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Dear shareholders, clients and business partners,

I would like to thank you for your trust and sup-
port over the last year. 2018 was mainly a year of
the modernisation of internal processes and the
implementation of legislative changes.

For a bank of our size, the implementation of pro-
jects arising from the requirements of the Europe-
an legislation not only means high costs but also
significant dedication of staff capacity.

Therefore, it was necessary to make more effort
to find, in addition to these “obligatory rides”,
sufficient capacities and funds for development
projects in the field of bank services competitive-
ness. We were putting particular emphasis on the
projects of digitisation, simplification of processes
in the bank, better services for clients and on the
introduction of automatic credit systems.

To find funds for these development projects,
besides mandatory legislative implementation,
meant to strictly manage the costs of the bank.

The bank had limited room for higher revenues
on the market of low interest rates in the field

of loans. Lower margins had to be compensated
with a higher volume of the sale of consumer and
mortgages credits. These two products were the
main topics of our communication activities over
the last year.

The bank's balance sheet was also affected by
re-financing in the field of personal loans.

Within the corporate segment, in terms of long-
-term sustainability and protection against mar-
ket fluctuations, we were mainly supporting the
financing of small and medium-sized enterprises.
The focus on smaller clients in the initial year of
this change was negatively reflected in the deve-
lopment of the balance amount of corporate loans.
In the long term, however, the diversification will
bring greater stability for the bank.

We also put great emphasis on higher securi-
ty. As for mobile banking, our latest update has
strengthened log-in security features and has

also implemented a higher 3D Secure protection
standard for card payments. In 2018, we paid par-
ticular attention to the quality of our loan portfolio.
The volume of non-performing loans decreased
over the year with higher coverage of these loans
by loan-loss provisions, i.e. primarily in the field
of loans for citizens.

In 2018, the banking market became a battlefield
in a fight for the client. Therefore, we appreciate
very much our active clients, who significantly
contributed to the financial revenues of the bank.
We want to repay their loyalty not only with qua-
lity services, but also with activities in the field of
social responsibility. By means of our OTP READY
Foundation, we support children’s and students’
financial literacy not only in the Slovak language,
but also in Hungarian language schools, in sign
language and also for pupils with special needs.
Using simple parallels, we also teach the youn-
gest to understand the value of money and sound
management of finances. In order to increase
learning capacity, we opened our own financial
education centre in Trnava last year.

Let me thank the shareholders, clients and em-
ployees of the bank for their support in 2018.

Ing. Zita Zemkova

Chairwoman of the Board of Directors
and Director General

OTP Banka Slovensko, a.s.

Foreword by the Chairman of the Board of Directors



Companie bodies

Board of Directors

Ing. Zita Zemkova,

Chairwoman of the Board of Directors

and CEO of OTP Banka Slovensko, a.s.,

responsible for the management of the 1st Division — Organisation & Support

Ing. Rastislav Matejsko,

Member of the Board of Directors

and Deputy CEO of OTP Banka Slovensko, a.s.,

responsible for the management of the 2nd Division — Finance & Treasury

Ing. Radovan Jenis,

Member of the Board of Directors

and Deputy CEO of OTP Banka Slovensko, a.s.,
responsible for the management of the 3rd Division — Risk

Dr. Sandor Patyi,

Member of the Board of Directors

and Deputy CEO of OTP Banka Slovensko, a.s.,

responsible for the management of the 4th Division — Business

Supervisory Board

Jozsef Németh, Tamas Endre Voraos,
Chairman Member
Agnes Rudas, Krisztina Kovacs,
Member New Member of the Supervisory Board
commencement of the term of office from
Angelika Mikocziova, 19 June 2018
Member
Jaroslav Hora,
Atanaz Popov, New Member of the Supervisory Board,
Member commencement of the term of office from

13 December 2018
Attila Angyal,
Member
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Shareholders structure
31 December 2018

The share of domestic shareholders in share capital OTP Bank, Nyrt., is the only shareholder with a sha-

as of 31 December 2018 accounted for 0.54% re of more than 1% in the Bank's registered capital.
and the share of foreign shareholders accounted
for 99.46%.
Shareholder Shareholding partici- Share
pation (in ths. EUR) (in %)
OTP Bank, Nyrt. 125 887 99.44
Others 704 0.56
Total registered capital 126 591 100
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The report of the board

of directors on the com-
pany s business activities
and status of assets

The report on the company's business activities and status of assets for 2018.

1. Basic indicators
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1) After excluding the impact of individual VISA transactions (2016).
2) The number of full-time employees.
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3)In 2018, the indicator was affected by a change in the recognition of revenues. If there was no change in methodology, the level of the indicator would

account for 2.72%.

4) In 2018, the indicator was affected by a change in the recognition of revenues. If there was no change in methodology, the level of the indicator would

account for 81.3%.
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2. External environment

Tendencies of favourable global macro-economic develop-
ments from the previous period slightly worsened, while

the previous year has also brought several economic risks.
Particularly, the consensus of free international trade was
threatened after several restricting trade measures between
the United States of America and China had been implemen-
ted. Potential negative measures could highlight uncertainty
in the development of financial markets. Spearheaded by
the USA, several central banks started to gradually increa-
se basic interest rates. The eurozone adopted measures to
restrict the volume of the purchase of government bonds.
The form of the exit of the United Kingdom from the EU will
have a significant impact on the development the eurozone
economy and the financial system. The most risky develop-
ment scenario emphasises the slowdown of the growth of the
United Kingdom economy with a markedly negative impact
on the banks in the eurozone that have a large volume of
financial derivatives and loans towards entities operating in
the United Kingdom.

Like in most of the EU countries, the Slovak economy has
also recorded an accelerated economic growth. The ex-
pansion of the automotive industry and public expenditure
has strengthened the share of investments in the growth of
domestic demand. The production of new automobile manu-
facturer could also kick-start net export development. The
labour market has been experiencing particularly favourable
times. Historically low unemployment level and the further
increase in wages have been reflected in growing household
consumption. The improving financial situation of the popula-
tion suggests a higher tendency for indebtedness, while the
share of non-performing loans should fall. This factis also
strengthened by the development of inflation, which remains
above the average of interest rates, especially housing loans
and some types of business loans.

The Slovak banking market is characterised by a high share
of interest income in their total income. In an environment of
low interest rates and falling margins, the sector’s profitabi-
lity could be maintained especially due to the growth of loan
portfolios, higher income from fees and commissions and the
lower costs of credit risk. Long-term sustainability of these
costs, despite the NBS's limiting measures, can, however, be
negatively affected by the fast growth of loan portfolios and
deteriorated conditions in the external environment.

The total loan stocks in the sector increased on a year-on-
-year basis by 9.4%. Despite the measures the NBS adopted,
the rate of growth in housing loans maintained a high level
of 11.7%, mainly thanks to the low values of average interest
rates from new transactions at the level of 1.55%. Consumer
credits increased, compared to the last year's volume, by
12.2%, however, the dynamics of their growth has slightly
slowed down in recent months. Against the background of
steady interest margins, particularly in relation to higher
volumes, the dynamics of the growth in business loans re-
mained stable at a level of approximately 5.0%. Growth was
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recorded mainly in investment loans, while of operating loans
stagnated. The highest share in the year-on-year increase in
deposits, +12.6% (+EUR 2.2 bil.), was contributed by personal
current accounts, thanks to higher disposable household
incomes, which was a reflection of an improving situation on
the labour market. There also was a significant increase in
business accounts, which increased by 11.7% (+EUR 1.7 bil.).
Slovak banks have succeeded in the transition to the new
international standard IFRS 9, while the overall immediate
impact on the sector’'s own resources was assessed as rela-
tively low. The most significant impact of the higher volume
of loan-loss provisions was recorded in the case of loans
where there was a significant increase in the coverage of
credit risks from initial recognition (Stage 2). In the previous
year, the banks also had to deal with liquidity aspects, which
arises from the increasing average maturity of assets with
the increase in liabilities with the shortest maturity, from a
lower share of liquid assets in total assets and from a faster
growth of the share of loans in deposits.

In the following period, financial institutions will have to
focus on the question as to what extent they will be able to
make use of operationally more effective forms of functio-
ning, to what extent they will be able to acquire and activate
their clientele towards the more intensive use of products
and services against the background of the growing rate of
digitisation and automatisation and how successful the sale
of insurance products and collective investment products will
be, which currently are the greatest alternative resource of
the banks’ fee income.

3. Basic facts about
the bank’s performance

2018 was a year of adaptation to legislative and methodologi-
cal changes in relation to the transition to financial reporting
according to the rules of the international standard IFRS 9
and the harmonisation of accounting procedures at the level
of the bank group as a whole. These changes were funda-
mentally reflected in a lower operating income due to the
accounting for interest income from delinquent receivables
and interests on late payment on a net basis. The total volu-
me of rectifying items slightly decreased on a year-on-year
basis, while there was an increase in total rectifying items

in relation to non-performing loans from 62.5% to 86.5%.
The improved quality of the loan portfolio was reflected in
the lower costs of credit risks by 61.7%, particularly due to a
higher quality of assets, where the bank recorded a positi-
ve increase in the portfolio with a zero delay from 88.3% to
90.5% and simultaneously a decrease in assets with a delay
over 90 days from 8.9% to 6.5%. On the basis of a year-on-ye-
ar comparison, the bank recorded a significant decrease in
delinquent portfolio by EUR 34.6 mil., which was also caused
by write-offs and the sale of non-performing loans.

As for retail loans, the bank granted a slightly higher volu-
me of loans to its clients compared to 2017. The year-end

The report of the board of directors on the company's
business activities and status of assets for 2018



gross balance of housing loans was EUR 9 mil. higher on

a year-on-year basis. As for consumer loans, the bank was
supporting the sale during the year also with marketing cam-
paigns, but due to the more significant volumes of sold non-
-performing loans granted in the previous periods, their gross
balance dropped by EUR 16 mil. The improved quality of the
loans granted was also reflected in a year-on-year increase in
the total portfolio of performing loans by EUR 21 mil. and also
in their share in the total portfolio. This positive development
was achieved in both the segment of personal loans and in the
segment of business clientele loans.

The bank also continued to optimise its financing, it succeeded
in the acquisition of non-term deposits in the business segment
(+11.7%) and in the personal segment (+6.8%) as well.

An active account was selected by 15% more clients than a
year ago, the number of the bank's active clients increased on
a year-on-year basis by 8%, which was also reflected in an in-
crease in the number of transactions and in a higher rate of the
use of mobile banking applications. Savings accounts remained
interesting also thanks to its bonus interest rate. The clients in-
creased its total volume on a year-on-year basis by EUR 17 mil.

The process of stabilisation and further education of a quality
and experienced team of employees was important in 2018 as
well.

4. Financial results

4.1. Operating revenues

4.1.1. Net interest income

It decreased by 19.8% compared to the previous year. On the
one hand, lower interest income was caused by strong compe-
tition in the market environment where, in 2018, the interest ra-
tes of retail loans exceeded their historical minimum and where
the impacts of the NBS's legislative restrictions began to be felt.
On the other hand, the decrease was significantly affected by

a methodological change in the accounting for revenue, which
was adopted by the bank in order to harmonise the recognition
of revenues and costs at the level of the bank group as a whole.
According to the new methodology, income interests from
delinquent receivables are accounted for on a net basis, while
in the past a gross method was used, and subsequently, loan-
-loss provisions were created for interest receivables. Simul-
taneously, the bank changed the method for the recognition of
interest on late payment, which, according to the new methodo-
logy, will be included in revenues at the time they are paid. The
effect of this methodological change represented approximately
a half of the above year-on-year decrease. Net interest margin
dropped by 56 b.p. and at the end of the year it amounted to
2.45% (a NIM decrease would amount to 29 b.p. excluding the
impact of methodological changes).
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4.1.2. Net fee and commission income

ropped on a year-on-year basis by 5.4%. Lower fees than in the
previous years were collected by the bank from both loan and
deposit products. In the field of retail loans, the amount of col-
lected fees for early repayments and reminders were reduced
by price adjustments in accordance with the NBS applicable re-
gulation, and in the case of fees for changed contractual terms
and conditions, also a new accounting method according to the
“revenue recognition” accounting principle (revenue recogni-
tion). As for corporate fees from loans, fees for the monitoring
of long-term loans were accrued in a similar way. In 2018, in
the field of deposit fees, managed redirecting of clients to new
products was performed by means of more favourable packa-
ge prices. Simultaneously, the bank was trying to motivate its
clients to actively use advanced and more effective digital chan-
nels. In the field of card business, the bank recorded, on a year-
-on-year basis, higher income fees by 28.8%, with the highest
share of the fees contributed by card transactions. Simultaneo-
usly, it was able to make significant costs savings (-12.3%). The
volume of other fee income in 2018 was developing in a positive
way. The bank achieved an 11.3% (+EUR 239,000.00) year- on
year growth, mainly generated by higher volumes of commis-
sions from mediating the sale of third parties’ products.

2016 10.5

2017 11.7

EUR mil.

2018 1.1

4.2. Operation costs

increased by 10.8% compared to 2017. Personnel costs in-
creased due to a higher price of labour and a higher average
number of employees. The bank spent more on advertising and
promot in order to support the sale of personal loans in parti-
cular. In 2018, there was a more dynamic growth in the costs of
IT operation and depreciation caused by new investments in the
previous years. The bank's wedge was slightly higher compa-
red to the previous year. It was caused by a higher contribution
to the Resolution Fund.

The year-on-year ratio of operation costs to income was not
only affected by higher operation costs, but also by a significan-
tly lower operation income Therefore, on a year-on-year basis,
the indicator increased from 66% to 89% (excluding the impact
of methodological changes, C/I ratio would have been lower, at
a level of 81%).

2016 38.5

2017

EUR mil.
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2018 415

4.3. Credit risk costs

In 2018, the bank continued to conservatively assess the quality
of its loan portfolio, using measures focused on both the exis-

The report of the board of directors on the company's
business activities and status of assets for 2018



ting portfolio and newly granted loans. These activities brought
several positive effects, primarily a higher ratio of total loan-
-loss provisions to non-performing loans from 62.5% to 86.5%.
The quality of assets increased as well. The bank recorded a
positive increase in the portfolio with a zero delay from 88.3%
to 90.5% and simultaneously a decrease in assets with a delay
over 90 days from 8.7% to 6.4%. On the basis of a year-on-year
comparison, the bank recorded a significant total decrease in
delinquent portfolio by EUR 38.3 mil., which was also caused by
write-offs and the sale of non-performing loans. In compliance
with regulation, the bank implemented a methodological change
in the calculation of loan-loss provisions according to the IFRS 9
rules on 1 January 2018. On the basis of a year-on-year compa-
rison, the bank decreased the balance sheet stock of loan-loss
provisions by EUR 0.13 mil., which amounted to EUR 85.9 mil. at
the end of 2018. The volume of total risk costs in 2018 amounted
to EUR 9.5 mil. It decreased by as much as 61.7% on the basis of a
year-on-year comparison.
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4.4, Profit/loss

Demanding market conditions and the change in the metho-
dology of accounting for revenues, on an accrual basis in
relation to interest income and fee income, had a significant
impact on the amount of the bank's operating revenues. Des-
pite a significant year-on-year decrease in credit risk costs,
higher operation costs, arising primarily from the current
situation on the labour market, resulted in the fact that the
bank, in 2018, recognised an after tax profit/loss — a loss of
EUR 3.97 mil., which was lower than the bank had expected,
and also on the basis of a year-on-year comparison. The 2018
loss will be settled from retained earnings from the previous
years.

H. Business results

5.1. Liabilities and shareholders’ equity

The bank s balance sheet total decreased by 3.1% in 2018. The
total volume of client deposits increased by 1%, while increa-
ses in the volumes of non-term accounts were recorded in all
segments. The volume of business current accounts increased
by 11.7% (+EUR 42 mil.). Funds deposited by personal banking
clients increased on a year-on-year basis by 6.7% (+EUR 15
mil.). As for retail clients, the savings account product, where,
compared to the previous year, they deposited EUR 17 mil. more,
remained active.

In 2018, there was a legislative change that stopped the man-
datory issuance of mortgage bonds, as an instrument to cover
mortgage loans. The amendment to the act reacted to the chan-
ging conditions of the real estate market and the capital market
and to the ongoing activities at the European level leading to the
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definition of harmonised quality standards for so-called covered
bonds. In compliance with the changed conditions pursuant to
the transitional provisions of §122ya of Act No. 483/2001 Coll.

on Banks, the bank did not perform new issuance of mortgage
bonds in 2018. The bank repaid mortgage bonds with a total
nominal value of EUR 8 mil. and it also repurchased mortgage
bonds worth EUR 9 mil. The bank issued short-term bonds with
a total nominal value of EUR 40 mil. and it repaid bonds issued

in the previous periods with a nominal value of EUR 105 mil.
Therefore, the portfolio of issued securities decreased on a year-
-on-year basis by 49.3%.

The issuance of common shares in December 2018 resulted in

a higher equity of the bank by EUR 15 mil. and on the basis of a
year-on-year comparison there was an increase in the volume

of the bank’s subordinate obligations by EUR 7 mil. in order to
strengthen the capital position and to create room for covering
increasing legislative demands on capital.

The bank fulfilled all European and national legislative require-
ments in the field of capital and, at the end of the year, it achieved
adequacy of own funds at a level of 16.6%.

2016 IE 1181 116 10820 27 IR

2017 ] 1110 168 126 20 24 AT
2018 49 1120 851112 2719 AV

M obligations toward banks M securities issued B subordinate obligations

M obligations toward clients B shareholders’ B other liabilities
EUR mil.

5.2. Assets

In 2018, the development of the bank's loan portfolio was af-
fected by several methodological changes. The IFRS 9 stan-
dard was implemented, which, in addition to other changes,
significantly changes the way of creating loan-loss provisions
and provisions for receivables, based on which the bank
performed the classification of financial instruments as of

1 January 2018, and increased the balance of loan-loss provi-
sions by EUR 23 mil., which was also recognised in sharehol-
ders’ equity. Simultaneously with the implementation of the
IFRS 9, the bank also changed the recognition of interest on
loan receivables, and as of 1 January 2018 it decreased the
initial gross balances of loans by EUR 15 mil. and the balan-
ces of loan-loss provisions created for them by EUR 14 mil.
The change in book value was accounted for in shareholders’
equity. In 2018, the bank completed sales and depreciation of
bad debts in the amount of EUR 24 mil., by which it increased
the ratio of healthy portfolio to total portfolio by 3%. Due to
the above facts, the total gross stock of loans decreased on

a year-on-year basis by 1% (-EUR 17 mil.). The ratio of net
loans to deposits improved from 103% to 100% at the end of
2018.

There were no significant changes in relation to other compo-
nents of assets. The bank managed its financial assets so as
to meet all regulative and internal requirements in the field
of liquidity management in its effort to utilise them in a more
effective way.

The report of the board of directors on the company's
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2016 QKLY 1146 VERY 1456
2017 QA3 1142 94 1458
2018 QWi 1125 93 1412

M receivables toward banks
and central banks

M securities bought

M other assets

M receivables toward clients EUR mil.

6. Reatail banking

6.1. Retail deposits

In the field of retail current accounts and savings accounts,
a positive trend from the previous year continued thanks to
the focusing on active clients. In 2018, the number of clients
with an Active Account product increased by 15%, which was
also reflected in the increase in the number of the bank's
active clients. The growth in the number of active clients
and their increasing interest in mobile banking applications,
where the clients appreciate simple and comfortable use,
were the most important factors that contributed to the
overall increase in the number of transactions on depo-

sit accounts. There was a significant 21% increase in the
number of transactions completed with payment cards on
POS terminals. The increase in the volume of transactions
by 20% resulted in the same increase in the income from
interchange fees from vendors.

On 21 June, the bank implemented for their clients a 3D se-
cure instrument for internet payments in order to minimise
the number of misuses of payment cards.

Thanks to the bonus interest rate, the combination of the
Active Account with the Savings Account continued to be an
advantageous offer on the market, which was also reflected
in the increase in deposits to the Savings Account in relation
to current accounts by 11.2%.

2016 BEEK] 391 144 734

2017 w¥yi 285 166 673

2018 WAV 225 181 643
M Current B term deposits M savings accounts

accounts and passbooks EUR mil.

6.2. Retail loans

n 2018, the bank recorded a decrease in the portfolio of
retail loans, when with a decrease in gross balance by EUR
7 mil. (-1%) it achieved a level of EUR 731 mil. 2018 was

a successful year for the bank in the granting of housing
loans. Gross balance increased on a year-on-year basis by
EUR 9 mil. (+1.7%). Compared to the last year, the dynamics
of growth slowed down also due to legislative changes
made by the NBS. In 2018, the bank put emphasis on me-
dia support of the sale of consumer loans without security,
primarily refinancing consumer loans. The higher number of
new transactions, however, did not fully cover the volume of
regular and extraordinary instalments together with the vo-
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lume of the sale of non-performing loans due to the cleaning
of loan portfolio. Therefore, gross volume decreased to EUR
202 mil. The emphasis put on the quality of newly granted
loans in recent years was reflected in the growth in the volu-
me of performing loans by EUR 17 mil. in total.

2016 489 218 707
2017 520 218 738

2018 529 202 731

M housing loans (gross) B customer loans (gross)

EUR mil.

7. Corporate banking

In the field of corporate banking, strong competition conti-
nued on the banking market in 2018, which resulted in more
aggressive conditions for the financing of corporate clients.
The bank focused on the financing of preferred market
segments and the maintaining of profitability of corpora-

te transactions. There also was a gradual recovery of the
loan portfolio and more significant sales and depreciation

of non-performing credit claims. The emphasis put on the
improvement of the quality of loan portfolio was reflected in
a year-on-year increase in performing loans by EUR 4 mil. As
for corporate deposits, the bank recorded a positive develop-
ment in 2018. Funds on non-term accounts increased on a
year-on-year basis by 11.7%.

With support from a team of specialists, the bank started to
be active in the provision of corporate financing products.

In order to improve and increase the sale and service for cor-
porate clients, the bank started to implement new processes
and instruments of sales management.

B volume of business loans (gross) B volume of business deposits

EUR mil.

8. Development
of the bank

In 2018, the bank spent EUR 4.5 mil. towards investment
development. The main part of the investments consisted of
information technology development projects. The volume
of funds invested in the field of IT amounted to EUR 4.1 mil.
As for investments, particular attention was paid to a new
loan system in order to ensure the maximum automation of
the granting of loan products to clients. The development

of internet banking, mobile banking and the purchase of
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recycling ATMs in order to expand and modernise the ATM
network was another priority in the field of supporting sales
and increasing the quality of services rendered to clients.
Also activities focused on the implementation of a directive
on payment services PSD2, GDPR, the security of information
systems and on achieving compliance with international le-
gislation were important for the bank in terms of investment
scope. In 2018, the bank also focused on the reconstruction
of its head office premises in order to increase the quality of
its work environment.

2016 3.0 1.4 44

2017 3.9 0.9 4.8

2018 4.1 0.4 4.5
B IT CAPEX H non-IT CAPEX

EUR mil.

9. Anticipated
business development

The expected continuation of rapid economic growth, brin-
ging a an unemployment rate at a record low, wage growth
and demand growth, also affects the banking sector develop-
ment especially in the field of retail, where, in 2019, the abo-
ve-standard growth of retail loans and the continuing high
growth of household indebtedness in the EU will continue. In
addition to the positive economic situation, it is also based on
the population’s attitude to housing, which is connected with
personal ownership rather than rental, creating pressure on
growth in housing loans. Also in 2019, the banking sector will
find itself in an environment of low interest rates and it will
generate its profit also thanks to the high volumes of newly
granted loans, low credit risk costs and higher effectiveness
of own operation.

In 2019, the NBS's measures that restrict the granting of
retail loans leading to a slower growth in household indeb-
tedness will become stricter. In the second half of 2019, the
percentage of countercyclical capital buffer will increase,
while the regulator does not exclude further increase.

In 2019, the bank expects a 7% increase in the total loan
portfolio, while the main areas, as in the previous years, will
consist of housing loans and consumer loans, the sale of
which will be supported by the bank in the form of marketing
campaigns. Loans granted to the micro-segment and small
enterprises will also play an important role in the planned
growth in the loan portfolio.

As for deposits, the bank will focus on maintaining the effec-
tiveness of its financing, while increasing the comfort and
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services for clients, where the bank, among other things, will
focus on further development of internet banking and mobile
banking. In 2019, the bank expects a growth of deposits se-
cured by current and savings accounts.

In the next period, the bank will pay increased attention to
further improvement and automation of business processes
at branches and at the head office.

10. Additional information

The bank does not have a foreign branch. It does business in
the field of banking, while this activity has no specific negative
impact on the environment.

In 2018, OTP Group was represented in Slovakia, in addition to
the bank, by OTP Faktoring Slovensko, s. r. 0. and OTP Buil-
dings, s. r. 0.

In 2018, the bank continued to expand the OTP Ready Foun-
dation activities, which are focused on financial education

for pupils at elementary and secondary schools in the whole
territory of Slovakia.

The bank did not acquire own shares, temporary certificates
or stakes, nor did it acquire shares, temporary certificates or
stakes in the parent accounting unit Also, it did not acquire
any public subsidies.

At the end of 2018, a total of 15,010,203 pieces of common
shares were subscribed, with a nominal value per share of
EUR 1.00. The total volume of the issue amounted to EUR
15,010,203.00. OTP Bank, Nyrt. subscribed 15,000,000 pieces
(99.932%) of shares, other domestic shareholders own 10,203
pieces of issued shares (0.068 %).

Structure of shareholders as of 31 December 2018.

The share of domestic shareholders in share capital as of 31
December 2018 accounted for 0.54% and the share of foreign
shareholders accounted for 99.46%.

Shareholding participation

Domestic shareholders 682 0.54
Foreign shareholders 125 909 99.46
Total registered capital 126 591 100

OTP Bank, Nyrt. is a sole shareholder with a share in the
bank’s registered capital higher than 1%.

Shareholding participation

Shareholder Share (%)

(in ths. EUR)

OTP Bank, Nyrt. 125 887 99.44
Others 704 0.56
Total registered capital 126 591 100

The report of the board of directors on the company's
business activities and status of assets for 2018
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Bratislava-Starova
Malacky
Senec
Pezinok OC Plus
Bratislava-Dubravka
Bratislava-Blumentalska
Bratislava-Hurb. nam.
Bratislava-Polus
Bratislava-Twin City

Bratislava-Kazanska

Bratislava-Muchovo nam.

Nitra
Dunajska Streda
Galanta
Komarno
Levice
Nové Zamky
Senica
Topolc¢any
Trencin
Trnava
Piestany
Sala
Partizanske
Samorin
Velky Meder
Starovo
Kolarovo
Komarno-Trend
Banska Bystrica

Cadca

12.2018

Starova 5
Zahoracka 46/30
Lichnerova 93
Holubyho 28
Saratovska 6 B
Blumentalska 20
Hurbanovo nam. 7
Vajnorska 100
Mlynské Nivy 14
Kazanska 58
Muchovo namestie 4
Starova 71/A
Korzo Bélu Bartoka 344
Postova 914/2
Zahradnicka 10
Komenského 2
Petofiho 1
Hviezdoslavova 309
Skultétyho 4720/2A
Jesenského 7371/2
Andreja Zarnova 5
Nalepkova 38
Hlavna 33/36
Februarova 152/1
Gazdovsky rad 39
Bratislavska cesta 2467/122
Hlavna 27
Kostolné nam. 15
Trzni€né nam. 4810
Namestie SNP 15

Palarikova 98

813 54
901 01
903 01
902 01
841 01
81107
81103
831 04
82109
821 06
851 01
949 01
929 01
92400
945 01
93401
940 24
905 01
955 01
911 62
917 02
92101
927 01
958 01
931 01
932 01
943 01
946 03
945 01
97401

02201

Retall network — branches
as at 3
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Bratislava
Malacky
Senec
Pezinok
Bratislava
Bratislava
Bratislava
Bratislava
Bratislava
Bratislava
Bratislava
Nitra
Dunajska Streda
Galanta
Komarno
Levice
Nové Zamky
Senica
Topolcany
Trencin
Trnava
Piestany
Sala
Partizanske
Samorin
Velky Meder
Starovo
Kolarovo
Komarno
Banska Bystrica

Cadca

Retail network — branches as at 31.12. 2018
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Dolny Kubin
Liptovsky Mikulas
Lucenec
Martin
Povazska Bystrica
Prievidza
Rimavska Sobota
Zvolen
Zilina
Detva
Ruzomberok
Velky Krtis
Sahy
Filakovo
Tornala
Kosice-Alzbetina
Bardejov
Humenné
Michalovce
Poprad
Presov
RozZnava
Spisska Nova Ves
Stara Lubovna
TrebiSov
Vranov nad Toplou
Svidnik
KosSice-Murgasova
Sabinov
Moldava nad Bodvou

Kralovsky Chlmec

Radlinského 1729
1. méja 26
Zelezniéna 1
M. R. Stefénika 42
Centrum 2304
Klastorna 4
SNP 2
Nam. SNP 27
Sladkovicova 9
Tajovského 10
Antona Bernolaka 3963
SNP 16
E.B. Lukaca 603
Biskupicka 4
Mierova 23
Alzbetina 2
Radni¢né namestie 10
Namestie Slobody 43
St. Kukuru 14
Namestie sv. Egidia 3633/44
Hlavna 13
Safarikova 17
Letnd 48
Nam. sv. Mikulasa 20
M. R. Stefanika 3782/25/A
A. Dubceka 1
Centralna 817/21
Murgasova 3
Namestie Slobody 1
Hviezdoslavova 32

Nemocnicna 8

026 01
031 01
984 01
036 53
017 01
971 01
979 01
960 01
01001
96212
034 01
990 01
936 01
986 01
982 01
040 41
085 20
066 82
071 01
058 01
080 01
048 01
052 01
064 01
075 01
093 25
089 01
040 01
08301
04501
077 01

Dolny Kubin
Liptovsky Mikulas
Lucenec
Martin
Povazska Bystrica
Prievidza
Rimavska Sobota
Zvolen
Zilina
Detva
Ruzomberok
Velky Krtis
Sahy
Filakovo
Tornala
KoSice
Bardejov
Humenné
Michalovce
Poprad
Presov
Roznava
Spisska N. V.
Stard Lubovna
TrebiSov
Vranov nad Toplou
Svidnik
KoSice
Sabinov
Moldava nad Bodvou

Kralovsky Chlmec

Retail network — branches as at 31.12. 2018



Vision and mission

Vision

Our bank’s vision is not only to continue in what we have beco-
me 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 Slo-
vensko as a modern, re-liable and well-established financial
institution. We use the expertise, human potential of employe-
es and the experience of an international group to satisfy our
clients’ needs, providing them with convenient services and
exceeding their expectations.

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 transparen-
tly 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.

Code of ethics

Basic moral
requirements

Honesty and integrity

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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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 establis-
hed between the Bank and its clients is the strict protection
of business secrets, banking secrets and confidential infor-
mation. We protect personal data that we obtain in the course
of providing our financial services

Vision, Mission and Code of Ethics
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Nt on complian-
°rinciples 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 governance
and have adopted the Corporate Governance Code for Slovakia,
published on the CECGA website at:
http://www.cecga.org/sk/o-nas/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(6) 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 shareholders. In order to be effec-
tive 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 Securities 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.

l. Principle: Shareholder’s rights
and key functions of ownership

A.Shareholders’ fundamental rights

At a general meeting, a shareholder is entitled to require infor-
mation 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 requ-
est, the Board of Directors is obliged to provide a shareholder at
the general meeting complete and true information and expla-
nations 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 Direc-
tors is obliged to provide such information to the shareholder in
writing within 15 days following 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 speci-
fied in the list of shareholders. 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
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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 shareholder’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 Mee-
ting of the Supervisory Board. Shareholders are obliged to keep
such information obtained confidential.

Shareholders may only exercise their right to take part in the ma-
nagement of the Company at the General Meeting, respecting 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 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 sharehol-
der takes part in the General Meeting. If the shareholder authori-
ses more than one person to exercise their voting rights connec-
ted with the same shares at one General Meeting, the Company

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



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 process
relating to substantial changes in the Company and
right of access to information

Amendment to Articles of Association

A draft amendment to the Articles of Association may be sub-
mitted by a shareholder or the Board of Directors of the Compa-
ny. A shareholder may exercise this right at the General Mee-
ting, if the amendment to the Articles of Association has been
included in the General Meeting agenda, or under circumstances
specified in Art. VIl of the Articles of Association, and request
that a General Meeting be convened in order to negotiate the
draft amendment to the Articles of Association. 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 registra-
tion in the attendance list. Amendments to Articles of Associa-
tion 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 effective upon approval by the bodies supervi-
sing the Company'’s activity. If the body supervising the Com-
pany’s activity fails to decide on the Company'’s request for ap-
proval to an Amendment to the Articles of Association within 30
days following delivery of a complete request, the Amendment
to the Articles 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. Instructions given
by the Board of Directors regulate the fundamental 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 acti-
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vities of a particular division. Working regulations regulate the
subtasks, obligations 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 organisa-
tional 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 Directors
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 pro-
fits). Shares may be of different nominal 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 Compa-
ny's shares, or bonds carrying right to preferential subscription
of shares, if, at the same time, the General Meeting decides on a
contingent increase in the registered capital.

Extraordinary Transactions
Shareholders are continuously informed of major transactions
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 supervising
the Company’s activity,

e) election and dismissal of members of the Supervisory Board
except members of the Supervisory Board elected and dis-
missed by employees,

f) ) approval of the ordinary and extraordinary individual Finan-
cial Statements, decision on the distribution of profit, including
the amount of royalties and dividends, or settlement of loss,

g) approval of the Annual Report,

h) decision on the transformation of shares issued as registered
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 Company as a
public joint-stock company,

j) rdecision on other issues entrusted by the Articles of Associa-
tion to the General Meeting,

k) decision on approval of an Agreement on Transfer of an En-
terprise 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,
however, does not apply to deciding on matters entrusted
to other bodies of the Company by a generally binding legal
regulation

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



m) decision on matters otherwise pertaining to other other
bodies of the Company, if reserved by the General Mee-
ting, 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 share-
holders’ 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 management,
the main principles and rules of remuneration and their imple-
mentation are governed by the applicable SR legislation and are
contained in the Bank's internal Statement on compliance with
the principles of the Corporate Governance Code for Slovakia An-
nual Report 2015 23 regulations, “Rules of Remuneration 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 Parlia-
ment and of the Council,

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

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

Act No. 566/2001 Coll. on Securities and Investment Services
(The Securities Act) and on amendments and supplements to
certain acts.

The bank has concluded 4 contracts with employees who are
simultaneously members of the Board of Directors for the
provision of compensation under the circumstances stated in

§20 (7) (j) of Act on Accounting. The amount of remuneration

has not been set in the form of a fixed amount. It depends on the
duration of their employment contracts, but it shall not exceed 12
times the employee’s basic wage. The payment of remuneration
depends on the employee’s weighted performance average over
5 years that precede the end of employment. If the employee
acted unfairly, or if employment was terminated due to a breach
of work discipline, the remuneration is not paid.

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 share-
holders to the address of their seat or permanent residence spe-
cified in the list of shareholders at least 30 days prior to the Ge-
neral Meeting. The invitation to the General Meeting must include
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all requisites laid down by generally binding legal regulations.

If the Board of Directors fails to convene the General Meeting as
described above, a member of the Board of Directors, Superviso-
ry Board or shareholder may convene the General Meeting under
the conditions laid down by the generally binding legal regula-
tions. 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 sharehol-

der who asked for such a copy. The Minutes of a Meeting along
with the notice 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.

E. Ownership structure and control

The company has not concluded any agreements to which it is a
contracting party and has no knowledge of agreements between
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.

G. Simplifying the exercise of shareholder rights

The Company has ensured access to all relevant information
about events at the Company, particularly access to documents
intended for discussion by the General Meeting, and financial in-
formation, by means of its website. The Company addresses the
issue of resolving any conflict of interests in accordance with ap-
plicable 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 Relationship 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.

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



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
registered capital. All shares carry equal rights and obliga-
tions. A shareholder or shareholders owning shares, whose
nominal value amounts to at least 5% of the registered capi-
tal, may, stating a reason, request in writing that the Extraor-
dinary 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 Supervisory 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 share-
holders 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
amendment. 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 Mee-
ting shall decide on the order in which the proposals will be
voted on.

4. If there are mutually exclusive proposals (competing propo-
sals), 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
members of the company’s bodies in an extent to whichthey
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.
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B. Prohibition on the misuse of
confidential information

Trading on one’s own account on the basis of misuse of
confidential information is considered a serious breach of
work discipline, with corresponding consequences. The Bank
has a list of persons who have access to confidential infor-
mation. The Bank, in this regard, respects the law (Banking
Act, Securities Act, Commercial Code, Securities Exchange
Act), as well as standards based on legal regulations (Dealer
Code of Conduct, Exchange Rules and Stock Exchange Rules).
The Bank has rules in place for the handling of confidential
information, which prohibit members of the Company’s bodies
and persons close to them, employees and also the Company
itself from misusing confidential information and from market
manipulation. Control of the fulfilment of these rules is per-
formed by the Compliance department, which also investiga-
tes any misuse of confidential information that could damage
the Bank’s reputation or a client’s interest.

C. Transparency in conflict of interests

The bank has undertaken to avoid conflicts between the priva-
te interests of its employees and the interests of

the bank. In the light of the above-mentioned, members of
the Board of Directors, the Supervisory Board and managers
are obligated to inform specific entities on matters (personal,
business and family matters) that could affect their impartia-
lity in connection with a specific transaction. In such cases,
the senior management level is obligated to replace the
employee with other employee to perform the transaction.
The concealment of facts that result in the damage of legally
protected interests implies responsibility for such miscon-
duct regardless of the function held in the bank. Employees
are prohibited from using their connection with the bank in
order to promote personal interests or to damage the bank’s
reputation through their behaviour. Also, they must not use
their status or confidential information acquired during their
activity. Conflicts of interest are addressed in a separate
work regulation entitled Procedures for the Management of
Conflicts of Interests, in the Ethical Code and in the Rules for
Personal Transactions Related to Investment Services. These
principles are available at the following websitej https://
www.otpbanka.sk/eticky-kodex. Of course, the bank complies
with the provision of §23 of Act on Banks by adapting it to the
bank s internal conditions. As for main transactions, the bank
uses a team decision-making and a correctly set-up remune-
ration system.

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



lll. Principle: Role of stakeholders 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.

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.

C. Participation of employees in the Company’s
bodies

Three out of eight members of the Supervisory Board are elec-
ted by employees.

IV. Principle: publication of

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

Control mechanisms of the stakeholders are not formalised.
Employees may apply control mechanisms through the mem-
bers of the Supervisory Board and trade union.

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 sharehol-
ders, clients, potential clients and employees. The information
is disclosed and processed according to international accoun-

ting standards and international financial reporting standards.

The information includes data on company’s financial situa-
tion, the bank's management, the bank's assets, and descri-
bes transactions with related parties.

1. The Company'’s business activities include:
1. acceptance of deposits,

2. provision of credit,

3. provision of payments service and settlement,
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4. 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,

8. provision of guarantees, opening and confirmation of letters
of credit,

9. issue and management of means of payment,
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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 in-
vestment services, investment activities and ancillary
services pursuant to the Act on Securities:

1. Acceptance and assignment of a client’s instruction rela-
ting 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
settled 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
settled by delivery or in cash,

3. Trading on own account in relation to the financial instru-

ments:

a) transferable securities,

b) money market instruments,

c) mutual funds or securities issued by foreign collective
investment entities,
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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
settled 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 mana-
gement 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 interme-
diation under Act no. 186/2009 Coll. on financial interme-
diation and financial advice and on the amendment of cer-
tain 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.
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Structure of the registered capital

The Company’s registered capital amounts to EUR 126 590
711.84 and is composed of Shares:

ISIN: SK 1110001452

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: 9.43

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 fortransformation).

ISIN: SK 1110004613

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 preferential subscription of shares, right to
request convening and of the General Meeting and Superviso-
ry Board, right to view Minutes of Meeting of the Supervisory
Board

Transferable: no restrictions

% in the registered capital: 26.74

Accepted for trading: 8 503 458 pcs

ISIN: SK 1110003003

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 preferential subscription of shares, right to
request convening of the General Meeting and Supervisory Bo-
ard, right to view Minutes of Meeting of the Supervisory Board
Transferable: no restrictions

% in the registered capital: 17.94

Accepted for trading: no

ISIN: SK 1110016559
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 preferential subscription of shares, right to
request convening of the General Meeting and Supervisory Bo-
ard, right to view Minutes of Meeting of the Supervisory Board
Transferable: no restrictions

% in the registered capital: 7.91

Admitted for trading: 10 019 496 pcs

ISIN: SK 1110017532

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 preferential subscription of shares, right to
request convening of the General Meeting and Supervisory Bo-
ard, right to view Minutes of Meeting of the Supervisory Board
Transferable: no restrictions

% in the registered capital: 7.92

Accepted for trading: 10 031 201 pcs (8 pcs of shares are not
emmited as of 31.12.2018 — the

share owner does not have equity account)

ISIN: SK 1110019850

Nominal Value: EUR 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 Bo-
ard, right to view minutes from the Supervisory Board meeting
Transferable: no restrictions

% in registered capital: 18.20

Admitted for trading: 23 041 402 pcs

IISIN: SK 1110020684

Nominal value EUR 1

Qty: 15010 203 pcs

Type: common share

Form: name share

Kind: registered security

Description of rights: the right to participate in the company
management, profits and liquidation balance, the pre-subscrip-
tion right, the right to request the convening of the General
Meeting and the meeting of the Supervisory Board, the right to
view the minutes of a meeting of the Supervisory Board
Transferability: without limitation

% in RC: 11.86

Accepted for trading: 15,010,203 pcs
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The registered capital structure does not include shares
whose owners would have special control rights.

The bank does not know of any agreements between owners
of securities, which could lead to the restriction of the trans-
ferability of securities and the restriction of voting rights.

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 99.44%.

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.

Information on members of the Company’s Bodies

Board of Directors
Members of the Board of Directors as of 31. 12. 2018

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 Sloven-
sko, a.s.

Ing. Rastislav Matejsko,

d.o.b. 23. 7. 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. 2018

Jozsef Németh,
date of birth: 9. 2. 1964, Szabo E. u. 2, 9700 Szombathely, Hun-
gary; chairman

Agnes Rudas,
date of birth: 3. 7. 1958, Viragvolgyi u. 5, 1239 Budapest, Hungary

Angelika Mikoécziova,
date of birth: 15. 11. 1975, EliaSovce 815, 930 38 Novy Zivot

Atandz Popov,
date of birth: 19. 7. 1980, Szent Laszlo ut 34-38, 1135 Budapest, Hungary

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

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

Ing. Jaroslav Hora,
date of birth: 2. 12. 1968, Kvetna 7/864, 900 42 Dunajska Luzna

Dr. Krisztina Kovacs,
date of birth: 25. 11. 1977, Pusztaszeri ut. 21/a, 1025 Budapest

Changes in the Supervisory Board during 2018

The General Meeting appointed Dr. Krisztina Kovacs a member
of the Supervisory Board.
Another member of the Supervisory Board elected by employ-
ees is Ing. Jaroslav Hora.
Ing. Angelika Mikdcziovd was elected by employees as a mem-
ber of the Supervisory Board for another 4-year term of office.

Members of the Supervisory Board elected by
employees
Members of the Supervisory Board elected by employees

are Ing. Angelika Mikdcziovd, Ing. Mgr. Attila Angyal and Ing.
Jaroslav Hora.
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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 Direc-
tors 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 Direc-
tors must be submitted in person and in advance. Such a pro-
posal 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
meetingof 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 Supervisory 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 commences
on the day of election, unless the Supervisory Board has decided
that the office of the member of the Board of Directors commen-
ces 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 deli-
very of the resignation. If the member of the Board of Directors
resigns at the meeting of the Supervisory Board, the resignation
shall be effective immediately. If, by resignation of any member
of the Board of Director, 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 peri-
od 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 Di-
rectors, prior approval of the bodies supervising the Company's
activity is necessary.

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

ry Board from the members of the Board of Directors.

Commencement and termination of the office of a
member of the supervisory board

1) The Supervisory Board has eight members.
2) Five members of the Supervisory Board are elected and remo-
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ved by the General Meeting. Three members of the Supervisory
Board are elected and removed by the company 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 Supervisory 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 established 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 Bo-
ard 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 ma-
jority 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 mem-
bers 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 commences
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 terminates
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 Super-
visory 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 member 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 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 Supervisory
Board, prior approval of the bodies supervising the Company’s
activity is necessary.

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

Supervisory Board from the members of the Supervisory
Board.
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Within the scope of regular business activity, the Bank also per-
forms 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 Kartyagyartd és Szolgaltatd Ktf. (Hungary)

OTP Financing Netherlands, BV (The Netherlands)

OTP FINANCING MALTA COMPANY Limited

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

Transactions with related parties are performed under normal
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 transpa-
rently by the Bank:
* in its Annual Report,
* on its website,
* regularly pursuant to legal obligations to the

National Bank of Slovakia.

Foreseeable Risk Factors

The Bank’s auditor has the possibility to require additional infor-
mation and the external auditor has Access contractually ensured
to the members of the Bank’s bodies. The Bank manages 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 cau-
sed 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 contrac-
tual terms in time and in full, thus causing a loss to the Bank. The
Bank's evaluation system monitors the credit risk from two points
of view: risk of default by a borrower and risk factors specific

to a particular deal — transaction (guarantees, priorities, type of
product, 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 security and the acceptable
amounts of collaterals. The credit exposure of the Bank is governed
by a system of set limits (risk of concentration and asset exposure).
Operational risk means the 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 operational 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 requirement 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
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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 originates 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 interest
rates on the change in economic value and the change in net inte-
rest 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 deposits. 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 implemen-
ted a system of instruments to monitor unusual business tran-
sactions and the mitigation of risk associated with the laundering
of funds from criminal activities. More detailed information on the
bank’s approach to individual risks and the management thereof is
included in Notices to Financial Statements, which constitute a part
of the bank’s Annual Report.

Issues concerning employees and other stakeholders
Issues concerning employees are published on the Company’s
intranet and are updated as necessary.

Corporate governance strategy

The Bank supports the Corporate Governance Code for Slovakia.
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, gu-
arantee 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 mana-
ging bodies and managers of the Company are responsible for the
adequacy and efficiency of the internal control system.

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 Accoun-

ting Standards and International Financial 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

Internal Control and Internal Audit Section, which reports to the Su-
pervisory Board of the company, is an independent, out-of-process
component of internal control system. The main role consists in an

independent, objective, assuring and consulting activity focused on

adding value and improving processes. It helps the organisation
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to achieve its objectives by bringing a systematic methodological
approach to the evaluation and improvement of risk management
effectiveness, management and control processes and the mana-
gement of the bank.

The Internal Control and Internal Audit Section inspects compliance
with acts, generally binding legal regulations and internal rules and
procedures in the company, it reviews and evaluates the functio-
nality and effectiveness of the company management and control
system, it reviews and evaluates the risk management system and
compliance with the prudential principles of the bank, it reviews
and evaluates the company's readiness to perform new types of
transactions in terms of risk management, it reviews and evalu-
ates information provided by the company on its activity, and at

the Supervisory Board's request it conducts inspection within the
defined scope. It carries out its activity in all organisational units of
the company.

D. Auditor’s accountability to shareholders

The statutory auditor is answerable to the shareholder by being
invited to the Supervisory Board meeting for discussions about

financial statements. He also participates in the company General
Meeting.

E. Access of shareholders and stakeholders to infor-
mation at the same time and to the same extent

The Company ensures that all shareholders and public are infor-
med 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 financial group. The
by-laws regulate the automated processes within the group, gua-
ranteeing the preservation of transparency and objectivity in the
procurement of assets and services. As regards information, the
main suppliers in the financial market are the independent agen-
cies Reuters and Bloomberg, whose credit in terms of indepen-
dence and objectivity is regarded 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 complete, correct and verifiable. The
decision-making of members of the bodies may not be dis-
torted by an existing or potential conflict of interests under
any circumstances. Several wellestablished procedures work
as a prevention: transfer of competences, 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, Commercial 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 bo-
dies 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.

C. Application of ethical standards

The bank is committed to compliance not only with legal stan-
dards, but also with standards in the field of moral
principles and principles of social responsibility, whose obser-
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vance and fulfilment is not stipulated by any act, however, the
bank considers them necessary. On its website https://www.
otpbanka.sk/eticky-kodex, the bank publishes its Ethical Code
as a summary

declaration of basic ethical principles declared at the group
level:

« honesty, integrity, professionalism, transparency,
 prevention of conflict of interests, confidentiality,

« legalisation of income from criminal activity and terrorism
financing,

e prohibition of discrimination, fight against corruption and
fraudulent conduct,

« protection of the bank’s means and reputation,

e respect for clients and adequate treatment,

* responsible management of the company and social respon-
sibility,

¢ settlement of ethical misconduct and complaint handling.

The Ethical Code, as a set of principles, applies to all employ-
ees and contractors, while compliance with it is continuously
monitored and its breach is sanctioned. A breach of the Ethical
Code is punishable and reports of its breach can be sent to the
following e-mail address compliance.0TP@otpbanka.sk.

Further, OTP adheres to the Ethical Code of Banks in the field
of consumer protection, prepared by the Slovak Banking Asso-
ciation. The Code is a set of ethical rules for consumer protec-
tion, which represent a commitment by participating banks to
providing financial services to clients at a high level, complying
with the principles of decency and business transparency. By
adopting the Code, the bank has committed itself to coopera-
tion with the Institute for Alternative Dispute Settlement estab-

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



lished by the Slovak Banking Association within its competen-
ce with respect to matters of dispute in providing services to
their clients.

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 preparing 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 inclu-
des a general investment plan, by means of which the Bank
implements certain strategic goals. The investment plan is
implemented in the form of projects. Following approval of the
investment plan by the parent company, projects are prepa-
red. 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. Monitoring 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 Directors to meetings of the Super-
visory 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 relating to top management are a part of the
Remuneration and Salary Code. The principles of remunera-
tion are based on the long-term interests of the Company and
its shareholders. The fundamental rules for the prevention of
unethical behaviour are regulated in the Ethical Declaration

of the Bank, published on its website https://www.otpbanka.
sk/eticky-kodex. By its strict regulation of the Bank's proces-
ses, and building control awareness at the Company, the Bank
limits the room for any potential conflict of interests. 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 determination of accountabi-
lity and specific obligations are one of the fundamental prin-
ciples 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 systematic risk management by
means of Risk Division and by the implementation of indepen-
dent audit function. In addition to the annual report, the disclo-
sure of information and communication 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-
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's registered capital. A Notarial Deed must be prepared with
regard to an increase in the registered capital. An increase 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 stipula-
ted 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 con-
ditions laid down by legal regulations. The basic precondition
for the acquisition of own shares is a decision of the General
Meeting approving the acquisition of own shares and the condi-
tions of such acquisition. The Board of Directors also exercises
the rights of the employer in collective negotiations, 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 implementation
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 experien-
ce. 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 Mana-
gement Committee. As at 31.12.2018 the Company has no
committee for appointments and no committee for remune-
ration. One person responsible for remuneration is appointed
in the Company. In 2018 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, inclu-
ding 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 Procedu-
re. By law, the members of the Supervisory Board are entitled
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 external
advisory services at the Company’s expense.

The report of the board of directors on the company's
business activities and status of assets for 2018



Special part
of the Annual

The Annual Report of OTP Banka Slovensko, a.s. has been
compiled according to the Accountancy Act no. 431/2002
Coll., as amended. The Board of Directors of OTP Banka
Slovensko, a.s. confirms that information comprised in the
.Statement on compliance with the principles of the Corpo-
rate Governance Code for Slovakia“ include all data pursuant
to Article 20 Paragraphs (6) and (7) of the Accountancy Act as
amended.

The subject-matter of the declaration consists of information
on the code and on management methods, information on the
activities of the General Assembly and other bodies of the

Report

OTP Banka Slovensko, a.s.

Separate Financial Statements for the Year Ended 31 Decem-
ber 2018 prepared in accordance with International Financial
Reporting Standards as adopted by the European Union and
Independent Auditor’s Report
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Report

company, on registered capital structure, and information on
securities.

Information on activities in the field of the environment,
social matters and employment, on respect for human rights
and on the fight against corruption and bribery is published
on the bank’s website:
https://www.otpbanka.sk/spolocenska-zodpovednost

More detailed information is available in the group report on
social responsibility at the following website:
https://www.otpfenntarthatosag.hu/hu/jelentesek

ndependent Auditor's
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INDEPENDENT AUDITOR'S REPORT

To the Shareholders, Supervisory Board and Board of Directors of OTP Banka Slovensko, a.s. and the Audit
Committee:

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS

Opinion

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 2018, 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, including a summary of significant accounting palicies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of the Bank
as at 31 December 2018, 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

We conducted our audit in accordance with International Standards on Auditing. Our responsibilities under thase
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, including 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 our opinion.

Key Audit Matters

Key audit matters are those matters that, in our profassional 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
statements as & 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 Summary of the auditor's response to the risks
material misstatement, including assessed risks of
material misstatement due to fraud

Loan Loss Provision for Loans to Customers
See Note 6 to the financial statements

The assessment of loan loss provisions for loans to We assessed the adequacy of the methodology used
customers requires the Bank's management to by the Bank to identify loan impairment and calculate
exercise a significant level of judgment, especially with | provisions for the selected significant portfolios.
regard to identifying impaired receivables and
quantifying loan impairment. To assess the amount of | We tested the design and operating effectiveness of
provisions for expected losses, the Bank applies key controls the Bank's management has implemented
statistical models with input parameters obtained from | over the loan impairment assessment processes.

internal and external sources. _ o .
For provisions for loan losses in impairment stage 111,

the testing included controls related to reassessment
of expected recovery, approval of expert’s collateral
valuation and approval of the impairment evaluation
results by the Bank's management.

In accordance with the requirements of IFRS 9
“Financial Instruments”, the Bank distinguishes three
stages of impairment, where the criteria for
classification to individual stages are based on an
assessment of the objective characteristics of loans
and relevant debtors, and subjective judgments of the
Bank.
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limted by guarantee and its network of member firms, each of which is 3
:g:igs;s:m ::;;ndepundum entity. Please see www.deloitte.com/sk/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu Limited

Deloitte provides audt, tax, consulting, transaction advisory and legal services to public and private clients spanning multiple industries. With a globally connected
network of member firms in mere than 150 countries and territories, Deloitte brings werld-class capabilities and high-quality service to clients, delivering the insights
they need to sddress their most complex business Deloitte's app 245,000 are o to making an impact that marters,

This is an English translation of the original Slovak language document.
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Impairment stage 111 includes distressed receivables
where a significant increase in credit risk occurred and
where objective proof of impairment exists, eg:

«  The customer is in default with payments for more
than 90 days,

¢ The Bank withdrew from the loan agreement;

. The customer is in bankruptcy or legal
restructuring or a similar event occurred;

« There was a specific modification or emergency
restructuring of the loan agreement resulting from
an obvious significant decrease in credit quality;

* Negative information was identified from loan
receivable monitoring.

When determining the provision amount for this

impairment stage, the Bank's management primarily

considers the following factors:

a) ';hg Bank's estimated success rate of recovering
ebt;

b) Amount and timing of expected future cash flows;

c) Collateral value.

Where no repayment difficulties have been identified
for a particular receivable (Stage I and Stage II), the
Bank creates a provision using a statistical model for a
homogeneous group of loans.

The statistical model used is based on deriving the
probability of loan default and the estimated amount
of the subseguent loss. Input data for the model and
the calculation logic and its comprehensiveness
depend on the Bank's management judgment.

The provisions for loan losses in impairment stage 111
amount to EUR 66.75 million and provisions for the
remaining receivables amount to EUR 19.15 million of
the total provisions of EUR 85.89 million recognised as
at 31 December 2018.

For recelvables In Stage I and Stage II with regard to
which the Bank has not identified any difficulties likely
to prevent the full repayment of receivables the
testing focused on controls related to regular review of
customer creditworthiness, timely identification of
potential difficulties with debt repayment and correct
classification of receivables to corresponding
impairment stages.

On a sample of the Bank's loans 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. These
procedures involved assessing the work of experts
used by the Bank to value the collateral or to assess
the estimates of future cash flows.

On a sample of individually assessed loans in
impairment stage 11l we verified correctness of
discounted cash flows calculations applied in deriving
the recoverable amount of loans. 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 is any
indication of error or management bias.

For loans in impairment stages I and Il we assessed,
for selected significant portfolios, the adequacy of the
estimates of the Bank's management related to the
probability of loan defaults and estimated amount of
the subsequent loss and on a sample of loans we
verified correctness and appropriateness of input data
used in the calculation models of the Bank.

The overall conclusion was supported by an analysis

performed at an overall portfolio level aimed to

identify anomalies in:

a) Classification of loans to corresponding impairment
stages, and

b) The provision amount calculated by the Bank.

Interest income and fee and commission income re

Refer to Note 22 and Note 24 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.

2cognition

We tested the design and operating effectiveness of

the key controls implemented by the Bank's

management over the processes for the recognition of

interest income and fee and commission income, and

focused on controls related to:

* Assessment of interest/fee recognition policies
during new product approval

+ Validity and correctness of data inputs related to
customer loans and deposits, 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
commission income and interest income; and

= IT controls over access rights and change
management of relevant IT applications with the

assistance of our IT specialists.

This is an English translation of the original Slovak language document.
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The revenue recognition specifics, their high volume
consisting of many individually insignificant
transactions, the need for high input data quality and
the reliability of 1T solutions for their recognition
resulted in this matter being identified as a key audit
matter.

With respect to the recognition of interest income and

fee and commission income we performed the

following procedures:

a) We evaluated the accounting treatment applied by
the Bank with respect to the fees charged to
customers to determine whether the applied

methodology complies with the requirements of

For the year ended 31 December 2018, interest the relevant accounting standards;

incomg a_moynted to EUR 37.60 million and fee_ a_m:l b) We evaluated the correctness of the accruals of
commission income amounted to EUR 15.68 million, the relevant income over the expected loan life;
the main source of which are loans to customers and ¢) We performed analytical calculation of significant

transactions with customers’ deposits. interest income and fee and commission income;

We assessed the correctness of the recognition of
interest income for loans classified in impairment
stage III.

d

We assessed the completeness and accuracy of data
used for the calculation of interest income based on
data analysis.

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 as 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 for assessing the Bank'’s ability to continue as a
going concern, disclosing, as applicable, matters related to going concern and using 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 overseeing the Bank’s financial reporting process.
Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, 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 influence 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 misstatement of the financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one 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 control.

. Evaluate the appropriateness 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 as 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. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or conditions may cause the
Bank to cease to continue 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 governance regarding, among other matters, the planned scope and timing
of the audit and significant audit findings, including any significant deficiencies in internal control that we identify
during our audit.

This is an English translation of the original Slovak language document.
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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 most
significance in the audit of the financial statements of the current period and are therefore the key audit matters, We
describe these matters in our auditor's report unless law or regulation precludes public disclosure about the matter
or when, in extremely rare circumstances, we determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonably be expected to outweigh the public interest benefits
of such communication.

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

The statutory body is responsible for information disclosed in the annual report prepared under the requirements Iof
the Act on Accounting No. 431/2002 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.

Il_'t connection with the audit of financial statements, our responsibility is to gain an understanding of the information
disclosed 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 financial statements, or otherwise appears to be materially
misstated.

As at the issuance date of the auditor's report on the audit of financial statements, the annual report was not available

to 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 2018 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 misstatements were identified in the annual report based on our
understanding of the Bank and its position, obtained in the audit of the financial statements.

Other reporting obligations as required by Regulation (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 our total
uninterrupted engagement including previous renewals of the engagement (extensions of the period for which we
were appointed) and our reappointments as the statutory auditors is 17 years.

Consistency with the Additional Report to the Audit Committee

Our audit opinion expressed herein is consistent with the additional report prepared for the Bank's Audit Committee,
which we issued on 28 February 2019.

Non-Audit Services

We did not provide the Bank with any prohibited non-audit services referred to in Article 5 (1) of Regulation (EU) No
537/2014 of the European Parliament 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 audit.

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, 1 March 2019

<Peter Longauer, FCCA
esponsible Auditor
Licence UDVA No. 1136

On behalf of
Deloitte Audit s.r.o.
Licence SKAu No. 014

This is an English translation of the original Slovak language document.
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Separate Statement of Financial Position

Separate Fl Ial Stat ts
® b k for the Year Ended 31 December 2018
@ Otp anka prepared In accordance with International Financial
Reporting Standards as adopted by the European Union

Separate Statement of Financial Position
as at 31 December 2018

31 Dec 31 Dec
(EUR *000) hote 2018 2017

ASSETS

Financial assets at amortised cost
Cash, due from banks and balances with the National Bank of
Slovakia 4 154 724 181 333
Placements with other banks, loans to other banks, net of

provisions for expected losses 5 219 9
Loans and receivables, net of provisions for expected losses 6 1124 840 1142 231
Debt securities, net of provisions for expected losses 7 83 610 83 874
Financial assets at fair value

Financial assets at fair value through profit or loss 8 8271 1

Financial assets at fair value through other comprehensive

income 9 1571 9970

Non-current tangible assets 10 19 406 20 761
Non-current intangible assets 10 9 884 8 299
Current tax asset 19 499 1904
Deferred tax asset 19 5 406 5033
Other assets 11 3 363 4 152
Total assets 1411 793 1 457 567
LIABILITIES
Financial liabilities at amortised cost

Due to banks and deposits from the National Bank of Slovakia

and other banks 12 48 739 10 368
Amounts due to customers 13 1120 371 1109 679
Liabilities from debt securities 14 85 105 167 745
Subordinated debt 15 27 032 20 008

Financial liabilities held for trading 21 17 -
Provisions for liabilities 20 4222 3231
Other liabilities 16 14 735 20997
Total liabilities 1300 221 1332028
Equity 17

Share capital 126 591 111 580
Reserve funds 6 496 6 338
Profit/(loss) from previous years (18 079) 13 487
Accumulated other comprehensive income 536 64
Profit/(loss) for the year (3 972) (5 930)
Total equity 111 572 125 539
Total liabilities and equity 1411 793 1457 567

These financial statements were approved by the Board of Directors and authorised for issue on
26 February 2019.

Zita Zemkova Rastislav Matejsko
Chairman of the Board of Qirectors Member of the Board of Directors
The accompanying notes on pages 5 to B0 are an Integral part of these separate financlal statements. 1

This Is an English translation of the original Slovak language document.
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Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

Separate Statement of Comprehensive Income
for the year ended 31 December 2018

. Year Ended Year Ended
(EUR 000) “ 31 Dec 2018 31 Dec 2017

Interest income 37 599 47 372
Interest expense (2399) (3 496)
Net interest income 22 35200 43876

Provisions for impairment losses on loans and off-bal-

23 (9 515) (24 844)
ance sheet, net
Net interest income after provisions for impairment loss- 25 685 19 032
es on loans and off-balance sheet
Fee and commission income 15676 15952
Fee and commission expense (4 573) (4 216)
Net fee and commission income 24 11103 11736
Gains/(losses) on financial transactions, net 25 682 695
Gains/(losses) on financial assets, net 26 (445) -
General administrative expenses 27 (41 532) (37 511)
Other operating revenues/(expenses), net 28 38 259
Profit/(loss) before income tax (4 469) (5 789)
Income tax 18 497 (141)
Net profit/(loss) after tax (3972) (5 930)
Items of other comprehensive income that will be reclas-
sified subsequently to profit or loss, net of tax
Gain/(loss) on revaluation gf f|pant:|al assets at fair value 29 223 597
through other comprehensive income
Total comprehensive income for the reporting period (3 749) (5 333)
Profit/(loss) per share in face value of EUR 3.98 (in EUR) 39 (0.140) (0.264)
Profit/(loss) per share in face value of EUR 39 832.70 (in 39 (1 402.23) (2 637.70)
EUR)
Profit/(loss) per share in face value of EUR 1.00 (in EUR) 39 (0.035) (0.066)

The notes to the separate financial statements form an integral part of the financial statements.
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Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

Separate Statement of Changes in Equity

as at 31 December 2018

Revaluation of
Retained Earn- Available-for- Profit/(Loss) for
ings -Sale Financial the Year
Assets

(EUR ‘000) Share Capital Reserve Funds

Equity as at 1 Jan 2017 88 539 6179 13 487 (533) - 107 672
Transfers = = - = = =
Increase in the share capital 23 041 - - - - 23 041
Share-based payments - 159 - - - 159
Total comprehensive income - - - 597 (5 930) (5 333)
Equity as at 31 Dec 2017 111 580 6338 13 487 64 (5 930) 125539

Profit/(Loss) Accumulated Profit/(Loss) for

the Year

(EUR ‘000) Share Capital Reserve Funds from Previous Other Compre-
Years hensive Income

Equity as at 1 Jan 2018 111580 6338 7 557 64 - 125 539

Change upon initial application of

IFRS 9 = = (25 636) 249 = (25 387)
Equity as at 1 Jan 2018 after 111 580 6338 (18 079) 313 : 100 152

restatement

Transfers - - - - - -

Increase in the share capital 15011 - - - - 15011

Share-based payments - 158 - - - 158

Total comprehensive income - - - 223 (3972) (3 749)
Equity as at 31 Dec 2018 126 591 6 496 (18 079) 536 (3972) 111572

The notes to the separate financial statements form an integral part of the financial statements.
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Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

Separate Statement of Cash Flows
for the year ended 31 December 2018

. Year Ended Year Ended
(ERER ! m 31 Dec 2018 31 Dec 2017
CASH FLOW FROM OPERATING ACTIVITIES

Net profit/(loss) after tax (3972) (5930)

Adjustments to reconcile net income/(loss) to net cash provided by operating activities:

Provisions for loans and off-balance sheet 9515 24 844
Provisions for other assets 4 (28)
Provisions for contingent liabilities (248) (610)
Foreign exchange (gains)/losses on cash and cash equivalents 222 166
Depreciation and amortisation 4195 3809
Net effect of assets sold - 189
Net effect of income tax (497) 141
Share-based payments 158 159

Changes in operating assets and liabilities:

Net decrease/(increase) in statutory minimum reserves stipulated by the National Bank of Slovakia 6148 (5 460)
Net decrease/(increase) in placements with other banks, loans to other banks (217) -
Net decrease/(increase) in financial assets at fair value through profit or loss 451 5
Net decrease/(increase) in available-for-sale financial assets (39) 117
Net decrease/(increase) in loans and receivables before provisions for expected losses (16 347) (20913)
Net (decrease)/increase in amounts due to banks and deposits from the National Bank of Slovakia
38571 8 007
and other banks
Net (decrease)/increase in amounts due to customers 10 692 (71 812)
Net decrease/(increase) in other assets before provisions for expected losses 2362 (2 886)
Net (decrease)/increase in other liabilities (6 247) (2 543)
Net cash flows from/(used in) operating activities 44751 (72 745)
CASH FLOW FROM INVESTMENT ACTIVITIES
Net decrease/(increase) in held-to-maturity investments 233 233
Net decrease/(increase) in investments in subsidiaries = =
Net decrease/(increase) in non-current tangible and intangible assets (4 425) (4 799)
Net cash flows from/(used in) investment activities (4192) (4 566)
CASH FLOW FROM FINANCING ACTIVITIES
Net (decrease)/increase in issued debt securities (82 640) 51 436
Net (decrease)/increase in subordinated debt 7 024 -
Increase of share capital 15011 23 041
Net cash flows from/(used in) financial activities (60 605) 74 477
Effect of exchange rate fluctuations on cash and cash equivalents (222) (166)
Net increase/(decrease) in cash and cash equivalents (20 268) (3 000)
Cash and cash equivalents at the beginning of the reporting period 34 168 249 171 249
Cash and cash equivalents at the end of the reporting period 34 147 981 168 249

In 2018, OTP Banka Slovensko, a.s. received cash from interest in the amount of EUR 36 502 thousand (2017: EUR 47 666 thousand) and paid out interest in
the amount of EUR 2 619 thousand (2017: EUR 4 522 thousand).

The notes to the separate financial statements form an integral part of the financial statements.
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Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

1. Introduction

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

Members of Statutory and Supervisory Boards as at 31
December 2018

Board of Directors:

Ing. Zita Zemkova (Chairman)
Ing. Rastislav Matejsko

Ing. Radovan Jenis

Dr. Sandor Patyi

Supervisory Board:
Jozsef Németh (Chairman)
Agnes Rudas

Atanaz Popov

Tamas Endre Voros

Dr. Krisztina Kovacs

Ing. Angelika Mikécziova
Ing. Attila Angyal

Ing. Jaroslav Hora

Changes in the Bank in 2018:

Board of Directors:

Ing. Rastislav Matejsko, termination of office with effect from 21
May 2018 and re-election with effect from 22 May 2018

Ing. Zita Zemkova, termination of office with effect from 15 Au-
gust 2018 and re-election with effect from 16 August 2018

Supervisory Board:

Jozsef Németh, termination of office with effect from 20 May
2018 and re-election with effect from 21 May 2018

Dr. Krisztina Kovacs, start of office with effect from 19 June 2018
Ing. Jaroslav Hora, start of office with effect from 13 December
2018

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;

» Provision of investment services, investment activities
and non-core services under Act No. 566/2001 Coll. on
Securities 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;

¢ 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 metals,
commemorative bank notes and coins, with bank note she-
ets and sets of circulating coins;

¢ Administration of receivables in the client’s account inclu-
ding related advisory services;

¢ Financial leasing;

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

¢ |Issuance and administration of payment instruments;

e 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;

e 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;

e 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

The notes to the separate financial statements form an integral part of the financial statements.
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instruments in relation to negotiable securities;

e Placement of financial instruments without firm com-
mitment in relation to financial instruments: negotiable
securities, 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

be settled physically or in cash, as stipulated in the provi-
sion of Article 5 (1d) of the Act on Securities; and

» Dealing on own account under the provision of Article 6 (1c)

of the Act on Securities with respect to swaps related to in-
terest rates or interest income that may be settled physical-
ly or in cash, as stipulated in the provision of Article 5 (1d) of
the Act on Securities.

of negotiable securities at the client’s account excluding
holder’s administration, and related services, mainly admi-
nistration of cash and financial collaterals;

» Trading with foreign exchange values if relevant to the pro-
vision of investment services;

e 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 provision
of Article 6 (1b) of the Act on Securities with respect to
swaps related to interest rates or interest income that may

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

Shareholders’ Structure

The majority shareholder of the Bank is OTP Bank Nyrt. Hungary (“OTP Bank Nyrt.") with 99.44% share of the Bank’s share ca-
pital. 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 Share in Subscribed Share Capital
Capital as at 31 Dec 2018 as at 31 Dec 2017

OTP Bank Nyrt. Hungary 99.44 % 99.38 %

Other minority owners 0.56 % 0.62 %

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

As at 31 December 2018, the Bank’s Supervisory Board had 8
members (31 December 2017: 6).

Organisational Structure and Number of Employees

As at 31 December 2018, the Bank operated 10 regional
centres (31 December 2017: 5) and 62 branches (31 December

2017: 61) in Slovakia. Regulatory Requirements

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

As at 31 December 2018, the full-time equivalent of the Bank'’s
employees was 681 (31 December 2017: 656 employees), of
which 21 managers (31 December 2017: 22).

As at 31 December 2018, the actual registered number of
employees was 686 (31 December 2017: 665), of which 21
managers (31 December 2017: 22).

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.

“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 registe-
red number of employees does not include members of the
Supervisory Board.

The notes to the separate financial statements form an integral part of the financial statements.
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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 2018 have been prepared in accordance
with International Financial Reporting Standards (“IFRS”) as
adopted by the European Union (“EU").

Accounting policies and accounting methods applied when
preparing these financial statements differ from those applied
when preparing the annual financial statements of the Bank
as at 31 December 2017 as a result of the application of IFRS
9 “Financial Instruments” for the annual period beginning on 1
January 2018.

IFRS 9 Disclosures

IFRS 9 “Financial Instruments” superseded IAS 39 “Financial
Instruments: Recognition and Measurement”. The standard in-
cludes requirements for the classification and measurement
of financial assets and financial liabilities and also includes an
expected credit loss model and hedge accounting (hedging).

Classification and Measurement of Financial Assets

Compared to IAS 39, IFRS 9 establishes new financial repor-
ting principles for most financial assets and financial liabili-
ties which provide users of financial statements with relevant
and useful information to assess the amount, timing and
uncertainty of a reporting entity's future cash flows.

IFRS 9 introduces three categories for the classification of fi-
nancial instruments depending on whether they are subsequ-
ently 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 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 other com-
prehensive income if the following two conditions are met:

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

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 finan-

cial asset is held within a business model whose objective 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 business
model expresses how the Bank manages its financial assets
to generate cash flows and create value. Therefore, the busi-
ness 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 assets,
may be classified as FVOCI. Financial assets that do not gene-
rate 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;

The notes to the separate financial statements form an integral part of the financial statements.
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* Investing in instruments and counterparties that may be
used for refinancing transactions if necessary; and
« 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 provision 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.

Provisions for Expected Losses

IFRS 9 introduces a three-step model that reflects changes

in the credit quality since the initial recognition. Impairment-
-related requirements are based on an expected credit loss
model (“ECL") which replaces the incurred-loss model under
IAS 39. This model requires that a financial instrument that is
not credit-impaired on initial recognition is classified in Stage

1 and has its credit risk continuously monitored. If a significant
increase in credit risk since initial recognition is identified, the
financial instrument is classified to Stage 2, but is not deemed
to be credit-impaired. If the financial instrument is credit-impai-
red, it is classified to Stage 3.

Stage 1 includes financial instruments with no significant incre-
ase in credit risk since initial recognition. For these assets, the
Bank records a 12-month ECL, and interest income is recogni-
sed based on the gross book value of assets.

Stage 2 includes financial instruments with a significant incre-
ase 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 recogni-
sed based on the gross book value of assets.

Stage 3 includes financial instruments with a significant incre-
ase 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 portfolio-level
estimates. The ECL estimation should represent a probability-
-weighted result and the effect of the time-value of money sho-
uld 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 designed 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.

Interest on Loan Receivables

As a result of IFRS 9 application, the Bank also changed the
recognition of interest on loan receivables (hereinafter “chan-
ges in revenue recognition”). Receivables classified in STAGE
3 bear interest on a net basis from 1 January 2018, interest on
a gross basis was applied in the past years and a provision for
interest receivables was recorded. The Bank also started to
recognise penalty interest on a cash basis, ie since 1 January
2018, penalty interest has been recognised in revenues at the
moment of its payment. In past years, it was recognised at the
moment interest was charged to a client and a provision for the
receivable was then recorded.

As regards changes in revenue recognition, the Bank restated
the opening balance as at 1 January 2018, and the restatement
of the carrying amount was recognised through equity in “Pro-
fit/(loss) from previous years”. Data for previous periods was
not restated/recalculated.

The notes to the separate financial statements form an integral part of the financial statements.
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Summary of Financial Asset Measurement in Accordance with IAS 39 and IFRS 9:

Carrying Measurement Carrying
Amount Category Amount

Amortised cost 181 333 Amortised cost 181 333

1 January 2018 (EUR’000)

Measurement
Category

Cash, due from banks and balances
with the National Bank of Slovakia

Placements with other banks,
loans to other banks, net of provisions Amortised cost 9 Amortised cost 9
for expected losses

Loans and receivables, net of

. Amortised cost 1142 231 Amortised cost 1118 360
provisions for expected losses

Debt securities, net of provisions for

Amortised cost 83874 Amortised cost 83 843
expected losses

Fair value through Fair value through
profit or loss profit or loss

Mandatorily, fair value

Financial assets at fair value through profit or loss 8721
Fair value through Fair value through
other comprehensive 9970 other comprehensive 1249
income income

The Bank analysed requirements under IFRS 9 and classified financial instruments pursuant to IFRS 9 requirements and con-
cluded that as at the date of first application (1 January 2018), the measurement method for the Bank’s financial instruments
should be changed compared to IAS 39, as regards bonds in the available-for-sale portfolio — from FVOCI to FVTPL. The related
remeasurement recognised in equity as “Accumulated other comprehensive income” was transferred to “Profit/(loss) from
previous years” as at 1 January 2018 without an impact on the value of the Bank's equity.

Reconciliation of Balances in the Statement of Financial Position in Accordance with IAS 39 and IFRS 9:

Changes in the Carrying Amount upon First
Carrying Amount Application of IFRS 9 Carrying Amount

1 January 2018 (EUR '000) Under IAS 39 Under IFRS 9

at31.12.2017 : Provisions for at 1.1.2018

181333 - - - 181333

Cash, due from banks and balances
with the National Bank of Slovakia

Placements with other banks, loans
to other banks, net of provisions 9 - - - 9
for expected losses

Loans and receivables, net of

. 1142 231 = (591) (23 280) 1118 360
provisions for expected losses
Debt securities, net of provisions for 83 874 B ) (31) 83 843
expected losses
Fma_nual assets at fair value through 1 8721 . ) 8722
profit or loss
Financial assets at‘fallr value through 9970 8 721) ) ) 1249
other comprehensive income
Other assets 4152 - - 172 4 324
Provisions for liabilities (3 231) - - (1 590) (4 821)
TOTAL X - (591) (24 729) X

Changes in the carrying amount of financial assets were recognised through equity and are included in the opening balances as
at 1 January 2018 under “Profit/(loss) from previous years”.

The notes to the separate financial statements form an integral part of the financial statements.
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Reconciliation of Provisions for Assets and Provisions for Liabilities in Accordance with IAS 39 and IFRS 9:

Impairment under

1 January 2018 (EUR'000) IAS 39
at 31.12.2017

Cash, due from banks and balances
with the National Bank of Slovakia

Placements with other banks, loans to
other banks

Changes upon First Application of IFRS 9

Revenue Recognition Provisions for Assets
9 and Liabilities

Impairment under

IFRS 9
at 1.1.2018

Loans and receivables 86 028 (13 956) 23280 95 352
Debt securities - - 31 31
Other assets 8 894 - (172) 8722
Provisions for liabilities 3231 - 1590 4821

Adoption 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 Stan-
dards Board (the IASB) and the International Financial Repor-
ting Interpretations Committee (IFRIC) of the IASB as adopted
by the EU that are relevant to its operations and effective for
reporting periods beginning on 1 January 2018:

¢ IFRS 9 “Financial Instruments” — adopted by the EU on 22
November 2016 (effective for annual periods beginning on
or after 1 January 2018);

¢ IFRS 15 “Revenue from Contracts with Customers” and
amendments to IFRS 15 “Effective Date of IFRS 15" — adop-
ted by the EU on 22 September 2016 (effective for annual
periods beginning on or after 1 January 2018);

¢ Amendments to IFRS 2 “Share-based Payment” - Classifi-
cation and Measurement of Share-based Payment Transac-
tions — adopted by the EU on 26 February 2018 (effective for
annual periods beginning on or after 1 January 2018);

¢ Amendments to IFRS 4 “Insurance Contracts” — Applying
IFRS 9 “Financial Instruments” with IFRS 4 “Insurance Con-
tracts” — adopted by the EU on 3 November 2017 (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 IFRS 15 “Revenue from Contracts with
Customers” — Clarifications to IFRS 15 “Revenue from Con-
tracts with Customers” — adopted by the EU on 31 October
2017 (effective for annual periods beginning on or after 1
January 2018);

¢ Amendments to IAS 40 “Investment Property” — Transfers
of Investment Property — adopted by the EU on 14 March
2018 (effective for annual periods beginning on or after 1
January 2018);

¢ Amendments to IFRS 1 and IAS 28 due to “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 — adopted by the EU on 7 February 2018
(amendments to IFRS 1 and IAS 28 are to be applied for
annual periods beginning on or after 1 January 2018);

IFRIC 22 “Foreign Currency Transactions and Advance
Consideration” — adopted by the EU on 28 March 2018
(effective for annual periods beginning on or after 1 January
2018).

The adoption of IFRS 9 “Financial Instruments” that superse-
ded IAS 39 “Financial Instruments: Recognition and Measure-
ment” required a change in the Bank's accounting principles
as described in Note 2 “IFRS 9 Disclosures”. The adoption of
other new standards, amendments to the existing standards
and interpretation had no material impact on the Bank's finan-
cial statements.

b) Standards and Interpretations in Issue but not yet Effec-
tive

At the date of authorisation of these financial statements, the
following new standard, amendments to the existing stan-
dard, and the interpretation issued by IASB and adopted by
the EU are not yet effective:

¢ Amendments to IFRS 9 “Financial Instruments” — Pre-
payment Features with Negative Compensation — adopted
by the EU on 22 March 2018 (effective for annual periods
beginning on or after 1 January 2019);

The notes to the separate financial statements form an integral part of the financial statements.
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¢ IFRIC 23 “Uncertainty over Income Tax Treatments” —
adopted by the EU on 23 October 2018 (effective for annual
periods beginning on or after 1 January 2019).

¢ IFRS 16 “Leases” — adopted by the EU on 31 October 2017
(effective for annual periods beginning on or after 1 January
2019).

The Bank has elected not to adopt these new standards,
amendments to the existing standards and interpretations

in advance of their effective dates. Bank management antici-
pates that the adoption of these standards and amendments
to the existing standards and interpretations will have no
material impact on the financial statements of the Bank in the
period of initial application, except for the adoption of IFRS 16
“Leases”.

The impact of the adoption of IFRS 16 “Leases” in the period of
initial application is described below.

IFRS 16 will be effective for annual periods beginning on or
after 1 January 2019 and has been adopted by the European
Union. It supersedes the current standard IAS 17 - Leases,
interpretation IFRIC 4 — Determining Whether an Arrangement
Contains a Lease, SIC 15 — Operating Leases - Incentives and
SIC 27 - Evaluating the Substance of Transactions in the Legal
Form of a Lease.

The purpose of the new standard is to ease the comparability
of the financial statements, presenting both financial and ope-
rating leases in the statement of financial position, and pro-
viding corresponding information to the users of the financial
statements about the risks associated with the agreements.

The new standard discontinues the differentiation between
operating and finance leases in the lessee’s books, and requ-
ires recognition of a right-of-use asset and lease liability re-
garding all of the lessee’s lease agreements. Pursuant to IFRS
16, an agreement is a lease, or contains a lease, if it transfers
the rights to control the use of an identified asset for a given
period in exchange for compensation.

The essential element differentiating the definition of a lease
from IAS 17 and from IFRS 16 is the requirement to have con-
trol over the used, specific asset, stated directly or indirectly
in the agreement.

Expenses related to the use of lease assets, the majority of
which were previously recognised in external services costs,
will be currently classified as depreciation/amortisation and
interest costs. Usufruct rights are depreciated using a strai-
ght line method, while lease liabilities are settled using an
effective discount rate.

In the cash flow statement, cash flows from the principal of

the lease liability are classified as cash flows from financing
activities, while lease payments for short-term leases, lease
payments for leases of low-value assets and variable lease
payments not included in the measurement of the lease liabi-
lity are classified as cash-flows from operating activities. The
interest payments regarding the lease liability are classified
according to the IAS 7 standard.

The lessee applies IAS 36 — Impairment of Assets to determi-
ne whether the right-to-use asset is impaired, and to recogni-
se impairment, if necessary.

For the lessors, the recognition and measurement require-
ments of IFRS 16 are similar to what is stated in IAS 17. The
leases are to be classified as finance and operating leases
according to IFRS 16. Compared to IAS 17, IFRS 16 requires
the lessors to disclose more information than before; howe-
ver, the main characteristics of the accounting treatment are
unchanged.

Transition

The lessee will use the modified retrospective approach.
Applying the modified retrospective approach requires the
lessee to present the cumulative impact of IFRS 16 as an ad-
justment to equity at the start of the current accounting period
in which it is first applied.

The entity applies the following practical expedients available:

¢ Apply a single discount rate to a portfolio of leases with
reasonably similar characteristics.

¢ Adjust the right-of-use asset at the date of initial application
by the amount of any provision for onerous leases in the
statement of financial position.

e Apply a simplified method for contracts which will mature
within 12 months of the date of initial application.

¢ Exclude initial direct costs from the measurement of the
right-of-use asset at the date of initial application.

¢ Use hindsight, eg when determining the lease term if the
contract contains options to extend or terminate the lease.

Impact of IFRS 16 on the financial statements

IFRS 16 Project

At the moment of preparation of these financial statements,
the Entity had completed most of the work related to imple-
mentation of the new standard IFRS 16. The project to imple-
ment IFRS 16 (project), which was commenced in the fourth
quarter of 2017, was performed in three stages:

Stage | - Analysis of contracts, data collection

During the analysis of all executed agreements, the classifica-
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tion was made whether it is a purchase of services or a lease.
The analysis covered all the relevant agreements despite their
current classification. Furthermore, to calculate the value of
the right-of-use assets and lease liabilities, the collection of
all the relevant information was performed.

The Entity presents the following types of right-of-use assets
in the statement of financial position:

e Branch office

e ATM space

The average life of the lease (useful life of the presented
right-of-use assets):

e Branch office ~3.9 years

e ATM space ~ 2.5 years

Stage Il - Evaluation of contracts, calculations

In accordance with the application of IFRS 16 an analysis was

prepared, which included:

* The effect on the statement of financial position at the date
of initial application (01/01/2019)

* The effect of lease agreements recognized and measured
in accordance with IFRS 16 on the statement of financial
position and on the statement of profit and loss (including
the future effects)

Applying a leasing calculation tool, the value of the right-of-
-use assets, lease liabilities and deferred tax were determi-
ned.

Stage Il - Implementation of IFRS 16 based on the developed
concept, developing accounting policy and disclosures

Description of adjustments
a) Recognition of lease liabilities

Following the adoption of IFRS 16, the Entity will recognise
lease liabilities related to leases which were previously clas-
sified as operating leases in accordance with IAS 17 Leases.
These liabilities will be measured at the present value of le-
ase payments receivable as at the date of commencement of
the application of IFRS 16. Lease payments will be discounted
using the interest rate implicit in the lease or, if that rate can-
not be readily determined, at the incremental borrowing rate.
Interest rate applied by the Entity: weighted average lessee’s
incremental borrowing rate: ~0.084%

At their date of initial recognition, the lease payments con-
tained in the measurement of lease liabilities comprise the
following types of payments for the right to use the underlying
asset for the life of the lease:
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Fixed lease payments less any lease incentives,

Variable lease payments which are dependent on market
indices,

Amounts expected to be payable by the lessee under resi-
dual value guarantees,

The strike price of a purchase option, if it is reasonably cer-
tain that the option will be exercised, and

Payment of contractual penalties for terminating the lease
if the lease period reflects that the lessee used the option to
terminate the lease.

The Entity also applies expedients with respect to short-term
leases (less than 12 months) as well as leases in respect of
which the underlying asset has a low value (less than USD 5
thousand) and for agreements in which it will not recognise
financial liabilities, nor respective right-to-use assets. These
types of lease payments will be recognised as costs using the
straight-line method during the life of the lease.

b) Recognition of right-to-use assets
Right-to-use assets are initially measured at cost.

The cost of a right-of-use asset comprises:

¢ The initial estimate of lease liabilities,

e Any lease payments paid at the commencement date or
earlier, less any lease incentives receivable,

e Initial costs directly incurred by the lessee as a result of
entering into a lease agreement,

¢ Estimates of costs which are to be incurred by the lessee
as a result of an obligation to disassemble and remove an
underlying asset or to carry out renovation/restoration.

c) Application of estimates

The implementation of IFRS 16 requires the making of certain
estimates and calculations which effect the measurement

of financial lease liabilities and of right-to-use assets. These
include inter alia:

e Determining which agreements are subject to IFRS 16,

» Determining the life of such agreements (including for agre-
ements with unspecified lives or which may be prolonged),

¢ Determining the interest rates to be applied for discounting
future cash flows,

¢ Determining depreciation rates.

Impact on the statement of financial position
The impact of implementing IFRS 16 on the recognition of
additional financial liabilities and respective right-to-use as-

sets was estimated on the basis of agreements in force at the
Entity as at 31 December 2018.

ial statements.
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Estimated financial impact

d

In EUR'000 1 January 2019

Right-of-use asset
Lease liability

Cumulative impact recognized as an adjustment to the equity
at the date of initial application

3858
3858

0

Average weighted amount of the implicit interest rate/incremental borrowing rate applied as at

1 January 2019 to recognize the lease liabilities: ~0.084%

¢) Standards and Interpretations not yet Endorsed by the EU

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

tly 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.

¢ IFRS 14 “Regulatory Deferral Accounts” (effective for annual
periods beginning on or after 1 January 2016) — the European
Commission has decided not to launch the endorsement pro-
cess 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 3 “Business Combinations” — Defini-
tion of a Business (effective for business combinations for
which the acquisition date is on or after the beginning of the
first annual reporting period beginning on or after 1 Janua-
ry 2020 and to asset acquisitions that occur on or after the
beginning of that period);

* 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);

¢ Amendments to IAS 1 “Presentation of Financial State-
ments” and IAS 8 “Accounting Policies, Changes in Accoun-
ting Estimates and Errors” — Definition of Material (effective
for annual periods beginning on or after 1 January 2020);

* Amendments to IAS 19 “Employee Benefits” — Plan
Amendment, Curtailment or Settlement (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 due to “Improvements
to IFRSs (cycle 2015 - 2017)” resulting from the annual im-
provement project of IFRS (IFRS 3, IFRS 11, IAS 12 and IAS
23) primarily with a view to removing inconsistencies and
clarifying wording (effective for annual periods beginning
on or after 1 January 2019);

* Amendments to References to the Conceptual Framework
in IFRS Standards (effective for annual periods beginning
on or after 1 January 2020).

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. Hedge
accounting for a portfolio of financial assets and liabilities
whose principles have not yet been adopted by the EU rema-
ins unregulated.

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. Ac-
cordingly, users should not rely exclusively on these financial
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 accoun-
ting: transactions and recognised events are recorded in the
period to which they are related in time.

The notes to the separate financial statements form an integral part of the financial statements.
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Separate financial statements were prepared under the as-
sumption 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 jud-
gements about estimates and assumptions that affect the
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 estima-
tes 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 re-
flected in these financial statements. The Bank’s management
continues to monitor the situation and any further possible
impacts of the economic environment on its operations.

The identification of expected credit losses reflects a probabi-
lity-weighted loss amount that is determined by evaluating a
range of possible outcomes when taking into account the time
value of money and reasonable and supportable information
that is available without undue cost or effort at the reporting
date about past events, current conditions and forecasts of
future economic conditions.

The identification of the expected losses from receivables as
regards financial assets measured at amortised cost is an
area that requires the use of complex models and significant
assumptions about future economic conditions and credit
behaviour.

Significant judgments include the definition of criteria to
determine a significant increase in credit risk, the selection
of appropriate models and assumptions for expected credit

losses, the determination of the number of expected credit
loss scenarios and creation of groups of similar financial as-
sets based on products with similar characteristics, collateral
and type of customer, for the measurement of expected credit
losses.

The Bank believes that the estimates used in the process of
determining the amount of expected credit losses including
off-balance sheet exposures represent the most reasonable
forecasts of the future development of the relevant risks
available in the given circumstances. According to Bank
management, the disclosed amount of provisions for assets
is adequate to cover expected losses from the impairment of
receivables.

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 underwent
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 degree of uncer-
tainty 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 ex-
change 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 manda-
tory 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”.

The notes to the separate financial statements form an integral part of the financial statements.
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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 expected
losses in the statement of financial position line “Placements
with other banks, loans to other banks, net of provisions

for expected 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 carried out under contract terms which require delivery
of the financial asset within the timeframe established by
the relevant market. Financial assets are initially measured
at fair value, plus/less transaction costs attributable to the
acquisition of a financial asset, 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 categories:
financial assets held for trading, non-trade financial assets
mandatorily measured at fair value through profit or loss,
financial assets at fair value through other comprehensive
income and financial assets at amortised cost. The classifica-
tion depends on the nature and purpose of the financial asset
and is determined at the initial recognition.

Financial Assets at Fair Value Through Profit or Loss
Financial Assets Held for Trading

Financial assets held for trading include financial derivatives
held for trading and to generate profit. Revaluation gains and
losses are recognised in the statement of comprehensive
income line “Gains/(losses) on financial assets, net”.

Non-Trade Financial Assets Mandatorily Measured at Fair
Value Through Profit or Loss

Financial assets mandatorily measured at fair value throu-

gh profit or loss include securities that the Bank intends to
hold for an indefinite period or which may be sold if liquidity
requirements arise or market conditions change. Additionally,
their cash flows do not meet the SPPI test requirements. Upon
acquisition, such securities are measured at cost. Subsequen-
tly, such financial assets are measured at fair value through
profit or loss. Gains and losses on fair value remeasurement
are recognised in the statement of comprehensive income line
“Gains/(losses) on financial assets, net”.

The notes to the separate financial statements form an integral part of the financ
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Financial Assets at Fair Value Through Other Comprehensi-
ve Income

Financial assets at fair value through other comprehensive
income include securities and investments in entities with
ownership interest of less than 20% of the registered capital
and voting rights.

These investments are measured at fair value. However, in
limited circumstances, cost may be an appropriate estimate of
fair value. This may be the case if insufficient recent informa-
tion is available to measure at fair value, or if there is a wide
range of possible fair value measurements and cost repre-
sents the best estimate of fair value within that range. Gains
and losses on fair value measurement are recognised in the
statement of comprehensive income line “Gains/(losses) on
revaluation of financial assets at fair value through other
comprehensive income”.

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

Sale and Repurchase Agreements

Debt or equity securities sold under sale and repurchase ag-
reements are recognised as assets in the statement of finan-
cial position line “Financial assets at fair value through profit
or loss”, “Financial assets at fair value through other com-
prehensive income” and the contracted liability 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,
loans to other banks, net of provisions for expected losses”,
or in “Loans and receivables, net of provisions for expected
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, Impairment of Loans and Recei-
vables

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 expected
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”. Inte-

ial statements.
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rest is no longer accrued on loan receivables when bankrupt-
cy 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 inte-
rest 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 expected losses”.

In line with the Bank's objectives, loan receivables acquired
through assignment are classified in accordance with IFRS

9 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.

As at 31 December 2018, the Bank has not purchased, or
originated credit-impaired financial assets in its portfolio,
ie financial assets that were credit-impaired upon the initial
recognition.

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.

To classify receivables into individual stages, the Bank has de-
veloped policies and approaches to assess whether there has
been a significant increase in credit risk and whether the clas-
sification to individual levels is required based on the number
of days past due, identification of receivables with deferred
maturity, identification of default status and the monitoring
process results for non-retail debtors.

The Bank considers receivables classified to Stage 1 as non-
-distressed with no significant increase in credit risk since
the initial recognition. Stage 1 includes receivables that, as at
the reporting date, do not show characteristics typical for the
criteria for classification to Stage 2 or 3.

The Bank considers receivables classified to Stage 2 as non-
-distressed with a significant increase in credit risk since ini-
tial recognition, but there is no objective proof of impairment.

Stage 2 includes receivables that as at the reporting date

show the following quantitative criteria:

» Receivables are overdue by 31 to 90 days,

* Receivables are overdue by more than 90 days, but not in
default (the amount owed does not exceed the set materia-
lity level),

¢ For retail loans secured by immovable assets, a significant
deterioration of LTV since the initial recognition (more than
125%) was identified,

¢ A significant currency shock on the market,

¢ The behavioural scoring is higher than the threshold set in
advance, which means that the loan would not be financed if
it was decided to provide a loan as at the date of recognition,

¢ Negative information from banking systems, the customer
has DPD30+ in other banks.

The Bank considers receivables classified to Stage 3 as dis-
tressed with a significant increase in credit risk since initial
recognition, and objective proof of impairment exists.

Stage 3 includes receivables that as at the reporting date show
quantitative criteria based on which the default of a receivable
or debtor is identified.

Definition of default is stated in Section “Criteria for Definition
of Default of Loan Receivables”, Note 35 “Credit Risk”.

As regards qualitative criteria, the Bank applies the following:

¢ |dentification of receivables with deferred maturity, recei-
vables classified as non-distressed with deferred maturity
are included in Stage 2 and receivables classified as dis-
tressed with deferred maturity are included in Stage 3,

e For retail receivables default on another loan of a customer,
such receivables are classified to Stage 2,

¢ For non-retail receivables negative information from loan
receivable monitoring, ie: Risk status of a customer, where
customers with risk status 1, WL1 are classified to Stage 1,
customers with risk status 2, WL2 are classified to Stage 2
and customers with risk status 3, WL3 are classified to Stage
3,

¢ Expertjudgement

As at the reporting date, the Bank identifies and reassesses the
amount of impairment for provided loan receivables.

The Bank identifies the amount of impairment for receivables
classified to Stage 1 and 2 using a portfolio approach. For
non-retail receivables classified to Stage 3, the impairment

is identified using an individual approach if conditions for the

individual assessment are met.

Other non-retail and retail receivables classified to Stage 3 are

subject to portfolio assessment.

The following non-retail loans classified to Stage 3 are asses-

sed by the Bank on an individual basis:

e Receivables managed by the Work Out & Monitoring Depart-
ment, except for small loan receivables (micro loans to be
assessed on a portfolio basis),

e Receivables not managed by the Work Out & Monitoring De-
partment with an exposure of over EUR 0.4 million.

The notes to the separate financial statements form an integral part of the financial statements.
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Under IFRS 9, the impairment of receivables classified to Stage
1 is measured at an amount equal to the lifetime expected
credit losses resulting from potential default events over the
following 12 months. For receivables classified to Stage 2

or Stage 3, impairment is measured at an amount of lifetime
expected credit losses on the respective receivable.

The amount of impairment for loan receivables classified to
Stage 1 is usually lower than of those classified to Stage 2 and
3.

The amount of impairment for loan receivables is recognised
through provisions for assets and for off-balance sheet liabili-
ties through provisions for liabilities.

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 re-
cover 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 receivables is recogni-
sed in the statement of comprehensive income as “Provisions
for impairment losses on loans and off-balance sheet, net”.

Detailed information about the credit risk management is sta-
ted in Note 35 Credit Risk.

Debt Securities at Amortised Cost

Debt securities at amortised cost 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 include transaction
costs. Debt securities 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 debt securities
at amortised cost are accrued using the effective interest rate
method and recognised in the statement of comprehensive
income in “Interest income”.

Dlhodoby hmotny a nehmotny majetok

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:

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 decre-
ased. If any such indication exists, the entity estimates the re-
coverable amount of that asset. If the estimated recoverable
amount exceeds the carrying value of an asset, it is dissolved
through the statement of comprehensive income in “Other
operating revenues/(expenses), net”.

Estimated Useful

Type of Asset Life for
2017 and 2018

ATMs and motor vehicles, computers, office machines, telecommunication equipment, intangible assets 4
Software 2-10
Fixtures, fittings and office equipment, machines and equipment 6
Computers, machines, equipment, ATMs, furniture 8
Technical upgrade of leased buildings 10-20
Time vaults, air-conditioning facilities 10
Heavy bank program (safes), transportation means 12
Buildings and structures 40

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 de-
termine 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 es-
timated recoverable amount through the profit or loss. If the
impairment is of a temporary nature, impairment provisions
are recognised in the statement of comprehensive income as
“Other operating revenues/(expenses), net”.

The notes to the separate financial statements form an integral part of the financial statements.
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In the Bank, non-current intangible assets mainly include
software.

Accrued Interest Receivable/Payable

Accrued interest on loans and placements made is recogni-
sed in lines “Placements with other banks, loans to other
banks, net of provisions for expected losses” and “Loans and
receivables, net of provisions for expected 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 customers”. 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.

Fees and commissions are recognised in the profit or loss on
an accrual basis. Fees and commissions related to the pro-
vision of loans are accrued over the contractual term of the
loan until its due date and are recognised in the statement of
comprehensive income in “Interest income”.

Fees and commissions that are not part of the effective inte-
rest rate are recognised as expenses and income in the sta-
tement 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
differences 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 financial instruments at
fair value through other comprehensive income. 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 comprehensi-
ve income line “General administrative expenses”, except for
the value added tax on acquisition of tangible and intangible
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 instal-
ments 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

The notes to the separate financial statements form an integral part of the financial statements.
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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
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 natio-
nal fund are deposited in a separate account held with the
National 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 expen-
ses” (Note 27).

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 inclu-
de currency forwards and currency swaps. The Bank mainly
uses these financial instruments for business purposes 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
discounting future cash flows by a rate derived from the mar-
ket 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 statement of financial
position line “Financial assets at fair value through profit or
loss”. Derivatives with negative fair values are recognised as
liabilities in the statement of financial position line “Financial
liabilities held for trading”.

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 IFRS 9, 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 Debt Securities

Liabilities from debt securities are recognised at amorti-
sed cost. The Bank mainly issues bank bonds and mortgage
bonds. Interest expense is included in the statement of com-
prehensive 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 liquidation
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 statement of compre-
hensive income line “Interest expense”.

Provision for Off-Balance Sheet Liabilities

In the ordinary course of business, off-balance sheet liabili-
ties, such as guarantees, financial commitments to grant a
loan and a letter of credit are recorded by the Bank.

The Bank creates provisions to cover expected losses on con-
tingent loan commitments, undrawn credit facilities, issued
guarantees and issued letters of credit. The calculation of

the provisions for off-balance sheet liabilities is analogical to
credit exposures. Issued guarantees, irrevocable letters of
credit, and undrawn loan commitments are subject to similar
monitoring of credit risks and credit principles, as in the case
of extended loans.

Provisions are recognised in the statement of financial posi-
tion line “Provisions for liabilities”. Expenses for the recorded
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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
expense and a liability when the Bank is exposed to potential
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 reasona-
ble 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 represents
a liability to an employee that is calculated using the set actu-
arial 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 comprehen-
sive income line “General administrative expenses”.

Representatives of the Bank's statutory body and selected
employees receive remuneration for rendered services in a
form of a cash-settled payment and an equity-settled finan-
cial 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 comprehensive
income in “General administrative expenses” with the counter
entry in “Other liabilities” in the statement of financial position.
A portion of the remuneration in the form of a financial instru-
ment being the parent company’'s shares is recognised in the
statement of comprehensive income in “General administrati-
ve expenses” with the corresponding entry in “Reserve funds”
in the statement of financial position (see Note 31). 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 regula-
tory capital continuously at least at the level required for Ban-

k's own funds while taking into account the defined minimum
requirement in respect of the system for the assessment 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 requi-
rements 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 investment
firms and amending Regulation (EU) No 648/2012. The Ban-
k'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 internal
information, which is presented to the Bank’s management on
a regular basis. The breakdown by individual segment catego-
ries recognised in the notes is based on the principle applied
for the classification of the Bank’s customers as follows:

* Retail customers

e Corporate customers,

e Treasury

* Not specified.

The “retail customers” segment includes the following custo-
mers: individuals. The Bank provides to retail customers stan-
dard bank products, particularly: consumer loans, mortgage
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 consu-
mer 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 enterprises
(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

The notes to the separate financial statements form an integral part of the financial statements.
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following products: overdraft otp MICROloans facilities, otp EU
MICROloans (with EIF guarantee), otp refinancing MICROloans,
overdraft facilities, EU AGROloans, investment loans including
project financing loans from EU funds, and loans for the re-
construction of residential buildings for the apartment owners
associations and apartment owners represented by manage-
ment companies/housing cooperatives.

The “Treasury” segment includes transactions performed on
the Bank’s own account or on the client’s account and compri-
ses 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 information
on the amount of total revenues from foreign entities is inclu-
ded in Note 30.

Statement of Cash Flows

Cash and cash equivalents for the purposes of cash flow pre-
sentation include cash, amounts due from banks and balan-
ces with the National Bank of Slovakia, excluding the compul-
sory minimum reserve required by the NBS and amounts due
to banks due up to three months.

The notes to the separate financial statements form an integral part of the financial statements.
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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 estima-
tes are made based on quoted market prices. In circumstan-
ces where the quoted market prices are not readily available,
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 estima-
ted 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.

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:

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 Dec 2018
(EUR "000)

Assets
Financial assets held for trading -

Financial assets mandatorily measured at fair

value through profit or loss 8271 - - 8271
F|nanC|a.l as.sets at fair value through other com- ) ) e 1571
prehensive income

Liabilities

Financial liabilities held for trading - 17 - 17

31 Dec 2017
(EUR '000) TOTAL

Assets

Financial assets held for trading = 1 = 1
Financial assets mandatorily measured at fair B _ _ _
value through profit or loss

Financial assets at fair value through other com- 8721 B 1243 9 964

prehensive income

Liabilities

Financial liabilities held for trading -

The notes to the separate financial statements form an integral part of the financial statements.
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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 Dec 2018
(EUR "000) TOTAL

Assets

Loans and receivables =
Debt securities at amortised cost 83610
Liabilities

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

= 1124 840 1124 840
- - 83610
- 1120371 1120371
85105 = 85 105
27032 = 27 032

31 Dec 2017
(EUR "000) TOTAL

Assets
Loans and receivables -

Debt securities at amortised cost 83874

Liabilities

Amounts due to customers -
Liabilities from debt securities at amortised cost =
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 Na-
tional 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

= 1142231 1142 231
- - 83874
- 1109 679 1109 679
167 745 = 167 745
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.

Debt Securities at Amortised Cost

The fair value of debt securities at amortised cost was deter-
mined 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 country rating, the fair value
is calculated using the market yield curve without credit mar-
gin. 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

The notes to the separate financial statements form an integral part of the financial statements.
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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.

Za Liabilities from Debt Securities and Subordinated Debt

The fair value of issued debt securities and subordinated
debt is determined using valuation techniques by discoun-
ting future cash flows by a rate derived from the market
yield curve by Level 2 of the fair value estimate. Fair value
is determined separately for individual issues of securities
considering 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:

q Fair Value Net Book Value Difference
(3T 31 Dec 2018 31 Dec 2018 31 Dec 2018

Assets
Loans and receivables

Debt securities at amortised cost

Liabilities
Amounts due to customers

Liabilities from debt securities

1137 306 1124 840 12 466
92533 83610 8923
1120 494 1120371 123
85020 85105 (85)

. Fair Value Net Book Value Difference
e 31 Dec 2017 31 Dec 2017 31 Dec 2017

Assets
Loans and receivables

Debt securities at amortised cost

Liabilities
Amounts due to customers

Liabilities from debt securities

1150002 1142 231 7771
95310 83874 11 436
1110095 1109 679 416
167 954 167 745 209

The notes to the separate financial statements form an integral part of the financial statements.
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Supplementary Data to the Financial Statements

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

Cash on hand:
In EUR

In foreign currency

Due from banks and balances with NBS:
Residual maturity within one year:
In EUR

In foreign currency

Total

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 6 584 thousand (31 Decem-
ber 2017: EUR 12 732 thousand), the withdrawal of which is
restricted.

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

33 464 30923
4783 4320
38 247 35 243
98170 135 854
18 307 10 236
116 477 146 090
154 724 181 333

rate of the Eurosystem main refinancing operation. Excess
monetary reserves bear no interest. As at 31 December
2018, compulsory minimum reserves bear interest at 0.00%
(31 December 2017: 0.00%).

As at 31 December 2018, the Bank recognised term depo-
sits with the NBS in the amount of EUR 91 000 thousand (31
December 2017: EUR 121 996 thousand).

5. Placements with Other Banks, Loans to Other Banks, Net of Provisions for Expected Losses

(EUR 000) NDec2018 |  31Dec2017 |

Residual maturity within one year:
In EUR

In foreign currency

Total

As at 31 December 2018, the Bank had no short-term depo-
sits denominated in a foreign currency (31 December 2017:
EUR 0).

219 9

219 9

According to IFRS 9 methodology, a provision for expected
losses from loans to other banks was also recorded in 2018.
As at 31 December 2018, provisions for expected losses
amounted to EUR 1 thousand (31 December 2017: EUR 0).

The notes to the separate financial statements form an integral part of the financial statements.
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6. Loans and Receivables, Net of Provisions for Expected Losses

Loans and Receivables by Type of Product

1 January 2018

(EUR ‘000)

Carrying Amount

Changes upon

Carrying Amount

Non-retail loans

Overdrafts
and revolving loans

Investment, operation
and other loans

Overdrafts on term deposit
accounts

Factoring loans
Other
Retail loans

Loans secured by
immovable assets

Other consumer loans

Overdrafts on term deposit
accounts

Other
Total

Provision

Total

*See “IFRS 9 Disclosures”, Note 2.

1 January 2018
(EUR ‘000)

Under IAS 39 First Application of Under IFRS 9 Be- STG1
Before Provisions IFRS 9* fore Provisions

489 930 (4173) 485 757 395970 26 895 62 891

70 944 (814) 70 130 58 835 4966 6329

407 359 (3359) 404 000 327 899 21560 54 540

2 959 - 2 959 590 366 2003

8 665 - 8 665 8 645 2 18

3 - 3 1 1 1

738 329 (10 374) 727 955 648 174 19 900 59 882

520 270 (4 331) 515 939 468 877 16108 30 954

214 338 (6 043) 208 295 177 137 3705 27 454

3272 - 3272 1838 77 1356

449 - 449 322 10 118

1228 259 (14 547) 1213712 1044 144 46 795 122 773
(86 028) (9 324) (95 352) (13 225) (4 232) (77 895)

1142 231 (23 871) 1118 360 1030919 42 563 44 878

Provisions Under

Changes upon

First Application of

Provision Under

Non-retail loans

Overdrafts
and revolving loans

Investment, operation
and other loans

Overdrafts on term
deposit accounts

Factoring loans
Other
Retail loans

Loans secured by immovable
assets

Other consumer loans

Overdrafts on term deposit
accounts

Other
Total

*See “IFRS 9 Disclosures”, Note 2.

IAS 39 IERS 9* IFRS 9
38 650 4241 42 891 6671 1564 34 656
5569 866 6 435 1564 189 4 682
31267 2 844 34111 5018 1060 28 033
1776 487 2263 18 315 1930
38 43 81 71 - 10
- 1 1 - - 1
47 378 5083 52 461 6554 2 668 43 239
14318 5301 19 619 935 726 17 958
31780 (108) 31672 5279 1925 24 468
1165 (91) 1074 337 15 722
115 (19) 96 3 2 91
86 028 9 324 95 352 13 225 4232 77 895
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31 December 2018 Carrying Amount - Carrying Amount

Non-retail loans 479 390 408 621 18 131 52 638 41709 437 681

Overdrafts

. 78 050 69 601 1664 6785 5869 72181
and revolving loans

Investment, operation

390577 330 700 16 087 43790 33397 357 180

and other loans

Overdrafts on term 2999 576 379 2 044 2 295 704

deposit accounts

Factoring loans 7764 7 744 1 19 148 7616

Other 0 0 0 0 0 0
Retail loans 731 344 663 981 20 707 46 656 44 185 687 159

Loans secured by 528 914 485 030 17 482 26 402 21 084 507 830

immovable assets

&t:rfsr consumer 198 409 176 624 3132 18 653 21 842 176 567

Overdrafts on term 3147 1639 69 1439 1085 2062

deposit accounts

Other 874 688 24 162 174 700
Total 1210 734 1072 602 38 838 99 294 85 894 1124 840
Provisions - (13 618) (5531) (66 745) (85 894) -
Total 1210734 1058 984 33 307 32 549 - 1124 840
31 December 2017 Carrying Amount Before Specific Portfolio Provisions Carrying Amount After
(EUR ‘000) Provisions Provisions Provisions
Non-retail loans 489 930 34 059 4591 451 280

Overdrafts and revolving 70 944 5031 538 65 375

loans

DG L 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

Loans secured by 520 260 5 180 9138 505 942

immovable assets

Other consumer loans 214 348 279 31501 182 568

Overdrafts on term deposit 3272 . 1165 2107

accounts

Other 449 - 115 334
Total 1228 259 39518 46 510 1142 231

The notes to the separate financial statements form an integral part of the financial statements.

Annual report 2018 Notes to the Separate Financial Statements




Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

Summary of Provisions for Expected Credit Losses

(EUR'000) ST61 ST62 ST63

Provisions as at 31 December 2017 2 387 1896 81 745 86 028
Changes upon the initial application of IFRS 9* 10838 2336 (3 850) 9 324
Provisions as at 1 January 2018 13 225 4232 77 895 95 352
Increase fn.grovmlons .due to the origin 5215 127 17 5359
and acquisition of receivables

Decrea§e in provisions due tg derecognition (3 346) (480) (15 952) (19 778)
of receivables (except for write offs)

Net change in pr.ov!swns due to (9 282) 17 055 5224 12 997
a change in credit risk

Net change in provisions due to _

adjustments without derecognition M 423 422
Net change in provisions due to B ~ B )
revision of estimation methodology

Decrease in provisions due to write offs - (5) (8 453) (8 458)
Transfers between stages 7 806 (15 397) 7 591 0
Provisions as at 31 December 2018 13618 5531 66 745 85894

*See “IFRS 9 Disclosures”, Note 2.

Balance at the beginning of the reporting period 86 028 79 333
Balance at the beginning of the reporting period - restated * 95 352 -
Impairment losses on loans 9867 24817
Loan write-offs and assignments (Note 23) (19 324) (18121)
Foreign exchange differences (1) (1)
Balance at the end of the reporting period 85 894 86 028

*As a result of changes upon the first application of IFRS 9 — see “IFRS 9 Disclosures”, Note 2.

Interest on Loans and Receivables:

31 December 2018 31 December 2017
in % in%
| Fom [ To |  Fom | T |

Contractual maturity within one year:
VEUR 0.40 16.42 0.40 16.76
In foreign currency 5.28 5.28 3.80 4.31

Contractual maturity over one year:
VEUR 0.30 30.50 0.30 30.70
In foreign currency 2.09 2.09 1.60 1.60

The notes to the separate financial statements form an integral part of the financial statements.
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7. Debt Securities, Net of Provisions for Expected Losses

As at 31 December 2018 and 31 December 2017, the Bank recognised the following debt securities at amortised cost:

(EUR ‘000) 31 December 2018 31 December 2017

Government bonds 73 141 73314
Foreign government bonds 10 495 10 560
Total 83636 83874
Provisions for expected losses (26) -
Total debt securities 83610 83874

As at 31 December 2018 and 31 December 2017, the Bank did not recognise pledged securities or other restrictions on handling
securities in its portfolio under debt securities.

The summary of changes in provisions for expected losses for debt securities at amortised cost:

(EUR ‘000) 31 December 2018 31 December 2017

Balance at the beginning of the reporting period - -
Balance at the beginning of the reporting period - restated * (31) -
Increase in provisions - -

Decrease in provisions 5 -

Balance at the end of the reporting period (26) -

*As a result of changes upon the first application of IFRS 9 — see “IFRS 9 Disclosures”, Note 2.

8. Financial Assets at Fair Value Through Profit or Loss

(EUR ‘000) 31 December 2018 31 December 2017

Bonds issued by foreign banks* 8271 -
Derivative financial instruments held for trading (Note 21) - 1
Total financial assets at fair value through profit or loss 8 271 1

*In 3Q 2013, the Bank purchased for the available-for-sale financial assets portfolio subordinated bonds issued by the parent company, OTP Nyrt. The proce-
eds 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 2019. Interest income
arising from this bond is recognised using the effective interest rate method totalling EUR 244 thousand in 2018 (2017: EUR 244 thousand).

In 2017, the Bank presented this bond as available-for-sale financial assets. As a result of changes upon the first application of IFRS 9, the bond was man-
datorily reclassified to financial assets at fair value through profit or loss. The reclassification is due to the fact that under the issue terms cash flows from
holding the bond do not meet SPPI test requirements.

The notes to the separate financial statements form an integral part of the financial statements.
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9. Financial Assets at Fair Value Through Other Comprehensive Income

(EUR ‘000) 31. december 2018 31. december 2017
Bonds issued by foreign banks* - 8721
Shares of foreign entities (VISA Inc., C series) 1565 1243
Investments in corporate entities (S.W.I.F.T.) 6 6
Total financial assets at fair value through other comprehensive income 1571 9970

* A year-on-year change as a result of reclassification upon the first application of IFRS 9 — see “IFRS 9 Disclosures”, Note 2 and see Note 8.

An analysis of investments in corporate entities as at 31 December 2018 and 31 December 2017:

S.W.LE.T (Belgium) Inter:laet;%nna; 0.005 % -

Total (EUR ‘000) 6 S 6

The Bank is not an unlimited liability partner in other reporting entities.

The notes to the separate financial statements form an integral part of the financial statements.
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A summary of insurance of non-current tangible and intangible assets as at 31 December 2018:

MTPL insurance 27
Motor hull insurance 3
Insurance of assets 30
Total 60

Costs of insurance coverage are recognised in the statement
of comprehensive income line “General administrative expen-

ses”.
As at 31 December 2018, the Bank’s non-current tangible and

intangible assets were insured up to 100% of the total amount
of assets (31 December 2017: 100%).

11. Other Assets

(EUR ‘000)

As at 31 December 2018, the Bank does not record as part of
its non-current tangible and intangible assets the following:
e Assets encumbered by a pledge;

o 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

e Assets acquired in privatisation.

31 Dec 2018 31 Dec 2017

Loss receivables (non-credit) from various debtors 522 2 645
Loss receivables from securities 6104 6104
Amounts due from assigned receivables - 43
Operating advances made 161 186
Inventories 56 80
Deferred expenses 809 755
Accrued income 145 94
Receivables from various debtors 371 482
Receivables from shortages and damage 196 118
Other receivables from clients 932 2124
Other receivables 671 415
Other assets before provisions 9967 13 046
Provisions for expected losses from other assets (6 604) (8 894)
Total other assets 3363 4152

In 2018, the Bank wrote off a portion of loss receivables from various debtors in the total amount of EUR 2 116 thousand and

released the relevant provisions totalling EUR 2 116 thousand.

The notes to the separate financial statements form an integral part of the financial statements.
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An analysis of movements in provisions for expected losses from other assets is as follows:

(EUR ‘000) 31 Dec 2018 31 Dec 2017

Balance at the beginning of the reporting period 8894 8 920
Balance at the beginning of the reporting period — restated * 8722 -
Provisions for impairment losses on other assets, net (Note 28) 4 (28)
Other assets written-off and assigned (Note 28) (2121) 1
FX difference (1) 1
Balance at the end of the reporting period 6 604 8 894

*As a result of changes upon the first application of IFRS 9 — see “IFRS 9 Disclosures”, Note 2.

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

(EUR ‘000) Mbec20ta |  31Dec20t7 |

Residual maturity within one year:
In EUR 42878 1535
In foreign currency 147 262

Residual maturity of over one year:
In EUR 5714 8571

Total 48 739 10 368

Amounts due to banks by type of product:

(EUR ‘000) 31 Dec 2018 31 Dec 2017

Deposits 12 4
Term accounts of other banks 40 147 266
Loans received from other financial institutions* 8578 10007
Other liabilities to financial institutions 2 91
Total 48 739 10 368

*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 2018, the Bank recorded funds of EUR 8 572 thousand (31 December 2017: EUR
10 000 thousand).

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

Type of Loan According Contractual Maturity
L to Maturity as at 31 Dec 2018 e
Loans received from banks:

European Bank for Reconstruction and Develop-

Long-term 25 Oct 2021 8578 10 007
ment

Celkom 8578 10 007

Of the total amounts due to banks as at 31 December 2018 and 31 December 2017, the Bank does not recognise any overdue
payables.

The notes to the separate financial statements form an integral part of the financial statements.
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Interest on amounts due to banks:

_ —T =T

Contractual maturity within one year:

VEUR (0.13) (0.13) - -
In foreign currency (0.80) 1.90 (0.20) 1.90

Contractual maturity of over one year:

In EUR 0.55 0.55 0.55 0.55

13. Amounts Due to Customers

Amounts due to customers by type:

(EUR '000) Nbec2018 |  ¥Dec20t7 |

Current accounts and other short-term amounts due to customers 775 388 701017
Term deposits 283 654 346 641
Pass books 16 673 17 925
Received loans 6087 7371
Municipality accounts and local governments 38195 36 363
Other liabilities 374 362
Total 1120371 1109 679

In 2014, the Bank participated in the financing programme for SME clients in co-operation with the Slovensky zaruény a rozvo-
jovy fond. At the end of 2018, the Bank recorded funds amounting to EUR 6 087 thousand (2017: EUR 7 371 thousand).

Amounts due to customers by sector:

(EUR ‘000) 31 Dec 2018 | 31Dec2017 |

Non-financial organisations 301 823 289 452
Individuals 615700 643 332
Financial institutions 8 936 8 624
Trade licence holders 19 065 18 246
Insurance companies 7526 6772
Non-profit organisations 45 321 38 394
Non-residents 83 805 68 496
Government sector 38195 36 363
Total 1120371 1109 679

The notes to the separate financial statements form an integral part of the financial statements.
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Amounts due to customers by residual maturity:

(EUR 000) Nbec2018 |  ¥Dec20t? |

Residual maturity within one year:

In EUR 1046 564 1021511
In foreign currency 26 754 24097

Residual maturity over one year:

In EUR 47 046 64066
In foreign currency 7 b
Total 1120 371 1109 679

31 Dec 2018 31 Dec 2017
in% in%

L Fom | T | Fom | T
Contractual maturity within one year:

In EUR 0.01 1.00 0.01 1.00
In foreign currency 0.00 1.80 0.00 0.90

Contractual maturity over one year:
In EUR 0.15 12.00 0.15 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 2018, the total of primary deposits of depositors with deposits exceeding EUR 3 320 thousand represented
12.66% of the Bank's funds (31 December 2017: 10.61%).

14. Liabilities from Debt Securities

(EUR ‘000) Mbec20ta |  31Decz0t7 |

Residual maturity within one year:

Liabilities from financial bills of exchange = 653
Liabilities from mortgage bonds - 16 999
Liabilities from issued bonds 40105 105093

Residual maturity over one year:

Liabilities from issued bonds 45000 45000

Total 85 105 167 745

The notes to the separate financial statements form an integral part of the financial statements.
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Interest on liabilities from issued debt securities:

31 Dec 2018
in %

31 Dec 2017
in %

| Fom | T | Fom | T

Contractual maturity within one year:

In EUR (0.14)

In foreign currency -
Contractual maturity over one year:

In EUR 0.49

In foreign currency -

In 2018, the Bank issued short-term bonds with a total face
value of EUR 40 000 thousand.

In 2018, the Bank repaid Mortgage Bonds, Issue XXXI with a
total face value of EUR 8 000 thousand and short-term bonds
with a total face value of EUR 105 000 thousand.

In 2018, the Bank repurchased Mortgage Bonds, Issue XXXII
with a total face value of EUR 9 000 thousand.

(0.14) (0.15) 0.50

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

The notes to the separate financial statements form an integral part of the financial statements.
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15. Subordinated Debt

Podriadeny uver:

OTP Financing
Netherlands B.V.

OTP Financing
Malta Company
Ltd.

OTP Financing
Malta Company
Ltd.

Total
(EUR '000)

Start of Loan
Drawdown

EUR Long-term Sep 2014

EUR Long-term Dec 2015

EUR Long-term Aug 2018

Subordinated debt totalling EUR 27 million represents Tier 2
capital for the Bank in the amount of EUR 18.4 million pur-
suant to Regulation of the European Parliament and of the
Council No. 575/2013 (Note 32).

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 Company
Ltd. is a member of the OTP Group with seat at Level 2, Re-
gional Business Centre, University Heights, MSD 1751, Msida,
Malta.

16. Other Liabilities

Contractual Interest

3M EURIBOR

Sep 2021 +341%p. a. 18 008 18 008
3M EURIBOR

Dec 2022 +2.37%p. a. 2000 2000
3M EURIBOR

Aug 2025 +3.94%p. a. 7024 =

27 032 20 008

The scope of business of the above companies primarily

includes:

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

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

» Advisory and consulting activities;

 Investments of financial funds; and

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

(EUR ‘000) Nbec208 |  3Dec20t7 |

Various creditors

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

Settlement with employees

Settlement with social institutions

Liabilities from payment transactions

Other liabilities

Total

Summary of changes in the social fund:

(EUR “000)

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

Balance at the end of reporting period

1331 2 086
116 284
1060 726
106 112
1327 1178
324 280
7789 13312
2 682 3019
14735 20 997
31 Dec 2018 31 Dec 2017

112 89
213 192
(219) (169)
106 112

The notes to the separate financial statements form an integral part of the financial statements.
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17. Equity

The Bank’s equity comprises:

(EUR ‘000) 31 Dec 2018 | 31Dec2017 |

Share capital

Reserve funds

Profit/(loss) from previous years
Accumulated other comprehensive income

Profit/(loss) for the year

Total equity

Share Capital

The Bank's share capital as at 31 December 2018 is as follows:

Face Amount ISIN

Repaid and registered in the Commercial Register

EUR 3.98 per share SK1110001452
EUR 3.98 per share SK1110004613
EUR 39 832.70 per share SK1110003003
EUR 1.00 per share SK1110016559
EUR 1.00 per share SK1110017532
EUR 1.00 per share SK1110019850
Repaid and not registered in the Commercial Register

EUR 1.00 per share SK1110020684

Total share capital

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

126 591 111580
6496 6338
(18079) 13 487
536 64
(3972) (5 930)
111572 125 539

Number of Shares

Face Value of Shares

3000 000 11 940
8 503 458 33 843
570 22705
10019 496 10020
10 031 209 10 031
23 041 402 23 041
15010 203 15011
126 591

| Facemont | 5N | NumberofShares | FaceValueof Shares

Repaid and registered in the Commercial Register

EUR 3.98 per share SK1110001452
EUR 3.98 per share SK1110004613
EUR 39 832.70 per share SK1110003003
EUR 1.00 per share SK1110016559
EUR 1.00 per share SK1110017532
EUR 1.00 per share SK1110019850

Total share capital

3000000 11940
8503 458 33 843
570 22705
10019 496 10020
10 031 209 10 031
23 041 402 23 041
111 580

The Bank’s share capital increased by EUR 15 011 thousand in 2018 and has been fully paid. The increase in the share capital

was effected by the payment of subscribed shares by the shareholders.

The notes to the separate financial statements form an integral part of the financial statements.
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The type, form, nature and tradability of shares as at 31 December 2018 was as follows:

| Facemount | ___sn | Tpe | Fom | Nawe | Tradabiliy

EUR 3.98 per share SK1110001452 ordinary registered uncertified publicly tradable
EUR 3.98 per share SK1110004613 ordinary registered uncertified publicly tradable
S::r:9 e SK1110003003 ordinary registered uncertified publicly non-tradable
EUR 1.00 per share SK1110016559 ordinary registered uncertified publicly tradable
EUR 1.00 per share SK1110017532 ordinary registered uncertified publicly tradable
EUR 1.00 per share SK1110019850 ordinary registered uncertified publicly tradable
EUR 1.00 per share SK1110020684 ordinary registered uncertified publicly non-tradable*

*The Bank is obliged under the terms of issue to launch the issue to the securities market. As at the reporting date the procedure was not completed.

The type, form, nature and tradability of shares as at 31 December 2017 was as follows:

| Facesmount | ___isn | Tpe | Fom | Nawe | Tradabiliy

EUR 3.98 per share SK1110001452 ordinary registered uncertified publicly tradable
EUR 3.98 per share SK1110004613 ordinary registered uncertified publicly tradable
S::rgg ey SK1110003003 ordinary registered uncertified publicly non-tradable
EUR 1.00 per share SK1110016559 ordinary registered uncertified publicly tradable
EUR 1.00 per share SK1110017532 ordinary registered uncertified publicly tradable
EUR 1.00 per share SK1110019850 ordinary registered uncertified publicly non-tradable*

*The Bank is obliged under the terms of issue to launch the issue to the securities market. The procedure was completed on 13 March 2018 and the shares

became 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 2018, no shares of OTP Banka Slovensko, a.s. are held by the Bank and its subsidiaries.

Reserve Funds

As at 31 December 2018, reserve funds in the amount of EUR
6 496 thousand (31 December 2017: EUR 6 338 thousand)
comprise the legal reserve fund in the amount of EUR 5 034
thousand (31 December 2017: EUR 5 034 thousand) and other
capital reserves in the amount of EUR 1 462 thousand (31
December 2017: EUR 1 304 thousand).

The legal reserve fund is intended to cover potential future
losses; its distribution to shareholders is restricted in accor-

18. Income Tax

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

Total

dance with the Slovak Commercial Code.
Profit/(Loss) from Previous Years

The significant year-on-year change has resulted from the
settlement of the 2017 loss (see Note 40) and recognition of a
change in the carrying amount of financial assets due to the
application of IFRS 9 in the opening balances as at 1 January
2018 (see “IFRS 9 Disclosures”, Note 2).

31 Dec 2018 31 Dec 2017

2 399
(499) (258)
(497) 141

The notes to the separate financial statements form an integral part of the financial statements.
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As at 31 December 2018, the Bank recognised net tax income from income tax in the amount of EUR 497 thousand in the statement
of comprehensive income (31 December 2017: tax expense of EUR 141 thousand). The Bank recognised an increase in the deferred
tax liability for 2018 in the amount of EUR 126 thousand in items recognised through equity (2017: increase of EUR 158 thousand).

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) Mbec20ts |  31Dec20t7 |

Pre-tax profit/(loss) (4 469) (5 789)
Theoretical tax at 21% (2017: 21%) (938) (1216)
Non-taxable income (1 473) (289)
Non-deductible expenses 2 321 1322
Provisions for assets and provisions for liabilities, net (490) (108)
Adjustment of provisions for uncertain utilisation of deferred tax assets 81 432
Adjustment of the current tax for the previous year 2 -
Income tax expense/(revenue) for the current reporting period (497) 141
Effective tax rate for the reporting period 11.11% (2.43)%

The Bank reached a negative tax base of EUR 7 664 thousand for the reporting period (31 December 2017: a positive tax base
of EUR 2 358 thousand). The tax effects of changes upon the first application of IFRS 9 (see “IFRS 9 Disclosures”, Note 2.) had a
significant effect on the tax loss for 2018.

19. Current and Deferred Income Tax

(EUR ‘000) 31 Dec 2018 | 31Dec2017 |

Current tax asset/(liability) 499 1904

Total current tax asset/(liability) 499 1904

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 21% tax rate valid for the following reporting period was applied (2017: 21%):

(EUR 000) MDec2018 |  31Dec2017 |

Deferred tax liability

Difference between net book value and net tax value of tangible assets (174) (632)
Revaluation reserves on securities measured at fair value through other comprehensive income (142) (83)
Total deferred tax liability (316) (715)

Deferred tax asset

Loans (provisions for loan impairment losses) 10803 8 660
Provisions for liabilities 262 222
Tax losses carried-forward 1609 -
Revaluation reserves on securities measured at fair value through other comprehensive income - 66
Total deferred tax asset 12 674 8 948
Adjustment for uncertain utilisation of deferred tax asset (6 952) (3 200)
Net deferred tax asset/(liability) 5406 5033

The notes to the separate financial statements form an integral part of the financial statements.
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(EUR ‘000)

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

Net deferred tax asset/(liability) — closing balance

31 Dec 2018 31 Dec 2017
5033 4933
(67) =
499 258
(59) (158)
5 406 5033

*As a result of changes upon the first application of IFRS 9 — see “IFRS 9 Disclosures”, Note 2.

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

The Bank did not recognise a deferred tax asset of EUR 6 952
thousand (31 December 2017: EUR 3 200 thousand) associa-

ted with temporary differences resulting from provisions for
loans and the tax loss carried-forward, owing to its uncertain
timing and utilisation in future reporting periods.

20. Provisions for Liabilities, Contingent Liabilities and Other Off-Balance Sheet Iltems

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-ba-

lance sheet. These include liabilities resulting from provided

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

(EUR ‘000) 31 Dec 2018 31 Dec 2017

Undrawn loan commitments

Other guarantees provided to banks

Other guarantees provided to clients

Undrawn overdrafts and authorised overdraft facilities

Issued letters of credit

Total

Loan commitments represent the undrawn part of permis-
sions 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 un-
drawn loan commitments. The estimated amount of exposure
is, however, lower than the total undrawn loan commitments,
since the majority of such commitments are subject to loan
covenants that clients are required to comply with.

The Bank creates provisions to cover expected losses on un-
drawn loans, guarantees, and letters of credit. The calculation
of the provision for off-balance sheet liabilities is analogous
to the case of credit exposure. Issued guarantees, irrevocable
letters of credit, and undrawn loan commitments are subject
to detailed monitoring of credit risks and loan principles, as in
the case of loans extended.

35371 27 288
1452 402
27 311 23198
21 301 24 671
= 150

85 435 75 709

Within its ordinary activities the Bank is party to court and
other disputes and litigation. Each dispute is subject to
monitoring and regular re-assessment as part of the Ban-
k's standard 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 2 711 thousand as at 31 December 2018
(31 December 2017: EUR 2 946 thousand).

The notes to the separate financial statements form an integral part of the financial statements.
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The Bank recognised the following provisions:

(EUR ‘000) 31 Dec 2018 31 Dec 2017

Provisions for:

Undrawn loan commitments 1000 139
Guarantees 410 31
Issued letters of credit = 1
Litigations and other disputes 2711 2 946
Retirement payments 101 114
Total 4222 3231

The creation and release of provisions for off-balance sheet statement’s line “General administrative expenses”. The

liabilities is recognised in the statement of comprehensive creation and release of provisions for litigations and other
income line “Provisions for impairment losses on loans and disputes is recognised in the statement of comprehensive
off-balance sheet, net”. The creation and release of a pro- income line “Other operating revenues/(expenses), net”.

vision for retirement payments is recognised in the income

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

(EUR “000) 31 Dec 2018 31 Dec 2017

Balance at the beginning of the reporting period 171 144
Balance at the beginning of the reporting period — restated * 1761 -
Creation of provision 4156 532
Release of provision (4 508) (505)
FX difference 1 =
Balance at the end of reporting period 1410 171

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

(EUR ‘000) 31 Dec 2018 31 Dec 2017

Balance at the beginning of reporting period 2 946 3550
Creation of provision 90 80
Use of provision (325) (658)
Release of provision - (26)
Balance at the end of reporting period 271 2 946

*As a result of changes upon the first application of IFRS 9 — see “IFRS 9 Disclosures”, Note 2.

An analysis of changes in the provision for retirement payments:

(EUR ‘000) Mbec208 |  ¥Dec20t7 |

Balance at the beginning of reporting period 114 120
Creation of provision 39 16
Release of provision (52) (22)
Balance at the end of reporting period 101 114

The notes to the separate financial statements form an integral part of the financial statements.
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21. Derivative Financial Instruments

The tables below represent the financial d
cember 2017:

(EUR ‘000)

Currency instruments
Currency swaps

Total

(EUR ‘000)

Currency instruments
Currency swaps

Total

erivative instruments at face and fair values as at 31 December 2018 and 31 De-

Face Value of Assets Face Value of Liabilities
31 Dec 2018 | 31Dec2017 | 31 Dec 2018 31 Dec 2017

= 9504 3510 =

- 9 504 3510 -

Face Value of Assets Face Value of Liabilities
31 Dec 2018 31 Dec 2017 31 Dec 2018 31 Dec 2017

= 1 17 =

- 1 17 -

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

22. Net Interest Income

, Year Ended Year Ended
(ELRNI 31 Dec 2018 31 Dec 2017

Interest income:

Loans and other receivables* 35117 44732
Placements with other banks, loans to other banks 63 216
Financial assets at fair value through profit or loss 244 -
Financial assets at fair value through other comprehensive income - 244
Debt securities at amortised cost 2175 2180
Total interest income 37599 47 372
Interest expense:
Due to banks and deposits from the National Bank of Slovakia and other banks and other payables (32) (47)
Amounts due to customers (1 555) (2 724)
Liabilities from debt securities (120) (121)
Subordinated debt (692) (604)
Total interest expense (2 399) (3 496)
Net interest income 35 200 43 876

* A year-on-year decrease in interest income on loans is also caused by applying changes in “revenue recognition” as of 1 January 2018 - see “IFRS 9 Disclo-

sures”, Note 2.

The notes to the separate financial statements form an integral part of the financial statements.
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Individudlna uctovna zavierka za rok konciaci sa 31. decembra 2018 zostavena
podla Medzinarodnych Standardov finané¢ného vykaznictva v zneni prijatom Eurdépskou tniou

23. Provisions for impairment losses on loans and off-balance sheet, net

, Year Ended Year Ended
EURN000) 31 Dec 2018 31 Dec 2017

Creation of provisions for loan receivables (52 193) (43 881)
Release of provisions for loan receivables 40 393 18 275
Write-offs and assignments of loans 1933 789
Loss on write-offs and assignments of loans (gross) (19 324) (18121)
Use of provisions for written-off and assigned loans 21 257 18910
(Creation)/reversal of provisions for guarantees and undrawn loan commitments, net (Note 20) 352 (27)

Provisions for impairment losses on loans

and off-balance sheet, net* (9 515) (24 844)

*The year-on-year increase in costs of credit risks was caused by applying changes in “revenue recognition” as of 1 January 2018 — see “IFRS 9 Disclo-
sures”, Note 2.

24. Net Fee and Commission Income

. Year Ended Year Ended
e 31 Dec 2018 31 Dec 2017

Fee and commission income: 2424 1771
Banks 213 228
Public administration 6410 6 945
Individuals 6629 7008
Other sectors 15676 15 952

Total fee and commission income

Fee and commission expense: (1516) (1352)
Banks (64) (82)
Individuals (2993) (2782)
Other sectors (4 573) (4 216)

Total fee and commission expense

Net fee and commission income 11103 11736

The notes to the separate financial statements form an integral part of the financial statements.
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Individudlna Uctovna zavierka za rok konciaci sa 31. decembra 2018 zostavena
podla Medzinarodnych Standardov finan¢ného vykaznictva v zneni prijatom Eurépskou tniou

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

, Year Ended Year Ended
EURN000) 31 Dec 2018 31 Dec 2017

Gain/(loss) from foreign exchange transactions 904 1178
Gain/(loss) from fixed term operations (222) (483)
Net gains/(losses) on financial operations 682 (695)

The Bank carried out interrelated transactions within the Group, which are assessed on an aggregate basis. Such transac-
tions include currency swaps concluded with the parent company and subsequent investing of available funds or through
reverse repurchase transactions with the parent company. The total profit/(loss) from such transactions is presented in the
following table:

, Year Ended Year Ended
EURN000) 31 Dec 2018 31 Dec 2017

Loss on fixed term operations (238) (489)
Interest income on reverse repurchase transactions 23 183
Total (215) (306)

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

. Year Ended Year Ended
Y 31 Dec 2018 31 Dec 2017

Net gain/(loss) on remeasurement of financial assets mandatorily

measured at fair value through profit or loss * Vol )
Net gain/(loss) on provisions for debt securities at amortised cost 5 -
Net gains/(losses) on financial assets (445) =

* A change in the fair value of subordinated bonds of the parent company, OTP, in 2018 — (see Note 8).

The notes to the separate financial statements form an integral part of the financial statements.
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27. General Administrative Expenses

, Year Ended Year Ended
(SR 31 Dec 2018 31 Dec 2017

Personnel expenses
Wages and salaries
Social security expenses
Supplementary pension scheme contributions
Other social expenses

(Creation)/release of provisions for retirement payments, net

Other administrative expenses
Purchased services
Expenses for IT administration and maintenance
Entertainment expenses
Other purchased supplies
Local and other taxes other than income tax
Special levy on selected financial institutions
Contributions to other funds*

Other expenses

Depreciation, amortisation and write-downs of non-current tangible and intangible assets

Non-current tangible assets

Non-current intangible assets

General administrative expenses - total

(14 646) (12 831)
(5 290) (4 655)
(208) (182)
(213) (192)
13 6

(6 054) (5914)
(2728) (2 491)
(2 386) (1 855)
(1511) (1501)
(1083) (1017)
(2 602) (2 630)
(198) (108)
(431) (332)
(2579) (2 549)
(1616) (1260)
(41 532) (37 511)

*This item includes a contribution to the Deposit Protection Fund and expenses for a resolution fund.

In 2018, the costs of auditing the financial statements amoun-
ted to EUR 160 thousand (2017: EUR 124 thousand), costs of
assurance audit services other than the audit of financial
statements and other costs of non-audit services provided

by the audit firm and its network member firms amounted to
EUR 41 thousand (2017: EUR 73 thousand).

Non-audit services include: audit of the consolidation pac-
kage and of the Bank’s prudential reports, preparation of a
long-form auditor’s report and a review of securities tra-
der measures for the NBS, conferences, training courses,
information system security review, and MIFID Il consulting
services.

The Bank has no pension scheme other than Slovakia’s state
pension system. Pursuant to the Slovak legal regulations, an
employer is obliged to pay contributions to social security,
health insurance, medical insurance, accident insurance,
unemployment insurance, and contributions to a guarantee
fund set as a percentage of the assessment base. These
expenses are charged to the statement of comprehensive
income in the period in which the employee was entitled to
receive the salary.

The notes to the separate financial statements form an integral part of the financial statements.
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28. Other Operating Revenues/(Expenses), Net

, Year Ended Year Ended
(SR 31 Dec 2018 31 Dec 2017

Provisions for impairment losses on other assets

Creation of provisions for other assets (16) (19)

Release of provisions for other assets 2133 46

Other assets written-off and assigned (Note 11) (2121) 1
Costs for the creation of provisions

(Creation)/release of provisions for litigations and other disputes and other risks, net (Note 20) (90) (54)
Other revenues

Revenues from sale of real estate and other assets 2 94

Lease revenues 2 1

Revenues from sale of commemorative coins - 12

Other operating revenues 128 178
Other operating revenues/(expense), net 38 259

29. ltems of Other Comprehensive Income

The items of other comprehensive income:

. Year Ended Year Ended
e 31 Dec 2018 31 Dec 2017

Financial assets at fair value through other comprehensive income

Gain/(loss) on accumulated other comprehensive income 282 755
Deferred tax liability/(deferred tax asset) on revaluation reserves on financial assets measured
R (59) (158)
through other comprehensive income
Other comprehensive income 223 597

The notes to the separate financial statements form an integral part of the financial statements.
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Separate financial statements for the year ended 31 December 2018 prepared
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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 2018 31 Dec 2017

Assets 64 314 47 251
Of which: Hungary 18 347 17 240
Of which: Other EU countries 37714 26 973

Liabilities 244 666 265 865
Of which: Hungary 178 790 219 093
Of which: Other EU countries 56 997 39 743

As at 31 December 2018 and 31 December 2017, the Bank’s non-current tangible and intangible assets were localised only in
the territory of the Slovak Republic.

Revenues from Foreign Entities

, Year Ended Year Ended

Interest income on:

Term deposits provided to OTP Bank Nyrt (Hungary) 29 152
Subordinated bonds issued by OTP Bank Nyrt (Hungary) 244 244
Reverse REPO transactions with OTP Bank Nyrt (Hungary) 23 183
Foreign government bonds (Bulgaria) 295 295
Issued mortgage bonds and bonds with negative interest (Hungary) 100 113
Dividends from VISA Inc. shares 8 9

The amount of income from other foreign entities is not significant for the Bank.

The notes to the separate financial statements form an integral part of the financial statements.
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31. Related Party Transactions

Under “IAS 24 - Related Party Disclosures” (IAS 24), arelated c¢)
party is defined as:

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);

a) A person or a close family member of that person if that
person: d)
1. has control or joint control over the reporting entity,

The entity, if this entity and the reporting entity are joint
ventures of the same third party;

whereas control means authority to control financial

and operating policy of the reporting entity in order to e) The entity, if this entity is a joint venture of the third party
gain benefits from its activities and joint control means and the reporting entity is an associate of the third party
contractually agreed participation in control of operating and/or if the entity is an associate of the third party and
activities; the reporting entity is a joint venture of the third party;

2. has significant influence over the reporting entity, whe-
reas significant influence means authority to participate  f) The entity is controlled or jointly controlled by a person
in decisions on financial and operating policies of the identified in a);
reporting entity, but not control over such policies; signi-
ficant influence can be gained by holding shares, through g) A person identified in a1) has significant influence over the

articles of association or an agreement; or
3. is a member of the key management personnel of the

entity or is a member of the key management personnel of
the entity (or of a parent of the entity).

reporting entity or of a parent of the reporting entity,
whereas the key management personnel include indivi-
duals who have authority and responsibility for plan-
ning, governance and control of the reporting entity’s
activities, directly or indirectly, including each director
(whether executive or other) of this reporting 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.
b) The entity and the reporting entity are members of the

same group;

The notes to the separate financial statements form an integral part of the financial statements.
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In 2018, the Bank performed the following transactions
within the OTP Group:

e Spot and forward transactions with the parent company,
OTP Bank Nyrt. — provided and received term deposits,
currency spots and currency swaps;

e Provided short-term loans on a recurring basis to the pa-
rent company, OTP Bank Nyrt., secured by securities within
reverse REPO transactions;

* Repurchased Mortgage Bonds, Issue XXXIl from the parent
company, OTP Bank Nyrt. (see Note 14); and

e Sold the issue of short-term bonds to the parent company,
OTP Bank Nyrt. (see Note 14).

e Subordinated debt provided to the Bank by OTP Financing
Malta Company Ltd (see Note 15).

All of the above transactions were made on an arm'’s length
basis.

In 2017, the Bank performed the following transactions
within the OTP Group:

e Spot and forward transactions with the parent company,
OTP Bank Nyrt. — provided and received term deposits,
currency spots and currency swaps;

* Provided short-term loans on a recurring basis to the pa-
rent company, OTP Bank Nyrt., secured by securities within
reverse REPO transactions;

e Sold Mortgage Bond Issues XXXI and XXXII to the parent
company, OTP Bank Nyrt (see Note 14); and

e Sold the issue of short-term bonds to the parent company,
OTP Bank Nyrt. (see Note 14).

All the above 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 2018, compensation in the
amount of EUR 799 thousand (2017: EUR 748 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 Il Directive.

As at 31 December 2018, the Bank recognised loan rece-
ivables from the members of the Board of Directors and
Supervisory Board in the amount of EUR 290 thousand (31
December 2017: EUR 287 thousand).

In 2018, the received loan repayments totalled EUR 26 thou-
sand (2017: EUR 193 thousand).Loans provided as at 31 De-
cember 2018 bore interest ranging between 1.50% and 6.50%
(31 December 2017: between 1.50% and 4.55%).

Banka vo vztahu k ¢lenom predstavenstva a ¢lenom dozornej

rady v priebehu rokov 2018 a 2017:

¢ The Bank did not waive or write off any loan or other recei-
vables.

¢ The Bank does not record any other loans, advances, gua-
rantees 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.

32. 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
regulatory 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. Items decre-
asing 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 15).

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%,

zvysené o hodnoty prislusnych kapitalovych vankusov.

Increased by the amounts of the relevant capital cushions.

The notes to the separate financial statements form an integral part of the financial statements.
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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 countercyclical
capital cushion for Slovak exposures at 1.25%. In 2019, the
countercyclical capital cushion will be increased to 1.50% with
effect from 1 November 2019.

In the period under review and as at the reporting date, the
ratio of the Bank’s total own funds exceeded the minimum le-

The structure of the Bank's regulatory capital is as follows:

vel required by the EU and Slovak legislation. As at 31 Decem-
ber 2018, the Bank achieved the following shares: the share
of Tier 1 own capital at 14.43%, the share of Tier 1 capital at
14.43% and the total share of capital at 16.58%.

Pursuant to Regulation (EU) No. 2017/2395 of the European
Parliament and of the Council amending Regulation (EU) No.
575/2013 as amended, the Bank decided to apply transitional
arrangements for mitigating the impact of the application of
IFRS 9 to own funds over the five-year transitional period.

(EUR '000) Nbec2018 |  ¥Dec20t? |

Tier 1 capital
Tier 1 own capital
Capital instruments allowable as Tier 1 own capital
Repaid capital instruments
Profit/(loss) from previous years
Retained earnings/(accumulated losses) from previous years
Allowable gain or (-) loss
Other provisions
(-) Intangible assets
(+/-)Other items increasing/(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

123396 115 557
123396 115 557
126 591 111 580
126 591 111580
(22 051) 7557
(18 079) 13 487
(3972) (5 930)
5034 5034
(9 884) (8 299)
23706 (315)
18375 15375
18 375 15375
141771 130 932
14.43% 13.25%
14.43% 13.25%
16.58% 15.02%

* Year-on-year change as a result of changes upon the first application of IFRS 9 — see “IFRS 9 Disclosures”, Note 2.

33. Supplementary Data to Statements of Cash Flows

(EUR ‘000) 31 Dec 2018 31 Dec 2017

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

148 140 168 601
2 9
(161) (361)
147 981 168 249

Significant non-cash movements excluded from cash flows are as follows:

(EUR ‘000)

Write-off and assignments of loans (Note 6)

31 Dec 2018 31 Dec 2017

(19 324) (18121)

The notes to the separate financial statements form an integral part of the financial statements.
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34. 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 trading
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:
e Credit risk
e 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 Mo-
nitoring Department, and Market & Operational Risk Depart-
ment.

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:

» Asset/Liability Management Committee (ALCO) Based on
monitoring key information on assets and liabilities 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;

e Risk management committee;

e Monitoring committee;

» Workout committee; and

» Operational risk management committee (ORC). ORC has
a control, coordination, advisory and decision-making
function in the area of operational risk management. It
approves the Bank's approach to various areas of operatio-
nal risk and has an advisory as well as a decision-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.

35. 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.

Measurement of Provisions for Expected Credit Losses

The Bank identifies and reviews the amount of provisions for
provided receivables on a monthly basis as at the reporting
date.

The measurement of provisions for expected losses from
receivables measured at amortised cost requires the use of
complex models and significant assumptions about future
economic conditions and credit behaviour.

The identification of expected credit losses reflects the
probability-weighted amount of a loss that is based on

the assessment of various possible outcomes, taking into
account the time value of money and reasonable and suppor-
table information about past events, current conditions and
forecasts of future economic conditions available as at the
reporting date without unreasonable costs or disproportiona-
te effort.

The parent bank developed a macroeconomic model with
future outlooks, which is tailored for each subsidiary bank in
the group. The model defines 5 scenarios with assigned wei-
ghts. The scenario weights are determined by a combination
of statistical analysis and expert judgement, taking into acco-
unt of the range of possible outcomes of each chosen scena-
rio. The parent bank considers these forecasts represent its
best estimate of the possible outcomes and that they cover
any potential non-linearities and asymmetries in the Bank's
various portfolios. These outputs are regularly updated by
the parent bank on a quarterly basis.

The notes to the separate financial statements form an integral part of the financial statements.
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The Bank recognises expected losses from a receivable in
the amount equal to a 12-month expected credit loss or equal
to the amount of expected credit loss over the entire lifetime
of the receivable. The maximum period over which expec-
ted credit losses are measured is the maximum contractual
period during which the Bank is exposed to credit risk. If the
credit risk has not increased significantly since the initial re-
cognition of the receivable, the Bank recognises 12-month ex-
pected losses. For lifetime expected credit losses, the Bank
estimates the risk of default of a receivable over its entire
expected life. The expected loss is the present value, expres-
sed as a difference between the contractual cash flows and
cash flows the Bank expects to receive, which are discounted
using the effective interest rate.

The Bank identifies impairment of receivables classified to
Stage 1 in the amount of lifetime expected credit losses that
result from default events possible in the next 12 months.
The Bank identifies impairment of receivables classified to
Stage 2 or 3 in the amount of lifetime expected credit losses
over the entire lifetime of receivables. More detailed informa-
tion about the classification of receivables in different stages
is provided in section “Loans and Receivables, Impairment

of Loans and Receivables” in Note “2. Significant Accounting
Principles”.

Expected credit losses of non-retail receivables classified in
Stage 3 are measured individually by the discounted expec-
ted cash flow method for:

* Receivables managed by the Work Out & Monitoring De-
partment, except for low-value loan receivables (micro
loans measured on a portfolio basis);

e Receivables not managed by the Work Out & Monitoring
Department with an exposure exceeding EUR 0.4 million.

Two scenarios apply to individually-measured receivables:
the worst-case scenario and the best-case scenario. Each
scenario is weighted by the probability of different expec-
tations of future cash flows, and the final impairment is
calculated using the weighted average of both scenarios.
The significance of each scenario relies on professional
judgment. Each scenario may contain expected cash flows
from the business perspective and from the realisation of a
collateral, if any.

For other receivables classified to Stage 3 and receivables
classified to Stage 1 and 2, expected credit losses are mea-
sured on a portfolio basis. The assessment of credit risk of a
portfolio of receivables entails further estimations, such as
the probability of default and the associated loss ratios. The
Bank assesses credit risk using:

 Probability of default (PD);

» Exposure at default (EAD); and

 Loss given default (LGD).

Forward-looking economic information is also included in de-
termining the probability of default, exposure at default and
loss given default over a 12-month period and the expected
lifetime of a receivable. These assumptions vary by product
type and portfolio. The amount of expected credit losses is
the discounted product of the probability of default (PD), loss
given default (LGD), exposure at default (EAD) and the disco-
unt factor. Effective interest rate is used for discounting.

The probability of default (PD) represents the likelihood of

a debtor defaulting on its financial liability over the next 12
months or over the remaining lifetime of the liability. Various
statistical methods are used to calculate this probability of
default from the point of initial recognition throughout the
lifetime of the receivables.

The loss given default (LGD) is usually expressed as a per-
centage loss per unit of exposure at the time of default. The
calculation takes into account primarily loan repayments,
expected cash flows from collaterals and the relevant time
effects. The calculation varies by the product type and form
of collateral. The calculation does not automatically reflect
only the observed historical data, but also changes in factors
affecting LGD, taking into account macroeconomic effects.

The exposure at default is based on the amounts expected to
be due at the time of default, over the next 12 months, or over
the remaining lifetime of the receivable. The 12-month and
lifetime EADs are determined based on the expected cash
flows.

The Bank’s calculation includes standard risk parameters,
which are methodologically regulated by group standards.

Given the major changes in the calculation of provisions for
loan receivables resulting from the adoption of IFRS 9, the
level of uncertainty implied by new processes, algorithms,
methodology, data sources, and the risk arising from the
short term of application of the new methodology, has tem-
porarily increased. To cover the risks of potential understa-
tement of the amount of provisions that may arise from such
uncertainty, the Bank decided to temporarily apply a conser-
vative approach, ie maintenance of a conservative cushion.
The Bank will reassess this approach in the following periods
taking into consideration the gradual elimination of the risk.

In accordance with the parent bank’s methodology, the Bank
also identifies and reviews the amount of provisions for other
Bank assets.

» The measurement of the provisions for expected losses
from receivables from different debtors is in line with the
methodology set by the parent bank. It is a simplified model
for calculating expected losses over the entire lifetime
of receivables from other assets, taking into account the

The notes to the separate financial statements form an integral part of the financial statements.

Annual report 2018

Notes to the Separate Financial Statements



Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

average amount of receivables in the specified historical
period and the amount of write-offs. O¢akavané straty k
pohladavkam z cennych papierov amortizovanej hodnote
sa identifikuju obdobnym spdsobom ako pri Uverovych
pohladavkach.

» Expected losses on receivables from securities at amor-
tised cost are identified in a similar manner as for loan
receivables.

* Provisions for expected losses on amounts due from
banks are measured in line with the methodology set by
the parent bank. Amounts due from banks are classified
to Stages 1 to 3 in accordance with the set parameters.
Provisions for assets are not calculated by the Bank for
exposures to central banks and exposures with maturity of
up to 3 months.

Policy for Writing-Off of Receivables

The Bank writes off loans and placements when it receives

a document on customer insolvency, a court decision on
cessation of a receivable, after the completion of bankrupt-
cy proceedings, if the debtor has died and the receivable
cannot be recovered from the heirs, or based on a decision of
Bank management to waive collection if collection expenses
exceed the amount receivable, or based on a decision of Bank
management to write off such a receivable if only minimal

or zero proceeds are expected to be recovered in the long
term and the customer is overdue with the loan repayment
by more than 1080 days. The Bank also performs a partial
write-off of receivables if a portion of the receivable is not
acknowledged in court proceedings for the payment of the
receivable (in particular, the standard interest charged after
the loan is declared due); or where bankruptcy has been
declared over the customer’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 Collateral

The estimated value of collateral is subject to numerous
uncertainties and risks. Amounts that may ultimately be
realised upon liquidation of collateral for defaulted loans may
differ from estimated amounts and the difference may be
significant. Collateral represents an estimated amount that
the Bank would receive upon the enforcement of the pledge if
the loan fails to be recovered in an economic manner.

Fair values of collateral are estimated based on the value of
collateral if the determined loan is provided. Collateral is mo-
nitored in order to review the current value and quality of col-
lateral over the entire term of loan. Individual forms of collate-
ral are subject to reassessment, whose frequency depends on
the type of collateral used and the customer’s segment.

In respect of collateral treatment, the Bank pays special
attention to the measurement and remeasurement of indivi-
dual collateral, the calculation of accepted collateral value,
specification of collateral permissibility for credit risk miti-
gation and realisation of collateral if the collateralised loan is
defaulted.

The Bank primarily accepts the following types of collateral:
» Financial collateral (cash, securities, etc);

¢ Immovable assets;

¢ Movable assets;

¢ Receivables and inventory.

The Bank uses the following legal instruments:
¢ Pledge;

e Security transfer of receivables;

¢ Blocking of cash.

The collateral valuation methodology and collateral reme-
asurement frequency depend on the type of collateral and mini-
mum criteria pursuant to the valid legislative regulations imple-
mented in the Bank's integral regulations. The measurement of
collateral instruments is specific for each type of collateral and
the Bank applies an appropriate degree of prudence.

The Bank realises collateral on a case-by-case basis depending
on factors such as the current condition and value of collateral,
the current amount of the receivable, speed of debt recovery,
recovery costs, etc.

The Bank primarily uses the following forms of collateral

realisation:

¢ Voluntary auction;

¢ Foreclosure proceedings;

e Sale of collateral for the Bank's receivable in bankruptcy or
restructuring proceedings;

e Call to subdebtors to pay under pledged trade receivables;

¢ Enforcement of a promissory note in court;

¢ Assignment of a receivable; and

¢ Recovery through external collection agencies based on a
mandate agreement.

Criteria for Definition of Default of Loan Receivables
The Bank has implemented a methodology for default in line
with the group definition of default, which is used at the sub-

sidiaries of OTP Bank Nyrt. Hungary.

The Bank considers the following facts as events of default
associated with a borrower or transaction:

Objective fact — delayed payments by more than 90 days and
such defaults are material:

The notes to the separate financial statements form an integral part of the financial statements.

Annual report 2018

91

Notes to the Separate Financial Statements



Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

» Any credit liability of the 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 faci-
lity (the limit was exceeded) and the excess of the limit has
lasted continuously 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:

e 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 an exposure arises for a financial
institution;

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

e The financial institution agrees to a forced restructuring of

Classification of Risks from Loans and Receivables

31 Dec 2018

the credit liability;

Bankruptcy, liquidation, deletion from the register, restruc-

turing by operation of law in relation to the debtor’s credit

liability to the financial institution, parent company or any
of its subsidiaries;

e Other default events such as declaration of early maturity
of a receivable, write-off of a receivable, remedial regime,
forced administration, court collection of a receivable, filing
of a criminal complaint and default of factoring transac-
tions.

When identifying default, the Bank has an absolute materiali-
ty limit for retail clients of EUR 50 per exposure and EUR 250
per client for non-retail clients.

The Bank considers all loan receivables where a default
event was identified as distressed, impaired and reports
them in Stage 3.

GorE e Coverage by

(EUR ‘000) by Provisions (et Prg:lifai:’:;fsnd
Retail loans 731 344 44185 6.00% 518 796 77.00%
STAGE 1 663981 6961 1.00% 481004 73.50%
STAGE 2 20 707 3570 17.20% 13835 84.10%
STAGE 3 46 656 33 654 72.10% 23 957 123.50%
Non-retail loans 479 390 41709 8.70% 199 367 50.30%
STAGE 1 408 621 6657 1.60% 163 341 41.60%
STAGE 2 18131 1961 10.80% 15184 94.60%
STAGE 3 52638 33091 62.90% 20 842 102.50%
Total balance sheet credit risks 1210734 85 894 7.10% 718 163 66.40%
g;:i’:i‘:h assessed on an individual 46 976 28 059 59.70% 19 455 101.10%
Of which assessed on a portfolio 1163758 57 835 5.00% 698 708 65.00%

basis

The notes to the separate financial statements form an integral part of the financial statements.
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Coverage by Provi-

31 Dec 2017

Coverage by

Collateral sions
and Collaterals

(EUR ‘000)

Provisions

Loans measured on an individual

bacie totat 86 529 39518 45.70 % 31416 82.00 %
Retail loans 7943 5 459 68.70 % 4810 129.30 %

(r:e‘:]’[‘“h with identified impair- 7943 5459 68.70 % 4810 129.30 %
Non-retail loans 78 586 34 059 43.30% 26 606 77.20 %

g]fe"::"c“ with identified impair- 62547 34 059 54.50 % 24 864 94.20 %
'l;‘a’::‘: t':te:ls“'ed on a portfolio 1141730 46510 4.10% 715 227 66.70 %
Non-retail loans 411 344 4591 1.10 % 212791 52.80 %

gfevrs]/:]ich with identified impair- 4037 2913 7220 % 654 88.40 %
Retail loans 730 386 41919 5.70 % 502 436 74.50 %

2;":{"”‘ with identified impair- 58 792 38510 65.50 % 21176 101.50 %
Other - - - - -
Total 1228 259 86028 7.00 % 746 643 67.80 %
S;:I.’:iCh assessed on an individual 372 755 40092 10.80 % 194 702 63.00 %
IR IMICEREE GG Al 855 504 45936 5.40 % 551 941 69.90 %

basis

As for the credit exposure as at 31 December 2018, 10 major credit exposures amounted to 5% of the total gross amount of
loans (31 December 2017: 5% of the total gross amount of loans).

Exposure to Credit Risk from Loans and Receivables by Business Industries

31 Dec 2018 Carrying Amount STG1 Carrying Amount
(EUR ‘000) Before Provisions After Provisions
Electricity generation 26 291 20 499 1533 4 259 3769 22522
Households 731592 663 981 20721 46 890 44 431 687 161

Agriculture and food-pro-

o 69116 57 809 1089 10218 7 757 61359
cessing industry
Trade and services 77 108 64 584 1213 11311 9 657 67 451
Metallurgy and machinery 26 764 25 639 999 126 746 26018
Chemical industry 5648 170 0 5478 1924 3724
Transport and infrastructure 8132 5589 1327 1216 627 7 505
;'omnbe" and paper produc- 4996 3980 861 155 254 4742
Construction industry 20 092 17 329 2014 749 1532 18 560
Real estate 102 381 89 586 4 461 8 334 7 268 95113
Public administration and 20 715 20715 _ _ 25 20 690
defence
Flnanmal services except 1966 442 B 152 977 989
insurance
Other industries 115933 102 279 4 620 9 034 6927 109 006
Total 1210 734 1072 602 38838 99 294 85 894 1124 840
Impairment - (13618) (5531) (66 745) (85 894) =
Total - 1058 984 33307 32 549 - 1124 840

The notes to the separate financial statements form an integral part of the financial statements.
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?;Uie,;(fg; 7 ;:f:!;n:r::;;::ts Specific Provisions Portfolio Provisions (;\af:;:'li;rg'oez;::\nst

Electricity generation 31369 2299 75 28 995
Households 734986 5582 41710 687 694
fgs”scigg‘i’rfguasr:‘:ymd'pm' 59 283 5719 374 53 190
Trade and services 73590 6637 1173 65 780
Metallurgy and machinery 22 854 270 398 22 186
Chemical industry 6 401 271 4 6126
Transport and infrastructure 7 993 230 268 7 495
Eiomnber and paper produc- 5105 16 147 4942
Construction industry 22 091 3911 514 17 666
Real estate 102 426 7 946 284 94196
z:fbelri]cczdministration and 20038 B 90 19 948
Egjpac;ileservices except 2 660 860 68 1732
Other industries 139 463 5777 1 405 132 281
Total 1228 259 39518 46 510 1142 231

As at 31 December 2018, the Bank reported a developer project portfolio in the amount of EUR 9 566 thousand (31 December
2017: EUR 17 734 thousand) and created provisions both on a portfolio basis and on an individual basis in the amount of EUR
133 thousand (31 December 2017: EUR 33 thousand) and EUR 4 153 thousand (31 December 2017: EUR 8 964 thousand), res-

Information on Credit Quality of Selected Categories of the Bank’s Financial Assets

The table below summarises the quantitative structure of corporate loans by rating category:

:

Corporate loans

e e 12231 ' : 12231 14894
I 31019 3 49 31071 23537
Il 41786 772 1625 44183 58 438
v 90 690 1656 1467 93813 96 451
v 117 033 1462 49 118 544 88768
vi 84 007 2724 741 87 472 90507
vl 28 540 9107 495 38 142 41308
VLU et el T 2731 2024 46168 50 923 7018
recoverability of a loan)

VIl + | (default) - - - - -
Total corporate loans 408 037 17 748 50 594 476 379 420 921

The table above only includes non-retail receivables, where the customers are subject to the rating tool. Retail receivables
have scoring values assigned that are assessed based on the application data of an applicant — natural person and are used to
assign risk parameters to a specific loan. The rating process for retail receivables differs from the rating process for non-retail
receivables and these two rating systems are not comparable.

The notes to the separate financial statements form an integral part of the financial statements.
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The table below summarises the quantitative structure of placements with other banks, loans to other banks by rating cate-
gory:

Rating Class (EUR ‘000) 31 Dec 2018 31 Dec 2017

Il 217 -
IV-VIlI - -
Non-classified 2 ?
Total 219 9

The table below summarises the quantitative structure of financial assets measured at fair value (except investments in com-
panies) by rating category:

Rating Class (EUR ‘000) 31 Dec 2018 31 Dec 2017

-1 - -
1% 8271 8721
V-Viil - -
Non-classified 1565 1243
Total 9836 9 964

The table below contains the quantitative structure of debt securities at amortised cost by rating category:

Rating Class

Il 73126 73 314
1] 10 484 10560
V-Vl - -
Total 83610 83874

Financial assets measured at fair value and debt securities measured at amortised cost were classified in rating categories
based on ratings from international rating agencies (Moody's, Standard & Poor's, Fitch Ratings).

The notes to the separate financial statements form an integral part of the financial statements.
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Claimable Value of Received Collateral by Loan Portfolio Classification

31 Dec 2017 Assessed on Assessed on TOTAL
(EUR ‘000) an Individual Basis a Portfolio Basis

a) Pledge over 193 482 545 056 738538
Immovable assets 156 133 540 826 696 959
Securities - - -
Moveable assets 28 807 4230 33037
Trade receivables 8542 = 8542

b) Other collaterals 1220 6 885 8105
State guarantees - - -
Bank guarantees 92 721 813
Guarantees of other parties 9] 4 656 4661
Money 1123 1508 2631
Other = = -

Total value of received collateral for the loan portfolio 194 702 551 941 746 643

Concentration of Credit Risk to the Slovak Republic

The following table presents the Bank'’s credit risk to the Slovak Republic, companies controlled by the Slovak government,
municipalities, and similar exposures:

Portion of Portion of
Total Assets Total Assets

Cash, due from banks and balances with the

0, 0,
National Bank of Slovakia K L 11805 716 )
Loans and receivables, net of provisions for 20 690 1.47% 19948 1.37%
expected losses
Debt securities at amortised cost 73126 5.18% 73314 5.03%
Total 191 400 13.56% 227 994 15.64%

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:

31 Dec 2018 31 Dec 2017
Portion of Portion of
Total Assets Total Assets

Debt securities at amortised cost 10 484 0.74% 10560 0.72%

Total 10 484 0.74% 10 560 0.72%

The notes to the separate financial statements form an integral part of the financial statements.
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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):

31 Dec 2018

(EUR ‘000)

Due from banks and balances with the National Bank of Slo-

: 116 696 - - 116 696 146 099
vakia
Loans and receivables, gross 1072 602 38838 99 294 1210734 1228 259
Debt securities, gross 83636 - - 83636 83874
Financial assets at fair value through profit or loss 8 271 - - 8 271 1
Flnanual assets at fair value through other comprehensive 1571 B _ 1571 9970
income
Subtotal of balance sheet risks 1282776 38 838 99 294 1420 908 1468203
Guarantees issued 28763 - - 28763 23 600
Issued letters of credit - - - - 150
Loan commitments to clients 56 672 - - 56 672 51 959
Subtotal of off-balance sheet risks 85 435 - - 85 435 75709
Total 1368 211 38838 99 294 1506 343 1543912

The notes to the separate financial statements form an integral part of the financial statements.
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36. Market 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 commodities.

Market Risk Management

The Bank's principal risks include currency (foreign exchan-
ge) risks and interest rate risk.

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 trading book includes positions arising from selected
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.

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.

Currency Risk

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)
methodology. To calculate VaR, the Bank opted for a 99%
confidence level, a one-year historical database of daily EUR/
foreign currency movements, and a 1-day time limit. The VaR
reflects the potential loss that will not be exceeded in 99% of
overnight movements in foreign exchange rates.

The set of currency risk limits consists of the following
restrictions in respect of the Bank's open positions:

e Overnight limits

Intraday limits

VaR limit

¢ Daily stop-loss limit

e Stress test limit and extraordinary stress test limit

The notes to the separate financial statements form an integral part of the financial statements.
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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 inte-
rest-accruing assets will differ from the maturity of interest-
-bearing liabilities used to finance these assets. Hence, the
period for which the interest rate is attached to the financial
instrument shows the extent to which this instrument is ex-
posed 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.

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:

¢ Trading book position limit
¢ Duration-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)

The notes to the separate financial statements form an integral part of the financial statements.
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by Time Band

ilities

Classification of Interest Rate Sensitive Assets and Liab

The tables below provide an analysis of the selected categories of assets and liabilities by time bands according to interest

rate sensitivity. Assets and liabilities that are not sensitive to interest rates are classified as “not specified
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have an impact on the Bank's economic value. For a poten-

Interest Rate Risk Sensitivity Analysis

tial decrease in the economic value in the event of a change
in the yield curve shape (shift of the yield curve by 100 bp,

An analysis of interest rate risk sensitivity is based on the as-
sumption of a shift of the yield curve by 100 base points du-

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 2.5

years) the Bank set a limit of 5% of Tier 1 capital.

ring the following 2.5 years (straight-line). Therefore, assets

and liabilities with residual maturities over 2.5 years will not
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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.

37. Liquidity Risk

Liquidity risk is the risk that the Bank will encounter difficulties
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 requi-
rements 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 repayment
schedules facilitate earlier repayment. The assets and liabili-
ties that could not be included into the relevant time buckets ac-
cording 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.

The notes to the separate financial statements form an integral part of the financial statements.

Annual report 2018

105

Notes to the Separate Financial Statements



Separate financial statements for the year ended 31 December 2018 prepared

under International Financial Reporting Standards

'810Z Ul MaIA3J Japun pordad alipua ayy Burinp sgn ayy Aq paiejndils sainseaw ayj e

Yum pandwod Alsnonuiuod yueg ayL ‘(Uoniw /1L ¥N3 :£1L0Z Jequiadaq LE) UOHIW 96 YN3 4O JUNOWE 3y} Ul 3AINISO S| Y3UOW dUO UIy}M AYp
-Inb1) o uonisod 198ys-adue|eq 12U 3y} ‘S1UaI)I S, Mueg 8y} JO INOIARYS(Q pJIepUR)S 3y} U0 paseq A}linjew pajewiisa ay} Jo SUIId) U] "pueq awiy
SIY} 01Ul SIUBIYD JO SIUNOIJL JUSIINI pue S}Isodap WId)-Uou |1 JO UOI}ed1}ISSe)d 8y} AQ pasned AJulew si yiuow | Ulyiim anp saiijiger) pue
$}95SE JO AJLINJew 1eNpISa. Y} Ul 99UJa4IP YL “(UON)IW 819- ¥NT :£10Z Joquiadaq LE) PUB] W YIUOW-| UIY}IM BY) Ul UoNIW |- ¥N3T 40
dv9 e siuasaudal gLz Joquiadaq L€ e se AJlunjew jenpisad Jad spueq awi} ojul Salijigel] pue s}19sse 19ays aJue|eq JO UOIeI1ISSe)d 8y |

- (o€ 97Y) (810 86L) (€€0 6SL) (€977 LLL) 8L0¢ 49quad3q LE

1e se A)ipinbi) jo uonisod j@ays-aduejeq }au aAlRINWNY

- c0€ 97y 9LL LGE (586 8€) (L6S LY) (@97 LLL) 810z Jaquadaq Lg e se Ayipinbi) jo uonisod 39ays aduejeq j1aN
€6L1LLY L LEz 0Cl 618811 L9y €61 €26 L8 6SL 168 Ayinba pue sanniqen jejol
¢LS LLL ¢LS LLL - - - - Ajinb3
SELYL - - 0S€E ¥ - G8E 0L saliqen 1syio
(444 - LA Z LLS 000 L - Sal}ljigel] 40) SUOISIAOIg
m = = - E Ll Buipe.y 10j pjay saniqel) jeroueuly
ceo LT 000 £ 000 0Z - ce - 193p pajeulplogng
S0l S8 - 000 S% oLl G66 6€ - S81}1INJ8S 1q8p WoJj saiijiqel
LLEOZL L 699 1 v6€ G 929 Gl 96% 9% 961 188 SJ3wojsnd 0} sanljiqer
Ssyueq Jayio
beLEy - LS ey - e Pue BEAOIS 4O 3ueq JeUOlIEN 3y} JO SUOIINGLIJU0I ‘SYueq 0} SalIqer]
sanliqen
€6L1LLY L €€S 995 GES 0LY 9Ly ¥S1 CE6 6€ LLE08L sjasse jejol
€9€¢€ 604 L 8¢ ¢0¢ 86¢C 9¢0 L Ss}asse Jayio
90% S - 90% G - - = }9SSE Xe} paJJlajeq
66Y - - bbY = - 19SSE XB} Jualin)
788 6 %88 6 - - - - s1asse a)qibueul JuaLINd-uoN
907 61 907 61 - - - - s}asse a)qibuey Jualind-uoN
LLS L 146G L = = = - awodul aAIsuayadwod Jaylo ybnouy) anjea Jiej je s}asse Jeloueul
1Lz 8 = = GEZ 8 9¢ = $50] 40 Jjo1d ybnouy) anjeA Jiey Je s}asse |eldueul 4
0L9 €8 88€ 01 0GE LL 96 9LL L - $9550] pa}2adxa 40} SuOIsIA0Ld JO 18U 1S02 pasilJowe e Sa111indss 1ga(
078 vzl L S48 €25 LSL €6€ LZL Syl 28 Le 595 %Z $9550] P3123dxa 10} SUOISIA0 JO J3U ‘S3]qeA@I3 pUE SUeoT
$9550] pajdadxa
L i i o : £ 10 suolsino.d JO }aU ‘SyUBQ J3Y}0 0} SUBO] ‘SYUBQ JaU}0 Y}IM Sjuswade]d
2L YS1 - - - - el el BBAOIS JO Yueg ]BUOEN 83U} Y)IM SadUBIRq PUB S}UBQ WO} 3Np ‘Yse)
sjassy

20 PEe SIBIA § SYIUoW Z| 0} SYIUOW € 0}
12101 SIed\ § (000, ¥N3)

0} Jeaj | wody € woug Yjuop | wou4

wo.y

810z 19qwiaaq L€ 1 se Ajinjep 1enpisay Jad spueg awi] ojul Sal}IjIqel] pUe s}assy }93Ys aluejeg Jo UoljeaijIsse])

The notes to the separate financial statements form an integral part of the financial statements.

0
—
c
£
[
—
[
—
(2]
=
o
c
©
=
[T
[
—
©
o
©
o
[}
(2]
(]
e
=]
o
-
(02}
[]
—
o
=z

Annual report 2018



Separate financial statements for the year ended 31 December 2018 prepared

under International Financial Reporting Standards

L10Z JdquLdeq LE

- - (9%L 2%S) (62L S6L) (9L4% LLL) (79€ 819) 1e se Aupinbi jo uomsod j9ays 3uejeq 13U AAREINWINY

- 9YL 2Y9S €86 2S¢ (€SZ 8L) (L1 66) (79€ 819) L10Z 12quiadaQ L€ 1e se Ayipinby jo uonisod 1aays aduejeq jaN

L9S LS L €29 LEL 70S €1 0S% 9€¢ 208 0€L 88l ¥¢8 qenjejol

6€S 621 6€G GCl - - - - Ajnb3

L66 0T - - ce0y 8 LS6 91 sailiqen 1ayio

LECT E - 96 ¢ Gyl oyl - Sal})Iqel)] Joj SUOISIAOIg

800 0¢ - 000 0¢ - 8 - 199p pajeulplogns

SYL L9L - 000 S% 086 6% 266 CL €Ll S31}14NJ3S 1g3p Wy safjiqelrT

6L9 601 L %80 9 L86 LS LSC 18l %89 LS L69 908 SJawojsnd 0] saljigel

syueq Jayjo

89e 01 i Has el i 2 pUE B{BAO]S 4O YUBg JRUOIIBN 8Y} O SUOIINGIIIUOD ‘SYUBQ 0} Salj]igel]

sanniqery

L9S LS L 69€ YL9 L8Y L8E L6l 8S1 069 L€ %28 S02 sjasse jejol
sy o%€ L 8 98¢ CLE 971 ¢ S}asse JIsyi0
€€0S - €E0 S - - - 19SSe xe} paJdlajeq
706 L - - 706 L - - }9SSE Xej} Jualin)
662 8 662 8 - - = = sjasse a)qibuejul Juaiind-uoN
19L 02 L9L 0¢ - - - < sjasse a)qibue) Jualind-uoN
0L6 6 6972 1 = G89 8 9¢ - awo2ul aAIsuayaldwod Jayjo ybnouyy anjea Jiey je s}asse |ejoueul
l - = = - l $50] 40 }1j04d ybnouy} anjea Jiej je s}asse |eldueul
9.8 €8 20028 = 96 9LL L - S9550)] pa}dadxa J0j SUOISIA0Id JO }3U }S0D PASIIIOWE Je Sa1}1INJ3S 199
lLezeyi L 8LL 099 9% 28€ 9z¢ Lyl 906G 6¢ GEE ¢ $9550] Pa32adxa J0j SUOISIA0.IM JO }aU ‘S9)GRAISI PUE SUEODT]
$9550] pajoadxa

& : : : : 6 10} suoisinold Jo }au ‘syueq Jayjo 0} SUBO] ‘SYUB( I3]0 Y}IM Sjuswade]d
€EE 181 - - - - €ee 18l BIYBAO]S JO Yueg JeuOlieN 3y} Ylim S8dUejeq pue syueq wo.y anp ‘ysen

sjassy

J13AQ pue
SIB9A G SYIuop | 03 SYIuop € 0}

SIe3\ G YIUOW | UIYHM (000, ¥N3)

o 0) Jeaj | wou4 € wo.u4 Yjuop | wouy

£10Z 19quiaaq L£ je se Ajunjepy jenpisay Jad spueg awi| ojul Sal})Iqel] pue s}assy }99Ys aIuejeg Jo UOIRIISSE])
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Separate financial statements for the year ended 31 December 2018 prepared
under International Financial Reporting Standards

38. 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. Operational
risk also includes legal risk, ie the risk of loss primarily due to
a failure to enforce contracts, the threat of unsuccessful legal
disputes or court rulings with adverse impacts and model risk,
ie the risk of loss resulting from decisions that could be based
on outputs of internal models due to errors in the develop-
ment, implementation or use of such models.

Operational risk management is addressed in the Instructions
of the Board of Directors entitled “Procedures for Operational
Risk Management”, which provide guidance on identifying,
estimating, monitoring and mitigating operational risks. The
Bank's principal objectives and principles in managing opera-
tional 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 ma-
intenance of consistent methodology for identifying, monito-
ring, assessing and mitigating operational risks.

The Bank’s objective is to map operational risks in all proces-
ses 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 quali-
ty while sustaining the Bank’s competitiveness. The key aspect
of the operational risks management system is an active
cooperation between process owners and all organisational

39. Earnings/(Loss) Per Share

units of the Bank, wide awareness, communication of infor-
mation and understanding of the tasks assigned. The Bank
has strictly-defined 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 se-
rious 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 effec-
tiveness of proposed measures in respect of the respective
process efficiency. In addition to the self-assessment 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 Advan-
ced Measurement Approach and Operational Risk Manage-
ment (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 Sep-
tember 2015. All internal and external data, business environ-
ment 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 attribu-
table 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

(3972) (5 930)

(3972) (5930)

(0.140) (0.264)

18 11503 458 11503 458
(1 402.23) (2 637.70)

18 570 570
(0.035) (0.066)

18 44 342 957 21060 739

The notes to the separate financial statements form an integral part of the financial statements.
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40. Settlement of Loss for the Preceding Repor-
ting Period

The General Meeting of OTP Banka Slovensko, a.s. was held
on 5 April 2018. The General Meeting approved the separate

financial statements for 2017 and the settlement of the loss
for 2017 as follows:

Settlement of the loss for 2017 (EUR ‘000) _

Profit/(loss) for 2017 - loss (5 930)
Settlement:
- Retained earnings of previous years (5 930)

41. Proposed Settlement of a Loss for the Current
Reporting Period

Proposed settlement of the loss for 2018 (EUR ‘000) _

Profit/(loss) for 2018 - loss (3972)
Settlement:
- Profit/(loss) from previous years (3972)

The proposed settlement of a loss for 2018 is subject to ap-
proval by the General Meeting of OTP Banka Slovensko, a.s.

42. 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.

The notes to the separate financial statements form an integral part of the financial statements.
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