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DEAR SHAREHOLDERS, CLIENTS
AND BUSINESS PARTNERS,

| wish to thank you for your loyalty and support.
The year 2017 was again a very demanding year
for the Bank. The Bank successfully maintained its
position in an environment of low market interest
rates for retail and business loans.

Despite massive refinancing, we achieved growth
particularly in the area of real-estate secured
loans. In the area of corporate lending, the Bank
focused mainly on the segment of small- and
medium-sized entrepreneurs and micro-entrepre-
neurs.

The Bank successfully maintained existing clients
and grew the number of active retail and corporate
clients across the business network.

The Bank offset falling interest rates by assets
leading to obtaining higher fee income from the
sale of third-party products. On the other hand,

we focused on rigorous cost management, helping
us maintain costs at the 2016 level. Sales income,
even despite the low operating costs, failed to bring
the Bank a positive economic result. The reason lay
particularly in the cautious provisioning policy. The
shareholder supported the Bank's other business
activity by raising its registered capital.

Over the course of 2017, we continued in raising
the quality of services for our clients by way of
digitalisation of selected banking processes. The
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automation of retail consumer loans processing
enabled us to assess and provide loans to clients
faster. The expansion of Internet banking and mobi-
le banking services raised customer satisfaction
and convenience. The installation of the first hybrid
ATMs with a cash deposit option further extended
the range of our services.

The Bank in 2017 devoted especial efforts to pro-
jects dealing with legislative requirements of Euro-
pean and national institutions.

Throughout 2017, the OTP READY Foundation
actively promoted and organised financial literacy
courses for primary and secondary school pupils.
The Foundation also launched a project engaging
teachers and parents in financial literacy training.
Throughout the year we paid particular attention

to care for our colleagues, bank employees, with

a view to improving staff retention, training and
raising their sales skills.

What awaits us in 20187 We want to focus primarily
on expanding the Bank'’s client base. An important
goal is profitability in each segment and raising
client satisfaction with the Bank'’s services.

Ing. Zita Zemkova
CEO
and BoD Chair of OTP Banka Slovensko, a.s.

Foreword by the chairman of the board of directors

YRR

@ oipbanka
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SHARE
TRUCT

The share of domestic shareholders in the regis-
tered capital as at 31 December 2017 represented
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OTP Bank, Nyrt., is the only shareholder with a
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0.62%, while foreign shareholders held a 99.38% capital.
share.
Shareholder Shareholding Share
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1) after excluding the impact of one-time VISA transactions (2016)
2) the number of full-time employees
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Il. EXTERNAL DEVELOP-
MENT

The favourable financial conditions and positive business
confidence encouraged economic activity in a number of
countries. Increased investment demand stimulated indus-
trial production and favourably influenced also the pace of
foreign trade growth. Optimistic expectations connected with
growth in the real economy, against a background of low in-
terest rates, relaxed financial conditions and led to growth in
borrowing. The eurozone economy also reacted positively to
these developments. Concerns regarding the interconnection
of the banking and public sector remained a real problem in
terms of financial stability.

Slovakia's economy again in 2017 continued its favourable
development, supported particularly by domestic demand.
Growth in consumption was mainly a reflection of good la-
bour market conditions, while households’ improved finan-
cial situation stimulated also growth in demand for loans.
The labour market situation was characterised by a record
number of persons employed, with skilled workforce short-
ages in some sectors triggering accelerated wage growth.
Inflation edged up slightly, mainly through the influence of the
rise in food and non-energy industrial goods prices. Over the
coming period they are projected to move further toward the
inflation target, under the influence of rising demand and oth-
er labour market incentives. Favourable economic conditions,
business optimism and low interest rates have paved the way
for a development of business activities in most sectors.

In comparison with the high benchmark for 2016, when

the banks’ operating revenues were increased by the one-

off sale of VISA Europe shares, the banking sector’s profit
declined markedly. The development in profitability was
negatively affected in particular by net interest income,

the impact of which was partially offset by faster growth in
lending volumes, supported also by macroeconomic devel-
opment and continuing favourable development in the labour
and real estate market. Lower operating costs, cost charges
and lower provisioning for operating costs, cost charges,

and lower provisioning for credit losses, on the other hand,
helped improve the sector’s performance

The year-on-year 12% growth in retail lending was signifi-
cantly higher than the 4% growth in retail deposits and was in
large part due to the 13% growth in housing loans. Expecta-
tions regarding the impact of new measures by the National
Bank of Slovakia in the area of housing loans had a significant
impact on credit growth. Consumer loans were characterised
by steady growth alongside a significant fall in interest rates,
due in part to the impact of legislation in the area of maximis-
ing compensation. The National Bank of Slovakia noted rising
household debt as the reason for introducing a countercycli-
cal capital buffer in the amount of 0.5% of total risk exposure,
which, from 1 August 2018 will be further increased to the
level of 1.25%.

The rate of growth in corporate loans in the sector (+7%)

was comparable to the level from 2016, with notable growth
in exposures to existing business clients. The expansion of
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business revenues and their rising interest in loans, espe-
cially of an investment nature, triggered intense competition
among Slovak banks for clients in this segment. Business
deposits accelerated in the growth against a year earlier, to
reach 7% higher in 2017.

l1l. BASIC FACTS ON THE
BANK MANAGEMENT

* In the business area, the Bank in 2017 achieved a slight in-
crease in the volume of gross loans, with particular growth
in the housing loans portfolio (+4%). Growth was seen also
in consumer loans and loans to micro-entrepreneurs. Activ-
ities were also focused on improving the quality of the loan
portfolio, both through sales and write-offs of non-per-
forming loans as well as significantly better quality new
lending. Thanks to this, the volume of non-performing loans
decreased, while the coverage of non-performing loans by
provisions was significantly increased. The development of
loans was substantially affected also by an increase in the
volume of early repayments, particularly in the consumer
and business loans segments.

The Bank continued in optimising its funding, where it sig-
nificantly reduced the volume of relatively expensive term
deposits (-26%). It focused, in particular, on strengthening
the return on non-term deposits across all segments, no-
tably through the acquisition and support of clients’ trans-
action behaviour. Further progress was recorded also in
savings accounts, the volume of which grew by 17%. Part of
the funds from due term deposits was redirected by clients
into funds of the partner fund management company.

In 2017 the range of products for corporate clients was
expanded with the introduction of trade and export finance
tools. Together with the further development and growth in
factoring business, this represents an important impulse
for strengthening the Bank's position in the corporate client
segment. With a view to supporting the area of trade fi-
nance, a specialised team of experienced professionals was
created in 2017.

In an environment of unemployment falling to historical
lows and strong competition for high-quality and experi-
enced staff, human resources management is becoming

an increasingly important factor of success in the highly
competitive environment of the banking market. In 2017, the
area of employee acquisition, retention and further devel-
opment thus became one of the key activities for the Bank's
management.

Report of the Board of Directors
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IV. FINANCIAL RESULTS

A. Operating income

1. Net interest income

fell by 8% against the year earlier, whilst 57% lower interest
costs were not able to fully offset falling interest income,
despite the progressive change in the structure of the Bank's
deposit portfolio in favour of cheaper non-term accounts.
The year-on-year decline in interest income to the level of
15% reflects the continuing downward trend in interest rates,
particularly on consumer loans and housing loans. A negative
factor remains the strengthening competitive battle in con-
junction with harsh legislative conditions, evidenced by grow-
ing volumes of early repayments made both in retail consum-
er loans as well as in the business segment. The net interest
margin declined by 28 bp, and ended the year at 3.01%.
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L

2. Net fee and commission income

recorded a 12% year-on-year increase. Successful activa-
tion of clients on current accounts in the framework of the
new service packages contributed to increasing fee income
from deposits and payment transactions by 7%. Significantly,
commission for intermediation of mutual funds and insur-
ance increased by more than 127%. Progress was made

also in the area of corporate credit transactions, where the
highest fee income in comparison with the previous year was
generated by investment loans and factoring deals. Legisla-
tive restrictions in the field of setting the maximum fee for
early repayment of housing loans and consumer loans in the
retail segment led to a significant year-on-year fall of 37% in
income fees in this category.
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B. Operating costs

fell against 2016 by 2.5%. The Bank in 2017 continued in its
strict management of operating costs. The levy burden de-
creased in comparison with the previous year, mainly thanks
to the lower contribution to the Deposit Protection Fund and
Resolution Fund.

The ratio of operating costs to revenue rose against a year
earlier from 63% to 66% mainly under the influence of lower
operating income, which in 2016 were increased by the
one-off income from the sale of VISA Europe shares. After
adjusting for the impact of this one-off transaction, the Bank
recorded an improvement in this indicator from 68% to 66%.
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C. Costs of the credit risk

Again in 2017 the Bank continued in a conservative assess-
ment of the quality of its loan portfolio, which resulted in a
significant increase in coverage of non-performing loans by
provisions, by more than 10 pp to 61%. Through measures
focused on the existing portfolio, as well as newly provided
loans, the quality of assets also improved. In a year-on-
year comparison, the Bank recorded a 9% decrease in the
delinquent portfolio, which was due both to write-offs (€5.7
million) and sales (€8.2 million) of non-performing loans.
These transactions had a positive impact on the Bank’s
economic result in 2017, since the sale price was higher
than the net value of the receivables sold. In 2017 the Bank
increased its balance of provisions by €6.7 million, to €8.6
million at the close of the year. The volume of total risk
costs fell year-on-year by 5% to €24.8 million.

E
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D. Business result

The economic result exceeded the planned level and in 2017
reached €19.1 million. Its 6% reduction against a year earlier
was due fully to the extraordinary income from the sale of
VISA Europe shares in 2016. For reason of continuing the
conservative policy in assessing the quality of loan receiva-
bles and the significant increase in coverage of non-perform-
ing loans by provisions, risk costs exceeded the operating
economic result and the Bank in 2017 reported an after-tax
result of a loss in the amount of €5.93 million, which was
lower than the Bank had planned. The loss for 2017 will be
settled from retained profit from past years.

V. BUSINESS RESULTS

A. Liabilities and equity

The Bank'’s balance sheet sum increased slightly in 2017. The
volume of client deposits fell by 6% as a result of the planned
change in their structure across all segments in favour of more
profitable current accounts and savings accounts, which rose in
total by 7%. Term deposits fell overall by 26%; the Bank does not
expect any further such significant reduction in the period ahead.
In 2017 the Bank issued bonds in the amount of €105 million and
mortgage bonds in a volume of €17 million, and redeemed bonds
totalling €50 million and mortgage bonds in a volume of €20 mil-

Report of the Board of Directors
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lion. The portfolio of issued securities thus rose by 45% against a
year earlier.

Through an issue of ordinary shares in December 2017, the Bank
increased its registered capital by €23 million with a view to
strengthening its capital position and creating space for cover-
ing increasing statutory capital requirements, as well as for the
dynamic development of its business activities.

The Bank fulfilled all European and national legislative require-
ments in the field of capital and at the close of the year reported
capital adequacy of 15%. In a year-on-year comparison there
was no change in the volume of the Bank’s subordinate liabilities.

2015 [pA 1234 KAV 39 1435
2016 | 1181 116 (108 [FYANEAI

2017 |l 1110 168 126 A 1458

B amounts due to banks M issued securities M other liabilities

B amounts due to customers M equity
EUR mil.

B. Assets

The volume of the loan portfolio in 2017 was positively influ-
enced by the growth in retail loans, which recorded growth of
€31 million. The unchanged total volume of loans was due to
the concurrent €29 million fall in corporate loans, in conse-
guence of the high volume of early repayments, combined
with sales and write-offs of non-performing loans. The net
balance of loans was reduced also by an increase in the bal-
ance of adjustments. The net lending to deposits ratio grew
from 97% to 103% at the end of 2017.

Other asset components remained largely unchanged. The
Bank’s financial assets were administered so that, alongside
efforts for their efficient use, the assets fulfilled all regulato-
ry and internal requirements in the field of liquidity manage-
ment.

2015 NEY4 1145 (V2 1435
2016 NI 1146 PRRE7 1456
2017 Ny 1142 Ve, 1458

B amounts due from banks M purchased securities

H other liabilities
EUR mil.

B amounts due from customers

VI. RETAIL BANKING

A. Retail deposits

Positive trends from 2016 carried on into 2017 in retail cur-
rent accounts and savings accounts. The number of clients
with the successful product Active Account in 2017 grew sig-
nificantly, by 68%, representing a 12% growth overall growth
in the number of active clients at the Bank. The Bank practi-
cally did not raise fees for transactions and services in the
area of deposit products in 2017, and so the growth in active
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clients was seen in an identical percentage increase in retail
deposit income, which also grew by 12%. These significant
increases in current accounts were achieved through the
competitive setting of products and, among others, were
supported also by growing use of the successful mobile
application, in the case of which the number of downloads in
2017 grew by 700%. The combination of the Active Account
with the accompanying product Savings Account with Cur-
rent Account in 2017, similarly as in 2016, formed one of the
best deposit offers on the market, resulting in a 24% growth
in deposits on the Savings Account with Current Account.

A portion of clients with term deposits transferred their
deposits into potentially higher yielding mutual funds of the
partner fund management company.

2015 WA 525 110 813
2016 bt 391 144 734
2017 pwayi 285 166 673

M current accounts M term deposits M savings accounts and passbooks
EUR mil.

B. Retail loans

In 2017, the Bank achieved growth in the retail loans port-
folio, where the gross balance rose by €31 million (4%)

to reach €738 million. In 2017 The Bank was successful
particularly in housing loans, where the balance grew by
€31 million (+6%) against a year earlier. The Bank increased
media support for the sale of unsecured consumer loans.
Support was focused on “for anything” consumer loans.
The gross volume of consumer loans remained unchanged
against a year earlier at the level of €218 million, where this
was due to the higher volume of regular and extraordinary
repayments and a higher volume of sales of non-performing
loans. The Bank also focused on providing consumer loans
for its own clients, who were offered loans at attractive
terms in the form of predefined limits.

2015 498 692

2016 489 707

2017 520 738

M mortgage credits B consumer credits

EUR mil.

VII. CORPORATE BANKING

In the field of corporate banking, the banking market in 2017
saw a heightened competitive battle, resulting in more ag-
gressive conditions for financing corporate clients. The Bank
focused on maintaining the profitability of corporate deals.
The increase in the volume of early repayments, as well as
potential sales and write-offs of non-performing loan receiv-
ables ultimately resulted in a fall of €29 million in corporate

Report of the Board of Directors
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loans. A positive feature was the development in the volume
and income from factoring deals and in the micro-entre-
preneurs segment. On the deposits side, the volume of term
deposits decreased, while conversely clients’ current account
balances rose.

A significant change in 2017 was the emergence of a team
and implementation of trade and export finance products

in the framework of corporate banking. The team of experi-
enced specialists prepared a complex set of new products
for this type of financing and, together with factoring, which
had already been a part of the product portfolio; the Bank
thus now offers a broad spectrum of products and tools for
financing corporate clients’ needs.

H volume of consumer credits
EUR mil.

B volume of consumer deposits (brutto)

VIIl. DEVELOPMENT OF
THE BANK

In 2017, investments totalling €4.8 million were made. The
main development objectives were information technol-

ogy, bank equipment, ATM and sales network expansion.

The volume of funds reinvested in IT totalled €3.9 million.
Significant attention was devoted to the new credit system,
harmonisation of IT systems with legislative regulations and
also the implementation of requirements connected with

the changeover to the IFRS 9 standard. A further priority in
the area of investments were the projects for digitalisation,
raising convenience and the level of services provided to
clients, with greatest attention given to the development of
internet banking and mobile banking. Other investments
were focused on the purchase of recycling ATMs, with a view
to expanding the ATM network, on modernising the IT infra-
structure, and on purchasing computer equipment. At the
end of the year the Bank opened another new sales outlet — a
branch in Bratislava.

2015 3,1 1,4 45
2016 3,0 1,4 b
2017 3,9 0.9 48

M IT CAPEX M non-IT CAPEX

EUR mil.
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IX. EXPECTED BUSINESS
DEVELOPMENT

Positive expectations in the field of economic growth, house-
hold consumption and falling unemployment should in 2018
create a positive environment for the banking sector. On the
other hand, however, the rising level of household debt will
lead the National Bank of Slovakia to take further measures
for dampening growth in retail lending. For these reasons,
the competitive battle for clients in all segments is expected
to further strengthen.

Slovak banks will also be affected by a methodological
change in the accounting of adjustments, due to the manda-
tory changeover to the new IFRS 9 standard, i.e. the model of
expected losses, which should primarily ensure their real-
istic coverage in future periods. The National Bank of Slova-
kia expects an approximately 14% growth in the volume of
adjustments, which, though, should not yet affect the level of
banks’ profitability in 2018.

In 2018 the Bank expects an 8% increase in the total loan
portfolio, where the largest growths should be in housing
loans and consumer loans, which will continue to be support-
ed by marketing campaigns. In the case of corporate loans,
the Bank will focus attention on the SME and micro-entre-
preneurs segment, anticipating 4% growth in this segment.
Positive development is expected also in the area of factoring
and trade and export finance products, which will substan-
tially increase also the Bank's fee income.

On the deposits side, maintaining the return of non-term
deposits alongside continually improving convenience and
services for clients will remain of key importance for the
Bank. The composition and functionality of products will
further evolve in line with current market trends, whereby
the Bank will support primarily the active behaviour of clients
and improving client convenience.

The Bank will also give increased attention over the coming
period to further streamlining and automating sales process-
es at branches and the head office, as well as employee care.

Report of the Board of Directors
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X. ADDITIONAL
INFORMATION

The Bank has no branch offices abroad. It operates in the
banking sector; this activity has no specific negative environ-
mental impacts.

The OTP Group was represented in Slovakia in 2017 by the
Bank and the companies OTP Faktoring Slovensko, s. r. 0., OTP
Buildings, s. r. 0. And OTP REAL Slovensko, s. r. 0. (the com-
panies OTP Buildings, s.r. 0. and OTP REAL Slovensko, s.r. o.
merged in 2017).

The Bank in 2017 further expanded the activities of the OTP
Ready Foundation, focused on financial education for primary
and secondary school pupils throughout Slovakia.

The Bank did not acquire any of its own shares, temporary
certificates or ownership interests, or any shares, temporary
certificates or ownership interests of its parent entity. Nor did
it receive any subsidies from public sources.

At the end of the year ordinary shares were issued in a total
number of 23 041 402 pcs, at a par value of €1. The total
volume of the issue represented €23 041 402. OTP Bank, Nyrt.
acquired 23 000 000 pcs (99.82%), other domestic sharehold-
ers own 41 402 pcs of the issued shares (0.18%).

Structure of shareholders as at 31.12.2017: the share of do-
mestic shareholders in the registered capital as at 31.12.2017
represented 0.62% and the share of foreign shareholders
99.38%. OTP Bank, Nyrt., is the only shareholder with a share
of more than 1% of the Bank’s registered capital.\

Shareholder Shareholding (EUR “000) | Share (in %)

OTP Bank, Nyrt 110,887 99.38
Others 694 0.62
Total share capital 111,581 100
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Communications activities in 2017 were focused primarily on
supporting sales.

In retail banking, OTP Banka introduced a new communi-
cations concept. In the media space, the bulk of funds was
invested in TV advertising, which was reflected in growth in
monitored indicators in the field of awareness of the Bank's
brand, image characteristics, as well as product offer param-
eters. The main product for year-round above-the-line com-
munications were loans. Service packages and support for
clients’ account activities were promoted through a year-long
consumer competition and promo events directly at the point
of sale. In the area of mortgages, we focused on achieving the
best possible targeting in print media. An important attribute
of all communications activities was the introduction of the
measurement of efficiency and performance parameters of
individual communications tools.

In corporate banking, communication throughout the year
was focused on selecting professional journals and peri-
odicals oriented at a specific group of clients and products.
Relationship management in the central region was support-
ed by a VIP event for selected clients at the Viglas Chateau.
Throughout the year great emphasis was placed on activities
related to the agricultural sector, the most important event
being the Bank's participation at the Agrokomplex exhibition.
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Besides the Bank's business activities in 2017, it also sup-
ported employees’ activities in volunteering, sport, cultural
and charity events. An important aspect of allocating funds
was support for local and regional communities in areas
where the Bank has a business presence.

OTP READY Foundation

The Bank also contributed financially to the activities of the
OTP READY Foundation, which focuses on financial education
for primary and secondary school pupils throughout Slova-
kia. In 2017, a total of 2919 pupils from é4 schools, including
schools for pupils with special needs, received these training
courses. The Foundation also launched a project in which
teachers and parents are engaged in financial literacy training.

Marketing and support of projects

VISION AN

VISION

Our bank’s vision is not only to continue in what we have
become in the Slovak financial market, but to achieve the
maximum satisfaction and convenience for our clients, while
our work and its results would convince other clients who
are looking for quality services to express their trust in OTP
Banka Slovensko as a modern, re-liable and well-established
financial institution. We use the expertise, human potential

of employees and the experience of an international group

to satisfy our clients’ needs, providing them with convenient
services and exceeding their expectations.

CODE OF E

BASIC MORAL
REQUIREMENTS

Honesty and integrity

[ H

To act honestly and fairly in personal and business relation-
ships, while taking care to comply with all applicable rules and
regulations and adhere to moral principles and rules of decent
behaviour.

Professionalism

To perform all work activities at the highest possible profes-
sional level and in accordance with the rules and principles
of honest business conduct.

PRINCIPLES OF
PROFESSIONAL ACTIVITY

Professional credibility

To continuously advance the development of the Bank staff's
expertise, with the aim of meeting and exceeding the expec-
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Mission

The mission of OTP Banka Slovensko, a.s. is to provide pro-
fessional and high quality services to its retail, corporate and
local government clients. To apply fine-tuned management
practices to combine existing potential and to act transpar-
ently and prudently, and also to proactively promote efficient
innovations. Our motto is to satisfy each client. Our clients
need to know that we are here for them, that they are impor-
tant to us, regardless of whether they are a large company or
an employee of a small business. We listen to their needs and
respect them. We will convince them with the high quality

of modern products, with the level of the services provided,
with our personal approach, reliability, professionalism and
open communication.

ICS

tations associated with a good business reputation. To sell
products andservices by means of experienced staff, paying
particular attention to providing complete and correct infor-
mation to clients.

Conflict of interest

Pursuant to legal regulations, to avoid conflicts of interest
relating to the standing of the Bank, work and person, as well
as to prevent such conflicts from arising. Refrain from all ac-
tivities that are in conflict with the Bank'’s or clients’ interests,
to make decisions impartially and objectively.

Confidentiality

One of the key conditions for a relationship of trust estab-
lished between the Bank and its clients is the strict protec-
tion of business secrets, banking secrets and confidential
information. We protect personal data that weobtain in the
course of providing our financial services.

Vision, Mission and Code of Ethics



Retall network — branches
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Retail network — branches as at 31.12.2017
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Retail network — branches as at 31.12.2017

Bratislava-Starova Stirova 5 81354 Bratislava 02/5979 2511 E Dolny Kubin Radlinského 1729 026 01 Dolny Kubin 043/32 687 01
2 Malacky Zahoracka 46/30 901 01 Malacky 034/32 687 01 , 32 Liptovsky Mikulas 1. méja 26 03101 Liptovsky Mikulas 044/32 687 01
3 Senec Lichnerova 93 903 01 Senec 02/5979 2901 E 33 Lucenec Zelezniéna 1 984 01 Lucenec 047/32 687 31
4 Pezinok OC Plus Holubyho 28 902 01 Pezinok 033/32 687 31 ' 34 Martin M. R. Stefanika 42 036 53 Martin 043/32 687 11
5 Bratislava-Dubravka Saratovska 6 B 841 01 Bratislava 02/5979 2701 . 35 Povazska Bystrica Centrum 2304 017 01 Povazska Bystrica 042/32 687 01
6 S;:tlslava-Blumental- Blumentalska 20 81107 TetEE 02/5979 2711 I 36 Prievidza Klastorna 4 971 01 Prievidza 046/32 687 01
i 37 Rimavska Sobota SNP 2 979 01 Rimavska Sobota 047/32 687 21

7 Bratislava-Hurb. nam. Hurbanovo nam. 7 81103 Bratislava 02/5979 2721 .
E 38 Zvolen Nam. SNP 27 960 01 Zvolen 045/32 687 01

8 Bratislava-Polus Vajnorska 100 831 04 Bratislava 02/5979 2731 '
1 39 Zilina Sladkovicova 9 01001 Zilina 041/32 687 11

9 Bratislava-Twin City Mlynské Nivy 14 82109 Bratislava 02/5979 2771 '
, 40 Detva Tajovského 10 96212 Detva 045/32 687 21

10 Bratislava-Kazanska Kazanska 58 821 06 Bratislava 02/5979 2791 !
. i 41 Ruzomberok Antona Bernoldka 3963 03401 Ruzomberok 044/32 687 11

11 Nitra Stdrova 71/A 949 01 Nitra 037/32 687 11 |
. . ' 42 Velky Krtis SNP 16 990 01 Velky Krtis 047/32 687 51

12 Dunajska Streda Korzo Bélu Bartoka 344 929 01 Dunajska Streda 031/32 687 01 '
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18 Topolcany Skultétyho 4720/2A 955 01 Topolcany 038/32 687 01 !
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25 Velky Meder 2467/122 93201 Velky Meder 031/32 687 71 : 55 TrebiSov 3782/25/A 075 01 TrebiSov 056/32 687 21
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27 Kolarovo Kostolné nam. 15 946 03 Kolarovo 035/32 687 41 : 5S¢ Svidnik Centralna 817/21 089 01 Svidnik 054/32 687 21
28 Komarno-Trend Trznicné ndm. 4810 945 01 Komarno 035/32 687 71 I 58 KosSice-Murgasova Murgasova 3 040 01 KoSice 055/32 687 51
29 Banska Bystrica Namestie SNP 15 974 01 Banska Bystrica 048/32 687 04 - 59 Sabinov Namestie Slobody 1 08301 Sabinov 051/32 687 71
30 Cadca Palarikova 98 022 01 Cadca 041/32 687 31 ' 60 Moldava nad Bodvou Hviezdoslavova 32 045 01 Moldava nad Bodvou 055/32 687 71
E 61 Kralovsky Chlmec Nemocni¢nd 8 077 01 Kralovsky Chlmec 056/32 687 51




STATEMENT ON COMPLIANCE WITH THE PRINCIPLES OF
THE CORPORATE GOVERNANCE CODE FOR SLOVAKIA

OTP Banka Slovensko, a.s. and the members of its bodies
have committed to raising overall the level of corporate gov-
ernance and have adopted the Corporate Governance Code
for Slovakia, published on the CECGA website at: http://www.
cecga.org/kodex. The Code can also be found on the Bank’s
website.

With the aim of committing to fulfil and comply with the
Code’s individual principles, to advert to the manner of such
compliance and to issue a Corporate Government Statement
pursuant to § 20(é) of the Accountancy Act no. 431/2002
Coll. as amended, the Company hereby makes the following
Statement:

The records of registered shares are kept by the Central
Securities Depository of the SR (Centralny depozitar Cennych
papierov SR, a.s.) and these supersede the list of sharehold-
ers. In order to be effective the transfer of a registered share
requires that a record of the transfer be made in the register
of issuers of securities, as aintained by the Central Securi-
ties Depository of the SR, where the share is registered. The
Articles of Association do not restrict transferability of the
shares. To acquire or exceed an interest in the registered
capital or voting rights of the Bank amounting to 20%, 30%
or 50% in one or several operations, prior approval of the
authorities supervising the Company is required.

|. PRINCIPLE: SHAREHOLDERS' RIGHTS AND KEY
FUNCTIONS OF OWNERSHIP

A. Shareholders’ fundamental rights

At a general meeting, a shareholder is entitled to require in-
formation and explanations relating to the Company'’s affairs
or the affairs of entities controlled by the Company, to submit
proposals relating to the agenda under discussion and to vote.
Upon request, the Board of Directors is obliged to provide a
shareholder at the general meeting complete and true infor-
mation and explanations relating to the subject of the general
assembly’s agenda. If the Board of Directors is unable to
provide the shareholder at the General Meeting with complete
information or if requested by the shareholder at the General
Meeting, the Board of Directors is obliged to provide such in-
formation to the shareholder in writing within 15 days follow-
ing the General Meeting. The Board of Directors shall send the
information to the shareholder to the address specified by the
shareholder, else to the address specified in the list of share-
holders. The Board of Directors is entitled to refuse to give
such information only if it would constitute a breach of law, or
if it is clear from a careful assessment of the information that
its provision could cause harm to the Company or an entity
controlled by the Company. Information relating to the
management and assets of the Company must be provided

in any circumstances. If the Board of Directors refuses to
provide information, the Supervisory Board will, at the share-
holder’s request, decide on the Board of Directors’ obligation
to provide the required information during the negotiation of
the General Meeting. Shareholders are entitled to view the
Minutes of a Meeting of the Supervisory Board. Shareholders
are obliged to keep such information obtained confidential.

Shareholders may only exercise their right to take partin the
management of the Company at the General Meeting, respect-
ing the organisational measures applicable to the General
Meeting. The number of the votes of each shareholder is
determined by the ratio of the nominal value of their shares
and the amount of the registered capital. Shareholders may
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exercise their rights at the General Meeting by means of

an authorised representative. The authorisation must be in
writing and the shareholder’s signature must be certified.
The authorisation will expire, if the shareholder takes part in
the General Meeting. If the shareholder authorises more than
one person to exercise their voting rights connected with the
same shares at one General Meeting, the Company will allow
only the authorised representative who first registered in the
attendance list to vote. A member of the Supervisory Board
of the Company may not be an authorised representative. The
Board of Directors is obliged not to allow the shareholder

to exercise their rights, if the relevant body has decided to
suspend the exercise of the shareholder’s rights or otherwise
restrict the shareholder’s rights. Shareholders are entitled to
a share in the profit, determined by the ratio of the nominal
value of their shares and nominal value of all shareholders’
shares.

B. Right to take part in the decisionmaking pro-
cess relating to substantial changes in the Compa-
ny and right of access to information

Amendment to Articles of Association

A draft amendment to the Articles of Association may be
submitted by a shareholder or the Board of Directors of the
Company. A shareholder may exercise this right at the Gen-
eral Meeting, if the amendment to the Articles of Association
has been included in the General Meeting agenda, or under
circumstances specified in Art. VIII of the Articles of Associa-
tion, and request that a General Meeting be convened in order
to negotiate the draft amendment to the Articles of Associ-
ation. The complete text of the draft amendments must be
available at the Company'’s seat at least 30 days prior to the
General Meeting. The Board of Directors is obliged to ensure
that each shareholder is able to view the complete wording
of the amendments upon registration in the attendance list.
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Amendments to Articles of Association and amended Articles
of Association (for the purposes of this Section hereinafter
referred to as an “Amendment to the Articles of Association”)
approved by the General Meeting will become valid and effec-
tive upon approval by the bodies supervising the Company’s
activity. If the body supervising the Company’s activity fails to
decide on the Company'’s request for approval to an Amend-
ment to the Articles of Association within 30 days following
delivery of a complete request, the Amendment to the Arti-
cles of Association will be deemed approved. By decision of
the General Meeting or a generally binding legal regulation,
the Amendment to the Articles of Association may become
valid and effective on any later date. A Notarial Deed must be
made with regard to the decision on the Amendment to the
Articles of Association. If the Amendment to the Articles of
Association changes any facts registered in the Commercial
Register of the Slovak Republic, the Board of Directors will
be obliged to file a petition for registration of such changes
with the Commercial Register of the Slovak Republic without
undue delay.

By-Laws

Within the scope defined by the generally binding legal regu-
lations and decisions of the Company’s bodies, the Company’s
activities are regulated by its by-laws. By-laws break down
into instructions of the Board of Directors,instructions of the
CEO, working regulations and working instructions. Instruc-
tions given by the Board of Directors regulate the funda-
mental relationships in the Company, in particular acting on
behalf of the Company, labour relationships and organisation
of the Company. The Board of Directors’ instructions also
regulate employees’ procedures in entering into deals with
clients. The CEQ’s instructions regulate those areas of the
Company'’s activity that transcend the activities of a particu-
lar division. Working regulations regulate the subtasks, obli-
gations and working procedures in the individual fields of the
Bank's activity. By way of working instructions, the Executive
Assistant to CEO regulates the activity of the organisational
unit and employees of the division that he/she manages.

Approval of the issue of new shares

The registered capital of the Company may be increased or
decreased by the Company’s General Meeting at the request
of the Board of Directors or, as relevant, the Board of Direc-
tors may do so in accordance with legal regulations and the
Articles of Association. The General Meeting may decide on
the issue of several types of shares distinguished by name
and content of the rights connected therewith (voting right,
amount of share in profits). Shares may be of different nom-
inal value. All of the types of shares must have the type and
form laid down by generally binding legal regulations.

Bonds

Based on the decision of the General Meeting, the Company
may issue bonds carrying rights for their conversion to the
Company'’s shares, or bonds carrying right to preferential
subscription of shares, if, at the same time, the General Meet-
ing decides on a contingent increase in the registered capital.
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Extraordinary Transactions
Shareholders are continuously informed of major transac-
tions carried out by the Bank.

General Meeting is the Supreme Body of the Company

a) amendment to the Articles of Association,

b) decision to increase the registered capital, entrusting the
Board of Directors with the power to decide on an increase
or decrease in the registered capital,

c) decision on the issue of bonds under Art. V of the Articles
of Association,

d) decision on the termination of and change to the legal form
of the Company upon the prior approval of bodies super-
vising the Company'’s activity,

e) election and dismissal of members of the Supervisory
Board except members of the Supervisory Board elected
and dismissed by employees,

f) approval of the ordinary and extraordinary individual
Financial Statements, decision on the distribution of profit,
including the amount of royalties and dividends, or settle-
ment of loss,

g) approval of the Annual Report,

h) decision on the transformation of shares issued as regis-
tered securities to letter securities and vice versa,

i) decision on the termination of trading of the Company'’s
shares at a stock exchange and decision to cease the Com-
pany as a public joint-stock company,

j) decision on other issues entrusted by the Articles of Asso-
ciation to the General Meeting,

k) decision on approval of an Agreement on Transfer of an
Enterprise or Part of an Enterprise, and

1) decision on matters otherwise pertaining to other bodies of
the Company, if reserved by the General Meeting, which, how-
ever, does not apply to deciding on matters entrusted to other
bodies of the Company by a generally binding legal regulation.

m) decision on matters otherwise pertaining to other bod-

ies of the Company, if reserved by the General Meeting,
which, however, does not apply to deciding on matters
entrusted to other bodies of the Company by a generally
binding legal regulation.

In order to approve a decision of the General Meeting on an
Amendment to the Articles of Association, an increase or
decrease in the registered capital, commissioning the Board
of Directors to increase the registered capital, an issue of
priority or convertible bonds, dissolution of the Company,
change of legal form or approval of a decision to end trading
of the Company’s shares on a listed securities market, a two-
thirds majority of all shareholders’ votes is necessary, and a
Notarial Deed thereof must be made. In order to approve any
other decision of the General Meeting, a two-thirds majority
of the votes of all shareholders’ votes is necessary.

C. Right to take part in decisionmaking regarding
remuneration of the members of the bodies and
management

Remuneration of the members of the bodies and manage-
ment, the main principles and rules of remuneration and their
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implementation are governed by the applicable SR legislation

and are contained in the Bank'’s internal Statement on compli-

ance with the principles of the Corporate Governance Code for

Slovakia Annual Report 2015 23 regulations, “Rules of Remu-

neration Policy at OTP Banka Slovensko, a.s”. Legal framework

of the regulation related to the principles of remuneration:

» Annex | to Directive 2010/76/EU (CRD Ill) of the European
Parliament and of the Council,

e CEBS Guidelines on Remuneration Policies and Practices
(dated 12 December 2010),

e Act No. 483/2001 Coll. on Banks and on amendments and
supplements to certain acts, as amended,

e Act No. 566/2001 Coll. on Securities and Investment Ser-
vices (The Securities Act) and on amendments and supple-
ments to certain acts.

D. Right to take part in voting at the General Meeting

The Board of Directors convenes the General Meeting by a
written invitation and notice of the General Meeting published
in the nationwide periodical press publishing stock exchange
news. The Board of Directors sends the written invitation to
the shareholders to the address of their seat or permanent
residence specified in the list of shareholders at least 30
days prior to the General Meeting. The invitation to the Gen-
eral Meeting must include all requisites laid down by gener-
ally binding legal regulations. If the Board of Directors fails to
convene the General Meeting as described above, a member
of the Board of Directors, Supervisory Board or shareholder
may convene the General Meeting under the conditions laid
down by the generally binding legal regulations. The Board
of Directors must ensure that the Minutes of the Meeting are
prepared within 15 days following the meeting. The Minutes
of Meeting are to be signed by the minutes clerk, Chair of

the General Meeting and two elected verifiers. In the event
that the generally binding legal regulations stipulate that a
Notarial Deed of the General Meeting be prepared, the Board
of Directors must ensure the preparation thereof. Each
shareholder may ask the Board of Directors to issue a copy
of the Minutes of Meeting or a portion thereof along with the
attachments thereto. At the shareholder’s request, the Board
of Directors is obliged to send such copy to the shareholder
to the address specified by the shareholder or provide it to
the shareholder otherwise as agreed with the shareholder
without undue delay; otherwise it must make it accessible at
the Company'’s seat. The cost of producing and sending the
copy of the Minutes of a Meeting or a portion thereof along
with the attachments is borne by the shareholder who asked
for such a copy. The Minutes of a Meeting along with the no-
tice of a General Meeting or invitation to the General Meeting
and the list of attendees must be kept by the Company for the
whole period of its existence. If the Company ceases to exist
without any legal successor, the Company must deliver the
documents to the relevant national archive.
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E. Ownership structure and control

The Company is not aware of any agreements between the
shareholders.

F. Ways to acquire control over the Company

To acquire or exceed an interest in the registered capital

or voting rights of the Bank amounting to 20%, 30% or 50%
directly or through action taken in concert in one or several
operations, prior approval of the authorities supervising the
Company is required. The law penalises such acquisition or
exceeding of a share in the registered capital of the Bank

or voting rights amounting to 20%, 30% or 50% directly or
through action taken in concert in one or several operations
without the prior approval of bodies supervising the activity
of the Company by annulling such action.

G. Simplifying the exercise of shareholder rights

The Company has ensured access to all relevant information
about events at the Company, particularly access to docu-
ments intended for discussion by the General Meeting, and
financial information, by means of its website. The Company
addresses the issue of resolving any conflict of interests in
accordance with applicable legal regulations, for which it has
drawn up Procedures for Managing a Conflict of Interests, a
Code of Ethics, Monitoring of Persons with a Special Relation-
ship to the Bank, and Rules for Personal Deals Concerning
Investment Services.

H. Possibility for mutual consultations among
shareholders

Shareholders are not restricted by legal regulations in force
or Articles of Association in their mutual consultations.
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Il. PRINCIPLE: FAIR TREATMENT OF SHAREHOLDERS

A. Equal Treatment of Shareholders

The number of a shareholder’s votes is determined by the ratio
of the nominal value of their shares and the amount of regis-
tered capital. All shares carry equal rights and obligations. A
shareholder or shareholders owning shares, whose nominal
value amounts to at least 5% of the registered capital, may, stat-
ing a reason, request in writing that the Extraordinary General
Meeting or Supervisory Board be convened to discuss proposed
issues. If the shareholders requested that the Extraordinary
General Meeting be convened to discuss an Amendment to the
Articles of Association or election of the members of the Su-
pervisory Board, they are obliged to submit a draft Amendment
to the Articles of Association or names of persons proposed to
be the members of the Supervisory Board along with a request
for convening an Extraordinary General Meeting. The request
for convening an Extraordinary General Meeting may only be
satisfied if these shareholders prove that they have owned
their shares at least 3 months prior to the end of the deadline
for the Board of Directors to convene an Extraordinary General
Meeting. Any shareholder listed in the list of shareholders or a
person authorised by him/her may take part in the voting. Only
shareholders who are present at the General Meeting may vote.

Discussions of the General Meeting

1. The General Meeting decides by voting based on a call of
the Chair of the General Meeting.

2. If any proposal amending an original proposal (amendment) is
filed, the General Meeting shall first vote on such an amend-
ment. The Chair of the General Meeting may combine voting
on several amendments into one vote by the General Meeting.

3. If there are several proposals and it is not possible to apply the
procedure under point 2), the Chair of the General Meeting shall
decide on the order in which the proposals will be voted on.

4. If there are mutually exclusive proposals (competing
proposals), the General Meeting shall only vote until one
of such proposals is adopted. The General Meeting will not
vote on the other proposals.

5. Competing proposals also include proposals to elect mem-
bers of the company’s bodies in an extent to which they
exceed the number of vacant posts in the company’s bodies.

6. Upon the election of members of the Supervisory Board
elected by the General Meeting, the General Meeting shall

vote on each person proposed to the post of a member of
the Supervisory Board individually.

7. Issues not included in the agenda of the General Meeting
may only be decided on with the participation and approval
of all of the Company’s shareholders.

8. Voting is performed by handing over a voting ticket or any
other verifiable manner.

9. Result of the vote is reported by the scrutineers to the Chair
of the General Meeting and minutes clerk.

B. No abuse of confidential information

Trading on one’s own account based on abuse of confidential
information is regarded as serious professional misconduct
with appropriate consequences. In this field the Bank re-
spects the legal regulation (Act on Banks, Act on Securities,
Commercial Code and Act on Stock Exchanges), as well as the
standards drawing on the law (Code of Ethics, Stock Exchange
Code and Stock Exchange Rules).

A relevant department of the bank is investigating the misuse
of confidential information that could damage the reputation
of the bank or client’s interests. Employees who come into
contact with confidential information are directly subject to
external control arising from Stock Exchange Regulations and
Stock Exchange Rules.

C. Transparency upon a conflict of interest

The members of the Board of Directors, Supervisory Board
and Managers are obliged to inform particular entities about
affairs (personal, business, family) that could affect their
objectivity in connection with a particular transaction. In such
cases, the higher managing unit is obliged to replace the em-
ployee commissioned to perform a transaction with another
employee. Concealment of facts resulting in harm to interests
protected by law results in liability for such breach, regard-
less of function or position at the Bank. Conflicts of interest
are dealt with in a separate working regulation and in the
Code of Ethics, which is available on the Company’s website.
The Company, naturally, complies with the provisions of § 23
of the Act on Banks, by incorporating it in its internal condi-
tions. In key transactions the Bank uses team decision-mak-
ing and a correctly set system of remuneration.

Ill. PRINCIPLE: ROLE OF ST AKEHOLDERS
IN CORPORATE GOVERNANCE

A. Respecting stakeholders’ rights

At OTP Banka Slovensko, a.s., stakeholders include employ-
ees and their trade union. The rights of employees and their
trade union are regulated primarily by the Commercial Code
and Labour Code.
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B. Possibilities for effective protection of rights of
interest groups

The protection of interest groups’ rights is ensured primarily
through members of the Supervisory Board who are elected
by employees and the trade union organisation, and by means
of collective bargaining.

Statement on compliance with the principles
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C. Participation of employees in the Company’s
bodies

Two of the six members of the Supervisory Board are elected by
the employees.

D. Right of access to information

Stakeholders have access to information through the mem-
bers of the Supervisory Board and trade union.

E. Control mechanisms of the stakeholders

Control mechanisms of the stakeholders are not formalised.

Employees may apply control mechanisms through the mem-
bers of the Supervisory Board and trade union.

F. Protection of creditors

In addition to the ordinary means relating to each borrower,
the protection of creditors’ rights is ensured through the
exercise of banking supervision from the side of the National
Bank of Slovakia and the Deposit Protection Act, which sti-
pulates the right to compensation for an unavailable deposit
from the side of the Deposit Protection Fund for a certain
sphere of creditors.

IV. PRINCIPLE: PUBLICATION OF INFORMATION AND

TRANSPARENCY

A. Minimum publication requirements

The management of OTP Banka Slovensko, a.s. complies

with a Code of Corporate Governance and the rules of Stock
Exchange in Bratislava when disclosing all fundamental in-
formation. The financial and operating results of the bank are
further disclosed under Act on Banks, Act on Accounting and
relevant measures of the National Bank of Slovakia. The bank
discloses audited financial statements for relevant accounting
period. Financial statements for relevant accounting period
and financial statements as of the end of individual quarters
of accounting period are published on the bank’s internet site.
The bank ensures access to the information for all share-
holders, clients, potential clients and employees. The infor-
mation is disclosed and processed according to international
accounting standards and international financial reporting
standards. The information includes data on company’s finan-
cial situation, the bank’s management, the bank's assets, and
describes transactions with related parties.

. The Company’s business activities include:

. acceptance of deposits,

. provision of credit,

. provision of payments service and settlement,

. provision of investment services, investment activities and
ancillary services pursuant to Act No. 566/2001 Coll. on
Securities and Investment Services and on Amendments
to Certain Acts as amended (the “Act on Securities”) to the
extent specified in point 2 of this Article, and investment in
securities on own account,

5. trading on own account

a) in money market instruments in euro and foreign currency,

in gold, including currency exchange,

b) in capital market instruments in euro and foreign currency,

c) in coins made of precious metals, commemorative bank-

notes and coins, sheets of banknotes and aggregates of
circulating coins,

6. management of clients’ receivables on their accounts,

including relating advisory services,

7. financial leasing,

MOON—_ =
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8. provision of guarantees, opening and confirmation of letters

of credit,

9. issue and management of means of payment,

10. provision of advisory services in the business area,

11. issue of securities, participation in the issue of securities
and provision of related services,

12. financial intermediation,

13. safekeeping of things,

14. leasing of security boxes,

15. provision of banking information,

16. separate mortgage deals pursuant to the provision of § 67
(1) of Act No. 483/2001 Coll. on Banks and on Amendments
to Certain Acts as amended,

17. depository function,

18. processing of banknotes, coins and commemorative bank-
notes and coins.

2. The Company is entitled to provide the following invest-
ment services, investment activities and ancillary servic-
es pursuant to the Act on Securities:

1. acceptance and assignment of a client’s instruction relat-
ing to one or more financial instruments in relation to the
financial instruments:

a) transferable securities,

b) money market instruments,

c) mutual funds or securities issued by foreign collective
investment entities,

d) swaps relating to interest rates or yields that may be set-
tled by delivery or in cash,

2. performance of a client’s instruction on his/her account in
relation to the financial instruments:

a) transferable securities

b) money market instruments,

c) mutual funds or securities issued by foreign collective
investment entities,

d) swaps relating to interest rates or yields that may be set-
tled by delivery or in cash,

3. trading on own account in relation to the financial instru-
ments:
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a) transferable securities,

b) money market instruments,

c) mutual funds or securities issued by foreign collective
investment entities,

d) futures and forwards relating to currencies that may be
settled by delivery or in cash,

e) swaps relating to interest rates or yields that may be set-
tled by delivery or in cash,

4. investment advisory services in relation to the financial
instruments:

a) transferable securities,

b) money market instruments,

c) mutual funds or securities issued by foreign collective
investment entities,

5. subscription and placing of financial instruments based on
a fixed liability in relation to a transferable security,

6. Uplacing of financial instruments without a fixed liability in
relation to the financial instruments:

a) transferable securities,

b) mutual funds or securities issued by foreign collective
investment entities,

7. safekeeping of mutual funds or securities issued by foreign
collective investment entities and safekeeping and man-
agement of transferable securities on the client’s account,
except tenure, and related services, especially management
of funds and financial collaterals,

8. performance of forex trades, if connected with the provi-

sion of investment services,

9. performance of investment research and financial analysis

or any other form of general recommendation relating to
trading in financial instruments,

10. services connected with the subscription of financial
instruments.

11. The Company’s business also includes financial intermedi-
ation under Act no. 186/2009 Coll. on financial intermedia-
tion and financial advice and on the amendment of certain
acts, as amended, in the scope of a tied financial agent
in the insurance and reinsurance sector, a tied financial
agent in the capital market sector, a tied financial agent in
the deposits taking sector and a tied financial agent in the
loans sector.




STRUCTURE OF THE REGISTERED CAPITAL

The Company'’s registered capital amounts to
EUR 111 580 508.84 and is composed of Shares:

ISIN: SK1110001452

Nominal value: EUR 3.98

Number: 3 000 000 pcs

Kind: ordinary share

Type: registered

Form: registered securities

Description of rights: right to take part in the management of
the Company, profit and liquidation balance, right to preferen-
tial subscription of shares, right to request convening of the
General Meeting and Supervisory Board, right to view Minutes
of Meeting of the Supervisory Board

Transferable: no restrictions

% in the registered capital: 10.70

Accepted for trading: 2 999 710 pcs (upon the transformation
of letter shares to registered securities owners of 290 pcs of
letter shares did not submit these for transformation).

ISIN: SK1110004613

Nominal value: EUR 3.98

Number: 8 503 458 pcs

Kind: ordinary share

Type: registered

Form: registered securities

Description of rights: right to take part in the management of
the Company, profit and liquidation balance, right to prefer-
ential subscription of shares, right to request convening and
of the General Meeting and Supervisory Board, right to view
Minutes of Meeting of the Supervisory Board

Transferable: no restrictions

% in the registered capital: 30.33

Accepted for trading: 8 503 458 pcs

ISIN: SK1110003003

Nominal value: EUR 39 832.70

Number: 570 pcs

Kind: ordinary share

Type: registered

Form: registered securities

Description of rights: right to take part in the management of
the Company, profit and liquidation balance, right to preferen-
tial subscription of shares, right to request convening of the
General Meeting and Supervisory Board, right to view Minutes
of Meeting of the Supervisory Board

Transferable: no restrictions

% in the registered capital: 20.35

Accepted for trading: no

ISIN: SK1110016559
Nominal Value: EUR 1
Number: 10 019 496 pcs
Kind: ordinary share
Type: registered
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Form: registered securities

Description of rights: right to take part in the management of
the Company, profit and liquidation balance, right to preferen-
tial subscription of shares, right to request convening of the
General Meeting and Supervisory Board, right to view Minutes
of Meeting of the Supervisory Board

Transferable: no restrictions

% in the registered capital: 8.98

Admitted for trading: 10 019 496 pcs

ISIN: SK1110017532

Nominal Value: EUR 1

Number: 10 031 209 pcs

Kind: ordinary share

Type: registered

Form: registered securities

Description of rights: right to take part in the management of
the Company, profit and liquidation balance, right to preferen-
tial subscription of shares, right to request convening of the
General Meeting and Supervisory Board, right to view Minutes
of Meeting of the Supervisory Board

Transferable: no restrictions

% in the registered capital: 11.33

Accepted for trading: 10 031 201 pcs (8 pcs of shares are not
emmited as of 31.12.2017 - the share owner does not have
equity account)

ISIN: SK1110019850

Par value: € 1

Number: 23 041 402 pcs

Kind: ordinary share

Type: registered

Form: registered securities

Description of rights: The right to participate in the Company’s
management, to a share in the profit and liquidation balance,
the right to preferential subscription of shares, the right to
request convening of the General Meeting and Supervisory
Board, right to view minutes from the Supervisory Board
meeting

Transferable: no restrictions

% in registered capital: 20.65

Admitted for trading: 23 041 402 pcs

Qualified participation in the registered capital pursuant to
Act No. 566/2001 Coll.

OTP Bank, Nyrt. Budapest, Hungary, has a qualified interest in
the registered capital of the Bank. The share of the majority
owner amounts to 99.38%.

Remuneration Strategy

Detailed information on the remuneration strategy is given
in the Bank's by-laws, such as the Remuneration and Salary
Code of the Bank, available to employees on the Bank's web-
site. Certain information depending on its nature and content
are available upon request.

Statement on compliance with the principles
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INFORMATION ON MEMBERS OF THE COMPANY’S BODIES

Board of Directors
Members of the Board of Directors as of 31.12.2017

Ing. Zita Zemkova,
d.o.b. 23.11.1959, Mierova 66, 821 05 Bratislava, SR; Chair of
the Board of Directors and CEO of OTP Banka Slovensko, a.s.

Ing. Rastislav Matejsko,

d.o.b. 23.07.1973, Podlesna 29, 900 91 Limbach, SR; member of
the Board of Directors and Executive

Assistant to CEO of OTP Banka Slovensko, a.s., managing the
2nd division - Finance & Treasury

Ing. Radovan Jenis,

d.o.b. 20.2.1974, Saratovska 10, 841 02 Bratislava, SR, member
of the Board of Directors and Executive Assistant to CEO of
OTP Banka Slovensko, a.s., managing the 3rd Division — Risk

Dr. Sandor Patyi,

d.o.b. 10. 3. 1957, Hovirag utca 4, 2083 Solymar, Hungary,
member of the Board of Directors

and Executive Assistant to CEO of OTP Banka Slovensko,a.s.,
managing the 4th division — Business
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Supervisory Board
Members of the Supervisory Board as of 31.12.2017

Jézsef Németh,
date of birth: 09.02.1964, Szabo E. u. 2, 9700 Szombathely,
Hungary; chairman

Agnes Rudas,
date of birth: 03.07.1958, Viragvolgyi u. 5, 1239 Budapest,
Hungary

Angelika Mikocziova,
date of birth: 15.11.1975, ElidSovce 815, 930 38 Novy Zivot

Atanaz Popov,
date of birth: 19.07.1980, Szent Laszlo ut 34-38, 1135 Budapest,
Hungary

Ing. Mgr. Attila Angyal,
date of birth: 23 August 1973, Bagarova 1179/8, 841 08 Bratislava

Tamas Endre Voros
date of birth: 8 January 1973, 1037 Budapest, Goloncsér u.
FSZT. 1/A 92

Changes in the Supervisory Board in 2017

Tamas Endre Voros was elected a member of the Supervisory
Board.

Ing. Jozef Brhel, elected by the employees as the member of
the Supervisory Board, ended his post of the member through
the expiry of the term of office. Ing. Attila Angyal was elected
the member of the Supervisory Board.

Members of the Supervisory Board elected by the
Company’s employees
Members of the Supervisory Board, Ing. Angelika Mikécziova

and Ing. Attila Angyal, were elected by the employees of the
Company.
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Commencement and termination of the office of
the member of the board of directors

1) The Company’s Board of Directors has 4 members.

2) The members of the Board of Directors are elected and
dismissed by the Supervisory Board.

3) A proposal to elect or dismiss a member of the Board of
Directors may be submitted to the Chair of the Supervisory
Board by

a) shareholders owning shares whose nominal value exceeds
10% of the registered capital, and

b) a member of the Supervisory Board.

4) A proposal to elect or dismiss a member of the Board of
Directors must be submitted in person and in advance.
Such a proposal must then be included in the agenda of the
next meeting of the supervisory Board by the Chair of the
Supervisory Board. A member of the Supervisory Board
may submit a proposal to elect or dismiss a member of the
Board of Directors right at the meeting of the Supervisory
Board. The Supervisory Board shall decide on the inclusion
of an oral proposal to elect or dismiss a member of the
Board of Directors in the agenda of the meeting of the Su-
pervisory Board. A member of the Board of Directors may
be dismissed by the Supervisory Board even before the
end of his/her office. The Supervisory Board shall decide
on the election or dismissal of a member of the Board of
Directors by an absolute majority of votes of the members
of the Supervisory Board.

5) The office of the member of the Board of Directors com-
mences on the day of election, unless the Supervisory
Board has decided that the office of the member of the
Board of Directors commences on a later day.

6) The office of the member of the Board of Directors ends at
the end of his/her office, by dismissal, resignation, validity
of the court’s decision on the restriction or termination of
legal capacity to act, by death or declaration as deceased.

7) The office of the member of the Board of Directors lasts 4
years.

8) The member of the Board of Directors may resign from
his/her office. A written resignation shall become effective
as of the day of the first meeting of the Supervisory Board
following the delivery of the resignation. If the member of
the Board of Directors resigns at the meeting of the Super-
visory Board, the resignation shall be effective immediate-
ly. If, by resignation of any member of the Board of Direc-
tor, the number of the members of the Board of Directors
falls below three, the Supervisory Board may decide that
the resignation shall become effective at the end of the
period determined by the Supervisory Board. The above
period must not exceed 30 days and shall start on the day
following the day of the meeting of the Supervisory Board,
where the resignation was discussed.

9) For any change or election of a new member of the Board
of Directors, prior approval of the bodies supervising the
Company'’s activity is necessary.

10) The Chair of the Board of Directors is elected by the

Supervisory Board from the members of the Board of
Directors.
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Commencement and termination of the office of a
member of the supervisory board

1) The Supervisory Board currently has six members.

2) Four members of the Supervisory Board are elected and
dismissed by the General Meeting.

Two members are elected and dismissed by the Company’s
employees.

3) Each shareholder is entitled to propose candidates for
members of the Supervisory Board elected and dismissed
by the General Meeting.

4) Only the employees who are employed by the company
at the time of elections (hereinafter referred to as the
“eligible voters”) have the right to elect members of the Su-
pervisory Board. Election of members of the Supervisory
Board by employees is organized by the Board of Directors
in cooperation with the trade union so that as many eligible
voters or their authorized representatives as possible can
participate in the elections. If the trade union is not estab-
lished within the company, elections of members of the
Supervisory Board elected by employees of the company
is organized by the Board of Directors in cooperation with
the eligible voters or their authorized representatives.

The trade union or at least 10% of the authorised voters
are entitled to file a proposal for the election or dismissal
of the members of the Supervisory Board elected by the
Company’'s employees. For the appointment or removal of
members of the Supervisory Board elected by employees
of the company to be valid, the voting of eligible voters
must be secret and at least a majority of eligible voters or
their authorized representatives having at least a majority
of votes of eligible voters must participate in the elections.
The candidates with the highest number of votes of the
present eligible voters or their authorized representatives
become members of the Supervisory Board. The election
code for the election and dismissal of the members of

the Supervisory Board elected by the employees of the
Company is prepared and approved by the trade union. If
there is no trade union, the election code is prepared and
approved by the Board of Directors in collaboration with
the authorised voters.

5) The office of the member of the Supervisory Board com-
mences on the day of election, unless the General Meeting
or employees decided that the office shall commence on a
later day.

6) The office of the members of the Supervisory Board ter-
minates by dismissal, resignation, validity of the court’s
decision on the restriction or termination of legal capacity
to act, by death or declaration as deceased. The office of
the member of the Supervisory Board terminates as at the
end of the office of the member of the Supervisory Board,
if a new member of the Supervisory Board was elected;
otherwise the office shall be extended until the new mem-
ber of the Supervisory Board is elected, however, by no
more than 1 year.

7) The office of the members of the Supervisory Board is four
years.

8) The member of the Supervisory Board may resign form
his/her office. A written resignation shall be effective as
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of the day of the first meeting of the Supervisory Board
following the delivery of the resignation. If the member of
the Supervisory Board resigns from his/her office at the
meeting of the Supervisory Board, the resignation may be
effective immediately.

9) For any change or election of a new member of the Super-
visory Board, prior approval of the bodies supervising the
Company'’s activity is necessary.

10) The Chair of the Supervisory Board is elected by the Super-

visory Board from the members of the Supervisory Board.

Within the scope of regular business activity, the Bank also
performs transactions with related parties. In the case of OTP
this concerns primarily the following companies within OTP:
OTP Bank Nyrt, Budapest (Hungary)

OTP Buildings, s.r.o. (Slovakia)

OTP Kartyagyarto és Szolgaltaté Ktf. (Hungary)

OTP Financing Netherlands, B.V (The Netherlands)

OTP FINANCING MALTA COMPANY Limited

OTP Real Slovensko, s.r.o. (the company was wound up in 2017)
OTP Faktoring, s.r.o. (Slovakia)

OTP Jelzalogbank Zrt. (OTP Mortgage Bank Ltd.) (Hungary)
Transactions with related parties are performed under nor-
mal business conditions.

Transactions with related parties are performed under

normal business conditions. The purpose and monetary

valuation of the relationship and other necessary details

are presented transparently by the Bank:

e inits Annual Report,

* on its website,

e regularly pursuant to legal obligations to the National Bank
of Slovakia.

Foreseeable Risk Factors

The Bank's auditor has the possibility to require additional
information and the external auditor has Access contractually
ensured to the members of the Bank’s bodies. The Bank man-
ages risks resulting from foreseeable risk factors. The most
important risks include credit risk, operational risk, market
risk and liquidity risk. Credit risk is defined as a moment of
uncertainty accompanying the Bank's business activity. Credit
risk means any possible loss caused by the Bank’s own activity
or by any other facts independent of the Bank. It especially
includes the default of a contractual partner not discharging its
liabilities resulting from the agreed contractual terms in time
and in full, thus causing a loss to the Bank. The Bank's evalu-
ation system monitors the credit risk from two points of view:
risk of default by a borrower and risk factors specific to a par-
ticular deal - transaction (guarantees, priorities, type of prod-
uct, limits etc.). The acceptance of the credit risk towards the
client depends on the outcomes of the analyses of the ability of
the borrower to pay its liabilities (direct credit risk, risk of the
business partner, country risk). The analyses include quality of
the security instruments (residual risk — risk of security). The
Bank has defined acceptable and unacceptable types of securi-
ty and the acceptable amounts of collaterals. The credit expo-
sure of the Bank is governed by a system of set limits (risk of
concentration and asset exposure). Operational risk means the
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risk of loss resulting from inappropriate or erroneous internal
processes at the Bank, failure of a human factor, failure of the
systems used by the Bank or external events. The bank has
developed an information system for the collection of opera-
tional risk events and it is used for continuous monitoring and
provides a basis for the evaluation of effectiveness of adopted
measures and instruments to mitigate operational risk. The
bank, as a member of OTP Group, calculates capital require-
ment for the coverage of operational risk using an advance
approach by means of a group model. The model includes all
the relevant internal and external data, business environment
factors and results of scenario analyses. The Bank is exposed
to the impacts of market risks. Market risks result from open
positions of transactions in interest, forex and stock products,
which are subject to the effects of general and specific market
changes. The forex risk is the risk that the value of a financial
instrument will change due to changes in forex rates. The Bank
manages this risk by determining and monitoring the limits for
open positions. To analyse the sensitivity of the currency risk,
the Bank uses the Value At Risk (VaR) method. Interest risk
means the risk resulting from changes in interest rates. It orig-
inates as a result of a difference in due dates or periods of the
revaluation of assets and liabilities. When measuring interest
rate risk, the bank calculates the impact of the change of inter-
est rates on the change in economic value and the change in
net interest income. Liquidity risk means the risk that the Bank
will have problems gaining funds to discharge its liabilities
connected with financial instruments. The Bank monitors and
manages liquidity based on the expected inflow and outflow of
funds based on and appropriate changes to interbank depos-
its. Liquidity risk is limited by the system of limits. Legislative
and internal indicators and gap analysis are primarily used
when managing liquidity risk. The Bank also prepares liquidity
development scenarios.

The bank, within Compliance and Security Section, has imple-
mented a system of instruments to monitor unusual business
transactions and the mitigation of risk associated with the
laundering of funds from criminal activities. More detailed in-
formation on the bank’s approach to individual risks and the
management thereof is included in Notices to Financial State-
ments, which constitute a part of the bank’s Annual Report.

Issues concerning employees and other stakeholders
Issues concerning employees are published on the Compa-
ny's intranet and are updated as necessary.

Corporate governance strategy

The Bank supports the Corporate Governance Code for Slo-
vakia. The composition and activity of the Company’s bodies
is published in the Annual Report, and updated in the relevant
section on the Bank's website. The internal control system
consists of methods, procedures, rules and measures of

the Bank incorporated in internal bank processes, serving
primarily to protect its assets, guarantee the reliability and
accuracy of the accounting data, support compliance with
the prescribed business policy and compliance with laws
and other generally binding legal regulations. The managing
bodies and managers of the Company are responsible for the
adequacy and efficiency of the internal control system.

Statement on compliance with the principles
of the Corporate Governance Code for Slovakia



B. Quality of information

The Bank’s management complies with the Corporate
Governance Code. The Bank publishes its audited Financial
Statements and information exclusively according to the
International Accounting Standards and International Finan-
cial Reporting Standards. The Company regularly reviews the
application of international standards in data processing and
in financial reporting against the current state in the interest
of the quality publication of information under International
Financial Reporting Standards.

C. Independent audit

An independent part of the internal control system is the
Internal Control and Audit Unit accountable to the Supervisory
Board. The Internal Control and Audit Unit reviews compliance
with laws, generally binding legal regulation and by-laws

and procedures of the Company, reviews and assesses the
functionality and effectiveness of the Company’s management
and control system, examines and evaluates the system of
risk management, compliance with the Bank'’s principles of
prudent business, readiness of the Company to perform new
types of deals in terms of risk management, information pro-
vided by the Company about its activities, and, upon request
by the Supervisory Board, performs reviews in the extent
specified by the Supervisory Board. It performs its activity in
all of the organisational units of the Company.

D. Auditor’s accountability to shareholders

The external auditor is accountable to the shareholder by in-
viting the auditor to a meeting of the Supervisory Board which
carries out the work of the Audit Committee in connection
with the discussion on the financial statement. The exter-

nal auditor also participates in the meetings of the General
Assembly of the company. The Auditor annually declares his
independence to the Audit Committee of the company.

E. Access of shareholders and stakeholders to in-
formation at the same time and to the same extent

The Company ensures that all shareholders and public are
informed in time by means of its own website.

F. Independent analyses and advisory services

In selecting external suppliers the Bank proceeds so as to
gain maximum quality and economically substantiated costs
taking into account the conditions of each entity of the finan-
cial group. The by-laws regulate the automated processes
within the group, guaranteeing the preservation of transpar-
ency and objectivity in the procurement of assets and servic-
es. As regards information, the main suppliers in the financial
market are the independent agencies Reuters and Bloomberg,
whose credit in terms of independence and objectivity is re-
garded as an internationally respected market standard.

V. PRINCIPLE: ACCOUNTABILITY OF THE COMPANY'S

BODIES

A. Action of members of the bodies based on com-
plete information in the interest of the Company
and its shareholders

The members of the Board of Directors, Supervisory Board and
other bodies of the Bank act based on information that is com-
plete, correct and verifiable. The decision-making of members
of the bodies may not be distorted by an existing or potential
conflict of interests under any circumstances. Several wellestab-
lished procedures work as a prevention: transfer of competenc-
es, publication of the information, refusal to act. The legal basis
for the declarability of acting in the interest of the Company and
the shareholders is the Act on Banks, Act on Securities, Com-
mercial Code and Labour Code. According to the nature of their
offices, the members of the bodies are subject to the principles
of fair treatment of shareholders, monitoring and reporting

to NBS in terms of transactions with persons with a special
relationship towards the Bank and principles of remuneration of
members of the bodies and management of the Company.

B. Equitable treatment of the members of the bod-
ies and shareholders

The Company and the members of the bodies of the Company
respect the rights of the shareholders resulting from legal
regulations and the Articles of Association.
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C. Application of ethical standards

The Bank is committed to compliance with legal standards,

as well as moral principles and principles of social respon-

sibility. On its website the Bank publishes a comprehensive

declaration of fundamental ethical principles declared at the

group level:

- fairness, integrity, expertise,

 prevention of conflicts of interest, confidentiality,

 respect towards clients and fair treatment,

 accountable management of the Company and social re-
sponsibility,

« solution of ethical misdemeanours and handling of com-
plaints.

Furthermore, OTP supports the Code of Ethics of Banks in

the area of consumer protection, prepared by the Slovak

Association of Banks. The Code is a collection of ethical rules

for consumer protection, representing a commitment of the

banks involved to provide financial services to clients at a high

level, observing the principles of decency and transparency

in business. By acceding to the Code, the Bank undertook to

communicate with the Banking Ombudsman within the limits

of his competencies regarding disputed issues in the provi-

sion of services to the Bank's clients.
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D. Key Functions:

Strategic planning is the key tool for the further advancement
and orientation of the Bank and is managed by the parent
bank. The Bank compiles its strategic plan according to the
parent bank’ guidelines. Strategic objectives form the basis
for the annual business plan and financial budget. In prepar-
ing the strategic objectives, especial attention is dedicated

to the risk profile of the planned business activities, which

is subsequently reflected in the planned risk results. The
strategy also includes a general investment plan, by means
of which the Bank implements certain strategic goals. The
investment plan is implemented in the form of projects. Fol-
lowing approval of the investment plan by the parent compa-
ny, projects are prepared. By prioritising projects, a project
Master Plan is prepared for the relevant year. The project
Master Plan is continuously monitored, and reports for the
Board of Directors on the fulfilment of the Master Plan are
prepared quarterly, in which especially problematic areas and
risks of individual projects, as well as proposals for reducing
these risks, are specified for the individual projects. Monitor-
ing of the effectiveness of the Company’s procedures in the
field of corporate governance is performed at the level of the
Company’s bodies. The Bank’s Board of Directors processes
and submits information from meetings of the Board of Direc-
tors to meetings of the Supervisory Board. Furthermore, the
roles of the Company’s bodies are monitored and evaluated
by the Integration and Steering Committee of Subsidiaries.
The fundamental principles of the personnel policy relat-

ing to top management are a part of the Remuneration and
Salary Code. The principles of remuneration are based on
the long-term interests of the Company and its shareholders.
The fundamental rules for the prevention of unethical be-
haviour are regulated in the Ethical Declaration of the Bank,
published on its website. By its strict regulation of the Bank's
processes, and building control awareness at the Company,
the Bank limits the room for any potential conflict of inter-
ests. The Bank protects itself from unfavourable transactions
with related parties by making them accessible to the public
and the auditor. The Company’s bodies support anonymous
whistle-blowing regarding unethical/unlawful actions, so that
whistle-blowers need not fear retaliation. Clear determina-
tion of accountability and specific obligations are one of the
fundamental principles applied at the Company. The integrity
of accounting and financial reporting systems in the interest
of accurate, timely and regular reporting of financial results
of the bank is, among other things, supported by a system-
atic risk management by means of Risk Division and by the
implementation of independent audit function. In addition to
the annual report, the disclosure of information and commu-
nication with the surrounding are ensured by means of the
company’s website, through the publishing of press releases,
the publishing of notices in the media or the distribution of
directed notices.

Increase in registered capital

The General Meeting decides on an increase in the Company’s
registered capital. A Notarial Deed must be prepared with
regard to an increase in the registered capital. An increase
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in the registered capital may be performed by subscription

of new shares, an increase in the registered capital from
retained earnings or funds created from profit, whose use is
not stipulated by law, or by subscription of new shares, where
part of the issue rate will be paid from the Company’s own
funds reported in the Financial Statements in the Company’s
equity (combined increase in the registered capital).

Acquisition of own shares

The Company may acquire its own shares only under the
conditions laid down by legal regulations. The basic precon-
dition for the acquisition of own shares is a decision of the
General Meeting approving the acquisition of own shares and
the conditions of such acquisition. The Board of Directors also
exercises the rights of the employer in collective negotia-
tions, approves the remuneration principles of the Company's
employees, decides on the provision of credit or guarantee for
a person having a special relationship towards the Company,
appoints and dismisses directors of the Internal Control and
Audit Unit following prior approval by the Supervisory Board
or at the Supervisory Board's request. It decides on the imple-
mentation of new types of deals, grants and revokes proxies
(granting and revoking of proxies requires prior approval by
the Supervisory Board), grants and revokes other general
authorisations and/or Powers of Attorney.

E. Objectivity and independence of the Company’s
bodies

The members of the Supervisory Board have several years’
experience in managerial functions in the field of finance. At
the same time, several members of the Supervisory Board
were educated abroad and have international work experi-
ence. The Board of Directors has no committees.

Several committees composed of employees of the company
operate within the company, the most important of which are
the Credit Committee, ALCO Committee and the Risk Man-
agement Committee. As at 31.12.2017 the Company has no
committee for appointments and no committee for remuner-
ation. One person responsible for remuneration is appointed
in the Company. In 2017 the activities of the Audit Committee
were performed by the Supervisory Board to the full extent.
The members of the bodies of the Company are sufficiently
qualified and experienced in the area of management, includ-
ing finance.

F. Members' right of access to precise, relevant
and timely information

The right of Access and tools for accessing precise, relevant
and timely information are specified in the Company’s Articles
of Association and the Supervisory Board’s Rules of Proce-
dure. By law, the members of the Supervisory Board are enti-
tled to verify whether the submitted information is correct.
For this purpose, they may use the independent internal audit
unit. Similarly, they may require the Company to ensure exter-
nal advisory services at the Company’s expense.
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The Annual Report of OTP Banka Slovensko, a.s. has been
compiled according to the Accountancy Act no. 431/2002

Coll., as amended.
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The Board of Directors of OTP Banka Slovensko, a.s. confirms
that information comprised in the ,Statement on compliance
with the principles of the Corporate Governance Code for
Slovakia” include all data pursuant to Article 20 Paragraphs
(6) and (7) of the Accountancy Act as amended. The subject

of the Statement are information on Corporate Governance
Code and methods of management, information on the activi-
ties of the General Meeting and other organs of the Company,
on the structure of the registered

capital and information on securities.
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OTP Banka Slovensko, a.s.
INDEPENDENT AUDITOR'S REPORT

To the Shareholders, Supervisory Board and Board of Directors of OTP Banka Skowvensko, a.s. and the Audit
Committes;

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS
Opinian

We have audited the financial statements of OTP Banka Slovensko, a.s. (the “Bank”), which comprise the separate
statement of financial position as at 31 December 2017, and the separate statement of comprehensive income, the
separate statement of changes in equity and the separate statement of cash flows for the year then ended, and notes
to the separate financial statements, incleding a summary of significant accounting policies.

In our cpinion, the accompanying financial statements give a tree and fair view of the financial position of the Bank
as at 31 December 2017, and Its financial performance and Its cash flows for the year then ended in accordance with
International Financial Reporting Standards {IFRS) as adopted in the European Union (EU).

Basis for Opinion

‘W conducted cur audit in accordance with International Standards on Auditing. Our responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements section of
our report. We are independent of the Bank in accordance with the provisions of Act No. 423/2015 Coll. on Statutory
Audit and on Amendment to and Supplementation of Act No. 431,/2002 Coll. on Accounting, as amended (hereinafter
the "Act on Statutory Audit™) related to ethical requirements, inciuding the Code of Ethics for Auditors that are relevant
to our audit of the financial statements, and we have fulfilled our other ethical responsibilities in accordance with
these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for cur opinion.

Key Audit Matters

Key audit matters are those matlers that, in our professional judgment, were of most significance in our audit of the
financial statements of the current period, These matters were addressed in the context of our audit of the financial
staternents 85 a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these
matters.

Description of the most significant assessed risks of

material misstatement, including assessed risks of
material misstatenant due to fraud
Individual Loan Loss Provisions for Non-Retail Loans to Clients

Refer to Note 8 of the financial statements

Summary of the auditor's response to the nsks

Loan loss pravisions for large nan-retail lban
receivables are determingd on an individual basis and
require management to apply a significant level of
judgerment.

The level of individual loan loss provisions reflects
assumptions made by management in evaluating the
following critical areas:

a) Existence of impairment events,

b} Waluation cf collateral,

¢) Deterruination of expected Future cash-flows.

We tested the design and operating effectiveness of
key controls management has established over the
impairment evaluation processes, For loan loss
provisions determinad an an individual basis this
included controls over the compilabion and review of
the credit watch list, regular client creditwarthiness
review processes, approval of experts’ collateral
valugtion and management réview and approval of the
impairment evaluation results,
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Loan loss provisions for non-retail lpans assessed on
an individual basis ameunt ta EUR 39.52 million of the
total recorded allowances of EUR 86.03 million as at
31 December 2017.

On a sample of large exposures we evaluated
appropriateness of provisioning methodologies and
their application. We formed an Independent view on
the levels of provisions required by examining
available external and internal information. This work
imvolved assessing the work performed by experts
used by the Bank to value the collateral or Lo 355855
the estimates of future cash flows.

Qn the same sample, we also verified correctness of
discounted cash flows caloulations applied in deriving
the recoverable amount of the loan. Where we
determined that a more appropriate assumption or
Input in provision measurement could be made, we
recalculated the provision on that basis and compared
the results in order to assess whether there was any
indication of error ar management bias.

The overall conclusion was overlaid with an analysis
performed at an overall portfolio level aimed at
identification of unusual or irregular developments,

Interest income and fee and commission income re

=cognition

Refer to Note 23 and Mote 25 of the financial
statements

While interest Income Is accrued over the life of the
financial instrument, the moment of fee and
commission income recognition depends on the nature
of the fees and commissions as follows;

+ Fees and commissions that are directly attributable
to the financial instrument are accrued over the
expected life of such an instrument using the
effective interest rate method;

+ Fees and commissions for services provided are
recognised when service is provided;

= Fees and commissions for the execution of an act
are recognised when the act has been completed.

The revenues recognition specifics, their high valume
consisting of many individually insignificant
transactions, the need for high input data quahty and
the reliability of 1T solutions for their recognition
resulted in this matter being identified as a key audit
matter,

For the year ended 31 December 2017 inkerest income

was EUR 47.37 million and fee and commission income

was EUR 15.95 million, the main source being customer
loans and client deposits transactions.

We tested the design andfor operating effectiveness of

key contrals management has established over the

interest and fee and commissian income recognition

processes and focused on controls over:

+«  Assessment of interest/fees recognition policies
during new product approval

= Valdity and correctness of data inputs related to
customer loans and depasits, including
authorisation of changes in the interest and fee
price list and authorisation of non-standard
interest/fees;

= Management oversight over recognition of fee and
COMMISSions income and Interest income; and

« [T controls over access rights and change
management of redevant IT applications with the
assistance of our IT specialists.

We performed the lollowing procedures with regard to
interest and fee and COMMISSION INCOMe recognition:
1} We evaluated the accounting treatment applied by
the Bank in respect of fees charged to clients to
determine whether the used methodology
complies with the requirement of the relevant
accounting standards, We focused our testing on
challenging the correct classification of:
«  Fees and commissions that are directly
attributable to the financial instrument;
s Fees and commissions that are not directly
attributable to the financial instrument.
2) We evaluated the comectness of mathematical
formula used for accruing the relevant income
. over the expected loan life.
3) We performed analytical re-calculation of material
interest income and fee income
4) We assessed the completeness and accuracy of
data used for the calculation of interest income

using data analytics.
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Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
IFRS as adopted in the EU, and for such internal control a5 management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible far assessing the Bank's ability to continue as a
going concern, disclosing, as applicable, matters related to going concern and wsing the going concern basis of
accounting, unless management either intends to liguidate the Bank or to cease operations, or has no realistic
alternative but to do so.

Those charged with governance are responsible for overseging the Bank's financial reparting process.
Auditor's Responsibilities for the Audit of the Financial Statements

Qur objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
rmaterial misstaternent, whether due to fraud or error, and to issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
International Standards on Auditing will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influgnce the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing, we exercise professional judgment and
maintain professional scepticism throughout the audit. We also:

«  Identify and assess the risks of material misstaternent of the financial statements, whether due to fraud or emror,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is suffickent and
appropriate bo provide a basis for our opinion. The nsk of not detecting a8 material misstatement resulting from
fraud is higher than for ane resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

. Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Bank's internal contral.

+  Evaluate the approgriatenass of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

+  Conclude on the appropriateness of management's use of the going concern basis of accounting and, based on
the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the Bank's ability to continue 25 a going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor's report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion, Qur conclusions are based on the awdit
evidence oblained up to the date of our auditor's report. However, fulure evenls or conditions may cause the
Bank to cease to coNtnUe as a going concern.

- Evaluate the overall presentation, structure and content of the financial statements, including the disclosures,
and whether the financial statements represent the underlying transactions and events in a manner that achieves
fair presentation.

We communicate with those charged with gevernance regarding, among other matters, the planned scope and timing
of the audit and significant awdit findings, including any significant deficiencies in internal control that we identify
during our audit,

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of mast
significance in the audit of the financial statemeants of the current period and are therefore the key audit matters. We
describe these matters in cur auditor’s report unless law or regulation precludes public disclosure about the matter
or when, in extremely rare clrcumstances, we determing that a matter should not be communicated in our report
because the adverse consequences of daing so would reasanably be expected to outweigh the public interest benefits
of such communication.

Independent Auditor’s Report

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Raport on Information Disclosed in the Annual Report

The statutory body is respensible for information disclosed in the annual report prepared under the reguirements of
the Act on Accounting Mo. 43172002 Coll. as amended (the “Act on Accounting”™). Our opinion on the financial
statements stated above does not apply to other information in the annual report.

In connection with the audit of finandal stalements, our responsibility is bo gain an understanding of the information
dischosed in the annual report and consider whether such information is materially inconsistent with the financial
statements or our knowledge obtained in the audit of the financal statements, or otherwise appears to be matenally
migstated,

Az &l the issuance date of the auditor’s report on the audil of financial statements, the annual report was not available
o us.

When we obtain the annual report, we will evaluate whether the Bank's annual report includes information whose
disclosure is required under the Act on Accounting, and based on procedures performed during the audit of the
financial statements, we will express an opinion on whether:

Information disclosed in the annual report prepared for 2017 is consistent with the financial statements for the
relevant year; and

The annual report includes information pursuant to the Act on Accounting.

Furthermore, we will disclose whether material misstaternents were identified in the annual repoart based on our
understanding of the Bank and its position, obtained in the audit of the financal statements.

Other reporting obligations as required by Requlation (EU) No. 537/ 2014 of the European Parliament and
of the Council of 16 April 2014 on specific requirements regarding statutory audit of public interest
entities

Appointment of the Auditor

We were appointed as the statutory auditor by the Bank's General Meeting on 4 April 2017, The length of cur total
uninterrupted engagement including previcus renewals of the engagement [extensions of the pericd for which we
were appeinted} and our reappointments as the statutory auditors is 16 years.

Consistency with the Additional Report to the Audit Committes

DQur audit opinicn expressed herein is consistent with the additional report prepared for the Bank's Audit Committee,
which we issued on 20 February 2018.

Non-Audit Services

We did not provide the Bank with any prohibited non-aud:t services referred to in Article 5 (1) of Regulation (EU) No
537/2014 of the European Parlament and of the Council of 16 April 2014 on specific requirements regarding the
statutory audit of public-interest entities and remained independent of the Bank when conducting the awdit.

Other than statutory audit services and services disclosed in the annual report or financial statements, we provided
no other services to the Bank and its controlled undertakings.

Bratislava, L March 2018

Y7 ot
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Ing. Peter Longauer, FCCA
£ Respansible Auditor
/ Licence UDVA No. 1135

Licence SKAU No. D14
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Separate Financial Statements for the Year Ended 31 December 2017
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SEPARATE STATEMENT OF FINANCIAL POSITION SEPARATE STATEMENT OF COMPREHENSIVE INCOME

for the year ended 31 December 2017

) Year Ended Year Ended
(EUR '000) “ 31 Dec 2017 31 Dec 2016

" Separate Financial Statements
for the Year Ended 31 December 2017
c.’ Otp b Gﬂka prepared in accordance with International Financial

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document. These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

Annual report 2017 Separate Statement of Financial Position Annual report 2017 Separate Statement of Comprehensive Income

Reporting Standards as adopted by the Eurcpean Union Interest income 47 372 55 665
. 2 s E Interest expense (3 496) (8 158)
Separate Statement of Financial Position !
as at 31 December 2017 ' Net interest income 23 43876 47 507
" 31 Dec 31 Dec ; - B
{EUR "000) Mote 2017 2016 : Provisions for impairment losses on loans and 2% (24 844) (26 224)
— — ! off-balance sheet. net
Assets i
i Net interest income after provisions for impairment
Cash, due from banks and balances with the National Bank of i losses on loans and off-balance sheet 19032 21283
Slovakia 4 181 333 179 663 5
Placements with other banks, net of provisions for pessible !
pla.cgment ltrsses' ) o 5 9 2 ' Fee and commission income 15952 14 734
fﬁ?:éﬂ_ﬁ;:lztﬁ:;‘::f:;:;ugh A 10N ? a g?; g 33? : Fee and commission expense (4216) (4214)
Loans and receivables, net of provisions for possible losses 8 1142 231 1146 135 : Net fee and commission income 25 11736 10 520
Held-to-maturity financial investments 9 B3 B74 B84 107 '
Investments in subsidiaries 10 = = !
MNon-current tangible assets 11 20 761 21780 ' 7 i : :
Nk ciminiit WALROGINAG Hsdses 1 8 299 6479 : Ga!ns/(losses) on f!nanr:fal transactions. net 26 695 (422)
Current tax assot 20 1 004 = : Gains/(losses) on financial assets. net 27 - 4104
Deferred tax asset 20 5033 4933 . General administrative expenses 28 (37 511) (38 465)
Other assets 12 4152 3143 1
Total assets 1457 567 1 455 579 ' Other operating revenues/(expenses). net 29 259 (606)
Liabilities ;
' Profit/(loss) before income tax (5 789) (3586)
Due to banks and depasits from the NMational Bank of Slovakia '
and other banks 13 10 368 3144 '
Amounts due to customers 14 1109 679 1181 491 ! | 19 141
Liabilities from issued debt securities 15 167 745 116 309 ; ncome tax (141) 565
Current tax liability 20 . 596 !
Provisions for liabilitics 21 3231 3814 !
Other liabilities 16 20 997 22 545 ! Net profit/(loss) after tax (5 930) (3021)
Subordinated debt 17 20 008 20 008 H
Total liabilities 1332 028 1 347 907 !
: : Items of other comprehensive income that will be
Equity ! reclassified subsequently to profit or loss. net of tax
Share capital 18 111 580 88 539 ,
Reserve funds 6 338 6179 : PP ; i
Retained eamings 12 487 16 508 ; Reclassmcatllon ad.Justment from sale of availa 30 B (2 259)
Revaluation reserve - available-for-sale financial assets 64 (533) ! ble-for-sale financial assets. net
Profit/(loss) for the year = (59307 (3021) ; Gain/(loss) on revaluation of available-for-sale financial 30 . (1 058)
Total equity 125 539 107 672 ' assets. net
Total liabilities and equity 2 1457 567 1 455 579 ;
E Total comprehensive income for the year (5 333) (6 338)
These financial statements were approved by the Board of Directors and authorised for issue on -
27 February 2018, ,
el ! Profit/(loss) per share in face value of EUR 3.98 (in EUR) 40 (0.264) (0.136)
E F’roflt/(loss) per share in face value of EUR 39 832.70 40 (2 637.70) (1 359.05)
: (in EUR)
i :
! Profit/(loss) per share in face value of EUR 1.00 (in EUR) 40 (0.066) (0.034)
. L S i - ,
Zita Zembkovd { Rastislav Matejsko |
Chairman of the Board of Direttors Member of the Board of Directors !
) 1
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SEPARATE STATEMENT OF CHANGES IN EQUITY

as at 31 December 2017

Revaluation of

Separate Financial Statements for the Year Ended 31 December 2017
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SEPARATE STATEMENT OF CASH FLOWS

for the year ended 31 December 2017

5 Year Ended Year Ended
L m 31 Dec 2017 31 Dec 2016

In 2017, OTP Banka Slovensko, a.s. received cash from interest in the amount of EUR 47 666 thousand (2016: EUR 56 164 thousand) and paid out interest in
the amount of EUR 4 522 thousand (2016: EUR 10 278 thousand).

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document. These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

Annual report 2017 Separate Statement of Changes in Equity as at 31 December 2017 Annual report 2017 Separate Statement of Cash Flows

(EUR ‘000) Share Capital Reserve Funds Reta!ned Available-for-Sale Profit/(Loss) for Total :
Earnings . . the Year |
Financial Assets '
E CASH FLOW FROM OPERATING ACTIVITIES
Equity as at 1 Jan 2016 88 539 5695 16 803 2784 - 113 821 E
E Net profit/(loss) after tax (5 930) (3021)
Transfers - 295 (295) - - - E
, Adjustments to reconcile net income/(loss) to net cash provided by operating activities:
S SRR Y 1S . U&7 . - - L E Provisions for loans and off-balance sheet 24 844 26 224
Total comprehensive income - - - (3317) (3021) (6 338) . Provisions for other assets (28) 26
E Provisions for contingent liabilities (610) 806
Equity as at 31 Dec 2016 88539 6179 16 508 (533) (3021) 107 672 E Provisions for investments in subsidiaries - -
H Foreign exchange (gains)/losses on cash and cash equivalents 166 2 468
— p ! Depreciation and amortisation 3809 4703
. evaluation o . .
(EUR ‘000) Share Capital Reserve Funds :::zli:e: Available-for-Sale Proftl:‘I(LYoss) ew . ERENIEES ta\ssets sl 189 27
g Financial Assets e Year : Net effect of income tax 141 (565)
' Share-based payments 159 189
Equity as at 1 Jan 2017 88 539 6179 13 487 (533) - 107 672 : Changes in operating assets and liabilities:
1 Net decrease/(increase) in statutory minimum reserves stipulated (5 460) 2171)
Transfers = o = — = = - by the National Bank of Slovakia
Increase in the share capital 23 041 - - - - 23041 - Net decrease/(increase) in placements with other banks - -
Share-based payments _ 159 _ _ _ 159 - Net decrease/(increase) in financial assets at fair value through profit or loss 5 818
= E—— - (5 930) (5 333) . Net decrease/(increase) in available-for-sale financial assets 117 (1 263)
otal comprehensive income : : : i Net decrease/(increase) in loans and receivables before provisions for possible losses (20 913) (27 708)
, Net (decrease)/increase in amounts due to banks and deposits 8007 2000
Equity as at 31 Dec 2017 111 580 6 338 13 487 64 (5 930) 125 539 . from the National Bank of Slovakia and other banks
; Net (decrease)/increase in amounts due to customers (71 812) (52 043)
E Net decrease/(increase) in other assets before provisions for possible losses (2 886) (884)
E Net (decrease)/increase in other liabilities (2 543) 5036
E Net cash flows from/(used in) operating activities (72 745) (45 358)
, CASH FLOW FROM INVESTMENT ACTIVITIES
E Net decrease/(increase) in held-to-maturity investments 233 (10 464)
E Net decrease/(increase) in investments in subsidiaries = 93
E Net decrease/(increase) in non-current tangible and intangible assets (4799) (4 384)
E Net cash flows from/(used in) investment activities (4 566) (14 755)
E CASH FLOW FROM FINANCING ACTIVITIES
, Net (decrease)/increase in issued debt securities 51 436 81 466
! Net (decrease)/increase in subordinated debt - 1
E Increase of share capital 23 041 -
E Net cash flows from/(used in) financial activities 74 477 81 467
E Effect of exchange rate fluctuations on cash and cash equivalents (166) (2 468)
E Net increase/(decrease) in cash and cash equivalents (3 000) 18 886
E Cash and cash equivalents at the beginning of the reporting period 34 171 249 152 363
E Cash and cash equivalents at the end of the reporting period 34 168 249 171 249




Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

1. Introduction

OTP Banka Slovensko, a.s. (hereinafter the “Bank” or “OTP Slov-
ensko”) was established on 24 February 1992 and incorporated
on 27 February 1992. The Bank’s seat is at Stdrova 5, 813 54
Bratislava. The Bank's identification number (IC0) is 31318916
and its tax identification number (DIC) is 2020411074.

Members of Statutory and Supervisory Boards
as at 31 December 2017

Board of Directors:

Ing. Zita Zemkova (Chairman)
Ing. Rastislav Matejsko

Ing. Radovan Jenis

Dr. Sandor Patyi

Supervisory Board:
Jozsef Németh (Chairman)
Agnes Rudas

Atandaz Popov

Tamas Endre Vords

Ing. Angelika Mikécziova
Ing. Attila Angyal

Changes in the Bank in 2017:

Supervisory Board:

Tamds Endre Voros, start of office with effect from 11 April 2017
Ing. Jozef Brhel, end of term of office as at 23 October 2017

Ing. Attila Angyal, start of office with effect from 24 October 2017

Scope of Business

The Bank holds a universal banking licence issued by the Na-
tional Bank of Slovakia (“NBS” or “National Bank of Slovakia”)
and carries out business in Slovakia.

The core activity of the Bank is the provision of a wide range
of banking and financial services to various entities, mainly
to large- and mid-sized enterprises, private individuals, and
institutional customers.

The Bank's core scope of business, under the banking licence

from the NBS, is as follows:

e Acceptance of deposits;

* Provision of loans;

e Provision of investment services, investment activities and
non-core services under Act No. 566/2001 Coll. on Securi-
ties and Investment Services within the scope of the banking
licence granted by the NBS;

 Trading on own account with money market financial instru-
ments in both the local and foreign currency including the
exchange activity;

e Trading on own account with capital market financial instru-
ments in both the local and foreign currency;

 Trading on own account with coins made of precious met-
als, commemorative bank notes and coins, with bank note
sheets and sets of circulating coins;

¢ Administration of receivables in the client's account includ-
ing related advisory services;

« Financial leasing;

e Domestic transfers of funds and cross-border transfers of
funds (payments and settlements);

e Issuance and administration of payment instruments;

 Granting of bank guarantees, opening and validation of
letters of credit;

* Issuance of securities, participation in issues of securities
and provision of related services;

 Financial brokerage;

 Business consulting services;

» Safe custody;

» Depository services pursuant to separate regulations;

« Banking information services;

 Renting of safe deposit boxes;

 Special mortgage instruments pursuant to Article 67 par.
1 under provision 2 par. 2 n) to Act No. 483/2001 Coll.; and

 Processing of bank notes, coins, commemorative bank notes
and coins.

The Bank is authorised to provide investment services, in-
vestment activities, and non-core services under the Act on
Securities as follows:

* Receipt and transfer of the client’s instruction related to one
or more financial instruments in relation to financial instru-
ments: negotiable securities, money market instruments,
trust certificates or securities issued by foreign entities of
collective investment, swaps related to interest rates or
earnings which can be settled by delivery or in cash;
Execution of the client’s instruction at its own account in re-
lation to financial instruments: negotiable securities, money
market instruments, trust certificates or securities issued
by foreign entities of collective investment;

Trading at own account in relation to financial instruments:
negotiable securities, money market instruments, trust cer-
tificates or securities issued by foreign entities of collective
investment, currency futures and forwards which can be
settled by delivery or in cash;

Investment advisory in relation to financial instruments:
negotiable securities, money market instruments, trust cer-
tificates or securities issued by foreign entities of collective
investment;

Firm commitment underwriting and placement of financial
instruments in relation to negotiable securities;

Placement of financial instruments without firm commit-
ment in relation to financial instruments: negotiable securi-
ties, trust certificates or securities issued by foreign entities
of collective investment;

Custody of trust certificates or securities issued by foreign
entities of collective investment, custody and administration
of negotiable securities at the client's account excluding
holder’s administration, and related services, mainly admin-
istration of cash and financial collaterals;

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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* Trading with foreign exchange values if relevant to the provi-
sion of investment services;

» Conducting of investment research and financial analysis or
other form of general recommendation related to transac-
tions with financial instruments;

* Services related to underwriting of financial instruments;

» Execution of orders on behalf of clients under the provi-
sion of Article 6 (1b) of the Act on Securities with respect to
swaps related to interest rates or interest income that may
be settled physically or in cash, as stipulated in the provision
of Article 5 (1d) of the Act on Securities; and

Shareholders’ Structure

» Dealing on own account under the provision of Article 6 (1c)
of the Act on Securities with respect to swaps related to
interest rates or interest income that may be settled physi-
cally or in cash, as stipulated in the provision of Article 5 (1d)
of the Act on Securities.

Operating profit/loss was mainly generated from the provi-
sion of banking services in Slovakia.

The majority shareholder of the Bank is OTP Bank Nyrt. Hungary (“OTP Bank Nyrt.”) with 99.38% share of the Bank’s share capi-
tal. OTP Bank Nyrt. is the direct parent company of the Bank. The shareholders’ structure (with respective shares exceeding

1%) and their share on the share capital are as follows:

Name/Business Name Share in Subscribed Share Capital Share in Subscribed Share Capital
as at 31 Dec 2017 as at 31 Dec 2016

OTP Bank Nyrt. Hungary

Other minority owners

99.38%
0.62%

99.26%
0.74%

The shareholders’ shares of voting rights are equal to their shares of the share capital.

Organisational Structure and Number of Employees

As at 31 December 2017, the Bank operated 5 regional centres
(31 December 2016: 5) and 61 branches (31 December 2016:
61) in Slovakia.

As at 31 December 2017, the full-time equivalent of the Bank'’s
employees was 656 (31 December 2016: 662 employees), of
which 22 managers (31 December 2016: 24).

As at 31 December 2017, the actual registered number of
employees was 665 (31 December 2016: 657), of which 22
managers (31 December 2016: 24).

“Managers” means members of the Board of Directors and
managers directly reporting to the statutory body or a mem-
ber of the statutory body.

The full-time equivalent of employees and the actual regis-
tered number of employees does not include members of the
Supervisory Board.

As at 31 December 2017, the Bank’'s Supervisory Board had 6
members (31 December 2016: 5).

Regulatory Requirements

The Bank is subject to the banking supervision and regulatory
requirements of the NBS. These regulations include indica-
tors, and limits pertaining to liquidity, capital adequacy ratios,
risk management system and the currency position of the
Bank.

Data on Consolidating Entity

The Bank is part of the consolidation group of OTP Group;
consolidated financial statements for all groups of consolida-
tion group entities are prepared by Orszagos Takarékpénztar
és Kereskedelmi Bank Nyrt., the parent company with its seat
at Nador utca 16, 1051 Budapest, Hungary (“OTP Bank Nyrt.").
OTP Bank Nyrt. is also an immediate consolidating entity of
the Bank.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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2. Principal Accounting Policies

The principal accounting policies adopted in the preparation of
these separate financial statements are set out below:

Statement of Compliance

The separate financial statements of the Bank for the year
ended 31 December 2017 and comparative data for the pre-
vious reporting periods have been prepared in accordance
with International Financial Reporting Standards (“IFRS") as
adopted by the European Union (“EU").

IFRS as adopted by the EU do not differ from the standards
issued by the International Accounting Standards Board
(“IASB"), except for portfolio hedge accounting under IAS 39,
which has not been approved by the EU. The Company has de-
termined that portfolio hedge accounting under IAS 39 would
not impact these separate financial statements had it been
approved by the EU at the reporting date.

Adaption of New and Revised Standards

a) Standards and Interpretations Effective in the Current
Period

The Bank adopted all of the new and revised standards and
interpretations issued by the International Accounting Stand-
ards Board (the IASB) and the International Financial Report-
ing Interpretations Committee (IFRIC) of the IASB as adopted
by the EU that are relevant to its operations and effective for
reporting periods commencing 1 January 2017:

e Amendments to IAS 7 “Statement of Cash Flows" — Disclo-
sure Initiative (effective for annual periods beginning on or
after 1 January 2017);

e Amendments to IAS 12 “Income Taxes” — Recognition of
Deferred Tax Assets for Unrealised Losses (effective for
annual periods beginning on or after 1 January 2017).

« Amendments to various standards “Improvements to IFRSs
(cycle 2014 - 2016)" resulting from the annual improvement
project of IFRS (IFRS 1, IFRS 12 and IAS 28) primarily with
a view to removing inconsistencies and clarifying wording
(amendments to IFRS 12 are to be applied for annual periods
beginning on or after 1 January 2017).

The adoption of the standards, interpretations and amendments
has not resulted in any changes in the Bank'’s accounting policies.

b) Standards and Interpretations in Issue not yet Effective

At the preparation date of these financial statements, the
following standards and interpretations did not apply to the

reporting period beginning 1 January 2017 and were not
effective:

IASB documents endorsed by the EU:

* IFRS 15 “Revenue from Contracts with Customers” — The
core principle of the new standard is to allow the entity
to recognise revenues to depict the transfer of promised
goods or services to customers in an amount that reflects
the consideration to which the entity expects to be entitled
in exchange for such goods or services (effective for annual
periods beginning on or after 1 January 2018).

Amendments to IFRS 15 “Revenue from Contracts with Cus-
tomers” — Clarifications to IFRS 15 “Revenue from Contracts
with Customers” (effective for annual periods beginning on
or after 1 January 2018).

e Amendments to IFRS 4 “Insurance Contracts” — Applying
IFRS 9 “Financial Instruments” with IFRS 4 “Insurance Con-
tracts” (effective for annual periods beginning on or after
1 January 2018 or when IFRS 9 “Financial Instruments” is
applied for the first time).

Amendments to various standards “Improvements to IFRSs
(cycle 2014 — 2016)" resulting from the annual improvement
project of IFRS (IFRS 1, IFRS 12 and IAS 28) primarily with

a view to removing inconsistencies and clarifying wording
(amendments to IFRS 1 and IAS 28 are to be applied for
annual periods beginning on or after 1 January 2018).

Bank management anticipates that the adoption of these
standards and amendments to the existing standards and
interpretations will have no material impact on the Bank's
financial statements in the period of initial application.

* [FRS 9 “Financial Instruments”, which is to supersede IAS 39
Financial Instruments: Recognition and Measurement. The
final wording includes requirements for the classification
and measurement of financial assets and financial liabilities;
it also includes an expected credit loss model and hedge
accounting (hedging) (effective for annual periods beginning
on or after 1 July 2018).

In 2017, as part of the Group IFRS 9 project (managed by the
parent company, OTP Bank, Nyrt.), the Bank completed most
activities relating to the first application of IFRS 9, focusing on
the biggest challenges. The identification of any differences
that exist between the currently applied procedures under
IAS 39 and new requirements under IFRS 9 - for classification
and measurement, provisions for possible losses and hedge
accounting — was either completed, or the final analyses were
ongoing at the time of preparation of these financial state-
ments.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

Annual report 2017

Notes to the Separate Financial Statements

Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

Classification and Measurement

Compared to IAS 39, IFRS 9 establishes new financial report-
ing principles for most financial assets and financial liabilities,
which provide users of financial statements with relevant and
useful information to assess the amount, timing and uncer-
tainty of a reporting entity’s future cash flows.

IFRS 9 introduces three categories for the classification of
financial instruments depending on whether they are subse-
quently measured at amortised cost (AC), at fair value with
gains and losses recognised in other comprehensive income
(fair value through other comprehensive income — FVOCI), or
at fair value with gains and losses recognised in profit or loss
(fair value through profit or loss - FVTPL).

A financial asset is measured at amortised cost if the follow-
ing two conditions are met

a) The financial asset is held within a business model whose
objective is to hold financial assets to collect contractual
cash flows; and

b) The contractual terms of the financial asset give rise to
cash flows on specified dates that are solely payments of
principal and interest on the principal amount outstanding.

A financial asset is measured at fair value through other com-

prehensive income if the following two conditions are met:

a) The financial asset is held within a business model whose
objective is achieved by both collecting contractual cash
flows and selling financial assets; and

b) The contractual terms of the financial asset give rise to
cash flows on specified dates that are solely payments of
principal and interest on the principal amount outstanding.

A financial asset is measured at fair value through profit

or loss if it is not measured at amortised cost or fair value
through other comprehensive income. However, a reporting
entity may make an irrevocable election at initial recognition
to present subsequent fair value changes of certain equity in-
vestments, which would otherwise be measured at fair value
through profit and loss, in other comprehensive income.

A reporting entity should only reclassify relevant financial
assets if its business model for the management of financial
assets changes.

A reporting entity is required to classify its financial assets

based on its contractual cash flow characteristics if the fi-

nancial asset is held within a business model whose objec-

tive is to hold assets to collect contractual cash flows, where:

a) The principal is the fair value of the financial asset at initial
recognition; and

b) The interest consists of consideration for the time value of
money, credit risk associated with the outstanding prin-

cipal amount during the relevant period, other basic risks
and expenses of borrowing and the profit margin.

The classification of financial instruments under IFRS 9 in
OTP Banka Slovensko, a.s. (hereinafter “OBS”) is based on
the business model used by the Bank to manage its financial
assets and on whether the contractual cash flows represent
solely payments of principal and interest (SPPI). The busi-
ness model expresses how the Bank manages its financial
assets to generate cash flows and create value. Therefore,
the business model determines whether cash flows will flow
from the collection of contractual cash flows, from the sale of
financial assets, or from both.

If a financial instrument is held to collect contractual cash
flows, it may be classified in the AC category if it also meets
the SPPI requirement. Financial instruments that meet the
SPPI requirement, which are held in the Bank’s portfolio of
financial assets to collect cash flows and sell financial as-
sets, may be classified as FVOCI. Financial assets that do not
generate cash flows meeting the SPPI must be measured at
FVTPL (eg financial derivatives).

The Bank's basic business model for investing in financial

assets is:

e Ensuring a primary return on invested funds by collecting
contractual cash flows;

e Investing in instruments and counterparties that may be
used for refinancing transactions if necessary; and

e Stabilising interest income.

For all credit products, the intent of the Bank's transaction
with a client is to collect contractual cash flows and realise
a margin. A credit transaction involves an agreed repayment
schedule consisting of repayments of principal, interest

and fees, if applicable. The loan price, ie the interest rate,

is calculated from the loan principal and takes into account
the transaction’s/client’s credit risk, financing costs (or time
value of money), other costs associated with the loan pro-
vision and the Bank's business margin. The Bank does not
intend to sell its receivable from the client in any of its credit
products. The Bank does not purchase impaired receivables
from banks or other third parties. Receivables are only sold
in the event of a significant increase in credit risk and/or
impairment of a receivable and based on approved recovery
strategies.

The Bank analysed the requirements under IFRS 9 and
classified financial instruments pursuant to the requirements
under IFRS 9 and concluded that as of the date of first ap-
plication (1 January 2018), the measurement method for the
Bank’s financial instruments should be changed, compared
to IAS 39, as regards the bonds in the available-for-sale
portfolio - from FVOCI to FVTPL. The related remeasurement
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recognised in equity as Revaluation of available-for-sale fi-
nancial assets will be transferred to the Retained earnings as
at 1 January 2018, without affecting the value of the Bank's
equity.

Provisions for Possible Losses

IFRS 9 introduces a three-step model that reflects changes in
the credit quality since the initial recognition. Impairment-re-
lated requirements are based on an expected credit loss
model (“ECL") which replaces the incurred-loss model under
IAS 39.

The first level (Stage 1) includes financial instruments with
no significant increase in credit risk since initial recognition.
For these assets, the Bank records a 12-month ECL, and
interest income is recognised based on the gross book value
of assets.

The second level (Stage 2) includes financial instruments
with a significant increase in credit risk since the initial
recognition, but no objective proof of impairment exists. For
these assets, the Bank records an ECL for the whole life
cycle, and interest income is recognised based on the gross
book value of assets.

The third level (Stage 3) includes financial instruments with a
significant increase in credit risk since initial recognition, and
objective proof of their impairment exists. For these assets,
the Bank records an ECL for the whole life cycle, and interest
income is recognised based on the net book value of assets.

The Bank identifies a credit risk increase using predefined
criteria at the level of individual transactions and portfo-
lio-level estimates. The ECL estimation should represent a
probability-weighted result and the effect of the time-value
of money should be based on adequate and documentable
information which is available without unreasonable costs or
excessive effort.

As part of the IFRS 9 Group Project, the Bank has developed
and set up processes, definitions and analytical methods for
risk management. Models have been developed to identify
significant increases in credit risk and ECL calculation using
the relevant parameters in accordance with IFRS 9.

Based on the analysis of the required methodological changes,
the main principles of IFRS 9 have been developed and subse-
quently implemented. The required changes to the Bank’s infor-
mation systems are currently being implemented and tested.

The impact of the transition to IFRS 9 has been calculated as
at the reporting date. It represents the current best estimate
of OTP Group’s management and probably cannot be consid-

ered as final. Methodological rules and procedures for the
classification, measurement and provisions for possible loss-
es have been finalised in detail. The most significant open
issue is SICR (measurement of an increase in credit risk in
the staging area) and alternative estimates have been made
in this respect.

More information on first adoption and the impact of IFRS 9 in
the OTP Group are given in the consolidated financial state-
ments of OTP Bank, Nyrt.

Hedge accounting

IFRS 9 introduces a substantially modified model for hedge
accounting with extended requirements for the disclosure

of risk management information. This new model allows
more efficient presentation of hedge accounting in corporate
financial statements, so users of financial statements obtain
better information on risk management and the impact of
hedge accounting on corporate performance.

Own credit risk

IFRS 9 removes the volatility in profits or losses arising from
obligations issued by the Bank caused by changes in own
credit risk, when profits or losses were measured at fair
value. Profits arising from a deterioration of the entity’s own
credit risk will no longer be recognised in the income state-
ment, but rather in equity.

* [FRS 16 “Leases” will supersede IAS 17 “Leases” (effective
for annual periods beginning on or after
1 January 2019). The objective of the standard is to ensure
that lessees and lessors provide relevant information in a
manner that faithfully represents such transactions. The
reporting entity must consider the business terms and con-
ditions of contracts and all relevant facts and circumstances
when applying this standard.

IFRS 16 will have a significant impact on accounting for
leases, especially by a lessee. In accordance with IFRS 16,
a contract is, or contains, a lease if the contract conveys the
right to control the use of an identified asset for a period of
time in exchange for consideration. The new standard will
have an impact on the balance sheet, statement of com-
prehensive income and statement of cash flows and on the
related indicators.

The Bank is preparing to implement IFRS 16. During the
preparation of these financial statements, an analysis of the
contracts was ongoing to identify contracts that should be
classified as leases, which are currently not treated as leas-
es, in line with the provisions of IFRS 16.
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The Bank has elected not to adopt the standards and inter-
pretations that were issued as at the reporting date, but were
not yet effective before their effective dates.

c) Standards and Interpretations not yet Endorsed by the EU

At present, IFRS as adopted by the EU do not significant-

ly differ from the regulations adopted by the International
Accounting Standards Board (IASB), except for the following
standards, amendments and interpretations that were not
endorsed for use as at the reporting date.

IASB documents not yet endorsed by the EU:

* IFRS 14 “Regulatory Deferral Accounts” (effective for annual
periods beginning on or after 1 January 2016) — the Europe-
an Commission has decided not to launch the endorsement
process of this interim standard and to wait for the final
standard.

« IFRS 17 “Insurance Contracts” (effective for annual periods
beginning on or after 1 January 2021).

e Amendments to IFRS 10 “Consolidated Financial State-
ments” and IAS 28 “Investments in Associates and Joint
Ventures” — Sale or Contribution of Assets between an
Investor and its Associate or Joint Venture and further
amendments (effective date deferred indefinitely until the
research project on the equity method has been concluded).

e Amendments to IFRS 2 “Share-based Payment” — Classifi-
cation and Measurement of Share-based Payment Trans-
actions (effective for annual periods beginning on or after 1
January 2018).

e Amendments to IAS 40 “Investment Property” — Transfers
of Investment Property (effective for annual periods begin-
ning on or after 1 January 2018).

e Amendments to IFRS 9 “Financial Instruments” — Prepay-
ment Features with Negative Compensation (effective for
annual periods beginning on or after 1 January 2019).

* Amendments to IAS 28 “Investments in Associates and
Joint Ventures” — Long-term Interests in Associates and Joint
Ventures (effective for annual periods beginning on or after 1
January 2019).

« Amendments to various standards “Improvements to IFRSs
(cycle 2015 - 2017)" resulting from the annual improvement
project of IFRS (effective for annual periods beginning on or
after 1 January 2019).

* IFRIC 22 “Foreign Currency Transactions and Advance

Consideration” (effective for annual periods beginning on or
after 1 January 2018).

« [FRIC 23 “Uncertainty over Income Tax Treatments” (ef-
fective for annual periods beginning on or after 1 January
2019).

¢ |AS 19 “Employee Benefits” — Plan Amendment, Curtailment
or Settlement (effective for annual periods beginning on or
after 1 January 2019).

Bank management anticipates that the adoption of these
standards, amendments to existing standards and interpre-
tations will have no material impact on the Bank's financial
statements during the period of initial application.

Purpose of Preparation

These separate financial statements were prepared in Slova-
kia so as to comply with the article 17a) of Act on Accounting
No. 431/2002 Coll. as amended, under special regulations

- Regulation (EC) 1606/2002 of the European Parliament and
of the Council on the Application of International Accounting
Standards (IFRS).

The financial statements are intended for general use and
information, and are not intended for the purposes of any
specific user or consideration of any specific transactions.
Accordingly, users should not rely exclusively on these finan-
cial statements when making decisions.

Basis for the Financial Statements Preparation

Separate financial statements were prepared under the
historical cost basis, except for certain financial instruments,
which have been recognised at fair value. The financial state-
ments were prepared under the accrual principle of account-
ing: transactions and recognised events are recorded in the
period to which they are related in time.

Separate financial statements were prepared under the
assumption that the Bank will continue as a going concern in
the foreseeable future.

The reporting currency used for disclosure in these separate
financial statements is the Euro, which is rounded to thou-
sands of euros, unless stipulated otherwise. The amounts in
brackets refer to negative values.

Significant Accounting Assessments and Judgements
The presentation of financial statements in conformity with

IFRS requires the management of the Bank to make judge-
ments about estimates and assumptions that affect the
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reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities as at the reporting date,
and their reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those
estimates and future changes in the economic conditions,
business strategies, regulatory requirements, accounting
rules or/and other factors could result in a change in es-
timates that could have a material impact on the reported
financial position and results of operations.

Significant areas of judgment include the following:

In connection with the current economic environment, based
on the currently-available information the management has
considered all relevant factors which could have an impact
on the valuation and impairment of assets and liabilities in
these financial statements, impact on the liquidity, funding
of operations of the Bank and other effects these may have
on financial statements. All such impacts, if any, have been
reflected in these financial statements. The Bank’s manage-
ment continues to monitor the situation and any further pos-
sible impacts of the economic environment on its operations.

The provisioning for loan losses and identified contingent lia-
bilities includes many uncertainties as to the outcomes of the
aforementioned risks and requires the Bank’'s management
to make subjective judgments when estimating loss amounts.
As described below, the Bank creates provisions for the
impairment of loans and receivables where there is objective
evidence that, as a result of past events, the estimated future
cash-flows are negatively impacted. These provisions are
based on the Bank's historical and current experience con-
cerning default rates, recovery rates of loans, or time needed
from a loss event to loan default, as well as subjective
judgments of the Bank’s management about estimated future
cash-flows. Considering current economic conditions, the
outcome of these uncertainties could differ from the amounts
of impairment provisions recognised as at 31 December 2017
and the difference could be material.

The amounts recognised as provisions for liabilities are based
on the judgement of the Bank’'s management and represent
the best estimate of expenditures required to settle a liability
of uncertain timing or amount resulting from an obligation.

In recent years, income tax rules and regulations under-
went significant changes. In connection with the broad and
complex issues affecting the banking industry, there are no
historical precedents and/or interpretation judgments. In
addition, tax authorities have broad powers as regards the
interpretation of the effective tax laws and regulations during
the tax audit of a taxpayer. As a result, there is a higher de-
gree of uncertainty as to the final outcome of a potential audit
conducted by tax authorities.

Translation of Amounts Denominated in Foreign Currencies

Assets and liabilities denominated in a foreign currency are
translated to euros using the reference exchange rate deter-
mined and announced by the European Central Bank valid as
at the reporting date. Revenues and expenses denominated
in a foreign currency are recognised as translated using

the exchange rate valid as at the transaction date. Foreign
exchange gains/losses on transactions are recognised on the
statement of comprehensive income line “Gains/(losses) on
financial transactions, net”.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash and balances in
demand deposits with the NBS, and only include amounts of
cash immediately available and highly-liquid investments
with an original maturity of up to three months. For the
purposes of the cash flow statement, such amounts exclude
a mandatory minimum reserve deposited with the NBS. The
items are recorded in the statement of financial position line
“Cash, due from banks and balances with the National Bank
of Slovakia”.

Placements with Other Banks and Loans to Other Banks

Placements with other banks and loans to other banks are
stated at amortised costs net of provisions for possible
placement losses in the statement of financial position line
“Placements with other banks, net of provisions for possible
placement losses”. Interest is accrued using the effective
interest rate method and credited to the profit or loss based
on the amount of an outstanding receivable. Such interest

is recognised in the statement of comprehensive income in
“Interest income”.

Financial Instruments - Initial Recognition

All financial assets are recognised and derecognised on
the trade date on which the purchase or sale of a financial
asset is under a contract whose terms require delivery of
the financial asset within the timeframe established by the
market concerned, and are initially measured at fair value,
plus transaction costs, except for financial assets at fair
value through profit or loss, which are initially measured at
fair value.

Financial assets are classified into the following specified
categories: financial assets at fair value through profit or
loss, available-for-sale financial assets, held-to-maturity
financial investments, and loans and receivables. The clas-
sification depends on the nature and purpose of the financial
assets and is determined at the time of initial recognition.
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Financial Assets at Fair Value through Profit or Loss

Financial assets at fair value through profit or loss include
securities and derivative financial instruments held for trad-
ing and for the purposes of profit generating. At acquisition,
held-for-trading securities are measured at cost. Subse-
quently, they are remeasured to fair value. Revaluation gains
and losses are recognised in the statement of comprehensive
income line “Gains/(losses) on financial assets, net".

If quoted market prices are not available, the fair value of debt
securities is determined based on a model using valuation
techniques.

Net interest income from securities at fair value through profit
or loss is accrued using the effective interest rate method and
recognised directly in the statement of comprehensive income
line “Interest income”.

Available-for-Sale Financial Assets

Available-for-sale financial assets include securities that the
Bank intends to hold for an indefinite period or which may

be sold as liquidity requirements arise or market conditions
change. Upon acquisition, these investments are measured at
cost. Available-for-sale financial assets are then remeasured
to fair value. Gains and losses on revaluation are recognised
in equity as “Revaluation of available-for-sale financial as-
sets”. Upon sale of the available-for-sale financial asset, accu-
mulated gains/losses from revaluation previously recognised
in equity are recognised through the statement of comprehen-
sive income as “Gains/(losses) on financial assets, net".

Interest income is accrued using the effective interest rate
and recognised directly through the statement of comprehen-
sive income as “Interest income”.

Available-for-sale financial assets also include investments
with ownership interest less than 20% of the registered capital
and/or voting rights. These investments are measured at cost
less impairment provisions for a permanent decrease in value,
as their market price in an active market cannot be reliably
measured. The Bank assesses the value of such investments
on an individual basis and compares movements in the equity
of companies to their cost. A continued significant decrease in
the equity is regarded by the Bank as objective evidence of the
impairment and, thus, provisions are recorded. Impairment
losses are recognised in the statement of comprehensive
income line “Gains/(losses) on financial assets, net”.

Sale and Repurchase Agreements

Debt or equity securities sold under sale and repurchase
agreements are recognised as assets in the statement of

financial position line “Financial assets at fair value through
profit or loss” and “Available-for-sale financial assets” and
the contracted payable is recorded in “Due to banks and
deposits from the National Bank of Slovakia and other banks”
and/or in “Amounts due to customers”.

Securities purchased under agreements to resell securities
are recorded as assets in the statement of financial position
line “Cash, due from banks and balances with the National
Bank of Slovakia”, and/or in “Placements with other banks,
net of provisions for possible losses”, or in “Loans and re-
ceivables, net of provisions for possible losses”.

The difference between the sale and repurchase prices is
treated as interest and accrued over the life of each REPO
agreement using the effective interest rate method.

Loans and Receivables and Provisions for Possible Losses

Loans to customers are stated at amortised cost net of pro-
visions for loan losses in the statement of financial position
line “Loans and receivables, net of provisions for possible
losses”. Interest is accrued using the effective interest

rate method and credited to the profit or loss based on the
amount of an outstanding receivable in the line “Interest
income”., Interest is no longer accrued on loan receivables
when bankruptcy is declared on a debtor, upon the start

of the restructuring proceedings by law, in the case of
withdrawal by either party from the loan agreement or in
extraordinary cases when interest is waived based on the
Bank's decision.

Fees and commissions related to loans are gradually amor-
tised over the contractual term of the loan using the effective
interest rate method and are recognised in the line “Loans
and receivables, net of provisions for possible losses”.

In line with the Bank's objectives, loan receivables acquired
through assignment are classified in accordance with IAS 39
as “Loans and receivables”. Upon initial recognition, loans are
measured at cost including all transaction costs related to
acquisition. For purchased loans, this means that their initial
measurement equals the amount of financial settlement for
assigned receivables.

Any differences between the carrying amount as at the date
of acquisition of loan receivables acquired by an assignment
and the due amount (acquisition cost, transfer fee, margin
differentials etc.) are accrued over the whole maturity period
of the loan using the effective interest rate method.

As at the date of the financial statements, the Bank assesses
and reassesses provisions for provided loans.
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Provisions cover estimated losses from impairment of loans
if objective proof of impairment exists as a result of one or
more loss events that occurred after the initial loan recog-
nition, and when such event(s) has(have) an impact on the
estimated recoverable amount. Provisions representing

the impairment of loan receivables are recognised if their
carrying amount is higher than their estimated recoverable
amount. The recoverable amount is the present value of
estimated future cash flows including cash flows from the
realisation of collateral using the discount rate on the loan as
at the recognition date.

Objective proof of loan impairment includes observable data
which documents loss events and is available to the Bank.

In April 2016, the Bank introduced Group methodology for
monitoring and assessing loss events that was initiated by
the parent bank with the aim of unifying the definition of loss
events at subsidiaries of OTP Bank Nyrt. Hungary.

These loss circumstances are:

Objective fact — payment delay of more than 90 days and

such delays are material;

- Any credit liability of a debtor is overdue by more than 90
days and the amount owed exceeds the materiality level
and/or;

- A debtor breaches a defined limit of an overdraft loan facil-
ity (limit exceeded) and the limit is exceeded for more than
90 days and the amount of the exceeded limit exceeds the
materiality level.

Probability of default — probability that a debtor will not be

able to fully repay its credit liabilities;

- The financial institution will cease to charge interest on a
credit liability;

- The financial institution recognises a specific adjustment
to a loan resulting from a clearly significant decrease in
the loan’s credit quality after the financial institution has an
exposure;

- The financial institution sells the credit liability with a mate-
rial loss;

- The financial institution agrees to the forced restructuring
of the credit liability which will probably result in an im-
paired financial liability triggered by a material waiver, or
postponement of the payment of the principal, interest or
fees. If capital exposures are assessed based on a PD/LGD
approach, this also means the forced restructuring of the
shares;

- The financial institution filed for the debtor’s bankruptcy,
or issued a similar order in relation to the debtor’s credit
liabilities to the financial institution, parent company or any
of its subsidiaries; and

- The debtor filed for bankruptcy or bankruptcy or a similar
regime was declared in respect of the debtor, and the debt-

or enabled or postponed the settlement of credit liabilities
to the financial institution, parent company or any of its
subsidiaries.

Loans identified as impaired are internally classified as
default loans.

When classifying impairment, the Bank has set a materiality
level for retail clients of EUR 50 per exposure and for non-re-
tail clients of EUR 250 per client.

The Bank assesses credit risk on an individual and portfolio
basis and creates specific and portfolio provisions. The Bank
creates specific provisions for individually-significant loan
receivables and portfolio provisions for the loan receivables
that are not individually significant, or for which no impair-
ment was identified based on an individual assessment.

Provisions are recorded and reversed through “Provisions
for impairment losses on loans and off-balance sheet, net”in
the statement of comprehensive income.

The Bank recognises write-offs of loans as “Provisions for
impairment losses on loans and off-balance sheet, net” with
releasing the relevant provisions for loan losses. Written-off
loans and advances made to clients are recorded on the
off-balance sheet, whereas the Bank continues to monitor
and recover such loans except for loans where the Bank lost
the legal title for their recovery or where the Bank ceased the
recovery process as the recovery costs exceed the amount
receivable. Each subsequent income on written-off receiva-
bles is recognised in the statement of comprehensive income
as “Provisions for impairment losses on loans and off-bal-
ance sheet, net”.

Detailed information about the credit risk management is
stated in Note 36 Credit Risk.

Held-to-Maturity Financial Investments

Held-to-maturity financial investments represent debt
financial assets with pre-defined date of maturity that the
Bank intends and has the ability to hold until their maturity.
At acquisition, such assets are measured at cost, which in-
clude transaction costs. These investments are subsequently
remeasured to the amortised cost based on the effective
interest rate method, net of provisions for impairment.

Interest income, discounts and premiums on held-to-matu-
rity securities are accrued using the effective interest rate
method and recognised directly in the statement of compre-
hensive income line “Interest income”.
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Investments in Subsidiaries

Investments in subsidiaries include the Bank's investments

in companies with an ownership interest more than 50% of
the registered capital or more than 50% of the voting rights.
Investments in subsidiaries are recognised at cost less provi-
sions for the impairment.

Impairment losses are recognised in the statement of com-
prehensive income line “Gains/(losses) on financial assets,
net”. Income from dividends is recognised in the statement of
comprehensive income as “Gains/(losses) on financial assets,

Type of Asset

ATMs and motor vehicles, computers, office machines, telecommunication equipment, intangible assets

Software

Fixtures, fittings and office equipment, machines and equipment

Computers, machines, equipment, ATMs, furniture

Technical upgrade of leased buildings

Time vaults

Heavy bank program (safes), transportation means, air-conditioning facilities

Buildings and structures

Depreciation of non-current assets is charged to the state-
ment of comprehensive income line “General administrative
expenses”. Depreciation commences in the month that such
assets are put into use. Land and works of art are not depre-
ciated.

At the reporting date, the Bank reviews the carrying value of
its non-current assets, and the estimated useful life and the
method of depreciation thereof. The Bank also reassesses
the recoverable amount of the asset, which is estimated to
determine the extent (if any) of the impairment loss. Where
the carrying value of buildings and equipment is greater than
the estimated recoverable amount, it is written down to the
estimated recoverable amount through the profit or loss. If
the impairment is of a temporary nature, impairment pro-
visions are recognised in the statement of comprehensive
income as “Other operating revenues/(expenses), net”.

At the reporting date, the Bank also assesses whether there
is any indication that an impairment loss recognised in prior
periods for an asset may no longer exist or may have de-
creased. If any such indication exists, the entity estimates the
recoverable amount of that asset. If the estimated recov-
erable amount exceeds the carrying value of an asset, it is
dissolved through the statement of comprehensive income in
“Other operating revenues/(expenses), net”.

In the Bank, non-current intangible assets mainly include
software.

net” at the moment when the Bank's title to receive dividends
originates.

Non-Current Tangible and Intangible Assets

Non-current tangible and intangible assets (Property, Plant
and Equipment) are stated at cost, less accumulated depre-
ciation and accumulated impairment losses. Depreciation
charges are computed using the straight-line method over the
estimated useful lives of the assets corresponding to future
economic benefits from assets as follows:

Estimated Useful
Life for
2016 and 2017

Accrued Interest Receivable/Payable

Accrued interest on loans and placements made is rec-
ognised in lines “Placements with other banks, net of
provisions for possible placement losses” and “Loans and
receivables, net of provisions for possible losses”. Accrued
interest on received loans and deposits is recognised in
line “Due to banks and deposits from the National Bank

of Slovakia and other banks” and “Amounts due to cus-
tomers”. Accrued interest on securities is recognised for
individual items of securities in the statement of financial
position.

The Bank recognises accrued interest on loans, deposits and
securities using the effective interest rate method.

Recognition of Revenues and Expenses

Revenues and expenses are recognised in the profit or loss
for all interest-bearing instruments on an accrual basis using
the effective interest rate. Interest income on securities in-
cludes revenues from fixed and floating interest rate coupons
and accrued discount and premium.

For loans in relation to which restructuring proceedings
started pursuant to the Act on Bankruptcy and Restructuring,
interest income is not recognised in the profit or loss from
the commencement date of such restructuring proceedings,
as it is unlikely that interest income will result in economic
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benefits for the Bank. If the court confirms the restructuring
plan, the Bank loses its title to such interest.

Fees and commissions are recognised in the profit or loss

on an accrual basis. Fees and commissions related to the
provision of loans are accrued over the entire maturity period
of a loan and recognised in the statement of comprehensive
income line “Interest income”.

Fees and commissions that are not part of the effective inter-
est rate are recognised as expenses and income in the state-
ment of comprehensive income line “Fee and commission
expense” and “Fee and commission income” on an accrual
basis and as at the date of transaction.

Income from dividends is recognised in the period of the
origin of the title to receive dividends and is recognised in the
statement of comprehensive income as “Gains/(losses) on
financial assets, net”.

Other expenses and revenues are recognised in the relevant
period on an accrual basis.

Income Tax and Other Tax

The annual income tax liability is based on the tax base cal-
culated from the profit/loss under IFRS and Slovak tax law.
To determine the current income tax, tax rates valid as at the
reporting date are applied.

The deferred income tax is calculated by the Bank using the
balance sheet liability method in respect of all temporary dif-
ferences between the tax bases of assets and liabilities and
their carrying amount in the statement of financial position.

Deferred income taxes are computed using tax rates set for
the subsequent taxable period and applicable at the moment
of the tax asset realisation or the tax liability recognition. The
tax rate of 21% remains applicable for 2018.

Deferred tax assets are recognised if it is probable, beyond
any significant doubt, that profits will be available in the
future against which deductible temporary difference can be
utilised. Tax assets are reassessed as at the reporting date.

Deferred tax is recognised in the profit or loss as “Income
Tax”, except for the deferred tax arising from items that are
recognised through equity, such as available-for-sale finan-
cial assets. In this case, the deferred tax is also recognised
through equity as part of items of comprehensive income.

The Bank is a payer of the value added tax and selected local
taxes. Taxes are recognised in the statement of comprehen-
sive income line “General administrative expenses”, except

for the value added tax on acquisition of tangible and intangi-
ble assets, which enters the cost of non-current tangible and
intangible assets.

Special Levy on Selected Financial Institutions and Resolu-
tion Fund

As of 1 January 2012, Act No. 384/2011 Coll. on the Special
Levy of Selected Financial Institutions came into effect. The
levy calculation is based on the amount of the Bank's liabili-
ties less equity, subordinated debt and deposits protected by
the Deposit Protection Fund. In 2012, Act No. 233/2012 Coll.
amending and supplementing the Act on the Special Levy of
Financial Institutions was adopted with effect from 1 Septem-
ber 2012. The amendment primarily regulates the base for
levy calculation, where the amount of deposits protected by
the Deposit Protection Fund does not decrease the base for
levy calculation, and stipulates the conditions under which
the rate for the levy calculation is decreased.

Average recalculated figures derived from data as at the last
date of a calendar month of the preceding calendar quarter
are used to determine the base for calculating the levy for
the relevant calendar quarter. The levy is paid in quarterly
instalments at the beginning of the relevant quarter.

The Ministry of Finance of the Slovak Republic published in
the Collection of Laws Decree No. 253 dated 10 September
2014 on the meeting of the condition for the rate of a special
levy for certain financial institutions under Article 8 (5) of Act
384/2011 Coll., in which the Ministry declares the meeting

of the condition under Article 8 (1) of Act 384/2011 Coll. with
effect from 25 September 2014. The Bank had no obligation
for the special levy for 4Q 2014. The rate for calculating the
special levy for selected financial institutions was reduced
from 0.4% to 0.2% for 2015.

On 12 October 2016, the Ministry of Finance of the Slovak
Republic published in the Collection of Laws Act No. 281/2016
Coll. amending Act No. 384/2011 Coll. on the Special Levy

of Selected Financial Institutions. It repealed the Decree of
the Ministry of Finance of the Slovak Republic No. 253/2014
Coll. on meeting the condition for the rate of a special levy for
certain financial institutions under Article 8 and added a new
Article 11, which stipulates the rate of the levy for 2017 to
2020 in the amount of 0.2% p.a.

The rate for calculating the special levy for selected financial
institutions remained in the amount of 0.2%.

On 1 January 2015, Act No. 371/2014 on the resolution of
crisis situations on the financial market became effective and
introduced an obligation to banks to pay a contribution to the

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

Annual report 2017

Notes to the Separate Financial Statements

Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

resolution fund. The resolution fund is financed from finan-
cial contributions made by financial institutions, ie banks and
selected security dealers. The financial funds of the national
fund are deposited in a separate account held with the Na-
tional Bank of Slovakia. The administration of such funds is
provided by the Deposit Protection Fund. The resolution fund
may be used under strictly defined conditions for the resolu-
tion of crisis situations.

The Bank recognises the levies as incurred in the statement
of comprehensive income line “General administrative ex-
penses” (Note 28).

Derivative Financial Instruments

In the ordinary course of business, the Bank is a party to con-
tracts for derivative financial instruments, which represent

a low initial value investment compared to the notional value
of the contract. Generally, derivative financial instruments
include currency forwards and currency swaps. The Bank
mainly uses these financial instruments for business pur-
poses and to hedge its currency exposures associated with
transactions in financial markets.

Derivative financial instruments are initially recognised at
acquisition cost, which includes transaction expenses and
which is subsequently again re-measured to fair value. Their
fair values are determined using valuation techniques by dis-
counting future cash flows by a rate derived from the market
yield curve and foreign currency translations using the ECB
rates valid on the calculation day.

Changes in the fair value of derivative financial instruments
that are not defined as hedging derivatives are recognised in
the statement of comprehensive income line “Gains/(losses)
on financial transactions, net”. Derivatives with positive fair
values are recognised as assets in the in the statement of
financial position line “Financial assets at fair value through
profit or loss”. Derivatives with negative fair values are rec-
ognised as liabilities in the statement of financial position line
“Other liabilities”.

Transactions with derivative financial instruments, although
providing the Bank with an effective economic hedging in risk
management, do not qualify for the recognition of hedging
derivatives under specific rules of IAS 39, and therefore, they
are recognised in the accounting books as derivative finan-
cial instruments held for trading, and gains and losses from
the fair value are recognised as “Gains/(losses) on financial
transactions, net".

Liabilities from Issued Debt Securities

Liabilities from issued debt securities are recognised at am-
ortised cost. The Bank mainly issues bank bonds and mort-

gage bonds. Interest expense is included in the statement
of comprehensive income line “Interest expense”, and it is
accrued using the effective interest rate method.

Subordinated Debts

Subordinated debt refers to the Bank's external debt where
in the event of the Bank's bankruptcy, composition or liqui-
dation the entitlement to its repayment is subordinated to
liabilities to other creditors. The Bank's subordinated debt is
recognised on a separate line of the statement of financial
position as “Subordinated debt”. Interest expenses paid for
the received subordinated debt are recognised in the state-
ment of comprehensive income line “Interest expense”.

Provision for Off-Balance Sheet Liabilities

In the ordinary course of business, off-balance sheet liabil-
ities, such as guarantees, financial commitments to grant a
loan and a letter of credit are recorded by the Bank. Provi-
sions for expected losses from off-balance sheet contingent
liabilities are recognised in such amounts that enable the
covering of possible future losses. The management deter-
mines the adequacy of the provisions based on the reviews
of individual items, recent loss experience, current economic
conditions, the risk characteristics of the various categories
of products, and other pertinent factors.

To cover estimated losses on contingent unused loans,
guarantees and letters of credit, the Bank creates provisions
in the case when a payable - as a result of past events - has
to be settled and it is likely that such settlement of a paya-
ble will require a cash outflow and the amount payable can
be reliably determined. The calculation of the provisions for
off-balance sheet liabilities is analogical to credit exposures.
Issued guarantees, irrevocable letters of credit, and unused
loan commitments are subject to similar monitoring of credit
risks and credit principles, as in the case of extended loans.

Provisions for estimated losses are recognised through the
profit or loss when the Bank has a present legal or implied
obligation to make a payment as a result of a past event,
when it is probable that an outflow of sources representing
economic benefits will be required, and when a reliable esti-
mate of the amount to be paid can be reliably determined.

Provisions are recognised in the statement of financial posi-
tion line “Provisions for liabilities”. Expenses for the recorded
provision are recognised in the statement of comprehensive
income as “Provisions for impairment losses on loans and
off-balance sheet, net".

Provision for Liabilities and Employee Benefits

The amount of provisions for liabilities is recognised as an
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expense and a liability when the Bank is exposed to poten-
tial liabilities from litigation or indirect liabilities as a result
of past events, and when it is probable that to settle such
liabilities a cash outflow will be required, which will result in
the reduction of resources embodying the economic benefits
and a reasonable estimate of the amount of the resulting loss
can be made. Any amount related to the recognition of the
provision for liabilities is recognised in the profit or loss for
the period.

In line with the valid legislation, the Bank provides a lump-
sum payment upon retirement. The recorded provision rep-
resents a liability to an employee that is calculated using the
set actuarial methods; the calculation is based on discounted
future expenditures. As at the reporting date, the liability is
measured at the present value.

The provision is recognised in the statement of financial posi-
tion line “Provisions for liabilities”. Expenses for the recorded
provision are recognised through the statement of compre-
hensive income line “General administrative expenses”.

Representatives of the Bank's statutory body and select-

ed employees receive remuneration for rendered services

in a form of a cash-settled payment and an equity-settled
financial instrument in the form of parent company’s shares.
The remuneration is paid based on the compensation policy
of the OTP Group. In the case of a cash-settled remuneration,
the payment is recognised in the statement of comprehen-
sive income in “General administrative expenses” with the
counter entry in “Other liabilities” in the statement of finan-
cial position. A portion of the remuneration in the form of

a financial instrument being the parent company’s shares

is recognised in the statement of comprehensive income in
“General administrative expenses” with the corresponding
entry in “Reserve funds”in the statement of financial position
(see Note 32). The Bank recognises remuneration and share-
based payments from the moment when the claim can be
exercised.

The compensation policy within the OTP Group is consistent
with the compensation policy and principles for risk manage-
ment under Act No. 483/2001 Coll. on Banks, as amended.

Bank’s Regulatory Capital

In the administration of its regulatory capital, the Bank aims
to ensure business prudence and to maintain the Bank's
regulatory capital continuously at least at the level required
for Bank’'s own funds while taking into account the defined
minimum requirement in respect of the system for the as-
sessment of internal capital adequacy for the relevant year
and the relevant amounts of capital buffer.

To accomplish this, when preparing the yearly business plan
the Bank also prepares a plan of adequacy of regulatory
capital considering its business objectives and applying the
knowledge gained from previous experience.

During the year, the Bank monitors the development of
requirements for regulatory capital on a monthly basis for
internal purposes and prepares reports on regulatory capital
and on the requirements for the Bank's regulatory capital,
which are submitted to the National Bank of Slovakia, on a
quarterly basis. The achieved results are also discussed at
the Board of Directors and Supervisory Board meetings on a
quarterly basis.

The Bank's regulatory capital is defined by Regulation (EU)
No 575/2013 of the European Parliament and of the Council
on prudential requirements for credit institutions and invest-
ment firms and amending Regulation (EU) No 648/2012. The
Bank's regulatory capital comprises the sum of its TIER 1
capital (regulatory and supplementary) and TIER 2 capital.

Segment Reporting

When preparing segment reporting, the Bank uses its in-
ternal information, which is presented to the Bank’s man-
agement on a regular basis. The breakdown by individual
segment categories recognised in the notes is based on the
principle applied for the classification of the Bank’s custom-
ers as follows:

* Retail customers;

e Corporate customers;

e Treasury;

* Not specified.

The “retail customers” segment includes the following cus-
tomers: individuals. The Bank provides to retail customers
standard bank products, particularly: consumer loans, mort-
gage loans, general-purpose loans, deposit products. The
most common deposit products offered are current accounts,
term deposits, saving accounts, credit and payment cards.
The core products of this segment included housing loans
and consumer loans.

The “corporate customers” segment includes domestic and
foreign companies and state-owned entities. This segment
comprises the following subsegments: micro clients with
sales of up to EUR 1 million, small and medium-sized en-
terprises (SMEs) with sales of up to EUR 17 million and
large clients and project financing with sales of over EUR
17 million. In terms of products, corporate customers were
mostly provided with the following products: overdraft otp
MICROloans facilities, otp EU MICROloans (with EIF guar-
antee), otp refinancing MICROloans, overdraft facilities, EU
AGROloans, investment loans including project financing
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loans from EU funds, and loans for the reconstruction of res-
idential buildings for the apartment owners associations and
apartment owners represented by management companies/
housing cooperatives.

The “Treasury” segment includes transactions performed
on the Bank’s own account or on the client’'s account and
comprises the following types of transaction: trading with
securities, trading with derivative instruments, trading on
money and foreign currency markets, and management of
the Bank's liquidity and foreign exchange position.

Geographically, operating profit was primarily generated by
the provision of banking services in Slovakia. Some assets
and liabilities are placed outside Slovakia.

The breakdown of selected items of the financial statements
by segments, the summary of the most significant exposures
of total assets and liabilities to foreign entities and informa-
tion on the amount of total revenues from foreign entities is
included in Note 31.

Statement of Cash Flows

Cash and cash equivalents for the purposes of cash flow
presentation include cash, amounts due from banks and bal-
ances with the National Bank of Slovakia, excluding the com-
pulsory minimum reserve required by the NBS and amounts
due to banks due up to three months.
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Based on the used input data for the fair value estimates, the
calculation of fair value of the Bank’s financial assets and
liabilities can be classified into one of the three levels:

3. Fair Value of the Bank’s Financial Assets and
Liabilities

The fair value of the Bank’s financial assets and liabilities

is the amount for which an asset could be exchanged, or a
liability settled, between knowledgeable, willing parties in an
arm'’s length transaction. Where available, fair value esti-
mates are made based on quoted market prices. In circum-
stances where the quoted market prices are not readily avail-
able, the fair value is estimated using discounted cash flow
models or other valuation models as appropriate. Market
inputs are used in valuation models to the maximum extent.
Changes in underlying assumptions, including discount rates
and estimated future cash flows or other factors, significantly
impact the estimates. Therefore, the estimated fair market
values may not be realised in the current sale of the financial
instrument.

Level 1: quoted prices from active markets for identical assets
or liabilities;

Level 2: inputs other than “level 1" quoted prices, which can
be obtained for assets or liabilities either directly (eg
prices) or indirectly (derived from interest rates etc.);

Level 3: input data for assets or liabilities, which cannot be
derived from market data.

The following tables present an analysis of financial instruments that are measured after their initial recognition at fair value.
Financial instruments are classified into three levels/categories based on the level of the fair value determination:

31 December 2017

(EUR °000)
Assets
Financial assets at fair value through profit or B 1 B 1
loss
Derivative financial instruments for trading - 1 - 1
Available-for-sale financial assets 8721 - 1243 9 964
fo\?ij;;glg‘;::?[s-sale securities — bonds issued by 8721 B B 8721
Available-for-sale securities — shares - - 1243 1243

Liabilities

Liabilities from derivative transactions - - - -

31 December 2016

(EUR '000)
Assets
Financial assets at fair value through profit or ~ 6 B 6
loss
Derivative financial instruments for trading - 6 - 6
Available-for-sale financial assets 8 353 - 972 9 325
fovra;;gaglgal;okrssale securities — bonds issued by 8353 ~ B 8353
Available-for-sale securities — shares - - 972 972
Liabilities
Liabilities from derivative transactions - 1 - 1
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The following tables present the fair value hierarchy for financial instruments measured in assets and liabilities at amortised

cost (the values below represent amortised cost):

31 December 2017
(EUR "000)

Assets

Loans and receivables -
Held-to-maturity financial investments 83874
Liabilities

Amounts due to customers =
Liabilities from issued securities -
Subordinated debt -

31 December 2016
(EUR "000)

Assets
Loans and receivables =

Held-to-maturity financial investments 84 107

Liabilities

Amounts due to customers =
Liabilities from issued securities -
Subordinated debt -

The fair value of term deposits with a fixed interest rate is
estimated by discounting their future cash flows, while cur-
rent interest rates offered by the Bank for customers’ term
deposits are used for discounting.

When estimating the fair value of its financial instruments,
the Bank used the following methods and assumptions:

Cash, Amounts due from Banks, and Balances with the
National Bank of Slovakia and Placements with Other Banks

The net book values of cash and balances with central banks
are generally deemed to approximate their fair value.

The estimated fair value of amounts due from banks that
mature in 365 days or less approximates their net book values.
The fair value of other amounts due from banks is estimated
based upon discounted cash flow analyses using interest rates
currently offered for investments with similar terms (market
rates adjusted to reflect credit risk).

Loans and Receivables

Generally, the fair value of variable yield loans that are
regularly re-valued approximates their net book values with
no significant changes in credit risks. The fair value of loans
at fixed interest rates is estimated using discounted cash

- 1142 231 1142231

= = 83874

= 1109 679 1109 679

167 745 - 167 745
20008 = 20 008

= 1146135 1146 135
= = 84 107
= 1181 491 1181491
116 309 - 116 309
20008 = 20 008

flow analyses, based upon interest rates currently offered
for loans with similar terms to borrowers of similar credit
risks. The fair value of non-performing loans to customers
is decreased on a pro-rata basis using a percentage of the
impairment.

Held-to-Maturity Financial Investments

The fair value of securities recorded in the held-to-maturity
portfolio was determined based on quoted prices on active
markets, if available, and using valuation techniques when
applying market input factors. In government and banking
bonds, whose issuers have rating comparable with the coun-
try rating, the fair value is calculated using the market yield
curve without credit margin. For other types of securities the
credit margin reflecting the issuer’s credit risk is applied in
addition to the market yield curve.

Amounts due to Banks and Deposits from the National Bank
of Slovakia and Other Banks and Amounts due to Customers

The estimated fair value of amounts due to banks with matu-
rity within 365 days approximates their net book values. The
fair value of term deposits payable on demand represents
the net book value of amounts payable on demand as at the
statement of financial position date. The fair value of term de-
posits at variable interest rates approximates their net book

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

Annual report 2017

Notes to the Separate Financial Statements



Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

values. The fair value of term deposits with a fixed interest
rate is estimated by their discounted future cash flows using
current interest rates offered by the Bank for customers’
term deposits with various maturity periods — Level 3 of the
fair value estimate.

Liabilities from Issued Debt Securities and Subordinated
Debt

The fair value of issued debt securities and subordinated
debt is determined using valuation techniques by discounting
future cash flows by a rate derived from the market yield
curve by level 2 of the fair value estimate. Fair value is deter-
mined separately for individual issues of securities consider-
ing the relevant credit margin.

The following table presents a comparison of the estimated fair value and carrying amount of the selected financial assets and

liabilities where the difference between such values is material:

Assets
Loans and receivables

Held-to-maturity financial investments

Liabilities
Amounts due to customers

Liabilities from issued debt securities

(EUR ‘000)

Assets
Loans and receivables

Held-to-maturity financial investments

Liabilities
Amounts due to customers

Liabilities from issued debt securities

Fair Value Net Book Value Difference
31 Dec 2017 31 Dec 2017 31 Dec 2017
1150 002 1142231 7771
95310 83874 11 436
1110095 1109 679 416
167 954 167 745 209
Fair Value Net Book Value Difference
31 Dec 2016 31 Dec 2016 31 Dec 2016
1166 494 1146 135 20 359
96 972 84107 12 865
1183014 1181 491 1523
116 206 116 309 (103)
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Supplementary Data to the Financial Statements

4. Cash, Due from Banks and Balances with the National Bank of Slovakia

(EUR 000 " SiDec207 | 31Dacaos

Cash on hand:

In EUR 30923 26 856
In foreign currency 4 320 2 478
35 243 29 334

Due from banks and balances with NBS:

Residual maturity within one year:

In EUR 135 854 147 965
In foreign currency 10236 2 364
146 090 150 329
Total 181 333 179 663

Included in the ‘Due from banks and balances with NBS’ de-
nominated in EUR is the compulsory minimum reserve with
the NBS in the amount of EUR 12 732 thousand (31 December
2016: EUR 7 272 thousand), the withdrawal of which is re-
stricted.

rate of the Eurosystem main refinancing operation. Excess
monetary reserves bear no interest. As at 31 December 2017,
compulsory minimum reserves bear interest at 0.00%

(31 December 2016: 0.00%).

As at 31 December 2017, the Bank recognised term deposits
with the NBS in the amount of EUR 121 996 thousand
(31 December 2016: EUR 139 997 thousand).

The average amount of the Bank’'s compulsory minimum re-
serves during the period bears an average threshold interest

5. Placements with Other Banks, Net of Provisions for Possible Placement Losses

(EUR ‘000) 31 Dec 2017 31 Dec 2016
Residual maturity within one year:
In EUR 9 2
In foreign currency - -
Total 9 2

Interest on deposits with other banks, loans to other banks:

31 Dec 2017

31 Dec 2016

Contractual maturity within one year:
In EUR 0.00 0.00 0.00 0.00

In foreign currency = = = =

As at 31 December 2017, the Bank had no short-term depo-
sits denominated in a foreign currency (31 December 2016:
EUR 0).

open reverse REPO transaction as at 31 December 2017

(31 December 2016: EUR 0). Income from these transactions
is recognised in the statement of comprehensive income as
“Interest income”.

During 2017, the Bank entered into reverse REPO transac-

tions with OTP Bank Nyrt. The Bank did not recognise an
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6. Financial Assets at Fair Value through Profit or Loss

(EUR ‘000) 1 Doc 2016

Derivative financial instruments held for trading (Note 22) 1 6

Total financial instruments held for trading 1 6

As at 31 December 2016, the held-for-trading securities port-
folio included ordinary shares of businesses which are in the
bankruptcy proceedings.

As at 31 December 2017, the Bank recognised a net gain/loss
on financial assets at FVTPL from derivative transactions
(Note 26) in the amount of EUR -483 thousand (31 December
2016: EUR -1 308 thousand).

Derivative financial instruments held for trading do not com-

prise hedging derivatives; they are held to earn profit. They

include forward currency swaps.

7. Available-for-sale financial assets

(EUR 000 T SiDec207 | 31Dec2016

Available-for-sale securities — bonds issued by foreign banks 8721 8 353
Available-for-sale securities — shares of foreign entities 1243 972
Investments in corporate entities 6 6
Total available-for-sale financial instruments 9970 9 331

The structure as per interest rates and residual maturities (except for investments in corporations) is provided below:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

No maturity, variable interest * 8721 8 353
No maturity, interest-free 1243 972
Total 9 964 9325

All bonds are denominated in EUR bearing interest at 2.672% as at 31 December 2017 (31 December 2016 at 2.687%).

As at 31 December 2017, the Bank recognised no pledged securities as part of available-for-sale financial assets (31 December
2016: EUR 0).

*In 3Q 2013, the Bank purchased for the available-for-sale financial assets portfolio subordinated bonds issued by the parent company, OTP Nyrt. The proceeds
from such bonds are recognised in the statement of comprehensive income as “Interest income”.

Under the issue terms and conditions, the subordinated bond has no fixed maturity as regards the face value. The Bank’s management expected that the bond was
very likely to be repaid at face value in November 2016. In line with the issue terms and conditions, the issuer decided not to repay the bond on the referred date.
Interest on the bond changed from fixed to variable. The issuer will again have an option to repay the bond in November 2018. Interest income arising from this
bond is recognised using the effective interest rate method totalling EUR 244 thousand in 2017 (2016: EUR 1 348 thousand).

of EUR 1 058 thousand), net of deferred income tax (Note 30).
The revaluation of the portfolio is recognised through equity
as “Revaluation reserve — available-for-sale financial assets”.

As at 31 December 2017, the portfolio of available-for-sale
debt securities was remeasured to fair value. A profit on re-
valuation for 2017 amounts to EUR 597 thousand (2016: a loss
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An analysis of investments in corporate entities as at 31 December 2017 and 31 December 2016:

- 6

S.W.LF.T (Belgium) International clearing 0.005% 6

Total (EUR ‘000) 6 = 6

In 4Q 2016, the Bank sold its ownership interests in OTP
Buildings, s.r.o. and RVS, a.s. The proceeds from these trans-

actions are recognised in the income statement as “Gains/
(losses) on financial assets, net”.

An analysis of movements in the provision for available-for-sale financial assets related to an equity share in corporate enti-
ties is as follows:

(EUR ‘000) 31 Dec 2017 31 Dec 2016
Balance at the beginning of reporting period - 353
Decrease in provisions due to sale of equity shares - (353)

Balance at the end of reporting period - -

The Bank is not an unlimited guarantee partner in any reporting entities.

8. Loans and Receivables, Net of Provisions for Possible Losses

Loans and Receivables by Type of Product

31 Dec 2017 Carrying Amount Specific Portfolio Carrying Amount
(EUR ‘000) Before Provisions Provision Provision After Provisions
Non-retail loans 489 930 34 059 4591 451 280
Overdrafts and revolving 70 944 5031 538 65 375
loans
Investment, operation and 407 359 29028 2239 376 092
other loans
Overdrafts on term deposit 2959 ~ 1776 1183
accounts
Factoring loans 8 665 - 38 8 627
Other 3 - - 3
Retail loans 738 329 5 459 41919 690 951
Mortgage loans 23180 961 1024 21195
Consumer loans 711 428 4 498 39615 667 315
Overdrafts on term deposit 3272 ~ 1165 2107
accounts
Other 449 - 115 334
Total 1228 259 39518 46510 1142 231

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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31 Dec 2016
(EUR ‘000)

Carrying Amount Specific Portfolio Carrying Amount
Before Provisions Provision Provision After Provisions

Non-retail loans 518 568 35437 4 352 478 779
Overdrafts and revolving 74119 7537 797 65 855
loans
IS IS CLE R IET 433 751 27 873 1852 404 026
other loans
Overdrafts on term deposit 3140 B 1751 1389
accounts
Factoring loans 7 558 27 22 7 509
Other - - - -

Retail loans 706 900 3984 35560 667 356
Mortgage loans 30701 919 1518 28 264
Consumer loans 672 629 3065 32856 636 708
Overdrafts on term deposit 3185 B 1094 2091
accounts
Other 385 - 92 293

Total 1225 468 39421 39912 1146 135

The Summary of Provisions for Possible Loan Losses

(EUR 000 T SiDec207 | 31Dec201s

Balance at the beginning of reporting period 79 333 53416
Provisions for impairment losses on loans, net 24 817 26179
Loan write-offs and assignments (Note 24) (18 121) (262)
Foreign exchange differences (1) -
Balance at the end of reporting period 86 028 79 333

In 2017, the amount of provisions increased by EUR 6.69 mil-
lion (in 2016, an increase by EUR 25.9 million). Provisions for
retail loans increased by EUR 9 million (in 2016, an increase
by EUR 15.7 million) and provisions for non-retail loans de-
creased by EUR 2.3 million (in 2016, an increase by EUR 10.2
million).

As regards retail loans, the increase in provisions was mainly
caused by an increase in the volume of consumer loans to
households, a change in input parameters and an increase in
defaulted loans. By creating higher additional provisions, the
Bank ensured sufficient coverage of identified and losses.

Interest on loans and receivables:

31 Dec 2017

Contractual maturity within one year:

As regards non-retail loans, with effect from 2016 the Bank
has applied a stricter assessment of its loan portfolio quality,
while taking into consideration the plans and guidelines of

its parent company concerning the setting up of the risk
profile for the assets of the Banking Group as a whole at an
acceptable level. In 2017, the Bank recorded a decrease in the
delinquency portfolio, which was reflected in a lower need
for provisions for assets.

31 Dec 2016

In EUR 0.40 16.76 1.40 20.50

In foreign currency 3.80 4.31 0.00 20.00
Contractual maturity over one year:

In EUR 0.30 30.70 0.04 30.90

In foreign currency 1.60 1.60 2.29 2.29

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Other Information on Loans and Receivables

Loans with non-accrual status as at 31 December 2017
amounted to EUR 8 166 thousand, net of provisions for poten-
tial loan losses (31 December 2016: EUR 10 984 thousand).
The Bank has stopped charging interest on these loans as
bankruptcy was declared on the debtor or due to the Bank's
withdrawal from the loan contract following the client’s fail-
ure to meet contractual conditions.

For loans in bankruptcy and restructuring proceedings
(under the Act on Bankruptcy and Restructuring) for 2017, the
Bank records interest income that was not recognised in the
statement of comprehensive income (Note 2) in the amount of
EUR 38 thousand (2016: EUR 98 thousand).

9. Held-to-Maturity Financial Investments

Interest income of the Bank for 2017 from loans impaired as
at 31 December 2017 amounted to EUR 4 998 thousand and
are recognised in the income statement in “Interest income”
(31 December 2016: EUR 4 654 thousand). The receivables
from interest income are combined with related loan balanc-
es when determining impairment provision.

As at 31 December 2017, loans denominated in a foreign cur-
rency accounted for approximately 0.02% of the loan portfo-
lio before provisions for potential loan losses (31 December

2016: 0.03%).

As at 31 December 2017 and 31 December 2016, the Bank recognised the following held-to-maturity investments:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Government bonds
Foreign government bonds

Total held-to-maturity securities

All held-to-maturity securities are denominated in euros.

73 314 73 482
10560 10 625
83874 84107

In 2016, the Bank purchased government bonds of other EU Member States with a face value of EUR 10 000 thousand for its

held-to-maturity securities portfolio.

Interest on held-to-maturity investments:

31 Dec 2017 31 Dec 2016
in % in%

Contractual maturity within one year:

In EUR -
Contractual maturity over one year:

In EUR 2.95

3.00 2.95 3.00

As at 31 December 2017 and 31 December 2016, the Bank did not record any pledged securities or other restrictions on the
disposal of securities in its portfolio within held-to-maturity investments.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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10. Investments in Subsidiaries

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document. These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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A summary of insurance of non-current tangible and intangible assets as at 31 December 2017:

(EUR ‘000) Antncnpate(.l (L CEL Actual Insurance Costs
Premium

MTPL insurance 4 4
Motor hull insurance 25 23
Insurance of assets 37 34
Total 66 61

Costs of insurance coverage are recognised in the state-
ment of comprehensive income line “General administrative
expenses”.

As at 31 December 2017, the Bank does not record as part of
its non-current tangible and intangible assets the following:
» Assets encumbered by a pledge;

» Assets with a limited right of disposal;

e Acquired assets for which the ownership title was not
recorded in the Land Register as at the reporting date, but
which is used by the Bank; and

 Assets acquired in privatisation.

As at 31 December 2017, the Bank’s non-current tangible and
intangible assets were insured up to 100% of the total amount
of assets (31 December 2016: 100%).

12. Other Assets

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Loss receivables (non-credit) from various debtors 2 645 2 639
Loss receivables from securities 6104 6104
Amounts due from assigned receivables 43 -
Operating advances made 186 180
Inventories 80 124
Deferred expenses 755 751
Accrued income 94 88
Receivables from various debtors 482 389
Receivables from shortages and damage 118 149
Other receivables from clients 2124 1160
Other receivables 415 479
Other assets before provisions 13 046 12 063
Provisions for possible losses from other assets (8 894) (8 920)
Total other assets 4152 3143

Provisions for possible losses from other assets mainly relate to the loss receivables from various debtors and loss receiva-
bles from securities.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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An analysis of movements in provisions for possible losses from other assets is as follows:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Balance at the beginning of reporting period 8 920 8 893
Provisions for impairment losses on other assets, net (Note 29) (28) 26
Other assets written-off and assigned (Note 29) 1 -
FX difference 1 1

Balance at the end of reporting period 8 894 8920

As at 31 December 2017 and 31 December 2016, the Bank does not recognise as part of other assets any amounts to which a
pledge is attached or for which it has a limited right of disposal.

The Bank does not recognise any subordinated financial assets as part of other assets.

13. Due to Banks and Deposits from the National Bank of Slovakia and Other Banks

(EUR ‘000) 31 Dec 2017 31 Dec 2016
Residual maturity within one year:

In EUR 1535 929

In foreign currency 262 215
Residual maturity of over one year:

In EUR 8571 2000
Total 10 368 3144

Amounts due to banks by type of product:

(EUR ‘000) 31 Dec 2017 31 Dec 2016
Deposits 4 206
Term accounts of other banks 266 218
Loans received from other financial institutions* 10 007 2 001
Other liabilities to financial institutions 91 719
Total 10 368 3144

*In 2016, the Bank participated in a sustainable energy project financing programme in cooperation with the European Bank for
Reconstruction and Development. At the end of 2017, the Bank recorded funds of EUR 10 000 thousand (31 December 2016: EUR
2 000 thousand).

An analysis of received loans by individual types of banks (all loans are denominated in EUR, unless stated otherwise):

Type of Loan Accordlng Contractual Maturity
(EUR ‘000) as at 31 Dec 2017 31 Dec 2017 31 Dec 2016

Loans received from banks:

European Bank for Reconstruction

25 Oct 2021 10 007 2001
and Development

Long-term

Total 10 007 2001

Of the total amounts due to banks as at 31 December 2017 and 31 December 2016, the Bank does not recognise any overdue
payables.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Interest on amounts due to banks:

31 Dec 2017
in%

Contractual maturity within one year:

31 Dec 2016
in %

In EUR - - - -

In foreign currency (0.20) 1.90 (0.05) 1.90
Contractual maturity of over one year:

In EUR 0.55 0.55 0.47 0.47

14. Amounts due to Customers

Amounts due to customers by type:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Current accounts and other short-term amounts due to customers 701 017 654 569
Term deposits 346 641 466 458
Pass books 17 925 17 932
Received loans 7 371 9 200
Municipality accounts and local governments 36 363 33052
Other liabilities 362 280
Total 1109 679 1181 491

In 2014, the Bank participated in the financing programme for SME clients in co-operation with the Slovensky zaruc¢ny a rozvo-

jovy fond. At the end of 2017, the Bank recorded funds amounting to EUR 7 371 thousand (2016: EUR 9 200 thousand).

Amounts due to customers by sector:

(EUR 000 " Sibec2017 | 31pec2ots

Non-financial organisations 289 452 288 154
Individuals 643 332 701 932
Financial institutions 8 624 7 582
Trade licence holders 18 246 20023
Insurance companies 6772 5 245
Non-profit organisations 38 394 39124
Non-residents 68 496 86 379
Government sector 36 363 33052
Total 1109 679 1181 491

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Amounts due to customers by residual maturity:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Residual maturity within one year:

In EUR 1021511 1071715

In foreign currency 24 097 27 148
Residual maturity over one year:

In EUR 64066 82618

In foreign currency 5 10
Total 1109 679 1181 491

Interest on amounts due to customers:

31 Dec 2017 31 Dec 2016
in % in %

Contractual maturity within one year:

In EUR 0.01 1.00 0.01 1.00

In foreign currency 0.00 0.90 0.01 1.00
Contractual maturity over one year:

In EUR 0.15 12.00 0.01 12.00

In foreign currency 0.00 0.00 0.00 0.00

As part of its liquidity risk management efforts, the Bank regularly monitors deposit exposures and adjusts the structure of its
assets to ensure its sufficient liquidity (in the form of highly-liquid assets) in the event that it may need to pay out cash deposits

or grant loans.

As at 31 December 2017, the total of primary deposits of depositors with deposits exceeding EUR 3 320 thousand represented

10.61% of the Bank’s funds (31 December 2016: 11.52%).

15. Liabilities from Issued Debt Securities

(EUR 000 [ SiDec207 | 31Dacaots

Residual maturity within one year:

Liabilities from financial bills of exchange 653 1150

Liabilities from mortgage bonds 16 999 20010

Liabilities from issued bonds 105093 50 149
Residual maturity over one year:

Liabilities from issued bonds 45000 45000
Total 167 745 116 309

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Interest on liabilities from issued debt securities:

31 Dec 2017 31 Dec 2016
in% in %

Contractual maturity within one year:

In EUR (0.15) 0.50 (0.11) 1.00

In foreign currency - - - -

Contractual maturity over one year:
In EUR 0.49 0.49 0.49 0.49

In foreign currency = = = =

In 2017, the Bank issued short-term bonds with a total face
value of EUR 105 000 thousand and Mortgage Bonds, with a
total face value of EUR 17 000 thousand.

In 2016, the Bank issued short-term bonds with a total face
value of EUR 50 000 thousand and long-term bonds with a
total face value of EUR 45 000 thousand and issued Mortgage

Bonds with a total face value of EUR 20 000 thousand.
In 2017, the Bank repaid Mortgage Bonds with a total face val-
ue of EUR 20 010 thousand and short-term bonds with a total
face value of EUR 50 000 thousand.

In 2016, the Bank repaid Mortgage Bonds with a total face
value of EUR 30 952 thousand.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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16. Other Liabilities

(EUR 000 T SiDec207 | 31Dec201s

Various creditors

Tax liabilities (except for income tax liabilities)
Provisions for unbilled and other liabilities

Social fund

Settlement with employees

Settlement with social institutions

Negative fair value of financial derivatives (Note 22)
Liabilities from payment transactions

Other liabilities
Total

Summary of changes in the social fund:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Balance at the beginning of reporting period
Additions during the reporting period

Drawings during the reporting period

Balance at the end of reporting period

17. Subordinated Debt

Tvoe of Loan Curr Type of Loan by Start of Loan Contractual Interest
yP : Maturity Drawdown Maturity Rate 2017

Subordinated debt:
OTP Financing

Netherlands B.V. EUR Long-term Sep 2014
OTP Financing
Malta Company EUR Long-term Dec 2015

Ltd.
Total (EUR '000)

Subordinated debt totalling EUR 20 million represents Tier 2
capital for the Bank in the amount of EUR 15.4 million pur-
suant to Regulation of the European Parliament and of the
Council No. 575/2013 (Note 33).

OTP Financing Netherlands B.V. is a financial company,

a member of the OTP Group, with its seat at Westblaak 89,
3012 KG Rotterdam, Netherlands. OTP Financing Malta Com-
pany Ltd. is a member of the OTP Group with seat at Level

2, Regional Business Centre, University Heights, MSD 1751,
Msida, Malta.

2086 1927
284 627
726 770
112 89

1178 1431
280 360

- 1
13312 14 201
3019 3139
20 997 22 545

89 67
192 189
(169) (167)
112 89

31 Dec

3M EURIBOR +

Sep 2021 3.41%p. a. 18 008 18 008
3M EURIBOR +

Dec 2022 2.37% p. a. 2000 2000

20 008 20 008

The scope of business of the above companies primarily

includes:

e Raising and provision of financial borrowings and loans,
accession to a debt as a co-debtor;

e Provision of financial guarantees, provision of securities to
third parties;

e Advisory and consulting activities;

¢ Investments of financial funds; and

e Lease, development, management, acquisition of movable
and immovable assets.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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18. Equity

The Bank's equity comprises:

(EUR 000 " aiDec2017 | 31Dec20ts

Share capital 111 580 88 539
Reserve funds 6338 6179
Retained earnings 13 487 16 508
Revaluation of available-for-sale financial assets b4 (533)
Gain/(loss) for the reporting period (5 930) (3021)
Total equity 125 539 107 672

Share Capital

The Bank's share capital as at 31 December 2017 is as follows:

| Facemont | 5N | NumberofShares | FaceValueof Shares

Repaid and registered in the Commercial Register

EUR 3.98 per share SK1110001452 3000000 11 940
EUR 3.98 per share SK1110004613 8503 458 33843
EUR 39 832.70 per share SK1110003003 570 22705
EUR 1.00 per share SK1110016559 10019 496 10 020
EUR 1.00 per share SK1110017532 10031 209 10 031
EUR 1.00 per share SK1110019850 23041 402 23041
Total share capital 111 580

The Bank’s share capital increased by EUR 23 041 thousand in 2017 and has been fully paid. The increase in the share capital
was effected by the repayment of subscribed shares by the shareholders.

The Bank's share capital as at 31 December 2016 was as follows:

Face Amount ISIN Number of Shares Face Value of Shares

Repaid and registered in the Commercial Register

EUR 3.98 per share SK1110001452 3000000 11 940
EUR 3.98 per share SK1110004613 8503 458 33843
EUR 39 832.70 per share SK1110003003 570 22 705
EUR 1.00 per share SK1110016559 10019 496 10 020
EUR 1.00 per share SK1110017532 10031 209 10 031
Total share capital 88 539

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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The type, form, nature and tradability of shares as at 31 December 2017 was as follows:

EUR 3.98 per share SK1110001452 ordinary
EUR 3.98 per share SK1110004613 ordinary
E:;:" L SK1110003003 ordinary
EUR 1.00 per share SK1110016559 ordinary
EUR 1.00 per share SK1110017532 ordinary
EUR 1.00 per share SK1110019850 ordinary

registered uncertified publicly tradable
registered uncertified publicly tradable
registered uncertified publicly non-tradable
registered uncertified publicly tradable
registered uncertified publicly tradable
registered uncertified publicly non-tradable*

*The Bank is obliged under the terms of issue to launch the issue to the securities market. As of the reporting date, this pro-

cedure was completed.

The type, form, nature and tradability of shares as at 31 December 2016 was as follows:

EUR 3.98 per share SK1110001452 ordinary
EUR 3.98 per share SK1110004613 ordinary
Erlj:r:? P SK1110003003 ordinary
EUR 1.00 per share SK1110016559 ordinary
EUR 1.00 per share SK1110017532 ordinary

registered uncertified publicly tradable
registered uncertified publicly tradable
registered uncertified publicly non-tradable
registered uncertified publicly tradable
registered uncertified publicly tradable

No special rights are attached to the shares. Voting rights per share are equivalent to the face value per share.

As at 31 December 2017, no shares of OTP Banka Slovensko, a.s. are held by the Bank and its subsidiaries.

Reserve Funds

As at 31 December 2017, reserve funds in the amount of EUR
6 338 thousand (31 December 2016: EUR 6 179 thousand)
comprise the legal reserve fund in the amount of EUR 5 034
thousand (31 December 2016: EUR 5 034 thousand) and other
capital reserves in the amount of EUR 1 304 thousand (31
December 2016: EUR 1 145 thousand).

The legal reserve fund is intended to cover potential future
losses; its distribution to shareholders is restricted in ac-
cordance with the Slovak Commercial Code.

Retained Earnings

As at 31 December 2017, the Bank recognises in equity re-
tained earnings in the amount of EUR 13 487 thousand
(31 December 2016: EUR 16 508 thousand).

19. Income Taxes

(EUR ‘000)
Current tax expense
Deferred tax (income)/expense

Total

In line with the General Meeting's decision (Note 41),
in 2Q 2017 the Bank settled a loss reported for 2016
by decreasing retained earnings by the amount of
EUR 3 021 thousand.

Revaluation of Available-for-sale Financial Assets

Available-for-sale financial assets are remeasured to fair
value. Gains and losses on revaluation are recognised in eq-
uity as “Revaluation of available-for-sale financial assets”.

As at 31 December 2017, the Bank recognises in equity a
profit on revaluation of available-for-sale financial assets,
net of income tax, in the amount of EUR 64 thousand

(31 December 2016: a loss of EUR 533 thousand).

31 Dec 2017 31 Dec 2016
399 2420
(258) (2 985)
141 (565)

As at 31 December 2017, the Bank recognised income tax expense in the amount of EUR 141 thousand in the statement of com-
prehensive income (31 December 2016: tax revenue of EUR 565 thousand). The Bank recognised an increase in the deferred tax
liability for 2017 in the amount of EUR 158 thousand in items recognised through equity (2016: decrease of EUR 927 thousand).
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The Bank's tax on pre-tax profit differs from the theoretical tax which would arise if the income tax rate was applied as follows:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Pre-tax profit/(loss) (5 789) (3586)
Theoretical tax at 21% (2016: 22%) (1216) (789)
Non-taxable income (289) (184)
Non-deductible expenses 1322 456
Provisions for assets and provisions for liabilities, net (108) (2)
Adjustment of provisions for uncertain utilisation of deferred tax assets 432 (410)
Adjustment of the current tax for the previous year - 4
Effect of a change in the corporate income tax rate - 360
Income tax expense/(revenue) for the current reporting period 141 (565)
Effective tax for the reporting period (2.43) % 15.76 %

For the reporting period, the Bank recorded a positive tax base of EUR 2 358 thousand (31 December 2016: a positive tax base
of EUR 11 439 thousand).

20. Current and Deferred Income Tax

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Current tax asset/(liability) 1904 (596)

Total current tax asset/(liability) 1904 (596)

Deferred income taxes are recognised using the liability method on a balance sheet basis. The application of this method
reports temporary differences, ie the differences between the tax base of assets or liabilities and their carrying amount in the
statement of financial position. The effective 21% tax rate valid for the following reporting period was applied (2016: 21%):

(EUR ‘000) 31 Dec 2017 31 Dec 2016
Deferred tax liability

Difference between net book value and net tax value of tangible assets (632) (647)
Revaluation reserves on available-for-sale securities (recognised through equity) (83) (2)
Total deferred tax liability (715) (649)
Deferred tax asset

Loans (provisions for loan impairment losses) 8 660 7 807
Provisions for liabilities 222 302
Tax losses that can be carried forward = 96
Revaluation reserves on available-for-sale securities (recognised through equity) 66 144
Total deferred tax asset 8 948 8 349
Adjustment for uncertain utilisation of deferred tax asset (3 200) (2767)
Net deferred tax asset/(liability) 5033 4933

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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(EUR ‘000) 31 Dec 2017 31 Dec 2016

Net deferred tax asset/(liability) — opening balance at 1 Jan
(Debited)/credited to profit/loss for the reporting period
(Debited)/credited to equity

Net deferred tax asset/(liability) — closing balance

When recognising the deferred tax asset, the Bank followed
the prudence principle. Based on the approved budget and
effective tax legislation the Bank expects to recognise positive
tax bases in the following years.

4933 1021
258 2985
(158) 927

5033 4933

The Bank did not recognise a deferred tax asset of EUR 3 200
thousand (31 December 2016: EUR 2 767 thousand), associat-
ed with temporary differences resulting from provisions for
loans and a portion of tax losses carried-forward, owing to its
uncertain timing and utilisation in future reporting periods.

21. Provisions for Liabilities, Contingent Liabilities and Other Off-Balance Sheet Items

In the ordinary course of business, the Bank becomes party
to various financial transactions that are not reflected in the
statement of financial position but recognised in the off-bal-
ance sheet. These include liabilities resulting from provided

(EUR ‘000)

Unused loan commitments

Other guarantees provided to banks

Other guarantees provided to clients

Unused overdrafts and authorised overdraft facilities

Issued letters of credit

Total

Loan commitments represent the unused part of permissions
to provide financial funds as loans, guarantees, or letter of
credits. The Bank faces potential losses related to credit risks
resulting from loan commitments in the amount of unused
loan commitments. The estimated amount of exposure is,
however, lower than the total unused loan commitments,
since the majority of such commitments are subject to loan
covenants that clients are required to comply with.

To cover estimated losses on unused loans, guarantees, and
letters of credit, the Bank creates provisions in the case when
a payable - as a result of past events - has to be settled and

it is likely that such settlement of a payable will require cash
outflow, and the amount payable can be reliably estimated.
The calculation of the provision for off-balance sheet liabilities
is analogous to the case of credit exposure. Issued guaran-
tees, irrevocable letters of credit, and unused loan commit-

guarantees, unused loan commitments and issued letters
of credit. The following represent notional amounts of these
off-balance sheet financial liabilities, unless stated otherwise.

31 Dec 2017 31 Dec 2016
27 288 27170
402 218
23198 15620
24 671 23940
150 =
75709 66 948

ments are subject to detailed monitoring of credit risks and
loan principles, as in the case of loans extended.

Within its ordinary activities the Bank is party to court and
other disputes and litigation. Each dispute is subject to moni-
toring and regular re-assessment as part of the Bank'’s stand-
ard procedures. If it is probable that the Bank will be required
to settle the claim and a reliable estimate of the amount can
be made, provisions are recorded.

The management of the Bank believes that obligations that
could arise from these disputes and litigation would not
significantly affect the current and future financial situation of
the Bank. Considering the advice of lawyers and the status of
individual cases, the Bank created provisions for these risks
in the amount of EUR 2 946 thousand as at 31 December 2017
(31 December 2016: EUR 3 550 thousand).
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The Bank recognised the following provisions:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Provisions for:
Unused loan commitments
Guarantees
Issued letters of credit
Litigations and other disputes
Retirement payments

Total

The creation and release of provisions for off-balance sheet
liabilities is recognised in the statement of comprehensive

income line “Provisions for impairment losses on loans and
off-balance sheet, net”. The creation and release of a provi-

sion for retirement payments is recognised in the income sta-

139 119
31 25

1 -
2946 3550
114 120
3231 3814

tement’s line “General administrative expenses”. The creation
and release of provisions for litigations and other disputes is
recognised in the statement of comprehensive income line
“Other operating revenues/(expenses), net”.

An analysis of changes in provisions for guarantees and unused loan commitments:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Balance at the beginning of reporting period
Creation of provision
Release of provision

Balance at the end of reporting period

An analysis of changes in the provision for litigations and other disputes:

(EUR ‘000)

Balance at the beginning of reporting period
Creation of provision

Use of provision

Release of provision

Balance at the end of reporting period

144 99

532 403

(505) (358)

171 144

31 Dec 2017 31 Dec 2016

3550 2757

80 813

(658) (13)

(26) (7)

2 946 3550

In 2017, the provision was used to cover expenses resulting from resolved legal disputes.

An analysis of changes in the provision for retirement payments:

(EUR ‘000)
Balance at the beginning of reporting period
Creation of provision

Release of provision

Balance at the end of reporting period

31 Dec 2017 31 Dec 2016

120 107
16 31
(22) (18)
114 120
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22. Derivative Financial Instruments

The tables below represent the financial derivative instruments at face and fair values as at 31 December 2017 and 31 De-
cember 2016:

Face Value of Assets Face Value of Liabilities
(EUR “000)
31 Dec 2017 31 Dec 2016 31 Dec 2017 31 Dec 2016

16 025 = 6042

Currency instruments

Currency swaps 9 504

Total 9 504 16 025 - 6042

Positive Fair Value Negative Fair Value
31 Dec 2017 31 Dec 2016 31 Dec 2017 31 Dec 2016

Currency swaps 1

(EUR ‘000)

Currency instruments

Total 1 () - 1

Positive fair value is included in “Financial assets at fair value through profit or loss” and negative fair value is included in
“Other liabilities”. Changes in the fair value of derivative financial instruments that do not qualify for hedge accounting are
recognised in the statement of comprehensive income line “Gains/(losses) on financial transactions, net”.

23. Net Interest Income

, Year Ended Year Ended
AU 31 Dec 2017 31 Dec 2016

Interest income:

Loans and other receivables 44732 50 964
Placements with other banks 216 1280
Financial assets for sale 244 1348
Held-to-maturity financial investments 2180 2073
Total interest income 47 372 55 665

Interest expense:

Due to banks and deposits from the National Bank of Slovakia and other banks and other payables (47) (4)
Amounts due to customers (2 724) (7 020)
Liabilities from issued debt securities (121) (510)
Subordinated debt (604) (624)
Total interest expense (3 496) (8 158)
Net interest income 43 876 47507

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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24, Provisions for impairment losses on loans and off-balance sheet, net

. Year Ended Year Ended
(EUR “000) 31 Dec 2017 31 Dec 2016

Creation of provisions for loan receivables (43 881) (42 521)
Release of provisions for loan receivables 18 275 16178
Use of provisions for written-off and assigned loans 18910 426
Loans written off and assigned (Note 8) (18121) (262)
(Creation)/reversal of provisions for guarantees and unused loan commitments, net (Note 21) (27) (45)
Provisions for impairment losses on loans and off-balance sheet, net (24 844) (26 224)

25. Net Fee and Commission Income

. Year Ended Year Ended
(LG 31 Dec 2017 31 Dec 2016

Fee and commission income:

Banks 1771 1613
Public administration 228 240
Individuals 6 945 6790
Other sectors 7008 6091
Total fee and commission income 15 952 14734

Fee and commission expense:

Banks (1352) (1 487)
Individuals (82) (106)
Other sectors (2782) (2 621)
Total fee and commission expense (4 216) (4 214)
Net fee and commission income 11736 10520

26. Gains/(Losses) on Financial Transactions, Net

, Year Ended Year Ended
(EURNO00) 31 Dec 2017 31 Dec 2016

Gain/(loss) from foreign exchange transactions 1178 886
Gain/(loss) from futures and forwards (483) (1308)
Net gains/(losses) on financial operations 695 (422)

In 2017 and 2016, the Bank carried out interrelated transactions within the Group, which are assessed as a whole. Such tran-
sactions include currency swaps concluded with the parent company and subsequent investing of available funds or through

reverse repurchase transactions with the parent company (Note 5). The total profit/(loss) from such transactions is presented
in the following table:

, Year Ended Year Ended
(EURNO00) 31 Dec 2017 31 Dec 2016

Loss on fixed futures and forwards (489) (1327)
Interest income on reverse repurchase transactions 183 1118
Total (306) (209)

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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27. Gains/(Losses) on Financial Assets, Net

, Year Ended Year Ended
ERERO 31 Dec 2017 31 Dec 2016

Net gain/(loss) on financial assets transactions

Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

A significant year-to-year decrease in amortisation of
non-current intangible assets resulted from a reassessment
of the useful life of software, as the Bank plans to use soft-
ware for longer than originally planned.

In 2017, the costs of auditing the financial statements

securities trader for the NBS, conferences, training courses,
services related to a review of receivables (only in 2016), in-
formation system security review, tax advisory (only in 2016)
and MIFID Il consulting services (only in 2017).

The Bank has no pension scheme other than Slovakia’'s state

AFS securities — shares* - 4237
of which amounted to EUR 124 thousand (2016: EUR 111 thousand). pension system. Pursuant to the Slovak legal regulations, an
T A ——— s —cry i 5 894 The costs of non-audit services provided by the audit firm employer is obliged to pay contributions to social security,
and its network member firms amounted to EUR 73 thousand health insurance, medical insurance, accident insurance, un-
Increase in 2016 . 1341 (2016: EUR 59 thousand). employment insurance, and contributions to a guarantee fund
set as a percentage of the assessment base. These expenses
Investments in subsidiaries and other ownership interests (net of applicable provisions) - (133) Non-audit services include: audit of the consolidation pack- are charged to the statement of comprehensive income in
age and of the Bank's prudential reports, preparation of a the period in which the employee was entitled to receive the
. . . long-form auditor’s report and a review of measures of the salary.
Net gains/(losses) on financial assets - 4104

*Sale of shares of VISA Europe Ltd. (see Note 7)

28. General Administrative Expenses

(EUR ‘000)

Year Ended Year Ended
31 Dec 2017 31 Dec 2016

29. Other Operating Revenues/(Expenses), Net

, Year Ended Year Ended
(3L 31 Dec 2017 31 Dec 2016

Provisions for impairment losses on other assets

Creation of provisions for other assets (19) (44)
Personnel expenses .
Release of provisions for other assets 46 18
Wages and salaries (12 831) (12 879) . .
Other assets written-off and assigned (Note 12) 1 -
Social security expenses (4 655) (4 471)
Supplementary pension scheme contributions (182) (187) i .
Costs for the creation of provisions
Other social expenses (192) (189) ) . L ) .
(Creation)/release of provisions for litigations and other disputes and other risks, net (Note 21) (54) (806)
Expenses for provisions
Other revenues
(Creation)/release of provisions for retirement payments, net 6 (13)
Revenues from sale of real estate and other assets 94 1
Lease revenues 1 2
Other administrative expenses . .
Revenues from sale of commemorative coins 12 15
Purchased services (5914) (5 864) .
Other operating revenues 178 208
Expenses for IT administration and maintenance (2 491) (2577)
Entertainment expenses (1 855) (1 746)
. Other operating revenues/(expense), net 259 (606)
Other purchased supplies (1501) (1 444)
Local and other taxes other than income tax (1017) (1 054)
Special levy on selected financial institutions (2 630) (2 635) 30. Iltems of Other Comprehensive Income
Contributions to other funds* (108) (407) ) o
Other expenses (332) (296) The items of other comprehensive income:
(EUR “000) Year Ended Year Ended
Depreciation, amortisation and write-downs of non-current tangible and intangible assets 31 Dec 2017 31 Dec 2016
Non-current tangible assets (2 549) (2 584) Available-for-sale financial assets
Non-current intangible assets (1 260) (2119) Gain/(loss) on revaluation of available-for-sale financial assets 755 (1 348)
Reclassification adjustment of the gain on the sale of shares included in profit/(loss)* - (2 896)
Pl ST e T G s o e 37511) (38 465) aD:iee:;ed tax liability/(deferred tax asset) on revaluation reserves on available-for-sale financial (158) 290
*This item includes a contribution to the Deposit Protection Fund and expenses for a resolution fund. Reclassification adjustment of deferred tax on the sale of shares * - 637
Other comprehensive income 597 (3317)

*Purchase of shares of Visa Europe Ltd. by Visa INC. (see Notes 7 and 27).
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Foreign Assets and Liabilities

The Bank provides banking services primarily in the territory of the Slovak Republic. Some assets and liabilities were placed

outside of the Slovak Republic.

The structure of assets and liabilities related to counterparties outside the Slovak Republic:

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Assets 47 251
Of which: Hungary 17 240
Of which: Other EU countries 26 973

Liabilities 265 865
Of which: Hungary 219093
Of which: Other EU countries 39743

40 251
9 404
28 364

223752
166 634
46178

As at 31 December 2017 and 31 December 2016, the Bank’s non-current tangible and intangible assets were localised only in

the territory of the Slovak Republic.

Vyska vynosov od zahrani¢nych subjektov

. Year Ended Year Ended
SRR 31 Dec 2017 31 Dec 2016

Interest income on:

Term deposits provided to OTP Bank Nyrt (Hungary) 152
Subordinated bonds issued by OTP Bank Nyrt (Hungary) 244
Reverse REPO transactions with OTP Bank Nyrt (Hungary) 183
Foreign government bonds (Bulgaria) 295
Issued mortgage bonds and bonds with negative interest (Hungary) 113
Dividends from VISA Inc. shares 9

Gain on sale of Visa Europe Ltd. shares (Notes 7 and 27) =
of which
Remeasurement via statement of comprehensive income in 2015 -
Reclassification of remeasurement to 2016 profit/loss -

Recognition of other components of received consideration -

The amount of income from other foreign entities is not significant for the Bank.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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32. Related Party Transactions

Under “IAS 24 - Related Party Disclosures” (IAS 24), a related
party is defined as:

a) A person or a close family member of that person if that
person:

1) has control or joint control over the reporting
entity, whereas control means authority to control
financial and operating policy of the reporting en-
tity in order to gain benefits from its activities and
joint control means contractually agreed participa-
tion in control of operating activities;

2) has significant influence over the reporting entity,
whereas significant influence means authority to
participate in decisions on financial and operating
policies of the reporting entity, but not control over
such policies; significant influence can be gained
by holding shares, through articles of association
or an agreement; or

3) is a member of the key management personnel of
the reporting entity or of a parent of the reporting
entity, whereas the key management personnel in-
clude individuals who have authority and respon-
sibility for planning, governance and control of the
reporting entity’s activities, directly or indirectly,
including each director (whether executive or oth-
er) of this reporting entity;

b) The entity and the reporting entity are members of the
same group;

c) An associate or joint venture of the reporting entity (or
an associate or joint venture of a member of the group of
which the reporting entity is a member);

d) The entity, if this entity and the reporting entity are joint
ventures of the same third party;

e) The entity, if this entity is a joint venture of the third party
and the reporting entity is an associate of the third party
and/or if the entity is an associate of the third party and the
reporting entity is a joint venture of the third party;

f) The entity is controlled or jointly controlled by a person
identified in a);

g) A person identified in a1) has significant influence over the
entity or is a member of the key management personnel of
the entity (or of a parent of the entity).

In ordinary business, the Bank enters into transactions with
related parties made on an arm'’s length basis.

The following tables present an overview of assets and lia-
bilities, and expenses and revenues in relation to the Bank's
related parties.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Transactions
Management
Personnel
of OTP Bank

Transactions
Management
Personnel of

Companies
OTP Group
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Overview of transactions in the statement of comprehensive income:
OTP Bank

31 Dec 2017 (EUR ‘000)

the Bank

717

134
(605)

Interest income

(737)

(15)

(117)

Interest expense

21

21

Provisions for impairment losses on loans and off-balance

sheet, net

38
(852)

19
(343)

19
(509)

Fee and commission income

Fee and commission expense

(488)

(488)

Gains/(losses) on financial transactions (FX), net

Gains/(losses) on financial assets, net

Other operating revenues/(expenses), net

(1 606)
(2 898)

(1185)
(1 950)

(421)
(938)

General administrative expenses

(10)

Total
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OTP Bank

31 Dec 2016 (EUR ‘000)

Personnel
of OTP Bank

Personnel of

OTP Group

the Bank

2897

253
(628)

2 639

Vynosové uroky

(925)

(28)

(264)

Nakladové uroky
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Provisions for impairment losses on loans and off-balance

sheet, net

Gains/(losses) on financial transactions (FX), net
Gains/(losses) on financial assets, net
Other operating revenues/(expenses), net
General administrative expenses

*see “Key Management Personnel Compensation”

Fee and commission income
Fee and commission expense

Total
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In 2017, the Bank performed the following transactions
within the OTP Group:

 Spot and forward transactions with the parent company,
OTP Bank Nyrt. — provided and received term deposits, cur-
rency spots and currency swaps;

e Provided short-term loans on a recurring basis to the parent
company, OTP Bank Nyrt., secured by securities within re-
verse REPO transactions;

* Sold Mortgage Bond Issues XXXI and XXXII to the parent
company, OTP Bank Nyrt; and

* Sold short-term bonds to the parent company, OTP Bank
Nyrt.

All the above transactions were made on an arm'’s length
basis.

In 2016, the Bank performed the following transactions
within the OTP Group:

 Spot and forward transactions with the parent company,
OTP Bank Nyrt. — provided and received term deposits, cur-
rency spots and currency swaps;

e Provided on a recurring basis short-term loans to the parent
company, OTP Bank Nyrt., secured by securities within re-
verse REPO transactions;

 Sold Mortgage Bonds, Issues XXVIII, XXIX and XXX to the
parent company, OTP Bank Nyrt., and

 Sold short-term and long-term bonds to the parent compa-
ny, OTP Bank Nyrt.

All of the aforementioned transactions were made on an
arm'’s length basis.

Key Management Personnel Compensation

Compensation includes all short-term employee benefits,
including all forms of countervalues paid, payable or provided
by or on behalf of the reporting entity in exchange for services
provided to the reporting entity. In 2017, compensation in the
amount of EUR 748 thousand (2016: EUR 696 thousand) was
paid to the members of the Board of Directors and the Super-
visory Board; they are short-term employee benefits.

The remuneration policy for members of the Board of Direc-
tors is compliant with the CRD Ill Directive.

As at 31 December 2017, the Bank recognised loan receiva-
bles from the members of the Board of Directors and Supervi-

sory Board in the amount of EUR 287 thousand (31 December
2016: EUR 217 thousand).

In 2017, received loan instalments totalled EUR 193 thousand
(2016: EUR 12 thousand). Loans provided as at 31 December
2017 bore interest ranging between 1.50 and 4.55% (31 De-
cember 2016: 1.79 - 4.00%).

In 2017 and 2016, in respect of the members of the Board of

Directors and Supervisory Board:

¢ The Bank did not waive or write off any loan or other receiv-
ables.

¢ The Bank does not record any other loans, advances, guar-
antees or other collateral.

* The Bank does not record any significant transactions.

Interest rates and other conditions of related party transac-
tions do not differ from the Bank's standard interest rates and
contractual terms and conditions.

33. Regulatory Capital

As of 1 January 2014, Regulation (EU) No. 575/2013 of the
European Parliament and of the Council on prudential require-
ments for credit institutions and investment firms entered into
effect stipulating among others the method for the calculation
of the Bank's regulatory capital as well as the calculation of
requirements for the Bank’s regulatory capital.

Pursuant to the aforementioned Regulation (EU) No. 575/2013
of the European Parliament and of the Council, the Bank's reg-
ulatory capital comprises Tier 1 Capital and Tier 2 Capital.

Tier 1 Capital consists of:

- Tier 1 own capital: (share capital, the legal reserve fund,
and retained earnings from previous years. ltems decreas-
ing the amount of original own funds comprise the net book
value of intangible assets).

- Tier 1 supplementary capital — not recorded by the Bank at
the end of the period under review.

Tier 2 capital comprises a subordinated debt (Note 17).

Pursuant to Regulation (EU) No. 575/2013 of the European
Parliament and of the Council the banks are required to meet
the following requirements for regulatory capital:

a) Share of Tier 1 own capital in the amount of 4.5%;

b) Share of Tier 1 capital in the amount of 6%; and

c) Total share of capital in the amount of 8%,

Increased by the amounts of the relevant capital cushions.

Under Act No. 483/2001 as amended, the National Bank

of Slovakia set a cushion to maintain capital as Tier 1 own
capital in the amount of 2.5% of the total risk exposure as of
1 October 2014 and determined the level of the countercycli-
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cal capital cushion for Slovak exposures at 0.5%. In 2018, the
countercyclical capital cushion will be increased to 1.25% with
effect from 1 January 2018.

In the period under review and as at the reporting date, the
ratio of the Bank's total own funds exceeded the minimum lev-

The structure of the Bank's regulatory capital is as follows:

el required by the EU and Slovak legislation. As at 31 Decem-
ber 2017, the Bank achieved the following shares: the share
of Tier 1 own capital at 13.25%, the share of Tier 1 capital at
13.25% and the total share of capital at 15.02%.

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Tier 1 capital
Tier 1 own capital
Capital instruments allowable as Tier 1 own capital
Repaid capital instruments
Retained earnings
Retained earnings from previous years
Allowable gain or (-) loss
Other provisions
(-) Intangible assets
(-) Other items decreasing the amount of Tier 1 own capital
Tier 1 supplementary capital
Tier 2 capital
Repaid capital instruments and subordinated debt
Positive revaluation reserves

(-) Other items decreasing the amount of Tier 2 capital

Regulatory capital
Proportion of own capital (CET1) to risk-weighted assets
Proportion of Tier 1 capital to risk-weighted assets

Total proportion of capital to risk-weighted assets

34. Supplementary Data to Statements of Cash Flows

115 557 99 897
115 557 99 897
111 580 88 539
111 580 88539
7 557 13 487
13487 16 508
(5 930) (3021)
5034 5034
(8299) (6 479)
(315) (684)

15 375 18 974
15 375 18 974
130 932 118 871
13.25% 10.85%
13.25% 10.85%
15.02% 12.92%

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Cash, due from banks and balances with NBS except for mandatory minimum reserve

Deposits with other banks, falling due within three months

Due to banks, falling due within three months

Total cash and cash equivalents

168 601 172 391
9 2

(361) (1 144)
168 249 171 249

Mandatory minimum reserve in the amount of EUR 12 732 thousand (31 December 2016: EUR 7 272 thousand) is excluded from
cash and cash equivalents as its withdrawal is restricted (see Note 4).

Significant non-cash movements excluded from cash flows are as follows:

(EUR ‘000)

Write-off and assignments of loans (Note 8)

31 Dec 2017 31 Dec 2016

(18 121) (262)
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35. Financial Instruments and Risk Management

A financial instrument means any arrangement that entitles
the entity to obtain cash or other financial assets from a
counterparty (financial asset), or which binds the entity to pay
cash or to provide other financial assets to a counterparty
(financial liability).

Financial instruments are recorded by the Bank in the trading
or banking book. The trading book includes those positions

in financial instruments that are held by the Bank for trad-
ing purposes — short-term sale, and to achieve income from
actual or expected differences between purchase and selling
prices or from other changes in prices or interest rates.

The Bank's exposure to risks results from the use of financial
instruments. The most significant risks include:
* Credit risk
» Market risk
o Currency risk
o Interest rate risk
o Other price risk
e Liquidity risk
e Operational risk

Risk Management Framework

The Risk Division is responsible for risk management at the
Bank and comprises the Credit Risk Operation Department,
Risk Analysis and Regulation Department, Workout and Mon-
itoring Department, and Market & Operational Risk Department.

The Board of Directors represents a statutory body, including

the Bank's executive management, which oversees risk-re-

lated issues. The authorities to manage risk are also dele-

gated to the following individual steering committees, which

oversee the risks:

e Asset/Liability Management Committee (ALCO)
Based on monitoring key information on assets and liabil-
ities the ALCO makes decisions and proposes measures
in order to optimise the structure of assets and liabilities
to achieve maximum profitability of the Bank’s own capital
within the limits of acceptable risk;

* Risk management committee;

* Monitoring committee;

» Workout committee; and

 Operational risk management committee (ORC).
ORC has a control, coordination, advisory and deci-
sion-making function in the area of operational risk man-
agement. It approves the Bank’'s approach to various areas
of operational risk and has an advisory as well as a de-
cision-making function in the management of continuous
operations (the so-called business continuity management)
and acts as an emergency team in emergency situations.

The Board of Directors delegates its control over risks to the

aforementioned committees in the form of statutes where the
members of the steering committees, including their compe-

tencies and responsibilities, are designated.

The competencies of the advisory and working bodies are
specified in the Board of Directors’ instruction: “Signature
and Competency Order in OTP Banka Slovensko, a.s.”. An in-
ternal regulation is prepared for each type of risk and defines
in detail the competencies and responsibilities of individual
bodies of the Bank.

36. Credit Risk

Credit risk is the risk that a client or a counterparty of a
financial instrument will fail to meet its contractual obliga-
tions, which would expose the Bank to the risk of a financial
loss. This risk is predominantly driven by loans advanced to
clients, receivables from banks and financial investments.
The Bank classifies the level of accepted credit risk using
limits for the risks accepted with respect to a single debtor or
a group of debtors and with respect to industries.

The credit exposure limit is set based on an analysis of the
borrower’s ability to repay the granted loan. When analysing
credit risks, the Bank takes into consideration the mitigation
of risks with collateral instruments and guarantees from
individuals and legal entities. The analysis is performed

by specialists — loan analysts — who are not involved in the
Bank's business activities.

The Bank also evaluates debtors using scoring/rating models
developed for individual products and client segments.

Regular monitoring of the quality of the existing loan portfolio
and monitoring of trends in the Bank'’s portfolio form a signif-
icant part of risk management that helps maintain the quality
of the entire portfolio and the required level of the Bank’s risk
expenses.

When recovering debts, the Bank applies a wide range of
recovery instruments and strategies depending on the type
and amount of the relevant debt. For recovery, the Bank applies
both internal and external forms of recovery. In the event of the
unsuccessful recovery of debts from clients or a failure to con-
clude an agreement with the client, the Bank performs the hard
collection of receivables depending on the collateral type of the
receivable and financial conditions of the client, or the assign-
ment or write-off of a receivable (if conditions for writing-off

of a receivable are met). Default and specific receivables are
addressed by the Bank's specialised internal team in coopera-
tion with the legal department and other specialised Bank units.

When monitoring and managing credit risks, the Bank pays
attention to concentration and residual risks.
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A concentration risk is a risk arising from the concentra-
tion of the Bank'’s transactions with an individual, a group of
economically-related entities, the state, a geographic area,
an industry, or a risk arising from credit risk mitigation
procedures. Bearing in mind concentration risk management
efficiency, the Bank focuses on the quality aspect of port-
folio management and appropriate portfolio diversification
in compliance with the specified concentration limits (large
asset exposure, industry or other limits).

Residual risk means a risk arising from the fact that the
recognised procedures for credit risk mitigation used by the
Bank are less effective than expected.

Credit Risk Management Organisation

The Risk Division is a business unit managed by the Bank's
Deputy CEO, who is a member of the Board of Directors.
The division is responsible for reviewing credit risk, in-
cluding:

e Preparation of the strategies, principles, processes and
procedures applied to risk management, which cover the
rules for loan assessment, collateral requirements for rele-
vant risk levels and relating reporting;

« Setting limits for concentrating exposure to counterparties,
related parties, and countries, and monitoring compliance
with the limits;

¢ Assessment of credit risk in line with the defined principles;

* Monitoring of meeting portfolio quality requirements and
compliance with limits, and taking relevant corrective
measures;

e Preparation and validation of scoring and rating models;

e Preparation, maintenance and back testing of a provisioning
model; and

e Preparation of reports on credit, market and operational
risks to be submitted to the Board of Directors and the
Supervisory Board.

Provisions

As at the date of the financial statements, the Bank assess-
es and reassesses provisions for provided loans. The Bank
creates provisions based on the calculation of the incurred
loss that is calculated as a difference between the carrying
amount of a loan receivable and the present value of estimat-
ed future cash flows including the flows from realisation of
collaterals discounted using the loan interest rate.

The Bank creates provisions representing the best estimate to
cover the existing losses in the loan portfolio. Provisions cov-

er estimated loan impairment losses if there are one or more

objective proofs of impairment. Objective proof of impairment
may include information about major financial difficulties of

the debtor, which lead to a loss event and which were identi-
fied after the initial recognition of the loan receivable.

The Bank evaluates credit risk on an individual and portfo-
lio basis and records specific and portfolio provisions. The
Bank creates specific provisions for individually-significant
loan receivables. For a group of loan receivables that are
not individually significant or for loan receivables in which
impairment has not been identified on an individual basis,
provisions are created on a portfolio basis.

Loans assessed on an individual basis comprise corporate
receivables without any identified impairment with exposure
to a customer exceeding EUR 850 thousand, for which the
Bank first assesses, on an individual basis, whether individ-
ually-significant objective proof of impairment of financial
assets exists. If the Banks decides that there is no objective
proof of impairment with respect to the financial assets
assessed on an individual basis, such assets are included in
a portfolio of financial assets with similar credit risk char-
acteristics and their impairment is assessed on a portfolio
basis.

The Bank also assesses, on an individual basis, corporate
receivables with identified impairment with exposure to a
customer exceeding EUR 200 thousand, corporate receiva-
bles in bankruptcy proceeding and in restructuring proceed-
ing under the law and retail receivables with identified fraud,
retail receivables secured by immovable assets in bankrupt-
cy and in default for more than 1550 days. The amount of the
provision is the difference between the carrying amount and
the recoverable amount, being the present value of expected
cash flows, including amounts recoverable from guarantees
and collateral, discounted at the original effective interest
rate of loans as at the processing date.

Provisions for loan losses are assessed with reference to
the credit and economic standing of the debtor and take into
account the value of all collateral or third party guarantees.
Specific provisions are recognised if objective proof con-
firming impairment of the loan receivable exists, with the
impairment occurring after the initial recognition of the loan.
Loan receivables for which impairment is assessed on an
individual basis and for which the impairment loss continues
to be recognised are not included in a portfolio assessment
of impairment of assets.

If the Bank identifies that there is no objective proof of
impairment of a loan receivable on an individual basis, such
loan receivable is included in a portfolio of loan receivables
with similar characteristics and assessed for impairment.

The Bank creates portfolio receivables on a portfolio basis
using risk parameters for the given portfolio. Portfolio provi-

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

Annual report 2017

Notes to the Separate Financial Statements

Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

sions cover losses that have not been individually identified
but based on historical experience are inherent in individual
portfolios at the reporting date. In the calculation of provi-
sions for portfolio-measured receivables the Bank applies
statistical modelling based on the historical portfolio behav-
iour trends. The calculation of portfolio provisions is based
on the probability of default (PD), loss given default (LGD),
rate of return (RI) and receivable value. The calculation of
provisions is sensitive to a change in input parameters.

Receivables assessed on a portfolio basis include other retail
receivables, corporate receivables from mass products (all
types of Quick Loans, Solvent Business Card), and corporate
receivables with exposure to a customer up to EUR 850 thou-
sand and corporate receivables with identified impairment
with exposure to a customer up to EUR 200 thousand.

Individually-significant receivables for which no objective
proof of their impairment exists are subject to the measure-
ment on a portfolio basis. In this manner, the Bank measures
corporate receivables without identified impairment with
exposure to a customer exceeding EUR 850 thousand, ie re-
ceivables for which no impairment has been identified on an
individual basis. The Bank creates the so-called IBNR provi-
sions for such loan receivables.

Loan receivables which are not individually significant and
are assessed on a portfolio basis are classified by the Bank
according to the number of days they are overdue and signs
of default. Relevant portfolio provisions are created by the
Bank.

The Bank adjusts the measurement of loan receivables on a
monthly basis as at the reporting date and in the event of an
extraordinary or unforeseeable event requiring more atten-
tion in terms of risk. In the calculation of provisions, the Bank
considers estimated future cash flows to be generated from
impaired loans and their timing. These estimates are subject
to a number of uncertainties and risks due to the high volatili-
ty of external factors affecting the portfolio quality.

The Bank believes that estimates used in the process of
quantifying provisions for loan losses, including off-balance
sheet exposures (in particular estimates regarding future
cash-flows from impaired loans and probabilities of loan de-
fault), represent the most reasonable projection of the future
development of relevant exposures available under current
circumstances. The management considers the recognised
amount of provisions to be adequate to cover incurred losses
from impaired credit exposures.

The Bank continues to monitor current economic conditions
and their impact on estimates used in the loan impairment

calculation. All estimates and underlying assumptions are

reviewed on an ongoing basis. Adjustments to estimates of
loan impairment are recognised in the period in which the

estimate is revised if the adjustment affects only that peri-
od, or in the period of the revision and future periods if the
adjustment affects both current and future periods.

Policy for Writing-Off of Receivables

The Bank writes off its loans and placements once the Bank
receives a document on the client’s insolvency, the court'’s
decision on discharge of a receivable, after the end of bank-
ruptcy proceedings, if the debtor died and the receivable
cannot be recovered from the heirs, or based on a decision
of the Bank’s management to drop the collection, should the
collection expenses exceed the amount receivable, or based
on the decision of the Bank's management to write off such
receivable if only a minimum or zero amount of proceeds

is expected to be recovered over a long period of time and
the customer is overdue with the loan repayment by more
than 1080 days. The Bank also performs a partial write-off
of receivables in the events when a portion of the receivable
is not acknowledged in court proceedings on the payment of
the receivable (in particular, the current interest recognised
as repaid after the loan is declared due); or where bankrupt-
cy has been declared on the client’s assets in the form of
liquidation of debts, if the interest and charges on receivables
charged during the year exceed 5% p.a. of the outstanding
principal.

Loan Collaterals

The estimated value of collateral is subject to numerous
uncertainties and risks. Amounts that may ultimately be
realised on liquidation of collateral for defaulted loans could
differ from estimated amounts and the difference may be
material. Collateral represents an estimated amount that the
Bank would receive upon enforcement of the collateral as a
result of a failure to repay the loan.

Collateral fair value is estimated based on the value of
collateral when the relevant loan is advanced. Collateral is
monitored to review the current value and quality of the col-
lateral in the entire loan period. Individual forms of collateral
are subject to revaluation whose frequency depends on the
collateral used and the client's segment.

In respect of collateral treatment, the Bank pays special
attention to the valuation and revaluation of individual
collateral instruments, calculation of accepted collateral
value, specification of collateral permissibility for credit risk
mitigation and realisation of collateral in case of default of a
collateralised loan.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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The Bank predominantly accepts the following types of col-

The Bank principally uses the following forms of collateral

31. december 2016

Separate Financial Statements for the Year Ended 31 December 2017
prepared in accordance with International Financial Reporting Standards as adopted by the European Union

Coverage by

Coverage by

lateral: realisation: . . Collateral Provisions and
. . . . (v tis. EUR) Provisions
« Financial collateral (cash, securities etc.); « Voluntary auction; Collaterals
e Immovable assets; . Foreclosqre proceedlngs; . ' Loans measured on an individual 122 562 39 421 32.20% 46 019 69.70%
e Movable assets; and e Cash realisation of collateral held in support of the Bank’s basis, total
e Receivables and inventory. receivable in bankruptcy or restructuring proceedings; Retail loans 5830 3984 68.30% 3500 128.40%
 Call to subdebtors to pay from pledged trade receivables; Of which with identified impair- 5 930 3084 48.30% 3500 128.40%
The Bank uses the following legal instruments: * Enforcement of a bill of exchange in court; ment o B
» Pledge; * Assignment of a receivable; and Non-retail loans 116 732 35437 30.40% 42519 66.80%
« Collateralising transfer of receivables; « Collection through external collection agencies based on a Of which with identified impair- v 8o s 437 700 0602 s5.00%
« Blocking of cash. mandate agreement. ment AU AER
Loans measured on a portfolio o o
The collateral valuation methodology and collateral revalua- Defaulted Loans Portfolio basis, total LRl P A RER2 L) (LLEAR: L1208
tion frequency are dependent upon the type of collateral and Non-retail loans 401 836 4 352 1.10% 226 578 57.50%
minimum criteria pursuant to the valid legislative regulations Defaulted loans represent a portfolio of loan receivables that 0f which with identified impai
. . . . L o - . which with identified impair- 4310 2891 67.10% 297 74.00%
implemented in the Bank’s integral regulations. The monitoring  meet the definition of default. The definition of default is set R o I L
of the value of collateral mstruments is speuﬁc for each type forth |n.Art|cle 178 of Regulatlop No. 575/20.13 of thg Europe- Retail loans 701 070 35560 5.10% 474 334 72.70%
of collateral and the Bank applies an appropriate measure of an Parliament and of the Council on prudential requirements e e
prudence and conservatism. for credit institutions and investment firms. ment . 60 942 31854 52.30% 28472 99.00%
, .. . . .. T N . . Other - - - - -
The Bank’s decision-making in realising collateral is indi- Description of default events (loss events) is included in par-
vidual and depends on factors such as the current condition agraph “Loans and receivables and provisions for expected Total 1225 468 79 333 6.50% 746 931 67.40%
and Yalue of collat.eral, the current value of the receivable, losses”. Of which assessed on an individual VA 39984 9.90% IR AL
receivable collection speed, costs of recovery etc. basis
Of which assessed on a portfolio 821 402 39 349 4.80% 521717 68.30%

basis
Classification of Risks from Loans and Receivables
As for the credit exposure as at 31 December 2017, 10 major credit exposures amounted to 5% of the total gross amount of

LI loans (31 December 2016: 5% of the total gross amount of loans).

Provisions and
Collaterals

31. december 2017 Coverage by

. Collateral
Provisions

(v tis. EUR)

'l;::i": t"::ls‘"ed on an individual 86 529 39518 45.70% 31416 82.00% Exposure to Credit Risk from Loans and Receivables by Business Industries
Retail loans 7 943 5 459 68.70% 4810 129.30% 31 De‘c 2017 Carrying An.lo_unt Specific Provision Portfolio Provision Carrying Afn.ount
e T (EUR ‘000) Before Provisions After Provisions
0, [}
ment 7 e L S 2 Electricity generation 31369 2 299 75 28 995
Non-retail loans 78 586 34 059 43.30% 26 606 77.20% Households 734 986 5582 41710 687 694
Of which with identified impair- Agriculture and
ment 62 547 34 059 54.50% 24 864 94.20% food-processing industry 59 283 5719 374 53190
i Trad d i 73590 6 637 1173 65 780
:;°af's t"'teals"'ed on a portfolio 1141730 46510 4.10% 715 227 66.70% radeandservices
CELED U E) Metallurgy and machinery 22 854 270 398 22 186
Non-retail loans 411 344 4591 1.10% 212791 52.80% Chemical industry 6 401 271 4 6126
cr::evr\:thiCh with identified impair- 4037 2913 72.20% 654 88.40% Transport and infrastructure 7993 230 268 7 495
Timber and paper produc-
Retail loans 730 386 41919 5.70% 502 436 74.50% o papere 5105 16 147 4942
cn)wfevr\:thiCh with identified impair- 58 792 38510 65.50% 21176 101.50% Construction industry 22 091 3911 514 17 666
oth Real estate 102 426 7 946 284 94196
er - - - - -
Public administration and
Total 1228 259 86 028 7.00% 746 643 67.80% defence 20038 - 90 19 948
:f V\.lhlch assessed on an individual 372 755 40 092 10.80% 194 702 63.00% !:lnanual services except 2660 860 8 1732
asis insurance
g;:iI:ICh assessed on a portfolio 855 504 45936 5.40% 551 941 69.90% Other industries 139 463 5777 1 405 132 281
Total 1228 259 39518 46 510 1142 231

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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31 Dec 2016 Carrying Amount e - . - Carrying Amount

(EUR ‘000) Spec"lc Pro‘"s'on Portfouo Pro‘"5|on
Electricity generation 34280 1167 80 33033
Households 702 352 3971 35418 662 963

Separate Financial Statements for the Year Ended 31 December 2017
prepared in accordance with International Financial Reporting Standards as adopted by the European Union

T Measured on an Individual Basis with Identified Impairment | Measured on a Portfolio Basis with Identified Impairment
ec

(EUR ‘000) Carrying Amount Carrying Amount | Carrying Amount Carrying Amount

Before Provisions After Provisions | Before Provisions After Provisions

Non-retail loans 74 825 35437 39 388 4310 2 891 1419

Agriculture and Overdrafts and revolving

o 46 704 5277 371 41056 10 302 7 537 2765 952 505 447
food-processing industry loans
Trade and services 85 999 10 205 1071 74723 :nvistment and operation 63195 27873 35322 1402 673 729
Metallurgy and machinery 27 168 1586 138 25 444 oans
Chemical industry 9119 1343 4 7772 G EECIIE UL - - - 1943 1706 237
accounts
Transport and infrastructure 8282 237 318 7727 Pl (s 1328 27 1301 13 7 6
;'omnber and paper produc- 3742 20 99 3623 Other - - - - - -
Construction industry 25 038 5 649 352 19 017 Retail loans 5830 3984 1846 60 942 31854 29 088
Real estate 110 002 5 262 364 104 376 Mortgages 1135 919 216 5 549 1398 4151
. . ) Consumer loans 4 695 3065 1630 54132 29 355 24777
Public administration and
defence 56 ZAY B L2 gels Overdrafts on term deposit
P - - - 1165 1019 146
Financial services except accounts
insurance 8 U e Sl Other - - - 96 82 14
Other industries 147 229 4666 1565 140 998 Total 80 655 39 421 41234 65 252 34 745 30507
Total 1225 468 39 421 39912 1146 135
Analysis of Restructured Loans and Receivables, Gross of repayment with their debtors in cases when the debtor’s

As at 31 December 2017, the Bank reported a developer project portfolio in the amount of EUR 17 734 thousand (31 December
2016: EUR 20 673 thousand) and created provisions both on a portfolio basis and on an individual basis in the amount of

EUR 33 thousand (31 December 2016: EUR 9 thousand) and EUR 8 964 thousand (31 December 2016: EUR 8 264 thousand),
respectively.

financial position has deteriorated and the debtor is not able
Restructuring of a credit liability exists where it will probably  to duly repay its obligations.
result in a decrease of a financial liability for clients with
identified financial difficulties due to a waiver or deferral of The following table shows the quantitative analysis of all loan
the settlement of the principal, interest or relevant fees and receivables where the Bank performed internal debt restruc-
charges. The Bank may, therefore, modify contractual terms turing at the end of the reporting period.

(EUR ‘000) 31 Dac 2016

Analysis of Defaulted Loans and Receivables with Identified Impairment, Gross

Measured on an Individual Basis with Identified Impairment | Measured on a Portfolio Basis with Identified Impairment

31 Dec 2017
(EUR “000) Carrying An_io.unt Provisions Carrying Afn.ount Carrying An_io.unt Carrying Amount
Before Provisions After Provisions | Before Provisions After Provisions

Retail loans 10 642 9 056

Non-retail loans 62 547 34 059 28 488 4037 2913 1124 Overdue up to 30 days 7050 5138

i Overdue from 31 to 90 days 512 1081

lcz:“r:rafts e 672 2031 heve 410 262 103 Overdue more than 90 days 3080 2 837
[vestment and operation 55 819 29028 26 791 1610 889 721

; Corporate loans 34 941 28 849

nggﬁgiits on term deposit - - - 1995 1750 245 Overdue up to 30 days 16 361 7 869

Factoring loans 1 _ 1 17 12 5 Overdue from 31 to 90 days 599 4310

Other N _ N _ _ N Overdue more than 90 days 17 981 16 670

Retail loans 7 943 5 459 2 484 58 792 38510 20 282 Total 45583 37 905
Mortgages 1309 961 348 3310 989 2 321
Consumer loans 6634 4 498 2136 54 091 36 301 17 790
2!:;3;??5 on term deposit ~ . B 1276 1113 163
Other = = = 115 107 8
Total 70 490 39518 30972 62 829 41 423 21 406

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Information on Credit Quality of Selected Categories of the Bank’s Financial Assets

The table below summarises the quantitative distribution of corporate loans assessed on an individual and portfolio basis that

are neither overdue nor impaired by rating class:

Rating Class (EUR ‘000) 31 Dec 2017 31 Dec 2016

Corporate loans

| (the lowest risk of primary loan recoverability)
Il

1

\%

\Y

VI

\

VIII (the highest risk of primary loan recoverability)

Total - corporate loans

Loans granted to local governments

| (the lowest risk of primary loan recoverability)
I

I

1%

\%

Vi

Vil

VIII (the highest risk of primary loan recoverability)

Total - local governments

Total

11 366 17 629
19 499 32911
51 290 73 749
93 449 85603
87 977 103 706
89 306 70532
40978 28 540
7018 1735
400 883 414 405
3528 2994
4038 6960
7148 4861
3002 3664
791 8
1201 2161
330 1390

- 21

20 038 22 059
420 921 436 464

From the Bank'’s point of view, a loan can be generally granted to clients rated as |-V categories, and to clients rated as VI and
VIl categories under an exception considering other risk and business parameters. Clients rated as the VIl category cannot be
granted a loan. A client with a default event occurrence during the loan relationship is rated as VIII+1, which is part of the VlII

category.

The table below summarises the quantitative structure of placements with other banks by individual rating category:

Rating Class (EUR ‘000)
1=Vl
Non-classified

Total

31 Dec 2017 31 Dec 2016

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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The table below summarises the quantitative structure of available-for-sale financial assets (excl. investments in commercial

companies) by individual rating category:

T " aibec2017 | 31Dec2ots

\% 8721 -
V = 8353
VI-=Vill - -
Non-classified 1243 972
Total 9 964 9 325

The table below summarises the quantitative structure of held-to-maturity investments by individual rating category:

Rating Class (EUR ‘000) m 31 Dec 2016

Il 73 314 84107
1] 10560 =
IV-Vill - -
Total 83874 84 107

Available-for-sale financial assets and held-to-maturity financial investments were classified into rating categories according

to the ratings by Moody's, Standard & Poor’s, and Fitch Ratings.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Breakdown of Loans and Receivables by Number of Days Overdue

31 Dec 2017 Without Identified

Impairment

With Identified

N Defaulted
Impairment

Provision Total - Net

(EUR ‘000)

Within maturity 1062 381 21717 21717 (5 903) 1078 195
Up to 30 days overdue 22110 1640 1640 (1145) 22 605
From 31 to 90 days overdue 10 007 1376 1376 (2 547) 8836
From 91 to 180 days overdue 30 7 361 7 361 (3653) 3738
From 181 to 360 days overdue 34 12 794 12 794 (7 613) 5215
More than 360 days overdue 378 88 431 88 431 (65 167) 23 642
Total - gross 1094 940 133319 183 S19 (86 028) 1142 231
Provisions for loan losses (5 087) (80 941) (80 941) (86 028) -
Total - net 1089 853 52 378 52 378 - 1142 231
Claimable value of collateral 695139 51504 51504 - 746 643
T ST TN
Within maturity 1044 206 23 445 23 445 (5172) 1062 479
Up to 30 days overdue 22 065 1894 1894 (880) 23079
From 31 to 90 days overdue 12 864 8522 8522 (3811) 17 575
From 91 to 180 days overdue 44 12 568 12 568 (3 461) 9151
From 181 to 360 days overdue 42 14 490 14 490 (9 123) 5 409
More than 360 days overdue 340 84988 84988 (56 886) 28 442
Total - gross 1079 561 145907 145 907 (79 333) 1146 135
Provisions for loan losses (5167) (74 166) (74 166) (79 333) -
Total - net 1074394 71741 71741 - 1146 135
Claimable value of collateral 683 970 62 961 62961 - 746 931

If any portion of a receivable (principal, interest, etc) is overdue or if the receivable was not settled in full by the maturity date
or if the receivable is higher than the approved limit, the receivable is considered to be an overdue receivable.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Ageing Structure of Loans and Receivables without Identified Impairments, Gross Ageing Structure of Loans and Receivables with Identified Impairments, Gross

31 De‘c 2017 Within Maturity Overdue Overdue Provision 31 De‘c 2017 Within Maturity Overdue Overdue Provision

(EUR “000) 1 to 30 Days More Than 30 Days (EUR ‘000) 1 to 30 Days More Than 30 Days

Non-retail loans 421527 472 1347 423 346 1678 Non-retail loans 20 507 - 46077 66 584 36 972
Overdrafts and revolving loans 63592 - 210 63 802 276 Overdrafts and revolving loans 897 - 6 245 7 142 5293
Investment and operation loans 348 691 468 771 349 930 1350 Investment and operation loans 19 610 - 37 819 57 429 29917
Overdrafts on term deposit accounts 598 1 365 964 26 Overdrafts on term deposit accounts - - 1995 1995 1750
Factoring loans 8 644 3 - 8 647 26 Factoring loans - - 18 18 12
Other 2 - 1 3 - Other - - - - -

Retail loans 640 854 21638 9102 671594 3409 Retail loans 1210 1640 63 885 66 735 43 969
Mortgages 17 188 1068 305 18 561 35 Mortgages 144 81 4 394 4619 1950
Consumer loans 621510 20520 8673 650 703 3314 Consumer loans 1055 1559 58 111 60725 40799
Overdrafts on term deposit accounts 1853 26 117 1996 52 Overdrafts on term deposit accounts - - 1276 1276 1113
Other 303 24 7 334 8 Other 11 - 104 115 107

Total 1062 381 22110 10 449 1094 940 5087 Total 21717 1640 109 962 133 319 80 941

TR R TR T e T T

Non-retail loans 437 299 816 1318 439 433 1461 Non-retail loans 19 082 992 59 061 79 135 38 328
Overdrafts and revolving loans 62 675 130 60 62 865 222 Overdrafts and revolving loans 1899 - 9 355 11 254 8 042
Investment and operation loans 367579 682 893 369 154 1179 Investment and operation loans 17170 992 46 435 64597 28 546
Overdrafts on term deposit accounts 828 4 365 1197 45 Overdrafts on term deposit accounts - - 1943 1943 1706
Factoring loans 6217 - - 6217 15 Factoring loans 13 - 1328 1341 34
Other - - - - - Other - - - - -

Retail loans 606 907 21 249 11972 640 128 3706 Retail loans 4363 902 61507 66772 35838
Mortgages 21 611 1478 928 24017 120 Mortgages 1512 166 5006 6 684 2317
Consumer loans 583 157 19726 10919 613 802 3501 Consumer loans 2839 730 55 258 58 827 32 420
Overdrafts on term deposit accounts 1879 24 117 2020 75 Overdrafts on term deposit accounts - - 1165 1165 1019
Other 260 21 8 289 10 Other 12 6 78 96 82

Total 1 044 206 22 065 13 290 1079 561 5167 Total 23 445 1894 120568 145 907 74166

Loans without identified impairments include portfolio- and individually-assessed loans.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Concentration of Credit Risk to the Slovak Republic 37. Market Risk Currency Risk

The Bank is exposed to market risks. Market risks arise from
open positions in transactions with interest rate, foreign
exchange, and equity instruments, all of which are exposed
to general and specific market changes. The Bank does not
undertake any transactions with gold, precious metals or
other commaodities.

The following table presents the Bank's credit risk to the Slovak Republic, companies controlled by the Slovak government,

municipalities, and similar exposures:
31 Dec 2017 31 Dec 2016

Currency risk is the risk that the value of financial instru-
ments will fluctuate due to changes in foreign exchange
rates.

To analyse foreign currency risk sensitivity, the Bank uses
the historical simulation method of Value- at-Risk (VaR)

(EUR ‘000) Portion of Portion of
Total Assets Total Assets

Cash, due from banks and balances with the

e 134 732 9.24% 147 272 10.12% Market Risk Management methodology. To calculate VaR, the.Bank opted for a 9.9%
. — confidence level, a one-year historical database of daily EUR/
I;zzzisi)fenﬁ)gzzzlvables net of provisions for 19 948 1.37% 22 094 1.52% The Bank’s brincipal risks includ (forei ) foreign currency movements, and a 1-day time limit. The VaR
) prmupa FISKs Inctu .e currency troreign ex reflects the potential loss that will not be exceeded in 99% of
Held-to-maturity financial investments 73314 5.03% 73 482 5.05% change) risks and interest rate risk. overnight movements in foreign exchange rates.
Total 227 994 15.64% 242 848 16.69%

The Bank categorises its financial instruments into the
trading portfolio (trading book) or the non-trading portfolio
(banking book) reflecting the purpose for which the financial
instruments have been acquired.

The set of currency risk limits consists of the following re-
strictions in respect of the Bank’s open positions:

e Overnight limits

¢ Intraday limits

¢ VaR limit

¢ Daily stop-loss limit

Stress test limit and extraordinary stress test limit

Concentration of Credit Risk to other EU Member States

The following table presents the Bank’s credit risk to other member states of the European Union:

The trading book also includes positions arising from select-
ed banking instruments acquired by the Bank with a view to
generating short-term profits from the difference between
the purchase and sale price. All other positions in financial
instruments are carried in the banking book.

(EUR ‘000) Portion of Portion of
Total Assets Total Assets

Held-to-maturity financial investments 10560 0.72% 10 625 0.73%

Total 10560 0.72% 10 625 0.73%

The Bank has established maximum exposure limits to se-
lected counterparties (banks). The counterparty limit is split
into the credit limit, settlement limit and pre-settlement limit
depending on the type of undertaken transactions.

Maximum Exposure to Credit Risk

The following table provides an overview of the Bank's maximum exposure to credit risk, regardless of any held collateral or
other mitigation of credit risk resulting from financial instruments (assets):

(EUR ‘000) 31 Dec 2017 31 Dec 2016

Due from banks and balances with the National Bank of Slovakia 146 099 150 331
Financial assets at fair value through profit or loss 1 6
Available-for-sale financial assets, gross 9970 9 331
Loans and receivables, gross 1228 259 1225 468
Held-to-maturity financial investments 83874 84107
Subtotal of balance sheet risks 1468 203 1469 243
Guarantees issued 23 600 15838
Issued letters of credit 150 =
Loan commitments to clients 51 959 51110
Subtotal of off-balance sheet risks 75 709 66 948
Total 1543 912 1536 191

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Other Currencies

Net Foreign Exchange Position
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The table below provides an analysis of the Bank's foreign currency exposures in primary currencies for selected categories

of asset and liability:

Assets

181 333

770 9616 4170

166 777

Cash, due from banks and balances with the National Bank of Slovakia

Placements with other banks, net of provisions for possible placement

losses

Financial assets at fair value through profit or loss

9970
1142 231

1243

8727
1141972

Available-for-sale financial assets

203

55

Loans and receivables net of provisions for possible losses

83874

83874

Held-to-maturity financial investments

Liabilities

10 368
1109 679

262
3837

10106
1085577

Due to banks and deposits from the National Bank of Slovakia and other banks

9039

11226

Amounts due to customers

167 745

167 745

Liabilities from issued debt securities

Subordinated debt

20 008

20008

109 618

(9 158) 780 72

117 924

Net currency exposure at 31 Dec 2017

As at 31 December 2017, the “Value at Risk” calculated from open foreign currency positions of the Bank was EUR 1 thousand.

Other Currencies
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Assets

985 2 652 179 663

1205

174 821

Cash, due from banks and balances with the National Bank of Slovakia

Placements with other banks, net of provisions for possible placement

losses

Financial assets at fair value through profit or loss

9 331

972

8 359

Available-for-sale financial assets
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Due to banks and deposits from the National Bank of Slovakia and other banks

Loans and receivables net of provisions for possible losses

Held-to-maturity financial investments
Liabilities from issued debt securities
Net currency exposure at 31 Dec 2016

Subordinated debt

Amounts due to customers

Liabilities
As at 31 December 2016, the “Value at Risk” calculated from open foreign currency positions of the Bank was EUR 3 thousand.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

Interest Rate Risk

Interest rate risk is the risk that the net current value of
financial instruments will change due to changes in market
interest rates. An interest rate risk is a risk that the value of
a financial instrument will fluctuate as a result of changes in
market interest rates and the risk that the maturity of inter-
est-accruing assets will differ from the maturity of inter-
est-bearing liabilities used to finance these assets. Hence,
the period for which the interest rate is attached to the finan-
cial instrument shows the extent to which this instrument is
exposed to the interest rate risk.

In the classification of interest-rate sensitive assets and
liabilities by time bands, the Bank uses a statistical model
for the classification of deposits without contractual maturity
and loans with an administrative (floating) interest rate. The
model is based on the calculation of a minimal margin from
correlations between market interest rates and the interest
rates of individual deposit and loan products.

These notes are an integral part of these separate financial statements. This
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In monitoring interest rate risk the Bank uses the following
limits for the interest rate risk inherent in the trading book
and for the interest rate risk inherent in the banking book:

Limits for the Interest Rate Risk Inherent in the Trading
Book:

e Trading book position limit
eDuration-position limit

Limits for the Interest Rate Risk Inherent in the Banking
Book:

« Interest rate risk limit (interest rate shock scenarios)
¢ The interest rate risk limit upon a change in the shape of

the yield curve for the whole portfolio (jointly the banking
book and the trading book)

is an English translation of the original Slovak language document.
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which will have a linear effect on the yield curve shape within
2.5 years; there is no change in the yield curve shape over

tial decrease in the economic value in the event of a change
2.5 years) the Bank set a limit of 5% of Tier 1 capital.

have an impact on the Bank’s economic value. For a poten-
in the yield curve shape (shift of the yield curve by 100 bp,
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These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

An analysis of interest rate risk sensitivity is based on the as-

sumption of a shift of the yield curve by 100 base points dur-
ing the following 2.5 years (straight-line). Therefore, assets
and liabilities with residual maturities over 2.5 years will not

Separate Financial Statements for the Year Ended 31 December 2017

Interest Rate Risk Sensitivity Analysis
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rate sensitivity. Assets and liabilities that are not sensitive to interest rates are classified as “not specified”.

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

Classification of Interest Rate Sensitive Assets and Liabilities by Time Band
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Separate Financial Statements for the Year Ended 31 December 2017

prepared in accordance with International Financial Reporting Standards as adopted by the European Union

Other Price Risks

Under the IFRS definition, other price risks represent the risk
that the fair value or future cash flows of a financial instru-
ment will fluctuate due to changes in market prices (other
than changes arising from the interest rate risk or currency
risks) irrespective of whether these changes are attributable
to the factors that are specific for the individual financial in-
strument or factors affecting all similar financial instruments
traded on the market.

Other price risks within the Bank primarily include equity
and commodity risks. The Bank is not an active player on the
equity or commodity markets and hence other price risks are
immaterial.

38. Liquidity Risk

Liquidity risk is the risk that the Bank will encounter difficul-
ties in raising funds to meet commitments associated with
financial instruments. The Bank monitors its liquidity based
on expected cash inflows and cash outflows and manages
the liquidity risk by building highly-liquid assets portfolios.

The net on-balance sheet liquidity position represents the
extent to which the Bank may be required to provide funding
to settle its liabilities associated with financial instruments.
The Bank maintains its liquidity profile in accordance with the
requirements of the National Bank of Slovakia. The following
tables show an analysis of the assets, liabilities and equity
according to their maturities, reflecting the remaining period
between the reporting date and the contractual maturity
date.

This analysis was prepared on the basis of the most prudent
consideration of maturity dates in cases where the repay-
ment schedules facilitate earlier repayment. The assets and
liabilities that could not be included into the relevant time
buckets according the residual maturity are reported in the
‘from 5 years and over’ category. Liabilities to clients due
within one month principally include current accounts from
which the clients are authorised to make withdrawals at call.
The Bank'’s historical experience suggests, however, that
these accounts represent a stable source of funding.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

Annual report 2017

114

Notes to the Separate Financial Statements

Separate Financial Statements for the Year Ended 31 December 2017
prepared in accordance with International Financial Reporting Standards as adopted by the European Union

™
™
™
-
T -]
= -
o
-
|
)
1
35
o
> >
e
€ c
o
'S
w
\
1
)
° &
> 8
>
E v
)
w
) 1
<
=
c
o
3
~
-
o
2
)
1
S w
c
$£
=35
- =
Em
o
IIS
™
™
™
-
)
s

Cash, due from banks and balances with the National Bank of Slovakia

°©
1=}
©
[+ 4
=}
=

Classification of Balance Sheet Assets and Liabilities into Time Bands per Residual Maturity as at 31 December 2017
Assets

Placements with other banks, net of provisions for possible place-

ment losses

Financial assets at fair value through profit or loss

9970
1142 231

1249

560718

8 685
147 226

36
29 506

Available-for-sale financial assets

382 446

22 335

Loans and receivables, net of provisions for possible losses

83874

82 002

96

1776

Held-to-maturity financial investments

Investments in subsidiaries

20 761

20761

Non-current tangible assets

8 299

8299

Non-current intangible assets

1904
5033
4152

1904

Current tax asset

5033

Deferred tax asset

286 1340

372

2 146

Other assets

31690 158 197 387 487 674 369 1457 567

205 824

Total assets

10 368

8571

1436

361

Due to banks and deposits from the National Bank of Slovakia and

Liabilities
other banks

1109 679

57 654 181 257 57 987 6084
45000

72 992

806 697

Amounts due to customers

167 745

49 580

173

Liabilities from issued debt securities

Current tax liability

3231
20 997
20008

125539

145 2946
4032

140

Provisions for liabilities

Other liabilities

16 957

20000

Subordinated debts

125539

Equity
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These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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Within 1 Year

Due to banks and deposits from the National Bank of

Slovakia and other banks
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Classification of Non-discounted Future Cash Flows from Financial Liabilities into Time Bands per Residual Maturity

1109 679

(738)
(1 357)
(2 307)
(4 402)

6379

58 379
45 656
21714

1045 659

Amounts due to customers

167 745

123 446

Liabilities from issued debt securities

Subordinated debts

20008

601

1307 800

134 320 6379

1171503

Total as at 31 Dec 2017

and Over Adjustment

From 5 Years

From 1 Year

1
©
Q
>
=
=
£
=
=

31 December 2016

3144

2 000

1144

Due to banks and deposits from the National Bank of

Slovakia and other banks

76 657 6963 (2091) 1181 491

45875
20 286

1099 962

Amounts due to customers

116 309

(2143)
(2 923)
(7 157)

72577

Liabilities from issued debt securities

Subordinated debts

20 008

2 042

603

1320 952

9 005

144 818

1174 286

Total as at 31 Dec 2016

Note: Non-discounted future cash flows arising from interest are included in individual categories of financial liabilities. A difference between the carrying amount of finan-

cial liabilities and their contractual non-discounted cash flows is disclosed in the Adjustment Column.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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39. Operational Risk

The Bank defines operational risk as the risk of loss arising
from the inappropriateness or failure of internal processes

in the Bank, human error, the failure of systems used by the
Bank or the risk of loss arising from external events. Opera-
tional risk also includes legal risk, ie the risk of loss primarily
due to a failure to enforce contracts, the threat of unsuccess-
ful legal disputes or court rulings with adverse impacts.

Operational risk management is addressed in the Instruc-
tions of the Board of Directors entitled “Procedures for
Operational Risk Management”, which provide guidance on
identifying, estimating, monitoring and mitigating opera-
tional risks. The Bank's principal objectives and principles

in managing operational risks and the method of calculating
capital requirements for operational risks are outlined in the
“Risk Management Strategy” document. Market & Operational
Risks department ensures compliance with the operational
risk management requirements, processes and techniques
and coordinates the development of basic principles and the
development and maintenance of consistent methodology for
identifying, monitoring, assessing and mitigating operational
risks.

The Bank's objective is to map operational risks in all process-
es and business activities and, based on an understanding and
analysis thereof, to adopt effective measures to mitigate the
impacts of operational risks and to improve process quality
while sustaining the Bank's competitiveness. The key aspect of
the operational risks management system is an active cooper-
ation between process owners and all organisational units of
the Bank, wide awareness, communication of information and

40. Earnings/(Loss) Per Share

understanding of the tasks assigned. The Bank has strictly-de-
fined competencies and responsibilities for the respective
work procedures in the operational risks area.

The Operational Risk Management Committee is responsible
for coordinating the operational risk management system.
Operational risks reports are regularly submitted to the
ALCO, the Bank’'s and parent company’s managements and
the regulator. Undesired disruptions of the Bank's activities
and protection of critical processes from the consequences
of serious errors and unforeseen events are covered by the
Bank's business continuity plans.

In the regular self-assessment process, the Bank analyses
significant sources of risk that the Bank is facing, identifies
new risks and estimates the impact and likelihood of the
origin thereof. The Bank adopts measures to mitigate and
eliminate operational risks while considering efficiency and
cost effectiveness of proposed measures in respect of the
respective process efficiency. In addition to the self-assess-
ment of risks, the Bank uses also other instruments for the
operational risk management, such as the system of Key
Indicators of Risk and Scenario Analysis.

Based on prior approval granted by the NBS to use the Ad-
vanced Measurement Approach and Operational Risk Man-
agement (AMA), the Bank as a member of the OTP Group has
been calculating the capital requirement to cover operational
risk using an advanced approach and the Group model since
September 2015. All internal and external data, business en-
vironment factors and scenario analysis results are entered
in the model.

The earnings/(loss) per share attributable to ordinary shares of the Bank are computed as net profit for the relevant year
attributable to the ordinary share-holders divided by weighted average number of ordinary shares outstanding during the

year as follows:

Profit/(loss) (in EUR ‘000)

Profit/(loss) for the reporting period attributable to ordinary share-holder (in EUR ‘000)

Profit/(loss) per share

At face value of EUR 3.98 (in EUR)

Weighted average number of ordinary shares

At face value of EUR 39 832.70 (in EUR)

Weighted average number of ordinary shares

At face value of EUR 1.00 (in EUR)

Weighted average number of ordinary shares

(5 930) (3021)

(5 930) (3021)

(0.264) (0.136)

18 11 503 458 11 503 458
(2 637.70) (1 359.05)

18 570 570
(0.066) (0.034)

18 21060739 20 050 705

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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41. Settlement of a Loss for the Previous Report-
ing Period

The General Meeting of OTP Banka Slovensko, a.s. was held
on 4 April 2017. The General Meeting approved the separate

financial statements for 2016 and the settlement of loss for
2016 as follows:

Settlement of the loss for 2016 (EUR ‘000)

Profit/(loss) for 2016 - loss (3021)
Settlement:
- Retained earnings from previous years (3021)

42. Proposed Settlement of a Loss for the Current
Reporting Period

Proposed settlement of the loss for 2017 (EUR ‘000) _

Profit/(loss) for 2017 - loss (5930)
Settlement:
- Retained earnings from previous years (5 930)

The proposed settlement of a loss for 2017 is subject to ap-
proval by the General Meeting of OTP Banka Slovensko, a.s.

43. Events After the Reporting Date

No other significant events occurred between the balance
sheet date and the authorisation date of the financial state-
ments for publication that would require an adjustment or
additional disclosure.

These notes are an integral part of these separate financial statements. This is an English translation of the original Slovak language document.
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