2017, mBank hit a historic high as regards funds invested in investment products, with growth in assets
of nearly PLN 1.1 billion, i.e. 33.3% year on year (PLN 3,280 million in 2016, PLN 4,373 million in 2017).
Own products such as Promising mFunds (in Polish: mFundusze Dobrze Lokujace) enjoyed great interest
among clients, with net purchases amounting to PLN 349 million in 2017. The strong sales results in the
area of investment products were possible thanks to a number of initiatives taken, including:

[ | intensified communication with clients concerning the introduction of the umbrella fund Promising
mFunds, comprising three investment strategies varying in terms of risk;

| introduction of special offers supporting Promising mFunds sales, especially for clients without any
investment experience (such as “Deposit with fund” and “recipe for profit”); and

[ | constant enhancement of competencies of employees responsible for offering investment solutions
to clients.

Intense growth in assets of investment funds was accompanied by a hike in deposits and core deposits,
especially visible in the second half of 2017. The main initiatives focused on maintaining the deposit base
and increasing the inflow of new funds to mBank.

In addition, the deposit products area saw a series of initiatives:

B in April 2017, Mastercard users were provided with the possibility of making phone payments with the
use of the AndroidPay service;

B in August 2017, Visa card users were given access to phone payments with the use of the AndroidPay
service;

B clients were enabled to make fast payments for products and services bought on-line;

B the Payment Assistant service was made available outside the mobile application - it was launched in
the transactional service in February 2017.

B in October 2017, phone payments were made available, even before actually receiving and activating
MasterCard debit cards (the first of its kind solution in Poland);

B contactless cash withdrawals were introduced as a convenient alternative for cash transactions
(in 7 thousand ATMs of Euronet and Planet Cash);

B the daily amount limit was introduced for transfers made in the transactional system (clients were
enabled to set their own daily limit for transfers).

At the end of 2017, retail deposits in Poland (including Orange Finanse) amounted to PLN 46,876.5 million
compared with PLN 45,727.6 million at the end of 2016.

Cards

In Q4 2017, mBank’s clients were offered the multi-currency card Visa Aquarius World. It is the first product
of its kind in the Polish market, created in response to the needs of affluent clients, who value profitable
and convenient solutions for payments in Poland and abroad. The card allows conversion into over 150
currencies with no commission charged, and withdrawals from all the ATMs around the world free of charge.
Thanks to the card, clients do not need to worry about having enough funds in a currency account or
managing it, nor do they have to devote their time to compare exchange rates and purchase currencies
before travelling abroad. The card enjoys great interest among clients and received recognition of the jury
at the Central European Digital Payments - Warsaw 2017 gala, gaining the award for “The Polish best-
looking card in 2017”. Visa Aquarius World preludes a wider package of products dedicated to affluent
clients.

In 2017, the value of payment card transactions made by mBank’s retail clients in Poland exceeded
PLN 31.5 billion, which represents a rise by 20.3% year on year. The number of transactions made by
mBank clients grew by 23.8% year on year. mBank’s credit cards are also characterised by a very high
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average number of transactions per client. The market share of transactions made with the use of mBank’s
cards stood at 12.7% at the end of September 2017.

Brokerage operations and asset management

The Brokerage Bureau of mBank (BM) provides a comprehensive offer of brokerage services to the largest
Polish institutional investors (pension funds, investment funds, asset management companies), foreign
funds, and individual clients, i.e. retail and affluent clients. The Brokerage Bureau enables clients to trade
in regulated markets in Poland and abroad as well as in the OTC (FOREX/CFD) market. As part of wealth
management services, clients may use investment advisory and asset portfolio management services.
The Bureau is an active player in the capital market - it prepares and conducts public and private offerings
(IPO/SPO/ABB).

In 2017, the Bureau took advantage of the improved economic situation and substantially increased its
activity in regulated markets. Its turnover in the equity market of the Warsaw Stock Exchange (WSE) stood
at PLN 25.8 billion (+40.8% year on year; at the same time, the WSE trading volumes rose by 28.8%),
which made mBank the sixth player in the market. The agency services in foreign markets provided to
retail clients (launched in Q4 2016) enjoyed growing interest - the monthly turnover went up threefold over
the year. At the end of the year, the number of brokerage accounts of BM clients amounted to
304.4 thousand.

In 2017, assets managed by the Bureau rose by the total of PLN 155.5 million, out of which PLN 74.6 million
was generated by the assets management service for Private Banking clients and PLN 80.9 million by funds
and insurance products managed by BM. At the end of the year, client assets accumulated in the Promising
mFunds offered by mBank’s Retail Banking totalled PLN 403.5 million. The high quality of the asset
management services was recognized with the Euromoney award granted to mBank as Poland’s best asset
management bank in 2017.

The year 2017 was also very successful in the area of equity capital markets (ECM). BM participated in
9 capital raising transactions which were worth a total of PLN 2.2 billion, including: the sale of shares of
PBKM (PLN 17.0 million), Asseco SEE (PLN 27.9 million), LC Corp (PLN 480.9 million), Famur
(PLN 535.1 million), Grupa Azoty (PLN 179.6 million), Robyg (PLN 78.9 million) and Wirtualna Polska
Holding (PLN 51.0 million) in the ABB formula, the first public offering of GetBack (PLN 740.0 million) and
the secondary public offering of Cognor Holding (PLN 39.8 million). BM also acted as an intermediary in
eight calls for shares, buybacks and squeeze outs, with regard to the shares of Quercus TFI
(PLN 28.3 million), Pelion (PLN 487.1 million), Mangata Holding (PLN 103.3 million) and Toya
(PLN 29.4 million), as well as a number of other transactions.

Offer for small and medium-sized enterprises

In the enterprise segment, 2017 was another year of a record-high acquisition and increase in market
shares. The sales of company accounts stood at 68 thousand, confirming mBank’s strong position in the
market (a market share of 15.1%).

As part of its lending activity, mBank implemented a new offer for startups, which is based on financial
forecasts and allows new entrepreneurs to use a credit line in their current account of up to PLN 30
thousand.

We also introduced changes in mBank’s processes of offering leasing to ensure quick contacts with clients
and competent car financing service (the most common leasing type on the market). Thanks to the changes
introduced, clients now receive the lease offer in just 15 minutes.

The year was also marked by cooperation with the public administration sector - we introduced a fully
electronic process of setting up the Trusted Profile in online banking. The Trusted Profile and cooperation
with the public sector allowed mBank to create a simple, integrated and fully electronic process of setting
up a business combined with a company account and bookkeeping services. As the very first and only of
its kind in the world, the project won the prestigious competition EFMA DMI AWARDS dedicated to
innovations in the world of finance. The comprehensive solution received great recognition and interest
from our international competitors.

Another good example of new initiatives in 2017 is a simple and attractive service of accepting payments
with the use of the Planet Pay terminal, which was made available to clients in March. Thanks to the service,
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consumers may now easily and conveniently accept an agreement on provision of services in the
transactional system. Moreover, they are able to apply in mBank for mobile as well as traditional portable
terminals online.

mBank continuously develops the synergy of sales between its channels. Since the first half of 2017, it has
been possible to finalise a loan application online, even though it was submitted at mBank’s outlet. Apart
from this, we added a functionality, which makes it possible to increase the loan amount via the call centre
in the case of applications submitted in the transactional system. In order to satisfy the needs of business
clients, a call centre was launched as an intermediary in making appointments for clients who submitted
their applications via internet banking and have to finalise them in an outlet. The offer for small and
medium-sized enterprises has thus become even more accessible and flexible.

In July 2017, mBank, as one of the first banks in Poland, launched a new 24/7 currency conversion service
for its retail and Private Banking clients as well as micro-enterprises. In addition, we carried out phone
survey among users of the FX mPlatform (in Polish: mPlatforma Walutowa), which confirmed the product’s
positive reception among clients (84.3%).

When it comes to the tools for entrepreneurs, we continued to develop the dedicated businessman planner
that is the Task Centre. The tool is available on the internet banking desktop and was added to mBank’s
mobile app in 2017 as well. It features, among other things, reminders in the form of push notifications.
The Task Centre was also featured with notifications about regular payments and at the beginning of 2018,
the possibility of making transfers to individual ZUS accounts. The Task Centre gained appreciation in the
International Business Awards competition in the Best New Product or Service of the Year - Financial
Services category.

The continuous enhancement of the offer for companies with new products and improvement of the already
existing ones were recognised by both the market and clients - in 2017, for the second year in a row,
mBank won Forbes’ title of the best bank for companies and the “Trustworthy Brand” (in Polish: Marka
Godna Zaufania) title.

Mobile application

In April 2017 mBank clients gained access to a new mobile application offering simpler navigation and new
functionalities (for more information on the application see chapter 1.7. Key projects and innovations of
mBank Group in 2017).

Cooperation with AXA Group

In 2017, mBank continued, initiated in 2015, cooperation with AXA , a strategic insurance partner, in terms
of bancassurance products. This cooperation covers products bundled with banking products, i.e. various
types of loans, as well as stand-alone products, mainly communication, tourist, housing and life insurance.

In 2017, further development of this cooperation was noted, measured among others by the number of
retail clients with insurance products, including stand-alone products.

Additionally, we began works on a full overview of the insurance products offer aimed at further
improvement of its attractiveness for customers and sales increase in the coming years. We expect our
customers to see the first effects in 2018.

7.4. Retail Banking in the Czech Republic and Slovakia

In 2017, the activities of mBank in the Czech Republic and Slovakia were focused on non-mortgage lending
excellence and optimisation of processes related to those products. The branches completed several
projects aimed at sales capacity extension and sales processes fine-tuning. The product offer was expanded
with new scenarios, which strengthened and extended the range of available solutions. Monthly sales
volumes were doubled thanks to new payment protection insurance, new pricing for refinancing and
consolidation loans as well as risk process optimisations.

mBank continued to strengthen its position of a mobile banking leader. Year 2017 was marked by the
launch of a new, more ergonomic version of the mobile banking application (version 3.0) offering
a refreshed interface and new features (such as fingerprint and facelD login and Android Pay). The new
application was released under the Group’s strategy whose main pillars are mobility and empathy. Over 11
thousand persons started to use Android Pay in two months after the launch.
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The activities of the branches in the Czech Republic and Slovakia were also focused on active customer
acquisition with 57.6 thousand new customers attracted in whole 2017 (including 21.3 thousand in Slovakia
and 36.3 thousand in the Czech Republic). At the end of 2017 mBank served 905.3 thousand customers in
both markets.

As a result of strategic partnership with Broker Consulting, a Czech independent financial services agent,
18 new co-branded advisory outlets (OK points) specialising in banking services were opened. Thirty cash
deposit machines were also installed as part of the cooperation. The expansion of OK points and the CDM
network will continue in 2018 owing to their popularity with clients.

In addition, mBank in the Czech Republic and Slovakia extended its offer by adding new features which
enable comprehensive mobile-only management of banking products (mobile card activation, phone IVR
pairing). In June 2017, mBank introduced the investment fund supermarket in the Slovak version of
Internet Banking, which is the first solution of this kind in the Slovak market. It enables customers to invest
in mutual funds free of charge on the Internet, 24 hours a day, 7 days a week. Over 2 thousand investment
accounts were opened by the end of 2017.

Activities of mBank in the Czech Republic and Slovakia won several major awards in 2017. mBank
performed excellently in the Czech Zlatad koruna (Golden Crown) and Slovak Zlatd minca (Golden Coin)
contests. It won a total of 7 awards in both contests, including the main awards in the two most important
categories of the Czech contest - Retail Clients’ Choice and Entrepreneurs’ Choice. For more information
about the awards, see chapter 1.8. Awards and distinctions. The mortgage loan for real estate refinancing
offered in Slovakia secured mBank the third place in the ranking of Trend weekly. The classical mortgage
loan and mKonto won silver awards in the Finparada financial product of the year contest. The competition
is based on the analysis of annual market data carried out by Scott & Ross analysts. Furthermore, the
mobile banking application won the golden award in the PCNews contest and was hailed as one of the best
in the Slovak market. The Czech branch of mBank won another Superbrands award (it received it for the
first time in 2016), whereas the Slovak branch won its first award in 2017. The awards confirm mBank’s
place among the strongest brands in both countries.

In addition, mBank was named one of the most reliable cash loan providers from the point of view of
customers’ safety in two independent Czech rankings - “The Navigator of Safe Lending” and “The Index of
Responsible Lending”. The results are proof of mBank’s commitment to transparency and empathy.

Loans and deposits

At the end of 2017, the loan portfolio of mBank in the Czech Republic and Slovakia stood at
PLN 4,419.0 million, which represents an increase of PLN 139.3 million or +3.3% against 2016. The growth
was driven primarily by non-mortgage loans.

The bank continued its efforts towards increasing sales of these products. PLN 737.0 million worth of
mortgage loans were sold in 2017, up by 50.6% on the previous year. Sales of hon-mortgage loans in the
Czech Republic amounted to PLN 543.6 million, up by 50.5% year on year. At the same time, sales of non-
mortgage loans in Slovakia increased by 50.9% year on year and stood at PLN 193.5 million.

Sales of mortgage loans decreased by 10.0% year on year to PLN 623.0 million in 2017. A total of
PLN 584.1 million of mortgage loans were sold in the Czech Republic compared with PLN 551.0 million in
2016 (+6.0%), while in Slovakia, due to the impact of the Polish banking tax on prices, sales stood at
PLN 38.9 million (down by 72.5% year on year). The downward trend in the Czech Republic was reversed
in early 2017 with sales of new loans growing again. A similar reversal occurred in the second half of 2017
in Slovakia.

The volume of deposits continued to grow in 2017 to reach PLN 8,873.3 million at the end of the year
(up by 11.8% year on year).
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8. Corporates and Financial Markets

The Corporates and Financial Markets segment serves 22,048 corporate clients
including large enterprises (K1 - annual sales exceeding PLN 500 million), mid-sized E E
enterprises (K2 - annual sales of PLN 30 - 500 million) and small enterprises (K3 -

annual sales below PLN 30 million) through a network of dedicated 46 branches. mBank Group’s offer of
products and services for corporate clients focuses on traditional banking products and services (including
corporate accounts, domestic and international money transfers, payment cards, cash services, and
liquidity management products), corporate finance products, hedging instruments, equity capital market
(ECM) services, debt capital market (DCM) instruments, mergers and acquisitions (M&A), leasing and
factoring. The segment comprises two areas: Corporate and Investment Banking, and Financial Markets.

Key financial data (at the end of 2017):
| 38.3% | 4+ | PLN584.7M | ¥ PLN 1,727.5M | ®

Key business data:

‘ 2013 2014 2015 2016 2017
Clients (thousand) 16.3 17.8 19.6 20.9 22.0
Branches (pcs) 47 48 51 45 46
Loans to corporate clients (PLN M) 29,475 32,841 33,447 34,174 37,942
Deposits of corporate clients (PLN M) 26,753 32,237 34,424 37,383 34,590

Key highlights

B Increase of core income by 5.2% in comparison with 2016.

B Increase in corporate loans by 11.0% year on year.

B Acquisition of 1.1 thousand of new corporate clients.

B Net Promoter Score (NPS) for corporate customers who indicated mBank as their main bank,
reached 42% (market average at 22%), i.e. +6 p.p. year on year¥*.

B Increase in mBank’s market shares on the IRS/FRA market to 12.5% (from 11.5% in 2016).

B Providing corporate customers with a new enhanced mCompanyNet transactional platform.

B Implementation of mKantor and the FX platform (in Polish: mPlatforma walutowa) available 24/7
for retail banking clients.

* Source: Kantar Millward Brown, August 2017.
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8.1. Corporate and Investment Banking
Financial results

The Corporate and Investment Banking segment generated a profit before tax of PLN 505.6 million in 2017,
which represents an increase by PLN 7.0 million, i.e. 1.4% year on year.

1
Net interest income 750.5 832.7 82.2 11.0%
Net fee and commission income 378.8 406.3 27.5 7.3%
Dividend income 0.0 0.0 0.0 -
Net trading income 243.6 246.3 2.7 1.1%
Suati)r;isdIigiiselsozizsafggcl;ziiarl\égstment securities, investments in 21.0 6.1 27.0 -+
Net other operating income/expense 18.3 17.9 -0.4 -2.2%
Total income 1,412.3 1,497.3 85.0 6.0%
Net impairment losses on loans and advances -76.5 -168.1 -91.6 119.6%
Overhead costs and amortization -717.0 -681.8 35.2 -4.9%
Taxes on Group's balance sheet items -120.1 -141.7 -21.6 18.0%

Profit before tax of Corporates and Investment Banking .

L |

The profit before tax of Corporate and Investment Banking in 2017 was driven by the following factors:

m  Higher total income compared with the previous year (increase by PLN 85.0 million year on year).
Increase was observed in net interest income (+PLN 82.2 million, i.e. +11.0%), which was driven by
higher credit margins, rising volumes and lower costs of deposits (as a result of the conversion of term
deposits into transactional accounts). The 7.3% growth of the net fee and commission income was
attributable to the increasing client base and development of transactional banking, as well as higher
fees for brokerage operations and issues of debt securities.

m Decrease in operating costs (including amortisation) by PLN 35.2 million, i.e. 4.9% in the
analysed period.

m Increase of net impairment losses on loans and advances by PLN 91.6 million, i.e. 119.6%
compared with 2016. The low level of provisions reported in 2016 was caused by the release of credit
risk provisions related to the sale of non-performing receivables and payment of the loan insurance by
KUKE (Export Credit Insurance Corporation).

m  Banking tax paid by the Group at PLN 141.7 million.
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Activity of Corporate and Investment Banking segment in numbers (mBank only)

Annual change

31.12.2015 31.12.2016 | 31.12.2017 in %
Number of corporate clients 19,562 20,940 22,048 5.3%
K1 1,983 2,123 2,093 -1.4%
K2 5,748 6,067 7,088 16.8%
K3 11,831 12,750 12,867 0.9%

Loans to corporate clients, including 22,102.8 20,874.0 23,010.6

K1 6,162.6 4,999.7 5,316.9 6.3%
K2 11,837.6 12,744.8 14,529.7 14.0%
K3 3,049.6 2,957.9 2,973.0 0.5%
Reverse repo/buy sell back transactions 1,031.0 56.7 57.1 0.7%
Other 22.0 114.9 133.8 16.5%

Deposits of corporate clients, including

K1 14,019.0 12,659.0 11,999.2 -5.2%
K2 11,260.0 12,348.3 13,483.3 9.2%
K3 4,856.0 6,276.4 5,079.0 -19.1%
Repo transactions 1,093.7 1,600.5 439.6 -72.5%
Other 67.9 419.8 424.4 1.1%

The year 2017 was a time of moderate economic growth, which translated into stronger consumption
and public investment. Nevertheless, it did not have a major impact on the improvement of business
activity and financial results of large companies. Moreover, banks had to operate in an environment of
record-low interest rates, reduced interchange fees, increased contributions to the Bank Guarantee Fund
(BFG) as well as the banking tax and uncertainty about the size of the potential financial burden arising
from CHF loans.

The volume of corporate loans and deposits increased in 2017. The corporate loans market grew by 6.2%
year on year and the corporate deposits market grew by 3.4%. In this context, mBank reported higher
growth in loan volumes (10.1%), but a decrease in deposit volumes (-1.9%). At the end of 2017, mBank
shares in the markets of corporate loans and deposits reached 9.6% and 6.4%, respectively.
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In 2017, the bank intensified its efforts to attract new corporate clients, which yet again resulted in high
acquisition of new companies - the corporate client base increased by 1,108 companies year on year,
reaching the level of 22,048 clients.

The acquisition of new clients boosted the balances deposited in current accounts, which stood at
PLN 13,295.3 million at the end of December 2017, representing an increase of 11.3% year on year.
The high volume of current deposits is a springboard for further growth of transactional banking, which is
of special relevance to the bank due to the growth potential and forging of closer relations with clients.

2017 was another successful year for the sector of small and medium-sized enterprises (SME - K3), during
which, over 2.3 thousand new clients started cooperation with mBank and almost 60% of them opted for
the package offer. By providing advanced tools and corporate banking solutions, including the new
electronic banking system mBank CompanyNet, mBank cares about building long-term business relations,
creating possibilities for partnership and smooth development of an enterprise. Almost 1.6 thousand clients
were transferred to the large enterprises segment (K2).

As a result of organisational changes, a unit dedicated to further development of the SME segment was
established. It's responsibilities include, among other things, managing sales network, developing the offer
and improving the processes of providing customer service to entrepreneurs at mBank on an ongoing basis.

The initiatives and measures introduced so far in the K3 segment area were recognised by clients, which
can be seen in the results of the customer satisfaction survey - for entrepreneurs who indicated mBank as
their main bank, NPS stood at 36%, which is by 6 percentage points higher year on year and exceeds the
market indicator by as much as 13 percentage points (source: Kantar Millward Brown, August 2017).

The bank launched another edition of the Corporate Client Satisfaction Survey. It is a relationship-dedicated
survey, which consists in a comprehensive assessment of clients’ cooperation with our bank. We believe
that the feedback from clients is a highly valuable indicator of measures that should be taken in order to
enhance our image as a bank offering the very best solutions for demanding corporate clients.

Net Promoter Score (NPS), recommendation indicator, is the key indicator which we continuously focus on
in satisfaction surveys. In the case of corporate clients who indicated mBank as their main bank, NPS has
continued a steady growth path for years. In 2017, NPS reached 42 and was higher by 6 percentage points
year on year. In addition, mBank boasts a better result than the market average with NPS at 22 (source:
Kantar Millward Brown, August 2017).

Consequently, the most important element of the NPS programme is the closed-loop process: mBank’s
advisers talk to representatives of corporate clients immediately after the survey, with a view to collecting
more detailed feedback from the client and identifying the reasons behind low recommendations among
detractors as well as the reasons for which promoters are willing to recommend mBank to their business
partners.

The sound level of NPS in the Corporate and Investment Banking segment results from the implementation
of the NPS programme - mSatysfakcja project. The main goal of the project is to increase the level of
genuine satisfaction of corporate clients with respect to mBank’s offer and services, focus on clients’
feedback and improve relationships with them in the context of promoting one of the most significant values
of mBank - empathy towards clients.

mBank’s corporate banking was praised by the Global Finance international magazine. mBank won the
competition and was named the Best Treasury and Cash Management Provider in Poland.

At the end of 2017, a new structure of Corporate and Investment Banking was developed. Its main objective
is to ensure dynamic development of the bank in the K3 segment and maintain a strong position in the K2
segment. Moreover, the new structure places a great emphasis on further streamlining and simplification
of the credit process, documentation, account opening process and introduction of new transactional
packages alongside a number of improvements to enhance the client’s everyday comfort.
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Products and services on offer

Corporate loans

The value of loans granted by mBank to corporate clients (excluding reverse repo transactions) stood at
PLN 22,953.5 million at the end of 2017, representing an increase of 10.3% year on year (PLN 20,817.4
million at the end of 2016).

Loans to corporate clients™ 21,072 20,817 22,953 10.3%

Loans to enterprises™ 19,442 19,950 21,969 10.1%

Loans granted to local governments -22.4%
#

Market of loans to enterprises 308,222 324,817 344,875

(rennlitaeprl;r'issesgare in the market of loans to 6.3% 6.1% 6.4%

* The bank, excluding reverse repo transactions.
** NBP category which ensures comparability of results of the banking sector.

Corporate deposits

The value of corporate deposits at mBank (excluding repo transactions) stood at PLN 30,985.9 million at
the end of 2017, representing a decrease of 2.3% year on year (PLN 31,703.4 million at the end of 2016).

Annual change

31.12.2015 31.12.2016 31.12.2017

| | in %
Corporate deposits™ 30,203 31,703 30,986 -2.3%
Deposits of enterprises™ 25,644 28,450 27,909 -1.9%
Deposits of local governments 113.4%
Market of deposits of enterprises 260,940 282,215 291,941
mBank's share in the total deposits of o o o
enterprises 9.8% 10.1% 9.6%

* The bank, excluding repo transactions.
** NBP category which ensures comparability of results of the banking sector.

Structured finance, project finance, syndicated loans

As part of the Corporate and Investment Banking segment, the bank offers structured and mezzanine
financing, including in particular: M&A finance, project finance and syndicated finance. In 2017, the bank
was a major market player and participated in 82 syndicated and bilateral products. The bank’s total
exposure under syndicated and bilateral products stood at PLN 3,352.5 million.

De minimis guarantee

The bank continued to participate in the Portfolio Guarantee Line De Minimis (PLD) Agreement as part of
the government’s “Supporting Entrepreneurship through BGK Sureties and Guarantees” programme with
an allocated limit for guarantees at PLN 2,200 million. As at December 31, 2017, the amount drawn under
the limit reached PLN 2,146.7 million.

Innovative Economy

Based on the agreement signed with Bank Gospodarstwa Krajowego (BGK), mBank offered loans secured
with guarantees to innovative enterprises from the SME sector. The guarantees were financed from the
pool of the Innovative Economy Operational Programme. The pool of funds available within the Programme
amounted to PLN 250 million. The BGK guarantee limit for mBank stood at PLN 16.3 million and was used
in full.
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COSME

mBank continued to offer the portfolio guarantee line with a counter-guarantee provided by the European
Investment Bank under the COSME programme (a European Union programme supporting the
competitiveness of enterprises in 2014-2020). The BGK guarantee limit for mBank stands at PLN 200
million. As at December 31, 2017, the amount drawn under the limit reached PLN 187.9 million.

European Union financing

On March 3, 2017, the bank signed a new agreement with the European Investment Bank (EIB) to open
a EUR 100 million credit line dedicated to financing projects and obligations related to the production cycle
of SMEs (entities with less than 250 employees) or MID-CAPs (entities with a headcount ranging from over
250 to less than 3,000 employees).

Issue of debt securities for corporate clients

The share of mBank in the non-treasury debt market at the end of 2017 is presented in the table below.

Short-term debt Corporate debt Mid-term bank debt
mBank (PLN M) 1,666 9,225 15,212
Market (PLN M) 22,463 71,506 48,806
Market share 7.4% 12.9% 31.2%
Market position #3 #3 #1

The largest transactions in 2017 included covered bond issues of PLN 1.5 billion and EUR 0.125 billion for
mBank Hipoteczny and bond issues of PLN 1.4 billion for Bank Gospodarstwa Krajowego.

Other relevant transactions arranged by mBank included: PLN 750 million for the European Investment
Bank, PLN 375 million for PZU and issues of certificates for Volkswagen Bank worth the total of PLN 200
million.

In the corporate bond market, the bank carried out a series of new issues, i.e.: Echo Investment
(PLN 305 million), Prime Car (PLN 125 million), Kruk S.A. (EUR 25.5 million), Griffin Real Estate Invest
(PLN 110 million), Dino (PLN 100 million).

Transactional banking

Cash management is an area of Corporate Banking, which offers state-of-the-art solutions to facilitate
planning, monitoring and management of the most liquid assets, cash processing, as well as electronic
banking. The solutions facilitate daily financial operations, enhance effective cash flow management, and
optimise interest income and costs.

mBank’s comprehensive cash management offer, supporting long-term relationships with clients, is
reflected in the following data:

Number of domestic transfers +13.8%
Number of outgoing foreign transfers +16.4%
Number of direct debit transactions +12.5%
Number of corporate cards +11.1%
Number of prepaid corporate cards +49.7%
Number of mCompanyNet users +9.1%

mCompanyNet — new version of the transactional system

In the first half of the year, mBank presented companies and corporations with a new version of the
transactional system CompanyNet. The system has been designed in line with the newest "user experience”
standards (for more information see section 1.7. Key projects and innovations of mBank Group in 2017).
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Smart Data Platform available to mBank’s clients

The Smart Data Platform is a tool which enables clients to control spending with MasterCard payment cards.
Transactions made by users may be monitored before the end of the settlement period. The platform makes
it possible to e.g. attach invoices and receipts to transactions executed with the use of a business card,
enter transactions which are not associated with card payments, e.g. cash payments, and take advantage
of many other options aimed at facilitating the management of transactional data.